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EDITORIAL

Deals are not the
be-all and end-all..
Stéphane Boujnah is undoubtedly a
deals guy. The former business lawyer
was latterly the head of global banking
and markets at Santander and, before
that, a managing director at Deutsche
Bank where he ran the German bank’s
French business.
The Euronext chief executive and chairman also founded a takeover advisory
boutique for technology companies and
worked in the European M&A team at
Credit Suisse First Boston Technology
Group in Silicon Valley and London.
That expertise will be critical in the
coming weeks as Boujnah and Euronext
take on the relative might of Nasdaq in a
bidding war to secure the acquisition of
Oslo Bors.
At the time of writing, Boujnah had
played his latest hand by raising his bid
for the Norwegian market to NOK 158
from NOK 145, beating Nasdaq’s offer of
NOK 152 a share.
The Euronext chief executive also
sought to win-over the Oslo Bors board,
which had backed the Nasdaq plan,
with a raft of assurances about the role
of the Norwegian exchange within the
Euronext group.
Boujnah also extended in February the
offer period to March 11 to allow more
time for Euronext to secure the requisite
support to get the deal done.
It is hard to know what Nasdaq’s next
move will be, if there is one at all, but it
is a fair assumption the US group is not
going to give up at this relatively early
stage. The US group owns and operates
all the other national exchanges in the
Nordic and Baltic region so is probably
the obvious home for the Norwegians.
How Boujnah plays his hand will tell
us a lot, given this is the first contested
takeover he has faced following the
relatively straight-forward acquisitions
of the Irish Stock Exchange in March
2018 and foreign exchange platform
FastMatch in August 2017.
Boujnah will obviously want to win
this one but there is a tendency in the
exchange space (and other sectors to
be fair) to exaggerate the importance of
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M&A success when rating leaders.
A good example is Xavier Rolet,
Boujnah’s compatriot and former chief
executive of the LSE Group. Rolet was
historically a trading guy rather than a
deals guy but joined the British exchange
group in 2009 promising acquisitions.
To be fair, Rolet’s track record on deals
was decent. In his eight-and-a-half years
in charge of the LSE he did more than
ten deals, among which the most notable
were FTSE (2011), LCH.Clearnet (2013),
Frank Russell (2014) and Yieldbook from
Citigroup in 2016.
But Rolet ultimately failed with the two
largest deals he attempted – the £4.2bn
2011 merger with Canada’s TMX and
the £21bn merger with Deutsche Boerse
which collapsed in early 2017.
Yet Rolet will be remembered as one of
the best leaders of the British exchange
in its long history.
When Rolet became LSE chief in May
2009, the exchange’s shares were worth
less than £7. When Rolet left the post at
the end of 2017, LSE shares were trading
at £38, reflecting the transformation of
the business under Rolet.
Of course there are other examples.
Carsten Kengeter took over Deutsche
Boerse in 2014 and left in 2017 either side
of his failed bid to merge with the LSE.
CME chief Terry Duffy’s reputation has
not suffered from his swift completion of
the acquisition of Nex Group, formerly
Icap, while Jeffrey Sprecher has turned
the Intercontinental Exchange into the
US powerhouse it is largely off the back
of successful mergers.
The new LSE chief exec David Schwimmer and the newish DB1 head Theodor
Weimar have yet to make their mark
in the M&A market but their time will
come.
Boujnah will not give-up Oslo Bors
without a fight but he should ultimately
be judged on more than his success (or
lack of it) doing deals.
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PEOPLE MOVES

Trading Places
Asset management, securities finance, custody and
the derivatives industry saw more senior moves at
the start of 2019
Asset Management
Fifth of funds to outsource
trading by 2022
About one fifth of investment firms
will outsource some portion of their
trading desks over the next three years,
according to research house Opimas.
A new report by the capital markets
consultancy suggests cost pressures
will force a fifth of fund houses
managing more than $50 billion to
review their trading functions and
outsource portions of their front-office
by 2022.
“The majority of small, start-up
funds have long outsourced their
trading desk to their prime brokers,
even if this is terminology that they
do not readily employ,” said Octavio
Marenzi, Opimus’ chief executive.
Natixis IM appoints
first head of ESG
Natixis Investment Managers has hired
its first head of Corporate Social Responsibility (CSR) and Environmental
Social and Governance (ESG).
Harald Walkate, previously of Aegon
Asset Management, has taken up the

Ji Yang
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role at the €800 billion fund house,
the firm announced in February.
He is based in Paris, the company’s
headquarters.
“We recognise through our own
industry research that clients are more
cognizant and vocal about investing in
companies that have a positive social
impact and a good environmental
record,” said Christophe Lanne, chief
transformation officer, asset & wealth
management division.

Custody
Citigroup appoints China heads
Citigroup’s China unit has named
the new heads of its markets and
securities services division.
Ji Yang, who has built out Citi’s
corporate business in the country, is
now head of markets and securities
services. He reports to Stuart Staley,
head of markets & securities Services
for Citi Asia Pacific.
Vicky Tsai has been named as head
of securities services, reporting to
Harry Peng, head of prime, futures
and securities services for Hong
Kong and China.

Vicky Tsai

Ex-SG custody boss
leads crypto custodian
Hugh Hughes, the former boss of
Societe Generale Securities, has been
named chief executive of Koine, a
soon-to-launch institutional crypto
custody firm.
The London-based fintech said in
February Hughes had taken the helm
of the business in addition to his
established chairman duties.
Hughes led Societe Generale
Securities throughout the nineties.
In 2005, he co-founded Fixnetix - a
tech firm which built a low-latency
network connected globally to
trading venues for hedge funds and
investment banks.
Koine offers institutional custody
and settlement services for both fiat
and digital assets, and is set to launch
in the second quarter of 2019.
Nabi exits HSBC
Securities Services
Jason Nabi has left HSBC Securities
Services after a year at the firm, Global
Investor can reveal.
Nabi was appointed head of
innovation at the start of 2018 - a new
role at the time focused on financial
technology.
Nabi reported to John van Verre,
managing director, global head of
custody. Prior to joining HSBC, Nabi
was head of EMEA for Paxos – a
fintech firm focused on building a
blockchain settlement platform.

Hugh Hughes
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Securities Finance
Ex-EquiLend Steiker
joins Pirum in US
Nancy Steiker has joined securities
finance post-trade vendor Pirum in
New York.
The executive most recently
worked at EquiLend where she held
the role of vice president, global
trading product specialist lead. She
had worked at the firm since 2015.
Steiker has been named head
of business development for the
Americas at Pirum, a position most
recently held by Kristen Dove who is
leaving the firm.
Pirum recently added US tri-party
connectivity to its offering.
The firm announced on January
29 it is now able to assist clients in
calculating and instructing triparty collateral requirements for US
domestic tri-party.
Brown exits BNY Mellon
in Singapore
David James Brown has left BNY
Mellon Markets, Global Investor can
reveal.
The Singapore-based executive
joined the bank in 2009 and is
understood to have left in January.
He first arrived at BNY Mellon in
Hong Kong a decade ago as business
development manager for tri-party
collateral management and over-thecounter derivatives services.
He relocated to Singapore in
2013 to focus on developing the
South East Asian and Australian
markets. Brown’s most recent title
was director, business development
manager, Asia Pacific, BNY Mellon
Markets.
Northern Trust promotes
US sec lending execs
Northern Trust’s Lori Paris has
been promoted to head of client
management, securities lending,
North America.
Paris has been at the firm for over
two decades and was most recently a
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senior client relationship manager.
She succeeds George Trapp, who
assumes a new role as head of
business management for securities
lending in North America.
Both Paris and Trapp report to
Sandra Linn, head of securities
lending, North America.

Derivatives
TT hires ex-Stellar Peter Crouch
Trading Technologies (TT) has hired
Peter Crouch as a sales manager two
months after leaving a decade-long
career at Stellar Trading Systems.
Crouch has joined TT’s London
office as a sales manager, reporting to
Steve Stewart, managing director for
EMEA sales.
He joined after more than ten
years at Stellar, where he combined
expertise in futures and options
trading with sales and relationship
management to lead business
development in his most recent role.
“With over 20 years of industry
experience, we are pleased to have
Peter’s client-centric philosophy
paired with our European team,” a
TT spokesperson said.
Rick Beaman heads
crypto firm SJMX
Former Nasdaq Futures chief
executive officer Rick Beaman has
moved into the digital assets space
as the new head of the San Juan

Rick Beaman

Mercantile Exchange (SJMX).
Beaman left US exchange giant
Nasdaq at the end of last year, two
years after taking over as head of
Nasdaq Futures.
He has since taken on the same role
as chief executive officer of Chicagobased digital assets exchange SJMX.
SJMX, part of Mercantile Global
Holdings, is geared towards
institutional investors, providing
a platform to buy and sell digital
currencies with the security of
familiar trading, custody, and
regulation.
Simon Puleston Jones
resigns from FIA
The FIA’s head of Europe Simon
Puleston Jones has handed in his
resignation to pursue other business
opportunities, the trade body said in
January.
Puleston Jones had been the head
of Europe since 2016, taking the lead
on Brexit matters during the “critical
time of transition in Europe”.
Prior to that he was chief executive
officer of FIA Europe, formerly
Futures and Options Association,
from 2014.
Puleston Jones helped oversee
the merger between FIA’s global
affiliates into a single organisation
in 2016, and chairs the Joint Trade
Association Group - a forum that
advocates on issues like Brexit and
Mifid II.

Simon Puleston Jones
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Breaking stories from
Global Investor Group
Here are some of the top stories you may have
missed at GlobalInvestorGroup.com
Asset Management
Long-term success rates low for
active funds – research
European stock-pickers’ long-term
success rates are low, according to
research from Morningstar.
The firm’s Active/Passive Barometer,
which measured the performance
of over 10,000 active and passive
European-domiciled funds over a
decade, considered how the average
unit of currency invested in various
types of active funds has fared versus
the same in passives.
“Most active managers both survived
and outperformed their average passive
peer in just three of the 49 categories
we examined over the decade through
December 2018,” wrote Morningstar
analyst Dimitar Boyadzhiev. “Over
the 10 years through December 2018,
active managers’ success rate was less
than 25% in nearly two-thirds of the
categories surveyed.”
Most UK funds stay put as Brexit
nears – survey
Close to three quarters of fund
managers polled by asset servicing
firm SGG Group would not consider
re-domiciling because of Brexit.
A survey by SGG, which is owned by
Paris-based private equity fund Astorg,
found 72% of funds plan to stay in the
UK.

Justin Partington
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“How Brexit will affect the UK
fund management industry still
largely remains unclear,” said Justin
Partington, group fund solutions leader
at SGG Group.
“However, it is positive to see that the
industry especially small to medium
fund managers plan to remain rooted
in London.”

Securities Finance

Tom Pikett

Tom Pikett to exit Trax
Tom Pikett is set to leave regulatory
reporting and market data firm Trax,
Global Investor can reveal.
The London-based executive has
been at the MarketAxess subsidiary
since 2016, his second spell at the
business.
Most recently he had responsibility
for the joint Trax and EquiLend
Securities Financing Transactions
Regulation (SFTR) solution, including
sales and marketing.
He also worked at Trax between 2011
and 2015 when he focused on Mifid
transaction reporting.
Bafin’s short sale ban on
Wirecard a bold move – lawyer
The decision by Germany’s market
regulator to ban short selling on
payments company Wirecard has
been described as a “bold move” by a
Frankfurt-based lawyer.

8

On February 18, Bafin banned short
selling on fintech company Wirecard
following a 40% drop in the value of
the company’s stock over the previous
month.
“Bafin’s actions are considered in the
German market as a new bold move
in particular regarding a single stock
– one would have to go back to 2008
to 2010 to look at more wider reaching
actions re naked shorts across market
segments,” the legal expert, who
wished to remain anonymous, told
Global Investor.
Eurex sees repo gains on back of
partnership program
Eurex has said its repo partnership
program is already delivering results
with more firms set to join the scheme
shortly.
The Deutsche Boerse-owned
exchange launched a partnership
program in October 2018 covering
repos, building on the approach it took
in the over-the-counter interest rate
derivatives area to rival London-based
LCH.
“We are glad to see so many
participants looking for an additional
option to clear their euro repos within
EU27. Trading and clearing activities
have increased well beyond the
existing 26 partnership banks. We
therefore expect more participants to
join the program shortly,” said Frank
Gast, Eurex’s head of funding &
financing sales.

Custody
SG picks up Fineco fund servicing
business
Societe Generale Securities Services
(SGSS) will provide fund services
to investment firm Fineco Asset
Management.
The unit of Italian bank FinecoBank
has picked SocGen to act as its
local transfer agent in Italy for its
foreign funds and provide fund
administration in Luxembourg.
Fineco AM manages most of
its assets in Dublin but received
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regulatory approval in 2018 for a
group of Luxembourg domiciled
funds.
For Fineco’s “CoreSeries” funds
in Luxembourg, SGSS will provide
depositary and trustee services, fund
administration and transfer agency for
roughly €6 billion worth of assets.
Blockchain could cut $12 billion
in fees – IHS Markit
Blockchain technology could save
investment firms $12 billion in clearing
and settlement fees, according to IHS
Markit analysts.
In a new report - Blockchain in
Finance - experts at the data and
analytics company looked at factors
set to hinder and drive growth in the
blockchain market from 2017 to 2030.
Don Tait, a principal analyst within
the IHS Technology group, said: “By
applying blockchain to the clearing
and settlement of cash securities –
specifically, equities – investment
companies could save up to $12 billion
in fees.”
Deutsche shifts collateral to the
cloud
Deutsche Bank is using technology
from UK firm CloudMargin in a bid to
mordernise its collateral management
business.
In a February statement, the German
lender announced it was integrating
the fintech’s systems as part of its
global IT transformation programme.
The move is expected to create a
‘networked solution’ for Deutsche
Bank’s collateral management,
resulting in more transparency and
reduced operational risk.
“Moving our collateral and margin
management on to an online platform
means that we and our clients will
enjoy a reduction in risk and resourcedraining emails and calls,” said Joseph
Macdonald, global head of collateral
optimisation trading at Deutsche
Bank.
Macdonald continued: “This
is believed to be the first time
a Tier 1 bank will use a public
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cloud-based service for a critical
piece of infrastructure, such as
managing margin calls with its own
counterparties.”

Derivatives
ECB sees leverage ratio hitting
swaps traders
The leverage ratio may constrain
swaps trading as it continues to play a
key role in banks’ activity, a study has
found.
The European Central Bank (ECB)
has published a study on the anatomy
of the euro area interest rate swap
market which sought to provide the
first comprehensive analysis of the
market.
It finds that the Basel III leverage
ratio - introduced as part of the
2010 package of post-crisis reforms,
requiring banks to meet a minimum
3% capital buffer – brought about
trends in swaps trading.
Firms that have a larger leverage
ratio (i.e. larger capital over total
exposure ratio) have lower swaps
trading activity. This is “a peculiarity
of the small and medium banks”
whose leverage ratios are often higher
than larger banks.
Cboe’s proprietary products fuel
revenue growth
Cboe Global Markets’ revenue soared
by over a quarter at the end of last
year as it continues to see strong
growth in its proprietary product
suite.

Ed Tilly
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Magnus Haglind

In its fourth quarter results
published on February 8, Chicagobased exchange Cboe reported
revenue growth of 26% year-on-year
to $334.4 million.
“Our record results were fuelled
by growth across all of our business
segments and, most notably, in our
suite of proprietary products,” Ed
Tilly, Cboe chairman, president
and chief executive officer, said in a
statement.
Nasdaq accelerates move to
“platform world”
Nasdaq is accelerating a move to a
platform world where the cloud is key
after acquiring tech firm Cinnober.
US exchange and tech group Nasdaq
acquired Swedish tech firm Cinnober
in January, completing a merger of two
tech giants and paving the way for
fundamental opportunities.
“We are five weeks into the
integration of Cinnober and we are
excited about combining the entities,”
Magnus Haglind, senior vice president
and head of product management,
market technology, at Nasdaq, told
FOW.
“We continue to explore how we can
help our clients be better at managing
data and help them to go into more of
a platform world,” he added.
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Fixed income:
evolution in its infancy

By Louisa Chender
The fixed income market has been
evolving more quickly than ever over
the last few years but this is just the
beginning. After the financial crisis, a
shift from voice to electronic trading
has given rise to a new market structure where technology now plays a bigger role. A decade after the crisis left a
lack of liquidity in bond markets and
balance sheets took a hit, leveraging

structural changes to spur growth has
become an enticing prospect both for
investors and providers.

