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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk Management is not 
a broker dealer and does not provide investment advice for individuals. This research does not constitute an offer to sell, or a solicitation of 
an offer to buy any security. This research is presented without regard to individual investment preferences or risk parameters; it is general 
information and does not constitute specific investment advice.  This presentation is based on information from sources believed to be 
reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or omissions of information.  The opinions and conclusions 
contained in this report are those of Hedgeye Risk Management, and are intended solely for the use of Hedgeye Risk Management’s 
clients and subscribers.  In reaching these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon 
research conducted by Hedgeye Risk Management’s employees, which is based upon sources considered credible and reliable within the 
industry.  Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are prohibited.  For 
more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at www.hedgeye.com 

DISCLAIMER 



PLEASE SUBMIT QUESTIONS* TO 
  

QA@HEDGEYE.COM 

*ANSWERED AT THE END OF THE CALL  
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WHAT IS AN EXCHANGE COMPANY? 

Financial Technology company that manages the trading 
systems that facilitate the trading of various asset classes  

Matches Buyer and Seller on an agency 
basis and charges a transaction/clearing fee 

Charges market participants for data 
associated with the markets 
transacted in  

Charges fees related to accessing 
their technology systems and other 
communication related charges 

Generally fixed in nature as there is 
little incremental cost with 
processing additional transactions 

DATA SOURCE: BLOOMBERG, HEDGEYE ESTIMATES 
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EXCHANGE PROFITABILITY IS TOP OF THE TABLES 

DATA SOURCE: BLOOMBERG 
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THE UNDERLYING MARKETS ARE MASSIVE WITH BILLIONS TRANSACTED 
PER DAY – GLOBAL EXCHANGES ARE VITALLY IMPORTANT COMPANIES 

Bank of 
International 
Settlements Daily 
Turnover Value in 
USD 

DATA SOURCE: BANK OF INTERNATIONAL SETTLEMENTS, WORLD FEDERATION OF EXCHANGES 
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THE VITALS ON THE RECENT IPO OF BATS GLOBAL MARKETS (BATS) 

DATA SOURCE: RESPECTIVE COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE BUILDOUT OF THE COMPANY’S PRODUCT SUITE  

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

TOP POSITIONING IN SEVERAL IMPORTANT MARKETS NOW 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

UNPARALLELED PROFITABILITY 

DATA SOURCE: BATS COMPANY DATA 
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THE LITTLE ENGINE THAT COULD – A LONG POSITION 

PERVERSELY RECESSIONS ARE BEST  
While investors are in love with growth, counterintuitively recessions or phase transitions from 
growth to economic declines are boons for the exchange sector. Volatility rises substantially late 
cycle and the onset of recession is a very profitable time for the sector.  
 

MIND YOUR EXPOSURES 
Another hallmark of economic declines is the consistent rise of corporate credit spreads over 
Treasury, however with the highest ROIC in Financials and as a result the lowest cost of capital, 
the sector can outperform as a self funding sector. 

NOT BULLISH ENOUGH 
We see substantial opportunity for the exchange in U.S. options and U.S. ETFs as the recent 
merger of Nasdaq and ISE puts market share up for grabs. We are +10% above consensus for 
next year and think that relative to a Financial sector with negative top line and earnings that 
investors will pay more for the growth that is available. 
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DATA SOURCE: HEDGEYE ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE GRIND LOWER OF VOL THIS CYCLE IS STARTING TO 
BACK UP AND INFLECT HIGHER 

DATA SOURCE: BLOOMBERG 



HEDGEYE  13 

OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE GRIND LOWER OF VOL THIS CYCLE IS STARTING TO 
BACKUP AND INFLECT HIGHER 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

 
VOLATILITY IS THE CAUSAL FACTOR FOR EXCHANGE 
TRADING HERE SHOWN AGAINST U.S. CASH EQUITIES 
 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

STRONG RELATIONSHIP EXISTS BETWEEN EUROPEAN VOL 
AND EURO STOCK TRADING 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND DEUTSCHE BANK’S CURRENCY VOLATILITY INDEX  
DRIVES FX ACTIVITY  

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

PERVERSELY A US RECESSION IS BEST FOR THE BIGGEST 
DRIVER OF EXCHANGE TRADED ACTIVITY (VOL) 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

EUROPEAN VOL HAS THE SAME LINEAR RELATIONSHIP 
WITH ECONOMIC GROWTH 

DATA SOURCE: BLOOMBERG                      
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

GOLDMAN’S US FINANCIAL CONDITIONS INDEX HAS RISEN 
INTO RECESSION THE PAST 2 CYCLES 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND RISING (TIGHTENING) GS FINANCIAL CONDITIONS 
INDEX OVERLAYS TIGHTLY WITH THE VIX 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE NEGATIVE LINEAR RELATIONSHIP BETWEEN VIX AND 
U.S. GDP IS STRONG 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

WITH A SIMILAR OUTCOME FOR EUROPEAN VARIABLES 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

LATE CYCLE MEANS GETTING CLOSER TO THE CLIFF AND 
CLOSER TO HIGHER SUSTAINED VOL 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

LATE CYCLE MEANS GETTING CLOSER TO THE CLIFF AND 
CLOSER TO HIGHER SUSTAINED VOL 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

LATE CYCLE MEANS GETTING CLOSER TO THE CLIFF AND 
CLOSER TO HIGHER SUSTAINED VOL 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND THE $64,000 QUESTION OF DOES HIGHER VOL TURN 
INTO REVENUE ON BOTH SIDES OF THE POND? 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

