Some propose that if the securities industry
market model works, it should work for
the futures industry as well. In

ddiee

to recent evid: to the

contrary, that perspective i
ignores the differences in the 1
industries and fails to take into ; i

Y - ded

consequences of such a move. E:
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IFCM) community has made no.

bones about its desire 1o transform
the futures industry inio the image

of the securities model. ls argu-
Fm'[_IRES mens for the cost savings associaled wil
common or delinked clearing and fungible

products are both compelling and well doty-
mented. Emboldened from the changes

wrought by the Commodily Fulures i
INDUS'I'RY Modernizatian Act of 2000, it has publicly

urged the gevernmant 1o recognize the
manopoly pricing power of exchanges” and
mandate competiticn.

Gevernment interference in the realm of

NEED res trading would be a serious step. Provieg
monapoly power is  tall order. Anexample of 8 ¢
now-you-see-it-naw-you-don | monopoly s he :

overnment's suit against I1BM in the 1970s
when il attempted to break up I compuler

? manutacturer into four entities. Once several
* serious competiors threatened |3M's market




share, the Deparment of Justice (1))
droppod the suit.

Coiaswdiey. . Furtex: el
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Newsome soes the movement s @ busi-
s ntter and is onrocond preferring
thae the FOMs and exchanges work ou
their conlict. The UFTE, bowever, is
planningg o ol o panel where the woch
iliheal et ol wich A e —
the indistry went in that dinection —
woukd be discusad.
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forsnans the fiuses ircitiy ko 5 366
rities ienlusary Jook-ubibe is whether secu-
rities trclings s s trading ane sffi-
chently stenidar i warrant it — with or
without Beforchund,
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Anninl the sane tine clearine and wt-
dling of equitics beggn 20 be conaolidated
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sprunt up i the lae 1990 bt were it ties imading coneen. Thee suction setem
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sezecd wolione: e i ekl fle pace. Super by the Conmodity Excharnge: Ast in
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DO COMPETE

excluanges with exchsive Htings was

Intematioral &
Endwuw (I5E), o anawamice the i
ok other exchanges' oprions, mgsering »
wanie of cross listine among exchanges.

tions 1o interstate commernce, specified
that futuses rracling for amy conmmodity
thene are be “fiscused into & centrilized marker-

et of posibile dod comme-

need exphanng

Functionally, stock exchanges and
brokerjdealer markers are primarily
transaction veres. As seli-regaliting
ergankztions (SROY, they sypport the
imtegrity of the trading process by an
exhaustive e of eversight sechombsin
v deteer price. manipdation, il and
insider trlis. The transaction veres
an: vaned, each offering iis oum compet-
itive advantage 0 ferms of HEspanmcy,

. -(ut the competitive discovery ol
prices” The geographic limk between
primary cash morkets and exchanges dis-
solvesd with the introduction of financial
futiarcs and peerated o rivalry for prod-
ust development amony the various
exchuiges. Technohgical advacements
tnchuhing the developusent of elecmnic
platfeen, the CEMA, the col af
Eneon urd exogcnous events sich as the
s e e of-the et Hontheery il
the et e birge Pudger defiens have

nl ligabdiry sined trading practices. The ushered in o spectacular growth period
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futuees. An s just iy proahiet dewd-
apmerit — fimunes exchangres creae oo
trmcte thia transtier risk, erilbons of dollan
af it {Equiry optioms 2l trader risk.
Tt e ety ownordiapd, Althoush

the spotlight rowand imrssceon nwskd
varimnes, the arizal dheliisrg feanre of &

| awn-ndwlq;—xnm ity prducts.
e of any fnes SR i 4

HI'.‘1I|nl'lll| un.i
alliw thie utures sl el prices t0 am
verae dunng the delivery proaess i an

Rethy nsanmer. Bllcerively, each con
ITICS B FeTmILnGE 2

m e firemicil gaaran-

(| 1o vetiad wich i cleaenes cemesesiion.
ccewdul provhuct developene 8 o

. Exchanies qend millias on

on and mereeting. The

ol overwhelming mujomty of aonthcts il
oudeven the mom s el afen hein
with fies and starts, When the Chiciss
Fonnd of Trade (CROT) fores brnchusd
the heavily traded awor and five-pea

e SET at the Chacaee Mees mllh
Exchunoe (CME) may seem Tike an
wtles idea i, 11w 2 Bold weke
in 197 memming pesil seoe wiih wcmon-
i manching, The swss actively brded
e nnmxllw sl crade il
surin] with 2 vohume in 1953

of Baecly I.L\. Cott=ats i st
Msintuining products i a coptmusiy
bundent. tor any  cnchange.
Urslealying markens change ave: time
el el propose revisions g0 ther
sibitions no

At withios the entine innhery,
thee semallest pevision e e v
i preng cooled bepween ke anad

shwrt hedgers and eve otl the
atactl wisrhl — the sleletion of Toliaks

s clellvery paitst for cheicorn il sy
Tty comutrnicts it the CBOT prosipsd
prastest s frosn o mirossioni| kenders.

