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Introduction 
1. On 24 May 2006, the Australian Competition and Consumer Commission (the 

ACCC) announced that it would not oppose the proposed merger between 
Australian Stock Exchange Limited (ASX) and SFE Corporation Limited (SFE) 
as it had concluded that the proposed merger would not be likely to substantially 
lessen competition in a market in contravention of section 50 of the Trade 
Practices Act 1974 (the Act).  

 
2. The ACCC made its decision on the basis of the information provided by the 

parties and information arising from its market inquiries. This Public 
Competition Assessment outlines the basis on which the ACCC has reached its 
decision on the proposed transaction, subject to confidentiality considerations. 

Public Competition Assessment 

3. To provide an enhanced level of transparency and procedural fairness in its 
decision making process, the ACCC issues a Public Competition Assessment for 
all transaction proposals where: 

 a merger is rejected; 

 a merger is subject to enforceable undertakings; 

 the merger parties seek such disclosure; or, 

 a merger is approved but raises important issues that the ACCC considers 
should be made public. 

4. In this case, it is considered that the merger raises important issues that the 
ACCC considers should be made public.  

 
5. By issuing Public Competition Assessments, the ACCC aims to provide the 

market with a better understanding of the ACCC's analysis of various markets 
and the associated merger and competition issues. It also alerts the market to the 
circumstances where the ACCC’s assessment of the competition conditions in 
particular markets is changing, or likely to change, because of developments.  
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6. Each Public Competition Assessment is specific to the particular transaction 
under review by the ACCC. While some transaction proposals may involve the 
same or related markets, it should not be assumed that the analysis and decision 
outlined in one Public Competition Assessment will be conclusive of the 
ACCC’s view in respect of other transaction proposals, as each matter will be 
considered on its own merits.  

 
7. Many of the ACCC’s decisions will involve consideration of both non-

confidential and confidential information provided by the merger parties and 
market participants. In order to maintain the confidentiality of particular 
information, Public Competition Assessments do not contain any confidential 
information or its sources. While the ACCC aims to provide an appropriately 
detailed explanation of the basis for the ACCC decision, where this is not 
possible, maintaining confidentiality will be the ACCC's paramount concern, 
and accordingly a Public Competition Assessment may not definitively explain 
all issues and the ACCC’s analysis of such issues. 

 
The parties 
 
The acquirer: the ASX 
 
8. Broadly, the ASX:  
 

• operates a trading exchange for listed securities, interest rate securities, 
exchange traded funds and derivatives. The ACCC understands that trade on 
the ASX is dominated by trade in securities and options over those 
securities; 

• provides clearing and settlement services for trades occurring on the ASX 
markets and some other exchanges (e.g. Newcastle Stock Exchange); and 

• disseminates real-time and historical trading data for its exchange. 

9. The ASX also undertakes supervisory activities including supervising 
companies’ compliance with the ASX Listing Rules, supervising trading activity 
in the market and supervising the activities of market participants. The ASX has 
announced that supervisory operations functions will be transferred to a new 
subsidiary entity, which will be fully operational by 1 July 2006.1 

 
10. The ASX’s operations are subject to regulatory oversight by the Australian 

Securities and Investments Commission (ASIC) pursuant to the Corporations 
Act 2001. 

 
11. The ASX’s shares are listed for trade on the ASX. 
 
The target: the SFE 
 
12. Broadly, the SFE: 

                                                 
1 ASX media release – “ASX reinvigorates market supervision.” 15 December 2005 
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• operates an exchange for the trade of derivatives contracts; 

• provides clearing and settlement services for derivatives contracts traded on 
the SFE; and 

• disseminates real-time and historical trading data for its exchange. 

13. Like the ASX, the SFE supervises market activity including the monitoring of 
trading patterns and trading activity.  The SFE’s operations are also subject to 
regulatory oversight by ASIC pursuant to the Corporations Act 2001. 

