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WFE Workshop on market structure

and statistics

Markets at risk

by Robert A. Schwartz

Marvin M. Speiser Professor of Finance,
Zicklin School of Business,

Baruch College, CUNY

Volatility and risk are of central importance to

they construct their colonies, divide tasks between
themselves, hunt for food and, as a colony, avoid
predators. Collectively, ants are very intelligent.

So many of our colleagues in this industry are

highly intelligent. = The quants, the financial

engineers, the entrepreneurs, the academicians (if

. - . I ma be so bol dnistry, physies, Ph D6 s i
those of us involved in finance. They lie at the y misiry, ghys
. . and mathematics, and so on and so forth.
center of virtually all of our work. Without
- . . . . Finance has attracted many brilliant people to its
volatility, without risk, finance would not exist as a
. . . . . ranks. Yet, collectively, we are not doing so well
subject in our business school curriculum, in our
. . . . right now. Collectively, we have just run into a
academic research. Finance, quite simply, would
o L startling, frightening hole. Are we exactly the
not be distinguishable from deterministic g ng 9 y
. . . . opposite of ants? How can we individually be so
economics. Neither would finance departments in
) ' ' . brilliant and, at the same time, collectively be so
banks and industrial firms be endowed with y
. very dumb?
anywhere near the importance that they currently
have. There is a great deal about volatility and risk that
. . . . . we do not understand. Even more critically, there
Risk aversion, risk hedging, risk management,
. . . . is quite a bit about volatility and risk that we think
value at risk, risk measurement and risk premium:
. we wunderstand but donodt . Thi ¢
terms like these are part of our everyday parlance.
(what we think we know but don

we

In our industry we have high powered minds, high
powered valuation formulas, high powered trading
high
technology to pull it all together.

algorithms, and powered electronic
And yet, the
events of today are showing what risk really is,
and how at risk our financial markets truly are.
The events of the last several months are showing

us how much we do not know.

An ant, a little red or black animal that can crawl
around and annoy us, has been classified as one
Yet,

collectively, ants are very intelligent. Look at how

of the dumbest creatures on earth.

back and bite us.

| believe we have lost sight of the fact that risk

i snodt the only contri
well defined meaning to economists. Risk exists
when an outcome can be described as a draw
from a probability distribution with known
parameters. Flip a fair coin and bet on the
outcome: the chance of heads equals 50%, the
chance of tails equals 50%, but beyond that we do
not know what the outcome will be until after we

have flipped the coin. That is risk. Give us the

butor

(0]



probability distributions, and we will do a good job

modeling risk.

But along with risk, there is also uncertainty. With
uncertainty, we do not know the probability
distribution. In fact, we might not even know what
all of the outcomes even are. Dealing wisely with
uncertainty is a huge challenge. In my opinion,
we have not paid sufficient formal attention to

uncertainty as a cause of volatility.

Also high on the list of our ignorance is systemic
risk and uncertainty. Individual firms will fail in

free markets. Their demise may be understood in
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airplanes, to run. But the financial markets are
fragile. We do not always think about it, and in
do

Especially i

inormal 6 ti mes we
fragile.
electronic environment, and especially given the
large pools of capital that today can fly anywhere
t he at a

around wor |l d

Take a magnifying glass and look at the price
movements, the swings that take place intra-day
on a daily basis. Price changes of one percent,
two percent or more are common. A one percent

daily price move, annualized, translates into 250

not

even

n toda

percent We do not see annual swings of this
the Iight of Adam Smithos i bl m or Joseph
magnrtude very often In the openrng and closrng
Schumpeterbés <creati verisdest H o|
secon s an mrnutes of tradrng, |ntra day price
is something else. When a systemic breakdown
movements are even more accentuated. How
occurs, it is the free market itself that has failed. .
come? What explains it?
High volatility has been with us for over a year . . . .
9 y y Academic evidence of accentuated daily and intra-
now. In my research, | have been focused on this ) .
day price volatility has accumulated over the
topic for many years. If you were to pick one word i
years. In a paper that | am currently completing
to describe our markets, what would that word be?
Wrth Mrke Pagano and L|n Peng (my colleague at
My choice would be fdAvol at V\)/ | et for
Baruch) e present evrdence on V0|atl|l'[)9 for a
Let 6s focus on t his k e al
y sa#lple gf 104 Klasdaq sto&s that |n 2005
market.