Buy-side trading desks:
“a formidable weapon”

Ten years ago the majority of volume
in the corporate bond market was executed over the phone, before electronic
trading gained traction in the form of
request-for-quotes. However the combination of fragmented liquidity and

This new multi-dimensional market
structure is a far cry from the voice
dominated monolithic market structure of the
previous decades
Constantinos Antoniades, Liquidnet
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reduced balance sheets gave rise to an
all-to-all environment where buy side
counterparties can interact directly
with each other.
Liquidnet’s head of fixed income,
Constantinos Antoniades, said the shift
to an all-to-all world was “inevitable”
and has opened a different level of
trading opportunities.
“This new multi-dimensional market structure is a far cry from the voice
dominated monolithic market structure of the previous decades,” Antoniades said.
“Buy-side traders now have a lot
more tools in the arsenal to add value
to their firms as these changes have created greater opportunities for differentiation and alpha generation.”
Theoretically two asset managers of
the same size and same strategy could

www.globalinvestorgroup.com

now achieve a totally different outcome for execution of the same order,
depending on their willingness to use
technology and data, and their ability to source visible, dark, and latent
liquidity with minimum information
leakage.
The availability of more and better
data makes it easier for asset managers
to assess execution quality for different
venues and counterparties, and therefore craft better best execution policies.
Meanwhile as electronic liquidity
data sets become more granular, increasingly more asset managers and
banks are splitting low-touch and hightouch order flow.
“We believe that we will soon be
entering an era where there will be
less and less human involvement in
the trading of smaller orders (i.e. under $2m) in liquid investment grade
bonds,” Antoniades said.
This would free up traders’ time to
focus on larger and more difficult orders where they can add the most value to their firms.
“Going forward we will see the buyside trading desks playing an even bigger role in alpha generation and having
greater input than before in the investment process.
“The combination of trader acumen,
technology, data and analytics can turn
the trading desk into a formidable
weapon for their firm,” he added.
Christophe Roupie, head of Europe
and Asia at MarketAxess, agrees more
and more of the efficiency gains within

Roupie: “Going forward we will see the buy-side trading desks playing an
even bigger role in alpha generation and having greater input than before in
the investment process”.

the buy side are going to be focused on
the execution desk
This is where regulation had a part
to play. In Europe, Mifid II was the
catalyst that shifted the focus on how
to better automate the workflow and
best execution, which has driven a lot
of innovation from both the buy and
sell side.
“Last year was a transitional year
following Mifid II, but the fixed income
industry is changing and I think 2019
will be a truly transformational year,”
Roupie said.
Buy side firms are already embracing the benefits of the all-to-all model,

as demonstrated by increasing year-onyear volumes on MarketAxess’ Open
Trading platform.
While helping firms that are still using legacy systems to integrate with
trading venues is key, so is keeping
pace with those that are keen to further
enhance trading.
“Right now, automating the lower
value traders, the smaller lots, is the
norm, but increasingly we’re seeing
sophisticated houses experimenting
with automation even for higher value
trades. Predicated, of course, on having accurate, trusted reference data,”
Roupie observed.

Most effective products for gaining credit exposure

67%
40%
27%
Corporate bonds
Note: Based on 60 respondents
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ETFs

22%

Index CDS

Single-name CDS

Source: Greenwich Associates 2018 Hedging in the credit market study
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Limited tech budgets

Murtagh: “Most traders have a
trading philosophy – they don’t want
a total overhaul forced by platforms.
It’s more a case of them saying ‘I
think I have a way to trade but just
help me to trade better’ and us
working with them to achieve that”

In the Treasuries market, the biggest
changes have spawn out of a shift
from active to passive investment and
the amount of exchange-traded funds
(ETFs) that are being managed.
According to Colm Murtagh, head of
US institutional rates at Tradeweb, it’s
obvious that the needs of trading desks
have changed considerably when you
consider the amount of trades that are
done these days.
“Where we have seen the opportunity is the automated space,” Murtagh
said.
“Today an execution desk’s biggest
fear is an operational error or lack of
scale or efficiency on the execution
side,” he adds.
Another common fear is that someone trading over the phone trades the
wrong thing; while trading electronically considerably reduces the room
for error.
Acknowledging that buy side firms
are not given unlimited tech budgets,
Tradeweb is collaborating with participants to help them with their workflow,
needs, bottlenecks and tech pressures.
“Most traders have a trading philos-

Long Only
Dealers

18%

52%
30%

Alternative
Liquidity
Providers

MarketAxess open trading:
Liquidity provision by notional volume, 4Q 2018
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ophy – they don’t want a total overhaul
forced by platforms. It’s more a case of
them saying ‘I think I have a way to
trade but just help me to trade better’
and us working with them to achieve
that,” Murtagh explains.
One of the trends that has emerged
as traders seek a simpler and more cost
effective approach is trading multiple
products on the same desk.
“That is fascinating because it tells
you that heads of desks are thinking ‘I
need to scale my desk and mortgages,
swaps trade in a similar way, so I’ll just
trade them on the same desk’. We have
seen a significant increase in this over
the last two to three years,” Murtagh
said.
Meanwhile given that fragmentation
hasn’t really occurred in the Treasury
marketplace, enhanced ways to trade
are more in demand than all-to-all capabilities.
“What we are instead seeing is customers using more and more protocols
to get trades done,” Murtagh said.

Liquidity is paramount

Liquidity challenges have however become a feature of the corporate bond
market, particularly following the financial crisis. Electronic trading venues have helped to aggregate some
of the liquidity that was fragmented
among around 50 bank and broker
desks, which helps buy side trading
desks spend less time on liquidity discovery and more time on execution of
their investment strategy.
However Pilar Gomez-Bravo, investment officer, director of fixed income,
Europe, at MFS Investment Management, explains that liquidity, or the lack
thereof, is both a cost and an opportunity for active asset managers.
“Liquidity is of paramount importance when you are managing fixed income portfolios, particularly with credit market exposures. Most of the time
it is traded over-the-counter and price
transparency becomes more difficult in
periods of uncertainty and dislocation
in markets,” she said.
“In my view, liquidity is being able
to execute at a price which is similar
to what is presented on the screen and
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Managers start looking at other ways
to protect their portfolio through
derivatives, ETFs, total return swaps etc
because it can become difficult to trade cash
bonds when there is no liquidity on the other
side.
Pilar Gomez-Bravo, MFS Investment Management
where your bonds are being marked.
That is where you may have to go to
other alternative platforms.”
According to Darren Burchett, fixed
income trader at MFS Investment Management, the all-to-all market may not
necessarily be the answer.
“Just because you open up the buyside to buy-side it doesn’t mean you
suddenly have significantly greater liquidity. It’s far more difficult to match
on trades,” he said.
He added: “There is liquidity, it’s just
now you need to find it.”
Gomez-Bravo said the questions to
ask are how much liquidity risk is in the
portfolio and how comfortable would
the asset manager be if they wanted to
shift portfolio exposures quickly.
“Managers start looking at other
ways to protect their portfolio through
derivatives, ETFs, total return swaps
etc because it can become difficult to
trade cash bonds when there is no liquidity on the other side.”

Derivatives and other tools

Gomez-Bravo finds credit derivatives
a useful way to express credit market
views quickly, or hedge overall exposures.
“Derivatives are good because
transaction costs are low and notional
amounts traded can be large,” she said.
Meanwhile ETFs are becoming increasingly popular as they are easier
to transact depending on the portfolio
constraints.
David Zahn, Franklin Templeton
Fixed Income Group’s head of European fixed income, similarly observes a
potential opportunity in credit, as well
as the straight rates areas.
“There is also a lot of interest in

February/March 2019

ETFs,” he said.
“Active ETFs are similar to mutual
funds but give additional benefits like
lower fees and better liquidity. One of
the benefits is that it is a lower duration
instrument so it adds different ways of
accessing liquidity from a pure mutual
fund.”

A single umbrella

Acknowledging significant growth in
the asset class and opportunities for
asset managers, ICE is developing an
ETF service, called ETF Hub, in collaboration with global asset manager
BlackRock and is expecting to launch
late this year.
“With ETF Hub we will help standardise the process for creating and redeeming shares, particularly in fixed
income, and will provide an ecosystem
where participants can benefit from the
transparency and scalability these new
standards will foster,” ICE president
Ben Jackson said.
The ETF hub will leverage ICE’s existing suite of fixed income services,
which were brought under one umbrella this February to form ICE Bonds.
The US exchange giant first entered
the fixed income space just over a decade ago with the acquisition of Credi-

Gomez-Bravo: “Liquidity is of
paramount importance when
you are managing fixed income
portfolios, particularly with credit
market exposures. Most of the time
it is traded over-the-counter and
price transparency becomes more
difficult in periods of uncertainty and
dislocation in markets”

tex, starting as a venue for credit default swaps before adding corporate
bonds, and then acquired bond analytics firm Interactive Data in 2015.
In recognition of ongoing inefficiencies in request-for-quote services and
increased demand for the ability to
trade fixed income on a central limit
order book, similar to the equities and
futures markets, ICE made another two
acquisitions in 2018.
Corporate platform BondPoint and
municipal bond venue TMC Bonds
were brought in to complement one

With ETF Hub we will help standardise
the process for creating and redeeming
shares, particularly in fixed income, and will
provide an ecosystem where participants can
benefit from the transparency and scalability
these new standards will foster
Ben Jackson, ICE
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cleared cash Treasuries to improve
portfolio margining efficiencies between cash and derivative exposures.
“Customers tell us they are always
looking for a wide range of products
and services to manage their Treasury
risk. They think about it from multiple
perspectives: operationally, technologically and from a product perspective.
Margin and capital efficiencies are critical,” Tully said.
He already sees an increase in liquidity as participants seek to manage macro risks at a granular level.
“The consistency and depth of liquidity has been steadily increasing,
as has buy side participation,” he adds.

Pondering the implications

Tully: “Customers tell us they are always looking for a wide range of products
and services to manage their Treasury risk. They think about it from multiple
perspectives: operationally, technologically and from a product perspective.
Margin and capital efficiencies are critical”

another in terms of having central order book trading in two different asset classes. Less than a year later, ICE
hopes that tying everything together
will create even bigger efficiencies.
“As fixed income markets continue
to evolve, bringing our execution platforms under a single structure and
leadership team allows us to focus
our efforts and provide our customers
with a wide array of tools to accurately
value bonds, find inventory, access efficient markets and manage risk,” Jackson said.

Preserving market structure

Last year also marked the merger of
two US Treasury market leaders when
CME acquired fixed income cash platform BrokerTec as part of its $5.5 billion
NEX deal.
While some anticipate the combination of futures and cash trading could
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reshape the fixed income market, Sean
Tully, global head of financial and overthe-counter products for CME Group,
said the goal is to improve trading technology and streamline access, while
preserving existing market structure.
To achieve this, CME plans to migrate BrokerTec to CME Globex technology from 2020.
“This will reduce the number of
touchpoints that clients need to trade
across platforms. Combined post-trade
services expertise will strengthen compression, reconciliation and processing
businesses – all of which provide value
and cost savings for market participants,” he said.
At the same time, CME is working
closely with the Depository Trust &
Clearing Corporation (DTCC) to explore enhancements to the existing
cross margining agreement between
CME Treasury futures and DTCC
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However Alex McDonald, chief executive officer of the European Venues and Intermediaries Association,
observes that there is an imbalance in
the amount of government debt and
amount of trading.
He said this reflects a general dislocation between primary and secondary
markets which has become “a permanent landmark”. Perhaps it is time for
change in this respect too.
“It remains a paradox that increasing
outstanding gross debt has not seen a
parallel increase in secondary market
trading,” McDonald said.
“National debt offices still need to
issue paper across most countries, and
primary dealers still do not appear to
be finding this roll profitable.
“The outcomes should result in pondering the efficient market structure
implications for the market and moving in line with broader market reforms,” he adds.
There is however still plenty of scope
for developments. When former Cboe
president and chief operating officer
Chris Concannon joined MarketAxess
in January he described evolutionary
changes in fixed income markets at
“stage two to three out of ten”.
While there may still be a long way to
go, change is unrelenting. Understanding the ecosystem and leveraging innovation will prove essential for both asset
managers and sell side firms as the fixed
income market continues to evolve.
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ICU sees value in distressed
debt, private equity
By Luke Jeffs
Asset manager ICU has seen firsthand the performance of the Ukrainian
economy since Russia’s annexation of
Crimea in 2014. The Kiev-based firm
has been for years the largest fund
manager and broker/dealer of Ukrainian assets, which are mainly distressed
debt.
ICU’s recent dominance was partly
because many international investors
quit the country after 2014 but the firm
said there is still $15bn of loans that the
Ukrainian state needs to auction and
international investors are once again
moving on these assets.
The Ukrainian equities market remains relatively small so ICU’s main
investment vehicle, the CIS Opportunities Fund, has cast its net wider and
returned 18% net of fees since its 2009
inception.
The lack of public investment opportunities in Ukraine has also prompted
the firm to eye private equity opportunities in technology, energy and farming.
Makar Paseniuk, managing partner
at ICU, said his firm has about 30% of
the Ukrainian fixed income market after almost ten years of investing in distressed debt.
“In 2009 we bought a lot of defaulted
domestic corporate bonds and then
spent two years working on recovering their value either through litigation
or restructuring negotiations. In 2015
following regional macro events similar things happened but on a grander
scale.”
Paseniuk said banks started in
2014-2015 reviewing their strategy in
Ukraine: “The banks’ shareholders
were selling the banks and/or selling
the corporate exposure. For a while, we
were the only buyer out there.”
Distressed debt is the biggest financial asset class in Ukraine with finan-
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Makar Paseniuk, managing partner
at ICU

cial institutions making up a decent
proportion of the names.
“Only a few years ago there were
about 190 banks in Ukraine whereas
now there are about 80 banks left after
over 100 banks were taken over by the
Ukrainian deposit guarantee fund,”
said Paseniuk.
The ICU managing partner continued: “As a result, the state is sitting on
some $15bn of loans, most of which are
in default. $15bn in the Central and
Eastern Europe market is a big number,
so comparable with the size of Italy or
Spain for example. It represents a significant investment opportunity.”
The debt is being auctioned periodically by the Ukrainian government,
said Paseniuk who added: “We have
noticed the auctions are becoming
more competitive as more international
firms are taking an interest.”
Ukraine still has a long way to go
on pension reform and the domestic
market is small. ICU has only about
$100m of Ukrainian assets under management. But Paseniuk said there are
reasons to be optimistic: “We are now
expecting the launch of the western
style privately managed defined contribution system, which would certainly boost the Ukrainian asset manage-

15

ment industry and domestic financial
market.”
In the meantime however, ICU is exploring private placements in a range
of sectors including technology.
Paseniuk said: “Some 13% of Ukrainian graduates have a degree in some
precise science or technology while the
Ukrainian IT industry has received a
boost from spill over of global growth
in technology investments and Ukraine
has emerged as the third largest IT outsourcing market globally.”
Ukraine has historically imported
much of its energy from Russia despite
having Europe’s third largest natural
gas reserves.
“Historically Ukraine has been able
to buy cheap gas from Russia, so it
didn’t make sense to invest in exploration and production but now Ukraine
is forced to buy gas at European prices,
which should attract capital into exploration, which represents an interesting
opportunity of up to $3bn. The government is set to auction production rights
before the end of this year or the start
of next year.”
Ukraine is the second largest country in Europe after the European part
of Russia and the prospect of agricultural land coming to market presents
another opportunity.
Paseniuk said: “The government
should lift the moratorium on agricultural land which will make land an investible asset and the potential size of
that opportunity is huge by all standards. There is at least some 10 million
hectares of state owned agri-land, which
is a third of Ukraine’s agri-land total.”
He added: “By our calculations,
the state-owned land can be valued
at least $15bn, which is by far bigger
than all state-owned assets advertised
for privatisation. For Ukraine, $15bn
in potential state proceeds is a very big
number and is a game-changer for the
Ukrainian macro story.”
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Lebanon managers look
to brighter future
By Matt Smith
Lebanon’s creaking state finances have
made it tough going of late for the
country’s asset management sector,
although the longer-term outlook is
brighter, with expectations that oil and
gas revenues will jump-start growth
in capital markets and hopes for tax
reforms to support the private sector
pensions industry.
Despite Lebanon’s small population,
it has long been a financial services
hub in the Middle East, supported
by deposits from the country’s diaspora, which is estimated to constitute
around 13 million people; remittances
accounted for 13.2% of Lebanon’s gross
domestic product (GDP), according to
World Bank data.
Historically, wealthy Lebanese had
preferred to keep their money in bank
deposits or invest in global markets

through wealth management and private banking services, but the country’s local asset management industry
began to blossom in the early 2000s
as Lebanon’s sovereign debt issuance
increased and investors became more
confident about the government’s postwar redevelopment programmes.
BLOM Bank, Lebanon’s largest bank
by assets, launched its asset management division in 2008 and is one of several asset managers to create mutual
funds that invest locally.
Local funds’ assets are mostly deployed in fixed income, with only a
small part allocated to equities, reflecting the availability of assets – Beirut
Stock Exchange’s total market capitalisation was $9.4 billion as of January 30.
“Lebanon’s asset management community is very much integrated into
the global institutional investment
network, with many local asset manag-

