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THE SECURITIES
TRANSACTIONS OF
COMMERCIAL BANKS

Iskandar Sulaymonov
Assitant teacher, Banking and Investments Department, Tashkent
State University of Economics, Uzbekistan

Abstract: This article offers an in-depth exploration of the multifaceted world of securities transactions conducted by com-
mercial banks. It delves into the theoretical foundations, strategic approaches, and the regulatory framework that guides
these transactions within the ever-evolving financial landscape.

Key words: commercial banks, securities transactions, financial markets, risk management, investment, regulatory frame-
work.

Annotatsiya: Ushbu magqola tijorat banklari tomonidan amalga oshiriladigan gimmatli qog‘ozlar bilan bog’liq operatsi-
yalarning turli tomonlama o‘rganadi. U doimo rivojlanib borayotgan moliyaviy landshaftda ushbu operatsiyalarni boshqa-
radigan nazariy asoslar, strategik yondashuvlar va me’yoriy-huquqiy bazani o‘rganadi.

Kalit so‘zlar: tijorat banklari, gimmatli qog‘ozlar bilan operatsiyalar, moliyaviy bozorlar, risklarni boshqarish, investisiyalar,
normativ-huqugiy baza.

AHHOTauus: B paHHoM ctatbe npegnaraetcsa yrnybneHHoe uccrneaoBaHne MHOrorpaHHOro Mupa onepauui ¢ LeHHbIMU
B6ymaramu, NPoOBOAMMBIX KOMMepYeckuMmn baHkamu. OH yrnybnseTcsi B TEOPETUYECKME OCHOBbI, CTpaTermyeckne nog-
Xodbl ¥ HOpMaTKBHYIO a3y, koTopasi perynmpyert 3Tu TpaH3aKuMu B MOCTOSIHHO pa3BuBaloWeMcs (MHAHCOBOM fnaHA-
wadre.

KntoueBble croBa: Kommep4veckme GaHKu, onepaunn ¢ ueHHbIMU 6ymaraM|/|, (PMHaHCOBbIE PbIHKM, ynpasneHne puckamu,
MHBECTULMN, HOpMaTUBHaA 6a3a.

INTRODUCTION

Emerging markets have become a focal point for commercial banks seeking growth opportunities in an
ever-evolving global financial landscape. This article provides a comprehensive exploration of securities trans-
actions conducted by commercial banks in emerging markets. It delves into the theoretical underpinnings,
strategic decision-making, and the regulatory environment that shapes these essential financial activities in
economies on the rise.

In an era of global financial interconnectivity, the role of commercial banks in emerging markets has under-
gone a profound transformation. These banks are no longer confined to traditional banking services but have
emerged as key players in the realm of securities transactions. As emerging markets continue to grow and
integrate into the global economy, the significance of these institutions cannot be overstated.

The Dynamics of Emerging Markets: Emerging markets are characterized by their rapid economic
growth, burgeoning populations, and increasing integration into the global financial ecosystem. These markets
represent a fertile ground for commercial banks to expand their services and tap into a multitude of opportuni-
ties. However, the landscape is not without its challenges, which range from economic volatility to regulatory
complexities.

The Evolution of Commercial Banks: Commercial banks have moved beyond their conventional roles of
deposit-taking and lending. They have evolved into multifaceted financial institutions, engaging in a wide array of
activities, particularly in the domain of securities transactions. This evolution is driven by the changing needs of cli-
ents, advancements in technology, and the imperative of staying competitive in a dynamic financial environment.

The Scope of Securities Transactions: Securities transactions encompass a broad spectrum of activi-
ties, including brokerage services, investment advisory, underwriting, asset management, and trading. Com-
mercial banks in emerging markets are increasingly involved in these activities, serving as intermediaries and
financial advisors to both individual and institutional investors.
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Objectives of the Article: This article delves into the multifaceted world of securities transactions con-
ducted by commercial banks in emerging markets. It explores the various aspects of these transactions, their
impact on the financial landscape, and the challenges and opportunities that lie ahead. By shedding light on
this intricate domain, we aim to provide readers with a comprehensive understanding of the role of commercial
banks in securities transactions within emerging markets.

1. Efficient Market Hypothesis (EMH) in Emerging Markets:

Application to Emerging Markets: The Efficient Market Hypothesis (EMH) takes on a unique dimension
in emerging markets. While the concept of market efficiency holds, the reality of information flow and
market dynamics in these economies presents distinct challenges and opportunities.

Information Asymmetry:Emerging markets often exhibit higher levels of information asymmetry. Com-
mercial banks must navigate this landscape by leveraging local knowledge and building robust risk
assessment models.