I am not thinking of price fluctuations over lengthy,
multi-year periods. | do not have in mind risk and
uncertainty concerning the more distant future. |
am thinking of the very appreciable volatility that
we experience, day after day, on an intra-day
basi s. I n todayods

volatility is indeed dramatic.

We talk about Wall Street versus Main Street.
Financial markets are absolutely essential for our
broad economy. There is a huge connect
between Wall Street and Main Street. Financial
capital enables firms to operate, just as oil

enables physical capital, from bulldozers to

tudaybulen_t environment., intr a
volatility? ~Why are the financial markets so

together accounted for over 40% of Nasdaq
trading." Very strikingly, the three most volatile
minutes in a trading day are the two minutes that
follow the open and the final minute that precedes

the close.

What explains the accentuated intra-day price

fragile? | will briefly address two related items:

price discovery and liquidity creation.

'"The Quality
from the
Robert A. Schwartz, working paper, 2008.

of

Ma rPkicest Evifepce n i n g
N a s d Mighaes$. Bagdno, MaPerdgartd, o
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| have been focusing on price discovery for many

years. Over the vyears, | have noted its
importance in various publications and talks that |
have given. The fact is, security prices 7 the
value of shares 7 are not found in the upstairs
offices of the stock analysts. They are found, they

are discovered, in the marketplace.

Share prices are not intrinsic values. Share prices
do not follow random walks, and they are not
simply and
How can they be when, in the face of enormously
complex and imprecise information, investors form
diverse  expectations of future corporate
performance and thus, at any current moment,
evaluate shares differently? And markets are not
as informationally efficient as some of my
colleagues would like to think. | am not a
proponent of the Efficient Markets Hypothesis (or
EMH as we like to say). | suggest that the word
Afefficiento be

my opinion, i s fi h u tsbdrei

indeed humbling.

Inaccurate price discovery contributes to volatility,
and good price discovery is difficult to achieve,
especially when some
what they see other investors doing. That is when
we get information cascades. That is when we get
herding. That is when volatility blows up. When
these things happen, a market can get into

trouble.

Arm-in-arm with price discovery is liquidity

creation. | have just completed a paper on this
topic with Asani Sarkar and Nick Klagge, both

from the New York Fed.”? In addressing the

2Asani Sarkar, Robert A.
Beget s Llnstitwtioncilt y nivest or 6s
Liquidity, Winter 2008, forthcoming.

repl aced.
olatjlit ikes.
goegiy spiges.

Guildresit@htGd oibratl o

dynamic process of liquidity creation, we consider
something that we call the sidedness of markets.
Sidedness refers to the extent to which buyers
and sellers are both actively present in a market,
in roughly equal proportions, in brief periods of
time (e.g., five minute intervals).

In previous work, Asani Sarkar and | have found
that markets are generally two-sided, and that

two-sidedness holds under a wide range of

u n i theufentiaynentals. nok eanhditions.® Ifiholds for both NASDAQ and NYSE

stocks; at market openings, mid-day, and at the
close; on days with news and on days when there
is no major news; and for both large orders and
small orders. We also observe that buyers and
sellers tend to arrive in clusters, that within a day,
two-sided bursts are

trading commonly

interspersed with periods of relative inactivity.

But markets are not always two-sided. At times
liquidity, dries up on one side of the market and
d Tyhe ppr oper adjectlive
InformatLon cascades and
mar ke
herding can take over, and a market can become
one-sided. Even if potential buyers and sellers
are both in the offing, neither may be making their

presence known. And, when prices suddenly

i n v eheatl csouth6 one-sidedness fs | auacemueateddas b y

buyers simply step aside. Who wants to step up

and try to catch the falling knife?

What are the conditions that lead to two-
sidedness? What are the factors that trigger trade
bursts? What causes a market to be one-sided?
llliquidity is a cause of volatility and its

counterpart, liquidity, does not just happen.

Liquidity creation is a process. There is a good

SchwaAsani aBdr NackaKbagBgber fiLAquBdhwgrt z
Mo t iJauma of Fiance Tr ad e

February 2009, forthcoming.



deal more that we need to learn about the

dynamics of liquidity creation.

As we all know, opacity is needed by the big
players. The large traders seek the protection of
opacity by either going to a dark pool or, when
going to a more transparent limit order book
market, by hiding their orders in a stream of retalil
flow by slicing and dicing them. Nevertheless,
there is post-trade reporting for all trades,
information can be gleaned on the general
sidedness of markets, and smart algos can either
help to provide liquidity, or they can game an
opaqgue environment and, in so doing, undermine
liquidity creation. The efficacy of liquidity creation

hangs in the balance.

