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The Global Investor/ ISF 2019 
Beneficial Owners survey polled some 
of the world’s main beneficial owners 
on the performance of their key lending 
suppliers, asking them to break-down 
performance by region and function.

The survey gives additional weight 
to larger clients so there are differences 
in the scores awarded to firms in the 
weighted and unweighted categories. 
The poll also breaks down lenders 
based on whether they are a custodian 
or an agency lender.

This year the results are based on 
a survey of 104 beneficial owners 
(compared with 101 last year) 
comprising large asset managers, 
mutual fund managers and pension 
funds as well as central banks, 
insurance companies and corporations.

In the 2018 All Lenders unweighted 
rankings, Goldman Sachs Agency 
Lending was the top provider, 
increasing its lead on last year and 

Goldman Sachs Agency Lending was the 
most highly-rated lender in the unweighted 
category after gains in the Americas while 
J.P. Morgan had the highest average across 
the Americas, Asia-Pacific and EMEA, 
writes Luke Jeffs

Goldman Sachs, JP 
Morgan top-rated by 
beneficial owners

The survey is based on responses from 104 different firms 

compared to 101 entities last year. Asset managers and 

mutual funds are the largest individual group, comprising 

56% of the total, while there were 16 public pension funds, 

10 insurance companies and five central banks among the 

group.

There were also handful of private pension funds, 

endowment funds, corporations and an assortment of 

other firms in the group.

More than half of the respondents have more than 

$100 billion under management, while 16 of the firms had 

$50bn-$100bn, 21 respondents had $10bn-$50bn and 

nine of the participating firms have less than $10bn under 

management.

Of the respondents, almost 60% (59.2%) use only one 

lending provider, while a quarter of the firms had two 

lending agents, 12 use three lending providers and only 

two firms had four lenders.

The total value of the assets out on loan at any one time 

showed a spread of results. Some 38 respondents (37%) 

said less than $1bn was out on loan at any given point in 

time while 23 (22.3%) said they would have normally have 

$1-$2bn out at any point in time.

Some 28 of the respondents said they would have $2bn-

$10bn out any point in time, 11 firms said they would have 

$10bn-$50bn on loan at any one time and two respondents 

said they have $50bn plus out at any one time.

The satisfaction rates are encouraging. Some 38 firms 

(36.5%) said they were extremely satisfied with the 

returns from their lending program and 47 respondents 

(45.2%) said they were very satisfied. No-one was less 

than moderately satisfied.

Group Respondents
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Beneficial owners are asked to rate the performance of their 
agent lenders. 

Respondents are asked to rate their agent lenders across 12 
service categories (see below) from one (unacceptable) to 
seven (excellent).

There are two methodologies: unweighted and weighted.

Unweighted methodology
All valid responses for each agent lender are averaged to 
populate unweighted tables. All beneficial owners’ responses 
are given an equal weight, regardless of the size of their 
lendable portfolio. All categories are given equal weight 
regardless of how important they are considered to be by 
respondents. No allowances are made for regional variations.

Weighted methodology
The weighted table methodology makes allowances for 
both the size of the respondent’s lendable portfolio and how 
important the respondents, on average, consider each category 
to be. An allowance is also made for differences between 
average scores in each region to make meaningful global 
averages.

Step one – weighting for lendable portfolio: A weighting is 
generated to reflect to the size of the respondent’s lendable 
portfolio. Each respondent is put into a quartile depending 
on its total lendable portfolio. The scores of the respondent 
are then given a weighting based on this quartile. As the 
boundaries of each quartile are determined by all the 
responses received in this year’s survey, the boundaries are 
unknown until the survey closes. 

For the purposes of the 2019 survey all Asian responses will 
be given a weighting of 1. Asian responses will not be included 
in determining the quartile boundaries. However all Asian 
responses will be subject to step two – see below.

Criteria Weighting

AuM in lowest quartile 0.7

AuM in middle two quartiles 1

AuM in the top quartile 1.3

Step two – weighting for importance: An additional allowance 
is made for how important beneficial owners consider each 
category to be. This is done to acknowledge the fact that 
beneficial owners consider some categories to be more 
important than others.

Respondents are asked to rank each service category in order 
of how important the function is to them. An average ranking 
is then calculated for each of the twelve categories (11= highest 
ranking, 0 = lowest). This number is then divided by 5.5 to give 
a weighting within a theoretical band between 0 and 2, with an 
average of one. Again, basing weights around one is done to 
preserve comparability with unweighted scores.

To illustrate, if every respondent considers category X to be 
the most important it would get an average rank of 11. This is 
then divided by 5.5 to provide the weighting for category X, i.e. 
11 / 5.5 = 2.

TABLES AND SCORES

Overall tables
The overall table contains all responses for a lender regardless 
of its relationship with the beneficial owner, whether custodial 
or agent. The following scores are calculated: separately for 
each region, a global total, a global average and for each 
service category.

Regional scores are the average of all responses from beneficial 
owners based in that region (it is the location of the beneficial 
owner, not the lender, that is the relevant). There are three regions. 
A lender must receive a different minimum number of responses 

to qualify in each: six in the Americas, five responses in Europe, 
Middle East and Africa (Emea) and four in Asia Pacific. To qualify 
globally, a lender must qualify in at least two regions.

Custodial and third-party agent lender tables
Ratings of lenders acting in a custodial or third-party 
agent lender capacity are recorded in separate tables.  The 
respondent is asked to define their relationship with the lender: 
custodial, agent or both. If the relationship involves both forms 
of arrangement, the response counts for both the custodial and 
agent lender tables. Therefore, some responses will be included 
in both the custodial and third-party agent lender tables. All 
the scores calculated for overall lenders will be replicated for 
custodial and third-party agent lenders separately.

The qualification criteria is lower for the custodial and agent 
lender tables compared with overall. To qualify for either the 
overall custodial and third-party agent lender tables, lenders 
need four responses in the Americas, four in Emea and three in 
Asia Pacific.

Most improved
The agent lender that improved its score by the greatest 
margin over its equivalent 2018 score is the most improved 
firm. Agent lenders are ineligible if they did not qualify for the 
2018 survey.

Service categories
Respondents are asked to rate each of their providers from one 
to seven across 12 service categories. The ratings of respondents 
for each service category are averaged to produce the final 
score for each provider. The service categories are: 
•	 Income	generated	versus	expectation
•	Risk	management
•	Reporting	and	transparency
•	Settlement	and	responsiveness	to	recalls
•	Engagement	on	corporate	action	opportunities
•	Collateral	management
•	Relationship	management/client	service
•	Market	coverage	(developed	markets)
•	Market	coverage	(emerging	markets)
•	Programme	customisation
•	Lending	programme	parameter	management
•	Provision	of	market	and	regulatory	updates

To qualify for each service category table, the lender 
needs the same amount of responses as to qualify for the 
corresponding main table; i.e., to qualify for an overall, 
custodian or agent lender service category the lender must 
qualify in two of the three regions (for example, five responses 
for that category in the Americas and four in Emea). A lender 
can qualify in some categories and not others – it does not 
have to qualify globally for all service categories to be any 
particular service category.

VALID RESPONSES
For a response to count for the purposes of qualification, the 
beneficial owner must rate the lender in no fewer than eight 
of the 12 service categories (i.e. it can tick n/a in no more than 
four service categories).

It is possible for a lender to qualify globally or regionally 
without qualifying for all service category tables, if it receives 
n/a responses for certain categories. For example, it may 
not offer emerging market coverage and therefore receive a 
string of n/a ratings in that category but qualify for all other 
categories, regionally and globally.

If a lender receives two or more responses in the same 
region from the same beneficial owner, an average of the 
ratings will be taken and it is considered to be one response 
for qualification purposes. If a lender receives two or more 
responses from the same client in different regions (e.g. 
pension scheme X rates lender Y in Emea and the Americas) 
the responses are not averaged and are counted as separate 
responses for qualification purposes.

METHODOLOGY:
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ALL LENDERS (UNWEIGHTED)
COMPANY EMEA AMERICAS ASIA PACIFIC GLOBAL TOTAL AVERAGE
Citi 6.25 6.36 5.56 18.17 6.06

Deutsche Agency Lending 6.81    

eSecLending 6.57 6.33  12.90 6.45

Goldman Sachs Agency Lending 6.57 6.82  13.39 6.70
JPMorgan 6.60 5.75 6.53 18.88 6.29

RBC Investor & Treasury Services 6.31 6.57  12.88 6.44

State Street  5.71 6.85 12.56 6.28

ALL LENDERS (WEIGHTED)
COMPANY EMEA AMERICAS ASIA PACIFIC GLOBAL TOTAL AVERAGE
Citi 5.71 6.52 5.09 17.32 5.77

Deutsche Agency Lending 6.88     

eSecLending 5.21 6.59  11.80 5.90

Goldman Sachs Agency Lending 5.62 6.61  12.23 6.12

JPMorgan 5.69 5.72 6.15 17.56 5.85

RBC Investor & Treasury Services 5.09 4.96  10.05 5.03

State Street  6.37 6.47 12.84 6.42

CLIENT PERFORMANCE REPORTING BY DATALEND
CPR

BENEFIT from standardized performance measurement, 
flexible but DataLend-controlled peer groups and unique 
and exclusive data. Agent lenders can optimize their lending 
programs and maximize revenue by making the most informed 
decisions with DataLend’s CPR.

FOR MORE INFORMATION, CONTACT DATALENDPRODUCTSPECIALISTS@EQUILEND.COM
© 2018 EquiLend Holdings LLC.

cpr_stripads_2018.indd   2 12/5/18   11:20 AM

beating eSecLending into second. RBC 
Investor & Treasury Services was third.

Goldman Sachs Agency Lending was 
pre-eminent in the Americas, State 
Street was the top performer in Asia-
Pacific and Deutsche Agency Lending 
was best in Europe.

J.P. Morgan was the top lender across 
all three regions with an unweighted 
score of 18.88, reflecting strong 
performances in EMEA and the Asia-
Pacific.

The winner of the weighted All 
Lenders category by average score 
across the regions was State Street 
which claimed the top spot in this 
category for the second year running. 
This year Goldman was second, up one 
place from last year while eSecLending 
edged out J.P. Morgan to claim third 
place.

