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Should you have any suggestions with regard to future editions of this
information brochure, please send them to: officeesba.ch. We are interested
in your feedback, which we will evaluate at the earliest opportunity.
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CAUTION

What are the risks
of commodity invest-
ments?

CAUTION

What are emerging
markets?

The commonest way in which private individuals invest indirectly in commodities
is via structured products (see 107 ff. above). There are other alternatives, such as
commodity swaps and options that are not listed for trading on an exchange. These
are traded directly between the parties concerned and are tailor-made products. More
information on how forwards and futures work can be found in a separate section
of this brochure (see 86 ff. above).

With commodity futures, you may receive physical delivery of the commodity con-
cerned on expiration, while structured products normally provide for cash payment.
If you prefer cash settlement, you will have to sell the futures before their expiration
date. Such products are therefore more risky than, for instance, equities or collective
investments.

The price of commodities is influenced by a number of factors. These include:

— the relationship between supply and demand

climate and natural disasters

state programmes and regulations, national and international events

state intervention, embargoes and tariffs

movements in interest and exchange rates

trading in commodities and the corresponding contracts

provisions relating to monetary policy, trading, fiscal and currency controls.

These variables can lead to additional investment risks.

Commodities investments are more volatile than conventional investments, and
yields on commodities can collapse at short notice. The volatility of commodity
prices also affects the value, and hence the price, of a futures contract based on those
commodities.

Conventional futures on oil, base and precious metals are normally easy to trade,
regardless of their term.

When market activity is limited, a contract can become illiquid. Depending on how
the yield curve moves, such illiquidity can lead to significant price changes. This is
a typical feature of commodities.

Investments in Emerging Markets

There is no standard definition of the term “emerging markets”. In the broadest sense
it includes all economies that are not regarded as“advanced” (see 197 below). Com-
mon criteria for defining what is an emerging market are per capita income, the level
of development of the financial sector, and the proportion of the total economy that
is made up by the service sector.

The creditworthiness of countries that fall within this definition can vary widely:
from very high to very low, with — in the latter case — very high default risk.
Although they can be at very different stages in their economic development, most
emerging markets have a political system that is very new (for instance they have only
recently become democracies) or is currently changing. This means that the political
system and its institutions may be less stable than in an advanced nation.
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Which countries
are deemed

to be “advanced
economies”?

Which factors should
you be especially
aware of when mak-
ing investments in
emerging markets?
CAUTION

What are the individ-
ual risks involved?

The list of emerging markets is changing constantly. According to the criteria applied
by the International Monetary Fund in October 2007, they include all countries
except: Australia, Austria, Belgium, Canada, Cyprus, Denmark, Finland, France,
Germany, Greece, Hong Kong, Iceland, Ireland, Israel, Italy, Japan, Korea, Luxem-
bourg, the Netherlands, New Zealand, Norway, Portugal, Singapore, Slovenia,
Spain, Sweden, Switzerland, Taiwan, the UK and the US. These nations are classed as
having advanced economies.

There are risks linked to investments in emerging markets that are not encountered
in their advanced counterparts. This is also the case when the issuer or provider of a
product has its headquarters or primary focus of activity in an emerging nation.

Investing in products linked to emerging markets is therefore often speculative.
Before investing in emerging markets, you should form an impression of them that
allows you to assess the risks involved.

When investing in emerging markets, the following risks should be taken into
account. The list is not exhaustive. Depending on the type of investment product,
there may be additional risks involved as described elsewhere in this brochure.

Political risk

A government’s political inexperience or the instability of the political system increas-
es the risk of short-term, fundamental shifts in a nation’s economy and politics. The
consequences for you as an investor can include the confiscation of your assets with
no compensation, the restriction of your rights of disposal over your assets, or gov-
ernment-imposed controls. State intervention in specific sectors of industry can result
in a dramatic fall in the value of investments in those sectors.

Economic risk

Emerging market economies are more sensitive to changes in interest and inflation
rates, which are in any case subject to greater swings than in the developed nations.
The focus of such economies is often relatively narrow, allowing single events to have
a magnified impact. In addition, emerging nations generally have a lower capital
base. Finally, their financial markets often lack an adequate structure and sufficient
supervision.

Credit risk

Investments in debt securities (e.g. bonds, notes) issued by emerging market govern-
ments or companies tend to entail higher levels of risk than advanced market debt.
This can be due to inferior creditworthiness, a high level of government debt, debt
restructuring, a lack of market transparency or a lack of information. It is also much
more difficult to assess credit risk due to inconsistent valuation standards and the
absence of ratings.

