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On August 16, 2013, shortly after 11am local time
on Friday, the Shanghai Composite Index jumped
5.6 percent in a matter of seconds, as the result of
an accidental deluge of "buy" orders by the
Everbright Securities, a mid-sized securities
brokerage firm. Hours after the volatile trade,
Everbright Securities was suspended from trading

and the Chinese Securities Regulatory
Commissions (the “CSRC”) started an
investigation.

On August 18, 2013, the CSRC issued a
statement that Friday's volatile trade outrage was
the result of system defects, rather than human
error, in Everbright Securities's trading system.
The CSRC confirmed that a problem with
Everbright  Securities’s automated trading
systems sparked a flurry of “buy” orders, and
pushed a number of large-cap stocks up by their
daily limit.

The CSRC said that it had launched a formal
investigation into the problems at Everbright
Securities, which could lead to
punishment” depending on the results. It is still
unknown how the CSRC will sanction Everbright

“severe
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Securities and on what basis, but, as reported,
Everbright Securities has been banned from
proprietary trading for the next three months, and
also banned from building new positions in index
futures, according to an announcement from the
China Financial Futures Exchange. Even though
the CSRC’s statement attributed the volatile trade
to system defects of Everbright Securities’s
trading system, the internal controls of Everbright
Securities was, apparently, insufficient, and the
risk control system of the Shanghai Stock
Exchange also did not avert the systematical
outage. The CSRC expressly alarmed the
securities sector in its statement that “the whole
securities and futures industry must see it as an
example and learn from the lesson to plug the
leaks, perfect the system and prevent similar
problems from happening again”.

We tend to believe that, in response to this
volatile trade outrage, the CSRC may put forth an
improvement on internal control systems of
institutional  investors  (including  securities
brokerage firms and mutual funds), to effectively
oversee their derivative investment, quantitative
trading, high-frequency trading, proprietary
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trading and the compliance division. However, it would potentially deter the innovation of new
is unclear whether the occurrence of this event financial products in the market.
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