Opacity is one thing, fragmentation is another
matter. Whether liquidity pools are light or dark,
fragmentation can disrupt the natural two-
sidedness of markets. Can connectivity between
the roughly forty dark pools that exist today in the
U.S. be effective? The real concern about the
dark pools of today is not that they are dark; it is
that connectivity may not be a viable substitute for

consolidation.

It is well known that order flow attracts order flow.
We have also seen that, over time, the equity
markets have generally tended to consolidate.
Consolidation and two-sidedness are natural
processes for an equity market. They are the

main dynamics that underlie liquidity creation.

However, modern technology facilitates the
increased fragmentation of markets, and it
supports the possibility of fragile, one-sided

markets proliferating.  True, technology also
promises greater integration of markets, but such
liquidity aggregation may prove inadequate. The

extent to which the natural two-sidedness of
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markets stays resilient in the face of these

developments remains to be seen.

And then there is the temporal dimension of
fragmentation. | have for a long time been a
proponent of electronic call auction trading. | have
urged that calls be included in our predominantly
continuous trading environment to open and to
close markets. A call is an explicit price discovery
mechanism. A call amasses liquidity at specific
points in time. A call delivers price improvement
for participants who place aggressive limit orders,
and this encourages them to in fact place
aggressive limit orders. The amassing of liquidity
and the delivery of price improvement in call
auction trading means that a call is more apt to
deliver a two-sided market than its continuous
market counterpart. Mike Pagano, Lin Peng and |
have done some analysi s
and it appears that the calls have achieved
volatility decreases that are both substantial and

statistically significant.

Another market structure feature that goes to the
heart of the volatility issue is circuit breakers and,
as it is called in Germany, volatility interruptions.
In my opinion, volatility interruptions, which are
brief, firm-specific trading halts, have some very
desirable properties. The interruptions are a
check against order placement errors. Very
importantly, they also enable the market to switch
from continuous trading to call auction trading; in
so doing, they sharpen the accuracy of price

discovery.

In addition to calls, circuit breakers, and volatility
interruptions, there are other market structure
solutions to the problem of extreme market
After the

turbul ence.

establishment of voluntary stabilization funds that

of N a ¢

crash

we
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would buy and sell equity shares according to a
strict and well defined procedure. A fund could be
established by a listed company itself and run by a
third
stock would be bought by the fund in a falling

party fiduciary.
market and sold by the fund in a rising market at

pre-specified price points, in pre-specified
amounts and, very importantly, in call auction

trading only.

Such a voluntary procedure would disrupt herding,
it would bolster the two-sidedness of markets, and
it would help to contain the bouts of sharply
accentuated volatility which we can experience at
any time, and that have been with us in full force
since Labor Day. The paper was published
twenty years ago, in the Fall 1988 issue of the
Journal of Portfolio Management. | still believe in

the proposal.

Dynamism and allocational efficiency are two
powerfully positive attributes of a free market.
Instabilityi s a free marketds
last several months we have been hit by tidal
waves of volatility. Now fingers are being pointed

at many things including the housing bubble,

greed, hubris, accounting rule changes, the
absence of certain short selling restrictions,
management  failure,  government failure,

regulatory éasure, arfd markietestruatuce rfaduaen N6 s

my opinion, two of them, regulatory intervention
and market structure, are of particular importance.
These two things, if properly designed and
implemented, could do a lot to better stabilize our

markets in a risky and uncertain world.

It is not a matter of free markets versus regulated

markets. Regulation is indeed needed. But it
must be appropriate. The issues, the concerns,
the market failure realities upon which regulations
should be based must be better understood. The
sources of government failure also have to be
taken fully into account. Excessive regulation,
and/or ill-structured regulation, can be extremely
costly to financial markets in particular and to
society overall. | hope that, after the dust has
settled, we have achieved a stronger market

structure, and a more appropriate regulatory

Achilles heel . | h
structure. But one trﬁng ls for sure: ﬂme fltnanglal

turbulence of 2008 certainly has given us all a

great deal to think about.