 
14. SFE is listed on the ASX.  
 
Timing 
 
15. The following table outlines the timeline of key events in this matter. 
 

Date Event 

27 March 2006 ACCC commences review under the Merger Review Process 
Guidelines. Market inquiries commence. 

13 April 2006 Closing date for submissions from interested parties. 

17 May 2006 Initial proposed date of announcement of Commission findings.  
Announcement was deferred until 24 May to allow for further 
consultation on issues not fully resolved by market inquiries.  

24 May 2006 Commission announced that it would not oppose the proposed 
acquisition. 

 
Market inquiries 
 
16. The ACCC conducted market inquiries with a range of industry participants, 

including brokers, industry organisations, regulatory bodies and other 
exchanges.   

 
MARKET DEFINITION 
 
Product dimension 
 
17. When considering the product dimension of the market or markets relevant to 

the analysis of the proposed merger, the key issue is whether the services 
supplied by the ASX and SFE are reasonably substitutable on either the 
demand-side or the supply-side.  

 
18. A useful way of assessing demand-side substitutability is to examine whether 

ASX customers would be likely to switch to the SFE if the ASX imposed a 
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small but significant price increase on them2 (and vice-versa).  A useful way of 
assessing supply side substitutability is to examine whether the SFE would be 
able to quickly and with relatively low investment, be able to establish a viable 
trading platform for some or all of the financial products traded on the ASX  if 
the ASX raised its prices by a small but significant amount3 (and vice versa). 

 
19. The ACCC concluded that there was minimal demand and supply-side 

substitutability between the services supplied by the ASX and SFE because: 
 

• not all financial products can be traded on both exchanges. For example, 
the SFE does not offer a trading platform for equities.  Traders on the ASX 
cannot therefore switch to trading equities on the SFE.  Further, the SFE 
would need to ; and  

  
• even where, in theory, financial products can be traded on both exchanges, 

in practice, these products are generally traded on one exchange or the 
other. The existence of significant liquidity-based network effects relating 
to individual exchange traded financial products would constitute a 
significant barrier to any attempt by one exchange to profitably trade a 
financial product that is currently being traded only on the other exchange. 
Network effects are discussed in further detail at paragraph 39. 

 
20. Overall, the ACCC concluded that the services offered by the ASX are not 

reasonably substitutable with the services offered by the SFE and vice versa.  
Therefore, the ASX and the SFE operate in markets with separate and distinct 
product dimensions. 

 
21. The ACCC also examined the extent to which the ASX competes with other 

exchanges such as the Newcastle Stock Exchange, Bendigo Stock Exchange 
and Australia Pacific Exchange. These exchanges are much smaller than the 
ASX.  Further, the ACCC understands that securities traded on these exchanges 
would be unlikely to meet the requirements for listing on the ASX.  
Consequently, these exchanges do not appear to be significant competitors to 
the ASX. 

 
Geographic dimension 
 
22. The ACCC considered that the geographic dimension of the market was likely 

to be national. The ASX and the SFE operate Australia-wide from premises in 
Sydney. 

23. The ACCC also noted the long-term historical trend for geographic markets to 
widen as, in particular, telecommunications and transportation technology 
improves.  This has led to the amalgamation of previously geographically-
separate financial exchanges. 

24. For example, stock exchanges existed in each Australian state capital for over a 
century until they amalgamated in 1987 to form the ASX.  Geographic market 

                                                 
2 Or imposed an equivalent detriment on its customers. 
3 Or imposed an equivalent detriment on its customers. 
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dimensions may also be widening in Europe, precipitating financial exchange 
mergers.  For example, Euronext was formed in 2000 by the merger of the 
Amsterdam, Brussels and Paris exchanges.  Euronext acquired the London 
International Financial Futures and Options Exchange and the BVLP (Portugal) 
in 2002.   

25. On 1 June 2006, Euronext and the New York Stock Exchange announced that 
they proposed to merge,4 possibly heralding a further expansion of geographic 
market dimensions in the northern hemisphere. 

