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Hedge Funds News, April 202 2

Dear members and friends,

We will start with an interesting paper
from BaFin (Bundesanstalt fur
Finanzdienstleistungsaufsicht, the
German Federal Financial Supervisory
Authority ).

Surfing on behalf of consumers

Do banks and insurers provide information about alternative dispute
resolution mechanisms on their websites and in their small print? BaFin
investigated the situation.

When most people hear the words nAsurf
metre-high waves. But for BaFin staff the term is an important supervisory
tool in an era of increasing digitalisation.

Supervisors visit selected companies?o
specific supervisory issues are handled.
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BaFinds Consumer Protection Directorat ¢
il nsurerso websites on two surf days 1in

A)%4

The goal was to checkwhether the companies were complying with their
duty to provide information on alternative dispute resolution mechanisms
under section 36 of the German Act on Alternative Dispute Resolution in
Consumer Matters (Verbraucherstreitbeilegungsgesetzi VSBG) tothe
extent necessatry.

The Directorate found that most companies were already compliant: only
in a few cases did the supervisors have to require changes.

The background to the surf days was a I
of Justice (Bundesgerichtshofi BGH) on the VSBG dated 22 September
2020 (case ref.: XI ZR 162/19).

This specified that companies have to inform consumers about alternative
dispute resolutions mechanisms both on their website and in their general
terms and conditions of business.

AAlrmati ve di spute resolution mechanism
resolution methods that can be pursued instead of court cases.

Alternative dispute resolution

The term Aalternative dispute resol uti ¢
resolution methods that can be pursued instead of court cases. Many banks
and insurers have signed up to the dedicated consumer dispute resolution
entities that have been recognised by the Federal Office of Justice
(Bundesamt fur Justiz).

These give consumers an independent, costkeffective, and efficient way of
clarifying and resolving any disputes that arise.

Further information on this topic and an overview of the most important

dispute resolution entities, ombudsperson schemes and complaints offices
for customersinthe Germanf i nance i ndustry can be f¢
website.

)

You may visit:
https://www.bafin.de/EN/Verbraucher/BeschwerdenStreitschlichtung/Str
eitSchlichtungsstellen/StreitSchlichtungsstellen_node_en.html;jsessionid
=2DC57AEED7B2B810A4ABB7449BB0OA3CC.1 cid500
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A broad-based sample

BaFin selected 50 credit institutions and 30 insurance undertakings for its
investigations. The institutions included savings banks, cooperative banks
and private banks of different sizes and from different regions.

The insurers comprised 10 life insurers, 10 health insurers and 10
property/casu alty insurers. The goal was to have as representative a
sample as possible.

Banks: most results were satisfactory

The banking surf day revealed that 40 out of the 50 institutions complied
with their duties to provide information in full. The referencest o
alternative dispute resolution mechanisms provided both on their websites
and in the terms and conditions that are accessible there complied with the
statutory requirements. However, BaFin discovered that four institutions
had what were in part material defects.

Either the websites provided no information at all on out -of-court dispute
resolution mechanisms or the information given was imprecise. For
example, foreign dispute resolution entities that do not actually have
jurisdiction were mentioned or in stitutions that have not been approved
for alternative dispute resolution, such as the European Central Bank, were
listed.

Insurers: most undertakings provide information

The surf day for the insurance sector revealed that all undertakings with an
Internet presence that were investigated had published the necessary
reference to out-of-court dispute resolution mechanisms on their websites.

In addition, BaFin checked whether the insurers, like the banks, had added
an appropriate reference in the general policy conditions that are
accessible via their websites.

A total of 15 undertakings published their current general policy conditions
directly on their websites 1 something they are not actually obliged to do.

However, only six of these general policy conditions contained all
necessary information on alternative dispute resolution, whereas nine
insurance undertakings did not provide the information for some tariffs at
least.

Defects are being remedied
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The banks and insurers for which BaFin discovered defects during its surf

days have all reacted and have rectified, or promised to rectify, the errors
in their general terms and conditions or their general policy conditions.

Authors
Julia Halm , Market Supervision concerning the Conduct of Insurance
Undertakings towards Consumers

Christian Pampel, Policy Issues, Consumer Protection Forum and
Consumer Advisory Council
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Warning to consumers on the risks of crypto-assets
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The European Supervisory Authorities (EBA, ESMA and EIOPAT the
ESAs) warn consumers that many crypto-assets are highly risky and
speculative. The ESAs set out key steps consumers can take to ensure they
make informed decisions.