Michel Chikhani, BLOM Asset Management
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ers having a presence in a lot of other
jurisdictions,” said one regional asset
manager.
He continued: “The country’s asset
management platform is quite developed, with local and global venture
capital firms, opportunities to invest
in local, regional and global securities, and a lot of international players
operating in Lebanon. Considering the
country’s size, the asset management
sector is pretty big.”
The industry, like most other sectors, has suffered amid a tumultuous
political environment in which a general election was postponed three times
before being held in May 2018, while a
new government had still to be formed
as of January 30.
Lebanon’s GDP expanded just 1.5%
and 1% in 2017 and 2018 respectively,
according to the International Monetary Fund, which forecasts similar economic growth for the country this year.
With public debt around 150% of
GDP and Lebanon also running a fiscal
deficit of about 10% of GDP, Lebanon’s
economic and political policymakers
in January sought to reassure markets
that the country would not default on,
or seek to restructure, its debts.
As of June 2018, the Lebanese government’s total debts stood at 108.9 trillion Lebanese pounds ($72.25 billion),
of which $35.1 billion was held in foreign currencies, data from the central
bank shows.
So strained are Lebanon’s finances
that there was speculation it could
impose capital controls, a threat that
Bank of America Merrill Lynch downplayed in a January note that argued
such measures would be unsustainable
due to the need to attract non-resident
deposits. Lebanon’s reference interest rate was 11.9% in January 2019, its
highest level since inception in 2011.
These stresses have caused government debt securities to perform poorly.
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“This has affected the local asset
management sector negatively, as it is
predominantly focused on the public
debt market - the local stock market
lacks both depth and breadth needed
for serious investor interest,” said
Michel Chikhani, general manager
at BLOM Asset Management, whose
funds under its direct management
include a local bond fund, two money
market funds, a local balanced fund
and a multi-asset fund consisting of US
equities, US treasuries and fund.
“The increasing deposit rates environment further exacerbated the situation.”
Patrick George, chief investment officer Asset Management at FFA Private
Bank, offered a different perspective,
stating there was no direct correlation
between Lebanon’s lacklustre economy
and the asset management industry. He
acknowledged the country’s domestic
woes had convinced some investors
to withdraw local deposits and invest
more in international markets via asset
managers.
Chikhani said 2019 would be challenging for the asset management industry due to the government’s debt
situation, continued political tensions,
high interest rates and weak investor
sentiment.
“The real benchmark for Lebanese investors has always been local bank deposit rates and given high interest rates
currently on offer for both the pound
and dollars, investors are naturally “risk
averse”,” he said. “Some investors opted to diversify away from Lebanese risk
by investing in our multi-asset fund.”
Longer-term, the industry’s biggest
opportunity will come from asset managers being “called upon to cater to private and public pension schemes, especially if new regulation is put in place
that would create tax incentives for employers to participate,” said Chikhani.
The Lebanese Capital Markets’ Authority (CMA) will also soon license an
electronic trading platform that should
boost market liquidity and connect the
Lebanese diaspora to new, local investment opportunities.
“The growth of the Lebanese asset
management industry is very promis-
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Patrick George, FFA Private Bank

ing,” said Chikhani, citing draft investment fund regulations that he believes
will further align the sector to international best practices.
Lebanon estimates it has 96 trillion
cubic feet of natural gas reserves and
865 million barrels of oil offshore. Exploration plans had been delayed for
years but were restarted in 2018.
“Future oil and gas revenues could
potentially jumpstart the growth phase
of the overall Lebanese capital markets
and asset management industries,”
said Chikhani.
Around of 4% of the assets in funds
under BLOM’s direct management
have a non-Lebanese focus.
“The objective of the funds is to give
retail investors practical access to the
relevant asset classes,” said Chikhani.
“The recent performance matches average asset class returns. The majority of
our funds invest locally - mostly Lebanese sovereign debt and bank deposits,
with some Lebanese stock holdings
mostly in the banking sector.”
Rival FFA Private Bank manages
four in-house funds – a MENA Equity
Fund, an International Bond Fund
that invests solely in investment grade
bonds, a fixed income MENA fund
and a Global Opportunity Investment
Fund, which is a balanced fund.
The MENA equity fund provided
an annualised return of 3.49%, while
the International Bond Fund recovered in late 2018 to deliver an annualised return of 5.42%. The Fixed Income
MENA Fund performed similarly, giv-
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ing an annualised return of 4.52%.
“Investing in the financial markets
is still not a common practice, but the
asset management industry has been
gaining traction,” said FFA’s George,
noting that investors were increasingly
receptive to diversifying their portfolio
beyond simply holding cash deposits.
FFA offers access to any financial instrument available in the market across
all sectors and geographical locations.
“Diversification is key to capital
preservation and sustainable growth.
Increased market volatility presents a
major headwind risk for investors, thus
the importance of being well diversified across asset classes and regions,”
said FFA’s George.
According to the CMA’s annual report of 2017, the asset management
sector’s assets under management
totalled $1.7 billion, of which around
$800 million was deployed in local
funds, with about $900 million held in
foreign funds.
Around 75% of local assets are fixed
income securities - mainly Lebanese
Government Eurobonds - while 17% is
in money market funds. The remaining
8% is split between local equities and
other asset classes.
As a high interest rate market, investors tend to prefer local deposits and
money markets, plus local, regional
and global fixed income, said the regional asset manager. “It’s a similar
trend to what you see in other economies that pay high deposit trades such
as Turkey and Egypt,” he added.
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Egypt seeks to capitalise
on domestic demand
By Matt Smith
As Egypt’s double-digit interest rates
and inflation ease, the country’s asset
managers are upping their allocations to
companies that will benefit most from
resurgent domestic consumption.
Egypt launched a wide-ranging reform programme in 2016 to modernise
and diversify the economy, reduce corruption and bolster the private sector.
These measures hit Egyptians hard as
living costs rose and real incomes fell,
but the worst seems to be over, and GDP
growth is forecast to be 5.5% this year,
its biggest expansion since 2008.
That bodes well for fund managers
following a tumultuous 12 months in
which Egypt’s main stock benchmark
fell by a quarter (as of Jan 30) from April
2018’s all-time high, tracking declines
on emerging markets.
In January, Italy’s Azimut Group
acquired Rasmala Egypt Asset Management, citing Egypt’s young urban
population, relatively low market capitalisation of the economy and low penetration of mutual funds as reasons for
believing the industry has big long-term
growth potential.
“Egypt’s reform programme is gaining momentum and credibility, so there
are early moves by international asset
managers to get into the market here
and potentially use it as a hub for the
MENA region or the African continent,”
said Amr Abol-Enein, managing director and head of asset management at
Cairo’s CI Capital, which had 8.25 billion Egyptian pounds in assets under
management (AUM) at 2018-end.
Egypt’s local mutual funds had 39.79
billion pounds of asset under management (AUM) in the third quarter
2018, data from the Egyptian Investment Management Association (EIMA)
showed. This includes 35.10 billion
pounds in money market funds, 1.57
billion pounds in equity funds, 992.15
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million pounds in fixed income funds
and 526.20 million pounds in Islamic
funds.
“The outlook is positive and our biggest challenge will be to attract new clients to further increase our asset base,
structure an aggressive sales plan for
our funds and offer new products in
the market as well,” said Nabil Moussa,
head of Egypt asset management at EFG
Hermes, which offers products ranging
from mutual funds to portfolios, unitlinked products and pension mandates.
These cover various asset classes such
as equities, balanced, capital-protected,
asset allocator, fixed income and money
market.
“We also remain focused on increasing our pension funds’ base for large
government-owned entities and private
institutions in Egypt,” Moussa said.
With global and emerging markets
jittery over trade hostilities between the
United States and China, Egypt’s asset
managers are cautious in their stockpicking.
“We concentrate more on defensive
sectors with good room for Egypt-centric growth and are focused primarily
on healthcare and pharma. We see huge
growth there, yet it’s also relatively protected from global volatility,” said AbolEnein.

“We also like tourism – it’s recovering
well – plus non-bank financials, which
is achieving high growth in very underpenetrated market segments and has
attractive valuations. We’re being more
selective – we’re more into alpha rather
than beta exposure.”
EFG’s Moussa said he favoured consumer staples, discretionary consumer
goods, plus micro finance “given their
dependence on private consumption”.

Market structure

From the 1990s until the mid-2000s,
Egyptian equity funds dominated the
asset management sector in terms of
AUM. Money market funds started in
mid-2000s and rapidly expanded, with
investors preferring these over bank
deposits due to their higher returns,
while fixed income funds also proved
attractive. This take-up coincided with
the financial crisis as investors became
increasingly risk-averse and wary of equity exposure.
Around 2011-13, money market and
fixed income funds accounted for about
95% of Egypt’s AUM and equity funds’
average size had fallen significantly,
partly due to a lack of interest from
sponsoring banks which preferred to
focus on core activities such as lending,
which provided bigger returns.

Karim Nehma, Beltone
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In 2013, the central bank imposed
limits on the size of money market
funds so that these were proportionate
to banks’ balance sheets or equity base,
capping the funds’ growth potential.
That caused the AUM of money market funds, whose clients were mostly
from the corporate sector, to shrink by
around one third.
“Asset managers are now more diversified, less concentrated in money
market and fixed income funds, which
are subject to stricter regulations and
limits,” said Abol-Enein.
On joining CI Capital in 2013, AbolEnein sought to diversify the company’s
AUM by expanding its equity mandates
base. Now, nearly 50% of the company’s
AUM is in equities, with the rest in
money market and fixed income funds.
The company aims to hold over 10 million pounds in AUM by the end of 2019.
CI Capital’s conventional equity fund
returned 4.72% in 2018, outperforming
the company’s peers, which on average
suffered an 8.16% decline. CI Capital
was also ranked first for its sharia-compliant equity and money market funds,
plus its fixed income fund and balanced
fund.

Reforms

Regulatory reforms over the past few
years and expected further changes to
expand the investible universe in Egypt
should enable asset management companies to offer more diverse products,
said EFG’s Moussa, whose firm’s investor base includes international banks
and insurers, institutions, pension
funds, sovereign wealth funds and high
net worth individuals.
“This will have great impact on our
asset management business,” he said.
Historically, the industry was fragmented but is now dominated by five or
six management companies.
“The market is consolidating, and we
could see further M&A to improve efficiency and strengthen business models,” said Abol-Enein, whose company
is working with two Egyptian banks to
expand their wealth management divisions to create more savings and investment products for high net worth individuals.
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Amr Abol-Enein, CI Capital

“It’s an untapped area. We also have
regional ambitions and are assessing expanding into Middle East markets and
maybe the African continent.”

Volatility

A crippling foreign currency shortage
forced Egypt to de-peg its currency
from the dollar in November 2016. The
pound is now worth around half its
prior value. Yet its flotation spurred an
aggressive stock market rally, with the
main benchmark surging 120% to reach
April 2018’s record peak.
“The flotation had a positive impact
on the asset management business,”
said EFG’s Moussa. “A lot of people saw
investing in equites as the best way to
preserve the value of their money.”
That bull run ended last April as an
emerging-market sell-off spread to
Egypt.
“We’ve been net sellers since 2Q18 but
have started to become net buyers again
more recently on a very selective basis
as we see attractive bargains emerging
– we move in and out and adjust our exposure,” said CI’s Abol-Enein.
Cairo’s Beltone Financial, Egypt’s
largest asset manager by AUM, has followed a similar strategy, focusing on
alpha names that could reliably deliver
outperformance, said Karim Nehma,
chief executive of the company’s asset
management division.
“We continue to believe selection will
be the name of the game in the coming
period, which is a strategy recommended not only for allocation in the Egyp-
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tian market, but for other markets that
we invest in as well,” he said.
Beltone lays claim to introducing
Egypt’s first money market funds in
2002 as well as the first onshore Egypt
ETF in 2015. It has also created multiasset funds to provide investors with
greater diversification.
“Our plan is to expand this product
offering into alternative investments,
which goes in line with our stock selection focus,” said Nehma.
Beltone’s funds cover Egypt, Turkey
and the Middle East and North Africa,
with plans to expand into Africa. It
manages both onshore and offshore vehicles, covering equity and fixed income
asset classes, offering structures that are
both dollar and Egyptian pound denominated.

Inflation

The pound’s plummeting value propelled inflation to a 30-year high of 33%
in July 2017, before subsiding to 15.7%
as of December. Since 2014, benchmark
interest rates have nearly doubled to
16.75-17.75%, but are expected to fall as
inflation eases further.
“Inflation has a mixed impact,” said
EFG’s Moussa. “High inflation is negative for the economy and leads to high
interest rates, which is not positive for
equity markets. Yet a lot of investors
look for opportunities in the equity market to compensate for the (falling) value
of their money. Overall, we believe that
inflation up to 13–14% is not negative
for us. Higher figures might be.”
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STOs - the institutional
investors’ crypto?
By Louisa Chender
Last year was a somewhat turbulent
year for digital assets. The price of bitcoin plummeted from over $15,000 in
January 2018 to just $3,600 in the same
month this year while the market for
initial coin offerings was hit by reports
of scams.
Yet new trading platforms continued
to emerge, hoping to attract institutional investors to the nascent market with
something more suitable, familiar and
secure despite ongoing regulatory and
custody challenges.
In the meantime security token offerings (STOs) gained more traction.
Some consider STOs to be the digital
asset that institutional investors have
been waiting for while the more sceptical tar them with the same brush as
other crypto assets.
As derivatives industry experts
make a move into the STO space it

leaves us wondering what makes security tokens so different to their crypto
predecessors and whether they will
succeed in bringing institutional investors to the crypto markets?

What is a STO?

In a bid to clarify the different forms
of crypto assets, a joint HM Treasury,
Financial Conduct Authority and Bank
of England Cryptoassets Taskforce has
separated them into three main categories. Cryptocurrencies, like bitcoin,
are a value replacement for fiat. Utility
tokens, like ICOs, are a form of raising
capital without giving equity. While
security tokens have been likened to
shares in that they provide rights to
ownership, repayment of a specific
sum of money or entitlement to a share
in future profits.
The concept of tokenising an asset is
not new. It is essentially breaking it up
into a number of parts with the same
value linked to the underlying asset’s
value - similar to buying shares in a
company.
In the digital assets world, blockchain technology underpins and transforms how the asset is transferred from
the buyer to seller with the aim of simplifying the process and reducing costs.
“The advent of tokenisation, fractional ownership and the creation of
new secondary markets provides revolutionary new ways of leveraging the
value of assets, raising funds and trading,” Matthew Pollard, co-founder and

The advent of tokenisation, fractional
ownership and the creation of new
secondary markets provides revolutionary new
ways of leveraging the value of assets, raising
funds and trading
Matthew Pollard, Archax
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chief financial officer of digital asset
exchange Archax, said.
Backed by financial market experts
including former LSE Group chief
strategy officer David Lester, Archax is
designed to be “institutional throughout” in terms of systems, regulation,
culture and products, while leveraging
the benefits of blockchain technology
to create a secure platform for trading
the nascent form of digital asset.
Transactions on a blockchain somewhat lessen, or remove, the roles of
intermediaries, therefore significantly
cutting the cost of execution.
At the same time, trading security tokens on a blockchain allows for assets
to be bought and sold on a secondary
market, on a global scale.
“The creation of a global investor
pool in this space will promote new
and exciting competition for assets,
improving pricing accuracy and the
ability for investors to create diverse
portfolios of assets more efficiently,”
Pollard adds.
In this way, security tokens could
open the door to start-ups and smaller
companies that may find the process of
raising capital through initial public offerings expensive and more complex.

Breaking down
the regulatory barriers

The lack of regulation around cryptocurrencies has been a barrier for many
institutional investors. Particularly
when taking into consideration a combination of market immaturity, high
volatility and a lack of credible information and oversight.
The Financial Conduct Authority
has however likened security tokens
to shares or debt instruments - instruments that fall under its remit.
According to the regulator, they are
“tokens that amount to a ‘specified investment’ under the regulated activities order”.
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However, as there is no formal regulation for security tokens at present,
the FCA launched a consultation in
January to gauge the industry’s views
before finalising guidance on how they
will be regulated.
It is likely that issuers won’t need
permission to issue the security but
they may be subject to rules around
promoting the issuance, advising on
investments etc. Venues that offer a
platform for trading the tokens (e.g.
multilateral trading facilities, organised trading facilities) would however
need authorisation to do so.

The unknowns

As with any new instrument, technology or process there are a number unknowns to consider.
Obi Nwosu, chief executive office
and co-founder of spot crypto exchange Coinfloor Group, explains that
although regulation is welcome, the
fact that security tokens fall under existing regulation may make certain aspects, such as ease of transfer, difficult
to implement with a crypto asset.
Decentralised identity could be an issue given that under traditional investment agreements issuers need to know
who the other parties are in order to
adhere to any restrictions concerning
who assets can be sold to, and to guard
against a hostile takeover.
Properties inherent to trading security tokens on a blockchain are however pseudonymous and in some cases
anonymous.
“It would be hard to know how
many shares a given person has unless
you add a layer of transparency – it
could be done if you had a register on
a centralised database, in which case
why do you need a blockchain? Decentralised identity has not been solved to
my knowledge,” Nwosu said.
Another challenge relates to tax,
which is jurisdictional. Although certain details may be available through
smart contracts, authorities around the
world would need to know the participants’ identity in order to know how
much tax to take.
On the security side, if a blockchain
were to be hacked and the investors
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VJ Angelo, LDX

lose their tokens, it would be difficult
for a court or appropriate authority to
make a decision on ownership because
the asset on the chain is intrinsic and
did not move in the physical world.
“In this case the blockchain no longer matches the reality and as time goes
by it will match the reality less and less
until the ledger isn’t the master of record. This reduces the utility over an
immutable ledger until it becomes just
another version or the proxy of the
truth,” Nwosu explains.