Currency risk

The currencies of emerging market nations are subject to unpredictable fluctuations
in value that are larger than those of advanced countries. Some countries limit the
export of their currency or can impose short-term restrictions, or stop pegging their
currency to a reference currency such as the dollar. Hedging can help limit losses
resulting from currency swings, but they can never be entirely eliminated.
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Inflation risk

Large fluctuations in the value of the currency and an insufficiently developed finan-
cial market can make it difficult for an emerging market nation’s central bank to stick
to its inflation targets. As a result, inflation may fluctuate more than in advanced
countries.

Market risk

Because there is little or no supervision of financial markets in emerging market
nations, regulation, market transparency, liquidity and efficiency are often inade-
quate. Moreover, high volatility and large price differences are characteristic of these
markets. Finally, the inadequacy or absence of regulatory measures gives rise to an
increased danger of market manipulation or insider trading.

Market liquidity risk

Liquidity is dependent on supply and demand. The impact on the emerging markets
of social, economic and political changes or natural disasters can involve a much
more rapid and lasting change to this supply and demand equation than would be the
case in the advanced markets. In an extreme case, illiquidity can be the result. This
can make it impossible for an investor to sell his/her investments.

Legal risk

The absence or inadequacy of financial market supervision can lead to your legal
rights being difficult or impossible to enforce. Moreover, legal uncertainty may exist
due to the inexperience of the emerging nation’s judiciary.

Settlement risk

Certain emerging markets have an array of different clearing and settlement systems.
These are often outmoded and prone to processing errors as well as considerable
delays in settlement and delivery. Some countries do not have any such systems at all
(see 14 above).

Shareholder risk and creditor risk

Legislation to protect the rights of shareholders and creditors (e.g. duties of disclo-
sure, insider trading ban, management responsibilities, minority shareholder protec-
tion) may often be inadequate or non-existent.
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Appendix: Definitions

Advanced market
All-or-nothing option
American-style option

Asian option

Asset-Backed Securities (ABS)
At the money

Average-rate, average-strike option
Barrier Option

Binary option

Call Option

Capital protection

Cash Settlement

Certificate

Clearing and Settlement

Cliquet option
Closing out

Code of conduct for securities dealers

Collateralized debt obligations (CDO)

Collective Investment Schemes Act

Combination

Compound option

Contingent option

Covered option

Credit and catastrophe derivatives

Credit default swap (cDS)

Credit-linked notes (CLN)
Credit risk

Creditor risk

Currency risk

Derivative

Digital option
Double-barrier option
Economic risk
Emerging market

European-style option

197 ft.

65

24,43, 46,75

68

144, 150 ff.

28 ff.

See Asian option
60 ff.

See Payout option
7,20f., 26ff., 37ff., 48ff., 72f.
108, 116 ff.
27,971f., 192
156, 184

Exchange of securities for payment between securities traders,
in Switzerland through SIS SegalnterSettle AG

77 ff., 79
34, 94

Professional rules of conduct issued by the Swiss Bankers Association

for securities dealers (see Securities dealer) in Switzerland, describing their
statutory (see Stock Exchange Act) duties of information, due diligence
and good faith towards their clients

144, 147 ff.

(Swiss) Federal Act on Collective Investment Schemes of 23 June 2006,
which entered into force on 1 January 2007 (Classified Compilation of
Federal Law 951.31)

105
82f.
75
48 ff.
142

Credit derivative whereby one counterparty undertakes to compensate the
other counterparty for future credit losses (i.e. take on credit risks) in return
for a premium

147

144, 145 .
84, 147, 203
210

204

Financial contract for which the price is derived either from assets such as
equities, bonds, commodities or precious metals, or from benchmarks such as
currencies, interest rates and indices

3ff., 16, 23, 49

See Payout option
See Barrier option
202

17,159, 168, 196 ff.
25,75
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Exotic option
Expiration date

Financial instrument

Force majeure

Hedge fund

Hedge fund strategies
In the money

Indirect investments

IPO (Initial public offering)

Issuance

Issuer

Issuer risk

Kick-in, kick-out barrier option
Knock-in, knock-out barrier option
Ladder option

Legal risk

Leverage effect

Lock-in, lock-out option
Lock-up period
Lookback option

Margin, margin cover, variation margin,
margin requirement

Market liquidity risk

Market maker

Market risk

Mortgage-backed securities (MBS)

Nominal Value

Non-traditional investments, non-traditional funds
Off-exchange trading

Offshore investments

One-Touch digital option

On-exchange trading

55, 58f.
20f.