State Street won the best weighted 

provider in Asia-Pacific, Goldman 
Sachs Agency Lending was the best 
weighted lender in the Americas and 
Deutsche Agency Lending claimed the 
gong for Europe.

The survey also polled beneficial 
owners on their perceptions of agent 
lenders and firms who offer lending 
alongside custody services.

Goldman Sachs Agency Lending was 
the top agent lender in the unweighted 
section while Citi was the top agent 
lender in the weighted list. Deutsche 
Agency Lending was the top firm 
among the custodial lenders.

The survey also polled beneficial 
owners on their perception of their 
lending providers across various 
functions: collateral management; 
engagement on corporate actions; 
income generated; lending program 
parameter management; developed 

market coverage; emerging market 
coverage; program customisation; 
provision of market and regulatory 
updates; relationship management; 
reporting transparency; risk 
management; and settlement and 
responsiveness.

Goldman Sachs Agency Lending:

Goldman Sachs Agency Lending won 
the unweighted category with 6.70, 
beating RBC investor & Treasury 
Services with 6.44. GSAL’s win in 
the unweighted category was largely 
down to heavy scoring in the Americas 
where Goldman Sachs Agency Lending 
returned 6.82, significantly ahead of its 
rivals.

Goldman Sachs Agency Lending 
came second behind State Street in the 
overall weighted list with an average 
of 6.12 across its services in Europe and 
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the Americas. Goldman Sachs Agency 
Lending performed particularly well 
in the Americas where it won the 
weighted category with 6.61, narrowly 
beating eSecLending (6.59), Citi (6.52) 
and State Street (6.37).

Goldman Sachs also scored well 
in the categories. In the unweighted 
lists, Goldman Sachs Agency Lending 
was top for collateral management, 
engagement on corporate actions, 
emerging market coverage, provision 
of market and regulatory updates, and 
relationship management.

Goldman Sachs Agency Lending 
was second in the unweighted 
lists for income generated, lending 
program parameter management, 
developed market coverage, program 
customisation, reporting transparency, 
risk management, and settlement and 
responsiveness.

In the weighted section, Goldman 
Sachs Agency Lending was second 
for collateral management, income 
generated, emerging market coverage 
and relationship management, and 
third for developed market coverage, 

program customisation, provision of 
market and regulatory updates and 
reporting transparency.

When ranked against the other 
agency lenders, Goldman Sachs 
Agency Lending swept the board in 
both the weighted and unweighted 
categories, winning in EMEA and the 
Americas, and recording the highest 
overall average among its peer group.

Goldman Sachs Agency Lending was 
given a positive review from clients. A 
European client said: “The performance 
of Goldman Sachs Agency Lending 
over the past years was good.” Another 
added: “They are always coming to us 
with ideas whilst taking into account 
our risk profile and appetite.”

A European beneficial owner added: 
“GSAL is proactive in anticipating 
client’s needs, adapting to market 
activity and in working with in 
collaboration with the client.” Another 
European client said: “They can adapt 
very well to changes.”

A client in the Americas said: “They 
are great at identifying lending 
opportunities and navigating the rising 

interest rate environment.”
Another Americas client said of 

Goldman Sachs Agency Lending: 
Goldman is an excellent provider. The 
client service, reporting and results are 
all top notch.”

J.P. Morgan:

J.P. Morgan recorded the highest 
joint weighted total across the three 
main regions, with a total of 17.56 
comprising 6.15 in the Asia-Pacific, 
5.72 in the Americas and 5.69 in EMEA. 
The US lender was even stronger in 
the unweighted category where J.P. 
Morgan scored 18.88 due to 6.60 in 
EMEA, 6.53 in Asia-Pacific and 5.75 in 
the Americas.

J.P. Morgan did better in the 
unweighted list of functional categories. 
J.P. Morgan was fourth unweighted 
for engagement on corporate actions, 
reporting transparency, and settlement 
and responsiveness. The US lender was 
fourth in the weighted category for 
relationship management.

An Americas-based client of J.P. 
Morgan said: “They are the most 

ALL LENDERS SERVICE CATEGORIES  (UNWEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 6.24 6.22 6.00 6.26

Deutsche Agency Lending 6.67  6.83 6.83
eSecLending 6.60 6.55 6.42 6.55

Goldman Sachs Agency Lending 6.78 6.68 6.58 6.68

JPMorgan 6.13 6.24 5.78 6.35

RBC Investor & Treasury Services 6.50 6.42 6.56 6.53

State Street 6.18 6.07 5.89 6.22

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 6.28 6.24 6.10 6.15

Deutsche Agency Lending 6.83  7.00 6.67

eSecLending 6.50 6.55 6.73 6.55

Goldman Sachs Agency Lending 6.79 6.78 6.74 6.68
JPMorgan 6.28 5.87 6.17 6.17

RBC Investor & Treasury Services 6.47 6.27 6.60 6.27

State Street 6.07 6.06 6.00

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 6.55 6.05 6.28 6.21

Deutsche Agency Lending 6.83 6.67 6.83 6.83
eSecLending 6.58 6.17 6.50 6.45

Goldman Sachs Agency Lending 6.84 6.53 6.68 6.58

JPMorgan 6.50 6.06 6.11 6.39

RBC Investor & Treasury Services 6.69 6.50 6.56 6.33

State Street 6.06 6.06 6.28 6.17
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proactive with lending opportunities.” 
While another said: “They have taken 
advantage of cross-currency basis 
by taking collateral JGBs against 
Treasuries.”

Another client claimed: “We have 
had a very good lending relationship 
in US equity and fixed income markets. 
I also feel their proactive approach 
to lending opportunities, including 
corporate actions, is very beneficial to 
the program’s results.”

An Asian client of J.P. Morgan said: 
“They continue to develop depth of 
knowledge and experience in securities 
lending operations and markets.”

A European client said: “They have 
a willingness to improve the program 
and include the client in parameter 
setting.”

Another European client said: “They 
are ahead of the curve with regards to 
monitoring and managing regulatory 
developments.”

A European client added: “We only 
have one provider but they fully cater 
for our needs regarding a straight-
forward lending program; come-up 
with suggestions on how to develop the 
program in line with our “framework; 
and used ETFs as collateral.”

State Street:

State Street was the highest rated 
lender in the weighted category by 
average score across the three regions. 

ALL LENDERS SERVICE CATEGORIES  (WEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 6.81 3.95 8.33 6.21

Deutsche Agency Lending 7.16  9.41 6.63
eSecLending 6.79 3.96 8.47 6.24

Goldman Sachs Agency Lending 6.88 3.93 8.56 6.16

JPMorgan 6.36 3.77 7.70 6.01

RBC Investor & Treasury Services 5.39 3.02 6.98 4.85

State Street 6.75 3.96 8.41 6.31

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 3.77 2.51 4.97 3.20

Deutsche Agency Lending 4.02  5.66 3.44
eSecLending 3.86 2.57 5.31 3.29

Goldman Sachs Agency Lending 3.79 2.52 5.16 3.27

JPMorgan 3.58 2.24 4.83 3.09

RBC Investor & Treasury Services 2.90 2.00 4.14 2.51

State Street 3.73 2.44 5.09 3.19

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 7.08 7.72 10.34 7.86

Deutsche Agency Lending 7.33 8.36 11.06 8.55
eSecLending 6.74 7.46 10.09 7.84

Goldman Sachs Agency Lending 6.93 7.72 10.20 7.75

JPMorgan 6.75 7.39 9.57 7.78

RBC Investor & Treasury Services 5.56 6.29 8.17 6.13

State Street 6.69 7.93 10.51 7.95

DATALEND PORTFOLIO
FOR BENEFICIAL OWNERS

REVIEW all your securities lending data in one place with 
DataLend Portfolio. Whether you have a single- or multi-
agent securities lending program, your single login to 
DataLend Portfolio will provide you with an aggregated view 
of your securities lending activity. 

FOR MORE INFORMATION, CONTACT DATALENDPRODUCTSPECIALISTS@EQUILEND.COM
© 2018 EquiLend Holdings LLC.

cpr_stripads_2018.indd   1 12/5/18   11:19 AM
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CUSTODIAL  LENDERS (UNWEIGHTED)
COMPANY EMEA AMERICAS ASIA PACIFIC GLOBAL TOTAL AVERAGE
Citi 6.25 6.20 5.56 18.01 6.00

Deutsche Agency Lending 6.93    

JPMorgan  5.44 6.53 11.97 5.99

RBC Investor & Treasury Services 6.31 6.57  12.88 6.44
State Street  5.71 6.85 12.56 6.28

CUSTODIAL  LENDERS (WEIGHTED)
COMPANY EMEA AMERICAS ASIA PACIFIC GLOBAL TOTAL AVERAGE
Citi 5.71 7.18 5.09 17.98 5.99

Deutsche Agency Lending 7.30    

JPMorgan  5.43 6.15 11.58 5.79

RBC Investor & Treasury Services 5.09 4.96  10.05 5.03

State Street  6.37 6.47 12.84 6.42

CUSTODIAL  LENDERS SERVICE CATEGORIES  (UNWEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 5.67 5.50 5.77 6.00

Deutsche Agency Lending 6.75  7.00 6.75
JPMorgan 5.89 5.90 5.64 6.20

RBC Investor & Treasury Services 6.50 6.42 6.56 6.53

State Street 6.18 5.69 5.89 6.22

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 6.27 6.30 5.77 6.00

Deutsche Agency Lending 7.00  7.00 7.00
JPMorgan 6.18 5.89 6.09 5.91

RBC Investor & Treasury Services 6.47 6.27 6.60 6.27

State Street 6.25 6.07 6.06 6.00

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 6.38 5.38 5.83 5.69

Deutsche Agency Lending 7.00 6.75 7.00 7.00
JPMorgan 6.18 5.91 6.00 6.27

RBC Investor & Treasury Services 6.69 6.50 6.56 6.33

State Street 6.06 6.06 6.28 6.17

CUSTODIAL  LENDERS SERVICE CATEGORIES  (WEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 6.26 3.55 8.10 6.02

Deutsche Agency Lending 7.42  9.86 6.70
JPMorgan 6.24 3.66 7.63 5.96

RBC Investor & Treasury Services 5.39 3.02 6.98 4.85

State Street 6.75 3.71 8.41 6.31

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 3.82 2.55 4.76 3.14

Deutsche Agency Lending 4.21  5.79 3.69
JPMorgan 3.61 2.29 4.86 3.02

RBC Investor & Treasury Services 2.90 2.00 4.14 2.51

State Street 3.73 2.44 5.09 3.19

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 6.96 6.96 9.75 7.30

Deutsche Agency Lending 7.68 8.64 11.59 8.95
JPMorgan 6.50 7.35 9.58 7.82

RBC Investor & Treasury Services 5.56 6.29 8.17 6.13

State Street 6.69 7.93 10.51 7.95
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DATALEND
DATALEND provides aggregated, anonymized, cleansed 
and standardized securities finance data covering all asset 
classes, regions and markets globally. DataLend’s data set 
covers more than 50,000 securities on loan with a daily on-
loan balance of $2.2 trillion and lendable balance  
of $19 trillion.
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State Street scored an average of 6.42 
across the regions which beat Goldman 
Sachs Agency Lending (6.12) and 
eSecLending (5.90).

