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EDITOR’S LETTER

Credit where
it’s due
The asset management industry is not always held in the highest regard
and at times it seems besieged by criticism over fees and market practices. So this issue of Global Investor is about celebrating the best that the
industry has to offer.
It was my pleasure this month to interview someone who has made one
of the biggest contributions to the UK pension scheme investment landscape over the last decade: Insight Investment CEO Abdallah Nauphal. He
was a leading figure in popularising liability-driven investment (LDI) – and
handily grew his firm’s assets under management tenfold in the process.
Everything is now in place for a major push into the US market (see page
30).
While fees are important it is value for money that really counts. As bfinance CEO David Vafai discussed with me, you can find active managers
that reliably deliver strong net-of-fees returns if you know how to look for
them (see page 26).
The asset management industry continues to innovate and evolve, fuelled
by the global search for yield. Direct lending continues to boom and there
are signs that the asset class is starting to mature as the market becomes
more crowded (see page 20). Meanwhile, managers of innovation funds
are redoubling their efforts to carve out a niche for their products in investors’ portfolios (see page 18).
Technological change looks set to gather pace throughout the financial
markets. Securities lending is not the most obvious use case for blockchain technology but custodian banks and fintech start-ups alike are now
focusing on the sector (see page 34).
Befitting the global remit of this magazine, this issue also celebrates
achievements in two of the most exciting investment destinations around
the world. The Asia Capital Markets Awards recognise the best in market infrastructure, derivatives and asset management (from page 37). The
Mena Awards commend the best providers in asset management and
brokerage from across the region (from page 97). Congratulations to all our
winners.

Alastair O’Dell, editor, Global Investor
w w w.glob alinvestorgroup.c om

MANAGEMENT
Managing director William Mitting
Tel: +44 (0) 20 7779 8350
william.mitting@globalinvestorgroup.com
Commercial director Will Browne
Tel: +44 (0) 20 7779 8309
will.browne@globalinvestorgroup.com
EDITORIAL
Managing editor Luke Jeffs
Tel: +44 (0) 20 7779 8728
luke.jeffs@globalinvestorgroup.com
Editor Alastair O’Dell
Tel: +44 (0) 20 7779 8556
alastair.odell@globalinvestorgroup.com
Deputy editor Andrew Neil
Tel: +1 212 224 3300
andrew.neil@globalinvestorgroup.com
Senior reporter Julie Aelbrecht
Tel: +44 (0)20 7779 8368
julie.aelbrecht@globalinvestorgroup.com
Reporter Merle Crichton
Tel: +44 (0) 20 7779 8004
merle.crichton@globalinvestorgroup.com
Reporter Jack Ball
Tel: +44 (0) 20 779 8351
jack.ball@globalinvestorgroup.com
Contributors Ceri Jones, Paul Golden
and Anthony Hilton
Design and production Keith Baldock
EVENTS
Events manager Valerija Slavina
Tel: +44 (0) 20 7779 8880
valerija.slavina@globalinvestorgroup.com
Events executive Valida Cajdin
Tel: +44 (0) 20 7779 8188
valida.cajdin@globalinvestorgroup.com
BUSINESS DEVELOPMENT
Co-head of business development
Hanna DeBank
Tel: +44 (0)207 779 8810
hanna.debank@globalinvestorgroup.com
Co-head of business development
Tim Willmott
Tel: +44 (0) 20 7779 7216
tim.willmott@globalinvestorgroup.com
MENA & emerging markets director
Zara Mahmud
Tel: +44 (0) 20 7779 8478
zara.mahmud@globalinvestorgroup.com
Reprints Christine Jell
cjell@globalinvestorgroup.com
Divisional director Danny Williams
Global Investor
8 Bouverie Street, London, EC4Y 8AX, UK
globalinvestorgroup.com
Next publication
Autumn Special 2017
Global Investor (USPS No 001-182) is a full
service business website and e-news facility
with supplementary printed magazines,
published by Euromoney Institutional Investor
PLC.
Annual subscription rate
US$1400 £875 (UK only) €965
ISSN 0951-3604
Chairman JC Botts
CEO Andrew Rashbass
Directors Sir Patrick Sergeant, The Viscount
Rothermere, Colin Jones, Paul Zwillenberg,
David Pritchard, Andrew Ballingal, Tristan
Hillgarth
Printed by Buxton Press
© Euromoney Institutional Investor PLC
London 2017
SUBSCRIPTIONS
UK hotline (UK/ROW)
Tel: +44 (0)20 7779 8999
Fax: +44 (0)20 7246 5200
US hotline (Americas)
Tel: +1 212 224 3570
hotline@globalinvestorgroup.com
RENEWALS
Tel: +44 (0)20 7779 8938
Fax: +44 (0)20 7779 8344
renewals@globalinvestorgroup.com
CUSTOMER SERVICES
Tel: +44 (0)20 7779 8610
customerservices@globalinvestorgroup.com

AUTUMN SPECIAL 2017

|

1

Contents
COVER STORY

30

Ambitions
for America
Insight Investment
CEO Abdallah Nauphal
is ready to make a big
impression on the other
side of the Atlantic

TOP EXCLUSIVES: The most important
developments for financial markets from
globalinvestorgroup.com

PEOPLE MOVES: Major appointments in
asset management, custody & fund services,
securities finance and derivatives

4

ASSET MANAGEMENT
INNOVATION FUNDS Asset managers are trying to
create a clear identity for innovation funds, says Paul
Golden, so they can more easily be integrated into
investor portfolios
DIRECT LENDING Increasing numbers of investors
and asset managers are being attracted by solid yields,
finds Paul Golden, but this demand is starting to
impact returns
FUND SELECTION BFINANCE David Vafai, CEO of
bfinance, speaks to Alastair O’Dell about identifying
talent, managing conflicts of interest and fair asset
management fees
HILTON’S CORNER The corporate death rate poses
a challenge for active managers, says Anthony Hilton,
but also opportunities
2

|

AUTUMN SPECIAL 2017

134

DERIVATIVES
18

20

26

136

MIFID II US giant is reaping the
benefit of a co-ordinated approach,
finds Luke Jeffs
ANALYSIS Regulatory experts have
identified a series of areas where
there is insufficient detail to ensure
compliance. Julie Aelbrecht reports
ANALYSIS Market participants
are split over whether large-in-scale
and pre-arranged derivatives trades
should receive an exemption from the
obligation to be conducted on a trading
venue. Julie Aelbrecht reports
ASIA CAPITAL MARKETS AWARDS

10

11

12

37

SECURITIES FINANCE

20

GUEST COLUMN Isla’s Andrew Dyson sets out
what we can expect to happen when the EU’s onerous
securities finance reporting standards are introduced in
2019

8

CALSTRS As she approaches retirement, Michelle
Cunningham reflects on the lessons learned managing
money for the $200bn CalSTRS portfolio with Andrew
Neil

15

COURT CASE A court case alleging collusion among
securities finance participants could ultimately lead to
technological and regulatory overhaul of the business, says
Andrew Neil

24

BLOCKCHAIN Banks and fintech firms are searching for
the optimal way to apply DLT to securities finance, writes
Andrew Neil, but there is still consensus approach

34

ISF SURVEY The International Securities Finance survey
celebrates the greatest contributions from agent lenders
and prime brokers as well as the vendors of technology and
data services

67

• EQUITY LENDERS

68

• EQUITY BORROWERS

80

• FIXED INCOME LENDERS

90

• TECHNOLOGY AND DATA

94

51

CUSTODY & FUND SERVICES
GUEST COLUMN Going beyond basic compliance will
provide valuable data and a source of sentiment analysis,
says SteelEye’s Matt Smith
BEPS A review of operations and transfer pricing is
an essential starting point for asset managers wishing
to understand the potential impact of the OECD’s tax
avoidance project. Paul Golden reports
ALTERNATIVE FUND CENTRES Alternatives funds have
traditionally been domiciled in the Cayman Islands, but
many are now taking certain functions onshore or taking a
multi-domicile approach. Ceri Jones investigates
UAE FUND CENTRES Dubai has long been the dominant
international financial centre in the UAE but Abu Dhabi is
making up for lost time. Matt Smith investigates
LUXEMBOURG ROUNDTABLE A panel of experts
discuss opportunities from Brexit, trends in investor
demand, links with China and fintech
w w w.glob alinvestorgroup.c om

59
14
97
48

51

56

59

GLOBAL INVESTOR
MENA AWARDS 2017

99
115
123
128

REGIONAL AWARDS
MENA ROUNDTABLE
BROKER AWARDS
ASSET MANAGER AWARDS

AUTUMN SPECIAL 2017

|

3
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from globalinvestorgroup.com

ASSET MANAGEMENT
Asset managers need inventory
of benchmarks – analysts

Asset managers have been urged to start
preparation for compliance with the EU
Benchmark Regulation by making an inventory of the benchmarks they use, a
benchmarking expert has told Global Investor Group.
The EU regulation for indices used as
benchmarks in financial instruments and
contracts or to measure the performance
of funds technically came into force in
June of 2016 but most of the provisions
will only apply from January 1 2018.
“The real issues the asset management
world has to face now are, first of all, that
they need to identify which benchmarks
they are involved in as administrators,
contributors or users. At this point, no
one seems to have an inventory, so this
is a major challenge,” said Bruno Piers
de Raveschoot, chief operating officer at
data and regulation provider RIMES Technologies.

Natixis-Axa IM deal
has merit – analysts

The potential tie-up between the asset
management arm of Axa and French bank
Natixis has merit, according to analysts at
Morgan Stanley. Early in September reports suggested Axa was considering a
merger or joint venture for its investment
division. Unnamed sources added that no
final decisions have been made.
In a note to clients, Bruce Hamilton,
equity analyst at Morgan Stanley, said a
deal could result in a growth in earnings
of around 5% for Natixis. His prediction
stems from patterns in recent European
deals, such as Amundi’s acquisition of Pioneer Investments in July this year.

Disproportionate amount
of money flowing into
ETFs – fund manager

There is a disproportionate amount of
money flowing into exchange traded
funds (ETFs) and index strategies in gen-

CUSTODY & FUND SERVICES
T+1 settlement
a bridge too far – Tabb
The US settlement cycle could have been
reduced even further, to just one day, but
high costs and complexity prevented the
switch, according to Larry Tabb.
Speaking to Global Investor, Tabb, the
founder and research chairman of capital
markets advisory firm TABB Group, congratulated the DTCC on its recent T+2
project.
The executive added he is supportive
of a move to T+1 eventually, but such a
change was likely too costly and complex
for the industry to accomplish in the current environment, just as it proved to be
around the turn of the millennium.

Citigroup’s Pekin questions
leverage ratio, Euro-clearing
Citigroup’s head of prime and futures has
become the latest high-profile figure to
4
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question the Basel Committee’s leverage
ratio and European Brexit-related plans to
force Euro-clearing into Europe.
Okan Pekin, the US bank’s global head
of prime, futures and securities services,
told Global Investor the methodology for
the calculation of the Basel Committee’s
supplementary leverage ratio is leading
to excessive capital requirements being
inflicted on futures and over-the-counter
(OTC) clearing.
Pekin said: “We strongly believe
that the way the leverage ratio and the
risk-weighted assets are calculated for futures and over-the-counter (OTC) clearing
is excessive.”

Euroclear takeover
would boost LSE

A move by London Stock Exchange Group
to buy Euroclear would allow the bourse
to expand its collateral management capabilities and compete more aggressively

eral, according to one UK fund manager.
David Jane, manager of Miton’s multi-asset fund range, says he has concerns
about the impact of low volatility combined with what he describes as excessive ETF inflows. “We have been seeking
areas where we can invest for exposure
to equity returns, but at more reasonable
valuations, and with less downside risk,
should the process reverse.”

Invesco names Blumberg head of
EMEA capital markets

Asset management firm Invesco has
named Source ETF’s Jurgen Blumberg
as its new head of EMEA capital markets
for its exchange traded funds segment,
after the firm acquired Source earlier this
month.
Blumberg was named head of capital markets for Europe, the Middle East
and Africa for Invesco’s exchange traded
funds (ETF) arm Powershares. He will be
based in London and will report to the
firm’s head of ETF activities in EMEA
Mike Paul, previously Source’s executive
chairman.

with rival Deutsche Boerse, according to
analysts.
In a note to clients this week, UBS’s
Michael Werner and Alex Leng examined
the merits of LSE acquiring Euroclear, describing the international central securities
depository (ICSD) as a “hidden jewel”.
If such a deal were to take place, the
pair reckon it would expand LSE’s collateral management solutions for clients, benefit from T2S and increase competition
with Deutsche Boerse, Europe’s largest
exchange.

SEB’s Noren takes on
global custody sales role

Ulf Noren has taken on a new role at Nordic bank SEB focused on global custody
sales, Global Investor understands. The
experienced asset servicing executive is
now tasked with building up the firm’s
Norwegian global custody business.
Noren, who will continue to be based in
Oslo, has spent the past two years focusing on cash and sub-custody sales at SEB.
He has been with the firm since 2004.

A Canadian Leader in Sub-custody
With more than 1,300 professionals exclusively focused on servicing Canadian investors and global investors
into Canada, CIBC Mellon can deliver on-the-ground execution, expertise and insights to help clients
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DERIVATIVES
VariabL to launch first
ETH/USD derivatives in Q1 2018

Paris-based technology start up VariabL
will launch ETH/USD derivatives on the
Ethereum blockchain in the first quarter
of 2018.
These derivatives are the first based on
Ether, a cryptocurrency used on the Ethereum blockchain. The contracts behave
as contracts for price difference and are
implemented as zero-sum ETH contracts
on the blockchain.
According to the firm, smart contracts
are used to match traders, hold users
funds and settle contracts on the blockchain.

CBOE eyes futures
expansion, European options

CBOE Holdings plans to rapidly expand
its futures segment after delivering new
technology next year and will take a “hard
look” at European equity options, the
chief operating officer of the US exchange

group told FOW.
Chris Concannon, president and chief
operating officer of Chicago-based CBOE
Holdings, said the exchange formed by
the merger of CBOE Holdings and Bats
Global Markets in March is looking to expand its futures coverage after moving
the CBOE futures exchange to new technology in February.
Speaking at the 6th Annual CBOE Risk
Management Conference Europe near
London, Concannon said: “From the
Bats perspective, it is a special event to
be moving into futures technology. On
the futures side, we have VIX and have
announced Bitcoin, and there are other
derivatives we are looking into.”

LCH plans G10 NDFs,
options in phases this year

Clearing house LCH has pledged to significantly expand its coverage of foreign
exchange products, promising non-deliverable forwards and options on the

SECURITIES FINANCE
CACEIS brings machine
learning to sec lending
Asset servicing firm CACEIS is using machine learning to ease the pressure on its
securities lending desk and boost returns
for clients.
The Crédit Agricole subsidiary, which
lends securities on behalf of pension
funds, insurers and asset managers, is applying artificial intelligence techniques to
price loans of corporate bonds.
By using algorithms that become smarter as they are trained on large amounts
of data, the company reckons it’s already
seeing higher returns and reduced risks
which allow its trading desk to compete
with larger players in the market.

