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Thank you for the invitation to speak this morning. 
 
This is my third address at the annual Stockbrokers conference, in my third year as CEO of 
ASX. 
 
It is one of the easiest invitations to accept.  The stockbroking community continues to be 
one of ASX’s most important customer groups.   
 
The way we are doing business of course has changed since we first opened our doors, in 
Melbourne as it happened, back in 1861. 
 
Back then, brokers conducted a call auction three times a day, where a clerk read out the 
names and brokers would trade.  Things grew quite slowly over the first 100 years.  Even at 
the highest peak day in 1970, no more than 15,000 trades took place, valued around $13.5 
million. 
 
Today, things are a little faster and larger. 
 
We trade continuously, electronically and on an average day around 880,000 [ASX and Chi-
X] trades take place for a value of $4 to 4.5 billion.   
 
While the way we execute has changed, our relationship with you remains vital.  So thank 
you for your business and support.   
 
My two earlier addresses to this annual conference focussed on the challenges and 
complexities faced by our industry, due to regulatory and market structure changes.  The 
conversation was inward-looking. 
 
Today, while I don’t pretend these things no longer require attention, I would like to focus on 
the positive and look to the future. 
 
Strength of Australia’s financial markets 
 
We have much to be proud of with Australia’s financial markets.  We have got many 
decisions right and, overall, we are in good shape. 
 
In financial markets, Australia punches above its weight.  By population we’re ranked around 
56 in the world, and we have the 12th largest economy.  Yet Australia’s financial markets are 
positioned comfortably in the top 10. 
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Our superannuation sector is the third largest in the world, our interest rate derivatives 
markets rank in the top five globally, and our equity market is the eighth largest in the world 
by free float capitalisation. 
 
Activity levels across our markets were encouraging for the first nine months of this financial 
year.  At an investor conference earlier this month, I highlighted that ASX’s revenue to 31 
March 2014 had increased by 6.8% year-on-year.  This was underpinned by growth in most 
major market areas, including: 
 
 Listings, where we saw a 27% increase in the number of IPOs 
 The Cash Market, where the daily value traded in the ASX cash market was up more 

than 5% 
 Derivatives, where the number of futures contracts traded was up around 9%. 
 
In April and May, however, equity volumes across the whole market have been somewhat 
weaker, highlighting that there’s still fragility and uncertainty in the Australian economy.  On 
the bright side, we’ve seen a number of highly successful IPOs come to market recently, 
supported by a strong index. 
 
The success of Australia’s financial markets has been driven by a growing economy, the size 
of the superannuation sector and the quality of our regulators.  In return, our markets helped 
fund the mining investment boom, withstood the test of the global financial crisis, and are 
generating significant retirement savings. 
 
They have also helped develop one of the leading exchange groups in the world.  ASX is a 
fully integrated exchange and ranks among the top 10 exchanges globally.  Our full service 
business model is similar to exchanges in our region, including Singapore and Hong Kong.  If 
we are to align ourselves more with Asia over time, then our business model makes sense. 
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HFT – Australia’s regulators have done a good job 
 
The quality of Australia’s financial markets was underlined in the recent debate about high 
frequency trading (HFT), following the publication of Michael Lewis’s book Flash Boys.  
Whatever you make of HFT – and I know there are a variety of views and flavours – the fact 
is that it does not exist in Australia on the same scale or with the same impact as it does in 
the United States. 
 
This is not by accident.  It is a result of Australia’s pro-active regulators. 
 
The rise of HFT in the US has been fuelled by significant fragmentation of liquidity across no 
less than 13 exchanges and numerous dark pools.  This has been assisted by a series of 
market regulations that support the business models of high frequency traders and the HFT 
exchanges.   
 
In Australia, ASX believes ASIC has done a good job managing the challenges arising from 
our recently fragmented market structure.  There are four regulatory settings that have had a 
positive impact in Australia, and which are different from the US: 
 

 
 

 Maker-taker pricing is not permitted – no customers are paid for order flow.  Maker-taker 
pricing is the most disruptive financial incentive model in financial markets today. 

 Regulatory fees are applied to both orders and trades – putting an economic cost on high 
order-to-trade ratios, which is a typical characteristic of HFT. 

 Minimum tick sizes have not been narrowed – concentrating liquidity. 
 Price improvement must be meaningful – moderating the amount of execution away from 

lit public markets, particularly retail flow. 
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In addition, best execution in Australia is an obligation placed on you, the brokers, rather 
than the exchanges.  In contrast, in the US best execution is an exchange obligation.  By 
forcing exchanges to ‘route away’ flow that can find a better price on another exchange, HFT 
finds it easier to interact with investors.   
 