Market structure and statistics

by Patrick Hazart
Project Manager, NYSE Euronext

In recent years, most security markets have
experienced fragmentation. Besides traditional
stock exchanges, trade could be done on new
trading venues or within brokerage firm. In United
States, Goldman Sachs, Morgan Stanley or UBS
are some of the firms that have developed their
own proprietary trading platforms. In Europe,
isystemic internali
firms executing client orders on their own account,
are authorized since November 1st 2007. Most
often, these new possibilities are offset by strict
reporting obligations, for which specialized firms
develop new services.

Whether such fragmentation benefits the market
remains uncertain. But it obviously complicates
trading analysis with an increase in the number of
sources, either coming from different trading
venues, or from different reporting systems.
Analysis suggests that these systems interact. But
tools are missing to properly measure this
interaction and trading platforms are often
analyzed separately from each others. Information
provided by reporting system is also separated
from information provided by execution venue.
However analysis suggests that certain overlap
may exist between the two set of data.

Besides that, technological progresses in trading
process (algorithm trading development) have
changed the meaning of the most traditional data.
It becomes more complex to link raw data of
electronic trading, their economic meaning and
the end investor needs.

This short article emphasizes the difficulties to
comprehend the new situation.

In the first part, we show on an easy example that
traditional data mirrors the way trading system

sersao
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works and unveils little of the end investor needs.
One challenge for analysts is to restore the link
between data produced by trading platforms and
the economic meaning of the trades achieved by
end-investors.

In the second part, we show the difficulties to
compare data coming from trading platform with
those coming from reporting systems.

Trades: what do we measure?
, whi ch ar e i
Trade is apparently one of these simple concepts
which definition should raise no questions. A
buyer meets a seller, once they agree on a price
for a good or service, they strike the deal. A trader
(S) willing to sell a certain number of shares at
some price will conclude the trade once he finds a
buyer (B) willing to buy at that price.
For exampl e, l et S sell
B, we could draw following diagram to sum up the
trade:
1 500 shares
S <——>B
u 45 000

In that case, there is one trade, and the trade size
is45000 0 .

Let 6s suppose that,
platform, trader S faces an aggregated demand of
5 000 shares at 30 ¢
B1, B2, B3, for respectively 1 000, 200 and 3 800
shares. She could easily achieve her trade
according the following diagram :

1000
200 B]_ ( u 30
S B, (G 6
300 Bs (a4 9
ua 45

on

nvest ment s

ng 15C¢C

compu

provided

we
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In that case, trade and trade size have different
meaning according to seller or buyer.

From the seller viewpoint nothing changes: he
achi one trade of
trading rules, he could even not be aware of the
number of buyers involved in the trade.

eves

From buyer viewpoint, there are at least 3 three

trades, with respective
and a 9 00O0. And t he
15 000.

Indeed, how to define the real average size for the
market?

In order to show that this situation could be even
more ambiguous, let assume that the seller is still
ng to sell its 1

that there are only 1 000 shares available at

wi || i

0t30.2 and 500 at U 29. 6.
1000
S
500 B (u 14
a 2!
ua 45

Once again, from the seller viewpoint, the bargain
di dnét change. He
for 0 45 000O0. But
one could argue that there are two distinct trades,
in order to respect an implicit principle one deal i
one price.

as

Most often the number of trades given by trading
venue is the one obtained by adding each match
occurring within the trading system. In the three
previous examples, a trading platform will
respectively publish 1, 3 and 2 trades. This way to
count trades mirror the trading rules rather than
the economic meaning of the trade. And the trader
S would consider achieving one trade in each

5 Odenersl informatisn pfovided tal thednrarkeDi® Kill

achi ev eotders bgse id
t h e raverage frade sizeiy order type, gte. vhich copllel i c e s |

case, but recall that in the third case curbing its
sells will benefit a better price.

Indeed rather than focusing on the buy side or sell

4 Side @fOpfevious ekammplee ond should enplnasize

the economic meaning of two different types of
orders and appreciate their economic differences.
A more accurate distinction is between orders
consuming l'iquidity of ten c a
ir de and @ ordérs ProvididgOliquidityito e 0 0 0

awmar &ge torrad @ p assiszievei sorder so.
should not be surprising that transaction costs of
demanding immediacy of execution could be
significantly higher that the costs incurred in
trading patiently.

Some exchanges begin to make this distinction by

charging differently these two kinds of orders. But

but
restricted to the usual meaning of computerized
matching which is lacking that distinction.