The highest average score reflected 
the fact that State Street is strong in 
Asia-Pacific, where it had the top 
highest score of 6.47, and in the 
Americas where it scored 6.37, behind 
Goldman Sachs Agency Lending, 
eSecLending and Citi.

State Street had the highest 
unweighted score in Asia-Pacific where 
it reached 6.85, which was higher than 
its 6.71 last year, and above J.P. Morgan 
(6.53) and Citi (5.56) in 2019.

In the All Lenders weighted list, 
State Street was ranked joint-top in 
engagement on corporate actions 
with eSecLending and was ranked 
second for lending program parameter 
management, reporting transparency, 
risk management, and settlement 
and responsiveness behind Deutsche 
Agency Lending.

When ranked only against other 
custodial lenders, State Street came 
top in the weighted and second in the 
unweighted category, beating Citi in 
the overall averages in the weighted 
list and falling narrowly behind RBC 
Investor & Treasury Services in the 
unweighted section.

In the weighted functional categories 
compared to the other custodians, 
State Street was top for engagement 
on corporate actions and second 
for collateral management, income 

generated, lending program parameter 
management, emerging market 
coverage, program customisation, 
provision of market and regulatory 
updates, reporting transparency, risk 
management, and settlement and 
responsiveness.

The respondents offered positive 
feedback on State Street, with one 
European client saying: “They 
actively bring new ideas and 
recommendations.” Another said: 
“State Street provides us with regular 
updates on industry events and new 
opportunities.”

A third European client said: “In 
general, we are very happy with this 
agent lender. Although we have had 
a specific issue with lending recalls 
around proxy voting meetings over the 
past year and the ensuing investigation 
was prolonged, a solution has been 
implemented but its effectiveness is yet 
to be tested.”

A client in the Americas said: “They 
are our exclusive provider. However 
they are constantly looking for ways to 
keep the program competitive.”

Another Americas client said: “The 
income generated well exceeded 
and the program enhancements 
implemented over a year ago delivered 
beyond expectations. The client service 
team is very responsive and proactive. 
There were no operational or tax issues 
experienced in the year. The program 
overall was well run.”

An Asian client of State Street 

said: “They are proactive to explore 
opportunities to enhance returns and 
understand the client’s risk appetite.”

Another said: “We’ve mandated State 
Street as our securities lending agent 
for many years. We are very satisfied 
with the service they offer. Their service 
is very reliable and high quality.”

Another Asian customer said: 
“They have introduced three new 
methodologies (either by enhancing 
the collateral management scheme or 
making special lending arrangements) 
which is to help investors to be 
exposed to more opportunities to lend 
at a higher rate.”

Deutsche Agency Lending:

Deutsche Agency Lending came top 
in the weighted Europe, Middle East 
and Africa category with 6.88, which 
was more than a point above the next 
lender (Citi with 5.71). The German 
lender also came top in the unweighted 
EMEA category with a high score of 
6.81.

Deutsche Agency Lending also 
scored well in the functional categories. 
The lender was top in the weighted 
section in all but two of the categories: 
engagement on corporate actions and 
emerging market coverage.

In the unweighted section, Deutsche 
Agency Lending was top-rated 
for income generated, lending 
program parameter management, 
developed market coverage, program 
customisation, reporting transparency, 
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THIRD-PARTY AGENT LENDERS SERVICE CATEGORIES  (UNWEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 5.67 5.80 6.10 6.50

eSecLending 6.60 6.55 6.42 6.55

Goldman Sachs Agency Lending 6.78 6.68 6.58 6.68
JPMorgan 6.43 6.71 6.00 6.57

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 6.10 6.00 6.40 6.20

eSecLending 6.50 6.55 6.73 6.55

Goldman Sachs Agency Lending 6.79 6.78 6.74 6.68
JPMorgan 6.43  6.29 6.57

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 6.60 5.60 5.60 5.70

eSecLending 6.58 6.17 6.50 6.45

Goldman Sachs Agency Lending 6.84 6.53 6.68 6.58
JPMorgan 7.00 6.29 6.29 6.57

THIRD-PARTY AGENT LENDERS SERVICE CATEGORIES  (WEIGHTED)

COMPANY COLLATERAL HANDLING  OF INCOME LENDING PROGRAMME 
 MANAGEMENT CORPORATE  GENERATED  VS PARAMETER   
  ACTIONS/ DIVIDENDS EXPECTATION MANAGEMENT
Citi 6.22 3.67 8.46 6.44
eSecLending 6.79 3.96 8.47 6.24

Goldman Sachs Agency Lending 6.88 3.93 8.56 6.16

JPMorgan 6.51 3.94 7.80 6.07

COMPANY DEVELOPED  EMERGING PROGRAMME PROVISION OF MARKET 
 MARKET MARKET CUSTOMISATION & REGULATORY UPDATES 
 COVERAGE COVERAGE
Citi 3.65 2.44 5.21 3.23

eSecLending 3.86 2.57 5.31 3.29
Goldman Sachs Agency Lending 3.79 2.52 5.16 3.27

JPMorgan 3.53  4.77 3.20

COMPANY RELATIONSHIP REPORTING AND RISK SETTLEMENT AND 
 MANAGEMENT TRANSPARENCY MANAGEMENT RESPONSIVENESS 
    RECALLS
Citi 7.13 7.12 9.22 7.25

eSecLending 6.74 7.46 10.09 7.84
Goldman Sachs Agency Lending 6.93 7.72 10.20 7.75

JPMorgan 7.14 7.44 9.55 7.72

THIRD-PARTY AGENT LENDERS (UNWEIGHTED)
COMPANY EMEA AMERICAS GLOBAL TOTAL AVERAGE
Citi  6.45  

eSecLending 6.57 6.33 12.90 6.45

Goldman Sachs Agency Lending 6.57 6.82 13.39 6.70
JPMorgan  6.15  

THIRD-PARTY AGENT LENDERS (WEIGHTED)
COMPANY EMEA AMERICAS GLOBAL TOTAL AVERAGE
Citi  6.34  

eSecLending 5.21 6.59 11.80 5.90

Goldman Sachs Agency Lending 5.62 6.61 12.23 6.12
JPMorgan  6.09  

risk management, and settlement and 
responsiveness.

When marked against the other 
agency lenders, Deutsche Agency 
Lending was top in Europe, the Middle 
East and Africa in both the weighted 
and unweighted categories. In the 

weighted category, Deutsche Agency 
Lending scored 7.30, which was the 
highest score of any agency lender in a 
single category.

Its European clients were particularly 
complimentary about Deutsche 
Agency Lending. One said: “We very 

much appreciate the high quality of 
the securities lending services and the 
flexibility with regard to the parameters 
of the program and reports provided 
by Deutsche Agency Lending.”

Another added: “We are very happy 
with the overall relationship.” One 
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European customer said Deutsche 
Agency Lending has “the flexibility 
to customise the lending guidelines 
and reporting”. A client said: “From 
our experience, Deutsche bank helped 
us find innovative solutions for our 
needs.” Another added: “Our demands 
with regards to individual reporting 
were fulfilled in all cases.”

eSecLending:

eSecLending did better in the 
unweighted category, coming second 
to Goldman Sachs Agency Lending 
with an overall average of 6.45 due to 
an individual score of 6.57 in EMEA 
and 6.33 in the Americas. In the 
weighted category, eSecLending scored 
a total of 5.90 linked to a score of 6.59 in 
the Americas and 5.21 in EMEA.

Among the categories, eSecLending 
did well in the weighted and 
unweighted categories. In the 
weighted lists, eSecLending was top 
for emerging market coverage and 
joint top for engagement on corporate 
actions. 

The lending firm was second for 
developed market coverage, program 
customisation, provision of market and 
regulatory updates, and eSecLending 
was third overall for income 
generated, lending program parameter 
management, and settlement and 
responsiveness.

In the unweighted version of the 
categories, eSecLending was second 
for engagement on corporate actions 

and emerging market coverage, third 
for collateral management, lending 
program parameter management, 
developed market coverage, program 
customisation, provision of market 
and regulatory updates, reporting 
transparency, and settlement and 
responsiveness.

When benchmarked against its agency 
lending peer group, eSecLending was 
joint top with Goldman Sachs Agency 
Lending in the EMEA unweighted 
category, and second overall to 
Goldman. In the weighted category, 
eSecLending was second in EMEA, the 
Americas and overall.

eSecLending garnered some glowing 
reviews, with one clients raving about 
the firm’s “ability to change/grow with 
us as we adapt to a changing market”.

The client continued: “It’s a simple 
statement, but our latest product has 
eSecLending involved in the entire 
process - brainstorming, market 
feedback, technology, operations, 
compliance and reporting feedback 
and development. A true start to finish 
partner that is flexible and supportive 
while making concept a reality.”

Customers said eSecLending is 
always looking for new markets and 
another client said: “eSecLending does 
the best job of presenting new alpha 
opportunities.”

A European client said: “eSec 
has continued to provide bespoke 
solutions for our assets; in particular 
investigating potential liquidity 

management solutions; implementing 
an automated solution for GC 
lending; and developing a process for 
incorporating a new range of funds 
into the program which are structured 
in a slightly different way from the 
market norm and are not widely lent 
on.”