ABN Amro and BAML first
to use Wematch for stock loan
Bank of America Merrill Lynch and ABN
Amro were the first brokers to trade on
6
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new securities finance platform Wematch.
Chief executive David Raccat told Global
Investor that the broker-to-broker trade on
French equities took place via Wematch
on Monday and settled on Wednesday.
Wematch already facilitates swaps
trades but securities finance expert Raccat has adapted the platform for stock
loan and repo. The web-based tool has
been designed to disrupt the securities
financing dealing process by matching up
parties and monitoring events during the
lifecycle of the trades.

Swiss regulator to introduce
SFTR equivalent – sources

Regulators in Switzerland plan to introduce their own version of the EU’s Securities Financing Transactions Regulation
(SFTR), according to sources.
Senior Swiss-based banking executives
told Global Investor that officials plan to

world’s top currency pairs in two phases
before the end of the year.
Paddy Boyle, the global head of LCH’s
FX clearing arm, said ForexClear plans
to build on its success with emerging
market non-deliverable forwards (NDFs)
by making available to trade in the next
four months NDFs and options on the
most-traded FX currency pairs.
Boyle told FOW: “We plan to launch additional NDF currencies in phases, starting with the Euro-Dollar, Cable, Australian
Dollar, Dollar-Swiss and Dollar-Yen within
the next couple of months.”

LME details strategy for
physical and electronic users

The London Metal Exchange detailed on
Thursday a swathe of reforms designed to
reassure its existing physical customers
and make the market more compelling to
electronic traders.
Matthew Chamberlain, chief executive
of the LME, said the new strategy was
designed to attract electronic traders “not
instead of but as well as” the exchange’s
traditional physical members.

unveil a similar set of securities finance
rules this month.
Representatives at Swiss Financial
Market Supervisory Authority (FINMA)
were unavailable for comment at the time
of going to press.
SFTR, which has been drawn up by European regulator ESMA, will, eventually,
force firms to report details of their securities finance transactions (SFTs) to an
EU-registered trade repository.

Banks still uncertain on
Basel IV impact and timing

Banks are still not clear on the timing and
impact of Basel IV, according to analysts
at Barclays. Equity researcher Rohith
Chandra-Rajan says that a “high degree
of uncertainty” exists around the rules.
“The regulatory agenda has slipped
with little news on Basel IV this year,”
said Chandra-Rajan. “Comments from
banks indicate a high degree of uncertainty on Basel IV in terms of its calibration,
impact, timing and incorporation into European legislation.”

OPINION

Get set for SFTR
Isla’s Andrew Dyson sets out what we can expect
to happen when the EU’s onerous securities
finance reporting standards are introduced in 2019

I

n just 18 months it is very likely that Europe will be in the
of scope’ lending principals and in some cases it is much
final stages of adopting the Securities Financing Transachigher. For example, circa 80% of government bonds come
tions Regulation (SFTR). Securities lending markets will not
from institutions outside of Europe. These statistics present
have seen anything like it before. The depth and frequency
some interesting challenges.
of reporting obligations will require reporting counterparties
First, the SFTR framework is built around dual-sided reto aggregate and collect data in new and often different ways.
porting. While that works for derivatives, from where the
It will also require the full adoption of the Legal Entity Idenconcept is borrowed, it is less effective for securities lendtifier (LEI) framework and for the first time securities lending
ing. In a typical agent lending transaction virtually all of the
transactions will be reported to a trade repository (TR).
unique information around a trade – including who a borrowSFTR may be seen as a watershed event, as the Europeer has borrowed securities from in a bulk trade and where
an Commission (EC) is the first major regulator to formally
any non-cash collateral is allocated – can only come from
adopt the recommendations of the Financial Stability Board
the lender.
(FSB). While the aims of the FSB are clear, some argue
In the main, therefore, a borrower simply re-reports what
that the response from the EC is
the lender has told him. Although
not proportional and regulators run
disjointed, this process will work
the risk of being swamped with
where both sides of the transaction
We are concerned
data. Only when other regulators
are within the scope of the SFTR –
respond to the FSB recommendathe position is less clear where
that SFTR could lead but
tions can the position adopted by
the lender, in particular, sits outside
the EC be judged in context.
to a loss of lending liquidity the regime. Institutional investors,
It is also appropriate to consider
with no real obligation or incentive
within Europe at a time
what all of this means for instituto provide data in the right format or
tional investors that make securities
on the right timeline, will need to be
when the Capital Markets
available for lending. There will be a
convinced, especially if costs head
Union is a priority
need for the provision of detailed
in their direction.
information down to the LEI entity
Second, some debate the merits
level on a trade-date-plus-one baof providing such vast amounts of
sis. Many institutional investors in agency programmes may
proprietary data in Europe when other regulators may adopt
simply look to their agents to help with this process but the
a lighter-touch approach. In extreme cases, this could lead
complexity of SFTR means it is not necessarily straightforto institutional investors finding the requirements too onerward.
ous, especially if they don’t actually apply to them, causing
SFTR relies heavily on the broad adoption of LEIs. The
them to rethink their strategies.
obligation rests with the institutional investor to obtain the
We are concerned that this could lead to a loss of lending
necessary LEIs, which routinely have to be applied to the
liquidity within Europe at a time when the Capital Markets
legal entity of the lending account. This process is straightUnion is a priority.
forward and, although there are some costs, it is effectiveWhen we consider implementation in Europe, its interdely mandatory. Many entities will already have them as part
pendency with the rest of the world is apparent. With the
of Mifid II trade reporting regime that becomes effective in
vast majority of loans coming from outside of Europe and
January 2018.
many of the lending books manged by global players, it is
Another unexpected factor is the number of lending prinimportant that SFTR is not seen as just a European regime.
cipals that will fall outside of the mandatory reporting obIts impact is far more far reaching.
ligations. Recent work by Isla suggests that over 60% of
ANDREW DYSON, CEO of the International Securities Lending Association
current outstanding loans in Europe will be coming from ‘out

8
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CITI SURGES up
the league tables

itigroup, like many of its rivals,
has in recent years more closely aligned its prime brokerage,
derivatives and securities services arms but the US bank is unusual in that it has significantly grown this
business while most banks have been
actively shrinking their client books.
The US banking giant said in mid-July
US giant is reaping the benefit of a co-ordinated approach,
its securities services unit saw second
quarter revenue rise 10% to $584m.
finds Luke Jeffs
The bank has also seen its derivatives
business rise up the league tables,
partly due to successes among the hedge fund community.
mise their use of collateral.
Okan Pekin, the global head of prime, futures and securiPekin said: “As one of the largest derivatives providers,
ties services at Citigroup whose remit was recently expandwe believe we are in a unique position to give the clients not
ed to include direct custody and clearing, said the bank has
just the management tools for posting collateral and managcome a long way in four years.
ing liquidity, but also for optimising that collateral. This is a
He told Global Investor: “When we started in late 2013,
task of higher degree of complexity.”
Coalition ranked Citi ninth in the exchange-traded futures
Pekin also sees more peer-to-peer lending in the agenand over-the-counter clearing and now in 2017 we are
cy securities lending space to help address the collateral
ranked third. This is a rare journey, to rise from ninth to third
squeeze.
within four years and it does not happen without successful
He said: “We have focused on developing sound trading
coverage of hedge funds.”
structures and associated infrastructure to facilitate these
The bank said it has grown its client balances in prime
flows and enable our clients to deal directly with other simbrokerage and Delta One Derivatives by 68% since the start
ilar institutions.
of 2014.
“The benefits for our clients include increased counterparWhile Citigroup has made ground on largest prime brokers
ty diversification as well as higher fees and stable balances.
Goldman Sachs and JP
We anticipate growing volMorgan, it has also mainumes in the coming years
tained its leading position
as regulatory requireWe anticipate growing volumes
as a service provider to
ments coming into effect
long-only asset managers
will encourage more parin the coming years as
and pension funds.
ticipants to enter into this
regulatory requirements coming into
Pekin said: “Our busispace.”
ness is a combination of
Part of Citigroup’s suceffect will encourage more
prime finance, futures and
cess has been down to its
participants to enter into this space
securities services. We
commitment to technolohave built long-standing
gy, according to Pekin.
Okan Pekin, Citigroup
relationships with global
“Ultimately the future is
investors. They require adabout fewer hands in the
vanced technology and a global platform. The majority of our
process – the more machines communicate and execute
relationships tend to be long term and ‘sticky’. Our clients
with machines, the better. People can do more valuable
prefer not to move between banks from one day to another.
things. There is a huge focus in our organisation to remove
Global clients require capital strength and commitment.”
manual interaction that can be prone to errors and delays,
The bank said its core tier one capital ratio is 13% while its
and replace it with automation and robotics to improve client
supplementary leverage ratio is 7.2%, making Citigroup one
experience and drive efficiency.”
of strongest banks in the market.
He continued: “We are introducing advanced technology
Pekin added: “The most critical thing is the ability to have
robotics in artificial intelligence (AI) and big data analytics
top level conversations with senior clients on capital and
into our offering. We have innovation centres in Tel Aviv,
resource allocation and how Citi’s product platform can be
Dublin and Singapore and we now have several people dedleveraged in areas that matter most to our clients.”
icated to our business in AI research.”
Collateral management is a priority for Citigroup’s (and its
The obvious challenge facing all US banks based in Lonrivals’) clients and this is unlikely to change as more types
don is Brexit and how that might complicate these firms
of clients, specifically corporates and asset managers, are
continuing to trade into Europe and service their clients on
bound by collateral rules and firms increasing look to optithe continent.
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The known unknowns
of Mifid II

Regulatory experts have identified a series
of areas where there is insufficient detail to
ensure compliance. Julie Aelbrecht reports

G

lobal Investor has spoken to a group of regulatory
it might not accomplish that goal.
experts who have outlined their areas where regu“Regrettably, I don’t think the regulator could have given
latory guidance is still outstanding or lacking. These
a better definition. To some extent, the more prescriptive
known-unknowns of Mifid II include reporting guideyou are, the more questions you create. I’m a great believer
lines, position limits for commodity derivatives, the status of
in setting high-level principles. The more detail the regulathird-country firms and direct electronic access.
tor provides, the more it has to meddle in that detail,” said
Identifying which instrument are reportable under Mifid
Steve Grob, director of Fidessa.
II may prove challenging because of increased complexity
Direct electronic access (DEA) has been an area of Mifid
and the absence of a so-called golden source. The European
II riddled with confusion for the better part of a year. In spite
Securities and Markets Authority (Esma) will publish referof a definition and further clarification by the regulator, the
ence data, but regulation professionals have questioned this
market is still not clear on what the DEA definition will mean
approach.
for them or their clients.
“There are real concerns around the quality of the data
“There is no certainty over how so-called chains of direct
and whether complete coverage will be achieved. This preselectronic access will be dealt with. For example, a UK fuents real challenges for firms both in the testing and live
tures commission merchants providing DEA to a US affiliate
reporting environments to effectively determine what they
will need to know that affiliate and its end clients and will
need to do to report effectively,” said Adrian Gill, regulatory
need to be able to identify them per order,” said Sam Tycompliance specialist at NEX Regulatory Reporting.
field, partner at law firm Vedder Price.
It is not known how many types of products will be covTHIRD-COUNTRY REGIMES
ered by the position limits rules or what the limits will be,
Finally, the market does not expect any equivalence decibut the scope of the limits include all commodity derivatives
sions for third-country regimes, which means the status of
traded on a trading venue, as well as economically equivathird-country firms remains uncertain.
lent over-the-counter commodity derivatives, except emis“We don’t know how third-country markets and platforms
sion allowances.
will be recognised for the purpose of Mifid II and MIfir re“We know there will be position limits on certain conquirements. For example,
tracts, but we do not
we still don't know what
know what they will be.
third-country markets and
At the moment, I imagine
The more detail the regulator
platforms will be OK’ed for
there are persons who
provides, the more it has to
the Article 23 Mifir trading
hold positions over 50%
obligation. We assume
of open interest in certain
meddle in that detail
the Commission will conniche contracts and can’t
Steve Grob, Fidessa
firm in time but we fast
get a hedging exemption.
approaching the 90-day
That position could be
marker,” said Foley.
way above the applicable
The Mifid II implementation deadline is a little over three
position limits,” Conor Foley, advisor for government and
months away, and the regulation will change operations in
regulatory affairs at law firm Norton Rose Fullbright, told
the front, middle and back office, with preparations estimatGlobal Investor.
ed to cost firms a total of £2.1bn ($2.8bn) over the course
SYSTEMATIC INTERNALISERS
of this year.
At the end of August, the European Commission attempted
With these and other unknowns, financial services firms
to clarify the status of systematic internalisers under Mifid II,
will be forced to make judgement calls to ensure compliafter market participants had expressed concerns that these
ance. Experts have advised firms to keep track of the reasystematic internalisers would create electronic networks
soning behind their compliance decisions to their best eflinking investment firms and blur the lines between bilateral
forts to their local regulators in case their interpretation of
and multilateral trading, but regulatory experts have said that
the guidance turns out less than correct.
w w w.glob alinvestorgroup.c om
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DERIVATIVES