Prices discovery is a well known advantages of
trading system. Value of historical price series is
well recognized and longue historical series can
be easily found on the web. However this is only a
small part of information that trading venues are
able to provide. It is therefore still a little bit
surprising that they donoét
of data with others synthetic indicators on types of

apdf ask, irgnaediates feath, e s

e xp

improve the understanding of price discovery
process.

Could we consolidate information provided by
trading and reporting system?

Although both systems generally publish the same
set of data (number of trades, number of traded
shares, turnover, etc.) a direct comparison could
be difficult to undertake. Moreover gathering
together both systems as if they were totally

separated entities, could be misleading to



accurately understand how security markets really
work.

Who reports?

By contrast with trading system and specifically by
displayed markets where trades are immediately
di sseminated wi thout
reporting requires explicit steps from traders.

In the straightforward situation, seller and buyer
report their common trade to the same reporting
system. Comparison with what could happen in a
trading venue is easy and it is possible to cross
from reporting data to trading data by dividing by
two the reporting figures, taking into account the
fact that both the seller and the buyer reported the
trade. When reporting system will publish a
turnover of 2 000 (buyer and seller reporting each
1 000), the trading venue will disseminate a
turnover of 1 000.

However the previous situation is likely to become
less and less frequent as number of execution
venues and reporting systems increases. In this
new situation, we will observe:

A seller and buyer reporting to two different
reporting systems,

A the same trade reported partially or totally to
several systems.

In these cases, it will not be possible to mirror
data provided by reporting system with what could
happen in a trading system.

What should be reported?

In order to avoid lack of understanding in reporting
process, it is important to minimize the extent to
which a different trading process could lead to
different reporting obligations or different
interpretations of reporting.

A gquestion often raises is that of riskless principal
transaction, this is a transaction in which a
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member, after having received an order to buy
(sell) a security, purchases (sells) the security as
principal and satisfies the original order by selling
(buying) as principal at the same price. The
following pattern sums up the situation.

B<&<—> SB &—> S
rader so intervention,
As transfer of ownership between end-investors is
immediate, the previous situation is often
regarded as one-trade transaction and reported
once to a reporting system.

In reality, a certain uncertainty could remain
depending on the time the member succeed to
offset the initial trade. Depending on its aversion
for risk, the trader could eventually choose to
report several trades:

B S B < > S

In this latter situation, analysis of reporting data
could be ambiguous for they can potentially mirror
trader 6s risk
becomes more and more extensive, we could
observe an increase of reported trades in high
volatile market.

aversio

Deferred publication

Most regulation requires the trader to report their
trade as close to real time as possible. However,
in case of large scale transactions it is possible to
report within a certain delay. For example, the
European Markets in Financial Instruments
Directive (MiFID) which came into force 1
November 2007 allows a delay from one hour to
three trading days according to the liquidity class
of the share and to the size of the trade.

Unless the recorded and traded date are both
given by reporting system, it is not possible to
compare on a day by day basis trades published
by reporting system and those disseminate by
trading venues. These deferred publications

we
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create discrepancies that make more complex
comparison between data of the both systems.

The previous examples show the difficulties to
bring reporting system and trading system back
together. They equally that trades
disseminate by trading venue and trades
published by reporting systems are not totally
independent.

show

Trades publically known through a reporting
system or TRF (Trading Reporting Facility) are
often view as OTC trades; meaning trades which
are achieved away from displayed trading venues,
exchanges, MTFs or ATSs. But as the trading
process is becoming more complex with a search
of liquidity on different pools, it is likely that an
order will be totally executed on different trading
venues.

On the other hand, all orders addressed to
brokerage fi
not be totally matched with orders of their other
customers. Indeed, it is a well know fact that order
flow entrusted to brokerage house by their
customers are most often unbalanced. This
phenomenon leads big brokerage houses to
consolidate their liquidity by external
sources of order flow or seek missing liquidity on
other trading venue. It is thus possible that some
orders reported trough reporting mechanisms
included a proportion of trades executed on
trading platform.

rm or

internal

B0y sctoeunhadt i ¢ i

Most often reporting systems will mirror the
complexity of the trading process as well as the
reporting rules. This will make difficult to compare
and analyse data coming from these systems.

Some light could be shed on this complex
situation by providing more information to the
market. For example, reporting system could
publish separately trades reported by the sellers
and those reported by the buyers. Imbalance
between the two order flows could give a rough
idea of the interaction between different execution
venues. Distinction between trade done as
principal and trade done as agency could also
make clearer the information made available to
the public.

nternaliser
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WFE Workshop on Market Structure & Statistics

How can statistics reflect the new market structure?