This warning comes in the context of growing consumer activity and

interest in crypto -assets and the aggressive promotion of those assets and

related products to the public, including through social media.

You should be aware of thespecific risks of crypto-assets and related

products and servicesand carefully weigh up whether the risks are

acceptable given your own preferences andinancial situation.

These include the risk that:

A you may lose all the money you invesHt

A p rcancfadl and rise quickly over short periods;

A you may f all victim to scams, fraud,
A you are unlikely to have any rights 1
go wrong.

If you are thinking about buying crypto -assets or related products and
services, you shouldask yourself the following:

A can you afford to |lose all the money
A are you ready to take on high risks 1

A do you understand tassetorfemtadptoduets of t hé
and services?

A are the firms/parties you are deal i ng(

A are the firms/parties you are deal i nfg(
national authorities?

A are you able to protect beyingestoring vel y
or transferring crypto -assets, including your private keys?

International Association of Hedge Funds Professionals (IAHFP)

U




Page|6

What are the key risks?

AExtreme price movements: many crypto-assets are subject to sudden and
extreme price movements and are speculative, because their price often
relies solely onconsumer demand (i.e., there may be no backing assets or
other tangible value).

You may lose a large amount or even all of the money invested. The
extreme price movements also mean that many crypto-assets are
unsuitable as a store of valie, and as a means of exchange or payment;

AMisleading information: some crypto-assets and related products are
aggressivelyadvertised to the public, using marketing material and other
information that may be unclear, incomplete, inaccurate or even

purp osefully misleading.

For instance, advertisements via social media may be very short, with a
focus on the potential gains but not the high risks involved. You should
al so beware of s ocwhatypicallglthvea findricialf | ue nc e
incentive to market certain crypto -assets and relatedproducts and services
and therefore may be biased in the communications they issue;

AAbsence of protection: the majority of crypto -assets and the selling of
products or services in relation to crypto-assets are unrgulated in the EU.

In these cases you willnot benefit from the rights and protections available
to consumers for regulated financial services, such as complaints or
recourse mechanisms;

AProduct complexity: some products providing exposure to crypto-assets
are very complex, sometimes with features that can increase the magnitude
of losses in caseof adverse price movements. These products, given their
complexity, are not suitable for many consumers;

AFraud and malicious activities: numerous fake crypto-assets and scams
exist and you should be aware that their sole purpose is to deprive you of
your money using different techniques, for example phishing;

AMarket manipulation, lack of price transparency and low liquidity: how
cryptoassets prices are déermined and the execution of transactions at
exchanges is oftennot transparent.

The holding of certain crypto -assets is also highly concentrated, which
may impact prices or liquidity. You may therefore not get a fair price or
treatment when buying or selling crypto-assets, or not be able to sell your
crypto-assets as quickly asyou would want in the absence of a potential
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buyer. Cases of market manipulation havebeen reported on multiple
occasions; and

AHacks, operational risks and security issues: the distributed ledger
technology underpinning crypto -assets can bear specific risks. Several
issuers and serviceproviders for crypto -assets, including crypto exchanges
and wallet providers, have experienced cyberattacks and severe
operational problems.

Many consumers havelost their crypto -assets or suffered losses due to
such hacks and disruptions or becausethey have lost the private keys
providing access to their assets.

You may visit: https://www.eiopa.europa.eu/document -library/consumer -
warnings/warning -consumers-risks-of-crypto-assets en
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BIS Innovation Summit 2022
V&
The BIS Innovation Summit brings together global policymakers, senior

executives from the financial and technology industries, and academics to
discuss technology and innovation.

Global leaders from the public and private sector discussed key issues
around the future of money and payments, CBDC, DeFi, new technology in
the financial system, green initiatives, and technology as an enabler for
financial inclusion.

