Why market integrity in stock markets 1s very necessary

s it were, crises and chal-
. lenges prompt regu-
. lators to develop and

" implement new regula-

« story reforms. And mar-

ket infrastructure such as stock
exchanges being central to the
execution of changes have to dem-
onstrate resilience, reemphasizing
their instrumental role in ensuring
financial market effectiveness and
Furthermore, in such times
there are expectations of increased
responsibility by stock exchanges in
ensuring there is market integrity. As
related risks become more complex,
driven by shifts in risk management
responsibilities, it makes matters no
less easy for exchanges. New non-
financial risks, such as cyber attacks
as well as a broader set of market
risks stemming from macroeco-
nomic, to pandemics and geopoliti-
cal developments - like in the cur-
rent global situation, these have to
be accommodated as well. There are
also cases of constant demands for
new technologies and the focus of
market intermediaries to build digi-
tal capabilities to accelerate the evo-
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lution of financial markets and thus
the necessity for exchanges super-
vision within them. In some cases,
exchanges have to develop these dig-
ital platforms - the likes of Mobile
Trading Platform - Hisa Kiganjani
— at the DSE, beyond their normal
call of dutybut has to step in in order
to serve to larger community.

As we are still into it, it is impor-
tant to note that many of such trends
have shaped the current state of
stock markets, ie., roles and man-
dates could intensify in the near
future. Trends such as the chang-
ing stakeholder expectations and
evolution of markets will present
new challenges for stock exchanges
in preserving market integrity, but
also new opportunities to conduct
supervision and surveillance more
efficiently.

In such circumstances stock
markets will need to stay abreast
of these dynamics and respond to
these trends through changes to
their operating models and practices
and through investments in selected
areas. This points towards the direc-
tion of -- over the next decade we
anticipate that these trends will
require key shifts in how exchanges
approach the whole issue of market
integrity.

This is to say stock exchanges will
have to adapt swiftly to execute on
the envisaged key shifts while keep-
ing pace with markets and competi-
tors’ innovations. As were changes
embedded may not be minor but are
also matters of necessity and so the
rate of change and increasing promi-
nence of exchanges would require a
proactive robust approach. In other

parts of the world we already observe
cases where exchanges are stepping
in the following ways: (i) investments
in new technologies (such as Artifi-
cial Intelligence-Al and pattern rec-
ognition) to support capabilities nec-
essary for enhanced market integ-
rity; (i) the leading role in providing
opportunities to collaborate across
stock exchanges, regulators and
market participants to develop joint
solutions to support market integ-
rity; (iii) increased focus on improv-
ing risk management and compli-
ance frameworks, and the tools and
digitization of core functions; (iv)
continued enhancement of supervi-

CRISES AND CHALLENG-
ES LIKE CYBER RISKS
AND ARMED CONFLICTS
PROMPT REGULATORS
TO DEVELOP AND IMPLE-
MENT NEW REGULATORY
REFORMS

sory functions, including expanded
mandates to teams and the creation
of specialized groups that combine
data analytics expertise and front-
office experience.

According to World Federation

of Exchanges (WFE), it is estimated
that stock exchanges and other mar-
ket participants collectively will need
to make investments of up to $3-4
billion to realise the intended agenda
over the next five years; the reason to
make this investment is to continue
to improve market integrity.

While in many jurisdiction and
economies stock markets have
evolved over the past decade to meet
new regulatory, market, and stake-

holder requirements, their devel-
opment is ongoing, given transfor-
mations in technology and regula-
tory standards. As a result of stock
exchanges central role in financial
markets, they are in a way positioned
to lead into the future.

For clarity -- market integrity is
critical for efficient, well-functioning
markets and includes a number of
components, namely: (i) clear, fair,
and robust rules governing access
and participation in markets, includ-
ing the promotion of non-discrimi-
natory market access; (ii) monitor-
ing to minimize market abuse and
manipulative trading practices; (iii)
price transparency and price forma-
tion; (iv) strong disclosure standards;
(v) investor protection; (vi) orderly
trading and systemic stability.

In most cases stock exchanges (the
DSE included) foster market integ-
rity by exercising the following func-
tions: rulemaking, member admis-
sion, market surveillance, market
data and regulatory reporting, and
investor education.

The context -- stock exchanges are,
to a greater or lesser extent self-reg-
ulatory organizations (SROs) in as
much as they define the rules of the
market (often with approval by regu-
lators) and perform market supervi-
sion and oversight functions. Their
functions are often grouped within a
supervisory or self-regulatory func-
tion, sometimes run independently.
The type of self-regulatory duties
undertaken and how these are deliv-
ered, vary from one jurisdiction to
another, depending on the domes-
tic regulatory framework, levels of
competition within a jurisdiction,
strength of local regulators, and the
maturity of the market. Thus, the
role of stock exchanges in preserv-

ing market integrity has never been
as important as it is today. Who are
other key stakeholders to this?

Regulators and Policymakers
In recent years, policymakers have

strengthened the regulatory frame-
work with an emphasis on ensur-
ing systemic stability and enhanc-
ing governance and good conduct in
markets. Legislation has expanded
the scope of instruments that
must be transacted through stock
exchanges. In some jurisdictions
regulatory demands span financial
and non-financial risk management
(including cyber risk): conduct of
business, investor and data protec-
tion, prudential requirements, and
fitness requirements for retail inves-
tors and market participants.

Investors

Facilitating orderly investor par-
ticipation in markets, while main-
taining a level playing field, are key
elements of ensuring market integ-
rity. Exchanges serve a diverse set
of investors with differing priorities
and requirements for disclosure,
market access, and investor protec-
tion. As investor expectations and
composition change, exchanges have
to respond through, for example,
investing in education of retail inves-
tors, adjusting disclosure require-
ments to take cognizance of evolving
investor needs, ensuring the fair dis-
semination of regulated news, and
the design of technology underlying
matching engines and best execution
solutions.
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