26. It is possible that, at least in the long-term, similar developments might affect 
Australia (although the ASX and SFE are relatively small compared to 
significant overseas exchanges).  However, the ACCC did not consider it 
necessary to conclusively determine whether overseas financial exchanges 
would be likely to be significant competitors to the ASX or SFE in the 
foreseeable future.  The ACCC’s view on the proposed ASX-SFE merger 
would remain unchanged, whatever conclusion was reached on this issue. 

Functional dimension 
 
27. The ACCC did not consider it necessary to determine whether or not different 

services – such as listing (for securities), trading, clearing and settlement – 
were in different functional markets as its view on the proposed merger would 
remain unchanged, whatever conclusion was reached on this issue.   

 
Conclusion 
 
28. The ACCC concluded that the ASX and the SFE operate in separate national 

markets.  For convenience, this Public Competition Assessment refers to the 
services provided by the ASX and SFE as ‘exchange services’. 

 
COMPETITION ASSESSMENT 
 
Market Concentration 
 
29. The ASX and the SFE are the only operators in their respective markets.  
 
Barriers to entry 
 
30. The ACCC concluded that barriers to entry to the markets in which the ASX 

and the SFE participate are likely to be high primarily because of the existence 
of network effects. Consequently, neither exchange appears likely to enter the 
other’s market in the foreseeable future. 

 
Imports 
 
31. The ACCC examined the extent to which overseas exchanges would be likely 

to constitute a significant competitive constraint on a merged ASX-SFE entity. 
                                                 
4 NYSE Group press release, “NYSE Group and Euronext N.V. agree to a merger of equals”, 1 June 
2006. 
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Specifically, the issue is whether traders and companies listed on the merged 
exchange (representing a significant proportion of trade) would be likely to 
switch to overseas exchanges if the merged exchange imposed a small but 
significant price increase. While there was some evidence of overseas 
competition, for example in relation to the listing of securities, the ACCC 
concluded that any competitive constraint from overseas exchanges would be 
highly limited in the foreseeable future.  

32. In any case, as the ACCC has concluded that the ASX and SFE operate in 
different markets (each with high barriers to entry), the proposed merger would 
not remove a constraint from either exchange.  Consequently, it is not 
necessary to identify an additional constraint (such as imports) to conclude that 
the proposed merger would be unlikely to substantially lessen competition in 
any market. 

33. The long-term possibility that technological, transportation and other market 
developments might result in overseas exchanges becoming significant 
competitors to either the ASX and/or the SFE is discussed above from 
paragraph 23. 

Vertical integration 
 
34. The proposed merger would combine two fully vertically integrated entities. 

Consequently, the vertically integrated nature of the proposed merged 
exchange did not raise competition concerns.  

 
Vigorous and effective competitor 
 
35. The ACCC considered that neither the ASX nor the SFE were likely to be 

vigorous and effective competitors given they operate in separate markets and 
would be unlikely to enter each other’s market in the foreseeable future.  

 
Countervailing power 
 
36. The ACCC considered the issue of whether off-market trading (effectively, 

self-supply by traders) would be a significant constraint on the ASX and the 
SFE. However the ACCC did not consider it was necessary to reach a 
conclusion on this issue as, whatever conclusion was reached, its view on the 
proposed merger would remain unchanged. 

 
Dynamic characteristics of the market 
 
37. The ACCC concluded that the dynamic characteristics of the markets in which 

the ASX and SFE participate such as growth and innovation were not 
particularly important to its overall assessment of the proposed merger given 
the existence of network effects. 

 
38. The impact of the proposed acquisition on financial product innovation (as 

opposed to innovation in supply of exchange services) is discussed at paragraph 
53.   
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NETWORK EFFECTS 
 
39. Generally, the ACCC concluded that the ASX and the SFE would be unlikely 

to compete with one another in the foreseeable future to supply exchange 
services to traders of existing financial products because of the existence of 
network effects in markets for the supply of exchange services.  

