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PREFACE

Financial markets have been going electronic for the past quarter century. The
birth of the Web has resulted in a dramatic increase in both the speed and the
breadth of change. The process described in this book appears nothing short of a
revolution. It is a revolution because the Internet has transformed the manner in
which individual investors manage their finances. It is a revolution because
exchanges like the New York Stock Exchange (NYSE), a stoic believer in floor-
based, manual trading processes, are in the process of implementing an electronic
trading system. It is a revolution because the organization of financial markets in
many parts of the world is being transformed beyond recognition.

The changes that have taken place in the financial world these past couple of
decades are unprecedented. And the revolution has barely begun. Financial inno-
vations, changing regulatory environment, and advances of technology have all
contributed to this revolutionary process. Advances in financial innovation, regu-
lation, and institutional structures have always played a leading role. Technology
has traditionally been viewed as an enabler for financial institutions to develop
new products and services. But the explosive development of the Internet has
seen technology taking over the mantle of the main catalyst of change. Informa-
tion technology has fundamentally changed the way financial products are de-
veloped and processes are designed. Information technology has drastically al-
tered the competitive picture of the financial industry. Firms armed with
cutting-edge technologies have made entries in this traditionally highly regu-
lated industry and given the incumbent firms no choice but to innovate and com-
pete vigorously. Regulators are grappling in the dark. They are trying to get a
handle over a constant stream of innovations that continually change traditional
definitions of products, institutional roles, and responsibilities. To complicate
matters, various regulatory authorities find that their erstwhile well-defined ju-
risdictions are no longer valid. With this in mind, we wrote this book to take an
integrated view at technologies, financial markets and institutions.

Writing this book has been a challenge. By the late 1990s, the pace of change in
the industry and in technology was so substantial that we had to make frequent
rewrites of complete chapters. A classic example of this pressure is the Nasdaq
market. Given the intense competition in the business of trading stocks and
bonds, firms tend to make every effort to promote their own interest. To compli-
cate things further, financial markets are highly regulated. So any innovations,
even simple modifications to current systems, have to be approved by regulators.
All these influences have been playing out at the Nasdaq market. One result of
this has been the submission of new proposals to change its market structure
nearly every six months. This book has been in the making for over two years
now, and just the Nasdaq chapter has been rewritten at least half a dozen times.

Attempting to describe an ongoing revolution is a risky venture. The process
described in this book is still going on and is nowhere near completion. The main
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iv Preface

problem is that by the time the book reaches the printing press, some parts might
already be outdated. But we hope that the reader of this book will gain an insight
into the dynamics of the most important markets in the world. An earnest attempt
has been made to provide up-to-date information on the ongoing revolution.
In telling this story, we have consciously tried to focus on the functions of various
firms and their attempts to stay relevant and competitive.

A quick review of the list of contents of different chapters will indicate that the
book is implicitly divided into three parts. Chapters 1 to 3 give an overview of
the broad changes that are taking place in the financial world at the age of the
Internet and electronic commerce. The following seven chapters (Chapters 4 to
10) examine the ongoing changes in some of the largest financial markets in the
world. Chapters 11 to 13 take a look at the innovations in other unconventional
markets, the underlying technologies that are changing the shape of the financial
world, and the never stationary process of creative destruction.

We will use the Web to provide updated contents and supporting mate-
rials for this book. We encourage readers to visit the book’s Web site at
http://crec.bus.utexas.edu/ecfm.html.

We are grateful to Robert Schweitzer (University of Delaware), Elizabeth
Cooperman (University of Colorado, Denver), and Larry White (Mississippi State
University), who read a draft the book and provided many useful comments and
suggestions. We would also like to thank Susan Kutor for her suggestions and
corrections of the manuscript. Finally, we thank Michael Roche and Mike
Reynolds for their encouragement and support in this project. The views ex-
pressed in the book are those of the authors and not of the various institutions
the authors are affiliated with, including the Chicago Mercantile Exchange, Inc.
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