Combine this with maker-taker pricing and a few other ingredients, and you have the secret 
sauce that makes HFT highly profitable. 
 
Let me show you a short video.  This depicts trading in one company stock – Yahoo – in the 
US. 
 

 
 
Around the circle are the stock exchanges and at the bottom is the central source of market 
data.  When we play the video you can see individual streams of data and trading messages 
in Yahoo move between exchanges as they ‘route away’ under the US best execution rules.  
Let’s play the video. 
 
[Video – ‘Nanex’ video] 
 
There is a lot going on in this 28 second video as exchanges route trades to each other.  
What is interesting is that this video is dramatically slowed down from reality.  What you just 
saw in 28 seconds actually happened in 0.01 seconds; that is 100th of a second. 
 
In the US the fog is now lifting to show how the system really works and regulators are 
considering how to improve the way the market operates for end investors.   
 
In Australia, our regulators have made sure that the interests of end investors are prioritised.  
The aggressive strategies prevalent overseas are uneconomic under Australia’s regime.  
Here, the behaviour of HFT is more aligned with the broader market.  And as a result, we 
have few concerns at the moment.   
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ASX will continue to advocate regulatory settings that support investors and long-term 
market quality.  We believe that this is the best way to serve our customers and is in the 
long-term interest of our company. 
 
Australia has learned the lessons of other markets, and now other markets are looking to 
Australia as the model that has got things right.  Investors can have confidence in the 
integrity of our market. 
 
Financial System Inquiry – opportunity to refocus on competitiveness of Australia  
 
We are optimistic about the future of Australia’s financial markets.  Given our skills, financial 
stability and geographic location, it’s hard to imagine any country being better placed. 
 
Our regulatory settings are sound.  We already have many of the ingredients to be more 
relevant in Asia and beyond.  The next set of policy decisions should focus less on the 
regulatory settings within Australia and more on the competitiveness of Australia.   
 
We believe that the Financial System Inquiry comes at an opportune time for our industry.  
Choices can be made now to secure the future of Australia’s financial markets and make the 
most of the opportunities in Asia. 
 

 
 
In our submission, ASX encourages the Inquiry to express its views on: 

 
 The ways in which Australia can work more closely with other regional financial centres to 

ensure that global regulations are tailored to the needs of the Asian region, and 
 The level of control that Australia’s policy makers and regulators must have over 

systemically important financial infrastructure. 
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ASX believes that for Australia’s policy makers and regulators to have the required level of 
control, it is necessary that location requirements are put in place for all systemically 
important financial markets in Australia.  By this I mean that capital, collateral, systems and 
people should be based in Australia.  This best positions our economy for long-term financial 
stability. 
 
Moreover, having a central financial market infrastructure is a pre-condition to being a 
financial centre.  All major markets in our region have a strong central infrastructure.  Such 
an infrastructure attracts capital, investment and skills. 
 
The good news is that location requirements are already in place for most of the systemically 
important markets that are traded on the exchange.  Examples are our equity market and our 
exchange-traded interest rate market.  
 
ASX recommends that they be extended to include the over-the-counter A$ interest rate 
market.  The A$ interest rate market is one of the largest derivatives markets in the world 
and critical to the functioning of our economy.  We believe that controls in this area can and 
should be tightened. 
 
In addition, ASX has asked the Inquiry for its views on the need to maintain the 15% 
ownership restriction that currently applies only to ASX.  This limit provided additional 
protection when the regulatory settings were less well defined.  Now that the controls around 
our financial infrastructure have been significantly tightened, one could argue that the 
ownership limit is no longer required.  None of ASX’s main global competitors are subject to 
an ownership limit. 
 
The global landscape – ASX is investing in financial market infrastructure 
 
The re-orientation to focus on the competitiveness of Australia matters in an increasingly 
global world.   
 
Regulators are leading this change.  There has been a shift from the local regulations that 
affect our domestic equity market to the global regulations that impact on our derivatives 
markets. 
 
Australia signed up to the global framework and, as a consequence, ASX is impacted by the 
new global regulations.  The good news is that we comply.  Last year, ASX raised $553 
million in new equity, most of which went to support our clearing operations.  ASX’s 
derivatives clearing house now meets the higher global capital standards and has an AA- 
credit rating from S&P.  
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ASX is committed to the future of the Australian financial markets and is investing in new 
products and services.   
 