A valuable alternative

Acknowledging the opportunities coupled with outstanding challenges, UK
regulators are working to clarify concerns and at least offer the sought-after
credible guidance around security tokens that other cryptocurrencies do not
yet have.
An already authorised venue, the
London Derivatives Exchange (LDX),
is set to add security tokens to its product line on a platform built around pri-
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vate blockchain and secure wallets to
bridge the digital and traditional asset
worlds.
“The attraction of STOs has been
growing as an alternative to traditional
financing of businesses. As the ICO
market has dried up STOs have rapidly
become a useful replacement,” LDX
chief executive officer VJ Angelo said.
However, he points out that the benefits are reliant on a number of factors
including the constructor of the tokens,
including economics, smart contract
and the blockchain they are placed on.
“Additionally the exchange or platform they are listed on to trade, how
they are stored settled or transferred all
play a huge part in whether or not the
tokens will prove a valuable alternative,” he adds.
At the same time, benefits like cost
savings along with the reputation associated with an established exchange
and regulatory backing of a security
could be an attractive combination for
institutional players.
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Abbey Shasore, Factbook

Mitigating the risk of your client
reporting implementation

By Abbey Shasore, chief executive officer of Factbook
There are a number of perils for any
vendor going into a client reporting
project on behalf of an asset management firm. One such problem area is
what some in the industry call ‘data
interfacing’ – handling data from
external sources such as benchmark
data vendors, third party administrators, other vendor systems (eg risk or
performance applications) or various
in-house systems. There are three key
reasons why this issue of interfacing
with data sources is so important to
asset managers.
First of all, data accuracy and data
currency is of primary concern. Data
is embedded within almost every risk
factor facing an asset manager. If an
asset manager releases data that is out
of date or inaccurate, then risks will
rapidly escalate.
Secondly, experience will tell an asset
manager that the developers and technologists they have worked with always
struggle with delivering the level of sophistication and flexibility that the asset
manager requires in terms of interfacing
with external data sources.
The third reason why asset managers
worry about data interfacing is that
they have never seen the problem truly
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solved. Most reporting platforms do
not deliver on the promise that it can
deal painlessly and smoothly with data
from any source. As a consequence,
many internal IT teams have an inbuilt
distrust of what vendors in this space
promise.
Vendors therefore have to know and
recognise that the single most important element in any reporting project is
the data: where is it, how can I access
the data and when can I make use of it
in a report. Inaccurate data carries not
only an immense operational risk in
terms of activities such as asset allocation, but also a significant reputational
risk if the numbers being reported are
found to be incorrect by the client. The
regulatory risk of fines and judgements
is also formidable.
Data interfacing can often require
some bespoke coding on the part of
the software firm. Asset managers in
such situations are sometimes told
that ‘it can’t be done’, when the real
issue is the way the software has been
designed in the first place. The ability
to leverage customised plug-ins in the
area of retrieving external data without
destabilising the rest of the code is
the key. Often, software firms need to
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go deep inside their code base just to
accommodate an unusual external data
source, but this should not be necessary. The original core code can remain
the same; the plug-in is where the only
new coding is needed.
Virtually every external data sourcing
issue can be overcome by this approach of data plug-ins. Even if the
asset manager requests an unusual
form of output which no firm has ever
attempted, vendors can take exactly
the same approach: a plug-in to deal
with the output. That seldom happens in practice; more often the issue
is concerned with accessing data and
bringing it into the reporting realm as
opposed to generating outputs but the
principle remains the same.
With this methodology, asset managers can substantially reduce their
project risk at implementation time.
Indeed, when an asset manager is
working with a software vendor for
the first time, the number one concern
is: ‘Will this actually work, or will we
be here in two years’ time, still trying
to implement the solution?’ (sadly, not
an uncommon scenario in the client reporting world). Yet the effective use of
plug-ins can reduce the time involved
in a client reporting system deployment by as much as 50%.
The only factor that should result in a
protracted implementation project for
an asset manager is volume of work,
not complexity. The software vendor
should be handling the complexity. If
an asset manager has three unusual
data interfaces, that should be a simple
problem to contain. If the asset manager has 300 complex data interfaces,
then the vendor has to solve each one
(perhaps not 300 times but certainly
more than three). A smart vendor will
be looking for repeatable patterns, finding commonality in the problems and
thus reducing the amount of unique
coding that needs to be created.
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Moderating leverage
– are haircuts the answer?

By Simon Hills, Director, Prudential Policy, UK Finance
A recent report in the Financial Times
reminded me about the International
Organisation of Securities Commissions (Iosco) consultation on the use of
leverage by asset management firms.
It identifies the risks to financial stability that leverage may pose and how
to monitor it in those funds identified
as being systemically important.
Over the past decade global assets
under management have grown to
$77 trillion, or about 40% of the global
financial system’s assets, making them
a force to be reckoned with.
But it is important to recognise that
asset managers pose different risks to
banks and insurers, which normally
act as principal to a transaction. Asset
managers act as agents, intermediating
on behalf of their clients who actually
own the assets.
Leverage is one area in which, theoretically at least, the largest asset managers, including hedge funds, could
create systemic risk. Leverage enables
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them to boost expected returns by
using derivative or securities financing
transactions (SFT), for instance, but if
the markets move unexpectedly, leverage within a fund increases the risk of
financial distress.
This could then be transmitted to the
broader financial system, including the
asset manager’s direct counterparties
such as banks and brokers with which
it trades derivatives, or which have
extended securities financing to it via
reverse repos.
Indeed, the Financial Policy Committee’s last Financial Stability Report
raised concerns about the build-up of
derivative created leverage in the nonbanking system, although it concluded
that it appeared to have sufficient
liquid assets to cover the posting of
variation margin on their over-thecounter interest rate derivatives.
I believe in the cleansing disinfectant
of greater disclosure. Asset managers should disclose to their investors
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and report to their supervisors on the
amount of leverage they are employing, in much the same way that banks
are required to make Pillar Three disclosures about many aspects of their
risk profile.
In the meantime, the Basel Committee on Banking Supervision (BCBS),
the group which sets internationally
recognised prudential standards, has
been looking at this issue through the
other end of the telescope.
The recently finalised Basel III
framework (known by some as ‘not
Basel IV’ because of the wide-ranging
changes it will introduce by 2022),
penalises banks providing SFTs to asset managers.
It requires them to hold overly
conservative prudential capital against
SFTs that are not centrally cleared by
flooring minimum collateral haircuts
for exposures to SFTs. Despite the international regulators’ intention being to
reign in the provision of leverage to unregulated counterparties, the minimum
haircut floor for SFTs includes transactions with regulated entities too.
This will impact on banks’ willingness to support their asset management customers’ SFT transactions.
In turn, this will reduce liquidity in
the capital markets and asset managers’ ability to support long-term
economic growth by intermediating
between companies and investors in
the capital markets.
It is important that the BCBS reconsiders the application of the minimum
haircut floors to SFTs undertaken by
regulated asset managers.
This is precisely the message of a
letter recently sent by the International
Banking Federation to the BCBS, a letter which is fully supported by UK Finance. I look forward to the proposals
on the minimum collateral haircuts for
exposures to SFTs being improved.
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Wouter Delbaere, Wolters Kluwer

Reporting regs create opportunity
for competitive advantage
By Wouter Delbaere, Singapore-based Regulatory
Reporting Director, APAC, for Wolters Kluwer’s
Finance, Risk & Reporting business

We have been watching the non-bank
financial institutions (FIs) very closely
over the past couple of years and
found that many entities continue to
take a largely manual approach to
regulatory compliance. For instance,
a survey done by Wolters Kluwer
with 180 institutions, for eight Asia
Pacific countries, covering securities
firms, funds, asset managers, insurers,
etc., indicates that only about 20% of
the non-bank FIs have an automated
solution in place for the regulatory
reporting obligations.
Regulatory reporting is still typically done via internal spreadsheets
and Macros, which gives institutions
comfort by sticking to established
procedures and spreadsheets, enabling
business users to easily visualise and
organise data – all at a relatively low
cost. But this flexibility is prone to
human errors and comes with numerous control risks, a price which many
are no longer willing to pay with the
extent of the changes recently introduced by regulators, including the re-

cent Securities Financing Transactions
Regulation (SFTR) requirements; freely
changing or adjusting data, formulae
and formatting heightens the risk of
errors, inaccuracies or inconsistencies,
and makes establishing a clear audit
trail difficult. This approach is also
inherently limited in terms of extensibility and scale; as the scope of the
spreadsheet is extended beyond its
original purpose in response to new
regulatory demands, the increase in
data and complexity will quickly become impractical to manage manually.
Regulations such as SFTR will cerCurrent regulatory reporting
approach
6%
15%

79%

1 – Manual
2 – Automated in-house
3 – Automated using vendor
Source: Wolters Kluwer

The best-positioned banks will be those that
upgrade existing infrastructure to collect the
additional information required by regulators, while
simultaneously consolidating and centralising this
information with other data currently being used for
internal and external purposes.
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tainly be onerous for FIs, however it
also creates an opportunity to achieve
competitive advantage for those that
are able to implement in a manner that
not only meets external compliance,
but also generates greater transparency internally, allowing for reduction of regulatory risk and enhanced
management information.
The success of this reform and
the ability of FIs to adopt them in a
cost-effective and compliant manner
will depend on the investment in a
solution which collects and automates
the production of the required regulatory information. The best-positioned
banks will be those that upgrade
existing infrastructure to collect the
additional information required by
regulators, while simultaneously
consolidating and centralising this
information with other data currently
being used for internal and external
purposes. A single data repository
could then form the basis of all regulatory requirements, including SFTR.
Particularly a managed services-type
of model would be a good fit, as it
would make the overall infrastructure,
platform and software costs related
to automation much more affordable
for these Financial Institutions (as opposed to using a traditional on-premise deployment). In 2019 there will be
some brave FIs in Asia-Pacific who
will challenge the status quo by taking
a managed services route to regulatory
compliance, which will be watched
closely by their peers and regulators
alike. Beyond 2019, it is clear that managed services will slowly, but surely,
become a norm, and eventually the
way of the future.
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Goldman Sachs,
J.P.Morgan top-rated
by beneficial owners
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

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

Group Respondents
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.

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 a 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
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METHODOLOGY:
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.

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.

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.

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.

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.

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
AuM in lowest quartile
AuM in middle two quartiles
AuM in the top quartile

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.

Weighting
0.7
1
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.

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.

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
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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

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 AsiaPacific 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 AsiaPacific.
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

CPR
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ALL LENDERS SERVICE CATEGORIES (UNWEIGHTED)
COMPANY
COLLATERAL
HANDLING OF
MANAGEMENT
CORPORATE
		
ACTIONS/ DIVIDENDS
Citi
6.24
6.22
Deutsche Agency Lending
6.67		
eSecLending
6.60
6.55
Goldman Sachs Agency Lending
6.78
6.68
JPMorgan
6.13
6.24
RBC Investor & Treasury Services
6.50
6.42
State Street
6.18
6.07
COMPANY
Citi
Deutsche Agency Lending
eSecLending
Goldman Sachs Agency Lending
JPMorgan
RBC Investor & Treasury Services
State Street

INCOME
GENERATED VS
EXPECTATION
6.00
6.83
6.42
6.58
5.78
6.56
5.89

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
6.28
6.24
6.10
6.83		7.00
6.50
6.55
6.73
6.79
6.78
6.74
6.28
5.87
6.17
6.47
6.27
6.60
6.07
6.06
6.00

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.26
6.83
6.55
6.68
6.35
6.53
6.22
PROVISION OF MARKET
& REGULATORY UPDATES
6.15
6.67
6.55
6.68
6.17
6.27

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

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,
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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 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
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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

www.globalinvestorgroup.com

ALL LENDERS SERVICE CATEGORIES (WEIGHTED)
COMPANY
COLLATERAL
HANDLING OF
INCOME
MANAGEMENT
CORPORATE
GENERATED VS
		
ACTIONS/ DIVIDENDS
EXPECTATION
Citi
6.81
3.95
8.33
Deutsche Agency Lending
7.16		9.41
eSecLending
6.79
3.96
8.47
Goldman Sachs Agency Lending
6.88
3.93
8.56
JPMorgan
6.36
3.77
7.70
RBC Investor & Treasury Services
5.39
3.02
6.98
State Street
6.75
3.96
8.41
COMPANY
Citi
Deutsche Agency Lending
eSecLending
Goldman Sachs Agency Lending
JPMorgan
RBC Investor & Treasury Services
State Street

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
3.77
2.51
4.97
4.02		5.66
3.86
2.57
5.31
3.79
2.52
5.16
3.58
2.24
4.83
2.90
2.00
4.14
3.73
2.44
5.09

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.21
6.63
6.24
6.16
6.01
4.85
6.31
PROVISION OF MARKET
& REGULATORY UPDATES
3.20
3.44
3.29
3.27
3.09
2.51
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

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 straightforward 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.

DATALEND PORTFOLIO
FOR BENEFICIAL OWNERS

REVIEW all your securities lending data in one place with
DataLend Portfolio. Whether you have a single- or multiagent securities lending program, your single login to
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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
MANAGEMENT
CORPORATE
GENERATED VS
		
ACTIONS/ DIVIDENDS
EXPECTATION
Citi
5.67
5.50
5.77
Deutsche Agency Lending
6.75		7.00
JPMorgan
5.89
5.90
5.64
RBC Investor & Treasury Services
6.50
6.42
6.56
State Street
6.18
5.69
5.89
COMPANY
Citi
Deutsche Agency Lending
JPMorgan
RBC Investor & Treasury Services
State Street

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
6.27
6.30
5.77
7.00		7.00
6.18
5.89
6.09
6.47
6.27
6.60
6.25
6.07
6.06

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.00
6.75
6.20
6.53
6.22
PROVISION OF MARKET
& REGULATORY UPDATES
6.00
7.00
5.91
6.27
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
MANAGEMENT
CORPORATE
GENERATED VS
		
ACTIONS/ DIVIDENDS
EXPECTATION
Citi
6.26
3.55
8.10
Deutsche Agency Lending
7.42		9.86
JPMorgan
6.24
3.66
7.63
RBC Investor & Treasury Services
5.39
3.02
6.98
State Street
6.75
3.71
8.41
COMPANY
Citi
Deutsche Agency Lending
JPMorgan
RBC Investor & Treasury Services
State Street

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
3.82
2.55
4.76
4.21		5.79
3.61
2.29
4.86
2.90
2.00
4.14
3.73
2.44
5.09

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.02
6.70
5.96
4.85
6.31
PROVISION OF MARKET
& REGULATORY UPDATES
3.14
3.69
3.02
2.51
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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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,

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 onloan balance of $2.2 trillion and lendable balance
of $19 trillion.
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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

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		
THIRD-PARTY AGENT LENDERS SERVICE CATEGORIES (UNWEIGHTED)
COMPANY
COLLATERAL
HANDLING OF
MANAGEMENT
CORPORATE
		
ACTIONS/ DIVIDENDS
Citi
5.67
5.80
eSecLending
6.60
6.55
Goldman Sachs Agency Lending
6.78
6.68
JPMorgan
6.43
6.71
COMPANY
Citi
eSecLending
Goldman Sachs Agency Lending
JPMorgan

INCOME
GENERATED VS
EXPECTATION
6.10
6.42
6.58
6.00

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
6.10
6.00
6.40
6.50
6.55
6.73
6.79
6.78
6.74
6.43		6.29

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.50
6.55
6.68
6.57
PROVISION OF MARKET
& REGULATORY UPDATES
6.20
6.55
6.68
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
MANAGEMENT
CORPORATE
		
ACTIONS/ DIVIDENDS
Citi
6.22
3.67
eSecLending
6.79
3.96
Goldman Sachs Agency Lending
6.88
3.93
JPMorgan
6.51
3.94
COMPANY
Citi
eSecLending
Goldman Sachs Agency Lending
JPMorgan

INCOME
GENERATED VS
EXPECTATION
8.46
8.47
8.56
7.80

DEVELOPED
EMERGING
PROGRAMME
MARKET
MARKET
CUSTOMISATION
COVERAGE
COVERAGE
3.65
2.44
5.21
3.86
2.57
5.31
3.79
2.52
5.16
3.53		4.77

LENDING PROGRAMME
PARAMETER
MANAGEMENT
6.44
6.24
6.16
6.07
PROVISION OF MARKET
& REGULATORY UPDATES
3.23
3.29
3.27
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
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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 fourthranked 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 in 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
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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
I&TS 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 I&TS
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 AsiaPacific 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
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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 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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Renewed
optimism
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.

