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Thank you for giving me the opportunity to brief you today. 
 
I have now been with the ASX for a year and in that time have been reaching out to a 
broader group of stakeholders, including the end users of our financial system.  The 
superannuation sector is an important end user group. 
 
This engagement is critical as we face significant regulatory changes that will 
ultimately affect the way you do business, and the risks you assume.  Too often the 
discussion around the future of our financial markets is driven by exchanges, banks 
and regulators without direct reference to end users.   
 
Today I would like to share my thoughts on the critical regulatory changes that will 
affect our financial markets. You may think that the changes do not affect you. I will 
try to convince you to take a direct interest in the issues and engage in the decision-
making processes.  
 
Strengths of Australia’s financial markets 
 
First, let me tell you a little bit about ASX, our strengths and how we stack up in the 
world. It may give you some context for our later conversation. 
 
Australia has one of the best financial markets and exchanges in the world.  Its 
strengths are underwritten by our funds management industry, superannuation sector 
and private investments.  Australia has some $1.9 trillion in funds under 
management, ranking our country 3rd globally.  Australia is seen as a benchmark in 
terms of market stability.  Our track record since the start of the Global Financial 
Crisis speaks for itself. 
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ASX plays an important role in our financial markets and ranks highly among 
exchanges globally.    
 
The strength of our exchange comes from its business model.  ASX is what we call a 
multi-asset class and fully integrated exchange.  This means we facilitate trading in 
both equities and derivatives, and operate all key elements of the value chain, from 
listings to trading, clearing and settlement. 
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In terms of our size as a company, we are in the top 10 globally with a market 
capitalisation in excess of $5 billion.   As you can see, we are larger than the London 
Stock Exchange, Nasdaq and Toronto, and not far behind the New York Stock 
Exchange.  
 
There are not many exchanges around the world that look like us.  If you have a look 
at the slide, the exchanges coloured in green have a business model that is similar to 
ASX.  It shows that we are in good company and that our business model is 
consistent with exchanges in our time zone.  This matters when we consider our 
long-term future in Asia.   
 
ASX contributed to the Federal Government’s white paper on Australia in the Asian 
Century, which we believe provides a helpful reference point for the country’s 
strategic decisions.   
 
The test for the white paper is of course what happens next and how we translate it 
into real policies and decisions. This test starts immediately as the government is 
considering important issues in relation to our financial markets.  If we believe our 
future is anchored in our time zone, then we must look more to the North for 
guidance, and less to the US and Europe.  This is particularly important as Europe 
will continue to face material economic challenges and financial stress.   
 
Our experience with market structure change in equities trading 
 
We have a good reason to adjust our reference point for policy decisions. Our recent 
experience with market structure change that is based on the US and European 
models has not been great.  Let me give you an example. 
 
A couple of years ago, Australia decided to change the market structure in the area 
of equities trading.  Today, we have a second equities trading platform called Chi-X. 
 
The idea behind this change seemed simple: exchange fees will come down and 
liquidity will go up.  It sounded very tempting. 
 
Unfortunately, 12 months into the new market structure, we cannot find any parties 
who benefited materially from the change.   
 
It is certainly true that ASX lowered its fees, invested in new products and services, 
and got closer to its customers.  In fact, ASX is ok under the new structure. 
 
Sadly, the fee reductions from the ASX did not translate to lower costs for the banks 
and brokers.  This, of course, means that you will have noticed very little change in 
your costs.  There are two reasons for this outcome. 
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First, the ASX fees were not very large to start with, which means that the potential 
fee savings were small as well. As you can see on the slide, the cost of trading, 
clearing and settlement for an average transaction of $7,000 is no more than 73 
cents or around 1 basis point.  The total cost of equities trading is around $36 million 
per annum, which is significant to ASX but only a small part of the total cost of 
equities trading for Australian investors.  
 