Ie's clear why exshanges havee o stong
st s ko theie proshts Farg
e with urher cxchanges. An aklivional
business sealiey it unlike e seck
exchanpes and Frokerfdealer murkcn
e thunsonds of Bl eiguitics trade
sl fumaes ex e lin elively sow
prnducts and sheir sstoes sl vwmia
vty oflen Brese omane o RO e

The eurlisllar contract, for

g masirly 0% i

" unimu: ehe bund, 15% of

, 300 of the

New Yurh ahu.:mdr Ft.lmnu The

wchango have argeed thar innovarion

woekl suffer if incther exchange coulld

st thefs sicvemlil prdiacts by sy il
i ot B with e CFTC.

Fusistes exchonee offictals asert they
o fice competition and furgibe prod:
ers sl v Sompetit acces to
their poals of lupidity mwﬂ e rb
furth 1 potasl vl | -

It Nowwrnber 2000 the SEC wate i
stk sisles om wriher noutiogs *Tio the
et that subsmmnil frgmentaion of
weder fhow stands i the .
it (hersien Buyers and sellend, he
T thar results s e merely theoneie
aal, Invcstors are forcead 10 incur higler
sttty cots, sl 1l efficiency
the L5 markess 4 diminished ™ The
securities iy has b resognial
thuat sntermarket compotition £ unbers
aedices comperizin by spbiving o pood
of gty Soery 4 such, fungibdiey nul-
it ahe prive discenvery proves araml-
Iy maeinred by the CEA.

A comelative fuie o onler nting i
 tasble macketphie b the pracrice &
peiymem for order flow (PFOF). PRI
wriveed o the dearsten of the equities
markers 10 My 1975, the date when e
SEC deregulned brokerage rates.
Sinlarky, & apeead 5o the ciety eptions
arkes Tike ik e when crow Lsing
o apthons ook e et the prevkasly
awentioned P99 povernment raling

wirald allow im HEM o0 copluat tl h:L'
ank apresd In acring as both principal
ACIJ A o et P i the s
sities morket, The FOM community
spas Bimgible product computition in
thee sccuritics murkets hus reslied in
Towict wints il 1 st of e Bl
ik sprend and b thenctore benetined
ivestos. Dt el movently usider
the SBC Dischomiee Rules indicaze thes
1 1450, v, v sl s
g enm bt ameriluesd e thee SO oo
il S T et 1o oy ekl
transpareiy of the Natssal Maker
Swsteen rachr tlm o pure incket Sorcen.
A bmportan question i whether
comminly lied fengible contracts
wld bave i similir effoct m i, e
i T w0 drwnsee 0 reding smtrment
with & marnemer bidlask i.w...l than a
igrures comey ihus, the enly G
medaticn woukl desive from tsaction
anl cheang feon. Alidwiagh eichit 1o
ehone” und “umpesision” s indi
sl Fenwdic il the erath b g
v it that i crvates imashat agmerte.
. This i ot o senall b,

e SEC, the porcetstige of
s i this proctice wens o 795
ot 3 in 8 vear, Indstry participants
el wasinet The pragtice
the SEC w consbleniing reserieting the
practice () past in probs, TROF could
beconne i pupulir prictioe i the wodd
af furgille Qe which coukd Jead wa
CFTC mandsted cevtzbiood order oo
e syt linkemee all escliences.

rmi.xt imu,nhiiut vl e dn-\ur
povernance. The CIMA regures
fungge compliance with a mamber of
meijles ine lading monitoning
i o prevent Eanipuketon, pride
dhistarrrion annd disngeions of the i
wr gandy setlement process. [n addition, i
praits “emerseney. wathisdey™ o vack
et allowing it (in consslrmon
with the CFTC) tw b 2 0F tRarmin
wpen positions, sospensl o cermil puding
oF rosjuire oirket panicipants 6 mect
spovtal snarging, The leceature on oo
mem, spmeses ond poco mersipulne &
extenmive. When un eanchange hine ro
dealt wieh thes baue
tively, its contrace ancd in
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Even |mr_u-|m.m.|.|'l o
fremuane o manipulation - de CROT
disamered in 1992 when o trading scam.
e ‘J—wTJ«\.lNl amlhulh ml-

i tranactions after concliding
i B2% e e ianwarmaniad
Tor Hustrate the problems, lets nevisie

quinnstities of sovbe i

Nowemler, lamumey and Marcly expira-
tions. By the end of the My delivery
penied, the exporter had accunmilated vire
maally all thae deliverable spplses sl will
held konsg e in exces of 20 millon

ustwchs. The CFTC warred e fanm s
meduce its king position. The price link

For the @Xcha NQJEeS. competition means bare-knuckled
flghtS for first rate products and transaction/clearing systems....