Generic term for all securities, book-entry securities and derivatives, including
those that are not standardised and suitable for mass trading (on standardised
securities suitable for mass trading, see Security)

Events neither party in a transaction can influence or be held liable for, such
as natural or man-made disasters, armed conflicts, terrorist attacks, uprisings,
employment disputes (strikes and lockouts), embargoes, etc.

159 ff.

164ff.
28,37, 67, 76
156

The first sale of previously unlisted shares by a company to the public,
commonly known as “going public” (as distinct from issuance)
176

Creation and placement of securities in the primary market
(as distinct from “Initial public offering [TPO]”)
113, 116, 120f.

5,12, 107, 1101f., 114, 132, 146, 152, 198
111, 146, 152

See Barrier option

See Barrier option

77 ff.

208

Enhanced exposure to losses and gains due to price changes
22,135, 159

See Payout option
161
711f.

35ff., 44, 47, 91ff., 1001f.
207

A securities dealer (see Securities dealer) who undertakes, either permanently
or on request, to maintain firm bid and offer prices for one or more financial
instruments (see Financial instrument)

114, 206
150

Face value or par value
153 ff.

See OTC trading

Investments (often in form of funds or limited liability partnerships)
domiciled in countries where they are subject to a comparably weaker
legislation and supervision

1571.

65

Trading, especially with securities and rights not embodied in a certificate but
with similar functions (book-entry securities; see Securities) on an organised,
regulated market (the “secondary market”), as opposed to issuance (which
takes place on the “primary market”; see Issuance)



Option

oTC

OTC (over-the-counter) forward

OTC option

Out of the money

Outperformance option
Participation component
Path-dependent option

Payout option

Physical settlement, physical delivery
Plain vanilla option

Political risk

Price-lookback, strike-lookback option
Private equity

Put option

Ratchet option

Real estate investment trust (REIT)

Securities dealer

Security

Settlement risk
Shareholder risk

Short put option

Short selling
Spread option

Stock Exchange Act

Strike price
Structured product

Swap

Time value
Traded option

Underlying, underlying asset

4f£f., 201f.

Trading with securities which are not traded on a stock exchange, are agreed
on an individual basis and not standardised

89, 104
34, 55

29

80

118£., 123 .

58ff.

64 ff.

26, 41, 46, 51, 84

55£., 59

201

See Lookback option

174 ff.

7,20f., 26, 281., 37f., 45f., 55, 72 1.
See Cliquet option

184

Natural person or legal entity that offers new securities (see Security) publicly
on the primary market on a professional basis, and/or trades securities on the
secondary market or creates derivatives (see Derivative) which it offers publicly.
1,5,8,10f, 15, 17, 19, 35£., 54, 92, 105

Standardised certificate which is suitable for mass trading, as well as rights
not embodied in a certificate but with similar functions (book-entry securi-
ties). They include equities, bonds, units of investment funds and derivatives
(see also Derivative), and must be offered to the public in a standardised form
and denomination, or sold to more than 20 buyers

1,2,5,13

14, 209
12, 210

Sale of a put option whereby the seller (writer) undertakes to buy
the underlying at the strike price on the strike date

91, 103, 165
80

(Swiss) Federal Act on Stock Exchanges and Securities Trading of 24 March
1995, which entered into force on 1 February 1997, with subsequent
amendments (Classified Compilation of Federal Law 954.1)

1,8,17

20f., 271f., 40ff., 45ff., 51{f., 61, 68 {f.
107 ff.

Contract for the exchange of payment streams; not traded on-exchange or
en masse. See OTC
142, 147, 1711.

31, 38
33,35

The asset on which a derivative financial instrument is based. Examples
include interest rates, equities, bills, etc. Increasingly, derivatives are also trad-
ed on alternative underlyings such as catastrophe risks and weather as well as
credit risks, although these underlyings are not traded assets in their own
right.

3, 20ff., 26 ff., 59ff., 80, 86f., 96 ff., 107 ff.
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Volatility Range within which a price or rate is expected to fluctuate
31, 206

Warrant 32,55

Writer (of an option) Seller (of an option)
21, 26, 40£.,45f.
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