Second, the regulatory and technology costs have gone up materially.  ASX had to 
pass some of its regulatory functions to ASIC and the new structure is much more 
complicated.  We are not a large market by global standards and the costs of 
complexity are significant.  The implementation costs were so large that on a net 
basis, the trading costs for banks and brokers are now up, not down.  This is not 
what they were expecting, but we should not be surprised given the size of our 
market.  There is a strong case to keep things simple if we are to compete 
successfully with much larger markets. 
 
If this is where it ends, it would not be a great result but we would all be ok.  We 
would simply live with a greater and unnecessary level of complexity and move on.  
 
Sadly, this is not where it ends.  The new market structure has led to greater market 
fragmentation and we are now having discussions around the impact of high 
frequency trading and dark execution.  Again, we should not be surprised as this is 
exactly what happened in the US.  And US regulators are now struggling to regulate 
a market structure that ‘ran away’ from them. 
 
The good news is that we still have time to act.  Our market is performing well and 
our regulators and policy makers understand the risks from high frequency trading 
and dark execution. Investors can invest with confidence and we are determined to 
keep it this way. 
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We can ensure that our equity markets continue to be well regulated by implementing 
some fairly basic steps that will better manage the impact from high frequency 
trading and enable our ‘lit’ markets to remain relevant.  We are in the hands of ASIC 
and Minister Shorten.  They understand the issues and are developing their 
regulatory response. 
 
In relation to high frequency trading, the solutions are likely to involve a further 
tightening of the economics by charging for what one would consider predatory 
trading behaviour. Examples could be excessive orders, messages or cancellations.  
This can be done and will make a difference. Other measures may include a 
minimum order size or other ideas that differentiate high frequency trading from long-
term investors.  Moreover, ASX is developing trading services that give investors 
greater choice on what type of liquidity they interact with in the market.  
 
In relation to dark execution, the main recommendation that is still under review is the 
implementation of a $25,000 threshold below which all transactions must go to a ‘lit’ 
market like ASX.  This is an important measure to ensure that retail flow continues to 
concentrate in the one market place to which all investors have equal access.  ASIC 
has previously raised the idea of a $50,000 threshold.  We would be happy with 
either outcome, recognising that the number cannot be zero. 
 
If the minimum threshold and the other measures are implemented, Australia will 
continue to be one of the best regulated equity markets in the world, and one in 
which retail and institutional investors can have full confidence.  We see no reason 
why we should wait with implementation. 
 
Decision time for Australia’s clearing infrastructure 
 
Given that our experience in changing the market structure for equities trading has 
not been great, one would expect Australia to be cautious and not make further 
changes to our financial infrastructure without a strong business case.  A level of 



6 

 

caution is particularly important if these changes would introduce material new risks 
to our financial markets. 
 
Australian regulators are currently looking at the market structure for clearing of 
equities.  As you may be aware, ASX provides this service to you today.  Regulators 
are considering if the government should license a second clearing house, potentially 
located overseas.  
 
Not many people understand what clearing is, or why it matters to them.  It is invisible 
and so it should be. Nevertheless, clearing is one of the most important functions of 
an exchange.  By offering a clearing service the exchange becomes the central 
counterparty to all equity transactions, removing substantial counterparty risk from 
the process. The exchange effectively becomes the buyer to every seller and the 
seller to every buyer.  It is a systemically critical function that is supported by 
substantial amounts of collateral and capital, and is highly regulated.  To put some 
numbers to this, the ASX clears some $4 billion of equity transactions each day and 
holds more than $3 billion in collateral to support Australia’s derivatives markets.  
These numbers will increase as more products are cleared on an exchange platform 
under new regulations. 
 

 
 
Earlier we saw that the total cost to the Australian economy of equities clearing is 
$46 million per annum – or 27 cents for the average transaction.  This is therefore the 
maximum ‘size of the prize’ from a change in market structure.  Not a lot when we 
compare it to the risks involved. 
 
Given the importance of clearing to our financial markets, any change to the current 
market structure should be supported by a convincing cost-benefit analysis. And this 
analysis should be published to ensure that end users have an opportunity to provide 
input. 