PARTICIPANTS
• Nancy Allen, Global Product Owner, DataLend
• Bill Kelly, Head of Agency Securities Finance, BNY Mellon Markets
• Brian Yeazel, Managing Director, Fixed Income, Northwestern
Mutual
• Anthony Toscano, Head Agency Securities Lending, Americas,
Deutsche Bank
• Bill Smith, Managing Director, Americas Sales Executive, JP
Morgan
• Brendan Eccles, Managing Director, Global Head of Securities
Lending, Scotiabank
• Bob Hollinger, Partner, Barrington Partners
• Axel Hester, Director of Securities Lending, State Street Global
Advisors
• John O’Loughlin, Director, Portfolio & Cash Services, John
Hancock Investments
• Chair: Andrew Neil, Securities Finance Editor, Global Investor
Group.
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Chair: Borrower behaviour & revenue 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 resulted 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 billion 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 benefited from higher volumes. EMEA onloan 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. Midway 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 volumeweighted 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 volumeweighted 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 profitable, and Tesla then traded down closer
to GC levels.
When looking at 2018 average supply, beneficial owners held $19.5 trillion

www.globalinvestorgroup.com

of lendable assets across all beneficial
owner types, including collective investment vehicles, pension plans, governments/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 beneficial owners like 40 Acts and UCITS
funds are subject to more restrictive
guidelines.
Anthony Toscano: It would be interesting to see the revenue trend lines
from cash collateral versus non-cash,
especially in light of the US having very
robust money market investment opportunities. While volumes continue to
rise, the revenue is really being generated 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 declined, 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 turnover type transactions.
As far as borrower behaviour, we’ve
seen European banks shift their trading 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 regulatory 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 opportunities. However, as Nancy pointed
out, opportunities across the beneficial owner community are not equally
available: pension funds and sovereign
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2018 was very
positive from a
revenue perspective
– Nancy Allen, DataLend

wealth funds have greater possibilities
with respect to collateral or term flexibility. 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 represents 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 flexibility to take advantage of more opportunities. Those opportunities surface
in client discussions about where value
could be added in a lending program,
and can be identified with few key questions. Can you take advantage of term?
Can you take advantage of the broadest
collateral schedule out there? Do you
have approved borrowers who are nonUS borrowers, as some of the borrowers
have moved their business more heavily overseas?
One thing we’ve seen is a continued march toward non-cash collateral,
which has had a much more significant
effect on some client groups than oth-

41

ers. A number of the US-regulated clients 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 noncash, 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 really 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 extensive operational and compliance
oversight, and we also develop risk
parameters and assess new opportunities in conjunction with our securities
lending oversight committee. We be-
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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 accepting non-cash collateral recently, and
we’re seeing that open up certain opportunities 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 efficiently 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 counterparty risk when dealing directly with
us. So, from a fixed income standpoint
we’ve lent treasuries for decades directly to the street. The nature of that programme 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 money 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 treasuries 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

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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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 oversee 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 different 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 programme 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 borrowed, and the volume of ETFs being
borrowed has increased. The first half
of the year generated attractive overall
returns. Being an intrinsic value programme, for the last couple of months
demand has diminished as special
trades have waned. As far as the collateral upgrade trades, we don’t participate significantly. This isn’t something
we’re chasing due to the limited intrinsic value in the trades.
Bob Hollinger: In terms of securities
lending, we at Barrington, as consultants, are facilitators rather than executors. We’re neither a lender, borrower
or agent. Our clients are typically 40
Act clients and they’re all using external agents. Some are doing internal collateral management and they’ve been
extremely successful in the near term.
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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 substantially 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 established minimum spreads across all
of their portfolios and, at this point,
they are actively loaning ETFs where
they have them. I have not seen anything that indicates the Boards are being more proactive in terms of modifying 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 extremely 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 traditional uses of securities lending
data and what are some alternative uses?
Nancy Allen: Price discovery, liquidity and performance measurement are
the traditional uses of securities lending
data. What’s been interesting to observe
is the evolution of data use as technology 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 algorithms to facilitate automated trading
over platforms like EquiLend’s NGT.
The traditional use of data by beneficial owners was usually in the form of
statements summarising balances, earnings and perhaps year-over-year performance. Now, beneficial owners are
demanding more from the data, including revenue attribution, over/underperforming securities and key revenue
drivers. Performance measurement
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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

tools help beneficial owners evaluate
agent lender performance relative to the
market and other agents. Recently, beneficial 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 addition, beneficial owners are analysing
the data not only from a lending programme 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. Securities lending data is also a component
of index creation, and non-securities finance 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 growing rapidly. At State Street Global Ad-
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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 existing 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, forming an understanding for traditional
portfolio management and product development teams.
Brian Yeazel: I absolutely agree with
Axel. Over the years our portfolio managers have wanted more and more data,
we’re not an intrinsic value programme,
so the value comes from our cash investing. 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-
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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 DataLend and other industry providers have
done well is developing user-friendly
interfaces. Data that is more readily accessible - 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 lending 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 number of cleansing algorithms to eliminate
outliers and duplications, and we continually review our data coverage focusing on the underlying contributors
to our data set. The underlying dataset
is extremely important for a beneficial
owner looking to perform true benchmarking.
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 operate so that you’re not just providing any
data to your clients but you’re providing data that matches what they need
and answers the questions they’re looking to answer. We continually challenge
ourselves to find the best ways to efficiently deliver data to our clients, and
distil that data in ways to create value.
Securities lending is moving in a direction where over the next two or three
years it will become even more transparent, given the evolving regulations

We are
seeing more
funds electing to
participate in the
program
– John O’Loughlin,
John Hancock
Investments
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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 going forward.
Bill Kelly: The interest from the asset
owners in terms of receiving and consuming data has only grown. Information we provide to asset owners is being
aggregated with third-party information 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 capabilities.
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 investment goals and to the people who
can make decisions off of that data.
The vast majority of the day-to-day client contacts, are using data mostly for
benchmarking performance year-overyear, 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 collateral 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 different story to a mutual fund or pension
fund. Clients still need a practitioner to
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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 accessing data more frequently. It’s available,
and they’re looking at it but they don’t
quite know how to analyse it themselves. So they’ve turned to their agency 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 outperforming the general marketplace. Clients 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 themselves and bringing it in-house; and trying 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 answer, 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 individual lending programme performance with the wider market is virtually 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-today 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 algorithms, which cannot be changed by
an agent. If a beneficial owner has multiple agents who provide DataLend performance reporting, that beneficial owner can rest assured that the peer group is
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Comparing individual lending programme
performance with the wider market is
virtually impossible
– Anthony Toscano, Deutsche Bank
controlled by DataLend. We conducted
a survey about 18 months ago soliciting 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 necessary to monitor performance. The survey also confirmed that responsibility
for lending is shifting from the COO or
operations manager to the CIO or portfolio 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 interest rate environments tend to squeeze
spreads, but can often stimulate volatility 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 reminding clients they can actually add incremental return from the investment side
of their program. Hopefully over the
next 12 to 24 months, this will give cli-
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ents reasons to re-evaluate their investment model. In many cases, there may
be return opportunities that will create
a demand to expand cash collateral investments.
One example is prime funds. The impact of money market reform triggered
some investment flows away from
prime funds but, in the current rising
rate environment, these funds have begun 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 money 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 differentiation 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 volumes can pick up as interest rates are
rising but we’re giving up a little on the
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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

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 reinvestments 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 happier 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 between 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 migrating 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
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associated with the credit and risk decisions. 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 duration 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 decreases. For instance, in a zero rate environment 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 question 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
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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 assets” have really signed up for.
The same holds true for all commingled 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? Because money comes in for one reason
and it all goes out for the same reason.
But it’s an effective tool and, when managed 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 securities lending – do such comments
highlight a lack of understanding 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 educational 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 conversation.
Anthony Toscano: He is not the first
CEO to comment about securities lending. For me any criticism highlights the
fact that this over-the-counter product
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has no counterweight when someone
comes out and makes a broad statement
about the entire industry. It’s left to people 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 million followers and people make snap
judgments but active managers have to
look at securities lending because passive 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 lending. If you don’t pull that lever you’re
likely to have a tracking error amongst
your peers.
Bill Kelly: Active managers have probably been more selective in terms of securities lending in the past, but because
of the momentum that passive strategies have had in accumulating assets
over the last several years, active funds

are now embracing and examining securities lending and overcoming their
philosophical reticence because they
need to be able to compete. We’re seeing 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 advisory 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 evidence 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 securities.’ That coupled with empirical
evidence that the market is more liquid
and transparent with all opinions reflected. You can liken it to the real estate
market, or the cryptocurrency market
this year. Some of the biggest investors in

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 positions off?’ That’s been a big driver
for some of the equity for equity businesses, 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 customers. 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 customers, 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 unquestionably become more efficient in recent
years, while agent lenders have quickly
caught up in terms of trying to put capital efficient structures in place. Pledge
models are providing an opportunity
for delivering greater capital efficiencies 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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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?
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with no constraints depending upon
jurisdiction, so it’s going to vary. The
CCP option is also out there. The market is adapting between pledge netting
and CCPs to try and make lending programmes more attractive for both borrowers 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 security - due to no fault of the beneficial
owner - just because they’re characterised 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 mentality for the securities lending market
where people just voluntarily participate 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 concerns are of the counterparts and understand 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 connecting to and transacting via CCPs
to become commonplace in this
market? If so, when?
Axel Hester: Central clearing of securities lending transactions sounds like a
great idea, but has its own challenges.
One current problem is that the solution
developers are focused on solving problems 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
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In a 3% environment even if the price of
the stock you short stays flat you still
make 3%
– Brendan Eccles, Scotiabank
horses pulling in the other direction. Is
there a solution here that makes sense?
I hope so. It could make everyone’s balance 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 transactions. 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 issues? 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 parties 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 potential if something happened to the CCP
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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 exchange 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 transacting 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 whatever solution we come to.
Nancy Allen: We established EquiLend
Clearing Services (ECS) to provide connectivity to CCPs globally, because we
believe that there are balance sheet efficiencies 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.
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Anthony Toscano: The issue is that
centrally cleared business is going to
happen for securities most readily available. Securities that people are willing to
pay hundreds of basis points to borrow
will continue to be cleared bilaterally regardless 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.

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’.

Bill Kelly: The FICC sponsored membership programme for cleared repo
started a few years ago. From relatively 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 activity where the capital advantages are really most valuable.

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.

Chair: To what extent will US lenders seek out-of-scope borrowers
when Europe’s SFTR reporting
takes effect?
Axel Hester: We are expecting to participate, 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 decisions 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 lending agent, which is a factor that will need
to be considered in negotiations, but we
don’t expect it to change our decisions.

Chair: What’s the outlook for the
business?

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

ers to support beneficial owners with fiduciary management and oversight of
their securities lending programs. Beneficial owners are looking for transparency, standardised performance measurement 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 securities 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, geopolitical 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

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
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2019 – A Regulatory
Red-Letter Year?
By Phil Morgan, Chief Operating Officer at Pirum
Years that end in a “9” have a habit of
being eventful. More particularly, they
tend to be years of sea change. 1789 was
the year of the French Revolution. The
Peterloo massacre, a defining moment
in British history, took place in 1819.
The year 1939 requires no further
explanation while 1979 saw the Iranian Revolution and the arrival of Margaret Thatcher. A decade later in 1989
we saw the tearing down of the Berlin
Wall. In 2009, central banks had to pull
out all the stops to prevent the deepest recession since the second world
war turning into a second Great Depression which of course commenced
in............1929.
With that in-mind it is with some
trepidation, that we welcome 2019. It
is clear with the Brexit and ongoing
Chinese, Russian and US tensions that
there is no shortage of potential headline risk out there.
Turning attentions closer to our securities finance home, what are the key
areas that market participants should
be alert to as 2019 unfurls.

Securities Financing
Transactions Regulation

In 2009, central banks had to pull out all
the stops to prevent the deepest recession
since the second world war turning into a
second Great Depression which of course
commenced in............1929
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After a protracted period of delay the
SFTR level 2 text finally began the
adoption process just before Christmas
on December 13 2018, bringing into
focus a reporting requirement that for
many had previously always been just
over the horizon.
The consensus opinion is that these
will most likely be adopted without
further changes in April 2019. For
participants in the securities finance
market this means that April 2020 now
becomes a key date in the calendar as
the first wave of reporting will commence. The reporting is then rolled
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out in phases over the subsequent nine
months with different types of firms
having to report as of different start
dates as illustrated below.
Despite the prolonged period between the final draft being published
by Esma (March 2017) and the adoption
process beginning (December 2018),
the details of what has to be reported
under SFTR for in-scope participants
remains substantially the same. SFTs
will need to be reported on a T+1 basis,
with collateral to be reported on either
T+1 or S+1 at the latest, depending on
the method of collateralisation used.
The reporting is dual sided with both
parties to a transaction reporting their
version of the SFT and having to use
an agreed Unique Transaction Identifier (UTI) when reporting to a trade repository. The two reported transactions
are then reconciled across a number of
fields with minimal or no tolerances for
differences.
Many of the challenges associated
with these requirements have already
been widely discussed in industry forums and working groups. At Pirum
Systems our preparations for SFTR are
well underway. We have been working
on the SFTR solution with our partner
IHS Markit for nearly two years, and
many of these challenges have been
discussed with our design partner

With the adoption process having begun
and the proverbial clock ticking, 2019 will
be for many firms the year where SFTR
implementation begins in earnest. April 2020
may seem a long way off now. However,
unlike objects in your rear-view mirror “it’s
actually much closer than it appears”
ticipants have expressed deep concern
that CSDR has the potential to disrupt the established market operating
standards.

group, comprised of 40 participants in
the SFT market.
With the adoption process having
begun and the proverbial clock ticking,
2019 will be for many firms the year
where SFTR implementation begins in
earnest. April 2020 may seem a long
way off now. However, unlike objects
in your rear-view mirror “it’s actually
much closer than it appears”.

In a nutshell…

The CSDR regulation (No 909/2014)
is an EU/EEA regulation and not only
introduces measures for the authorisation and regulation of EU CSDs but sets
out to increase the safety and efficiency
of securities settlement infrastructures
in the EU. This effectively means that
CSDR will impact all transactions, including SFT’s, which are intended to
settle on an EU/EEA CSDs.
The CSDR requires CSDs to monitor
and facilitate transactions to prevent
settlement failure, and where applicable ensure market participants who fail
to deliver their securities are subject to
both cash penalties and buy-in procedures. This is a huge shift to current

Central Securities Depositories
Regulation

Securities finance participants and
the broader market are going to have
to adjust to a new and vastly different landscape surrounding settlement
discipline. The Central Securities Depositories Regulation (CSDR) will be
introduced by Esma in September 2020
and despite its title, CSDR will impact
far more than just Central Security
Depositories (CSD’s). EU market par-

Est. April

March 13th

2019
ITS and RTS
scrutiny period
closes

Est. October

2020

2020

Reporting begins
for investment firms
and credit
institutions

Reporting begins
for insurance firms,
UCITs, AIFMs &
pension funds

2019

2020

Est. July

Est. April

Est. July

2019

2020

2021

ITS and RTS
published in
official journal

Reporting begins
for CCPs and
CSDs

Reporting begins
for non-financial
counterparties
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It is clear, that with so many important and
seemingly competing operating model
headwinds, 2019 is not going to be without
its challenges.
market practice, where the buy-in is
both discretionary and a relatively rare
occurrence within EU securities finance
markets. The buy-in will now be mandatory and a regulatory requirement.
SFTs that are termed for 30 business
days or more and intended to settle on
an EU CSD are in scope of the settlement discipline regime. This will apply
to any transaction that is due to settle
on an EU CSD, regardless of where the
trading entity is domiciled.
Interestingly, the failed to party will
have the responsibility to initiate the
buy-in process, including the appointment of a buy-in-agent. Central coun-

terparty (CCP) cleared trades are the
exception, where the CCP will be responsible for initiating this process.
The buy-in must be initiated by four
business days after intended settlement
for liquid shares and seven business
days for all other instruments, once
initiated the buy-in must be completed
within the same prescribed time frame –
four business days for liquid and seven
business days for all other instruments.
Established points of connectivity,
that technology vendors and market
infrastructures currently provide, will
now become essential for those firms
looking to comply with the new regula-

tions and avoid the cash penalties and
mandatory buy-ins being introduced.
Market participants who employ robust technology solutions and processes before September 2020 are more
likely to protect themselves against the
impacts of CSDR.

Central Clearing

Central clearing has been an item on
the agenda, in the SFT market for many
years and 2019 looks like it may be the
year where this area gains real traction.
In Europe, central counterparties
have continued to make strides in attracting and on-boarding supply, and
CCP usage in North America continued to increase throughout 2018 including a new CCP entrant in the US.
Elsewhere, whilst following different
operating models, CCP’s in markets
such as Brazil, India, Taiwan and Korea are widely utilised for securities
lending.

Fig. 1 - Summary of key CSDR post-trade challenges and how firms employ best practice to overcome them.
Challenge

Potential Solution

Benefits

Consistent prematching of new
transactions

A real-time contract
compare / matching
service

1. Ensure all settlement related fields are matched
moments after trade booking
2. Report and monitor fails real-time

SSI set up, amendments
and matching

A real-time contract
compare service

3. Potential to match and reconcile SSI’s with your
counterparty pre and post trade

Timely collateralisation

A fully integrated &
real-time exposure
management tool

4. Increased visibility of exposure across your full
book which allows for efficient collateralisation and
matching of pre-paid loans

Timely loan/instruction
release

An auto loan release
mechanism

5. Avoid fails by releasing loans immediately once
collateralised avoiding manual delays
6. Instruction release for loans / returns ensures
that instructions are only released to market once
matched on all key settlement criteria

One to many
settlements /
reallocations for loans
and returns

An automated return
service coupled with
a real-time contract
compare service

7. Ensure correct returns are booked between
borrower and lender and match on fund where
applicable, which should ensure correct SSIs
8. Also ensures correct TD, SD, DVP/FOP, Qty etc are
all matched so there are no manual input errors
9. Automation ensures instructions get matched in
the market earlier, often prior to settlement date,
which increases settlement rates
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The capital benefits from using a
CCP are well known, however, what
is increasingly being realised is that
through an effective STP gateway, clients achieve high levels of automation
and enhanced operational efficiencies.
This is in addition to achieving risk
reduction through standardised processes around collateral management,
mark-to-markets, returns, billing, income collection and corporate actions.
Additionally, it seems that market
participants are looking to act both
proactively and defensively by building CCP infrastructure. Thus, reducing any potential urgency should regulators mandate any form of clearing
within securities finance (as happened
in the over-the-counter derivatives
space).
Pirum’s customers currently using
the CCP Gateway service, have little
or no technical build to undertake before they can begin trading through the
supported CCPs. Pirum’s global connectivity hub also allows integration of
new CCPs into the gateway service, as
markets adopt clearing as a norm.

Uncleared Margin Rules

As phase four (>$750B AANA) and
phase five (>$8B AANA) of UMR progresses, thousands of firms will become in-scope during 2019 and 2020.
Isda specifically estimates that over
1,100 newly in-scope counterparties
(NISCs) and over 9,500 new relationships will become subject to UMR
with an estimated 19,000 segregated
IM custody accounts requiring setup
and testing to be able to meet the requirements.