Mifid II U-turn
divides industry

R

esponses to an Esma consultation on the obligation to trade
derivatives on a trading venue
have revealed that buy- and
sell-side market participants have diverged in their views to certain details,
particularly on large-in-scale transactions and pre-arranged trading.
In its latest consultation, European
Market participants are split over whether large-in-scale
regulator Esma proposed not to exempt large-in-scale trades and orders
and pre-arranged derivatives trades should receive an
from the trading obligation – a U-turn
exemption from the obligation to be conducted on a trading
from its earlier position.
venue. Julie Aelbrecht reports
The Securities Industry and Financial Markets Association (Sifma) and
German trade group BVI stated in their responses that they
form the lower bound to such eligibility,” the WBMA said in
disagreed with the lack of exemption, even if the terms of
its statement.
the rule were to be flexible.
In other words, the association assumes that pre-arranged
Sifma stated in its response: “In general, we find Esma’s
or pre-negotiated trading will be permitted for large-in-scale
conclusion that no exclusion from the trading obligation for
orders, shielding them from full transparency. Furthermore,
large-in-scale trades is needed [is] perplexing.
the WMBA said that not allowing counterparties to negoti“Even taking into account the flexibility of execution methate trades off-venue would be “extremely problematic”.
ods allowed under Mifir… we are concerned that our memPre-arranged trading, where two parties enter, negotiate
bers would face problems with complying with any trading
or conditionally agree to a transaction bilaterally, away from
obligation imposed on large-in-scale trades, as dealers are
a venue and then report that transaction to the trading venlikely to be deterred from providing liquidity in large-in-scale
ue post-execution, is not expressly prohibited under Mifid II.
trades for which on-venue trading is mandatory.”
Earlier in August, however, Esma told Global Investor that it
The trade body’s response was echoed in that of asset
was “looking into” the topic.
managers Amundi and ICI, which also noted that an exempPre-arranged trading is prohibited in the US under CFTC
tion would be consistent with the US futures regulator’s aprules, so a decision on its legality would potentially have bearproach to block trades. The rules of the US Commodity and
ing on equivalence between the US and the EU.
Futures Trading Commission (CFTC) permit market particiThe responses to the regulator’s consultation on the trading
pants to execute large transactions off-exchange, subject to
obligation, however, suggest that market participants have
a CFTC trading obligation.
different interpretations of the rules. Banking giant Barclays,
The Futures Industry Association and the Wholesale Marfor example, called for a “degree of dialogue” between counket Broker’s Association, on the other hand, agreed with Esterparties. Trading platforms Bloomberg, Nex and Tradeweb,
ma’s proposals to include large-in-scale orders.
which all responded to the consultation, did not offer specific
“Yes, the WMBA does agree that the large-in-scale (LIS)
answers to either the pre-arranged trading question or the exthreshold should have no bearing on the trading obligation.
emption for large scale orders.
Since it is expected pre-negotiated block trades may be exHowever, asset manager Citadel called on the regulator to
ecuted on venue and therefore will be subject to the venue
clarify that pre-arranged trading under Mifid II is not permisor regulated market rule book, so it follows that a prescribed
sible.“A related issue that we urge Esma to clarify in the Final
exemption from the rulebook would be a non-sequitur beReport is that pre-arranged trading (or negotiated off-venue
cause the LIS (or SSTI where appropriate) threshold would
trading) is not permitted for transactions in derivatives that are
subject to the trading obligation, including transactions above
the post-trade LIS threshold,” the firm stated in its response.
“In our view, this type of bilateral off-venue trading is not perWe are concerned that our
mitted under Mifir for derivatives subject to the trading oblimembers would face
gation and would completely undermine its implementation”
The consultation will inform the last regulatory technical
problems with complying with
standards for Mifid II, scheduled to be published during the
any trading obligation imposed on
autumn. Ongoing uncertainty over the trading obligation,
cross-border issues and other requirements such as direct
large-in-scale trades
electronic access have forced financial services firms into
Sifma
making judgement calls to ensure compliance, a regulatory
expert told Global Investor Group back in July.
12
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STRAP
THOUGHT LEADERS

SOLID HOME BASE

TAIEX Futures (TX) and TAIEX Options (TXO), which benchmark all listed
stocks on the Taiwan Stock Exchange,
are among the most liquid equity index
contracts in Asia. Both TX and the smaller-sized Mini-TAIEX Futures (MTX) set
all-time-high volumes in 2016 and, together with TXO, accounted for over
90% of the volume at TAIFEX.
TXO has grown strongly since its
launch in 2001 and has become the
most heavily-traded contract at the exchange, drawing attention from local
and international investors. More than
167 million contracts were traded in
2016, making it the sixth most traded
equity index options product globally. TX

w w w.glob alinvestorgroup.c om

TAKING TRADING

to the next level
TAIFEX is building on rapid growth in recent years
with an ongoing series of international initiatives
TAIFEX Annual Trading Volume
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strategy. With products such as FX
options, Topix and Nifty 50 futures introduced in the recent months, we are
committed to providing new products
to fulfill various types of investors’
needs.”

THE RISING NEWCOMERS:
US FUTURES
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T

aiwan Futures Exchange (TAIFEX) is going from strength to
strength with increasing international participation and new products supporting record volumes. For the
third straight year, more than 200 million
contracts were traded on TAIFEX, with
the total annual trading volume for 2016
reaching 241,678,556 contracts despite
low volatility in the underlying market
(see right graph). With close to 1 million
contracts trading per day, TAIFEX is well
established as one of the top ten derivatives exchanges in the Asia-Pacific.
TAIFEX’s global market share of equity index contracts surged from 3.63%
in 2015 to 4.18% in 2016. Foreign participation expanded from 12.02% in
2015 to 16.13% in 2016, a jump of 34%
as a result of growing liquidity of core
products, international cooperation and
new product development.
Dr. Len-Yu Liu, Chairman of TAIFEX
said: “TAIFEX is poised to extend its
global reach. In a rapidly-evolving market we have the vision to be a primary
derivatives exchange in Asia.”
Established in 1997, the sole futures
and options market in Taiwan offers
products across equities, indices, FX,
interest rates and commodities. Retail
investors play a vital role at TAIFEX,
which constantly sees an equal level
(50/50) between retail and institutional
participation.

Source: http://www.taifex.com.tw/eng/eng7/AnnualTrading.asp

is the most active futures product with
over 34 million contracts traded during
2016, while MTX traded over 23 million.

GLOBAL OUTREACH

After introducing RMB FX futures in
2015, TAIFEX launched Taiwan’s first
currency options, RMB FX options
(USD/CNT and USD/CNH), which was
the world’s first exchange-traded product of its kind, in June 2016. In November, it strengthened its FX product
offerings with EUR/USD and USD/JPY
FX futures, which traded 33,214 and
36,309 respectively by year-end, and
brought new participants to the futures
market.
In December 2016, it added Shenzhen SME price index ETF to its ETF
futures and options product lineup,
which is now composed of seven
underlying ETFs linked to China’s major stock indices and one to Taiwan’s
domestic index. The launch built on
the international success of launching
Topix futures in 2015 and Nifty 50 futures, for India exposure, in November
2016.
Dr. Liu said: “Product development
plays a key role in TAIFEX’s corporate

In May 2017, licensed by the CME
Group, TAIFEX introduced Taiwan dollar-denominated futures based on the
S&P 500 and Dow Jones Industrial
Average (DJIA) indices. Both contracts
are designed to cater to the high level of demand for products linked to
US-listed stocks, while also expanding
asset classes, hedging channels and inter-market trading opportunities.
“Since we launched in May, market participants have shown vigorous
interest in trading DJIA Futures and
S&P500 Futures,” said Dr. Liu. “On a
daily basis, we continue to see more
trades in DJIA futures than S&P500 futures, 1,965 versus 203 in June.”
When TAIFEX launched its US futures, it initiated an after-hour trading
session to 05:00 the next day, extending trading hours from 5 to 19 hours,
to enable investors to manage risk
outside of regular hours. In the first
phase, the core products of TX, TXO
and MTX as well as the FX product
line and the two new US futures were
listed. Within three months of launch,
volumes during the after-hour session
were equivalent to 8.5% of the regular
session and helped expand the scale of
the market overall.
Dr. Liu added: “TAIFEX will continue
to work ceaselessly to build a solid trading environment, while also encouraging the market’s growth and maintaining its soundness for the future.”
AUTUMN SPECIAL 2017
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GUEST COLUMN

Turn Mifid II into a
competitive edge
Going beyond basic compliance will provide valuable data and a source
of sentiment analysis, says SteelEye’s Matt Smith

M

any financial institutions operating in the EU view
the impending arrival of Mifid II, which comes in
force in January, with trepidation. It’s not hard to
see why. It is the biggest regulatory challenge facing the industry in years and requires firms to overhaul the way
they approach compliance. The cost is likely to run into billions.
Calling Mifid II wide-reaching would be an understatement.
It overhauls and expands on many areas of financial regulation,
among which are investor protection, transparency and data
publication.
One requirement firms will face is that they must keep indepth records of all services, activities and transactions they’ve
engaged in for up to seven years, and in some cases beyond.
This includes not just transactions and emails, but also texts
and voice conversations.
All of this data must be shown to regulators, and in some
cases clients, on demand. Audio recordings of conversations
that relate to commercial activities, for example, must be kept
on file for five years. These records must be kept not only for
those transactions that went through, but also for intended
transactions that were never executed.

desirable behaviour or activities internally before they become
an issue.
It could also be used to drive efficiencies and reduce costs
by identifying areas in which processes and commercial activities could be improved.
Then, of course, there are the compliance advantages of
making full use of this wealth of data. This runs well beyond
simply avoiding the hefty regulatory fines for non-compliance
(which globally total well over $300bn since the 2007/08 crisis).
Improving risk management and governance will likely result in
a host of cultural and behavioural improvements, lowering the
chances of mis-selling and other harmful practices. This will
lead to better relationships with customers and regulators.

MANAGING COSTS

A crucial thing to understand about Mifid II is that it does not
only apply to large financial firms that are better equipped to
deal with regulations, supported by substantial compliance resources. In fact, of the 9,000+ businesses in the EU that will be
affected by the legislation, 6,500 are small and medium-sized.
Though small firms stand as much to gain as large ones
through the opportunities from data analysis, they are likely to
UNCOVERING OPPORTUNITIES
be particularly intimidated by the costs, both direct implemenAt first glance the costs of putting a system in place, and actation costs as well as the time and resource requirements.
quiring the infrastructure to store records, might seem dauntHowever, there are options available for these firms should
ing. But firms that can look beyond
they need assistance; specialist
the financial burden will find opporthird-parties can advise them on
tunities that should not be missed.
their obligations. There are systemMeeting Mifid II’s
Meeting Mifid II’s requirements
atic options in the market that will
will yield a treasure trove of data
help them meet the regulatory obrequirements will yield
that can be used to improve busiligations without excessive spend
a treasure trove of data
nesses, drive growth and foster
or expensive software solutions.
competitive advantage. It could
Regardless of their size, firms
provide the impetus aggregate and
that view Mifid II purely as an overharness data for purposes as wide-ranging as customer analhead and do the absolute minimum to achieve compliance will
ysis, risk management, portfolio management and execution
likely slip behind their better-prepared competitors. Firms that
optimisation.
see the requirements as what they could be, an opportunity,
For example, recorded conversations could provide importwill be able to harness a reservoir of data that will drive their
ant insights into how firms are interacting with their clients and
business, reduce costs and improve operations and risk mansuppliers as well as to the demographics of their customers.
agement. The smart approach could potentially see benefits
Stored audio conversations are especially suited to sentiment
that far outstrip their initial investment.
analysis, which is integral to helping determine client intenMATT SMITH, CEO of Mifid II solution provider SteelEye
tions. It means firms would be better placed to pick up on un14

|

AUTUMN SPECIAL 2017

INSTITUTIONAL INVESTMENT

A LIFE IN
investment
As she approaches retirement, Michelle
Cunningham reflects on the lessons
learned managing money for the $200bn
CalSTRS portfolio with Andrew Neil

M

ichelle Cunningham first arrived at the
investment office of the California State
Teachers’ Retirement System (CalSTRS)
in 1991 to a team of thirty staff managing
a portfolio of roughly $30bn. It was a short drive but a
far cry from her previous role managing money for the
more modest City of Sacramento Treasurer’s Office.
“It was daunting at first. At that time, I thought
thirty was a large team,” says Cunningham, who will
retire from her role as deputy chief investment officer
(DCIO) at the end of 2017 after 27 years of service.
Today, CalSTRS has an investment team of 150 staff
managing over $200bn.
Hired as a fixed-income specialist initially – a similar
position to the one she held at City of Sacramento
for six years – Cunningham’s role at CalSTRS has
changed from portfolio manager to asset class director, most recently deputy CIO working under current
investment chief Christopher Ailman.
“I’ve always been somewhat of an investment
geek, so serving in a variety of roles, working with
and having access to some of the best and brightest minds in the global investment industry has been
a real blessing. I’m going to miss the relationships
made over the years.”

w w w.glob alinvestorgroup.c om

What Cunningham will miss less, perhaps, are
the challenges that come with managing money for
CalSTRS, one of the largest public pension plans in
the world – second in the US only to its neighbour
California Public Employees’ Retirement System
(CalPERS).
“Managing a portfolio of this magnitude is a huge
responsibility and acting as the investment management arm of a state agency requires a delicate balance. Walking that tightrope, maintaining the right
culture while meeting investment objectives, has,
at times, been a challenge – not to mention being
a woman in the investment field in the late 80s and
early 90s.”

INVESTMENT STRATEGY
Cunningham also hopes she’s seen the back of stock
market downturns. Like all institutional investors,
CalSTRS’ portfolio was pummelled in 2008 by the
worst financial market meltdown since the Great Depression.
“That was the lowest point of my career” she admits. “I was director of fixed income around 07/08.
Certainly they were the most challenging markets
I’ve experienced. I will never forget it. Long days, lots
AUTUMN SPECIAL 2017
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INSTITUTIONAL INVESTMENT

of phone calls and time spent watching and trying to
digest the news and its potential repercussions.”
The financial crisis proved to be a steep learning
curve for Cunningham and the rest of CalSTRS’ investment team, particularly when it came to understanding the true value of communication. “We began to
break down any silos among staff and asset classes
instead of running each area as individual profit centres,” she says.
“Communication improved dramatically and with
that came new investment opportunities. Not only were
Working with…
markets undergoing
some of the best movements that we
had never seen beand brightest minds in
fore, but new investments were prethe global investment
senting themselves
industry has been a
that we needed to
talk about. Previreal blessing
ously we had strict
boundaries as to
what a fixed income
security was and what a stock was. Anything overlapping or caught in between, we felt we might miss.”
Today, CalSTRS has thorough risk mitigating strategies in place designed to make it more resilient to
market downturns. The strategies focus on being less
correlated to global stocks and uses 30-year government bonds, commodity trading advisors (CTA) and
global macro hedge funds. This mix may prove to be
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important in Cunningham’s final few months at the
office, particularly with investors increasingly nervous
about sky-high US equity valuations.
“We are concerned,” Cunningham adds. “I recently
read that this has been the most distrusted or disliked
US stock market rally in history. As US equities continue to trade up, we’re looking for opportunities to trim
back.”
Ailman, CalSTRS’ CIO, said publically earlier this
year that the fund would stay at about 50% to 55%
global equity exposure. However, a home country bias
to the US of around 65%, which has been in place
for over a decade, is gradually being reduced down
to where it eventually will end up around 55% US,
45% non-US. “This is a big ship to turn,” Cunningham
adds. “Changes will be gradual and well-thought out
depending on market conditions.”