Another European client added: 
“eSecLending’s commitment to 
performance and service makes 
them a valued and trusted partner 
for our securities lending activities. 
They are responsive to our program 
needs and are always looking for 
new and different opportunities for 
my program.  They are focused on 
opening new lending markets as well 
as bringing forward innovative trade 
opportunities to maximise value for 
us.”

An American client said: “Nora 
Bowman and the eSecLending team 
have exceeded our expectations for 
this mandate. They routinely provide 
up-to-date account reporting and 
innovative solutions.”

Another Americas customer added: 
“The risk management and relationship 
management teams are top notch, very 
involved and absolutely vital to all that 
we do here.”

A large US-based client said: “We 
host semi-annual meetings with their 
investment professionals where they 
discuss market updates and trends 
with our equity, execution and fixed 
income units.  This relationship is 
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ongoing throughout the year via phone 
calls, emails, Bloomberg chats etc.”

RBC Investor & Treasury Services:

RBC Investor & Treasury Services 
was second in the Americas in the 
unweighted category with a score of 
6.57, narrowly behind Goldman Sachs 
Agency Lending with 6.82. RBC was 
also third overall in the global averages 
in the unweighted section with a 
score of 6.44, which put it behind only 
Goldman Sachs Agency Lending and 
eSecLending.

RBC Investor & Treasury Services 
was second in the unweighted version 
for engagement on corporate actions. It 
was third in the unweighted category 
for income generated, emerging market 
coverage, relationship management, 
reporting transparency and risk 
management.

In the weighted section, RBC Investor 
& Treasury Services was also fourth-
ranked for collateral management, 
lending program parameter 
management, developed market 
coverage, program customisation and 
provision of market and regulatory 
updates.

When ranked only against the other 
custodial providers, RBC Investor & 
Treasury Services was top overall in the 
unweighted section with an average 
score of 6.44 and won in the Americas 
where it scored 6.57.

When compared to other custodians, 
RBC Investor & Treasury Services 
performed well in the functional 
categories, coming second to one of 
Citi, Deutsche Agency Lending or J.P. 
Morgan is all but one of the categories. 
RBC Investor & Treasury Services was 
top rated in the unweighted section for 
engagement on corporate actions.

An Americas-based client said: “We 
have had a great experience working 
with the RBC securities lending team.  
They have actively partnered with us 
to help us improve our program.  We 
are exceeding our revenue targets 
and the program risk is appropriately 
managed.  If possible, as listed above, if 
we could receive more regular market 

and regulatory updates that would be 
helpful.  We look forward to continuing 
our partnership with RBC.”

Another US-based firm said: “We 
have been very satisfied with the RBC 
IT&S securities lending program.” A 
European client agreed, adding: “They 
have very good expertise, a great 
service and their responsiveness is 
excellent.”

A European client praised RBC IT&S 
for their automation, not least with 
Equilend’s NGT capabilities.  

The beneficial owner added: “RBC 
were a market leader in this space in 
2018 which has enabled us to automate 
almost 70% of our flow. This enables 
the desk to concentrate their efforts 
on higher value trades and connecting 
with our lenders to bring opportunities 
to them.

The client continued: “Internally we 
have started to work with the ACE labs 
in order to explore options to improve 
some of our core legacy platform 
deficiencies. The SL team works closely 
with business management to bring 
desktop solutions to the table. RBC 
implemented necessary solutions to 
support regulatory and compliance 
requirements for our clients together 
with PWC. We provide quarterly 
market commentary for each region, 
covering in details market trends, 
demand drivers and top securities.”

Citi:

Citi maintained its solid performance 
in all three regions in the unweighted 
list, scoring an overall total of 6.06 
compared to 6.04 last year. The US 
lender improved its score in the Asia-
Pacific to 5.56 compared to 5.48 last year 
and matched last year’s Americas rating 
of 6.36 to come third in that region.

In the weighted category, Citi 
improved its score in the Americas to 
6.52 from 6.11 last year to claim third 
spot narrowly behind Goldman Sachs 
Agency Lending and eSecLending.

In the weighted list of lenders’ 
proficiency across the different lending 
functions, Citi performed better in the 
weighted category. Citi was second for 

relationship management and third for 
collateral management, engagement 
on corporate actions, emerging 
market coverage, risk management, 
and settlement and responsiveness. 
Citi was joint third with Goldman 
Sachs Agency Lending on reporting 
transparency.

Ranked against the other custodial 
lenders, Citi had the highest global 
total of 18.01 in the unweighted 
category and came top in the Americas 
in the weighted list with an impressive 
score of 7.18.

Ranked against the other custodian 
lenders by functional performance, Citi 
was top for emerging market coverage 
in the weighted and unweighted lists. 
When compared to the other agency 
lenders, Citi was top in the weighted 
section for lending program parameter 
management.

Citi’s clients commended the service 
for its ability to customise reports, 
with beneficial owners adding: “We 
have found Citi to be very responsive 
to our requests and helpful in working 
through the daily, monthly, quarterly 
issues that have come up.”

An Americas-based client said: 
“Citi is constantly coming to use with 
potential program enhancements and 
market updates.”

Another Americas client added: “Citi 
provides us with a reporting platform 
to give us a direct look into how our 
program is operating with real time 
data.”

Other clients listed among Citi’s 
qualities: “Good client service; high 
revenue performance; relentless efforts 
to increase earnings; efficient and 
sophisticated reporting; and its great 
customer support system.”

A US-based client said: “Our 
securities lending program launched in 
March of 2018 with Citi. The program 
launch was very smooth and the 
representatives at Citi have been very 
effective at assisting us as with all 
questions and/or issues that need to be 
resolved. We have been happy with our 
experience with Citi for the first year of 
our new securities lending program.” 
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Chair: Borrower behaviour & rev-

enue opportunities – where were 

they for lenders in 2018?

Nancy Allen: 2018 was very positive 
from a revenue perspective. Global 
gross revenue, as of November 30, was 
$9.3 billion, up 9% from 2017. Across 
the board, regionally and by asset class, 
the theme has been higher volumes and 
generally flat to lower fees. In the first 
three quarters, the rising markets result-
ed in greater on-loan values; however, 
as the markets sold off in the fourth 
quarter, lending volumes also declined. 
As we hit mid-year, 2018 revenue was 
up 20% versus 2017. As of November 
30, that gain was eroded to 9%. 

Global equity revenue was $7.3 bil-
lion through the end of November, up 
11% as a direct result of higher loan 
volumes. Fixed income revenue was up 
only 2% at $1.9 billion, while regionally, 
EMEA and APAC revenue was up 20% 
and 32% respectively; both regions ben-
efited from higher volumes. EMEA on-
loan balances were up 11%, and APAC 
29%. In both of these markets, fees were 
slightly up. 

Americas revenue is a great example 
of the impact of rising markets in H1 
versus the second half of the year. Mid-
way through the year, revenue was up 
9% on 2017, but ended the year down 
4%. 

In 2017, the top five names produced 
$382 million of revenue with a volume-
weighted average fee of 347 basis points 
(bps) and an average on-loan volume of 
$11.9 billion. In 2018, the top five names 
contributed $465 million with a volume-
weighted average fee of 305 bps, but an 
average on-loan volume of $15.8 billion. 
It’s been a volatile year to say the least 
for Tesla, the top-earning security year 
to date. Fees spiked up in February on 
the back of Model 3 production issues, 
and selling pressure continued into Q2. 
Then in Q4, Elon Musk announced that 
the company was close to being profit-
able, and Tesla then traded down closer 
to GC levels. 

When looking at 2018 average sup-
ply, beneficial owners held $19.5 trillion 

Securities finance experts met in New York on 
December 6, 2018 to review the year and look 
at what lies ahead for the business in 2019.

Renewed 
optimism
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of lendable assets across all beneficial 
owner types, including collective in-
vestment vehicles, pension plans, gov-
ernments/sovereigns and insurance 
companies. US-based beneficial owners 
made up 51% of the lendable base. From 
an on-loan perspective, pension plans 
accounted for 32% of global volumes, 
followed by governments/sovereigns 
and then collective investment vehicles 
and insurance companies. The on-loan 
allocation makes sense as certain ben-
eficial owners like 40 Acts and UCITS 
funds are subject to more restrictive 
guidelines.

Anthony Toscano: It would be in-
teresting to see the revenue trend lines 
from cash collateral versus non-cash, 
especially in light of the US having very 
robust money market investment op-
portunities. While volumes continue to 
rise, the revenue is really being gener-
ated on the cash side, especially in the 
light of the fact there are less specials, 
which Nancy highlighted. 

Secondly, it would be interesting to 
see whether ticket volumes have risen 
because naturally as specials have de-
clined, GC has increased. It’s something 
that interests me a great deal, because 
most of my programme is not all that 
interested in high volumes/high turno-
ver type transactions. 

As far as borrower behaviour, we’ve 
seen European banks shift their trad-
ing books offshore to broaden the types 
of collateral that they can pledge. This 
forces US lending desks and lenders 
to adhere to different types of regula-
tory regimes such as SFTR and Mifid. 
I’ve been in the business for quite a few 
years and there’s never a dull moment, 
there’s always something new to tackle!

Bill Kelly: DataLend’s statistics are 
in line with our experience. The data 
shows that decisions have been made 
by select clients to take advantage of 
certain collateral or term flexibility op-
portunities. However, as Nancy pointed 
out, opportunities across the benefi-
cial owner community are not equally 
available: pension funds and sovereign 
wealth funds have greater possibilities 
with respect to collateral or term flex-
ibility. BNY Mellon’s securities lending 
volumes are up 30% year-on-year and a 
lot of that is in the fixed income space 
and driven by demand for HQLA. That 
trade has continued to trundle along 
and grow. For clients that have the right 
portfolio and the appetite for accepting 
different types of collateral and term 
flexibility, that demand for HQLA rep-
resents an opportunity. We’ve seen that 
throughout our programme and this 
aligns with Nancy’s data. 

