From: _@martincurrie.com.au>

Sent: Tuesday, 1 April 2025 2:13 PM

To: markets consultation

Cc:

Subject: Feedback on Australia’s evolving capital markets

You don't often get email from- @martincurrie.com.au. Learn why this is important

EXTERNAL EMAIL: Do not click any links or open any attachments unless you trust the sender
and know the content is safe.

Dear ASIC,
Thank you for the opportunity to provide our thoughts on Australia’s evolving capital markets.

Martin Currie, a specialist investment manager within Franklin Templeton, manages approximately $6 billion in
Australian equities. With over 40 years of experience in Australian equities and Listed Real Assets, the health
of the equity markets is of paramount importance to us.

We see the following areas for further investigation that concern us about the current state of the equities
market:

1. Reduced turnover of large stocks relative to market capitalisation (turnover velocity)

e The trend in Australian turnover velocity is lagging certain global markets and may reflect a lack of
active price-discovering players in the market; this could place the Australian market at a disadvantage
for primary and secondary listings.

e Forexample, CBA’s turnover velocity has fallen from 50% pre COVID to ~30% today. For Australia’s
largest stock this is an unhealthy signal vs the ASX average (~60%) and offshore markets (eg US
>100%).

2. Index concentration and calculation methodology

e The concentration and dominance of certain stocks in the index is of concern to us as it may lead to
high index/passive buying and lower turnover (e.g. CBA has >10% weight but around 29% turnover
velocity, which is much lower than typical stocks).

e The S&P index weights are currently determined by a company’s free float and market cap, without
considering the company’s liquidity, leading to potential squeezes on stocks and changes in market
dynamics.

¢ Index weights should take into account a company’s liquidity reflected by a cap on index weighting.

e Reducing the concentration of index weights at the large end of the market would free up capital for
smaller companies, promoting diversification and incentivising more companies to list on the equities
market.

3. Passive investing

e The influence of high passive buying (i.e. due to higher index weighting) and low annual turnover as a
fraction of their market cap has potential to distort price discovery. For example, we have observed
such stocks exhibit four times the price reaction to earnings revisions compared to the market average
of 0.6 times for other stocks. This suggests significant price distortion.

e There are several academic studies (e.g. Haddad!™) published in recent years about the influences of
passive investing on price discovery which has the potential to influence the Australian market given
high concentration and Superannuation performance benchmarking.



We would be happy to discuss should you have further questions.
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Level 48, 120 Collins Street, Melbourne 3000

INVESTING TO IMPROVE LIVES™

Martin Currie Australia and Franklin Templeton Australia acknowledge the Traditional Custodians of the lands on which we live, work and meet
across Australia, including Wurundjeri land in Naarm, where our main offices sit. We pay respect to Aboriginal and Torres Strait Islander peoples
and their cultures, and to Elders past, present, and emerging. Read more here.

This email is sent by Franklin Templeton Australia Limited (ABN 76 004 835 849, AFSL No. 240827). Martin Currie Australia is a
division of Franklin Templeton Australia Limited, which is a part of Franklin Resources, Inc. Any views or opinions expressed in
this message are those of the individual sender, except where they are specifically stated to be the views of Martin Currie
Australia or any of its associates. It is your responsibility to scan this communication including any file attachment for viruses
and other defects. To the extent permitted by law, Martin Currie Australia and its associates will not be liable for any loss or
damage arising in any way from this communication including file attachments. The views and opinions expressed in this
communication are those of the sender and do not necessarily reflect the views and opinions of the people of the state of
Florida. The contents of this email, including any attachments, are intended solely for the addressee(s) and may contain
confidential and/or privileged information that may be legally protected from disclosure. If you are not the intended recipient of
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this message, or if this message has been addressed to you in error, please immediately alert the sender by replying to the

email and then delete this message and any attachments. Any use, dissemination, copying, or storage of this message or its
attachments is strictly prohibited.

[l https://papers.ssrn.com/sol3/papers.cfm?abstract id=3821263