LONG-TERM VIEW
CalSTRS’ team has always tried to maintain a realistic, long-term view of investment markets. This hasn’t
changed since day one, although the means and
methods of putting money to work have altered.
“When I first joined, the assets CalSTRS invested
in were very straightforward, some stocks and bonds,
a few properties but not much in the way of real estate. Private equity was just starting. Now there are so
many opportunities, things that never even occurred
to me twenty years ago.”
The fund’s portfolio is now broadly diversified, holding investments ranging from publicly-traded shortterm bonds to privately-held partnerships. The scale

and breadth of investments make the management
and oversight of these assets highly complex. Moreover, the fund is now a leader in investment diversity
and sustainability. It is also fully-focused on environmental, social and governance (ESG) investment risks,
such as the impact of climate change on coal production. These principles are increasingly important to many of the 900,000+ members CalSTRS
serves.
“The board has a work plan every year focusing
on special projects and new ideas,” Cunningham
adds. “A two-year [review] is underway focusing
on the structure of private asset classes. We’re
looking at whether it makes sense to do more
direct investing. It’s important to remember
though that we are attached to the State of
California and are limited to a certain extent in
what we can do. Partnerships with other more
flexible organisations will perhaps be a route we
consider.”
In the end, Cunningham believes that CalSTRS’
size and long-term outlook on markets will bode well
in the future and that passive investment strategies
will be a big part of the fund’s success.
“CalSTRS has been a big proponent of index funds
for a very long time, partly down to our size and the
cost effectiveness of those strategies. Research has
shown that over the last 30 years a combination of both
active and passive investments has worked for us.
“Periodically, we’ll go back and look at the cost-benefits of active management. There are times when
active managers have added real value. That said, we
tend to be overweight passive and believe ETFs will
continue to be vehicles that a lot of investors will flock
to.”
Looking ahead, Cunningham is focused on the next
four months and helping CalSTRS’ continue to achieve
solid returns. Beyond that, she’s looking forward weaning herself off the markets and enjoying her much-deserved retirement.

Managing a portfolio of
this magnitude is a huge
responsibility and acting as the
investment management arm
of a state agency requires
delicate balance
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FUND STRATEGIES

Framing
THE FUTURE
I

nnovation funds are battling against a combination of the
absence of an industry-wide definition of innovation and
their own reluctance to be typecast as merely investing in
financial technology.
There is clearly investor appetite for funds that invest in
companies developing solutions to various societal and industrial challenges, even if in some cases this demand is
driven by governments rather than investors themselves.
For example, France has emerged as a global leader in encouraging investment in companies with disruptive potential. Mutual funds in innovation (FCPIs) and local investment
funds (FIPs) raised €967m in 2016, the fourth year in which
the amount raised increased and the highest level record-
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ed since 2008. In 2016, 114,000 individuals subscribed to
FCPIs and FIPs, up from 99,000 in the previous 12 months.
The vast majority (87%) of FCPI investments are concentrated on companies in the digital, biotechnology, telecoms
and energy transition sectors.

DEFINING INNOVATION
Innovation as an investment theme has not yet been fully
defined, however, suggests Christian Magoon, CEO of Amplify Investments. “Another challenge is how this type of
portfolio would fit into an overall asset allocation,” he says.
“Additional factors besides innovation – such as sector or
market cap focus, for example – could create implementa-

Additional factors besides innovation
could create implementation challenges
including unintended concentration risk in
certain securities, industries or sectors
Christian Magoon, Amplify Investments
tion challenges including unintended concentration risk in
certain securities, industries or sectors.”
The MSCI ACWI is sometimes referred to as a barometer
of the performance of innovation funds. Last year it recorded growth of 8.48%, compared with 8.15% for the MSCI
World index – the first time it had outperformed the World
index since 2012. Just over 16% of the weighting of the
MSCI ACWI is in information technology, with more than
11% in healthcare.
Highly disruptive companies or themes generate volatile returns. Biotech companies for whom each stage of
research into a new product is an all-or-nothing game with
either high rewards or complete wipe out are an example,
as are application developers. When investors believe in
the innovation they tend to make high estimations of future
returns and give high valuations to these companies – and
when they lose that belief the decline can be equally dramatic.
Fear of being pigeonholed as financial technology investors might explain why so many managers are reluctant to
talk about how their funds exploit the new economy or global megatrends.

PLAYING THE LONG GAME

malise the objective is to invest more
substantially in this sector. In the wider technology sector cloud computing, e-commerce, artificial intelligence
and security are identified as sectors
with potential.

PASSIVE EXPOSURE

In healthcare, while there is appetite for
all disease areas there is particular interest from specialist rather than generalist investors, which is
attributed to healthcare pricing pressure and lack of clarity
on future policy. There has also been heightened demand
for less mainstream domains such as probiotics, white biotech and animal health.
Innovation ETFs are an alternative means of accessing
megatrends, although to-date strategic beta or smart beta
funds (of which innovation ETFs are a subset) account for a
small percentage of assets under management in European
ETFs.
Monika Dutt, a passive strategies research analyst at
Morningstar suggests that although the bulk of assets currently sit in market-cap weighted products, as European investors become more comfortable with the basic concept
of passive investing they can be expected to go beyond market-cap and start adopting more complex solutions.
Last year BlackRock launched a number of innovation
ETFs, which follow four investment themes including ageing population, healthcare innovation, automation and robotics, and digitalisation. The iShares Automation and Robotics
ETF has gathered the most assets with just over $695m.
“As an investment theme, innovation is nothing new,”
says Dutt. “But exposure to megatrends was previously only accessible via more expensive actively managed
funds.” As a comparison, the Lombard Odier Golden Age
Fund charges 1.87% while the iShares Ageing Population
ETF – offering exposure to the same demographics theme
– charges 0.4%.
Dutt adds that since fees have such a significant impact
on performance it is not surprising that the Ageing Population ETF has outpaced the Golden Age Fund by 4.77%
since its inception. “Innovation ETFs allow investors to capitalise on the same megatrends as before but for a much
cheaper price, which should translate into better future performance,” she adds.

One exception to this is KBC Asset Management, which
confirmed earlier this year that it would merge four innovation equity funds into its KBC Equity Fund Trends following
a decline in net assets to a point at which it was difficult
to manage the individual funds efficiently. The KBC Equity
Fund Trends invests primarily in the shares of companies
involved in “the challenges and opportunities that lie ahead
in this decade and the decades ahead”.
According to KBC Asset Management, there are a number
of long-term innovation themes that only temporarily fall out
of favour: online services and e-commerce; media, retailing,
consumer and commercial services; energy efficiency and storage (a long-term
Innovation ETFs allow investors to
play given the cost of the technology
relative to conventional energy sources);
capitalise on the same megatrends as
and the internet of things, which connects devices from smartphones to simbefore but for a much cheaper price, which
ple sensors and wearables.
should translate into better future
Only a few fintech companies are
listed in KBC Equity Fund Trends; a
performance
spokesperson notes that many are
Monika Dutt, Morningstar
overvalued and that when markets norw w w.glob alinvestorgroup.c om
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PRIVATE DEBT

A

combination of increased
competition for traditional investment opportunities and
growing investor enthusiasm
has prompted a growing number of asset managers to spend more time looking at the potential of private debt deals.
Private debt fundraising levels are
on track to at least match last year’s
figure, with 300 funds currently in the
market seeking an aggregate $146bn
in targeted capital, according to data
from Preqin. Industry assets reached
$595bn as of the end of June 2016
despite $95bn being returned to investors in 2015 and a further $58bn
returned in the first half of last year.
The firm’s survey of private debt
fund managers found that 61% were
reviewing a greater number of potential investments than a year earlier and
90% said investor appetite for private
debt had risen. This tallies with the
firm’s investor research, which found
that 68% of investors held a positive
view of the asset class.
An almost fourfold increase in the
size of its flagship Montello Real Estate Opportunity Fund over the last
18 months is evidence of growing investor awareness of direct lending,
according to Carl Giannotta, director of
LendInvest Capital.

THE SEARCH FOR YIELD
Interest rate yields on cash and government securities as well as the need
for further diversification are two of
the main factors that ensure continued
growth into the second half of 2017.
“Investors continue to seek consistent income-producing strategies
not correlated with public markets
and we have benefitted from the attractiveness of UK real estate,” says
Giannotta. “We are the senior lender
on almost all of the loans that we orig-
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Unwelcome
publicity for

PRIVATE DEBT
Increasing numbers of investors and asset
managers are being attracted by solid yields,
finds Paul Golden, but this demand is starting
to impact returns
inate and our investors appreciate the
downside protection that this brings.”
However, high levels of deployable capital and a growing number
of sophisticated industry participants
prompted 43% of the managers surveyed by Preqin to suggest that it had
become more difficult to find attractive
investment opportunities compared to
the same period in 2016. In some cases this has prompted funds to partner
with banks to get access into the large
non-sponsored market.
The managers surveyed by Preqin
collectively stated that direct lending/
senior debt strategies is the most
promising strategy for the next 12
months, although support for mezzanine and subordinated debt has also
risen strongly. More than half plan to
offer co-investments over the next 12
months, a sign that investors are increasingly interested in alternative in-

vestment structures.
Demand for unitranche (combined
senior and subordinated debt) and
more subordinated structures can be
explained by the fact that most of the
capital being raised is still looking for
7-9% returns and is therefore not comparable to bank financing says Mike
Anderson, head of investor relations at
Pemberton.
This presents a problem for managers since bfinance research indicates
that portfolios with large proportions
of traditional senior secured loans are
increasingly unable to meet such return expectations. The firm has found
that core senior or non-unitranche
debt in Europe now produces returns
of 5-6% with average cash yields
around or slightly below 4%.
Senior debt remains the primary

STRAP

strategy for the bulk of direct lending
funds, with 81% of vehicles closed
since the start of 2015 using a senior
debt approach explains Ryan Flanders,
head of private debt products at Preqin.
“However, we have seen more vehicles closed focusing on direct lending
strategies within specific sectors such
as healthcare, energy, technology and
property,” he says. “This marks a shift
from the diversified approach that direct lending funds have historically taken and indicates the market is broadening.”

MATURING MARKET
Christopher McChesney, senior vice
president, alternative fund services at
Brown Brothers Harriman, observes
that some managers are specialising
in specific strategies such as emerging markets, senior loans or unitranche
deals, while others are coming to mar-

More vehicles focusing on direct lending
strategies within specific sectors marks
a shift from the diversified approach direct
lending funds have historically taken
Ryan Flanders, Preqin
ket with second or third funds that are
moving up and down the capital structure.
On average the funds serviced by
BBH are getting bigger and are doing
larger deals, he says. “Deal identification is becoming increasingly competitive. Many managers have collaborative relationships with banks for
sourcing deals and they often work
together to meet a borrower’s needs
for a total financing solution that could
include, for example, a revolving credit
line and senior loan from a bank and a
subordinated loan from a fund.”
Insight Investment portfolio manager Ranbir Lakhpuri cautions that the
weight of money in the market means
that spreads have been tightening,
arguably too much in some sectors
given the risks. “It is therefore important to pick and choose sectors and investments carefully, particularly given
the significantly lower liquidity in the
direct lending market,” he says.

Given the crowded nature of direct
SME lending, Insight Investment has
looked to differentiate its proposition
by leveraging off its strengths in secured finance with solutions in the asset-backed sector, adds Lakhpuri. He
suggests that not only is this field less
crowded – which provides for better
execution – but also that there is diversity among opportunities and some
better-rated investments are available
in asset-backed deals.
“We have seen aircraft leasing, ship
leasing and many more new strategies
being deployed,” says Pemberton’s
Anderson. “It is the natural evolution
of the market to think about different
areas within the credit environment.
The challenge for a lot of those areas
is that they haven’t scaled sufficiently
yet. The big question is whether they
are specialty niche strategies – or are
they mainstream and scalable like the
corporate lending funds have proved
themselves to be?”
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Fund manager views on the biggest challenges facing
the private debt industry in the next 12 months
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views on the level
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for transactions
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Less competition
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No change
Source: Preqin Fund Manager Survey, June 2017
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62%

Deal flow
Amount of new managers
Deal pricing
Fundraising
Performance
Fee pressure
Ongoing volatility in global markets
Due diligence
Fulfilling investor demands
Portfolio management
Regulation
Perception of industry by public
Governance
Other

50%
46%
42%
38%
29%
21%
17%
17%
13%
13%
4%
4%
4%
4%

Proportion of GP respondents
Source: Preqin Fund Manager Survey, June 2017
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The route to
CLIENT
EMPOWERMENT
Satvinder Singh explains how a modular
approach to securities services in a
digital age can grow the bottom line

T

he securities services industry has
been on a journey of unprecedented change over the past decade,
facilitated by rapid technological
development. Clients have also increased
their expectations and are asking for services to be provided in new ways.
Even though it has been almost 10
years since the financial crisis, there is
still an ongoing lack of macroeconomic
and geopolitical certainty. There is continuous pressure on margins and interest rates are only now starting to show
some early signs of change. Several
sweeping regulatory, compliance and
infrastructure initiatives have required
industry participants to review their business models, and often take action.
At Deutsche Bank, we examined the
securities transaction chain to identify
where we add real value, what clients really want to buy and, crucially, how they
want to buy it. Do they, for example,
want bundled or unbundled services?
How nimble can we be in terms of how
we offer products and capabilities?

INDUSTRY TRENDS –
THE JOURNEY SO FAR

We also need to take account of the evolution of the industry and its supporting
technologies. Deutsche Bank has been
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supportive of several initiatives from inception, such as TARGET2-Securities
(T2S) . At the same time we need to
bear in mind that we serve a dynamic
and varied set of clients, which in turn
are often reassessing how they serve
their own clients.
We studied our business model and
thought hard about how we could adopt
a more modular or component-based
approach to product and service provision, which would allow clients to pick
and choose what they want, when they
want it.

The reassessment of our business
model resulted in the launch of Asset Servicing Only last November. It
is a component-based solution that
allows our clients, from banks and
broker-dealers to asset managers, to
outsource different aspects of their
business. These tasks range from basic asset safekeeping to tax reclamations and corporate action processing.

This modular approach helps them
meet the requirements of the changing
landscape, while they connect directly
to T2S.
The model delivers component-based
data, facilitated by component-based
products and new business models. Our

solution was only made
possible by new technology and a collaborative approach, both internally and externally,
for creating these new components.
We are confident that this approach
supports the direction the market is
headed. Our industry is at a pivotal point,
guided by two major trends.
The first trend is that clients want a
greater choice of products and services,
which are provided seamlessly in a modular fashion and support their ongoing
competitiveness. They want to prioritise their spending in the areas that add
the most value, and then go directly to
market infrastructures for other transaction-related processing.
The second clear trend is that new
technologies, such as artificial intelligence, APIs and blockchain (or DLT) are
becoming of central importance. Our clients are spending increasing amounts of
time evaluating them and thinking about
how they could boost efficiency and, ultimately, reduce costs. Within securities
services, studying these technologies
is not an abstract pursuit; it is focused
on the practical potential to enhance the
analysis, delivery and security of data.
This last point should not be downplayed. Cyber-security is becoming a

STRAP

huge concern for the industry. We are
not only concerned with the safety of
our clients’ assets, but also their data.
We must meet or exceed their expectations.
Addressing all these challenges involves a four-pronged approach:
1. Front-to-back collaboration
Deutsche Bank has placed
great emphasis on learning from
the best practices that exist,
from the front to back office, and
we are increasingly integrated. Clients are concerned only about receiving
a consistent service at a great price; they
do not care how we are configured internally. However, for us to ensure we can
deliver what they want we need to create a vertically-integrated business solution that we can then scale and adapt.
2. Embrace cultural change
Securities services are often portrayed
as staid and conservative. I believe that
the industry is open to change, but it
needs to more readily embrace and encourage new technology. Within Deutsche Bank people don’t describe technology as disruptive – as that already
indicates a resistance to change. We
view technology as an enabler, allowing
us to rethink our business model.
3. Focus on data and digitalisation
Clients no longer only want to know
whether their trades have been settled

– there is already demand for real-time
data correlations and intraday tracking
of settlement progress. The key issue is
not the amount of data, but the quality of
that data. More is not necessarily better,
offerings should be targeted and useful
and measured by what they help clients
to achieve.
Data must also help clients find operational improvements in their processes
and reveal where failures are occurring
so that they can be empowered to create change.
In that respect, developments at
the retail level with digital technology
demonstrate two aspects of client empowerment. Firstly, clients can choose
to access and manipulate information
that previously required the intervention
of their service provider. Secondly, it also
allows them to exploit functionality that
was simply not available before.
4. Create sustainable business models
If we are more efficient, our own clients’
headcount can be impacted. Every piece
of research says that margins are being
compressed along the value chain and
that this will not be reversed any time
soon. Without adopting and adapting
digital opportunities, existing ways of
doing things will no longer be attractive
from a business perspective. We need
to facilitate a true partnership with our
clients so that they can thrive, thereby
ensuring that we have a truly sustainable
business model.