 
40. The ACCC further concluded that competition between the ASX and the SFE 

to supply exchange services to traders of new financial products would be 
likely to be short-lived because of the existence of network effects.  

 
41. Broadly, network effects impact on financial exchanges in two ways: 
 

• First, there is a tendency for trade in a particular financial product to 
consolidate around a single exchange. Once one exchange begins to gain 
liquidity in the trade of a particular financial product, trade is likely to 
consolidate on that exchange relatively quickly. This is because traders are 
likely to get the most benefit from trading on a platform where there are a 
greater number of traders of the relevant financial product since they will 
find it easier to find a counterparty to a trade. 

 
• Second, once trade in a financial product consolidates on one exchange, it 

is difficult for another exchange to attract a significant amount of trade in 
that product. This is because traders considering switching to the alternative 
exchange would forego the positive network effects available on the 
incumbent exchange. Consequently, once a financial product consolidates 
on an exchange, alternative exchanges cease to be significant competitive 
constraints on that exchange (for example, in relation to the prices it 
charges traders). 

 
42. Local evidence, on balance, clearly supports these contentions. There is 

minimal overlap between financial products traded on the ASX and the SFE. 
The ACCC understands that: 

 
• securities and options on securities, which constitute most trade on the 

ASX,5 are traded only on the ASX; no equivalent products are traded on the 
SFE; and 

• interest rate derivatives, which constitute most trade on the SFE,6 are only 
traded on the SFE; no equivalent product is traded on the ASX. 

43. The ACCC understands that a small number of financial products are traded on 
both exchanges, but that trade in these financial products represents a small 
proportion of total trade on either exchange.  Further, trade in these products 
has mostly consolidated either on the ASX or SFE.   

                                                 
5 The ACCC understands that over 95 per cent of trading volume on ASX is the trading of securities in 
listed companies or the trading of options over those securities. 
6 The ACCC understands that approximately 99 per cent of SFE’s volume is accounted for by trades in 
interest rate products and the SPI Index Futures (equity index futures). 
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44. In 2002, the ADX failed a short time after entering the market because it was 

unable to gain enough liquidity in the products it had available for trade to 
remain viable.  

 
45. Overseas evidence tends to support the contention that network effects make it 

difficult for exchanges to attract trade in financial products away from other 
exchanges. For example, the ACCC understands that:  

 
• the London Stock Exchange’s (LSE) efforts to capture liquidity in 

securities traded on continental exchanges in the 1980s failed in the long 
term, despite some initial success; and 

• Eurex (US) attempted to attract liquidity in US Treasury bond futures from 
the Chicago Board of Trade and liquidity in currency derivatives from the 
Chicago Mercantile Exchange, on both occasions with only limited success. 

46. Overseas evidence also tends to support the contention that trading of new 
financial product quickly consolidates onto one exchange. For example, the 
ACCC understands that Euronext.liffe and Eurex both introduced a Euribor 
contract7 at approximately the same time in 1999. However, the Euronext.liffe 
contract quickly captured (and retained) the vast majority of trading liquidity.  

 
47. Finally, the vast majority of responses to market inquiries supported the  

existence of network effects in the markets in which the ASX and the SFE 
participate.  

 
48. Limited evidence exists which suggests that network effects might not prevent 

competition between the ASX and SFE.  For example, both exchanges trade 
index options and property derivatives.  However, the ACCC did not consider 
that these examples8 outweigh the far greater evidence that network effects do 
impact on exchange markets. 

 
Conclusion 
 
49. The ACCC was satisfied that network effects have a significant impact on the 

markets in which the ASX and SFE participate.  In particular, network effects 
make it likely: 

 
• that the ASX and the SFE operate in different markets; and 

• that barriers to entry to these markets are high, such that neither the ASX 
nor the SFE is likely to be able to successfully enter each other’s markets in 
the foreseeable future. 