Bill Smith: Flexibility has become more 
important. Some clients have room to 
adjust based on a softening regulatory 
environment, which gives them flex-
ibility to take advantage of more op-
portunities. Those opportunities surface 
in client discussions about where value 
could be added in a lending program, 
and can be identified with few key ques-
tions. Can you take advantage of term? 
Can you take advantage of the broadest 
collateral schedule out there? Do you 
have approved borrowers who are non-
US borrowers, as some of the borrowers 
have moved their business more heav-
ily overseas? 

One thing we’ve seen is a contin-
ued march toward non-cash collateral, 
which has had a much more significant 
effect on some client groups than oth-
ers. A number of the US-regulated cli-
ents can’t take advantage of equities as 
collateral, so this trend is not affecting 
them as favourably as it may be others. 
For clients who could take advantage 
of all opportunities, 2018 was a pretty 
good year, even though specials may 
have been a less fruitful producer of 
revenues than in the prior year.   

Brendan Eccles: I would echo the 
sentiments around collateral flexibility, 
which is definitely the most important 
factor that’s been affecting our business. 
Over the last four or five years we’ve 
really been shifting drastically into non-
cash, it’s primarily off balance sheet and 
is generally more efficient for us and 
gives us the ability to grow our business 
without affecting our funding footprint 
dramatically. Customisation is also a re-
ally key point to the extent we can do 
collateral upgrade trades with lenders 
fitting our term needs. Those are big 
wins.

John O’Loughlin: We employ three 
lending agents to lend over 100 active 
lending funds. Our team exercises ex-
tensive operational and compliance 
oversight, and we also develop risk 
parameters and assess new opportuni-
ties in conjunction with our securities 
lending oversight committee. We be-

2018 was very 
positive from a 

revenue perspective

– Nancy Allen, Datalend
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lieve having multiple agents enables the 
Funds to create an internal benchmark 
and benefit from diverse capabilities 
and viewpoints, which allows us to 
better drive performance and mitigate 
risk. We’re not able to take advantage 
of some of the opportunities Jim and 
Bill spoke about since we run a 1940 
Act programme, however, we began ac-
cepting non-cash collateral recently, and 
we’re seeing that open up certain op-
portunities such as lending in emerging 
markets. We have also seen significant 
demand for our ETF assets in the past 
year.

Brian Yeazel: A number of insurance 
companies have similar programme 
styles to ours. We have a lot of fixed 
income assets that we like to use as ef-
ficiently as possible and that makes an 
in-house lending programme for those 
types of assets particularly attractive 
for us. Given the financial strength of 
Northwestern Mutual there’s less coun-
terparty risk when dealing directly with 
us. So, from a fixed income standpoint 
we’ve lent treasuries for decades direct-
ly to the street. The nature of that pro-
gramme changed as banking regulation 
changed and made it more difficult for 
the street to carry the balances. We’ve 
all seen the shrinkage of repo books. 
The reinvestment side of the business is 
where we typically make our money in 
this programme. 

One of the new developments we 
started in 2018 was going directly to 
other buy-side firms, in particular mon-
ey market funds. As Bill mentioned, 
there’s huge demand for high quality 
liquid assets on the part of government 
money market funds and with the shift 
in the 2a-7 rules, more cash has been 
flowing into those funds and they’ve 
been looking for more opportunities to 
diversify the repo books. Northwestern 
Mutual is a natural fit for these shops, 
and we’ve found more demand than we 
could handle. We began lending treas-
uries directly to a couple of firms this 
year. Going into 2019 one of our new 
initiatives will be to develop our own 
tri-party platform to be able to not just 

deliver securities on a physical basis to 
other buy-side firms but to deliver them 
by our tri-party programme, making it 
much more attractive for those buyers 
to deal directly with us. I think we’re 
going to see a huge amount of growth 
there in the coming year. 

On the equity side, on the other hand, 
we had for many years run an agent 
lender programme using an agent 
lender with us as a beneficial owner. We 
cut that back after 2008 and a couple of 
years ago we indexed our entire equity 
portfolio, so the opportunity set there 
has really disappeared. There’s just not 
room in our current investment mix to 
lend out our equities. So, we’re sticking 
with the fixed income assets, and again 
we see tremendous growth opportunity 
in the coming year. 

Axel Hester: The programs we over-
see are all commingled, which limits 
us on the types of collateral we can 
take and our ability to do term. We run 
our programmes, which are global – 
Americas, Europe, Asia – largely on an 
intrinsic value basis. We use three differ-
ent lending agents, and have designed 
each programme differently based on 

the different regulatory environments 
and markets. In the past year, we have 
been reassessing and tailoring our pro-
gramme specifically for each region. 
That being said, the remarkable bright 
light for the programme this year has 
been ETFs. The demand for ETFs has 
certainly broadened in scope, both the 
number of different ETFs being bor-
rowed, and the volume of ETFs being 
borrowed has increased. The first half 
of the year generated attractive overall 
returns. Being an intrinsic value pro-
gramme, for the last couple of months 
demand has diminished as special 
trades have waned. As far as the col-
lateral upgrade trades, we don’t partici-
pate significantly. This isn’t something 
we’re chasing due to the limited intrin-
sic value in the trades.

Bob Hollinger: In terms of securities 
lending, we at Barrington, as consult-
ants, are facilitators rather than execu-
tors. We’re neither a lender, borrower 
or agent. Our clients are typically 40 
Act clients and they’re all using exter-
nal agents. Some are doing internal col-
lateral management and they’ve been 
extremely successful in the near term. 

Given the financial strength of Northwestern 
Mutual there’s less counterparty risk when 

dealing directly with us.

– Brian Yeazel, Northwestern Mutual
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Those who are using their agent to 
invest in an instrument of the agent’s 
preference are far less successful in 
terms of collateral reinvestment. We 
have clients who are making substan-
tially more in collateral reinvestment 
than they are in lending - it’s been a 
good year for them. In terms of lending 
policies, all of our clients have closely 
controlled securities lending policies 
and strategies, and they’re very slow 
to change. Typically they’ve each es-
tablished minimum spreads across all 
of their portfolios and, at this point, 
they are actively loaning ETFs where 
they have them. I have not seen any-
thing that indicates the Boards are be-
ing more proactive in terms of modify-
ing policies as they see the marketplace 
change. Generally it’s been a good year. 
Those who manage the collateral and 
invest it themselves have been extreme-
ly successful, the others less so. They’re 
realising as the dynamics change that 
they need to relax their guidelines to 
get more of their portfolios out on loan. 
That’s beginning to happen for some 
of them but others are still controlling 
lending a little too closely.

Chair: What are some of the tra-

ditional uses of securities lending 

data and what are some alterna-

tive uses?

Nancy Allen: Price discovery, liquid-
ity and performance measurement are 
the traditional uses of securities lending 
data. What’s been interesting to observe 
is the evolution of data use as technol-
ogy has advanced. Gone are the days 
when traders manually look up each 
security one at a time on their screens. 
Today, data is integrated into trading al-
gorithms to facilitate automated trading 
over platforms like EquiLend’s NGT. 

The traditional use of data by benefi-
cial owners was usually in the form of 
statements summarising balances, earn-
ings and perhaps year-over-year per-
formance. Now, beneficial owners are 
demanding more from the data, includ-
ing revenue attribution, over/under-
performing securities and key revenue 
drivers. Performance measurement 
tools help beneficial owners evaluate 
agent lender performance relative to the 
market and other agents. Recently, ben-
eficial owners started to consume data 

directly via data feeds or our new API 
in order to perform their own analysis, 
and that’s a big step forward. In addi-
tion, beneficial owners are analysing 
the data not only from a lending pro-
gramme perspective, but they are taking 
a more holistic view and asking, “What 
can I learn from securities finance data? 
What is it telling me?”

Portfolio managers are using securities 
lending data for portfolio construction 
and to identify trading signals. Securi-
ties lending data is also a component 
of index creation, and non-securities fi-
nance trading desks such as traditional 
cash trading desks are looking at our 
data for insight into liquidity and fees. 
The use cases will continue to expand 
alongside growth in automation and 
technology as data providers continue 
to deliver data in a more consumable 
fashion. 

Axel Hester: Our use of data is grow-
ing rapidly. At State Street Global Ad-
visors, we are migrating securities 
lending toward a front-office function, 
and are receiving interest in data from 
portfolio managers regarding position 
liquidity and borrower demand. For us, 
data also becomes a valuable resource 
when you consider the development of 
new products and monitoring of our ex-
isting products i.e. – how liquid are our 
ETFs? How readily available are they to 
borrow? The data filters throughout the 
firm to all the different functions, form-
ing an understanding for traditional 
portfolio management and product de-
velopment teams.

Brian Yeazel: I absolutely agree with 
Axel. Over the years our portfolio man-
agers have wanted more and more data, 
we’re not an intrinsic value programme, 
so the value comes from our cash in-
vesting. We are aggregating all of our 
investments and exposures, so we have 
to keep a very close eye in terms of how 
we have invested this cash. Interestingly 
enough it does end up resembling our 
general account fixed income portfolio 
quite closely, we have a mix of corporate 
bonds, commercial paper, some asset-

We have 
clients 

who are making 
substantially 
more in collateral 
reinvestment than 
they are in lending - 
it’s been a good year 
for them

– Bob Hollinger, 

Barrington Partners
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backed securities, some very short-term 
mortgage-backed securities. As that 
portfolio has grown it’s impacted some 
of our exposures. Having information 
on a daily basis flow into the portfolio 
managers is critical for us to stay within 
our board-approved guidelines.

Axel Hester: One of the things DataL-
end and other industry providers have 
done well is developing user-friendly 
interfaces. Data that is more readily ac-
cessible - even if it’s not audited and 
100% accurate – is easier to process, 
digest, understand and communicate 
than data in raw form.

John O’Loughlin: We leave the lend-
ing decision to the portfolio manager. 
As transparency has increased, and we 
let the PMs know about available data, 
they’re starting to come out to us to ask 
for revenue estimates and the impact of 
shorts on their long values. As a result, 
we are seeing more funds electing to 
participate in the program.

