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EVIDENCE POINTS TO BENEFITS FOR INVESTORS FROM INTERNALISATION AND A DIVERSE APPROACH TO MARKET TRANSPARENCY, SAYS SURVEY OF ACADEMIC RESEARCH

The key findings of Capital Markets that Benefit Investors, a pivotal survey by the Oxford Finance Group of the effects of fragmentation, internalisation and market transparency, are:

· competition both between exchanges and other types of market participants (such as ATSs and so called “internalisers”) tends to result in better prices not worse;

· best execution cannot be judged by price alone – many aspects of a trade in addition to the price are crucial to investors; and

· no single transparency requirement will suit all investors as they have diverse needs.  Sensible transparency and choice for investors produces better markets than compulsory concentration or order routing requirements.

This report scrutinises the complex evidence on market structures and transparency regimes.  While some early theoretical research raises concerns that the use of different execution venues (often referred to as fragmentation) would bring problems in terms of worse prices, the report demonstrates that on balance the more recent and practical studies do not bear out this theory.

The report was commissioned by 10 European and international financial services trade associations, with funding support from the Corporation of London, as an authoritative contribution to the debate on which securities market trading structures will best enable Europe to achieve its economic goals.

The report’s sponsors said in a joint statement:

“As we move towards a single market the most important thing for all market participants from the small investor to exchanges is that we have good prices, good protection, good liquidity, good regulation and good competition.  This research sheds light on an area which is too often obscured by assumptions and a less than perfect understanding of how markets work in practice.”

Notes to editors

1. Capital Markets that Benefit Investors – A Survey of the Evidence on Fragmentation, Internalisation and Market Transparency was written by Ruben Lee of the Oxford Finance Group with funding from a coalition of international trade associations which comprises: the Association of Private Client Investment Managers and Stockbrokers/European Association of Securities Dealers; British Bankers Association; Danish Securities Dealers Association; Futures and Options Association; International Primary Market Association; International Securities Market Association; International Swaps and Derivatives Association; London Investment Banking Association; Swedish Securities Dealers Association; and The Bond Market Association, with additional support from the Corporation of London.

2. A copy of the Executive Summary to the paper is attached.
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