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Regulatory Landscape & Trading Implications

Effect of Regulatory Landscape
� Multiple liquidity venues—fragmentation already 

exists in OTC/Block space, but new entrants likely 
to win market share from incumbents

� Increased transparency and availability of new 
market data services (i.e. OTC post trade reports 
and retail sized pre trade information)

� Competition should result in fee reductions for 
execution, clearing & settlement

� Execution commissions may no longer serve as 
payments for OMS/EMS/connectivity services for 
FSA regulated investment managers

Potential Implications of Regulatory Evolution
� Importance of technology (i.e. connectivity, smart 

routing, etc…) with greater differentiation among 
providers

� Ultimate move towards a European Best Bid/Offer 
that recognizes a consolidated tape and will evolve 
best execution rules and metrics

� Overall volumes grow—high frequency players can 
further optimize their models as costs come down

� Some vendors and consumers likely to charge/pay 
fixed amounts for provision of services. FSA 
regulated investment managers will need to 
consider whether to pay for provision of services

Mifid
1. Harmonization of regulatory landscape
2. Encourage competition and 

transparency—MTFs and Trade 
reporting

3. Framework for Best Execution 

Code of Conduct
1. Unbundling and interoperability of 

clearing & settlement services
2. Transparency of Fee schedules

Soft Dollars & Unbundling
1. FSA clarifies use of commissions for 

provision of EMS/OMS/Connectivity 
services

2. Proliferation of CSAs
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Regulatory Landscape & Trading Implications
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� Spreads narrow, average fills fall, and trade count balloons, but becoming more difficult to trade 
an order for 5% ADV
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Turquoise & Other Players

Turquoise Rationale
� Increase competition versus the regional monopoly structure by providing a viable and 

innovative alternative to pool Pan European liquidity
� Reduce the overall explicit cost for execution, clearing and settlement
� Create an independent company with dedicated management and proper governance

Turquoise Principles and Model
� Pan European cash equity trading with specialized functionality for both small and large 

orders
� Transparent order book that can interact with other, non displayed order types
� Low latency, functionally rich platform with a competitive fee structure

Other Players in the Market
� Chi-X—Instinet platform already live and demonstrating solid, early growth
� Posit—ITG’s legacy periodic crossing network expanding to real time “dark” matching (i.e. 

non displayed)
� Liquidnet Europe—US ATS making inroads in Europe for buyside only block crossing
� BOAT—Consortium initiative for trade reporting & market data solutions as a result of MiFID 

and completely separate from Turquoise
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Executive Summary

� Market structure changes will require the relationship of vendors, buy & sell side firms to 
evolve and increasingly rely on technology, market share and industry expertise

� Competition from new liquidity venues and the expected impact on fees should unlock latent 
liquidity in the market and increase overall volumes and value traded

� “Organized Fragmentation” will result from these new venues competing with traditional 
exchanges and will likely have a negligible impact on execution quality for algorithmic and 
other electronic order flow

� Internalization by brokers will continue to grow as will the development of new business 
models to enhance a trader’s tool kit (i.e. block matching, “dark pools,” and 
automated/increased capital commitment)

� The resultant trading landscape is not just a sell side phenomenon since all market 
participants need to understand the impact of this evolution and how to best position your 
firm/desk for this new environment
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Key Questions

� Are the tools on my dealing desk (i.e. OMS and EMS) connected or committed to access 
alternative liquidity pools?

� Will my primary executing broker relationships access the full range of liquidity 
destinations for all types of trading (dma, algo, PT & Cash)? What is their strategy and 
available pool of resources?

� Will my internal market data systems and best execution policy incorporate new sources of 
activity that execute away from the traditional exchanges (i.e. OTC)?

� What impact, if any, will this post MiFID world have on my internal benchmarks (i.e. 
VWAP)? What is VWAP?

� Beyond technology readiness, do my traders understand the likely implications of these 
market structure changes and are they ready, willing and able to capitalize on them?
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This message is not the product of the Global Inves tment Research Department or Fixed Income Research.  It is not a research report and is not intended 

as such. 
Non-Reliance and Risk Disclosure: This material sho uld not be construed as an offer to sell or the sol icitation of an offer to buy any security in any 

jurisdiction where such an offer or solicitation wo uld be illegal. We are not soliciting any action ba sed on this material. It is for the general 
information of our clients. It does not constitute a recommendation or take into account the particula r investment objectives, financial conditions, or 
needs of individual clients. Before acting on any a dvice or recommendation in this material, you shoul d consider whether it is suitable for your 
particular circumstances and, if necessary, seek pr ofessional advice. The price and value of the inves tments referred to in this material and the 
income from them may go down as well as up, and inv estors may realize losses on any investments. Past performance is not a guide to future 
performance. Future returns are not guaranteed, and  a loss of original capital may occur. We do not pr ovide tax or legal advice to our clients, and all 
investors are advised to consult with their tax or legal advisers regarding any potential investment. Certain transactions - including those involving 
futures, options, equity swaps, and other derivativ es as well as non-investment-grade securities - give rise to substantial risk and may not be 
available to or suitable for all investors. If you have any questions about whether you are eligible t o enter into these transactions with Goldman 
Sachs, please contact your sales representative. Pl ease ensure that you have read and understood the c urrent options disclosure document before 
entering into any options transactions. Current Uni ted States listed options disclosure documents are available from our sales representatives or at 
http://theocc.com/publications/risks/riskstoc.pdf . This material is not for distribution to private customers, as that term is defined under the rules o f 
the Financial Services Authority in the United King dom; and any investments, including derivatives, me ntioned in this material will not be made 
available by us to any such private customer. Forei gn-currency-denominated securities are subject to f luctuations in exchange rates that could have 
an adverse effect on the value or price of, or inco me derived from, the investment. In addition, inves tors in securities such as ADRs, the values of 
which are influenced by foreign currencies, effecti vely assume currency risk. The material is based on  information that we consider reliable, but we 
do not represent that it is accurate, complete and/ or up to date, and it should not be relied on as su ch. Opinions expressed are our current opinions 
as of the date appearing on this material only and only represent the views of the author and not thos e of Goldman Sachs, unless otherwise 
expressly noted. 

Conflict of Interest Disclosure: We are a full-serv ice, integrated investment banking, investment mana gement, and brokerage firm. The professionals who 
prepared this material are paid in part based on th e profitability of The Goldman Sachs Group, Inc., w hich includes earnings from the firm's trading, 
capital markets, investment banking and other busin ess. They, along with other salespeople, traders, a nd other professionals may provide oral or 
written market commentary or trading strategies to our clients that reflect opinions that are contrary  to the opinions expressed herein or the opinions 
expressed in research reports issued by our Researc h Departments, and our proprietary trading and inve sting businesses may make investment 
decisions that are inconsistent with the views expr essed herein. In addition, the professionals who pre pared this material may also produce material 
for, and from time to time, may advise or otherwise  be part of our trading desks that trade as princip al in the securities mentioned in this material. 
This material is therefore not independent from our  proprietary interests, which may conflict with you r interests. We and our affiliates, officers, 
directors, and employees, including persons involve d in the preparation or issuance of this material, may from time to time have "long" or "short" 
positions in, act as principal in, and buy or sell the securities or derivatives (including options) t hereof in, and act as market maker or specialist in , 
and serve as a director of, companies mentioned in this material. In addition, we may have served as m anager or co manager of a public offering of 
securities by any such company within the past thre e years. 
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