Nancy Allen: We offer our clients 
multiple different ways to consume 
our data. Most simplistically, data is 
provided over our Web-based screens 
or through an Excel Add-In tool. For 
clients who have the technology to in-
tegrate the data, we offer daily file feeds 
and a brand-new API designed for 
widespread compatibility with many 
software languages. Regardless of the 
delivery method, data quality remains 
critical. We put our data through a num-
ber of cleansing algorithms to eliminate 
outliers and duplications, and we con-
tinually review our data coverage fo-
cusing on the underlying contributors 
to our data set. The underlying dataset 
is extremely important for a beneficial 
owner looking to perform true bench-
marking. 

Bill Smith: Most of our clients have 
an appetite to consume more data, and 
the industry’s drive to transparency has 
resulted in a massive amount of data 
available. There’s a degree of efficiency 
with which the market needs to oper-

ate so that you’re not just providing any 
data to your clients but you’re provid-
ing data that matches what they need 
and answers the questions they’re look-
ing to answer. We continually challenge 
ourselves to find the best ways to effi-
ciently deliver data to our clients, and 
distil that data in ways to create value. 
Securities lending is moving in a direc-
tion where over the next two or three 
years it will become even more trans-
parent, given the evolving regulations 
that affect both clients and the markets 
in total, both here and in Europe. The 
access to data, and the value added by 
analysis, is going to be key to clients go-
ing forward.

Bill Kelly: The interest from the asset 
owners in terms of receiving and con-
suming data has only grown. Informa-
tion we provide to asset owners is being 
aggregated with third-party informa-
tion across their programme. The other 
aspect of this is that some asset owners 
have an acute interest in incorporating 
this information as an additional view 
on the market. Perhaps their portfolio 
managers aren’t quite sure how to best 
use securities lending data yet, but I 
think they’re interested in receiving the 
information. To Nancy’s point, in terms 
of driving automation, we’re probably 

more data parameter-driven at present, 
but we’re on the precipice of developing 
more robust algorithmic trading capa-
bilities.

Anthony Toscano:  The data is readily 
available and invaluable. One of the real 
challenges is delivering it to the people 
who find it most impactful to their in-
vestment goals and to the people who 
can make decisions off of that data. 
The vast majority of the day-to-day cli-
ent contacts, are using data mostly for 
benchmarking performance year-over-
year, quarter-over-quarter, themselves 
versus the industry, rather than people 
making investment decisions based 
on the potential alpha generation is by 
holding the security. How we deliver 
that information to people to make 
those concrete investment decisions is 
important. 

Data also needs to be explained. If we 
look at the proliferation of non-cash col-
lateral in US, a blanket statement cannot 
be made without looking at increased 
volume by client types and what’s the 
percentage by client type?’ You might 
see a huge concentration of sovereign 
wealth funds with exposures to equities 
as collateral offshore. That may tell a dif-
ferent story to a mutual fund or pension 
fund. Clients still need a practitioner to 

We are 
seeing more 

funds electing to 
participate in the 
program

– John O’Loughlin, 

John Hancock 

Investments
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help interpret data in order to provide 
the background necessary for making 
any changes to their programs.  

Bob Hollinger: Our clients are access-
ing data more frequently. It’s available, 
and they’re looking at it but they don’t 
quite know how to analyse it them-
selves. So they’ve turned to their agen-
cy lenders to say, ‘Okay, you have the 
data, tell me how we’re doing on your 
programme relative to someone who 
mirrors us in the general marketplace.’ 
Therefore, they get vendor reports and 
that always show that they’re outper-
forming the general marketplace. Cli-
ents are getting more and more sceptical 
about the answers they’re getting from 
their agency lenders. So now they’re 
beginning to look for market data them-
selves and bringing it in-house; and try-
ing to do the analysis to satisfy Board 
members who are asking, ‘How are we 
doing compared to the universe?’ So 
you’re right, it’s a hard question to an-
swer, but I think there’s pressure from 
above, and from the side now, to make 
that happen. Otherwise they look like 
Lake Wobegon where they’re all better 
than everybody else.

Anthony Toscano: Comparing in-
dividual lending programme perfor-
mance with the wider market is virtu-

ally impossible. But interestingly that 
comparison flushes itself out somewhat 
for mutual funds in the SEC filings for 
securities lending revenue.

Bob Hollinger: In that context what 
we’re seeing is - for those who manage 
internally but use an external agent - a 
very close, highly interactive day-to-
day relationship between the client and 
the lending agent, so they can manage 
that cash collateral pool effectively.

Nancy Allen:  DataLend controls peer 
group performance comparisons and al-
gorithms, which cannot be changed by 
an agent. If a beneficial owner has mul-
tiple agents who provide DataLend per-
formance reporting, that beneficial own-
er can rest assured that the peer group is 
controlled by DataLend. We conducted 
a survey about 18 months ago solicit-
ing feedback directly from beneficial 
owners regarding their approach to 
securities lending and benchmarking. 
The overwhelming feedback was that 
securities lending is now viewed as an 
alpha-generating investment product, 
and therefore, benchmarking is neces-
sary to monitor performance. The sur-
vey also confirmed that responsibility 
for lending is shifting from the COO or 
operations manager to the CIO or port-
folio manager, which makes sense given 

lending is viewed as an investment 
product. That change is driving many 
of the conversations we’re having. 

Chair: As rates rise, is there more 

value in securities lending for 

funds?

Bill Smith: Traditionally, rising inter-
est rate environments tend to squeeze 
spreads, but can often stimulate volatil-
ity in the markets. Therefore, it can be 
difficult to determine whether it’s the 
rising rate or the volatility that’s driving 
value. Having moved off historically 
low rates, it is important to be remind-
ing clients they can actually add incre-
mental return from the investment side 
of their program. Hopefully over the 
next 12 to 24 months, this will give cli-
ents reasons to re-evaluate their invest-
ment model. In many cases, there may 
be return opportunities that will create 
a demand to expand cash collateral in-
vestments. 

One example is prime funds. The im-
pact of money market reform triggered 
some investment flows away from 
prime funds but, in the current rising 
rate environment, these funds have be-
gun to demonstrate a significant spread 
over government funds. This may cause 
clients to re-evaluate their choices, and 
open their minds to looking at prime 
funds again. In the two years since mon-
ey market reform, prime funds have 
also gained a lengthening track record 
of having near zero movement in their 
NAVs. 

 
Brian Yeazel:  First, I agree with Bill, 
it’s the volatility now that’s created dif-
ferentiation in risk and reward. Now 
there are opportunities to take a little bit 
of risk and pick up some potential real 
yield. Generally what we’ve found over 
the 20 years we’ve run the programme 
is in falling rate environments we’ve 
made more money as prices go slightly 
higher, but our volumes tend to decline 
because the margins are squeezed when 
interest rates are low. Currently, the vol-
umes can pick up as interest rates are 
rising but we’re giving up a little on the 

Comparing individual lending programme 
performance with the wider market is 

virtually impossible

– Anthony Toscano, Deutsche Bank
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income. Every time there’s a rate hike 
you may fall a little bit behind the curve, 
but if you can try to anticipate the rate 
hikes and price it into your reinvest-
ments you can stay ahead of that drop 
in your daily programme income. As I 
said, it’s giving us a chance to expand 
the volume that we have on loan and 
maintain our margins. We’re much hap-
pier with the current rate environment. 
2019 will be very challenging because 
it was much easier to anticipate where 
rates were going in 2018, and I see the 
crystal ball is much cloudier next year 
in terms of what the Fed is going to do 
and how to price that risk. We’ll see 
what 2019 brings, but we’re happy with 
where rates are today. 

Bob Hollinger: We’re seeing is - for 
those who manage internally but use 
an external agent - a very close, highly 
interactive day-to-day relationship be-
tween the client and the lending agent, 
so they can manage that cash collateral 
pool effectively.

Bill Kelly:    We’re seeing tremendous 
interest from asset managers migrat-
ing into the prime space. To Bob’s 
(Hollinger’s) earlier point, they may 
be managing their cash themselves, so 
they’re comfortable with their process 

associated with the credit and risk de-
cisions. It would be interesting to have 
this conversation a year from now and 
see where we’re at in terms of adoption 
and volumes.

Nancy Allen: In 2018 we saw a 30% 
uptick in revenue generated from cash 
reinvestment versus 2017, even though 
we had the same number of rate hikes 
in 2017 versus 2018. It would appear, as 
Brian mentioned, that funds were better 
positioned to take advantage of the du-
ration mismatch in 2018. 

Brendan Eccles:   From a short-seller’s 
perspective, as the rebate you receive 
on your short sale proceeds increases, 
the cost of maintaining your shorts de-
creases. For instance, in a zero rate envi-
ronment you have to pick a short that’s 
going to go down to make any money; 
in a 3% environment even if the price of 
the stock you short stays flat you still 
make 3%. 

Anthony Toscano:   There’s no ques-
tion that the increased rates have given 
participants in securities lending more 
opportunities to generate income, but 
to demonstrate our experience here 
around this table it requires disciplines 
such as overall duration, liquidity; and 

that’s real overnight liquidity. A view 
across your program that dissects where 
the cash collateral is coming from. You 
can run a short-term cash strategy with 
all the bells and whistles but it needs to 
be managed with a close eye on the loan 
side (which I refer to as the liability side 
of the ledger) to ultimately maintain the 
risk reward that clients who are looking 
to “earn incremental income on idle as-
sets” have really signed up for.  

The same holds true for all commin-
gled investment vehicles. I’m always 
interested in how many other securities 
lending agents invest into these funds. 
What percentage in aggregation are all 
securities lenders in these funds? Be-
cause money comes in for one reason 
and it all goes out for the same reason. 
But it’s an effective tool and, when man-
aged properly, can really lead to some 
record earnings. Also, those funds have 
much more liquidity than they did prior 
to money market reform.

Chair: Tesla CEO Elon Musk has 

recently been critical of securi-

ties lending – do such comments 

highlight a lack of understand-

ing of this industry? Is this type 

of attention good or bad for the 

business?

Bob Hollinger:  One benefit we saw 
from Mr Musk’s exposure in the trade 
press was that we’re continuing to have 
discussions with clients who either are 
sitting on the side line or have never 
lent.  His comments got the attention of 
so many senior management and Board 
people who then wanted to say, ‘I don’t 
understand lending, can you help us 
understand?’ We’ve done a lot of educa-
tional meetings with people that never 
were willing to even talk about lending.  
It became the topic de jour for a while. I 
would say it was good for the business 
overall, just because it stimulated con-
versation.