A major focus is the investment we are making in the infrastructure required to deliver the 
various clearing solutions for the Australian dollar market.  By the end of this financial year, 
Australia will have a clearing solution for OTC derivatives; a client clearing solution that gives 
important new protections to end investors; and a collateral management service that 
provides efficiencies to the banks that operate in our markets.  Each service deploys the best 
available technology and risk management solutions. 
 
ASX’s ability to invest in this national infrastructure comes from the scale and financial 
strength generated by our business model.  Scale matters in relation to our derivatives 
business, not just to lower costs, but also to create an efficient risk management solution that 
optimises the use of capital and collateral. 
 
Today, ASX has scale.  This enables us to offer Australian investors access to a world-class 
market infrastructure.   
 
In making our investments we are well aware of the global competitive environment.  We 
should be very clear: Australia and the City of London are competitors, not partners; just as 
London and New York are competing financial centres.  All of us, including our regulators 
and the government, have an obligation to improve the efficiency and competitiveness of our 
markets.  We are convinced we can succeed and are backing this with investment dollars. 
 
Growing our domestic market 
 
ASX wants to improve its services to you and the way we work together.  We are doing this 
by building a pipeline of new products, by aligning ourselves better with our customers, and 
by improving our processes.   
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This slide summarises our priorities.  Among them, we want to create the broadest possible 
‘investment supermarket’ for Australian investors.  This includes domestic and international 
equities, government debt, corporate bonds, exchange-traded funds and unlisted managed 
funds; as well as all the relevant derivative and index products. 
 
Last year ASX introduced volatility products with the VIX index and futures contracts, and 
broadened its fixed income offering by quoting Australian Government Bonds.  We’re 
working to extend this to allow corporate bonds in the wholesale market to be offered to retail 
investors.  We’re hopeful that the enabling legislation will soon be passed by Parliament. 
 
ASX is also working hard to reinvigorate the exchange-traded options market, which has 
underperformed in recent years.  This month we launched a new marketing campaign and a 
national education roadshow begins in June, with the broking community closely involved. 
 
Equally significant is mFund – ASX’s new managed funds settlement service that was 
launched on 8 May. 
 
mFund allows investors to invest in (that is, apply for and redeem) unlisted managed funds in 
much the same way as they buy and sell shares through their broker platform.  mFund 
replaces the traditional paper-based processes and uses the same electronic system – 
CHESS – that is used for settling ASX share transactions. 
 
mFund is a genuine win-win for the market.  It provides greater distribution to fund managers 
and enables ASX brokers to offer a greater choice of products to their clients.  ASX is 
grateful to the more than 70 Foundation Members, including many in this room, who helped 
deliver the mFund service.  
 
All these initiatives have one thing in common: they are designed to help grow our market. 
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In relation to customer alignment, in January 2013 we introduced a new revenue sharing 
scheme for ASX’s cash equities market trading, clearing and settlement businesses.  All 
growth in revenue above an annual growth threshold is shared 50/50 between ASX and its 
cash market participants.  And since we know that markets have been tough, the growth 
threshold has been set at zero for the first two years.  
 
The cash market revenue sharing arrangement complements an arrangement in our 
derivatives business that has been in place for many years. 
 
We’re also getting closer to our clients through the Code of Practice framework.  The Code 
was established last year with a commitment to provide transparent and non-discriminatory 
access to ASX cash market clearing and settlement services and pricing.  A senior industry 
Forum was created, which enables stakeholders to provide input on the investments in our 
core clearing and settlement infrastructure. 
 
This has led to a number of industry-driven initiatives, including the proposal to move to a 
T+2 settlement cycle for cash equities.  We completed our public consultation on this 
proposal last month.  There is widespread industry support for shortening the settlement 
cycle and we hope to make a decision soon on the best way to implement it.  We will do this 
in consultation with our industry partners, including the Stockbrokers Association.  I am 
hopeful that implementation may take place in early 2016. 
 
Conclusion 
 
Australia’s financial markets are large, successful and well regulated.  In my experience, they 
also feature a high degree of collaboration between industry participants and the exchange.   
 
We share a common interest in market quality; in expanding the pie; and of securing a future 
that taps into the opportunities in Asia.  We are optimistic about our markets and our 
collective ambitions.  We look forward to working with you to make them a reality.  
 
Thank you. 
 

 