T2S HARMONISATION UNLOCKS POTENTIAL
The development of T2S was an instructive example of adopting new
technology. The industry mood was partly shaped by the fact that it
is just one part of a package of changes, all of which need to be completed before we can enjoy the full benefits.
As T2S takes one component of the securities value chain and puts
it onto an integrated platform, it appeared to introduce complexity by
de-componentising the flow. However, this is only superficially true.
People participating in T2S markets may have underestimated how
integrated these markets were and the challenges that would result
from de-componentising settlement on to a common platform.
The industry harmonisation that preceded the live launch of T2S
could not have been achieved without T2S. The preparatory work
unlocked opportunities for technological integration based on a
common platform. Attention is now shifting to issues of asset servicing and how the pan-European platform could be used to free up
liquidity.
As key regulatory changes such as the Central Securities Depositary Regulation (CSDR), the Markets in Financial Instruments Direc-
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tive II (MIFID II) and the European Markets Infrastructure Regulation
(EMIR) come into effect, the operational changes required to comply
with them effectively will make evident the benefits of an integrated
settlement platform. Given the amount of data they hold, securities
services providers are strongly positioned to create transparency
to ensure compliance with regulations and provide further services
that add value and insight to the client.
From a service provider perspective, the process of de-componentising needs to move beyond settlement to other aspects of custody,
allowing different combinations of services to be offered to clients
and facilitate new forms of collaboration with both clients and other
providers of services currently working in their own silos.
The cultural change we’re seeking from a business perspective is
about making sure that we pay attention to how our clients and employees are using technology and how they want to buy and deploy
it. We need to ensure that the next generation of leadership in securities services is imbued with an openness to how technology can be
used to enable our clients to get data and information.
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SECURITIES LENDING

SFT market
practices

CHALLENGED
A court case alleging collusion among securities
finance participants could ultimately lead to
technological and regulatory overhaul of the
business, says Andrew Neil

T

wo law firms, Cohen Milstein
Sellers & Toll and Quinn Emanuel Urquhart & Sullivan, filed
a suit in the Southern District
Court of New York in August alleging collusion among six of the world’s
largest investment banks to prevent
modernisation of the securities lending
market.
The plaintiffs include the Iowa Public
Employees’ Retirement System (IPERS), the Orange County Employees
Retirement System and the Sonoma
County Employees’ Retirement Association. They allege that Bank of America, Credit Suisse, Goldman Sachs,
JP Morgan, Morgan Stanley and UBS
conspired to overcharge investors and
maintain the power they hold over the
industry, obstructing multiple efforts
to create competitive electronic exchanges that would benefit both beneficial owners and end users such as
hedge funds.
The suit alleges that, in order to
protect their profits, these large investment banks have been conspiring
since at least 2009 through EquiLend,
which they control, to prevent partici-
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pants from accessing markets where
they could benefit from direct, all-toall trading and thereby secure the best
prices for themselves.
Specifically, the plaintiffs allege that
the banks named as defendants routinely took steps together to block the
development of competitive exchange
platforms – such as AQS in the United
States (now owned by EquiLend and
renamed EquiLend Clearing Services)
and SL-x in Europe – which blunted the
impact of regulatory reforms.
A significant amount of alleged insider information is referenced in the
filing, and many notable industry participants are specifically named. EquiLend and the six defendant banks
have so far declined to comment.

COMPETITION CONCERNS
A spokesperson for IPERS said the following: “IPERS is proud of its role in
leading this lawsuit and its efforts to get
compensation for investors damaged
by the lack of competition and transparency in the stock lending market.”
Ken Bertsch, executive director of
the Council of Institutional Investors

(CII), says many of CII’s, members,
which include two of the plaintiffs, engage in stock lending. “The efficient
operation of that market is important
for plan returns and therefore to plan
beneficiaries. Efficient central clearing
mechanisms in this and other areas
are of critical importance.
“IPERS and the other plaintiffs clearly took this action because they are
concerned that stock lending markets
have not evolved to reflect efficiency
and transparency that can be afforded
by modern technology.”
Global Investor understands that
multiple agent lenders are getting calls
from clients for their perspectives on
the lawsuit. Hedge funds are also looking at joining the class action. Defendants specifically named in the filing
will, no doubt, each have prepared
talking points to respond to inquiries.
The court case, should it proceed,
could be a drawn out affair. Plaintiffs
will try to prove collusion and harm
to savers while the defendants will
highlight the standardisation and efficiencies created by EquiLend for the
benefit of lenders and borrowers alike.

It is a brave move on the part of the
buy-side and could potentially result
in some regulatory actions to compel
clearing activity and increased
transparency in the US
Virginie O’Shea, Aite Group
“Say what you want about the major prime brokers, without their actions
there wouldn’t be much in the way of
automated mechanisms for beneficial
owner stock to match up with demand,” a New York-based securities
finance executive, who wished to remain anonymous, told Global Investor.
“EquiLend has automated the entire
general collateral (GC) flow – that benefits asset owners.”
“I would say, however, that a lower-tier prime broker is at a significant
disadvantage. Realistically, they have
to join EquiLend and conform if they
wish to be successful. That costs money and you’re still a long way down the
pecking order. Goldman and Morgan
drive the bus, which is really not the
way an efficient market should work.
There are various markets where the
big players dictate terms such as pricing and coverage but the extent to
which this is done in the securities
lending market is grotesque.”
w w w.glob alinvestorgroup.c om

Virginie O’Shea, research director,
Aite Group, says the lawsuit highlights
the vested interests in the securities
financing space that have long been
a concern of pension funds and asset managers. “It is a brave move on
the part of the buy-side and could potentially result in some regulatory actions to compel clearing activity and
increased transparency in the US –
perhaps in the same vein as Europe’s
Securities Finance Transactions Regulation (SFTR).”

DIRECT ACTION
Given the global regulatory push to
tackle antitrust activities post-crisis,
O’Shea assumes this case will garner
some attention, but how much direct
action is taken in the current environment is tough to say.
“The current US administration’s focus on deregulation might impact the
overall direction taken,” she says. “I’d
also say that the lawsuit could be an

opening for fintechs to seek regulatory
approval to tackle the inefficiencies in
securities lending highlighted by the
buy side.”
Ed Blount, executive director at the
Center for the Study of Financial Market Evolution in Washington DC, has
testified as an expert in more than a
dozen cases involving securities finance matters. He says it is a case
with the potential to reshape the securities finance market.
“This is not the first challenge to the
conventional fee structure, nor is it the
first putative class action,” he says.
“However, it is the first I have seen to
rely on the antitrust statutes and the
first to target the borrowers as a group.
“No doubt, attorneys for the defendants will move for summary dismissal in the next few weeks. If that
motion fails, the defence will present
arguments to prevent certification of
the class.”
If the case survives summary judgement and the class does get certified,
Blount suggests that it could still be
years before attorneys for the borrowers get a chance to argue the case on
its merits.
“Similar cases have been settled after the judge’s decision on class certification, but this is an attack on one
of the industry’s revenue bedrocks so
it may well end up in court,” he adds.
“But it will be years before that happens, if ever.”
The discovery process alone, where
the plaintiffs demand copies of emails,
reports and other internal documents,
then take depositions from material
witnesses and experts, will produce a
mountain of evidence that consultants
for both sides will organise to support
legal theories.
“The original complaint may well be
revised as plaintiffs learn more about
the inner workings of the prime brokers and agent banks,” Blount adds.
“Of course, defence counsel will object at every stage of the interrogatory
process. At this point, only one thing
is certain – this case will be followed
very closely by professionals in every segment of the securities finance
markets.”
AUTUMN SPECIAL 2017
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CEO INTERVIEW

Poacher turned
David Vafai, CEO of
bfinance, speaks to
Alastair O’Dell about
identifying talent,
managing conflicts of
interest and fair asset
management fees

bfinance is an institutional
investment consulting firm
focused on fund manager
selection, founded in 1999 in a
management buyout. With London
operating as its hub, it now has
offices in six locations and set
to open offices in Toronto and
Chicago before the end of the year.
It has clients in 33 countries across
Europe, Canada, Asia Pacific and
the Middle East.
The firm works for pension funds,
insurance companies, sovereign
wealth funds, family offices,
foundations and endowments.
Client AuM averages of €11bn and
ranges between €0.5bn to €500bn.
In February 2016 Baird Capital
Partners invested in bfinance,
which provided capital for
expansion in the US and Australia.
Bfinance grew revenue by 30%+
year-on-year to June 2017.
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How is bfinance positioned in the
market?
We flip the traditional model on its
head. We see ourselves as an extension of strong internal teams, so we
don’t tell people what to do or hold
our own buy-list of the best managers.
Sophisticated investors typically know
what they want and we help them find
them whatever that is.
Our people are fund management
practitioners, and that’s very important. In most consulting firms the
people have essentially always been
consultants – our guys have often invested within institutional investors,
asset owners or asset managers.
They’ve made money, lost money and
been through market cycles. Here,
they sit on the same side of the table
as the investor – but having been on
the other side they’re able to ask the
right questions.
The FCA is investigating practices in the pension fund consulting
market. How do you view the typical consultant-asset owner relationship?
The consulting landscape has changed
massively over the last few years.
Over the last 15 years consultants
have increasingly been taking on outsourced-CIO work, what used to be
called implemented consulting or fiduciary management, so they are directly
managing money.
Some consultants are not really that
interested in consulting anymore. The
discretionary advisory model may
work for smaller institutional investors
but larger clients typically don’t want
their consultant pushing products. It’s
an obvious issue for them, so we come
in whenever the consultant needs to
recuse themselves. That dynamic is
working in our favour.
For regulatory reasons, UK pension
funds need a retained adviser. We are

very rarely a retained adviser – we live
and die by the quality of each individual project. We work alongside consultants to fulfil a specific requirement,
where the client feels we have more
experience and are less conflicted.
Sometimes we are asked to review
the consultant’s funds. I’m not saying all consultants love us and are super-keen to get us involved.
What do you look for in an asset
manager?
For each asset class our practitioners
take a different approach, perhaps
80% are similar questions and 20%
are bespoke to the mandate. At the
end of the day it’s about experience,
track record, team, process, incentivisation and operational risk. But depending on the client and asset class
there will be other considerations –
you’re not going to be looking at the
same thing if you’re looking at a highly-liquid strategy in the alternative risk
premia area versus let’s say a private
credit mandate closed-end fund.
Where are you seeing growth in investor demand?
Over the last few years we’ve really seen a pretty big shift in the alternatives area, so we created a pretty
strong team in what we call the diversifying strategies area – hedge funds,
liquid alternatives, alternative risk premia and multi-strategy – that doesn’t
fit into either public or private markets.
Are you working on any particularly unusual mandates?
Right now we’re working on an
agri-timber mandate and an aircraft
leasing mandate. Recently we worked
on a shipping mandate and a life settlements mandate, so it’s pretty varied.
We can put together project teams in
areas where clients just don’t have the
internal resources.

GAMEKEEPER
But we also do a lot of plain vanilla
mandates. When the universe is 400
managers and you want to follow the
best process governance, to prove to
your board that you’ve scoured the
market, you still need to go through a
thorough process.
There is constant pressure on asset management fees – where do
you think they are headed?
In the hedge fund area, in some of the
more liquid and less capacity-restraint
strategies there has been a lot of fee
pressure. You get pressure where lots
of funds focus on similar strategies
that deliver similar outcomes, such as
the various alternative risk premium
strategies. Some strategies have been
tremendously successful and this has
introduced competition and applied
pressure on fees across the board. But
there are some other strategies that
are more capacity-constrained where
the fees just aren’t coming down that
much.
Likewise, fixed income allocations
are being increasingly channelled into
less liquid private debt/private credit
strategies. The number of managers
has just shot through the roof compared to three or four years ago, so
there is additional fee pressure there
as well. Even though the private credit
mandates are cheaper than they were
five years ago, they’ve become more
mainstream and are still more expensive than the things they’re replacing
in portfolios.
Should investors be focusing so
much on fees?
I would say it’s a value for money
thing, it should not really be about
fees. If you’ve got a poor manager, it
doesn't matter what they’re charging
you, whatever it is, it’s still too much.
In our experience, there isn’t a huge
correlation between how good the
w w w.glob alinvestorgroup.c om

managers are and how much they’re
charging. You have to identify which
managers have the highest chance of
performing well and then worry about
fees, or try to negotiate the fees.
Will hedge funds and private equity funds be able to maintain their
fees in the future?
When private equity started it was 2
and 20 because managers had $100m
funds and they needed that money to
survive. Those same funds now have
$50bn and they’re still earning 2 and
20. I don’t know if it still makes sense.
The market is willing in some instances, for the big reputation managers, to pay those kinds of fees. The top
hedge funds managers are still commanding very high fees, and in fact a
lot of the active managers even in the
long-only space are still commanding
very high fees.
You could make a moral argument
that people are making too much money, no matter how much they deliver.
But that’s a moral argument, not an
economic one. There are people that
have the skill to deliver great net-of-fee
risk-adjusted returns. It is possible to
find those managers.

How concerned are you about the
market conditions?
You can demonstrate that volatility is
extremely low, perhaps a quarter of
historic volatility. So there is definitely
something to be worried about, but I
would say that actually there are also
lots of opportunities. There has been
a number of ‘catastrophic’ events over
the last couple of years that haven’t actually turned out to be that catastrophic, on the contrary they have turned out
to be real investment opportunities. Investors are way more diversified and
the number of options has increased
– in the past it was hard to access
some real assets, for example, but
that has improved a lot. Maybe that’s
a rose-tinted view, but I’m not overly
concerned.