Anthony Toscano:  He is not the first 
CEO to comment about securities lend-
ing. For me any criticism highlights the 
fact that this over-the-counter product 

We continue to 
see institutions 

reengaging after 
having remained on 
the sidelines, and 
growth in first-time 
entrants into lending 
programs

– Bill Smith, JP Morgan
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has no counterweight when someone 
comes out and makes a broad statement 
about the entire industry. It’s left to peo-
ple in this room to individually address 
these things, which is difficult. We don’t 
get together and rehearse it, we’re all 
saying the same thing but in a slightly 
differently manner and information 
gets interpreted differently. Of course, 
his social media platform is over 20 mil-
lion followers and people make snap 
judgments but active managers have to 
look at securities lending because pas-
sive managers have already embraced 
the fact that alpha generation is limited 
to a certain number of leavers and one 
of the largest leavers is securities lend-
ing. If you don’t pull that lever you’re 
likely to l have a tracking error amongst 
your peers.

Bill Kelly: Active managers have prob-
ably been more selective in terms of se-
curities lending in the past, but because 
of the momentum that passive strate-
gies have had in accumulating assets 
over the last several years, active funds 

are now embracing and examining se-
curities lending and overcoming their 
philosophical reticence because they 
need to be able to compete. We’re see-
ing asset owners and asset managers 
wanting to be in a position that they can 
reduce the economic unit cost for their 
shareholders by participating in lending 
and basically netting off against the ad-
visory or management fees.

Brendan Eccles:     There have been 
some really interesting stories this year 
about ETFs and fee compression, which 
have led to a lot of discussion around 
securities lending. There’s no better evi-
dence of direct benefit to the consumers 
and people that are in funds involved 
in securities lending than saying, ‘You 
don’t pay a fee on your ETF anymore 
because we’re good at lending out se-
curities.’ That coupled with empirical 
evidence that the market is more liquid 
and transparent with all opinions re-
flected. You can liken it to the real estate 
market, or the cryptocurrency market 
this year. Some of the biggest investors in 

the world came out and said, ‘Bitcoin is a 
joke, it’s going to zero,’ and the price of 
Bitcoin continued to climb close to 20,000 
but no one had a way of reflecting their 
negative opinions, and then you saw a 
huge crash. Is the market better with a 
lot of opinions resulting a more accurate 
price, or is it better to have these price 
balloon and bubble burst?

Chair: Leverage and capital 

constraints on this business have 

been well-documented. How well 

has the industry adapted? What 

more needs to be done?

Brendan Eccles: In terms of leverage 
and capital, we’ve seen firms get much 
more efficient. Firms are really starting 
to look at, ‘What am I short and what 
am I long, and how can I net those po-
sitions off?’ That’s been a big driver 
for some of the equity for equity busi-
nesses, if you don’t have to bring cash 
into the transaction at all it certainly 
benefits capital and balance sheet usage. 
The other thing we’ve seen people do 
is proactively work with their custom-
ers. There’s a lot more active dialogue 
with hedge funds now in terms of what 
assets we as prime brokers are being 
asked to finance.  We’ve been able to get 
to a much better asset mix from custom-
ers, and the sophisticated customer base 
that we see is happy to finance securities 
that are most efficient for us to finance. 
Every company is slightly different in 
how the capital rules affect them. 

Bill Kelly:   Borrowers have unques-
tionably become more efficient in recent 
years, while agent lenders have quickly 
caught up in terms of trying to put capi-
tal efficient structures in place. Pledge 
models are providing an opportunity 
for delivering greater capital efficien-
cies to borrowers and we are seeing 
improved spreads with borrowers that 
have agreed to pledge. It’s important to 
recognise that not all borrowers have 
the same constraints: some might have 
risk weighted asset (RWA) constraints, 
while others are constrained by capital 
and leverage. There may also be firms 

We’re seeing 
tremendous 

interest from asset 
managers migrating 
into the prime 
space

– Bill Kelly, BNY Mellon 

Markets
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with no constraints depending upon 
jurisdiction, so it’s going to vary. The 
CCP option is also out there. The mar-
ket is adapting between pledge netting 
and CCPs to try and make lending pro-
grammes more attractive for both bor-
rowers and lenders in terms of reduced 
consumption of financial resources, 
such as liquidity and balance sheet. 

Anthony Toscano:  Regulators have 
created different values for the same se-
curity - due to no fault of the beneficial 
owner - just because they’re character-
ised as a particular risk-weighting. It’s 
forced us to develop tools, whether it be 
pledge structures or CCPs. With CCP’s, 
I’m very concerned about a herd men-
tality for the securities lending market 
where people just voluntarily partici-
pate in lending, not because they have 
to or that is core to their investment 
strategies. The agent lenders that get 
closer and closer to whatever the con-
cerns are of the counterparts and under-
stand their binary constraints and their 
ability to be nimble when facing off with 
those binary constraints to the benefit of 
their client, will have better results and 
that’s what I’m trying to work towards. 

Bill Smith: Pledge is a great example 
of change: it’s not radically different, 
but there’s probably a window where 
those who do more of their business in 
that way will earn more than those who 
don’t. There’s a window of opportunity 
here and there may be rewards for early 
movers.

Chair: Do you expect connect-

ing to and transacting via CCPs 

to become commonplace in this 

market? If so, when?

Axel Hester:  Central clearing of secu-
rities lending transactions sounds like a 
great idea, but has its own challenges. 
One current problem is that the solution 
developers are focused on solving prob-
lems for a certain subset of stakeholders, 
but are not improving outcomes for all 
the stakeholders. In other words, they’re 
trying to push a cart forward with two 

horses pulling in the other direction. Is 
there a solution here that makes sense? 
I hope so. It could make everyone’s bal-
ance sheet much more efficient across 
the board. Right now the solutions 
we’ve seen don’t consider the needs 
of the beneficial owners or some other 
parties that are involved in the transac-
tions. To be successful, all stakeholder 
concerns need to be addressed.

John O’Loughlin:   Aside from the 
regulatory hurdles in the 40 Act space, 
we need to understand how the CCP 
model would work for a program like 
ours. Would there be a premium to go 
through a CCP? How would an agent 
model and indemnification work? How 
close is the industry to solving these is-
sues? While it’s not clear currently how 
a beneficial owner that manages its own 
cash would benefit, we will continue to 
monitor the opportunity as it becomes 
an alternative route to market.

Brian Yeazel:   It’s a great solution for 
some parties but not for all of the par-
ties to this business. The way in which it 
was initially proposed was particularly 
burdensome for the buy side in terms of 
the expense and the unlimited poten-
tial if something happened to the CCP 

regarding capital exposure. That was 
one of the major concerns that we had. 
I think if we can find a solution - much 
like you would have with a futures ex-
change where through an executing 
broker – it has to be workable for the 
buy side. I am sure there would be some 
cost with that, just as there is transact-
ing out of an exchange, but it would be a 
defined cost. That’s really what the buy 
side needs to see, ‘I know what my cost 
is, it’s not unlimited liability at some 
point down the road.’ If we can get to 
that, we can build those costs into what-
ever solution we come to. 

Nancy Allen: We established EquiLend 
Clearing Services (ECS) to provide con-
nectivity to CCPs globally, because we 
believe that there are balance sheet ef-
ficiencies and opportunities for clients 
who may not have a favourable RWA 
to put those trades through the CCP. 
In the future, the single counterparty 
credit limits could also drive businesses 
towards CCPs. I would agree with the 
comments around the need for inclusion 
of beneficial owners and agent lenders 
in the structure. There are initiatives 
underway now to put programmes in 
place that work for the agent lender and 
for the beneficial owner. 

In a 3% environment even if the price of 
the stock you short stays flat you still 

make 3%

– Brendan Eccles, Scotiabank
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Anthony Toscano:   The issue is that 
centrally cleared business is going to 
happen for securities most readily avail-
able. Securities that people are willing to 
pay hundreds of basis points to borrow 
will continue to be cleared bilaterally re-
gardless of the capital cost associated to 
the counterpart. So what we’re talking 
about is the high volume/lower spread 
transactions that need to be centrally 
cleared in order to make them more cost 
effective. 

Bill Kelly:  The FICC sponsored mem-
bership programme for cleared repo 
started a few years ago. From relative-
ly humble beginnings it’s gone on to 
eclipse the Fed’s repo programme. How 
does the securities lending market build 
upon that? It’s probably going to be in 
the higher volume/ lower spread activ-
ity where the capital advantages are re-
ally most valuable.

Chair: To what extent will US lend-

ers seek out-of-scope borrowers 

when Europe’s SFTR reporting 

takes effect?

Axel Hester: We are expecting to par-
ticipate, and will lean on our lending 
agents to provide reporting for us. There 
isn’t a lot of discussion about the matter. 
We don’t expect it to change our deci-
sions around what we lend or where we 
lend. We have funds in the European 
Union (EU) that are going to be subject 
to the requirements, so we will proceed, 
and the cost hopefully will be spread 
across a sufficiently large asset base to 
make it palatable. We recognise that 
there’ll be incremental cost for the lend-
ing agent, which is a factor that will need 
to be considered in negotiations, but we 
don’t expect it to change our decisions. 

John O’Loughlin: We understand our 
lending agents have the heavy lift here. 
Our lending decisions would likely not 
be impacted unless the funds incurred 
the costs. 

Bill Kelly:  If you think about SFTR and 
the potential cost, there’s no industry 

solution; it’s firm by firm, relationship 
by relationship and involves bespoke 
solutions. Then you have pledge and 
netting complexity to add into the mix. 
In my view, asset owners will either 
continue to lend as normal or insulate 
themselves by saying, ‘I’ll only lend to a 
US borrower, and if I can’t, I’ll limit my 
activity’.

Chair:  What’s the outlook for the 

business? 

Bill Smith – 2018 was a year of good 
progress. We continue to see institutions 
reengaging after having remained on 
the sidelines, and growth in first-time 
entrants into lending programs. This is 
a good bellwether for continued growth 
of the lending markets and a broader 
understanding of the value potential of 
a lending program.