Behavioral Biases Behavioral finance factors play a significant role in emerging markets, where investor
sentiment and herd behavior can lead to market anomalies. Banks need to incorporate behavioral
insights into their investment strategies.

2. Portfolio Theory and Diversification:

Emerging Market Assets: Commercial banks active in emerging markets embrace the principles of
portfolio diversification, recognizing the unique risk-return profiles of assets in these economies.
Currency Risk Management:Currency risk is a prominent concern in emerging markets. Banks employ
currency hedging strategies to mitigate exchange rate volatility.

Political and Regulatory Risks: The political and regulatory landscapes in emerging markets can be
unpredictable. Banks must integrate these factors into their portfolio construction and risk management
strategies.

3. Modern Portfolio Theory (MPT) in Emerging Markets:

Risk Factors: MPT in emerging markets involves a nuanced understanding of risk factors, including
sovereign risk, liquidity risk, and currency risk.

Asset Allocation Strategies: The application of MPT in emerging markets necessitates sophisticated
asset allocation strategies that account for country-specific risk factors and economic conditions.
Local Partnerships: Collaboration with local financial institutions and experts is often a strategic move
for commercial banks entering emerging markets to gain insights into idiosyncratic risk factors.

4. Capital Asset Pricing Model (CAPM) and Emerging Market Risk:

Unique Risk Measures: In emerging markets, CAPM requires unique risk measures that encompass
not only systematic and unsystematic risks but also political, sovereign, and regulatory risks inherent to
these economies.

Country Risk Premiums: Banks evaluate country risk premiums as part of their required return calcula-
tions when investing in emerging market securities.

5. Financial Innovations in Emerging Markets:

FinTech Advancements: Emerging markets are at the forefront of financial technology adoption. Com-
mercial banks leverage FinTech to expand financial inclusion, enhance operational efficiency, and offer
innovative securities trading platforms tailored to the local market.

Blockchain and Distributed Ledger Technology: The adoption of blockchain and distributed ledger tech-
nology in emerging markets is on the rise. Banks explore the potential of these technologies to improve
transparency, reduce fraud, and enhance security in securities transactions.

1. Regulatory Framework in Emerging Markets:

Local Compliance Challenges: Navigating the regulatory landscape in emerging markets can be intri-
cate. Commercial banks face the task of ensuring compliance with evolving regulations that may differ
significantly from mature markets.

Cross-Border Transactions: Emerging markets frequently involve cross-border transactions. Banks
must carefully manage regulatory compliance for transactions that span multiple jurisdictions.
Regulatory Reforms: Some emerging markets are actively reforming their regulatory frameworks to
attract foreign investment. Banks monitor these reforms to seize new opportunities.
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2. Risk Management in Emerging Markets:

Political and Sovereign Risk Mitigation: Political and sovereign risks are intrinsic to emerging markets.
Banks employ political risk insurance and sovereign risk assessment tools to safeguard investments.
Liquidity Management Challenges: Liquidity management in emerging markets poses unique challenges.
Commercial banks use sophisticated models and diversification strategies to manage liquidity risk.
Economic Volatility Preparedness: Emerging markets can experience economic volatility. Banks stress
test their portfolios to ensure resilience in the face of economic fluctuations.

3. Liquidity Management in Emerging Markets:

Market Liquidity Dynamics: Emerging markets often feature thinner liquidity than mature markets.
Banks develop liquidity strategies that consider local market conditions.

Asset-Backed Securities (ABS) in Emerging Markets: ABS transactions in emerging markets require
meticulous analysis due to market idiosyncrasies. Banks engage in comprehensive due diligence when
dealing with ABS in these economies.

Regulatory Impact on Liquidity: Banks closely monitor regulatory changes in emerging markets that
can impact liquidity management, such as new collateral requirements or liquidity coverage ratio (LCR)
mandates.

4. Technological Advancements in Emerging Markets:

Fintech Adoption: Emerging markets are embracing financial technology innovations. Commercial
banks leverage fintech to enhance operational efficiency, reach underserved populations, and offer
innovative securities trading platforms.

Blockchain and Distributed Ledger Technology in Emerging Markets: Banks in emerging markets
explore the potential of blockchain and distributed ledger technology to improve transparency and
security in securities transactions.

Cybersecurity in Emerging Markets: As digital transactions proliferate, cybersecurity is a top priority for
commercial banks operating in emerging markets. Robust cybersecurity measures are vital to protect
sensitive financial data.

1. Local Financial Inclusion Initiatives:

Microfinance and SME Lending: Commercial banks in emerging markets are instrumental in providing
microfinance services and lending to small and medium-sized enterprises (SMEs). These initiatives
stimulate economic growth and reduce poverty.

Branch Expansion: Banks often engage in extensive branch expansion to reach underserved popula-
tions in remote areas, contributing to financial inclusion.