UMR Requirements

Under UMR, both initial and variation
margin are required to be exchanged
daily to mitigate the risk of default by
a derivatives counterparty. Variation
margin is exchanged to cover exposure day-to-day changes in terms of
the mark-to-market variations, whilst
initial margin is exchanged to cover
projected future exposure represented
by the maximum loss expected over a
10-day period. Initial margin is mandated to be exchanged on a non-netted
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basis, whereas variation margin is required to be exchanged on a bilateral,
netted basis (by currency); this means
that all firms in scope will need to pay
and receive margin going forward.

UMR’s Operational Impact:

• Drastic increase in the number of
firms becoming in scope and needing to agree margin calls as total inscope firms by phase 5 will increase
by ~25x ( ~42 => 1100 firms)
• A dramatic rise in the volume of
margin calls that need to be supported
• A potential rise in ongoing issues
of processing margin calls as UMR
will represent new requirements for
many firms or a substantial change
for firms that now only agree IA, or
IM, on a one-way, bilateral basis
• An escalation of complexity in term
of rules and required processes required to adhere to new regulation
as UMR is applied at a group level,
MTAs are shared between margin
calls, and IM must be exchanged
daily and held by a third party

UMR’s Implementation
Challenges

Collateral management continues to
change as new regulation creates new
challenges.
Per an Isda/SIFMA July 2018 whitepaper, firm’s challenges start with the
need to prepare for compliance. Firms
may now require extensive operational and technological builds, have an
expected rush of demand on market
resources across participants and service providers, and need organisationwide involvement across legal, risk,
operations, IT and compliance.
The implementation of a solution
also presents big challenges. The new
landscape demands efficiency where
existing collateral management systems and processes are manual, fragmented and inefficient.

Key collateral management
challenges include:

• Increased volume and complexity
of margin calls driven by daily calculation, zero thresholds and mul-
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tiple calls against one counterparty
means firms need a robust, scalable,
STP solution.
• The increased scrutiny on dispute
resolution means firms need to
track, monitor, match and resolve
issue quickly
• The regulatory mandated timeframes mean that firms require
margin to be timely settled, reconciled, risk monitored and regulatory reported.
• The requirement to segregate margin means that firms need to not
only set-up new third-party custodial arrangements but also connect with these agents to efficiently
agree, post and manage 2-way collateralisation.
• New or adapted collateral agreements not only need to be negotiated
and put in place, but firms also need
to maintain and utilise these schedules in order to ensure that only eligible, correct collateral amounts are
exchanged to cover exposure.
• Given the increase in volume, scope
and complexity of the margin requirements, firms require efficient
processes be put in place in order
to best manage collateral. Either to
raise or transform, select, mobilise
and optimise their margin across a
multitude of venues.
Pirum will continue to focus on supporting our clients using our exposure
and collateral management services in
their preparation to support further
adoption of regulatory unclear margin
rules.

Conclusion

It is clear, that with so many important
and seemingly competing operating
model headwinds, 2019 is not going to
be without its challenges. That said, it
does appear that the market is using
experience gained through past trials
(i.e. Emir and Mifid) and will be ready
and better prepared to be able to cope
with incoming demands.
On a brighter note, however, once
we have met and dealt with the demands of 2020 the outlook and landscape beyond does look considerably
calmer. But we will see…
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Technology helps
navigate Asian markets
While much progress remains to be made, market
participants are in no doubt that trading technology is
helping to address some of the unique challenges of
the Asian securities lending market. By Paul Golden
Investment in trading automation
across Asia Pacific has increased
markedly in recent years. HSBC
Securities Services refers to a multimillion dollar investment in its
agent lending trading system that
has improved connectivity and
increased trade automation and
efficiencies, maximising the straight
through processing of high volume
trades, while BBH says it is making a
significant investment in its automated
trading platforms.
Wayne Burlingham, acting co-global
head of securities lending at HSBC
Securities Services, reckons embracing
technology has helped it differentiate
and grow its product by allowing
traders to focus on the high yielding
trades and making sure these are
maintained and priced optimally.
The increased drive towards
digitisation and automation continues
to be a key trend not just within

Zubair Nizami, BBH
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trading, but throughout BBH’s broader
lending programme, says its head of
global securities lending trading for
the Asia Pacific region, Zubair Nizami.
“Although the enhancements
have had a positive impact on
our entire business, the trading
execution discipline has seen some
of the greatest benefits in the past
year,” he adds. “The main benefit of
technology is to increase efficiencies
between counterparties, especially in
automating low value activity which
enables our trading team to maintain
a strong focus on higher revenue
generating opportunities.”
Simone Broadfield, APAC head of
agency securities lending at BNP
Paribas Securities Services agrees that
investment in trading automation in
Asia has enabled traders to focus more
on higher value trades, managing their
trading activities across less liquid
assets in far more granular detail.
“Continued investment in automation,
analytics and risk management
technology is integral to the successful
growth of a revenue generating
business,” she observes.
EquiLend says it has seen significant
growth in the use of its securities
finance trading platform in Asia
over the past two years. In addition
to general collateral flow, clients are
also using it for specials trading due
to the liquidity on the platform and
because they do not want to carry the
potential risk of incorrectly booking
these trades.
A large population of the easy
borrows (general collateral) and
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collateral swaps are transacted
automatically over platforms, says
eSecLending managing director, global
head of equity trading and corporate
bonds trading, Jim Moroney.
Automated trading platforms have
changed the daily responsibilities for
securities lending traders in Asia, he
adds. “This leaves them more time to
analyse directional shorts and deals
trades. Automated distribution is not
new to the market, but the efficiency it
creates continues to gather momentum
as more borrowers and lenders
procure trading platforms.”
Robotics is a key enabler for
operational improvement by
improving the sourcing and
enrichment of trading data and
reporting according to Mark Snowdon,
head of capital markets, Asia Pacific at
Northern Trust.
“We have focused on investing in
areas we believe will unlock value
for our clients, such as automation
of the trading function which allows
the focus to be on opportunities that
derive the most value,” he explains.
“Our expectation is that the practical
application of machine learning,

Jim Moroney, eSecLending
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robotics and data analysis will
help drive competitive advantage
through greater efficiency, optimised
performance and an enhanced client
experience.”
Trading automation in Asia Pacific
is still in its infancy, but as more
participants connect their systems this
can only help the region as a whole.
That is the view of Paul Solway, head
of securities finance Asia at BNY
Mellon, who predicts an increase in
investment in the region during 2019.
“It is also worth noting that unlike the
US and EMEA, traders in Asia Pacific
are located in numerous different
jurisdictions, each with their own set
of nuances that need to be resolved
and standardised,” he says. “This takes
additional time and resources.”
Of course, automation is not just
about being able to focus on specific
types of trades, such as specials. It is
about boosting efficiency in booking
trades, reducing the impact of post

Paul Solway, BNY Mellon

trade intervention and allowing for
economies of scale.
Automation is the way forward, but
in order for traders to be entirely free
to concentrate on the higher touch
revenue generating positions, the
support processes (middle office, back
office) need to match and complement

the technology on the front end.
Without such symbiotic automation,
performance may fall short of
expectations as the very systems that
were designed to improve efficiencies
only because post trade issues that
snowball out of control, concludes
Solway.
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Are You Leaving Shareholder
Money on the Table?
If you are not lending securities to unlock embedded intrinsic value,
the answer is yes.
In today’s market, even a conservative
securities lending strategy can produce
meaningful revenue. Lending returns
are often concentrated in a few select
securities within individual portfolios,
which can deliver a high-margin, lowvolume securities lending program.
The portfolio manager or plan fiduciary can dictate the level of participation, program structure, and tailor the
risk/return profile to their individual
goals and objectives.

Is Lending Worth It?

A low utilisation approach, lending
only high spread securities, makes a
compelling case.
Beneficial owners frequently object to
the fact that participation in a securities
lending program does not create significant enough revenue to justify exposure and resource allocation. However, with highly concentrated revenue,
a portfolio manager may only need to
lend a small portion of the portfolio to

Prior to 2007, contribution of
super specials did not dominate
overall lending revenue.
Today, however, with a highly
concentrated market, portfolio
managers and investment
fiduciaries only need to lend a
small subset of their holdings to
capture the majority of available
incremental alpha. This is a
good risk/return change in the
marketplace.

Exhibit A: % of Total Revenue by Loan Spread
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capture the majority of value. FIS Astec
Analytics, which tracks data in securities lending, describes the term “super
specials” as securities that have more
than 500 basis points (bps) of value in
the financing markets. If you own super special securities, you only need to
lend a few securities to capture the majority of a portfolio’s lending revenue
potential. FIS Astec Analytics’ analysis
of this phenomenon shows that these
high value opportunities account for

>500bps

Exhibit B: % of Total On Loan Balances by Loan Spread
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Exhibit A indicates global revenue
attribution by loan spread. What is
noteworthy is that super specials (more
than 500 bps) account for almost 40% of
revenue despite, as we see in Exhibit B,
representing less than 2% of loan volume.
The lowest spread loans (less
than 20 bps), on the other hand, represent
only 10% of global revenue but account for
almost 60% of on loan volumes.
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Source: FIS Astec Analytics
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40% of global loan revenue (Exhibit A)
but account for less than 2% of overall
loan volume (Exhibit B). Although the
volume figures for super specials have
remained consistent since 2007, the
revenue contribution from these securities has increased by more than 100%
over that time. Current non-lenders
could benefit from a re-evaluation of
their stance on securities lending given
this dramatic shift in the market.

Common Misconceptions and
Resistance Points

Conversations with portfolio managers and fiduciary decision makers
have led us to analyse commonplace
misconceptions, resistance points and
why they do not engage in securities
lending. Changes in the marketplace
in recent years make many of these
concerns less relevant and other points
of resistance can be mitigated and addressed through the lending structure/
strategy.
I am a long holder and do not
want to help the “shorts.”
Academic research* suggests that short

Key Questions

• Do you have super special securities in your portfolio?
• Are you missing out on a revenue opportunity for your
shareholders by not participating in securities lending?
• Can you capture meaningful incremental alpha by only putting a
handful of high value securities on loan?
• Is it worth taking another look at whether a tailored lending
approach can meet your risk/return profile?
sellers are not the destabilising agents
they are made out to be, and often help
establish a price floor by covering positions in a market downturn. Short
sellers provide a critical component
to healthy markets: liquidity. The 2008
credit crisis lent credence to this statement as various regulatory bodies initiated short selling bans that evidence
subsequently proved to be largely ineffective and often made things worse,
exacerbating volatility, increasing price
declines and increasing trading costs.
Short selling is often part of a bigger hedging strategy, and it is rare for
a strategy to be one explicit bet against

a single stock. Below, Exhibit C depicts
the investment strategies behind today’s securities lending demand.
There is too much risk for the
incremental return.
Today, investors have more flexibility
and control over program structure.
No two lending programs are alike
and different structures have different risk/return profiles. You can
elect to lend anything with demand,
regardless of how small the spread
(for example a general collateral/high
volume approach). This latter methodology is referred to as “intrinsic

Exhibit C: Hedge Fund Sector Weights
Dow Jones Credit Suisse Hedge Fund Index

Convertible Arbitrage: 1%
Dedicated Short Bias: 1%
Emerging Markets: 5%
Equity Market Neutral: 2%
Event Driven: 19%
Fixed Income Arbitrage: 10%
Global Macro: 18%
Long/Short Equity: 17%
Managed Futures: 10%
Multi-Strategy: 17%

Today’s lending market consists of $20.5 trillion of available assets and $2.3 trillion of assets on loan.1 A
security that is in demand is more likely to be highly utilised in the lending market due to super specials.
With the vast majority of passive funds and ETFs lending their securities, it can be contended that one
investor remaining on the sidelines will not change the dynamics of demand for securities.
* There is a variety of academic research available on this subject. Please contact eSecLending for more details.
1.
Source: Markit Securities Finance, January 2019
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Collateral risk can be reduced significantly
by accepting either highly liquid, highly
rated government bond securities or by
accepting cash as collateral and applying a
very conservative reinvestment profile.
lending,” which has become a much
more typical strategy in recent years.
As Exhibit A shows, 80% of lending
returns come from trades with fees in
excess of 50 bps, while representing
only 20% of on loan balances in the
market. Lending only securities with
high fees enables a portfolio to have
small loan balances (i.e. exposure)
while still capturing a large portion of
the revenue opportunity.
The collateral strategy is an added
risk exposure in securities lending in
addition to counterparty exposure.
Collateral guidelines should be reviewed and developed based on riskadjusted suitability and the approach
pursued will directly drive the overall
risk profile. Securities lending loan
transactions are over collateralised,
marked-to-market daily and indemnified. As an example, this part of
the business generally withstood the
tensions of the credit crisis and the
Lehman default without any losses.
Collateral risk can be reduced significantly by accepting either highly
liquid, highly rated government bond
securities or by accepting cash as collateral and applying a very conservative reinvestment profile (i.e. shortterm and highly rated money market
funds or collateralised repurchase
agreements). Many investors have
implemented lower risk cash strategies or have looked to high quality
non-cash collateral alternatives since
the crisis. If a counterparty were to
default, the collateral received in a
loan transaction is intended to provide safety. It is imperative that the
collateral be highly liquid and retain
its value such that the collateral and
margin held are more than sufficient
to purchase replacement securities, if
needed. Risk is created when an investor reaches for yield on the cash col-
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lateral reinvestment or non-cash collateral side of the business.
I lose control of my corporate
governance right to vote proxies.
It is true that an investor loses the right
to vote proxies when a security is out
on loan, however, a well-managed
program can be structured to allow for
early notification and recall for positions where an investor wants to vote
a particular proxy, either for a one-off
situation or on a systematic all-proxies
basis. eSecLending’s program has a
partnership with a leading proxy firm
to collaborate with investors in how
they evaluate the revenue opportunity
of lending a security against the competing priority of exercising good corporate governance through an active
proxy voting policy.
I do not want to deal with operational hassles and failed trades.
An effective securities lending program should operate methodically in
the background, yet all information
should be transparent to the portfolio
manager.
The industry statistics on failed
trades are less than 1% even when
shares are on loan. If a sale does fail
due to delayed return, the fund is
never economically disadvantaged because the borrower pays the costs and
expenses of fails and buy-ins. Over the
last decade, the market has seen signif-

icant improvements in automation and
standardisation as well as participation best practices. Presently, securities
lending is a straight-through process
that is operationally efficient.

Evaluate the Opportunity

The idea of securities lending was rejected by some portfolio managers and
fiduciaries following the credit crisis in
2008 and 2009. Due to the considerable
changes in the market since the credit
crisis, this mentality is no longer in the
best interest of shareholders and end
beneficiaries. Today, revenue is concentrated in a handful of high value names
that can be easily monetised within
acceptable risk guidelines to capture a
majority of intrinsic revenue that is inherent in many portfolios.
Portfolio managers and fiduciaries are always challenged to reduce
expenses related to managing assets.
Securities lending can be an effective
way to offset costs related to managing
a pension fund, mutual fund, etc. This
evaluation can add to the rationale for
participation.
We suggest talking with a securities
lending agent to evaluate your funds’
or asset pools’ intrinsic value to determine the appropriate level of participation and the optimal program structure
and approach that suits your goals and
objectives. Remember, securities lending does not need to be an all-or-nothing proposition.
Contacts:
Peter Bassler, Managing Director,
Business Development,
pbassler@eseclending.com
Simon Lee, Managing Director,
Head of Business Development for
eSecLending Europe,
slee@eseclending.com

Over the last decade, the market has seen
significant improvements in automation
and standardisation as well as participation
best practices. Presently, securities
lending is a straight-through process that is
operationally efficient.
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Meet the COEBI: ‘Chief of
Everything But Investment’

By Scott Coey, Managing Director and Head of
EMEA Business Development, Hedge Fund, ETF
and Structured Products at BNY Mellon
Meet the ‘Chief of Everything But
Investment’ (COEBI). Not that anyone
actually has that title on his or her
business card. The Chief Operations
Officer (COO) is a more typical job
title, but that no longer does the role
justice as it has morphed and expanded – in some respects, stretched to the
point of breaking – due to a number of
converging trends.
It is a role in many specialised asset
management firms – particularly
within the alternatives space – that
has been quietly expanding in recent
years to the point where it has become
fundamental to the success of the
business.
Historically, the COO has held relatively prescriptive responsibilities focused on the operational and technical
needs of the asset management firm.
These areas have however experienced
significant disruption in recent years
due to both increased regulation and
technological innovation, creating
risks and opportunities that can make
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or break a firm, and so requiring high
levels of management focus.
A COO today will be working with
service providers to improve processes, and collaborating with internal
risks teams to streamline client and
regulator communications. At the
same time, they are likely to be the
person making the call to invest in
technology, recruit specific talent and
negotiate with suppliers. They will
also be on the front line for responding
to data and cybersecurity breaches,
be the chief communicator in times of
crisis, as well as the first port of call for
both legal and IT consultation.
The role of the COO – or rather
the COEBI – has developed into the
organisational driver for identifying
problems and finding solutions, moving from what were once execution
focused activities to more strategic
ones. The COEBI is now often the
most central and connected leader
within the business.
It is a position that requires wide
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diversity of knowledge and experience, combined with immense adaptability. There is no clear career path
or training for becoming a COO; the
broader range of responsibilities and
issues in the COEBI’s inbox make it
an even more difficult role for which
to be fully prepared. While a COEBI
may have a strong background in
one area – say, finance, technology or
legal – they are unlikely to be truly
an expert across the full gamut of this
multifarious role.
As the COO morphs into a COEBI,
they may not have the background,
resources or bandwidth to successfully
address and solve all the business
challenges of the modern day fund
management business. Moreover, the
greater the demands, the higher the
risk of the COEBI becoming a point of
weakness for the business.
What can management do to reduce
this risk? First, is to recognise the
importance of the COEBI and find
ways to support their work, including outsourcing administrative and
operational burdens. Second, firms
can evaluate who is holding the role
and consider whether it could be
undertaken by a more built-out team
– for example, should there be a Chief
Technology Officer or Chief Compliance Officer, to both spread the burden
as well as benefit from more dedicated
expertise and experience?
Outsourcing and growing the team
will inevitably add to the cost base initially. But this needs to be set against
the costs of missed opportunities and
continuing to carrying the operational,
regulatory and reputational risks of
not doing so. The complexities of running a funds business are not likely to
diminish any time soon.
The views expressed herein are those
of the author only and may not reflect
the views of BNY Mellon.
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Ed Blount: TaKing Stock of blockchain