Nancy Allen:  From a DataLend per-
spective, we’re focused on our relation-
ships with beneficial owners and are 
pleased to be partnering with agent lend-

ers to support beneficial owners with fi-
duciary management and oversight of 
their securities lending programs. Bene-
ficial owners are looking for transparen-
cy, standardised performance measure-
ment and data that is reliable, cleansed 
and easily consumable. Not only are 
beneficial owners utilising data for the 
management of their lending programs, 
but they are also incorporating securi-
ties lending data into broader strategies 
throughout their firms. 

Bill Kelly:  I agree the industry is 
healthy, although there was a dearth 
of equity specials in 2018. Perhaps the 
pipeline of M&A activity presents more 
opportunities in 2019, and that would 
be interesting. With volatility, geopo-
litical and regulatory factors, greater 
intrinsic value may drive returns going 
forward.  We’re a contrarian business, 
which is not necessarily good for long 
holders, but we also provide a salve to 
some of the downside, enabling them 
to seize the opportunity and generate 
alpha. 

We are 
expecting 

to participate, and 
will lean on our 
lending agents to 
provide reporting 
for us.

– Axel Hester, State 

Street Global Advisors
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The early torrent of media hyperbole 
about distributed ledger technologies 
(DLT), such as blockchain and shared 
ledgers, has now been supplanted by 
reflection on lessons learned. Scaling 
concerns were allayed to some degree 
by DTCC’s November 2018 reportthat 
its study of throughput capacity for DLT 
was sufficient to handle massive US eq-
uity trading volumes. More positive ink 
came as a group of 15 global banks re-
portedly eased ahead from initial testing 
to a planned 2Q19 start date for adopt-
ing the newly re-coded $11 trillion Trade 
Information Warehouse at DTCC, in 
which IBM created a shared ledger for 
tracking the lifecycle events of 98% of all 
credit default swaps.

IBM’s other blockchain projects also 
showcased their user benefits in 2018, 
for example, in ventures with Walmart 
-- to track produce from farm to shelf 
-- and with Maersk – to track shipping 
containers from port to port.

Traditional service providers mov-

ing ahead with fintech/DLT

Jamie Dimon of JPMorgan Chase reiter-
ated his view that blockchain is “real,” 
as the bank filed a US patent applica-
tion in late 2017 for a blockchain-based 
cross-border payment system. In May 
2018, the bank also introduced Dromai-
us, a blockchained prototype for capital 
market services.

Northern Trust was awarded two pat-
ents in 2018 for elements of its private 
equity blockchain solution, followed in 
November by an announcement of the 
first-ever capital call based on those pat-
ents. 

Two more successful blockchain pilots 
were announced in 2018, for securities 

loans made by the Dutch banking group 
ING and by Sberbank, Russia’s largest 
bank. It’s worth noting, however, that 
these were plain vanilla repo-type loans 
in that neither involved equities as col-
lateral.

Darkening skies in the Bahamas 

Not all developments in 2018 were so 
positive. In March, clouds formed at 
a major conference in the Bahamas af-
ter SEC chairman Clayton said block-
chained tokens are securities, effectively 
killing the planned presentation by 
Overstock.com of tZero, a crypto-secu-
rities exchange. Clearly, the regulation 
of equity trades, not to mention the 
ongoing administration and custody of 
equities were unfamiliar aspects to the 
assembled blockchain enthusiasts.

Additional challenges were laid out 
when the Phase II test of a repo block-
chain at DTCC failed to meet its goals. 
In an interview, vice chairman Larry 
Thompson of DTCC cited insights from 
that work.

Looking back, the early DLT success 
stories were based on the use of “permis-
sioned” ledgers, which offer governed 
transparency while eliminating the 
time- and resource-consuming authen-
tication process (proof-of-work) used in 
public blockchains, such as those under-
lying the Bitcoin and Ethereum crypto-
currencies. For instance, DTCC would 
retain governance of access to their 
ledgers, while participants in securities 

finance markets would have to man-
age various aspects of “entitlements, 
KYC and AML checks, data sharing 
and consensus protocols.” Data reten-
tion requirements of up to 10 years can 
also create capacity problems for shared 
ledgers with many participants. 

Consultants have piled on, list-
ing problems with the initial DLT con-
cepts for securities finance. But there’s 
no doubt that the industry is taking on 
the challenge.

Investing in front-to-back  

client services 

In October, 2018, State Street Bank ac-
quired Charles River Systems, a major 
front office systems developer, for $2.6 
billion in an effort, according to CEO 
Ron O’Hanley, “to deliver a global 
front-to-back platform for asset manag-
ers and asset owners that will be unique 
in the investment servicing industry.”

Many elements in DLT that will ap-
peal to asset managers, as well as the en-
forcement divisions of their regulators. 
For example, a central feature of shared 
ledgers is their end-to-end tracking ca-
pability, as evident in IBM’s Walmart 
and Maersk projects. Controlled trans-
parency, as well as tracking is a major 
attraction in the planned TIW shared 
ledger at DTCC. Nearly instantaneous 
updates are sine qua non for peer-to-
peer blockchains, which should lower 
the costs of resolving breaks in the trade 
reconciliation and proof process. 

By Ed Blount, executive director of the Center for the Study of 
Financial Market Evolution in Washington, D.C.

Taking Stock of Blockchain for 
Improving Securities Services

to deliver a global front-to-back platform for 
asset managers and asset owners that will be 

unique in the investment servicing industry. 
Ron O’Hanley, State Street Bank
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Designing client-centric features in 
DLT requires time and a holistic sys-
tems philosophy. The work being done 
in related areas may pave the way for 
securities finance, as explained by two 
executives working “under the hood” 
on DLT projects at State Street.

Looking under the hood: design 

philosophy for distributed ledgers 

“Every step that we’re taking is aimed at 
replacing legacy,” says Frank D’Agnese, 
Managing Director and Head of Tech-
nology for Securities Finance at State 
Street. “That fits into the overall strate-
gic goals here. Because of the scale of 
some of the systems we have, we have 
to run parallel. The trick is to under-
stand how we break up the process. Do 
we create a new stack and put the clients 
on it? Do we put a flow on it? Do we put 
a market on it? That kind of thing. We’re 
still making those choices now.”

The operating units within the bank 
must be equal partners in the systems 
design process, as explained by Nick 
Delikaris, Managing Director and Glob-
al Head of Trading and Algorithmic 
Strategies at State Street: “It’s not just 
a Distributed Ledger Technology issue 
or about any one technology. It’s about 
the entire ecosystem of interconnecting 
elements that build on one another to fa-
cilitate a transformational solution. We 
need to address how we access differ-
ent pieces of data shared between many 
counterparties while also having the 
appropriate safeguards to ensure com-
pliance from a regulatory standpoint as 
well as meeting client privacy expecta-
tions. These are just some of the topics 
that need to be addressed to create a ro-
bust solution.

“We expend significant effort to set up 
appropriate security barriers around 
our internal network” adds D’Agnese. 
“Whether you’re writing to an open-
source blockchain or you’re buying a 
vendor’s solution, security and access 
take on a different context. Who has 
the entitlement to write blocks to the 
chain and access to the authentication 
mechanisms? Is it a public or a private 
chain?”

Collaborative DLT modeling with 

client engagement 

In addition to the internal clients, DLT 
designers must also work outside the 
bank. Delikaris points out that, “With 
these technologies, we often partner 
with our clients so the final system is not 
a surprise.  We go through an engage-
ment process that defines the operating 
model, details the specifications of the 
model and, more generally, deals with 
the most important, and sometimes 
contentious, issues ahead of implemen-
tation.

“To get the full-scale benefits of DLT, 
you need buy-in from the participants 
in the broader market depending on 
the scope of the problem you’re trying 
to solve. Most banks, including us, are 
implementing DLT solutions internally 
so we can understand the best practices 
and implementation details. The next 
phase involves using this technology 
in the broader transactional workflow 
where interaction occurs with external 
participants, clients and vendors. As 
you can imagine, that is a tougher path 
to production because it relies on broad 
collaboration that can complicate the 
operating model.”

D’Agnese, State Street’s head of secu-
rities finance technology agrees, saying 
“The nature of technology is very much 
about collaboration. It’s not going to be 
one magical solution coming from one 
area of the world. It’s going to be really 
collaborative. I think DTCC, for exam-
ple, has done a great job because they’ve 
been in a good position to bring all the 
core participants together to help that 
process along.”

Retrospectives and  

prospects for DLT

There were fears in the early 1970s that 
securities depositories such as DTCC 
would put bank custodians out of busi-
ness. Obviously, that didn’t happen. 
Current fears that distributed ledger 

technology will eliminate the need for 
intermediaries are also unwarranted. 
History has shown that intermediaries 
will always find a way to build on new 
technology and regulation, remaining 
essential to the investment process. 

“Back in 2015, references to blockchain 
were always connected with Bitcoin,” 
according to Delikaris, State Street’s 
global head of trading and algorithmic 
strategies. “As time went on, it became 
more apparent how powerful this un-
derlying technology is and how broad 
its application in Finance (and beyond) 
could be. That realization started a mul-
ti-year plan of investigating use cases, 
prototyping the technology and collabo-
rating with a variety of external entities. 
Most people understood if they didn’t 
invest in understanding this technology, 
they could be left behind, or worse, dis-
intermediated, when it eventually goes 
into production. We are finally at a point 
now where you are seeing production 
systems going live.”

Payback and return  

on DLT investments 

Every production systems investment 
must gain a return, as suggested by 
DTCC’s vice chair Thompson in the ear-
lier cited interview. “We continue to ad-
vocate for identifying use cases in areas 
of the post-trade environment that are 
either highly manual, or where volumes 
are small and data models and proto-
cols are standardized.”

D’Agnese agrees that State Street and 
others have that goal in focus. “It can be 
a massive challenge managing a corpo-
rate action event. There is a great degree 
of risk and financial consequence in 
running a bad election. And across the 
industry, it is still a fairly manual pro-
cess. There’s a lot of hand-holding.  To 
the extent that shared ledgers can help 
track those events in a more automated 
way to take the risks and costs out of it, 
that’s a big benefit.” 

Back in 2015, references to blockchain were 
always connected with Bitcoin 

Nick Delikaris, State Street Bank
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