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< Abstract >

Challenges to Sound Growth of
Korean ELS/DLS Market

Under the low interest rate environment, ELS/DLS market has
archived rapid growth backed by increasing demand for alternative
investments. Despite many merits, there are concerns about
ELS/DLS investment risk, return, and potential for transmitting
systemic risk. ELS/DLS are midium risk financial instruments that
invest in both equity and bonds, and its risk is lower than equity
and higher than bonds. Due to the intensified competition in the
ELS/DLS market, sales margin has decreased. The decrease of
volatility could increase the loss of issuer’s hedging positions. Also,
increased outstanding of ELS/DLS might amplify systematic risk
not only in the stock market but also in the bond market.

For sound growth of the ELS/DLS market, negative
perceptions have to be addressed and investor protection must
be improved. Specifically, improvements should be made with
regard to risk ratings, transparent disclosure about issuance and
early payouts before maturity, management of hedging risks,
and issuers’ credit risks. The volatility trading market and
longer maturity options will be helpful for risk management of
issuers. Finally, issuers should try to provide different payoff

structures with downside protection and more safety.
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o 0 (o] 0 (o} (o} (o}
15% | 0.86% | 5.04% | 1332% | 2210% | 31.98% | 4250%
20% | 5.04% | 628% | 1252% | 2186% | 3284% | 41.96%
25% | 1332% | 1252% | 1464% | 2354% | 3260% | 42.28%
30% | 2210% | 21.86% | 2354% | 2612% | 33.82% | 43.76%
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2011.3Q 620.56 75,700 0.82%
2011.4Q 769.76 74,900 1.02%
2012.1Q 998.50 126,100 0.79%

Bt 796.27 92,200 0.88%
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[J VAR =8¢ BEAA3<E IM-6>), ELS LFFA Z7l= nge
eSS ST B ofgeH, TA4 FolAde EAY ELS
g Ae @3]8 KOSPI HEAs Harle o= fzy
— ELS B33 AE Hsto] 712Abe] &4 A3 W
2 N2AE v e vl AYE §) wEol Age] W
Aol Zol=e A7} d&

— FAH - 2F(2009) Aol = ELS Altdde 7]x2AEe] WE
doll BAIHORE FoJg JFS WAA e AoE BAHIS

<HE Il-6> ELS 3 ZM 1} VKOSPI X9 SENX AFZZHA
3 5= AELS AVIX
0.06 -0.45
AELS(-) (0.47) (-1.60)
-0.10 -0.16
AELS(2) (-0.94) (-0.70)
-0.76** -0.30
AVIX(-1) (-4.97) (-0.91)
0.07 -0.18
AVIX(2) (0.39) (-0.48)
c 0.07* 0.13
(1.91) (1.72)
F1): AELS= ELS g F7F, AVIXE WSAAT 7 58
AELS(-1)2 AY ELS W8 FH Z7}, AVIX(-1)S HY HEAASF F712 =3
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<E Il-7> 2 ZAs|Ale] Xp7|ojo) SEY Hos

(9 9l: o1 9)

10

TE 2010.2Q | 2010.3Q | 2010.4Q | 2011.1Q | 2011.2Q | 2011.3Q | 2011.4Q
A& 1,431 4,340 2,900 3,038 3,980 2,248 3,399
H= 756 697 384 196 -229 535 1,305
)4 10,307 1,070 2,425 3,963 5,292 6,740 4,722
F2 3,857 3,277 3,621 898 | -9,002 1,033 7,578
A S = -3,631 -1,921 397 1,677 5760 | -1,938 | -5,540
71} -250 95 -802 -98 1,315 1,315 -448
A 12,469 7,557 8,925 9,673 5,239 9,933 | 11,016
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AE =Y, 292 @ Qe ol 500y ol 23 HEE

O #54 d88EF 1522 ET= EDG(European Derivatives Group)
o
o
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<#E IV-1> VARO|| 7|=35t

AT ARL AT HA

A SE 2F oAl
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AgsH VAR 9] A9 9F
1 0<var=<250 Conservative
2 250<var<750 Moderately Conservative
3 750<var<1,250 moderate
4 1,250 <var<1,750 Moderately Aggressive
5 1,750 < var <10,000 Aggressive
A8 F2, ©]FEA(2011)

<J2l IV-1> EDGS FX35IAE 9

Oh

1S5 &8 oAl

I

EDG Rating consists of a risk-fit and a quality assessment

Risk-fit / product suitability (50 points)

50 points

Product quality (50 points)

Costs Trading

Creditworthiness

Information
availability

50 points

C Product risk Product quality )
[1]Zz] T [a1E] * K T *x K

I

Risike:

) i T

S

TEIN: DEDOOGE S

Z}5: European Derivatives Group

Seerd: 01,07, 2011



o)
T

|
oF
el
ZO

0

)

3

"

3+ ELS/DLS A%<

3

44

F FAA Hol Ax

3
pul

Y. ELS/DLS &A1 /MAE L F

i

[] ELS/DLS®] F4}2}7} Shuf25)

Arel @i gol whel Aol 5-10%) Fui

o

7k} 95% o

— DLS9] A% 90% ©]

| Sl A

9|

3

A, Ae Ade

33

Re

3 F A

_[Qr
g} AHGE A 5

=]

ELS/DLS

]

o
A

I
%

Z]4=2) W(ETN: Exchange Traded

R E R M i

T

el

il

37}

Mo
)

— gle) 71EA Ao 5

of, 347b2e) w4 2L 5-10% iele] Hul

—

25) ELS/DLS FAkAL7}F TS

oA g7} o] 0ixy

===
T

2

TR 7} o] 90~95% 7}

&

26) 2012 3¢, T4



[] ELS/DLS EAA7} S udste 39,
Y

gols A Snd o &4

<J8| IV-2> ELS/DLS AHE9| ZX I ALE Of Al

=00 [ 24 T IE=EREETR

ez | [= 2 (] r]| caszs e anzs | @ omEn

e [ :
1211021 9426.96 9513.19 9402.03 9365.68
1211420 943564 954219 9421.27 9343.47
121119 9397.05 9478.32 9414.07 929877
121118 9396.27 9477 .57 9413.26 9297.99
121117 939549 9476.582 941245 9297.22
121116 9391.40 945271 943550 9285.99
121115 9570.99 9631.73 9624.04 9457.21
121114 9504.83 9514.33 957410 9426.07
121113 9605.44 9665.68 9640.28 9510.36
121112 9607.27 9668.77 9638.16 9514.89
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12M1110 9605.68 9667.24 9636.49 9513.31
1211109 9674.41 9726.90 9704.95 9591.35
12111/08 9861.54 9877.42 9869.48 9837.73
121107 9810.24 980810 9820.02 9502.61
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