CORPORATE SPREADS OVER TREASURY ALWAYS RISE INTO 
RECESSIONS PRESSURING CORPORATE LIQUIDITY 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

HOWEVER EXCHANGES ARE STRONG, SELF FUNDING 
COMPANIES AND CAN RIDE OUT A STORM 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

WHICH RESULTS IN AN ADVANTAGE IN LOWER COST OF 
CAPITAL FOR THE INDUSTRY 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

IN A STACK UP OF COST OF EQUITY CAPITAL, BATS SITS 
BETWEEN CME AND WFC 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

WITH ROIC BEHIND ONLY MC AND CBOE AND 1 OF ONLY 4 
COMPANIES IN DOUBLE DIGITS 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

APPROACHING DOUBLE DIGIT SHARE IN OPTIONS BUT PRO-
RATA MARKET STILL OPEN 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

HISTORICALLY MARKET SHARE OF OVER 30% HAS BEEN 
HARD TO DEFEND SO WE SEE NDAQ/ISE CEDING SHARE 

DATA SOURCE: OPTIONS CLEARING CORPORATION, HEDGEYE ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE COMPANY IS BECOMING AN ETF PLATFORM FOCUSING 
ON PASSIVE LISTINGS AND ACQUIRING ETF ASSETS 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND INCUMBENT SHARE IS CHUNKY AND RIPE FOR THE 
PICKING 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND DESPITE RECENT WINS THE ETF BUSINESS AT BATS IS 
QUITE SMALL 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

BUT THE WAY THE LISTINGS BUSINESS IS MONETIZED IN 
TAPE B TRADING IS GROWING 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

GROW ABOUNDS IN THE MODEL BUT OUR BULL CASE 
WHICH IS NOT HEROIC IS +10% ABOVE CONSENSUS 

DATA SOURCE: HEDGEYE ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

AND CONSENSUS COULDN’T BE MORE AMBIVALENT WITH 
ESTIMATES THAT ARE TOO LOW IN OUR VIEW 

DATA SOURCE: BLOOMBERG 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

WHEN THERE IS LITTLE GROWTH IN A SECTOR YOU PAY 
MORE FOR WHAT IS AVAILABLE 

DATA SOURCE: STANDARD AND POORS 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

THE FUTURES EXCHANGES SKEW THE COMPS BUT WE 
THINK #’S ARE TOO LOW AND MARKET CAP WILL GROW 

DATA SOURCE: BLOOMBERG, COMPANY ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

DEAL ACTIVITY HAS BEEN ACTIVE – NDAQ/ISE 

DATA SOURCE: BLOOMBERG, COMPANY DATA  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

DEAL ACTIVITY HAS BEEN ACTIVE – DB1/LSE 

DATA SOURCE: BLOOMBERG, COMPANY DATA  
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

REMAINING SELLING GROUP IS SUBSTANTIAL WITH 
DEFINED WINDOWS BUT WELL DISCOUNTED IN OUR VIEW 

DATA SOURCE: BATS COMPANY DATA 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

VOL IS A WARNING SIGN BUT DJGEX OUTPERFORMS EVEN 
THE MOST DEFENSIVE PROXIES AND OTHER FINANCIALS 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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WHEREAS REASONABLE MOVEMENTS IN VOL BEGETS 
OUTPERFORMANCE 

DATA SOURCE: BLOOMBERG 

AVG. VIX UP +17% AVG. VIX UP +97% 
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NOT ALL VOL IS NOT GOOD AND VERY HIGH VOLATILITY ENVIRONMENTS 
SPUR UNDERPERFORMANCE BY THE GROUP 

DATA SOURCE: BLOOMBERG 

AVG. VIX UP +259% AVG. VIX UP +170% 
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HIGHER LEVELS OF VOLATILITY DRIVE HIGHER ACTIVITY LEVELS BUT 
GAINS TAPER OFF ABOVE A 40 VIX 

DATA SOURCE: BLOOMBERG, CME GROUP, INTERCONTINENTAL EXCHANGE 
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THE LITTLE ENGINE THAT COULD – A LONG POSITION 

PERVERSELY RECESSIONS ARE BEST  
While investors are in love with growth, counterintuitively recessions or phase transitions from 
growth to economic declines are boons for the exchange sector. Volatility rises substantially late 
cycle and the onset of recession is a very profitable time for the sector.  
 

MIND YOUR EXPOSURES 
Another hallmark of economic declines is the consistent rise of corporate credit spreads over 
Treasury, however with the highest ROIC in Financials and as a result the lowest cost of capital, 
the sector can outperform as a self funding sector. 

NOT BULLISH ENOUGH 
We see substantial opportunity for the exchange in U.S. options and U.S. ETFs as the recent 
merger of Nasdaq and ISE puts market share up for grabs. We are +10% above consensus for 
next year and think that relative to a Financial sector with negative top line and earnings that 
investors will pay more for the growth that is available. 
 

1 

2 

3 

DATA SOURCE: HEDGEYE ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

LISTING FEES 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 
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OLD FORMAT = $800/SQUARE FT NEW FORMAT = $1,300 SQ FT 

ANNUAL FEES 

DATA SOURCE: BLOOMBERG, HEDGEYE RISK MANAGEMENT ESTIMATES 



FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 
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