2. Foreign Direct Investment (FDI) Facilitation:

FDI Advisory Services: Commercial banks offer advisory services to foreign investors looking to invest
in emerging markets. They assist in navigating regulatory complexities and identifying viable invest-
ment opportunities.

Trade Finance Solutions: Banks facilitate international trade by offering trade finance solutions, including
letters of credit and trade credit insurance, to mitigate risks associated with cross-border transactions.

3. Infrastructure Financing:

Project Finance: Banks play a crucial role in financing infrastructure projects in emerging markets, from
roads and energy to telecommunications. They help bridge the infrastructure gap and drive economic
development.
Public-Private Partnerships (PPPs): Banks collaborate with governments and private sector entities
to implement PPP projects that provide essential services to the population while offering investment
opportunities.

4. Support for Capital Market Development:

Stock Exchanges and Listing Services: Commercial banks often support the development of stock
exchanges in emerging markets. They provide listing services to companies looking to go public,
enhancing market depth and liquidity.

Secondary Market Activities: Banks participate actively in secondary markets, facilitating the buying
and selling of securities. They provide liquidity and improve the functioning of capital markets.
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. Responsible Banking and Sustainability Initiatives:

Sustainable Finance: Commercial banks in emerging markets have started to focus on sustainable
finance. They offer green bonds, sustainability-linked loans, and other financial instruments that pro-
mote environmental and social responsibility.

Social Impact Investment: Banks engage in social impact investment by channeling funds into projects
and companies that address social challenges, such as healthcare, education, and poverty reduction.

1. Economic Volatility Management:

Commodity Price Risks: Emerging markets often heavily depend on commodities. Banks must be pre-
pared to manage risks associated with commaodity price fluctuations, which can significantly impact
these economies.

Geopolitical Tensions: Geopolitical tensions and conflicts can disrupt emerging markets. Banks need to
be agile in adapting to changing geopolitical landscapes.

2. Regulatory Adaptability:

Cross-Border Regulations: As emerging markets become more interconnected with the global economy,
banks must adapt to evolving cross-border regulations, including anti-money laundering and anti-cor-
ruption measures.

Data Privacy and Cybersecurity: Regulatory measures around data privacy and cybersecurity continue
to evolve. Banks must stay updated on these regulations to protect their clients and operations.

3. Technology Integration:

Artificial Intelligence (Al) and Big Data: The adoption of Al and big data analytics can enhance risk
management, customer insights, and operational efficiency in emerging markets.

Digital Transformation: Banks are investing in digital transformation initiatives to improve customer
experiences, streamline processes, and create innovative financial products and services.

4. Sustainable and Impact Investing:

Environmental, Social, and Governance (ESG) Criteria: The integration of ESG criteria into investment
decisions is gaining prominence. Banks need to develop ESG-focused financial products and engage
with clients on sustainable investment options.

Social Impact Measurement: There’s a growing demand for transparent measurement of the social
impact of investments. Banks should develop tools and metrics to assess the societal benefits of their
financial products.

Charting the Path Forward: The journey of commercial banks in emerging markets as significant players in
securities transactions has been marked by evolution and adaptability. These institutions have demonstrated
their ability to respond to changing client needs, embrace technological innovations, and navigate the complex
regulatory environments of their respective countries.

The Power of Financial Inclusion: One of the most promising aspects of this evolution is the increasing role
of commercial banks in expanding financial inclusion. By providing a wider range of investment options, advi-
sory services, and access to capital markets, these banks are contributing to the democratization of finance.
They are not only catering to high-net-worth individuals and institutional investors but also reaching out to the
unbanked and underserved segments of society.

Embracing Sustainability: Commercial banks in emerging markets are also recognizing the importance of
sustainability and responsible banking. They are incorporating environmental, social, and governance (ESG)
criteria into their investment decisions, promoting social impact investment, and engaging in initiatives that
contribute to a more sustainable and equitable future.

Continuing Challenges: However, the path forward is not devoid of challenges. Economic volatility, geopo-
litical tensions, evolving regulatory landscapes, and the need to stay at the forefront of technological innovation
present ongoing hurdles. Commercial banks in emerging markets must continue to adapt, evolve, and stay
resilient in the face of uncertainty.

In conclusion, the role of commercial banks in securities transactions within emerging markets is dynamic
and pivotal. As these markets continue to evolve and expand, the banks operating within them are poised to be
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key contributors to their development. By embracing financial innovations, fostering responsible banking prac-
tices, and addressing emerging challenges, these banks can further strengthen their position as vital agents of
progress in emerging markets. Their journey is one of transformation, opportunity, and the potential to shape
the financial landscape of the future.
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