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The only CERTAIN thing about the FUTURE is
UNCERTAINTY
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i Evolution of Trading

=>» Open outcry method of trading
=» Virtual trading floor trading electronically
=>» Disintermediation
=» Stock market booms and crashes

= Shorter settlement cycles

=» Wall Street decimalisation

=» Standardisation using FIX protocol

=>» Program trading

=» Digitisation of trading — Algorithmic Trading

2008: Market fragmentation & consolidation
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What are your trading concerns?

The Ultimate Outcome is Uncertain...
Report by Celent on ATS Europe

—

...becoming more aware of transaction

costs...
Quoted by Steve Wood, Global Head of Trading, Schroders in “The

Trade”
——

...desire to reduce costs and achieve
greater efficiency...

Survey by SIFMA (Securities Industry and Financial Markets Association)
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...fragmentation of the equity markets...
Quoted by Eric Karpman, Vice-President, BNY Mellon AM, in “The Trade”

...pick up the best liquidity pool and the

best price...
Quoted by Steve Wood, Global Head of Trading, Schroders in “The Trade”

...best execution is a process of attempting
to secure the best combination of price and
intermediary value...

Quoted by George Molina, Head of Trading, Franklin Templeton Investors in
“The Trade”

The best way to predict the future is to invent it
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FPL Japan — 2006 Survey results
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Q12 What percentage of domestic buy-side firms’ total
order flow do you think will be made up of algorithmic
trading in 2 years time?

1. None

2.

3. 5-10%

4._10—20%

5. 20—30%

.30 — 40%

7. 40 —50%

PROTOCOL
INDUSTRY-DRIVEN MESSAGING STANDARD™
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Q4 What are the major reasons/obstacles
that cause you not to use FIX?

1. Lack of understanding of FIX

2. Costof implementing order man
3. Compliance/Regulation concermn

nt to take risk

PROTOCOL
RIUSTRY- DEVEN MESSAGING STANDRE™

Q11 Will algorithmic trading be a key focus
area for your firm in the next 6 months?

1. Yes

2. No

3. Not sure
y

NDUSTRY-DRIVEN MESSAGING STANDARD™
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Q6 What is the most important aspect for an
exchange trading system?

1. S}c:cd (minimuim latency)

2. Stability

ser friendliness
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Biggest Challenges Facing Buy-side Trading Desk

Access to analystics / research MEel
@ Buy-side
Increased focus on multi-asset [N |
class trading

Understanding different algaorithmic
strategies

Impraving speed of trading
executian : |

Continuing market structural
changes :
R *_
OMS / EMS Integration / Improved
technology :
Liguidity fragmentation / Access to
liguidity i

0 5 10 15 20 25 30 35
" of respondents

Survey by SIFMA (Securities Industry and Financial Markets Association)

Corporate & Key challenge: Liquidity and technology
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Reasons For Using Algorithms

FIG 1: REASONS FOR USING ALGORITHMS

B cost- 20%

B Anonymity: 22%

[ Trader productivity: 143

. Execution consistency: 6%
B Reduced market Impact: 13%
B Customisation: 4%

B Ea2se of use: 7%

B Speed: 1%

M Other: 3%

FIG 2: ASSETS UNDER MANAGEMENT -
e T TR kot e AVERAGE NUMBER OF PROVIDERS USED
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131 billian $t-10 billion Foor-feo billion +350 hillion

Assels under management
Sources The TRADE Annual Algorfthmic Trading Suneey
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Driver for Growth in Electronic Trading

|
| Sell-side

@ Buy-side

Trading in new markets

Cross £ multi-asset class

Market fragmentation

Better trading platform

MFID & best execution

]
==
Gigdiie woniia __I

Reduction of costs

Eicioncy [
| . .

0 5 10 13 20 23 30 35 40

% weighted
Survey by SIFMA (Securities Industry and Financial Markets Association)
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Mismatch : Efficiency vs Reduction in Costs
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o To Sum Up Your Concerns

BEST EXECUTION POLICY

= Finding liquidity at the right place
becoming difficult due to market
fragmentation

Unbundling / CSA becoming a
reality

EFFICIENCY

RELIABILITY .
= System stability Ability of trade
m Efficient post-trading thousands of orders
activities with a single click

OMS/EMS integrated
Solution
STP from front to
back

SECURITY

Information leak and market
impact are real concerns
Anonymity (from brokers and
market)
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Challenge - Working within an Ever-changing Complex Market