How is it possible that a lot of money still flows into essentially index-tracking funds?
There’s a lot of marketing money that
cause people to invest with managers that aren’t necessarily adding
tons of value. Clearly, some managers are making too much money. But
I wouldn’t make a blanket statement that certain types of
manager are overpaid.
Some managers have
very consistent track records over many years
and actually add a ton of
value net of fees for a
decent level of risk.
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The AFRICA story
is just beginning
Charl Bruyns, Head of Investor
Services at Standard Bank
Group, discusses the rapid
progress being made in Africa
and his expectations for the
next 10 to 15 years
Are international investors paying enough attention to African securities markets?
It’s always important to remember,
when you look at Africa, that it is really a
54-market continent, and each one has
different risk factors and potential. But
the fundamentals point to growth in
Sub-Saharan Africa of 5.5-6% this year.
And, some commodity markets are
starting to recover so there could be sizable growth. Developed market growth
is probably somewhere in the region of
2%, so it’s a great opportunity.
The main factor is demographic
change. By 2050 Africa will have more
than a billion people in its working population, between the ages of 19 and
55, and by then China and possibly India will have started to have declining
numbers. Africa is a great story, with
untapped opportunities in addition to
those in commodities.
How investable is the growth story?
Of course, markets need to be ready
for investment and there have been
many developments since 2005. New
exchanges are going up – a new one
started operating in Uganda in July
2016, Angola is looking to set up an ex28
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change, Mozambique will also create
one in the near future and in South Africa two more exchange licences were
granted.
CSDs have upgraded their systems
across Africa – whether Kenya, Nigeria and Ghana – and there are now
two CSDs in South Africa. A lot of
governments are also looking at their
securities regulations. The market
development is really fast and the infrastructure to support capital market
growth will all soon be in place.
How do you anticipate the securities market development playing
out?
Our view is that growth will come
from the domestic institutional investor. You’ll find that only about 10% of
the adult population in Sub-Saharan
Africa has got a pension in one form or
another, and that is very low in terms
of where we want to be. Pension reforms are starting to drive more products in the markets. In Nigeria, less
than 5% of people have any type of insurance. As these numbers increase,
the resulting institutional investment
will drive further demand for assets
and growth in asset prices.

The challenge in Sub-Saharan Africa, excluding-South Africa, is access
to assets and liquidity. South Africa
is very mature, so you have to strip
it out to get the right picture. Assets
are few and far between and investors
buy-and-hold so liquidity is limited. But
as private equity investments become
bigger some of those should convert
to tradable assets. That will create liquidity. Investment will come through
these pension reforms.
How can asset managers engage
in the market?
Most foreign portfolios come into Africa today through global custodians,
but as more investment is allocated
into Africa, certain investment funds
might look for direct relationships.
For example, I met an asset manager
in New York with $500bn AuM but his
allocation to Africa was very was small.
They wanted greater exposure but they
were removed from the market. The
first step was for their analyst get closer
to the market – and that’s where we’ll
facilitate engagement and support our
client partners. Only once the allocation
increases that drives more appetite for
Africa broader product financial product
sets come into play.
What investment opportunities
are there?
At the moment there are a lot of private equity investments. I see it like

to mobile banking. These markets are
ripe for financial market infrastructure
disruption, from blockchain to fintech
opportunities. Some of these markets
are not even SWIFT-enabled so it’s
easier for them to grab new technologies and leapfrog legacy growth.

incubation, getting these industries up
and running. However, as these investments mature and scale grows a lot of
them will come to market. Also, a lot
of infrastructure assets are still government-owned, which made a lot of
sense, but as demand for these assets
expands coupled with enhanced need
for capital funded expansion, some of
them will also come to market.
There’s a lot of good companies in
Africa starting to build and develop
their industries – a lot of these companies will list in their local markets.
PricewaterhouseCoopers stated in a
report that by 2020 global investable
assets will be about $101trn and 12
markets in Africa is expected to register a compound annual growth rate of
nearly 9.6%, rising to $1.98 trillion by
2020, from a 2008 total of $293 billion.
This means huge demand for assets
– and that will stimulate a lot of the
growth in these markets.
In East Africa, there is a lot of inter-Africa trade starting to develop.
Around two years ago, limitations on
what could be invested abroad were
loosened. Trading regions are being
set up in East and West Africa. Markets are developing quickly to move
towards global best practice in 10 to
15 years there’s going to be a very different landscape in Africa.
The other thing is technology, especially in Kenya. They’ve leapfrogged
traditional banking by going straight
w w w.glob alinvestorgroup.c om

What new investment tools will
be available in the near future?
In Kenya there’s specific plans for
rolling out new pieces of investment
infrastructure. At the end of last year,
new regulations came out for securities lending and derivatives markets.
We’ve been granted a licence there and
we’re working closely with the central
bank and the CMA to set up the derivatives market, which hopefully will
launch this year. Nigeria is talking to us
about a derivatives market, and we’ve
created a business there for securities
lending. Swaziland and Botswana are
also looking to set up similar markets.
These products adds liquidity to the
markets and further expands access
to exposure.
Is Africa becoming increasingly
connected with international financial flows?
African governments have realised the
importance of being part of the global community. As the world evolves,
as trade corridors break down, you
need to create that integration. Securities regulation is an example of how
things are changing to align to global
best practice – look at how the securities exchanges are aligning to IOSCO’s
principles.
The China – Africa corridor is key for
Africa, with large Chinese investment.
Access to commodities remains important, and the relationship with Africa 100% makes sense.
The IMF has also played a key role in
Africa – with funding lines, supporting
the policy setting and providing advi-

sory work to help markets realise their
potential. There’s been a big culture
change, even in the past five years relative to the previous 25 years.
How much potential does the
continent have?
If you look around the world, Africa
is really the untapped continent. To
be part of this journey, to support the
regulators and to see them evolve
and grow, is a great opportunity and
privilege for us. The regulators want
markets to grow, they see the potential. Once the regulators all align, it will
create a massive opportunity for the
whole market.
Despite the challenges, Africa is still
going to be very interesting. Nigeria
has had a tough trading environment
over the past two or three years but
that hasn’t stopped it building out its
financial market infrastructure – moving from physical to electronic, launching securities lending and starting up a
derivative exchange. They might have
some challenges coming their way
with commodity shocks or slowdowns
in key markets that impact them, but it
doesn’t deter them from getting ready
for the longer term, and that’s a massive positive.
There has been rapid development
from the financial market infrastructure perspective on the continent to
facilitate and support its growth. As
I mentioned, it’s a market where just
10% of the adult population has a pension and 5% have insurance. Pension
reform is happening in these markets
and this will drive the investment landscape.
And then you find an ageing global
investor base looking for opportunity
and yield. If you bring those two things
together it makes for a great story
from a capital market perspective. It’s
in its infancy but we are already seeing
the story play out.
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AMBITIONS FOR

AMERICA
Over the last decade Insight Investment CEO Abdallah
Nauphal has built an incredibly successful business in the
UK. He is now ready to make a big impression on the other
side of the Atlantic, he tells Alastair O’Dell

I

nsight Investment has been one of the most
spectacular success stories in asset management over the last decade. It has changed out of
all recognition from a small UK investment house
since finding its home in BNY Mellon, where it is
now by far its largest investment boutique.
CEO Abdallah Nauphal has been at the helm
throughout its journey and the driving force behind Insight multiplying its AuM to £552.3bn
($746.879bn) from just £55bn ten years ago.
Insight has three pillars to its investment platform: risk management solutions, fixed income
and absolute return. “All three are critical in terms
of what they deliver to our long-term success,” he
says.
It is liability driven investment (LDI), however,
that the firm is best known for and forms the basis
of its solutions pillar. Indeed, Nauphal has probably
done more than any other person to popularise the
approach among UK defined benefit (DB) pension
schemes, helping to create a segment that is now
dominated by the big three of Insight, BlackRock
and LGIM.
The business was built on identifying a structural change in the UK savings market as pension
schemes started to reach the decumulation phase;
after assets peak, maximising returns starts to
play second-fiddle to concerns about cash flow
and meeting liabilities.
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“The growth has been the outcome of following
a policy, rather than an objective in its own right,”
says Nauphal. “I think that’s important.”
While his strategy of delivering a “very high-quality offering” to clients is hardly controversial he has
demonstrably stuck to his principles, forgoing easy
opportunities to boost AuM where he felt quality
could be compromised.
The explosive growth of his business did not
go unnoticed within the walls of BNY Mellon, of
course. He successfully resisted attempts to take
his proposition stateside while he felt he needed
to concentrate on building the core UK market.
“Even though we felt the US was strategically
exciting we did not go there for another five or six
years. We were growing very rapidly outside the
US and there was no way we could divert bandwidth away from delivering high quality in the UK,
and just go and add more growth to our business.”
But he is now ready to expand this star of the
asset management world and try to break the
American market.

BREAKING AMERICA
The decision to focus on America was an easy
one. Not only does it have a huge savings market
but is also at a comparable stage in the savings cycle “so it is very much aligned with our philosophy
and approach,” he says. In addition, many of its UK

continues. Our first indications from discussions in the US with clients and consultants are quite encouraging. There is
room for us.”

BUILDING FOUNDATIONS

pension scheme clients had a US parent, which
provided it with a potential client base in a market
where very few had heard of the brand.
“The US is the next big strategic chapter in Insight’s potential development. We will do it very
slowly, very carefully. It’s about planting the seeds
of a similar rethink as the one we did in the UK,”
he says. “Our ambition in the US is to be a top
LDI provider, a top fixed income provider and to be
recognised as such there.” True to form, there is
no target AuM, although he will say “we’re quite
ambitious and quite comfortable to be ambitious”.
Nauphal is wary of sinking in too much investment upfront to generate business as he wants to
avoid a situation where “you can’t wait for them
to come,” he says. “That’s a risk that many asset managers take. They build so much upfront
that when the return doesn't come for a couple of
years they can’t maintain it.”
His approach is to carefully calibrate the cost
of securing a long-term business and make sure
that that the firm will be able to sustain it. “The
truth is that we’re doing it at a time when Insight
is still doing very well and we can make sure that
w w w.glob alinvestorgroup.c om

Its success in the UK means Insight
could confidently apply its business
model to the US, leaving only the question of how. “When we wanted to go
to the US our initial thinking was, ‘let’s
go organic,’ because one of the critical
ingredients of our success has been the
culture we have created.”
However, the reality dawned that the
organic route would take a very long
time; perhaps a timeline of six to eight
years. “We felt from a pure market perspective, and the stage of decumulation
in the US, that we probably shouldn't
wait that long.”
It acquired a small firm in the US called
Cutwater Asset Management to serve
as a platform on which to build the business. “We spent the first two years
embedding it, making sure the pipes are
there, the systems are there and the processes are unified between the US and
London,” he says. Basically, making sure
that the quality could be preserved.
“It’s not something that happens overnight. We have taken our time, so we haven’t really pushed sales in the US very
hard,” he says. “We have pushed a little bit, planted seeds.”
Insight has won between $6bn and $7bn in
AuM in the US since the Cutwater business was
integrated, from existing relationships and “lighttouch selling”. “So, it is
now that we are in this
process of starting to beOur ambition in
come more external in
the US is to be a
our focus. I am very happy the whole thing has
top LDI provider, a top
happened well, we hafixed income provider
ven’t lost people or lost
ground. Now it’s about
and to be recognised
moving the whole thing
as such
forward.”
Insight
has
more
than the moral backing
of BNY Mellon to draw on in its US adventure – it
can utilise the family name to access valuable additional revenue streams.
“When it comes to the core institutional market
we would tend to do it ourselves. When we go to
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the wholesale market we tend to use BNY Mellon,
which already has an infrastructure in the wholesale market to distribute capabilities. We will be
doing both.”
While Insight’s existing AuM is dominated by
pension funds he is also targeting insurance companies and other institutional investors. “I would
suspect that our focus is
largely in the pension arena. That is going to basicalThe growth has
ly be the first port of call,
been the
where we win or lose.”
While the delay in fulloutcome of following a scale
international expolicy, rather than an
pansion allowed Insight
to build a reputation for
objective in its own
quality – it won the Global
Investor 2017 LDI managright
er of the year award and
regularly tops Greenwich
Associates LDI surveys – it also allowed others to
dominate the sector in the world’s biggest investment market.
It is not the only instance of Insight sticking to
its principal of quality over growth. “We are also
very happy to close funds when we feel capacity
has become an issue,” says Nauphal. “We have
often actually closed, or at least limited capacity in,
many of our funds. These types of considerations
take precedence over growth.”

CONSISTENT APPROACH
Slightly at odds with Insight’s breakneck AuM
growth, Nauphal has maintained a cautious approach to building the business from the beginning
and decisions taken at the outset resonate to this
day.
Back in 2013, Insight was owned by HBOS
(principally Clerical Medical) and acquired Rothschild Asset Management. “It ended up being a
reverse-takeover by the Rothschild side,” he says.
“Critically, this led to a re-think of what we wanted
to be. At the time, we looked like every other asset
manager in the UK.”
With a mixture of middling capabilities in the
crowded UK asset management market Insight
needed to find its identity. He says: “We had the
opportunity go back to scratch and say, what is
it that we want to offer? We decided to refocus
the business on only what we’re very good at and
leave the rest to others.”
It identified areas where it could offer a differentiated proposition in the market, where it believed
it could add real value, and jettison the rest.
The other side of the equation was identifying a
need, something that was genuinely lacking in the
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market. He says lots of people claim to offer solutions but “all they really do is pre-package generic
products”. He can see why some are tempted by
this route – the profits that flow from economies
of scale – but he wanted to be bolder.
“We felt there was an opportunity for us to offer
truly tailored capabilities to our clients that go to
their unique specification, rather than [create products] through modelling.”
The critical insight was not to chase maximising returns or minimising volatility. “We wanted to
understand the outcomes our clients wanted and
maximise the certainty of those outcomes. The
global saving industry was going to require more
outcomes and people who could deliver those kind
of outcomes. The fact was that the DB market in
the developed world was maturing very fast.”
In aggregate DB pension funds were approaching the end of their accumulation phase. “We felt
at the time that the DB industry was just at the
cusp, and there was going to be a major tailwind in
our favour of people re-thinking what it means to
be in decumulation,” he says.
“Everybody was operating strategies that were
good for accumulation and portfolio optimisation.
But once you get past there [peak assets] many
other factors become important such as cash flow
and the risk in your liabilities. But nobody was operating in that space.
“We had already a proclivity for wanting to deliver outcomes and maximising the certainty of
those outcome. We saw massive potential for the
industry to completely change the way it invested.”