Taking stock of blockchain for
improving securities services
By Ed Blount, executive director of the Center for the Study of
Financial Market Evolution
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 report that
its study of throughput capacity for DLT
was sufficient to handle massive US equity trading volumes. More positive ink
came as a group of 15 global banks reportedly eased ahead from initial testing
to a planned 2Q19 start date for adopting 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
moving ahead with fintech/DLT
Jamie Dimon of JPMorgan Chase reiterated his view that blockchain is “real,”
as the bank filed a US patent application in late 2017 for a blockchain-based
cross-border payment system. In May
2018, the bank also introduced Dromaius, a blockchained prototype for capital
market services.
Northern Trust was awarded two patents 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 patents.
Two more successful blockchain pilots
were announced in 2018, for securities
loans made by the Dutch banking group
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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 collateral.
Darkening skies in the Bahamas
Not all developments in 2018 were so
positive. In March, clouds formed at
a major conference in the Bahamas after SEC chairman Clayton said blockchained tokens are securities, effectively
killing the planned presentation by
Overstock.com of tZero, a crypto-securities 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 blockchain 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 “permissioned” ledgers, which offer governed
transparency while eliminating the
time- and resource-consuming authentication process (proof-of-work) used in
public blockchains, such as those underlying the Bitcoin and Ethereum cryptocurrencies. 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 retention requirements of up to 10 years can
also create capacity problems for shared
ledgers with many participants.
Consultants have piled on, listing problems with the initial DLT concepts 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 acquired 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 managers and asset owners that will be unique
in the investment servicing industry.”
Many elements in DLT that will appeal to asset managers, as well as the enforcement divisions of their regulators.
For example, a central feature of shared
ledgers is their end-to-end tracking capability, as evident in IBM’s Walmart
and Maersk projects. Controlled transparency, 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-topeer blockchains, which should lower
the costs of resolving breaks in the trade
reconciliation and proof process.
Designing client-centric features in

[State Street Bank acquired Charles River
Systems] 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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DLT requires time and a holistic systems 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 Technology for Securities Finance at State Street. “That fits into the
overall strategic goals here. Because
of the scale of some of the systems we
have, we have to run parallel. The trick
is to understand 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 Global 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 facilitate a transformational solution. We
need to address how we access different pieces of data shared between many
counterparties while also having the
appropriate safeguards to ensure compliance from a regulatory standpoint as
well as meeting client privacy expectations. These are just some of the topics
that need to be addressed to create a robust solution.
“We expend significant effort to set up
appropriate security barriers around
our internal network” adds D’Agnese.
“Whether you’re writing to an opensource 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?”
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Back in 2015, references to blockchain were
always connected with Bitcoin
Nick Delikaris, State Street Bank
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 engagement 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 implementation.
“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 securities 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 example, 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 business. Obviously, that didn’t happen.
Current fears that distributed ledger

65

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 underlying technology is and how broad
its application in Finance (and beyond)
could be. That realization started a multi-year plan of investigating use cases,
prototyping the technology and collaborating 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, disintermediated, 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 earlier cited interview. “We continue to advocate 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 protocols are standardized.”
D’Agnese agrees that State Street and
others have that goal in focus. “It can be
a massive challenge managing a corporate 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 process. 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.”
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Boujnah sees acquisitions
driving growth
By Luke Jeffs
Stéphane Boujnah is a formidable adversary in
the cut-throat world of mergers and acquisitions
as Nasdaq is finding out. At the time of writing,
Boujnah’s Euronext was locked in an increasingly
tense bidding war with the US exchange group
to acquire Norwegian exchange Oslo Bors, one
of the few independent exchanges left in Europe.
The latest move was by Boujnah on February
11 when he responded to Nasdaq’s February
4 rival offer of NOK 152 per share for the Oslo
Bors by raising his bid to NOK 158 a share,
extending the offer period by a month to March
11 and pledging assurances over the future of the
Norwegian market.
Boujnah said on February 11: “We strongly
believe that a combination with Euronext
provides Oslo Bors VPS with clear and superior
benefits compared to any other offer.”
He went on to reassure Norwegian business
leaders, some of whom make up the Oslo Bors
board that had backed the Nasdaq bid, that
Euronext will promote Oslo as a financial centre.
He said: “Oslo Bors VPS will maintain
its identity and integrity within Euronext’s
decentralised model with a strong impact on
the future strategy of the enlarged group. Oslo’s
role as a key financial centre will be reinforced.
Oslo Bors VPS employees will be empowered to
develop the satisfaction of their clients, with the
ability to shape the future for Euronext and for
the Norwegian economy.”
Boujnah continued: “Oslo Bors VPS and
Norway will be represented at the Managing
and Supervisory Boards of Euronext at Group
level. Leading representatives of the Norwegian
financial community are welcome to remain as
shareholders and become partners of Euronext.
We are open to discuss with all stakeholders
to present our long-term ambition to create a
leading exchange player in the Nordics based in
Oslo.”
Boujnah definitely has a fight on his hands.
Nasdaq is arguably the natural home for the
Norwegian market given the exchange group
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already owns and operates every other
market in the Nordic and Baltic regions.
But Boujnah is not about to give up
lightly and maintains that the Oslo Bors
fits perfectly with his growth strategy.
Speaking exclusively to Global
Investor in February, Boujnah said
Euronext has “two core growth
ambitions”.
“The first one is to expand its
decentralised model in Europe, to
offer to single country exchanges the
opportunity to join a group that is
united in diversity and provides scale of
technology through a single technology
platform and a scale of liquidity with
the largest liquidity pool as the number
one trading venue in continental Europe
with €8.1bn traded on average per day,
and €3.4tn of market capitalisation.”
Boujnah
said
the
Euronext
decentralised model, which now
includes exchanges in Paris, Amsterdam,
Brussels, Lisbon, Dublin and London,
“works well” partly because “it allows
a strong local identity in terms of a
local board, management teams and
maintaining local relationships with the
regulators and issuers”.
Euronext’s decentralised model also
promotes equality between the various
regional markets and the group is quick
to counter any suggestion that some
exchanges – the French or Dutch for
example – are more important than the
rest.
Boujnah’s
strategy
is
more
sophisticated than simply acquiring
European exchanges however.
“The second area for growth is to
diversify our top line through deals like
the one we did with FastMatch to enter
into other asset classes or to get into
more subscription driven models that
are not dependent on volumes.”
The chief executive suggested
that post-trade services are a key
opportunity for the exchange group as
it looks to diversify its revenue sources
(more on this later).
He also cited the purchase of the
Dublin-based exchange as an example
of a deal that expanded the overall
business and presented some new
opportunities.
“The acquisition of the Irish Stock
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Exchange was driven by both of
those objectives because we extended
our geographical footprint but also
welcomed within the Euronext family
the number one corporate bonds listing
business with 37,000 corporate bonds
which was attractive in terms of revenue
diversification,” Boujnah said.
Boujnah has been the chief executive
and chairman of the managing board at
Euronext since November 2015, having
taken over the European exchange group
just over a year after it went public and
split from the Intercontinental Exchange
in June 2014.
In the past three years, Boujnah
has sought to grow and diversify the
exchange group, most notably with
the March 2018 acquisition of the Irish
Stock Exchange and the August 2017
takeover of foreign exchange platform
FastMatch. Euronext’s revenue is
currently fairly well balanced, with cash
trading making up over a third of its
income, followed by data and indices
and listings (see chart one below).

While one gets the feeling Boujnah
is only just getting started, he looks
back with satisfaction on the past three
years and traces the progress Euronext
has made from 2015’s post-listing
uncertainty to today’s relative stability.
Boujnah told Global Investor: “The
company was IPO’d in June 2014 at a
time of scepticism, concerns and doubts
about the prospects and future of the
organisation but, since then, we have
transformed completely. The top-line
of the company has grown significantly.
The profitability of our core business
before the IPO was around 29% and has
now reached more than 60%.”
The strength of the business was
underlined on February 14 when
Euronext said its 2018 revenue was up
15.5% to €615 million (£536m), partly
down to the inclusion of Irish Stock
Exchange (now called Euronext Dublin)
and FastMatch.
Without the Irish exchange and the FX
platform, consolidated revenue would
still have been up 8.3% for the year to

Solution & Other
e18,000
Listings
e46,400
Post-Trade
e38,800

6%

15.3%

12.7%

19.4%
36%
Data
& Indices
e59,000

3.5%

FX Trading
e10,800

7%
Cash
Trading
e109,500

Derivatives Trading
e21,500

Chart 1. Euronext Revenue Split (in thousands of Euros)
Source: Euronext Report covering first six months of 2018
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Boujnah on Derivatives:
“We are also looking at niche financial derivatives. Euronext used to be the owner
and operator of Liffe before it was acquired by ICE so we have a legacy expertise
in financial derivatives such as indices and single stocks. We are in the process of
rebuilding and expanding this experience, building on the vibrant derivatives market
in Amsterdam.
We want to invest in that (European equity derivatives) business. Our market share
in France is 50-50 with Eurex and our market share in the Netherlands is strong, and
we want to continue expanding these market shares.
We need to make sure our existing offerings are marketed towards new clients and
we need to make sure we develop new forms of indices for clients.
We also have a strong commodities business with the milling wheat, rapeseed and
corn contracts in Western Europe, and we want to grow those products. We have less
liquid contracts in biomass, fertilisers and dairy, but they have great potential. One of
the reasons we are so interested in the acquisition of Oslo is they have developed a
solid seafood derivatives market, called FishPool.”

€568.7m while earnings before interest,
tax, depreciation and amortisation
(Ebitda) margin was 60.4%.
Boujnah said on February 14:
“Euronext delivered a strong financial
performance in 2018 with double
digit growth in revenue, Ebitda and
adjusted Earnings Per Share thanks to
strengthened core business and market
share on cash trading at 66%. Combined
with efforts on cost, Euronext was able
to reach most of its 2019 targets one
year in advance, confirming the Q3
2018 momentum, with a core business
and selected growth initiatives Ebitda
margin reaching 61.6%.”
Looking ahead, the chief executive
said: “For 2019, Euronext expects a lowsingle digit growth of Group operating
expenses (excluding depreciation and
amortisation) compared to 2018, thanks
to its continued strong cost discipline.”
He added: “The Group is committed
to deploy its capital and to analyse
further acquisitions to expand its
decentralised model in Europe and
diversify its revenue profile.”
The financial performance of
Euronext under Boujnah speaks for
itself but there is more. At Credit Suisse,
Boujnah worked in the Swiss bank’s
European M&A technology team and
later set-up an advisory firm targeting
tech start-ups so he is fully aware of the
importance of technology for modern
exchanges.
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He said: “In addition to the
financial performance, the company
has had some important operational
achievements including the delivery
of a new trading platform called Optiq
which is live for market data since 2017
and cash trading since June 2018, and
will be live in the course of this year for
all derivatives markets.
“This is a big achievement because
the number of exchanges that control
their own technology is small - maybe
six or seven. We belong to this small
group of exchanges that control their
technology and are well positioned to
make it available to other exchanges
or trading venue operators,” Boujnah
continued.
Exchanges like to control the
technology they use rather than rely on
a third party because this (in principle
at least) ensures any development work
needed to enable new product launches
is undertaken as effectively as possible.
Exchanges like to own their clearing
houses for the same reason but Euronext
is unusual among its peer group in that
it does not own a clearing house, rather
it uses the French arm of LCH which
is owned by the LSE Group, a rival to
Euronext.
Boujnah said he is comfortable
with this arrangement however. “On
clearing, we have an open strategy. We
own 20% of EuroCCP in Amsterdam
and we own 11.1% of LCH SA in
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Paris, and sit on their boards. In our
relationship with LCH SA, we have a
strong pre-emption right in the event
that LCH Ltd were to sell LCH SA, and
we have an agreement with LCH Ltd
which is a ten year agreement with a
strong profit-sharing arrangement.”
He continued: “We are happy with
the quality of the partnership with LCH
SA, which is an innovative and dynamic
company. We are looking forward to
deepening our relationship with them.
Obviously when we look at changes
around single country exchanges that
may want to join Euronext, we will
look if they have an in-house clearing
arrangement that could be scalable to
accommodate the needs of Euronext
but that’s more in the context of broader
acquisitions. There are no standalone
clearing houses available in Europe.”
As a mainland European exchange
group with links to mainland European
clearing houses, Euronext has not faced
the Brexit-related clearing uncertainties
that have been occupying its Londonbased rivals such as the LSE Group, ICE
Futures Europe or the London Metal
Exchange.
But the exchange group is not
immune to the effects of Britain leaving
the European Union. Speaking a month
before the UK was set to leave the
European bloc on March 29, Boujnah
said: “The question is not today about
opportunities. Nobody knows for
sure what the outcome of the current
situation will be and until we know it’s
irrelevant to think in those terms. What
we can do is discuss the best way of
preparing for Brexit as such.”
The Euronext chief executive shares
the frustrations of many European
business leaders in recent months.
“There are so many moving pieces
that will determine the location of assets
and businesses that you cannot deploy
yet a definitive plan for opportunities.
“Like many people, we hope for the
best and plan for the worst. By planning
towards a no deal Brexit, you create a
situation where we will be surprised
only by the upside in the event that
there is some sort of arrangement,” he
added.
Boujnah said Euronext has spent
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recent months ensuring that all Euronext
trading members can be connected to its
various platforms including those in
London.
“The main preparation is to make
sure that all of our members are
connected to the Euronext platform
from a European Union regulated entity
and this was relatively easy to do. The
vast majority of our clients were already
connected or had taken advanced steps
to be connected after the last weekend
of March.”
He continued: “The second thing
we’ve done was to engage with the
European Commission to ensure that
some situations may benefit from
overnight equivalence recognition in
the event of a no deal Brexit, which
would be the case for Crest, a UK-based
Central Securities Depository (CSD)”.
Boujnah added: “We wanted to
make sure that after Brexit they could
continue to do that and the European
Commission has confirmed they are
willing to do that.”
The Euronext chief is complimentary
about the work undertaken by the
European authorities: “I can say only
good things about the behaviour of all
the supervisors and regulators involved,
they are some heroes who are trying to
mitigate the consequences of Brexit and
they sit on both sides of the water, in the
island and the continent.”
But he is less positive about the
flagship European financial regulation
that took effect across Europe at the start
of last year.
“In simple words, you would say
Mifid I was all about opening the capital
markets to competition and Mifid II is all
about creating more transparency. If we
simplify things that way, the outcome,
for the moment, is ambivalent.”
Mifid II was designed to address
some of the unexpected consequences
that arose after 2007’s Mifid I and extend
its scope to include fixed income assets.
Boujnah added: “Mifid II was
supposed to create more transparency
and drive more flows towards the
lit markets. The reality is there has
been some relabelling of over-thecounter and dark trading towards
different instruments and systematic
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Boujnah: “The main preparation is to make sure that all of our members
are connected to the Euronext platform from a European Union regulated
entity and this was relatively easy to do. The vast majority of our clients
were already connected or had taken advanced steps to be connected after
the last weekend of March.”