Hosted by NYSE Euronext, 1-2 December 2008

Program

Monday 1 December

9:001 9:15

9:157 10:00

10:307 12:00

12:007 12:30

Welcome remarks and introduction

9 Peter Clifford, Deputy Secretary General, World Federation of Exchanges

1 Vincent Remay, Senior Advisor to the Deputy CEO in charge of product
development, NYSE Euronext

1 Romain Devai, Research and Projects Manager, World Federation of Exchanges

Keynote address : Markets at risk

1 Robert A. Schwartz, Marvin M. Speiser Professor of Finance and University
Distinguished Professor of Finance, Baruch College

Fragmentation - Roundtable

9 Luca Filippa, Director, Strategy, Research & Development, Borsa Italiana- London
Stock Exchange Group, as moderator

9 Frank Hatheway, Chief Economist , Nasdagq OMX

1 Shunzo Kayanuma, Director, Corporate Communications, Tokyo Stock Exchange

9 Darren Toulson, Director, Intelligent Financial Systems

9 Jane Lowe, Director of Markets, Investment Management Association

Liquidity and new trading methods

To what extent standard indicators for liquidity - such measuring market impact,
spreads, velocity or market share - provide the full measure of where traders will find
liquidity? What is the share of new trading methods (DMA, algo trading). Do they
provide additional liquidity?

9 Patrick Hazart, Project Manager, NYSE Euronext, as moderator
9 Octavio Marenzi, Chief Executive Officer, Celent

we
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14:007 15:00

15:307 16:30

On-exchanges and OTC derivativesd statist
What are the main differences in terms of methodology, how the relative weights of on-

exchanges and OTC compare?

f
f
f

Securitized derivatives i ETFs
How exchanges have kept pace with the impressive development of this market

segment?

1

f
f
f

9 Alicia Suminski, Warrants & Certificates Product Manager, NYSE Euronext

Didier Davydoff, President, IEM Finance, as moderator

Richard Stevens, Director, Research and Product Development, CME

Philippe Mesny, Head of International Financial Statistics Monetary and Economic
Department, Bank for International Settlements

Mark Scully, Head of Information Technology, The Irish Stock Exchange, as

moderator
Pedro Fernandes, Head of ETFs for the European Cash Markets, NYSE Euronext

Giorgio Saraco, Vice-President, Head of Marketing & Sales, Scoach Switzerland Ltd.
Marc Berthoud, Vice President, Deputy Head Information Products Division, SIX

Swiss Exchange

9:007 9:15
9:157 10:30
11:007 11:30

Introduction

9 Lorenzo Gallai, Statistician, World Federation of Exchanges

Dark pools
What is the real share of dark pools in total volume, what are the methodological

issues to assess their volume? How do they interact with traditional venues, and what
are their impacts in terms of market structure?

9 Peter Clifford, Deputy Secretary General, World Federation of Exchanges, as

moderator
1 John Wilson, CEO, Baikal (London Stock Exchange)
1 Yvette Roozenbeek, Head of Strategic Development, NYSE Euronext
91 Thomas Ascher, Chief Strategy Officer, International Securities Exchange ISE
1

David Angel , Head of Business Development, ITG

The comparative weight of derivatives and cash markets and their interactions
How to compare the two markets? Are underlyings affected by the development of
derivatives markets?

1 William Speth, Director of Research, CBOE

(6\ |
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Getting the global picture of trading volumes
As markets fragment, how are figures aggregated to provide an accurate view of
global volumes? How vendors, regulators, and exchanges deal with this new issue?

9 Santiago Ximenez, Director, BME Spanish Exchanges, as moderator
1 Andrew Allwright, Business Manager, Exchange Traded Instruments, Thomson

Reuters

9 Laurent Grillet-Aubert, Economist, Autorité des Marchés Financiers
9 Eija Holttinen, Director of Markets and Intermediaries , CESR

Fixed-income market structure
What are the pros and cons of pre and post trade transparency in bond markets?

1 Marie-Héléne Crétu, Director of Fixed Income, NYSE Euronext, CEO of Prime

Source Ltd., as moderator

9 Fany Declerck, IDEI Researcher, Professor of Finance, Toulouse School of
Economics will present the paper: Liquidity, Competition & Price Discovery in the
European Corporate Bond Market, Bruno Biais and Fany Declerck, Toulouse School

of Economics.
 Rafah Hanna, Executive Director, Head of MTS Data, EuroMTS

Best execution
Fragmentation has made best execution even more difficult to define and measure.