Day 1 videos - Money and Payments

el Welcome and opening speech at the BIS
Innovation Summit 2022 (00:23:05)

by Agustin Carstens and Francois Villeroy
de Galhau

22 Mar 2022 | BIS Innovation Summit 2022

Agustin Carstens (General Manager, Bank

for International Settlements) and Francois
Villeroy de Galhau (Chair, BIS Board of
Directors and Governor, Bank of France)
open the BIS Innovation Summit 2022,

You may visit: https://www.youtube.com/watch?v=tXvV5G_qgtaw

Central bank digital currencies, digital
payments, and the future of money

@ (00:46:32)
@ 7 by Stefan Ingves, Patrick Njoroge, Gary

CBDCs, digital payments, and the future of money

Gorton and Jose Antonio Alvarez

@

22 Mar 2022 | BIS Innovation Summit 2022

Speakers discuss plans and challenges for
the digital payments era and explore what
the future might bring for money and
payments from the perspectives of the
private and public sectors.

You may visit: https://www.youtube.com/watch?v=xVD1ZFPzcbg
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H conversation With In conversation with Christine Lagarde

about the future of money in the
Eurosystem (00:25:49)
by Christine Lagarde

22 Mar 2022 | BIS Innovation Summit 2022

Josh Lipsky has a one on one conversation

with the President of the European Central
Bank, Christine Lagarde, about the future of
money in the Eurosystem and the potential
role for a digital Euro.

You may visit: https://youtu.be/vdgflYj6oDc

To read more:
https://www.bis.org/events/bis innovation summit 2022/overview.htm
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FinTech and Market Structure in the COVID -19 Pandemic
Implications for financial stability

FINANCIAL
F B STABILITY
BOARD

The COVID-19 pandemic has accelerated the trend toward digitalisation of
retail financial services.

Comprehensive data on market shares of FinTechs, BigTechs and
incumbent financial institutions in retail digital services are lacking, but
proxies in the form of revenue and app downloads, and insights from
market outreach suggest that BigTechs and larger FinTechs have further
expanded their footprint in financial services.

In some markets, concentration measures are high, but there is no
evidence yet ofa generalised increase.

The observations in this report broadly support the conclusions of previous
FIN reports. BigTech and FinTech fir ms(
can bring benefits such as improved cost efficiencies and wider financial
inclusion for previously underserved groups.

BigTechsd financial activities i n emer (
economies (EMDES) bring particular benefits in this regard. At the same
time, there is potential for (rapid) market dominance.

There could be negatve financial stability implications from dependence
on a limited number of BigTech and FinTech providers in some markets,
the complexity and opacity of their partnership activities, and potential
incentives for risk taking by incumbent financial institutio ns to preserve
profitability.

Consumer protection risks could arise from greater dependency on
technology and potential data protection issues, e.g. the unauthorised use
or the misuse of usersdéd personal dat a.

Cloud computing by third -party service providers not subject, in many
cases, to financial regulation can introduce cost efficiencies and access to
innovations in artificial intelligence (Al).

But the limited number of providers of cloud services could magnify the
iImpact of any operational vulnerability.

The growth of BigTechs in particular may give greater urgency to financial
stability issues previously discussed, such as the potential for greater
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systemic importance of new players that may not be subject to financial
regulation.

This underscores the need to address data gaps that currently hamper the
assessment of the financial risks and systemic importance of BigTechs.
Such data gaps make it difficult for authorities to decide whether and how
to include BigTechs in the regulatory perimeter.

Authorit ies have taken a range of policy actions during the pandemic that
may impact market structure and the role of FinTechs, BigTechs and
incumbent financial institutions.

These actions relate to financial stability, competition, data privacy and
governance issues.

In parallel, there is international work on third -party dependencies of the
financial sector, for instance in cloud computing.

This highlights the importance of cooperation between regulatory and
supervisory authorities, including those charged with overseeing the bank
and non-bank sectors, and where relevant, with competition and data
protection authorities.

Performance of BigTechs, FinTech and incumbents during Covid-19

Graph 1

Shares in US equity markets!

Market capitalisation of selected

Revenues of selected BigTechs,
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1 The vertical line denotes 11 March 2020, when the WHO characterised Covid-19 as a pandemic.
of S&P 500 and Nasdaq minus the market capitalisation of FinTechs, BigTechs and financials.

these cases, data on market capitalisation and revenues are drawn from news sources.
S&P 500 index, EuroStoxx Banks index and Shanghai Composite index.

in the S&P 500, EuroStoxx Banks index and Shanghai Composite index.
Sources: Bloomberg, Eikon, S&P Capital 1Q; FSB calculations.