                                                 
7 Euribor contract refers to the Euro Inter-Bank Offer Rate. The Euribor is the benchmark for short 
fixed-fixed term inter-bank deposits within the European Union. 
8 The ACCC is also aware of two examples of overseas financial exchanges attracting liquidity from 
other exchanges: (i) Eurex capturing trading in Bund futures from Liffe in the late 1980s; and (ii) the 
International Securities Exchange (in the US) capturing trade in options from other US options 
exchanges (from 2000 onwards).   
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50. This conclusion was reinforced by submissions from market participants 
raising concerns about recent or proposed fee increases particularly by the 
ASX. It was submitted that the increases were made unilaterally without 
consultation or consideration of the impact on the increases on market 
participants. The ACCC considered that these increases, which pre-date the 
proposed merger, illustrate the lack of competitive constraint between the ASX 
and the SFE.  The ACCC also received no evidence that the ASX had, in recent 
years, been changing its fees in response to SFE fee changes and vice-versa.  

51. Market participants also noted the significant returns on equity that the ASX 
and SFE earn. These returns on equity appear to be well above those normally 
expected in competitive markets and again illustrate that the ASX and SFE are 
likely to be separate monopolies.  

52. In addition, some market participants suggested that the proposed acquisition of 
the SFE by the ASX would remove the potential for a foreign financial 
exchange to acquire the SFE and commence competing with the ASX. 
However, the ACCC considered that the incentives facing a new owner of the 
SFE would be no different to those facing the current owners. The new owners 
would still face high barriers to entry because of the existence of network 
effects. In addition, any attempt to compete with the ASX might affect the 
considerable returns the SFE is currently earning. 

 
PRODUCT INNOVATION  
 
53. Some market participants submitted that competition between the ASX and the 

SFE drives innovation in the development of financial products.  They 
therefore raised concerns that the proposed merger would reduce financial 
product innovation.  

 
54. However, the ACCC ultimately concluded that product innovation is largely 

driven by market participants – not the ASX or the SFE.  The ACCC 
understands that market participants regularly develop new financial products 
which are, at least initially, traded off-market.   

55. The ACCC also recognises that, in some cases, market participants may also 
seek to have financial products they have developed traded in a standardised 
form on the ASX or the SFE.  Potentially, this might lead to competition 
between the ASX and SFE for trade in the financial product.  However, as 
discussed at paragraph 41, any competition between the ASX and the SFE to 
offer exchange services to traders of new financial products is likely to be 
short-lived.  

 
56. For example, the SFE introduced an electricity futures contract in 1998 which 

was apparently unsuccessful. In 2002, the ASX introduced an electricity futures 
contract. Around the same time, the SFE also introduced an improved product, 
which quickly came to dominate trade in electricity futures. The ACCC 
understands that the ASX never attracted a significant volume of trade in 
electricity futures. Given the existence of network effects, it is likely that the 
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SFE will continue to dominate trade in electricity futures into the foreseeable 
future (and the ASX will not be a significant constraint on SFE pricing).   

 
57. Overall, the ACCC was satisfied that the proposed merger would not affect 

financial product innovation. 

PRODUCT QUALITY 
 
58. The ACCC has concluded that the ASX and SFE are not competitive 

constraints on each other, both as regards price and quality.  In any case, it 
seems unlikely that the merged ASX-SFE would be able to lower the quality of 
service it provides. 

 
59. The ASX and the SFE each hold an Australian market licence – granted by the 

Treasurer under the Corporations Act – to operate a financial market.  Market 
licensee obligations include:9 

 
• to operate a fair, orderly and transparent market; 

• to have adequate arrangements for supervising the market; and 

• to have sufficient resources (including financial, technological and human 
resources) to operate the market properly and for the required supervisory 
arrangements to be provided. 

60. ASIC assesses the extent to which the ASX and the SFE meet their licence 
obligations and properly perform their role as regulators.  