What are the tools to measure best execution today?

i Frank Hatheway, Chief Economist , Nasdagq OMX, as moderator
9 Christophe Dacre-Wright, CEO , Transaction Auditing Group, Inc. (TAG)
9 Stéphane Janin, Head of International affairs Division, AFG

Global statistics 1 a usersdperspective
How international organizations use exchanges statistics, are there new indicators

they would need?

I Hans Christiansen, Senior Economist, Investment Division, Directorate of Financial

and Enterprise Affairs, OECD
9 Peter Neudorfer, Principal Economist Statistician, European Central Bank

Conclusion

1 Peter Clifford, Deputy Secretary General, World Federation of Exchanges
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Federation News

WFE welcomes
members and affiliates

new

The WFE General Assembly, hosted by Borsa
Italiana SpA from 13 to 14 October 2008,
approved the CME Group and the
IntercontinentalExchange (ICE) as new WFE
members.

The WFE Board of Directors also approved the
Beirut Stock Exchange as a new affiliate of the
Federation.

World Federation of
Exchanges open letter to
global financial policy-makers

Following the General Assembly of the World
Federation of Exchanges in Milan on 13 and 14
October, the WFE wrote an open letter to global
financial policy makers about the role exchanges
can play in the current economic situation.

The letter, addressed to I0SCO, the Financial
Stability Forum, the OECD, Bank for International
Settlements and IMF, explains the contribution of
exchanges and their role in helping resolve
current problems.

The letter makes the following points:

- Regulated exchanges remain critical providers of
liquidity to the world's capital markets, in addition,
they afford transparent price discovery for much of
the world economy's financial assets;

- The combination of exchange-listed and traded
securities, options and futures has led to
considerable innovation and efficiency in financial
markets;

- The leaders of WFE Exchanges are committed
to maintaining regular trading hours so far as
possible so that markets can continue to function
properly during the crisis, fulfilling their role as
continuous open markets for establishing and
disseminating  prices for  exchange-traded
instruments;

- Regulated exchanges' post-trade arrangements,
including the use of clearing central counterparties
to guarantee trade execution, allow for certainty of
transactions and allow exchange-operated
markets to remain open and dependable;

- Short selling contributes to liquidity and the
practice should be allowed to continue.

The letter reaffirms WFE's commitment to the
50,000 or so companies whose securities are
listed on member exchanges, including continuing
to provide them with access to capital for growth.
The WFE also remains committed to enhancing
the value and clarity of financial reporting.

The WFE offers in the letter to work with global
policy makers to understand where exchanges
can make positive contributions, for example in
scrutinizing the extent to which certain OTC
instruments might lend themselves to trading and
settlement in the regulated exchange
environment.
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“ WORLD FEDERATION
/ OF EXCHANGES

International Organization of Securitics Commissions
Financial Stability Forum

Organization for Economic Co-operation and Development
Bank for International Settlements

International Monetary Fund

World Federation of Exchanges open letter to global financial policv-makers

Milan / Chicago / Paris, 23 October 2008

Meeting at their annual General Assembly last week, the leaders of the 55 members of the World
Federation of Exchanges addressed themselves to global financial policy makers in this open letter.
Its purpose is to explain the ongoing contributions of exchanges to the world’s financial system, and
our role in helping to resolve its current problems.

Public. regulated exchanges remain critical providers of liquidity to the world's capital markets,
along with central banks, and now governments through their direct interventions. Our work
provides ongoing, transparent price discovery for much of the world cconomy’s financial assets,
together with financial futures and futures on physical goods.

The combination of exchange-listed and traded securities. options and futures has led to
considerable innovation and efficiency. The financial crisis did not begin in the exchange
environment.

Together, the leaders of this industry are committed to maintaining regular trading hours so far as
possible. Any recent interruptions have been principally for two reasons only. First, since 1987, a
system of circuit-breakers brings momentary halts in conditions of extreme volatility. allowing all
participants to pause and reflect on how to proceed. The second relates to collateral deposited with
clearing or settlement houses.