WORLDWIDE TREND
While each country is at a different phase of the
DB pensions lifecycle, it’s a phenomenon that
pervades the developed world so there is plenty of mileage in the strategy. While the concept
was born in DB, the principles of LDI apply just as
much on a personal level to defined contribution
pension (DC) savers.
In this regard, the US is ahead of the UK.
“There’s a big chunk of people in 401k plans who
are also going to go into retirement, and they have
the similar requirement in their own more private,
if you like, saving cycle.”
A few years down the road, he thinks that his US
business will become more focused on the 401k
market. “Right now we will be using other intermediaries as a means to achieve that. BNY Mellon
is the key for that.”
“In the UK, the DC market is smaller than the
DB market. That size difference means that we
manage a lot more DB for a number of years to

come, but eventually that will shift,” he
says. “In the US it’s not the same story –
the DC market is even bigger than the institutional side. We are looking at it, but
the DB market distribution side is simpler. For DC you need a bigger platform.
Eventually it may change, but it isn’t on
the immediate horizon.”
The Insight brand is pretty much unknown in the US, but Nauphal believes
its reputation will open doors. Most of
the consultants in the UK operate in the
US as well and BNY Mellon can clearly
lend a hand. “But we need to work on
that, clearly that’s part of the strategy,
but it’s one step at a time. Insight has
always moved forward inexorably one
step at a time.”
Decumulation will be become entrenched pretty much everywhere in
the developed world. “Insight’s view
has always been to have a three-stage
approach to long-term development,” he
says.
The first stage is to create high-quality capabilities. The second is to put them together into a
solution that’s holistic for pension schemes. And
the third is to apply the same to the retirement
market for individuals. “It is a longer-term game
but I think we’re definitely moving increasingly in
that direction, pretty much everywhere.”

BUYOUT THREAT
One potential competitive threat to the DB LDI
business is insurance-based pension scheme buyout providers. As decumulation moves forward it
becomes cheaper for pension plan sponsors to
completely remove risk from their balance sheets.
LDI was once considered to be a barrier to buyout, as complicated strategies would need to be
unwound, but rival LGIM has started converting
certain clients in its LDI book to buyout.
“At the end of the day, you want a fully de-risked
portfolio. You have options, one is buyout, but that
won’t work for everybody,” he says, noting that
buyouts rarely cover the entirety of large pension
schemes.
The larger the pension scheme is the more the
LDI approach makes sense, according to Nauphal.
“Nobody buys huge chunks,” he says. “Doing it on
a self-managed basis is a lot cheaper as you don’t
have the costs of regulation and you don’t have
the [insurer’s] profit. Our view is that a self-managed approach can significantly lower the cost of
an outright buy-in.”
Insight would be unable to compete in the buyw w w.glob alinvestorgroup.c om

The US is the
next big
strategic chapter in
Insight’s potential
development. We will
do it very slowly, very
carefully

out and buy-in business, which remains
the preserve of insurers – backed by
an insurers’ balance
sheets. “So yes, there
are competitors but
I don’t think they are
ones that are going to
inevitably take the end game, they are one of the
end-game possibilities out there.”
He adds that in any case an entity needs to manage the assets side of a buyout, held by the insurer: “In a sense, we end up getting reappointed,”
he says. “We are more the investment solution
designer, rather than providing the packaging. We
work with a lot of insurers.”

FUTURE OF LDI
Nauphal imagines that the next stage of LDI will be
greater integration of the asset and liability sides.
He says assets and liabilities are still managed
separately to some extent and the next generation
of LDI will bring these sides closer together.
“The next stage is how to manage these together efficiently. That’s the evolution, and Insight will
be part of that as much as anything else.
“The next step for me is what Insight calls ‘integrated solutions’. It’s basically integrating the assets and liabilities into a holistic approach to deliver
the outcome. That’s the next stage that I think is
going to be a big one in the UK marketplace.”
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Getting the best from

BLOCKCHAIN

M

arket participants have few
doubts about the potential
of blockchain, also known
as distributed ledger technology (DLT), for securities finance but
the challenge remains of how to actually get to the point of practical implementation.
Paul Dowding, a New York-based
managing director and blockchain lead
at Gartland & Mellina Group, believes
blockchain can revolutionise way securities are transacted, cleared and settled. However, having worked across
custody, securities lending, prime
brokerage, trading and asset manage-
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Banks and fintech firms are searching for
the optimal way to apply DLT to securities
finance, writes Andrew Neil, but there is
still consensus approach
ment he says there are several limitations and flaws present in current
distributed ledger technology (DLT)
proof-of-concepts.
“Most focus on payments or settlements for limited-purpose use-cases with low-volume, high-latency
small-population transactions in unregistered securities,” says Dowding,

who has previously worked at most of
the major US banks.
Further, he believes the proof-ofconcepts are not capable of comprehensively recording a working market’s need for non-ledger-referenced
and potentially undefined obligations
such as shorts, payables and financing.

and distributed ledgers should be pursuing – not just faster, better, cheaper
clearing and settlement, which all the
current solutions are pursuing and failing to achieve regardless.”

ESSENTIAL SOLUTIONS

“For blockchain to work, it has to
support a working market i.e. the access capital and the liquid means to
securely trade the various securities
therein. And securities financing – repos and securities lending – is the lubrication for a working market.
“This is the approach blockchains

Securities lending, therefore, may well
end up being an area blockchain experts look at more closely to get their
technology up and running. At the
same time, this could solve some of
the longstanding operational, transparency, cost and risk issues associated
with lending and borrowing of securities.
“There are key areas within securities lending for which blockchain is
an excellent fit,” according to Sivaskanthan Jegatheswaran, an IT analyst
focused on securities lending at Canada’s National Bank.
He says these include: contract compare, the daily comparison of trade details necessary for an accrual business;
mark to market, the daily marking of
trades, necessary for accurate accrual
and exposure; and efficient, automatic
triggering of recalls/returns/buy-ins.
Caitlin Long, president at Symbiont.
io, a smart contracts platform for financial sector uses of blockchain technology, says securities financing capabilities are a “must” for blockchain-based
trading platforms.
Having run the pension solutions
group at Morgan Stanley before joining Symbiont, Long’s experience tells
her that blockchain-based securities
lending will attract more lenders to
the market, not fewer, because blockchain offers asset managers transparency into where their securities are
at all times and should facilitate fairer
pricing, especially for hard-to-borrow
stocks or bonds that trade ‘special’ in
repo.
“Today, securities lending is a black

There are key areas within securities
lending for which blockchain is an
excellent fit
Sivaskanthan Jegatheswaran, National Bank
w w w.glob alinvestorgroup.c om

box for lenders and that causes fiduciary asset managers to be cautious
– you don’t always know who your
counterparties are, can’t control borrower creditworthiness, don’t know
how long collateral chains are when
you rehypothecate an asset, can’t be
sure you’ll get your securities back as
promised, and can’t prove that you’re
achieving the highest return for clients
because pricing is done on a portfolio
basis.
“The issue is especially tough for
Erisa plans, and I believe the Erisa
plaintiff’s bar will focus on securities
financing at some point – remember
that Erisa fiduciaries are personally liable. Also, the Treasury Market Practices Group (TMPG) fails charges are
starting to become a material cost
for the buy side to absorb. Because
of all of these factors, I believe blockchain-based systems will help keep
the buy side at the securities financing
table – even more actively than they
are today.
“At Symbiont, we built our platform
to offer the full range of securities financing capabilities for assets on our
platform,” she adds.

BIG BANK PROJECTS
Among the various start-ups and financial market participants involved with
blockchain, custodian banks appear
to have been the most active when it
comes to exploring use cases for securities finance.
Since the middle of last year BNY
Mellon, for example, has been collaborating with tech giant IBM to design
and create a blockchain-based application for securities lending. State Street
has also been testing a blockchain
system that it hopes can be used to
streamline the securities lending process.
“We see great potential value in leveraging distributed ledger technology
to create better alignment, notification, and synchronisation across internal and external parties involved in
securities lending transactions,” says
John Burnett, head of blockchain development for State Street.
“Certainly, some of the benefits we
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One to watch: ASX post-trade
The Australian Securities Exchange (ASX) has said that its new post-trade solution to replace
its legacy Clearing House Electronic Sub-register System (CHESS) platform is still in testing
phase, with the software on track for assessment in December by a third party. The ASX is
anticipating a final consultation on the blockchain-based technology to occur by March 2018,
when it will determine if distributed ledger technology (DLT) is in fact the right solution.
are looking to achieve could be gained through other technologies, but we see blockchain as a core
foundational technology that we will combine with
other technologies as part of our broader efforts to
further digitise the bank.”
More broadly, Burnett says, at this point, the
current blockchain projects underway across the
market have “yet to prove the interoperability and
scalability” that will be required. However, State
Street expects that to change as the technology
and use-cases continue to mature.
Elsewhere, executives at Chicago-based clearing
house OCC, which handles stock loan trades as
well as derivatives, told Global Investor earlier this
year that they are considering a number of ways
that DLT could enhance its clearing services, and
securities lending is the leading use case.
“We believe there are significant gains in efficiency that could be achieved by having a ledger that
tracks the lending of securities, particularly when
the shares are lent multiple times,” Matt Wolfe,
OCC’s vice president, new products, told Global
Investor.
“Having the complete record will support a more
efficient and effective return process with an enhanced ability for security owners to participate
in voluntary corporate actions, and with improved
market data.
“We also see opportunities for product innovation on the blockchain, such as new ways of collateralising loans as well as improved capabilities
for structured lending agreements. Such changes
would improve market stability through reduced operational and settlement risk.”

FINTECH FOCUS
Charles Cascarilla, chief executive and founder of
blockchain firm Paxos, says his organisation has
spent a lot of time thinking about securities lending. “Whether its stock loan or repo, blockchain
offers the benefits of being able to manage collateral, counterparty exposures and chain of title,” he
explains. “However, we think it would be beneficial to start from a settlement perspective, rather
than focus on the funding dynamics. Settlement is
where it makes sense to take first steps forward
36
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with securities lending.”
The New York based-executive says that his staff
has taken a look at one or two securities lending
specific projects with significant market players.
“In the end, these were big system upgrades that
didn’t really lend themselves to a blockchain solution. I’m not really aware of anyone in the market
who wants to do blockchain on securities lending at
the moment. We envision touching upon that in 1218 months, but securities lending is not imminently
on our product road map.”
Separately, he adds that Paxos does anticipate a
2018 launch for its blockchain settlement service
for London bullion developed in partnership with
post-trade giant Euroclear.
While it is still early days, many firms, including
NYSE-listed Broadridge, clearly believe there could
be an application for blockchain technology in certain areas of the securities finance lifecycle. “We
have made strategic investments internally and
with a number of fintech vendors in the blockchain
space and are currently working with several customers on proof of concepts in the bi-lateral repo
area,” Martin Seagrott, marketing director, securities finance and collateral management at Broadridge, told Global Investor earlier this year.
“We continue to see an accelerating evolution of
the number and complexity of block-chain initiatives
affecting the financial services sector. Broadridge is
determined to understand and participate in this
trend.”

Blockchain-based
systems will help
keep the buy side at the
securities financing table
– even more actively
than they are today
Caitlin Long, Symbiont.io

FOW ASIA CAPITAL MARKETS AWARDS

Exchange of the year Taiwan Futures Exchange
Emerging market exchange of the year India International Exchange
Exchange of the year – Equities Hong Kong Exchanges and Clearing
Exchange of the year – Derivatives Osaka Exchange
Exchange of the year – Bonds Korea Exchange
Exchange of the year – Commodities and energy Singapore Exchange
Best new derivatives contract DGCX – Dubai India Crude
International exchange of the year CME Group
Clearing house of the year LCH
Fixed income trading platform of the year Tradeweb
Prop traders’ exchange of the year CME Group
Equity trading system of the year Fidessa
Fixed income trading system of the year UBS – Bond Port
Derivatives trading system of the year Fidessa
Multi-asset trading system of the year Horizon Software
Best new product – Post-trade Broadridge
Best new product – Risk management Numerix
Best new product – Trading and execution Trading Technologies
Best new product – Collateral management Broadridge
Best new product – Market surveillance BSE India
Best new product – Reporting AxiomSL
Data provider of the year Quanthouse
Bank of the year Citi
Non-bank broker of the year ADM Investor Services
Bank or broker of the year – Commodities Straits Financial
Bank or broker of the year – Derivatives Societe Generale
Chinese international FCM of the year Nanhua Futures
Market maker of the year Flow Traders
Asset manager of the year Fidelity
Equities manager of the year Schroders
Fixed income manager of the year Fidelity
ETF/passive fund manager of the year iShares
Multi-asset manager of the year JP Morgan Asset Management
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EXCHANGES, TRADING PLATFORMS
AND CLEARING
EXCHANGE OF THE YEAR

Taiwan Futures Exchange
Last year’s emerging exchange of the year returns to the podium with the top award this year
following another astonishing year of growth
and innovation. Despite the low volatility across
global markets last year, the Taiwan Futures Exchange (Taifex) experienced a second historic
year and its global market share of trading rose
from 3.6% to 4.2%.
Much of the trading remained concentrated
in the equity flagship Taiex futures and options
contracts but the exchange continued the diversification of its trading volume with trading in its
currency franchise growing during the judging
period.
In terms of innovation, the exchange launched
the first currency option in the country and the
world’s first exchange traded offshore USD/
RMB options in June 2016. The following autumn it launched EUR/USD and USD/JPY futures, bringing in new participation from local
banks. It also expanded its equity index fran-

EXCHANGE OF THE YEAR – EQUITIES

Hong Kong
Exchanges and
Clearing

The Shanghai-Hong Kong Connect is one of the greatest innovations in Asia’s capital markets for decades and
HKEx built on that with the launch of the Shenzhen-Hong
Kong Connect in December 2016. The new link added
100 small-cap stocks to the programme for Chinese investors and over 900 stocks traded in China. In addition,
HKEx launched leveraged and inverse ETF products with
record daily turnover hitting (US)$185m in the months
after launch. The products can be traded, cleared and
settled in renminbi or Hong Kong or US dollars.
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chise with the launch of Nifty 50 futures in November 2016 and Taiwan dollar-denominated
futures on the S&P 500 and DJIA following a
deal with the CME.
In terms of technological development, Taifex
launched its fifth generation system doubling
its capacity from 24,000 to 28,000 per second
and cutting latency to a quarter of the previous
level. The exchange successfully launched after-hours trading sessions, which accounted for
6% of total volumes within a month.
Taifex also expanded its partnership with
Deutsche Bourse with a deal to distribute market data to the international market.
The new launches continued the growth of
foreign participation in the market, which accounted for 16.2% of volumes in 2016. One
judge hailed the “frenetic pace of innovation” at
the exchange while another said it was “clearly
demonstrating how regional exchanges can become globally significant”.

EXCHANGE OF THE YEAR –
DERIVATIVES

Osaka Exchange
The key highlight for the Osaka Exchange, the
derivatives arm of the Japan Exchange Group,
during the judging period was the long-awaited
launch of its new trading system, J-Gate.
Powered by Nasdaq Genium INET, the system
brought new trading and risk functionality and
lowered latency for market users. Following the
launch, the exchange further extended trading
hours to cover US business hours. The exchange
also announced the launch of a number of new
products including TSE Mothers Index futures,
JPX-Nikkei Index 400 options and FTSE China
50 index futures.