 
ACCESS TO CLEARING AND SETTLEMENT FACILITIES 
 
Securities 
 
61. Market inquiries raised concerns about the pricing and access arrangements for 

the ASX's clearing and settlement facility, CHESS. CHESS is the only clearing 
and settlement facility for equities in Australia. The SFE is unable to clear 
equities and market inquiries did not suggest that the SFE was likely to seek to 
compete with the ASX to clear and settle equities any time in the foreseeable 
future. Consequently, the ACCC considered that concerns about access to 
CHESS were not relevant to the proposed merger.  The concerns exist with and 
without the merger.  

  
62. The ACCC recognised that the ASX has established an access regime for 

CHESS.  It also noted that other options exist if concerns arose about the 
ASX’s access regime.  For example, the following possibilities could be 
investigated: 

 

                                                 
9 Section 792A of the Corporations Act 2001 (Cth). 
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• seeking, on public benefit grounds, to have the CHESS clearing and 
settlement licence amended to require access for third parties on reasonable 
terms; 

• using an overseas clearing and settlement facility, as is provided for under 
subsection 824B(2) of the Corporations Act 2001 (providing certain 
conditions are met); and 

• applying to the National Competition Council to have CHESS declared as 
an essential service under Part IIIA of the Trade Practices Act 1974. 

Derivatives 
 
63. Submissions from market participants focused virtually exclusively on access 

to CHESS.  It was not until the ACCC raised the issue that some level of 
concern was expressed about access to clearing and settlement facilities for 
derivatives. 

 
64. Market inquiries suggested that, while the ASX and SFE could both clear 

derivatives, they had not competed to date.  Derivatives have been cleared and 
settled on the exchange on which they were traded. 

 
65. In addition, the Australian Derivatives Exchange (ADX) – which failed quickly 

in 2002 – was the only example of a new exchange seeking access to the 
derivatives clearing and settlement facilities of either the ASX or the SFE. No 
party submitted that ADX failed as a result of difficulties with access to 
clearing and settlement facilities.  Further, new derivatives exchanges are likely 
to be established infrequently. 

 
66. Overall, the ACCC considered it unlikely that the proposed merger between the 

ASX and SFE would raise significant competition concerns relating to the 
clearing and settlement of derivatives. 

 
THE ACCC’S 1999 DECISION 
 
67. The key reasons for the ACCC’s 1999 decision to oppose the merger between 

the ASX and the SFE are as follows: 
 

“In the absence of the merger, the ASX and the SFE are likely to compete strongly in the future. 
This is especially the case for new products. With new financial instruments being continually 
devised and, with the market expanding rapidly, the scope for competition between them is 
likely to increase substantially, especially with the proposed regulatory changes to the 
Corporations Law. At present the SFE cannot offer equities trading as a separate licence is 
required, nor can it offer independent electronic clearing and settling services for shares as the 
ASX's CHESS system is the only such facility approved under the legislation. The proposed 
regulatory changes will allow each exchange to offer the full range of exchange trading 
services for financial instruments without any distinction between shares and futures.”10  
 

                                                 
10 ACCC public register - http://www.accc.gov.au/content/index.phtml?itemId=475754  
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68. The regulatory changes referred to commenced in March 2002.11 However, the 
competition anticipated by the ACCC has not eventuated and is unlikely to 
eventuate in the foreseeable future, particularly because of the existence of 
network effects in the relevant markets. 

 
OTHER ISSUES 
 
69. Several interested parties submitted that the merger should only be allowed to 

proceed subject to certain conditions being placed on the merger parties.  For 
example, it was suggested that the proposed merger should only proceed if the 
merged exchange’s fees were regulated.  However, the ACCC considered that 
the concerns raised were unrelated to the proposed merger; instead, they were 
related to the pre-merger behaviour of the merger parties.  These concerns 
might continue whether or not the proposed merger proceeds. 

 
CONCLUSION 
 
70. The ACCC concluded that the proposed merger between the ASX and the SFE 

would not be likely to have the effect of substantially lessening competition in 
a market. The ACCC did not therefore oppose the proposed merger. 

 

                                                 
11 Financial Services Reform Act 2001 (Cth). 
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