General market trends New trading styles : Trading objectives :

Decimalization m High frequency trading m Achieving Speed,
New regulations — m New breed of investors Security, Value &

RegNMS, MIFID etc — Hedge funds Efficiency
Unbundling Expansion of m Best Execution

Greater participation strategies by AM m Exploring the
by retail investors — Market neutral, inefficiencies of
Ever increasing Long-short, exchanges
volatility 120-20 etc
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Challenges with Liquidity in ever changing market

Fragmentation of Liquidity

Obstacles to Access Venues

Complex Functionalities on
Different Venues

Multiple Pricing Models
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Outcome - Investment & Innovation

New Requlations across the globe

m Reg NMS

m MIFID
m Financial Products Trading Law

12



il
%

Corporate &
Investment
Banking

Outcome - Creation of Execution Houses

Changing client needs and market complexity calls for
HUGE INVESTMENT in the following areas

s HUMAN Resources
m TECHNOLOGY Innovation

m FLOW and Liquidity
m RISK Management
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Disclaimer

Information and opinions contained in this document are for information only and no representation or warranty, express or implied, is made that such
information is accurate or complete and it should not be relied upon as such. Information and opinions are published for the assistance of recipients,
but are not to be relied upon as authoritative or taken in substitution for the exercise of judgment by any recipient, and are subject to change without
notice. This document does not constitute a prospectus and is not intended to provide the sole basis for any evaluation of any transaction or
securities mentioned herein. Any indicative price quotations, disclosure materials or analyses provided to you have been prepared on assumption
and parameters that reflect our good faith judgment or selection and therefore no guarantee is given on to the accuracy, completeness or
reasonableness of any such quotation, disclosures or analyses. No representation or warranty is made that any indicative performance or return
indicted will be achieved in the future. Any person who receives this document agrees that the merits or suitability of any such transaction or
securities to such person’s particular situation will be independently determined by such person, including consideration of the legal, tax, accounting,
regulatory, financial and other related aspects thereof. In particular, BNP Paribas owes no duty to any person who receives this document (except as
required by law or regulation) to exercise any judgment on such person’s behalf as to the merits or suitability of any such transaction or securities.
BNP Paribas and its affiliates may, from time to time, effected an own account transaction in, or make a market or deal as principal in or for, the
securities mentioned herein, or in options, futures and other derivative instruments based thereon and may, to the extent permitted by law, have
acted upon or used the information herein contained, or the research or analysis upon which it is based, before its publication. BNP Paribas will not
be responsible for the consequences of reliance upon any opinion or statement contained herein or for any omission.

Hong Kong: This report is being distributed in Hong Kong by BNP Paribas Securities (Asia) Limited, a licensed corporation regulated by the
Securities and Futures Commission for the conduct of Regulated Activity Type 1 and 4 under the Securities and Futures Ordinance.

Singapore: This report is being distributed in Singapore by BNP Paribas Securities (Singapore) Pte Ltd, regulated by the Monetary Authority of
Singapore. For distribution in Singapore, this report is prepared strictly for institutional and accredited investors, defined in the Singapore Securities
and Futures Act, Chapter 289.

BNP Paribas (2008). All rights reserved
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Disclosure for article No. 37 of
Financial Instruments and Exchange Law

You may be required to pay the fee agreed for each financial instrument (e.g. agent fee agreed in advance with you for a stock exchange,
sales commission and trust fee for Investment Trust exchange.) . Each financial instrument has inherent risks and you are exposed to
extraordinary losses due to change of governmental, economical and financial circumstances, foreign exchange market, stock market,
commodity market, interest market, credibility of an issuer and value of underlying asset as indication. In case of derivatives deal, you may be
required to deposit collateral agreed in advance and additional one for open position of the deal. The deal amount may be more than value of
the collateral ( the ratio of the deal amount to the collateral value depends on the deal conditions.) Fluctuation of value of the underlying asset
as indication mentioned above may result of larger loss than value of the collateral. Some types of deals have difference between bid price and
offer one defined in FIEL Enforcement Order (article 16, 1, 6). You are expected to read prospectus and/or document delivered in advance of
contract and understand fees and risks on each financial instrument. In case period for an option of deal execution is defined, you are expected
to pay attention on it. The deal may be cancelled by the end of contract period due to early unwind clauses.

BNP Paribas Securities (Japan) Limited, Tokyo Branch
KFB Registration #228
Member of Japan Securities Dealers Association (JSDA)

Member of the Financial Futures Association of Japan
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