7 

 

 
 
The cost-benefit analysis has to answer three simple questions: 

 Will a change in market structure provide tangible benefits to end users – retail 
investors, fund managers, superannuation funds? 

 Can regulators give an assurance that risks will not increase and that they can 
manage the risks, particularly if the activities, capital and collateral are located 
overseas? 

 Does a new market structure improve Australia’s competitive position, does it 
support the development of a financial centre, and does it advance our ambitions 
in the Asian century? 

 
Let’s take them one by one. 
 
First, the financial business case.  Given that the total cost of cash equities clearing 
is only $46 million per annum, most analysts estimate that the introduction of a 
second clearing house could reduce these fees by $15-20 million.  ASX does not 
comment on what it would do, or if it would do anything at all, but let’s for now 
assume that $15-20 million is the maximum gross benefit to Australia. 
 
Unfortunately, there are material costs that more than offset these potential savings.  
These costs come from reduced netting efficiencies in the clearing and settlement 
processes, higher technology costs and higher regulatory costs.  Australia is a 
relatively small market and inefficiencies show up very quickly.  ASX estimates that 
the additional costs to end users would be in the range of $20-30 million – that is, 
higher than any potential savings.  
 
Second, the risks involved in clearing.  Risk will increase, and if clearing takes place 
overseas it will increase materially.  Australian regulators will not be able to manage 
this directly; they will have to rely on overseas regulators, mainly in the UK.  We 
know from experience that there is a significant difference between agreeing with 
another regulator and actually getting your money back when there is a material 
default.  The collapse of Lehmans and, more recently, MF Global show us that this 
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risk is very real.  In the case of MF Global, Australian clients are still waiting to 
recover several hundred million dollars, with money tied up in overseas insolvency 
processes.  MF Global collapsed 12 months ago. 
 
We believe that some large US investors have told their executing banks that their 
collateral will not leave American soil.  Why would they take the risk on an overseas 
clearing house and expose themselves to overseas insolvency laws when there is no 
benefit attached to this risk? You should ask the same question of your regulators 
and banks. 
 

 
 
And finally, our ambitions as a country.  Australia’s current clearing market structure 
is one that has been adopted by every other key country in the world, including the 
US. There is one exception and that is Europe, driven by the creation of the 
Eurozone.  
 
We are currently discussing doing something that no other single market in the world 
has done.  It makes no sense, particularly when we consider that the upside is small 
and the risks are material.  
 
Moreover, ASX is making significant investments that will give Australia one of the 
best market infrastructures in the world.  We will offer services to our clients that few 
other exchanges can offer and that will deliver real savings to them – and ultimately 
to you.  We estimate that these savings will be in the range of $100-150 million per 
annum.  In other words, our level of innovation and investment will put us in a very 
strong position and will allow Australia to compete on global markets on its own 
terms. 
 
The above summary makes it clear that your exchange does not see the business 
case to fragment clearing.  No other market has done it.  We have done our 
homework and provided our regulators with the supporting facts.  We hope they 
agree with us.   If they don’t and proceed with a change anyway, then it is important 
that they publish the tangible benefits you will receive from the change. It cannot be 
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based on a ‘belief’ about markets and competition – we have seen where that gets us 
with equities trading.  We cannot afford to get this one wrong as the changes we 
implement will be permanent and go to the heart of market stability. 
 
Why you should care about all this 
 
At the start of this speech I said it was important that we reach out and engage 
directly with you as end users of our financial markets. My speech today gives you 
the reason: the changes that are being considered will affect you – financially and in 
the risks you accept on behalf of your members. 
 
Your engagement in this process is urgent.  A decision on equities clearing is 
imminent and may be made before Christmas.   
 
I believe that our Treasurer understands the issues and will very carefully consider 
what is in the interest of Australia.  Your voice matters in this process and I 
encourage you to express your views. 
  
Thank you for the opportunity to share my thoughts with you. 
 