The combination of exchanges’ post-trade arrangements, including the use of clearing central
counterparties to guarantee trade execution, allows for certainty of transactions. It is a distinctive
quality of the regulated exchange environment, reducing the need for scarce capital for investors
and market participants. and enabling exchange-operated markets to remain open when so many
ather capital market segments closed. The possibility for investors to scll short contributes to
liquidity: we would ask that this practice be allowed to be resumed.
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We also remain commuatted to the 50,000 or so companies whose secunties are listed om WFE
member exchanges. We mtend to do what we can to continue to provide them with access to
capital for growth. This may now be even more crucial for the financing of small and medmm-
sized enterprizes.

We maintain our involvement with enhancing the value and clarity of finaneial reporting, and we
are fully prepared to contribute to assurmg that rating agencies serve mvestors.

As busmess plans are bemng adjusted, we are already scrutinizing the extent to which certam OTC
instruments might lend themselves to trading and settlement in the regulated exchange snvironment.

The exchange mdustry shares concerns about an economic slowdown, and agrees that the defence
of the economy 15 now a project of zlobal scale. Exchange leaders are mindful of thew share of
these responsibilities. Exchanges are part of the solution.

We are ready to work with global policy makers in order to understand where else we may make
positrve contributions.

Smeerely yours,

| P -
| e e

Massimo Capuanc
Charman of the World Federation of Exchanges
Deputy Chief Executrve Officer of the London Stock Exchange Group

fof el . i

Wilham T. Brodsky
Vice Charrman of the World Federation of Exchanges
Charman and Chief Executive Officer of the Chucago Board Options Exchange

Tharss K»-?

Thomas Krantz
Secretary General of the World Federation of Exchanges




News (A-Z)

Corporate news

Boston Options Exchange files SRO status
with US SEC

The Boston Options Exchange is expanding its
operations to include a Washington, DC office to
work closely with the US Securities and Exchange
Commission as it moves towards filing for Self
Regulatory Organization (SRO) status as a
national securities exchange which will provide
enhanced control and flexibility.

NASDAQ OMX acquires market intelligence
firm

The NASDAQ OMX Group has acquired Chicago-
based Bloom Partners, a market intelligence firm
which provides analysis to help companies identify
the buyers and sellers who move their stock price.
Additionally, the Pinpoint Market Intelligence
service delivers insight regarding the investment
characteristics and possible motivations of those
buyers and sellers.

NASDAQ OMX acquires stake in European
Multilateral Clearing Facility

The NASDAQ OMX Group has entered into a
binding agreement to acquire a 22% equity stake
in European Multilateral Clearing Facility (EMCF)
from Fortis Bank Nederland (Holding). EMCF is a
central counterparty clearing house for European
equity trading on exchanges and multilateral
trading facilities, including NASDAQ OMX Europe,
Chi-X Europe and BATS Trading Europe. The
transaction is subject to regulatory approval.

New Zealand Exchange acquires ProFarmer
Australia

ProFarmer is Australia's leading provider of
agricultural news, commodity market information
and strategic grain market analysis, market price
updates and specialist reports.
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Palestine Stock

President

Exchanges names new

Dr Rami Hamdallah has been elected new
Chairman of the Palestine
Borad of Directors as of 30 October 2008.

TMX Group takes important
integration plan implementation

step in its

TMX Group plans to grow its business by
adding new products such as a futures
contract based on a Canadian volatility index
and mini-sized equity index futures contracts,
expand the clearing of over-the-counter
derivatives and further develop its SOLA
trading platform, which supports both the
Montreal Exchange and Boston Options
Exchange. As part of the
offices and data centers will be consolidated.

Exchange consolidation news

DTCC and LCH.Clearnet plan to merge

The Depository Trust & Clearing Corporation
(DTCC) and LCH.Clearnet Group have signed
non-binding heads of terms regarding the
proposed merger of the two companies.
LCH.Clearnet and DTCC anticipate being in a
position to sign definitive documentation and
announce the detailed terms of the transaction by
15 March 2009. DTCC would acquire 100% of the
ordinary shares in LCH.Clearnet.

Euroclear acquires Nordic CSD

On 31 October 2008, Euroclear acquired NCSD
(Nordic Central Securities Depository) and its
subsidiaries, APK and VPC, the Finnish and
Swedish CSDs, respectively, APK will be renamed
Euroclear Finland, and VPC will become
Euroclear Sweden. The migration of the Finnish
and Swedi sh activitiges t
platftorm is scheduled immediately after
completion of the new platform, planned for 2011.
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