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Determinants of Change (0O 0O0O0O)

og1

A. General Determinants (00O0000O)

@ Peace

@ economic growth

®

liberalization of national and international transactions

@ progress in technology

® concentration in banking

B. Specific Determinants (D0 O000)

@O European integration

— European Monetary Union

— Mutual recognition (single passport)

@ Electronic trading
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Ariel: Automated Real-Time Investments Exchange Limited, London
European Options Exchange, Amsterdam
London International Financial Futures Exchange (LIFFE)

Big Bang at London’s “International Stock Exchange” :
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Early European Stock Exchange Competition

screen quotation system (SEAQ International)

Paris introduces electronic agency auction market CAC and financial

futures market MATIF

LIFFE introduces Bund Future

Deutsche Terminbérse GmbH (started in 1990, automated trading)

Competing electronic equity—trading systems in Germany

(IBIS I, MATIS)
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00 4 Deutsche Borse—The European Listing Platform
Growth Segment Value Segments

Neuer Markt

DAX / MDAX

SMAX

Europe’s leading marKet
for young, innovative high-
growth companies with a
high risk/return profile and
above-average rates in
turnover and income and
an international focus.

The DAX Blue Chip Index
tracks the 30 largest German
companies in terms of market
cap and stock turnover listed
on the Frankfurt Stock
Exchange. MDAX is the
midcap index that contains the
70 com-panies that rank just
below the 30 DAX companies

SMAX is the dedicated
market segment for German
and non-German small caps
below the DAX 100 (DAX and
MDAX) with a strong focus
on transparency and

liquidity

Source: Deutsche Borse, September 2002
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00 5 Neuer Markt: Performance of Growth Segments

R

MNP

2000

1800
1600
1400
1200
1000

9703 97.07 97.11 9803 98,07 98.11 99.03 99.07 99.11 00.03 00.07 00.11 01.03 01.07 01.11 02.03 02.07

Source: Bloomberg, SES Research, September 2002
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00 6 New Equity Market Segments

Prime Standard

DAX
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New Exchange Governance 1

Demutualization thesis (market—control thesis)
» Traditional exchanges
Cooperatives providing facilities where members produce transactions themselves
+ aim at low cost of facilities

 controlled by members

» Electronic exchanges
Transactions are produced by automated matching and sold to members for a fee
* maximize profits

» controlled by competition and takeover threat

New Exchange Governance 1I

Continued voting control thesis
* Exchange transaction services are key input for member organizations’ business
» Large exchanges have market power
» Voting control required
* to ensure that services are tailored to member needs
* to prevent monopoly pricing

* Members have become major shareholders
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What Changed

» Electronic trading enlarged the strategic arsenal of exchanges
« Install trading screens abroad, grow for liquidity and efficiency
* Extend services to order routing and bank office operations
» Use systems for other markets
* Become a system provider
» Old fashioned legal forms are impractical for mergers and participation in regular business
* New exchanges were set up as corporations, old exchanges adopted corporate form
» Major members obtained largest shares in the new corporations
» Facilitates exchange decision making
» Ties major players to exchanges

» Electronic trading increased exchange income
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