wiithon prevents new postion fake

The CFTC would never allow unilat-
eral lsnidation by one exchange.
Clenrirn coub] possibly sadve the prob-
bem thecmghs incremsesd mangine (asm-
ing either u single clearinghose or
AT CRs-UIRnIn afoemenits
extutidh. But i oue example, the Boosd
of Trade Clearing Cosp. (BOTCC)
never mised margine. Mot likely. the
UFTC wonihd exert ity anthosity and
e e oy Tuling, efectively seripping
the govetnuance away from the SROs.
One subvequent tesile could be
ahemsirsd by the CFTC for contrict sevi-
wioms {auch 26 changing from physical
delivety m bdes mrlmml " lrhm
the comgract's vul

wral o the concems of the FCM conis-
ity dor mnome efficient allocation of caps
tul. The eritrance of Eunopean cxchanpes
it the LS. markesplace will accelerate
theese efficiencies. The FIA, the indis-
nv's stanehrdbearer, has described an
exchange with a captinie

o of the Rangest e fiacts m.wwnik-
am emrth.” I it objective i o sepanane
the exchange and clearie finction in
onder o facilitane cxmeschange clear
g busirucss, then thar i beityg sccome
plibyal by several excharges mow,

The Nymex clears i UT(. enengy
products, and ¢
aceient with Chend onnect 1 clear

b

i, Je coubd b mete aa

o the exchamge(s) that, in its view,

.mmmms with clearing div Bl of

As for the FCM’S, competition means being able to Ch00SE
from a smergasbord of transaction and clearmg venues.

tween the i and funiis siarket nape
tumsl O Juby 11, the exchany’s sers
mance declared an emensency and
ondenesd liquidations cniby, Bot fand hen's
the fast forward part) — anothier
exchange has the identical, that b “futsgi-
e conaract, and i o bor i
Thix would be a grim scerseios for any
fuutures enchare with its existernice hing:
iz o conract inegriy. In coukd nor
Tapyens in the sevurities imdustey hvane
its ekt conters do ot s the
performance of the equiry shanes trdel.
Because such & siuation is withou
prevedent, the guestion s, How would
events undold i miltiphe cxchanges
faced » problem of concentration!
Covperation wimkd be doubahl bocmee
exchinges wonld be tivals, Moreover, o
icquichation onder by  simgle exchumge
ikl by smtsttighos bocase open puse-
o conakl be offset at other exchanges
(Rt inner-cxchange ahimas — lige

cxercised poor judgment in its pover
turwe. Finally, as a resle of the dinsine
Ishud swrsight capasity of the SROx
e -ml basieah i market participarns.

\b ]-mbﬂ e fight for
il

arher exchanges and fos agred o clear
1ECES products. The OCC, i adlition 1o
clearing all of the equity aprions
enchares, cloan single sk Rnines for
O Chicago and Tues cnssamangining
azreemetits with the CME and BOTUC

ini
tintives. '\th.-u;h many murket sers
nezand franabaliey asd cheariies o fnlive
ihle, in hroad terms fungbility i an
objective, and clearing cheice e means
o aicvinng - Serving ik she e of
indusery suieabibity, fumgibility cannet
wnist wirhout some form of coopenitive
hearin — trskinng “mandare” talk oot
a1 this time of at the batst s adiminars.
tive nighomare of colossal proportions.
On the vther hand, varias Bt of
shearim; — independent, direnad, mulei
laveral — ean operate without fungible
prosdiscrs and marsy do just that.

I thoe shuoort timne sinee the pusse of

the CFMA, clearing has become more

for eqityrelaned producrs. g
a recent entrant. offers services to
exotnpted commenciol markers.

It o further objective is 10 promote
cnrpetition for Rarrionaly el (b
wt fustible) contracts, many
of sinch exint, Both the CME and the
CROT affer agency and swap comcts.
CHOT and Brokenee list the ssme iner-
o it comnmets, Ny and 1CE fn
ieherticul OTC: erergy proshucts. The St
Lamis Mezchant’s Exchargy offers the
i erergy fumunes contracts as Nymex.
Comex arsk CBOT both seade prochoas
metals. The Weather Bownd of Trade
and CME it weather comnts. NOLX
sl Ure Chicago offer deneical (bt i




stk futures con-
2 laursch o fireancial

aate nom-fungible}
tracrs, Frmex vow
comphes competinn
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ess ol the futer 1
. Thar is the impuse
sl regulurors want the two sklbes 1o
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