2 Calculated as the market capitalisation
3 Many FinTechs are not publicly listed. In

4 Average market capitalisation of banks in the
5 Average revenue, weighted by market capitalisation, of banks
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To read more:
https://www.fsb.org/wp -content/uploads/P210322.pdf
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Project Ellipse
An integrated regulatory data and analytics platform

ons. - O

Executive summary

A transformational shift in the volume, speed and variety of data is driving
the innovative use of financial technology, leading to rapid changes in the
financial landscape.

At the same time, regulatory authorities still rely on the collection of
template-based supervisory data, which hasremained largely unchanged.

Supervisors are faced withthe challenge of needing toassess rapidly
evolving risks to business models and technologydriven changes that
may affect financial stability, with regulatory data that are infrequent and
collected according to legacy frameworks.

In January 2021, the BIS Innovation Hub Singapore Centre and the
Monetary Authority of Singapore (MAS) launched Project Ellipse.

With the support of the Bank of England (BoE), the International Swaps
and Derivatives Association (ISDA), Financial Network Analytics (FNA)
and Accenture, Project Ellipse explores how technology solutions could
enable supervisionto be more forward-looking, insights -based and data
driven, using an integrated regulatory data and analytics platform.

Importantly, the Ellipse prototype combines both structured and
unstructured sour ces of data that are relevant to currentevents in real
time.

Advanced analytics are then applied tothose integrated data sources to
provide supervisors with early warning indicators, analytics and prudential
metrics.

Project Ellipse was undertaken in two phases. In Phase 1, theroject
investigated how data-driven supervision could be enabled by machine-
executable digital reporting, using a cross-border common data model.

Our exploration found that regulatory reporting requirements can be

expressed n unambiguous machinereadable logical reporting instructions
underpinned by a consistent data model.
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Programmatic specifications of the steps for generating regulatory reports
can also be published alongside regulations to ensure a clear
understanding of t he expected data at the most granular level.

With additional logical instructions based on the same data model,
supervisors could also automatically query the underlying transaction data
and generate regulatory metrics referencing that standardised data.

Phase 1 illustrated the possibilities and the efficiencies thatcould be gained
if machine-executable reporting using common data modelswere to be
adopted.

This could also increase the volume of granular dataavailable to
supervisors, as needed to emable the use of advanced analytics.

In Phase 2, the project took existing large exposures regulatory data and
integrated these with unstructured data.

Advanced analytics such as machindearning and natural language
processing were applied to thesedata sourcesto make risk correlations and
to analyse sentiment, alerting supervisors in real time of issues that might
need further investigation.

Network analytics were also used to demonstrate how exposures could be
mapped, indicating possible systemic risks to the banking system.

The Ellipse platform prototype was developed, which can extract insights
from the mined data and display these via dashboards as early warnings for
supervisory attention.

The second phaseof Project Ellipse demonstrates how a single platform

could be builtsothataut hor i ti es could benefit fro
timely and integrated sources of data to help support and inform their

supervisory assessments.

The BI'S I nnovation Hubds Pr othoetes EI | i p$
can test in their own environments and which may help them to explore
new solutions.

It also presents an opportunity for the global regulatory community to
further consider, explore and collaborate on common solutions
to future -proof the data and analytical capabilities of supervisors.

To read more: https://www.bis.org/publ/othp48.pdf
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Table 1 — Challenges of regulatory reporting

Template based,
aggregated

Regulatory requirements are -
often template-based and

call for aggregated data, meaning
that data sets are fixed to a use case
and hence the data received cannot
be easily reused for other purposes.
New reporting requirements are
needed whenever additional or ad
hoc information is needed.

CHALLENGES
FACED
Infrequent,
backward
looking

Regulatory reports are
submitted to supervisors
from reporting entities
on an infrequent basis (eg every
month or quarter). At times of
heightened risk, the need for up-
to-date data increases but, given
the static nature of regulatory
reports, supervisors may not
have the timeliest data to make
informed judgments.
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Data are
inconsistently
described

Reporting data are often
sourced from reporting
firms' legacy data systems, which
may not be integrated. This often
results in heterogeneity of data for
any given product or transaction
— both within a bank and across
different banks — as different systems
will describe these data differently.

Different sources
of data are not
integrated

Information contained
in regulatory reports is
often linked to other
types of information that may point
to emerging risks, but these sources
of information are not connected. For
instance, information sourced from
market data and news often gives the
first indication of emerging risks but
it is difficult for supervisors to scan
through the vast volumes of market
and news data to assess which point to
a need to take early action.
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