Battle of the bourses

Exciting times for an ancient industry

After a little reflection, it ought to be no surprise that financial exchanges—the marketplaces where shares, commodities, options and futures are bought and sold—are as old as capitalism itself, and maybe a bit older. Capitalism, after all, requires that capital be raised, priced and allocated. The Amsterdam stock exchange, which claims to be the world’s oldest, dates from 1602, when it was established for the trading of shares in the Dutch East India Company. Trading in futures and options began there a few years later.

….

 On the Chicago Mercantile Exchange (cme), an average of 5.2m futures and options contracts a day were traded in September 2005, 45% more than a year before. Daily volumes now sometimes brush 10m. And upheaval has become the norm. Several exchanges have given up their old, mutual status in favour of a stockmarket listing. Exchanges have merged with one another, looked for new markets for their products and developed new products for their markets. Be ready for more of all this in 2006.

….

Think of derivatives traders especially and you may imagine fortunes being made and lost in a whirl of coloured jackets, frantic hand signals and screamed buy and sell orders. In most exchanges this open-outcry system has either already vanished or is being supplanted by electronic methods. But the same technological forces that are making trading quieter are shaking up the industry.

…..

Mergers may be in the air across the Atlantic too. For instance, ties between the cme and the Chicago Board of Trade (cbot) have been getting closer. The two old Chicago rivals already have a common clearing operation, which, say some, amounts to most of a merger already. Even if the cme does not tie the knot with its neighbour, it might well use its heft to buy elsewhere. It certainly has the wherewithal: its shares, floated at $35 in 2002, were fetching $340 in October 2005.