internalisers. In terms of increasing
transparency, I’m not sure progress has
been huge.”
The Euronext chief said Mifid II’s
unbundling of research and execution
on the sell-side has meant that banks’
research teams are no longer covering
smaller stocks which is complicating
investment in these nascent firms.
Looking ahead, Boujnah offers
some advice: “I would apply a simple
principle – in any assessment of Mifid
II, we should look at one simple test:
What good has it done for investors or
issuers? A practical test would be useful.
If you screen every single provision of
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Mifid II as we have done using four
filters – What was the initial intention?
How was the intention captured in the
regulation? What have we observed
in reality for this particular issue since
Mifid II?
“What are the contradictions
between the initial intention and what
is happening in reality? – then you get
to a situation where it would make
sense to find amendments to go back
to the initial intentions rather than be
prisoners to rules that have turned out
to not be as effective or in some cases
counter-productive.”
Despite Mifid, Boujnah is optimistic
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about the prospects for the European
bloc.
“Europe, even post-Brexit, is about
450 million people with a high standard
of living, a huge savings pool and a
concentration of blue chip companies
that are among the best performing on
the planet. If you want to be successful
globally, you must be successful in the
US, in Asia and in Europe so everyone
will find a way to accommodate the
rules and constructs of Mifid II.”
The chief executive said Euronext
remains committed to its home market.
“The core of the development
of Euronext is Europe because our
mandate is to power pan-European
capital markets to finance the real
economy and we believe we have a role
to play as the backbone of the Capital
Markets Union.”
He added: “We have a track-record
of consolidating European assets and
extracting synergies. We know how
to make things efficient in Europe and
manage the cultural complexity and
diversity of the European landscape.
Europe is our sweet-spot and there are
still opportunities to develop.”
But Boujnah is also looking further
afield. “That being said, next in the line
is the US where clearly we can do more.
We have now our teams in New York.
We are going to expand our businesses
in the US and we don’t exclude the
possibility of buying a significant asset
in the US.”
He is more circumspect about
Asia. “We are exploring Asia in an
opportunistic manner. We have small
teams in Singapore and Hong Kong
so for the moment are being extremely
selective because the company is still not
big enough to engage massively with a
long-term Asia strategy. It’s a long-term
commitment to start doing business in
Asia and we are not yet there.”
He concluded: “Europe is our core
geography and the US is a market where
developing things is relatively easy.”
It is likely there will be a few more
twists and turns before the fate of
the Oslo Bors is sealed but, win or
lose, Boujnah has a clear vision for
Euronext’s future and more deals are
obviously a big part of the strategy.
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Stéphane Boujnah:
Stéphane Boujnah has been chief executive officer and chairman of the Managing
Board of Euronext since November 2015.
Before joining Euronext, Boujnah was Head of Santander Global Banking and
Markets for continental Europe and, from 2005 to 2010, he was a Managing
Director at Deutsche Bank responsible for the development of the investment
banking operations in France.
Previously he founded KM5 Capital, an advisory company specialised in equity
raising and M&A advice for venture capital funds and innovative technology
companies.
From 2000 to 2002, he was Director of the European M&A team of Credit Suisse
First Boston Technology Group in Palo Alto and London.
From 1997 to 1999, Boujnah was senior adviser to the French Minister for
Economy, Finance and Industry, Dominique Strauss-Kahn.
He started his carrier in 1991 as a business lawyer at Freshfields. He graduated
from the Institut d’Etudes Politiques de Paris. He holds a Master degree and a
DEA in Law from La Sorbonne Paris, a LLM in International Business Law from the
University of Kent, and a MBA from Insead.
Boujnah was also a member of the Commission pour la Liberation de la Croissance
Française established by the then President Nicolas Sarkozy in 2007.
He is founder and Vice-President of the Board of the think tank En Temps Réel
and President of the Board of directors of Accentus and Insula Orchestra.
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CME, Cboe hail bitcoin
futures after first year
By James Thursfield
Bitcoin futures have traded on US
exchange giants CME Group and Cboe
Global Markets for just over a year
amid an ever changing crypto landscape which has somewhat contributed to how much of the cryptocurrency
is being traded on each exchange.
The bullish crypto landscape that
the contracts began in has given way
to a bearish one, with bitcoin’s market
capitalisation shrinking by over 80%
in recent months and some industry
participants stating that derivatives
contracts have been introduced to the
market prematurely.
Taking the price of the underlying as
an example, bitcoin was over $15,000
in January 2018 whilst it was as low as
$3,600 in January this year.
Cboe was the first to launch its contract while prices were in the higher
end of the spectrum back on December 10 2017, and CME followed one
week later on December 18.
However the two contracts differ
in that Cboe’s represents one bitcoin
whilst CME’s represents five.
Cboe also settles its future against a
daily price auction from exchange and
custodian Gemini, while CME uses
its own bitcoin reference rate which
tracks several cryptocurrency exchanges.
CME sees strong mid-year vols
CME Group’s head of equities and
alternative investments, Tim McCourt,
said the exchange continued to see
strong adoption of its bitcoin derivatives product and growth in traded
volumes.
To account for the fact that each
contract trades five bitcoins, all CME
volumes have been multiplied by
five in order to reflect the amount of
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bitcoin traded per contract.
In Q1, CME on average traded 9,270
contracts daily. This number grew
to 17,885 contracts in Q2, and 25,265
contracts in Q3. However, the average number of daily traded contracts
dropped down to 20,545 in Q4.
The CME average daily traded contracts for the whole year was 18,320.
According to McCourt, periods of
growth during 2018 were driven by
market participants’ needs to manage
their bitcoin and crypto-related risk.
“We have continued to see strong
adoption in the product and growth
in volumes; the growth we have seen
in the second half of the year has been
driven by market participants’ needs
to manage their bitcoin- and cryptorelated risk and more participants
choosing to manage that risk at CME
via our bitcoin futures contract,” McCourt told FOW.
Cboe notes volatility decline
In contrast to CME’s growing volumes
in the middle of last year, Cboe’s bitcoin contract demonstrated quarterly
decline.
In Q1 the exchange traded an average daily volume of 7,099 contracts,
which then went down to 5,137 contracts in Q2, 4,125 contracts in Q3, and
3,118 contracts in Q4.
“I attribute the decrease in volume
from quarter to quarter not so much to
a decrease in interest in the product,
but more to a decrease in volatility,” Matt McFarland, vice president,
head of futures, Cboe Futures Exchange, told FOW.
“Bitcoin volatility was exceptionally
high in early 2018, but prices didn’t
move around too much in the second
half of the year.
“Decreased volatility often means
decreased trading opportunities. We
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did see a slight pick-up in volatility in
November and our volume increased
accordingly. In fact, we had our third
best and eighth best trading sessions
in November,” McFarland added.
Hard-forking
The increase in bitcoin volatility in
the latter stages of 2018, when both
Cboe and CME have claimed to have
performed strongly, has been linked
by many to the hard-forking of bitcoin
cash.
In November 2018, Bitcoin Cash
(BCH) underwent its latest hard fork,
splitting the blockchain and creating
new tokens named Bitcoin SV, Bitcoin
Unlimited, and Bitcoin ABC.
A hard fork is when a blockchain
performs a radical change to its existing protocol, splitting off into another
separate blockchain.
In the case of bitcoin cash its split
led to a “hashwar”, with the newly
created tokens trying to take control
of the future direction of bitcoin cash
and creating a lot of market volatility
in the process.
Reflecting on 2018 as a whole, both
of the US exchange giants have hailed
it as a successful first year for their
respective bitcoin futures contracts.
Cboe’s McFarland explained that
when compared to exchange-traded
contracts generally, the bitcoin contract
had actually performed well.
“It is very rare for a new exchangetraded derivative contract to trade
over a million contracts in its first year
of trading. Indeed, VIX futures (perhaps one of the most successful new
exchange-traded derivative products
of the 21st century) came nowhere
near one million contracts in its first
year in 2004. Volume in Cboe’s bitcoin
futures exceeded one million contracts
in its first year of trading,” he said.
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Dalian Commodity Exchange

DCE: Accelerating development
to build an open and diversified
world-class derivatives exchange
By Louisa Chender
The futures market plays an important
role in China’s shift from high-speed
growth to high-quality development.
In recent years, efforts to continuously enrich the product offering and
enhance risk management solutions
in China’s futures market have been
complemented by a larger number of
industrial players.
As the supply-side structural reform
is being advanced continuously,
and the real economy, technological
innovation and modern finance are
developing synergistically, China’s
economy is shifting from high-speed
growth to high-quality development,
opening up broad space for the development of the derivatives market.
“With the launch of the soybean
meal options in March 2017, the internationalisation of iron ore futures in
May 2018 and the launch of commodity swaps business in December 2018,
Dalian Commodity Exchange (DCE)
has played an important role in developing China’s derivatives markets and
serving the real economy,” said DCE’s
Chairman Li Zhengqiang.
Opening-up
Over the past four decades of reform,
China’s economic globalisation has
been deepening. At present, the fluctuation of international commodity
prices has become normal, and global
enterprises need to use derivatives to
hedge price fluctuations.
As a major commodity trader in
the world, China has the responsibility and ability to build an open and
world-class futures market to provide
an international platform for price risk
management.
“In March 2018, the crude oil futures
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was launched on Shanghai International Energy Exchange (INE). In May
2018, DCE introduced to the overseas
traders its iron ore futures, the first
product open to the outside world
among all existing domestic futures
products, marking the important
transformation from a closed market
to an open one, ushering in a new era
of diversification and opening-up,” Li
told FOW.
According to Li, DCE will steadily
promote the internationalisation of
more mature futures products.
With a more open and inclusive
attitude and strong risk management
service capabilities, DCE will build
a global market to discover global
prices, and make continuous progress
towards the strategic transformation into a world-class derivatives
exchange.
Additional options
“The launch of option products is one
of the key tasks for DCE to transform
itself into a diversified, open and
comprehensive derivatives exchange,”
said Li.
The successful launch of soybean
meal options on March 31 2017 has addressed the gap in China’s commodity
option market. The smooth operation
of the soybean meal option has laid a
solid foundation in terms of system
and market for launching more option
products.
DCE launched corn option on January 28 2019. Meanwhile, research into
iron ore, palm oil and other option
products is advancing.
“In the future, DCE will further expand the development space of commodity options and strive to provide
more risk management instruments,”
added Li.
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Building an OTC market
The over-the-counter (OTC) market
can serve individual risk management
needs in the real economy. At present, the OTC derivatives business in
China’s commodity market has begun
to take shape, and the systems and
mechanisms have been continuously
improved.
On December 19 2018, DCE launched
the commodity swaps business with a
bilateral clearing mechanism involving
swap dealers and the exchange.
“The move marks that China’s
futures exchange has officially started
to provide rules and systems, platform
support as well as trading registration
and settlement services for commodity
swaps business,” said Li.
In recent years, DCE has continuously
advanced OTC pilot programs, such
as OTC options and basis trading, to
provide comprehensive solutions for
the related industries to improve their
management standard, enrich business
models and carry out risk management.
According to Li, on the basis of constantly improving the existing model,
DCE will next exert the core strength
of a central counterparty, explore the
centralised clearing services for OTC
derivatives, and provide more support
for the entities and financial firms to
participate in the OTC market.
Accelerating development
In the future, industrial firms will increasingly rely on the derivatives market
to manage price fluctuations in commodities, interest rates, exchange rates
and other fields, which puts forward
higher requirements for the futures
market to serve the real economy.
However, in this new era, China’s futures industry still needs to resolve two
major contradictions, according to Li.
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Regulatory Initial Margin: the time
for the buy-side to act is now
By Allan Yip, Partner, Simmons & Simmons and Craig
Bisson, Partner, Simmons & Simmons in London.

Whilst largely dormant for some time,
the European Market Infrastructure
Regulation (Emir) will shortly be raising
its head again in the form of mandatory
initial margin (IM) requirements for
uncleared over-the-counter (OTC) derivatives. Phase 4 will bite in September
2019, with Phase 5 coming a year later.
In a case of saving the best for last, this
final sting in the tail provides perhaps
the most significant Emir implementation challenge for buy-side firms.
In particular, buy-side firms will need
wholly new arrangements with their
dealer counterparties and custodians
in order to comply with the IM requirements. In addition, those buy-side firms
that have existing non-regulatory-compliant segregated IM or Independent
Amount structures in place will need
to revisit such arrangements in order to
bring them into compliance with the IM
requirements.
Firms who will be caught by the new
IM requirements should grasp the nettle now and begin implementation planning.

To whom and when do the
obligations apply?

The IM requirements will apply, subject to the thresholds and phase-in set
out below, where both parties to an uncleared OTC derivative fall into one of
the following classifications: financial
counterparties (FCs) (including UCITS,
AIFs with an authorised AIFM and
most EU pension schemes); non-financial counterparties above the Emir clearing threshold (Non-Financial Counterparties (NFC+)), and if they are facing
an FC or an NFC+, third country entities
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(TCEs) that would be an FC or an NFC+
if established in the EU.
The IM requirements can also apply
where each party is a TCE that would be
an FC or NFC+ if established in the EU
and there is a “direct, substantial and
foreseeable effect” in the EU.
The table below sets out the two remaining phase-in dates under both the
EU and the US rules and the aggregate
average notional amount (AANA)
thresholds which apply to each phasein date. The AANA threshold must be
breached by both counterparties in order for the IM requirements to apply.
However, since the major dealers
will have already breached the AANA
thresholds for one of the earlier Phases
1 to 3, when facing one of those dealers,
as a practical matter the AANA determination for Phases 4 and 5 needs to be
performed primarily for buy-side firms.

What are the key Emir IM
requirements?

Many of the requirements imposed by
the Margin RTS will be new for buy-side
firms and will therefore introduce fresh
legal and operational challenges. The
most significant of these is that buy-side
firms will be required both to post IM
to dealers and to receive IM from dealers. Such IM posting/receiving must be
performed on a gross basis so cannot
be offset against each other and the IM
that is posted and received must be segregated from the insolvency risk of the
party that is receiving the IM.
In addition, the Margin RTS prescribes both the frequency at which IM
must be calculated (i.e. upon the occurrence of certain events and at least every

10 business days) and the methodology
that must be used (eg. Isda SIMM). Although IM is subject to the same eligibility and haircut requirements as the
variation margin (VM) requirements
introduced in early 2017, IM is also subject to concentration limits in respect of
the assets that may be provided as collateral.
Buy-side firms that are directly subject
to Emir will also be required to undertake further monitoring and assessment
of their margining arrangements. Such
buy-side firms will have to perform
validation, back-testing and auditing
assessments on the IM model that they
use. In addition, they will have to obtain
an independent legal review/opinion of
both the compliance of the segregation
arrangements and the enforceability of
the new IM documentation.

What legal documentation
is required?

In contrast to the VM requirements, the
legal documentation upgrade necessary
for compliance with the IM requirements is both significant in number and
challenging in complexity. In particular,
while the VM requirements led to minor
technical uplifts to the documentation,
establishing effective and enforceable
security and segregation arrangements,
often on a cross-border basis, is inherently more involved from a legal perspective.
The diagram (figure 1) sets out the
documentation required between a buyside firm and a dealer. As can be seen,
while compliance with the VM requirements were met with a single upgrade
to an existing Credit Support Annex,

AANA of uncleared OTC derivatives for
March, April and May of relevant year of over

EU/US phase-in date

USD/EUR 750 billion (Phase 4)

1 September 2019

USD/EUR 8 billion (Phase 5)

1 September 2020 and annually thereafter
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Figure 1
ISDA Master Agreement and
Schedule

IM Credit Support Deed or IM
Collateral Transfer Agreement
(Dealer posting)

IM Credit Support Deed
(Fundposting)

Account Control Agreement
or
elgian/Luxembourg
Security Agreement

Account Control Agreement

Custody Agreement
or
Euroclear/Clearstream
Membership Documents

Custody Agreement

compliance with the IM requirements
could mean up to seven additional
agreements per dealer relationship.

When should new
documentation be put in place?

Although dealers have the implementation experience of Phases 1-3, this experience has been confined to implementing in the inter-dealer market. There was
only one buy-side firm that was caught
during those earlier phases and the implementation of that buy-side firm’s IM
arrangements with its dealers gave rise
to fresh legal, documentary and operational challenges that the dealer community had not previously anticipated.
Such challenges are compounded
by the fact that buy-side firms will not
know with certainty whether they will
be caught by Phase 4 or Phase 5 until the
relevant period for measuring AANA in
2019 and 2020. The three-month window between AANA measurement and
the start date of IM requirements will
not provide sufficient time to put the
necessary documentation in place, so
parties will need to consider in advance
of these measurement windows whether they are likely to be subject to the IM
requirements.
Furthermore, with the majority of
affected buy-side firms falling within
Phase 5, there is likely to be a significant
bottleneck in 2020, with both dealers
and custodians being squeezed for time
and capacity. Buy-side firms wishing to
influence terms and negotiate substantively to reach the best outcome for their
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VM CSA
(Two way posting)

funds or clients may therefore consider
not waiting that long and instead voluntarily put regulatory-compliant arrangements in place early.
The final crucial factor to be considered is the timing deadlines that will be
imposed by the custodians, which will
be some months in advance of the relevant September start date. The diagram
below (figure 2) sets out a suggested approximate timeline to which buy-side
firms should consider working.

The impact of Brexit
and Emir Refit

Given that the IM requirements set out
in the Margin RTS will not apply to
firms in Phase 4 and Phase 5 immediately prior to the EU exit date of March

29 2019, the UK will need (absent any
transitional Brexit deal) to provide new
technical standards endorsing the timetable set out in the Margin RTS in order
for the September 2019 and September
2020 deadlines to apply to buy-side
firms either caught directly by the UK’s
version of Emir or indirectly caught
through a trading relationship with a
UK dealer. Although the application of
the current phase in timetable has not
yet been endorsed by the UK, in light of
the UK’s stated goal of equivalence with
the EU regime, parties should expect requirements to follow the timetable currently set out in the Margin RTS.
The Emir Refit will also bring some
changes to the scope of the IM requirements, principally through the proposed expansion of the definition of
“financial counterparties” to include EU
AIFs, irrespective of whether they have
an authorised AIFM.
Buy-side firms with segregated/managed account clients will need to obtain
information from such clients on their
status against the IM thresholds on an
annual basis, especially where the client’s assets are managed by more than
one manager. Firms may wish to prepare an upgrade to their existing client
questionnaires or letters to cover this
off. Depending on timings, it may make
sense to do this in conjunction with the
updates required to reflect categorisation changes under the Emir Refit.

Figure 2
01/19

Consider
likely AANA

03/19

05/19

09/19

Put documents
in place for
Phase 4

03/20

06/20

09/20

Post & Recieve IM
(Phase 4)

If not caught by Phase 4,
consider likely AANA for
Phase 5

Phase 4
AANA
Measurement

01/20

Phase 4
Deadline

Put documents
in place for Phase 5

Phase 5
AANA
Measurement

Post &
Recieve IM
(Phase 5)

Phase 5
Deadline

*In the US, the Phase 5 measurement period runs from June to August 2018
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