THOUGHT LEADERS

INTERNATIONAL EXCHANGE OF THE YEAR

CME Group

US exchange CME Group handled unprecedented volkets and to do that they have to reach out to their local
umes in Asia Pacific during a year of significant geopomarket and local currency,” he added, noting liquidity relitical events and launched new products for a number
mained the “most important thing” for the group in the
of non-mainstream currencies in the region over the last
region.
12 months.
“We have solidly consistent liquidity, not just at key
The exchange took home the award of International
points throughout the day – my outlook is to absolutely
Exchange of the Year at the FOW and Global Investor
continue to drive this great liquidity story.”
Asia Capital Markets Awards following a year of growth
With this in mind, the exchange has launched a numand innovation.
ber of locally relevant and innovative products across
Christopher Fix, managing director for Asia Pacific at
Asia over the last year as well as building on strategic
CME Group, said: “As a global warehouse for risk mitcooperation and key partnerships.
igation, the Asian time zone is becoming increasingly
Following the signing of a Letter of Intent between
important. If you take the example of the British EU refCME and the Taiwan Futures Exchange (TAIFEX)
erendum from June last year, the results came in overin March 2015, to explore the launch of US equity innight. The exchanges in Europe and the US
dex-based contracts at the Asian exchange,
were closed at this time. But in Singapore it
TAIFEX launched Taiwan dollar-denominated
was about 11:45am when the results were
S&P 500 and DJIA futures contracts in May
announced.”
2017.
The figures speak for themselves. On June
In another milestone for the CME Group
24 2016 – the day after the UK’s Brexit refin Asia, the exchange received Recognised
erendum –volumes in CME Group’s British
Clearing House (RCH) status from the MonePound contract hit an all-time high of 522,870
tary Authority of Singapore in May 2016.
lots traded.
The move gave CME Clearing, the clear“Around 90% of this surge in volume actuing house division of Chicago Mercantile Exally came from outside the region,” said Fix.
change Inc, a license to sign up direct-clearing
“This highlighted the importance of the Asia
members from Singapore for clearing of both
time zone in the global macro hedge and this
exchange-traded futures and options, as well
CHRISTOPHER FIX
is the message we really want to emphasise
as over-the-counter derivatives.
to our customers.”
“We are definitely seeing interest for clearing in SingaThe 2016 US election told a similar story, with Donald
pore”, said Fix. “More and more companies are looking
Trump reportedly taking the lead in swing states around
to take advantage of the synergies they can get.”
10am Singapore time on November 9 last year – a time
“Taking into account of what they’re paying to an inwhen the major stock exchanges on both sides of the
termediary, which could be any one of the major banks,
Atlantic were closed. Global investors therefore turned
companies want to cut out the middle man,” he added.
to CME during Asian trading hours (defined as 8am to
“This is an evolution in their business and that’s going to
8pm Singapore time) for global risk mitigation and tradmake them much more competitive banks in the internaing opportunities.
tional space.”
Safe-haven metals contracts like gold and silver fared
Building on this growth in its clearing business, CME
particularly well, rallying during this period of uncertainty.
also cleared its first Korean won interest rate swaps (IRS)
Volumes of 539,000 front month gold futures traded on
and Indian rupee overnight index swaps in July this year,
CME during Asian hours accounted for around 70% of
bringing the number of clearable over-the-counter (OTC)
what was traded during the entire day. Silver, too, saw
IRS currencies offered at the US exchange to 21.
83,000 front month futures traded during Asian hours,
“The market is extremely excited about this. It’s a pomaking up 54% of the total volume traded during that
sition that CME is institutionally dedicated to growing,
day.
especially in terms of currencies that may not be partic“We can handle these huge volumes thrown at us,”
ularly mainstream, which our competitors don’t have but
said Fix. “We want participants to know that it’s a safe
really stack up well against G10 currencies.
and stable market at CME Asia Pacific. We proved that
“We’re not looking to compete with every local exwith Brexit when we handled 10 million lots in Asian
change,” Fix concluded. “But when you have a macro
hours and 18 million during the most recent US election.
global event, you really need to be looking at us. We’re a
“Retail investors are looking for access to global marglobal exchange that’s locally relevant.”
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EXCHANGE OF THE YEAR – COMMODITIES AND ENERGY

Singapore Exchange
Singapore Exchange’s (SGX) acquisition of the Baltic
Exchange was cited by a number of judges as a key
step forward for the market in the continued build-out
of its commodities franchise.
The ambitious acquisition enhanced its growing
position in global commodity trading and added to

its growing franchise in a range of commodities from
electricity to iron ore and steel. In 2016, SGX cleared
1.5 billion metric tonnes of iron ore derivatives, over
90% of the international market. It also launched a
coking coal future and, in the LNG Index Group, the
North Asia Sling and the Dubai-Kuwait-India Sling.

BEST NEW DERIVATIVES
CONTRACT

DGCX

Dubai India Crude is one of two oil contracts launched
by DGCX during the year. DICO is a quanto product
based on WTI crude oil. The US dollar price of WTI
is converted into Indian rupees using the prevailing
foreign exchange rate, and then traded in US dollars. The products final cash settlement is as per the
DGCX WTI front month contract expiry price multiplied by the official Reserve Bank of India (RBI) rate
at noon that day. The product is one of an expanding
range of quanto products offered by DGCX.

CLEARINGHOUSE OF THE YEAR

LCH

LCH scoops the gong of clearing house of the year
for a second consecutive year following another
year of leading the field in Asian OTC clearing. The
CCP saw a significant increase in volumes following
the introduction of uncleared margin rules. In September 2016, LCH was granted designated CCP
status in Hong Kong, adding to existing licences in
Australia, Singapore and Japan. The CCP saw interest rate volume increases in Hong Kong and Singapore dollars of 67% and 34% alongside a 121%
increase in flow from Asia Pacific currencies during
the year.

FIXED INCOME TRADING PLATFORM OF THE YEAR

Tradeweb

Tradeweb’s work on the pioneering Bond Connect link between Hong Kong and China was cited
by judges as a principle reason behind their votes for fixed income trading platform of the year.
The platform connected with the China Foreign Exchange Trading System to be the main interface for offshore investors trading in China’s bond market via the HKEx link. The launch came as
the firm continues to expand in Asia as the regional bond market moves onto electronic platforms.
Another judge also praised its educational outreach and local customer service.
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India INX: Pioneering international
access into India’s derivatives market

T

he International Financial Services Centre (IFSC) in India was
set up in Gujarat International Finance and Tech City (GIFT City)
as a Special Economic Zone designated
to be an International Financial Services
Centre catering to banking, capital markets and insurance services.
The IFSC offers a separate regulatory framework from the main Indian
financial centres and one that is modelled on leading financial hubs such
as Singapore, London and Dubai. The
launch of GIFT City is one of the key
initiatives of Prime Minister Narendra
Modi, who also inaugurated India’s
first International Exchange, India INX
in January this year.
The Exchange was inaugurated on
January 9 and commenced its operations on January 16. It offers trading
derivatives across a range of asset
class covering single stock F&O, Index
derivatives, currencies and commodities.
The exchange achieved $100m average daily turnover on May 5 and was
a pioneer in the S&P BSE SENSEX50
index of top 50 Indian stocks.
“It is early days for us as many products are still being launched and many
more are in the pipeline,” says V Bala,
managing director & CEO, India International Exchange IFSC. “Of the initial
set of products that we have launched,
index, equity derivatives and commodity derivatives have gained volumes
more rapidly than others.
“This also underscores the desire
for traders and investors to take part in
equity derivatives with India market underlying, directly in India without having
to come through other global financial
centres and with no currency risk.”
For international investors, India INX
offers the chance to trade domestic Indian products without the restrictions
of trading on the major onshore markets.
The exchange has set up an Eligi-

India’s first international exchange has a strong
pipeline of products to add to its successful index,
equity and commodity derivatives
ble Foreign Investors programme enabling them to wire margin directly
into an IFSC registered broker account
and any gains directly to the investor’s
home account. All quotes, margins
and settlement are in US dollars.
Foreign investors registered in India
as Foreign Portfolio Investors (FPIs)
can directly start trading at India INX
as clients with their existing setup. The
exchange offers collocation and direct
market access for both EFIs and FPIs.
“With recent regulatory changes,
fund houses such as MFs, AIFs and
PMS at INX will now be able to invest
in Indian securities listed at domestic
bourses directly from IFSC without having to go through the process of registering as an FPI in India,” adds Bala.
India INX is also offering direct and
clearing membership to international
firms. The India International Clearing
Corporate (India ICC) is the designed
clearinghouse for all India INX trades
and offers two types of clearing
memberships to international firms:
self-clearing for firms that clear their
own trades and a separate professional clearing membership for FCMs that
trade and clear client positions.
India INX has been designed with
the international investor in mind from
its regulatory framework to its trading
hours, which operate for 22 hours a
day encompassing both the Japanese
and the US trading hours.
GIFT City is specifically demarcated
as a Special Economic Zone and regulatory guidelines are being defined for
IFSC on a par with other global financial centres.
India INX offers a single segment
membership across equity and equity
derivatives, fixed income and fixed income derivatives, currency derivatives

and commodity derivatives allowing
participants to optimise on collateral
and capital.
Tax rates are extremely competitive
with no transaction tax on derivatives
or securities, no income tax (for members who set up units at IFSC), no
long-term capital gains tax and no dividend distribution tax (although there
is a base 9% Minimum Alternate Tax
that is applicable).
The cost of doing business at INX is
a fraction of that in any of the leading
global financial centres globally offering a distinct advantage to fund houses, traders, clearing members and other intermediaries globally.
The exchange will soon launch liquidity incentives to international traders to increase their participation on
the exchange.
“In the near future, we plan to introduce energy derivatives and augment
our currency derivatives basket,” says
Bala.
“We also plan to launch listing of
debt securities in multiple currencies
soon. This would additionally offer investors and fund houses opportunity
to invest in fixed income class of securities and would allow fund houses to
offer a balanced portfolio.”
He added that the exchange also
sees further opportunity in commodities, attracting mutual funds and alternative investment funds and expanding the pool of acceptable collateral at
the CCP.
Contact details:
bdm@indiainx.com
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TECHNOLOGY
EQUITY TRADING SYSTEM OF THE YEAR

Fidessa

Fidessa’s work on the Shenzhen– Hong Kong Stock
Connect programme and continual innovation to its
trading system were cited by judges as key factors in
their decision.
Fidessa expanded its China trading offering with
the new link, offering functionality complete with the
required risk management filters and algorithmic trad-

ing tools to take into account the programme’s unique
restrictions and trading patterns. The technology provider has continued to add new Asian clients during
the year including China Merchants Bank and Tokai
Tokyo. It has also expanded its Asian algorithmic offering and released its Prospector and DMA functionality into local markets during the judging period.

FIXED INCOME TRADING SYSTEM
OF THE YEAR

UBS

UBS takes home the award for fixed income
trading system of the year as it continues to invest in the electronic trading of bonds across the
continent through its flagship Bond Port trading
system. It marks the continuation of the bank’s
post-crisis strategy of investing in technology that
focuses on agency business. It has continued to
increase the scale of Bond Port and added new
trading protocols. One judge said it had “significantly increased available liquidity in global bond
trading” by enabling more direct buy-side involvement on the platform.

DERIVATIVES TRADING SYSTEM
OF THE YEAR

Fidessa

Judges praised Fidessa after another year of client
acquisition, new connections and new functionality. During the judging period it added connectivity
to the Thailand Futures Exchange, its thirteenth
Asian derivatives market. It continued to grow its
market share on all these exchanges. Last year
it connected to the Dalian Commodity Exchange
and has since gone live with two Chinese brokers.
Fidessa also launched local functionality such as
combo-reporting, which reduces risk when executing multi-legged strategies not supported on
wholesale trade types at some Asian exchanges.

MULTI-ASSET TRADING SYSTEM OF THE YEAR

Horizon Software

Horizon provides a single platform for cross-asset trading across ETFs, futures, warrants, options, stocks
and other products, working with a diverse range of clients. One judge praised the firm’s ‘Trade your way’
mantra, which enables clients to customise the technology to their requirements through a user-friendly
GUI. Horizon has clients across the region but is particularly active in China where it was the first non-Chinese vendor to offer an options trading system. It has tailored its software to meet the specific requirements
of the Chinese market and provides access to all the major Chinese exchanges.
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BEST NEW PRODUCT – POST-TRADE

Broadridge

During the judging period, Broadridge continued to invest heavily in its multi-asset post-trade offering, GPTM.
The firm added exchange traded derivatives functionality through the acquisition of Dojima and strengthened its
collateral management and securities financing services with the purchase of 4sight Financial Software and its
regulatory and compliance operations when it acquired Message Automation. Since its launch in 2016, a number
of Asian clients have taken on GPTM including a major Japanese bank. The firm has also been a pioneer of blockchain, investing in a number of early-stage companies.

BEST NEW PRODUCT –
RISK MANAGEMENT

Numerix

Numerix’s new Oneview Asset Management software provides a turnkey SaaSbased real-time front-to-middle office solution for hedge funds that operate global
macro style strategies, as well as endowments, pension funds and sovereign wealth
funds. Oneview Asset Management is a
cross-asset real-time risk and portfolio management solution for asset managers designed to provide institutional grade technology through a hosted solution. The system
enables users to tailor the filters across a
range of metrics and calculations to establish value-at-risk across multiple simulations
and variables.

BEST NEW PRODUCT –
TRADING AND EXECUTION

Trading
Technologies
Trading Technologies took a risk with the launch of its new
TT platform, seeking to disrupt its own dominant position
in the market. While the roll-out has been slower than perhaps TT anticipated the judges were in no doubt about the
quality of the product. Leveraging the OpenFin web platform, TT developed an HTML5-based trading application
that is on par with the performance of its legacy C++ application. By utilising Javascript and HTML5, TT can respond
rapidly to changing market needs via speedy development,
controlled versioning and simplified testing.

BEST NEW PRODUCT –
MARKET SURVEILLANCE
BEST NEW PRODUCT –
COLLATERAL MANAGEMENT

Broadridge

Broadridge’s second success in this year’s awards
came for its new collateral management offering,
which was launched following the purchase of
4sight Financial Software in June 2016. The technology was quickly integrated as part of Broadridge’s
securities financing and collateral management solutions, helping clients optimise financing decisions
across different asset categories, automate the securities financing lifecycle and control risk. Judges
praised both the breadth of the product’s coverage
and the real-time view across all collateral positions.

w w w.glob alinvestorgroup.c om

Bombay Stock
Exchange
The Bombay Stock Exchange (BSE) new market
surveillance product was designed to respond the
challenge of understanding price movements in
an age of social media. The Indian exchange recognised that any material news or rumour floating in
social media can potentially have a very big impact
on investor sentiment, which can further impact the
price and volumes of securities traded on exchange
platforms. To combat this BSE adopted a data analytics based system, which relies on artificial intelligence and machine learning to track news related to
listed companies in digital media.
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BEST NEW PRODUCT –
REPORTING

AxiomSL

AxiomSL takes home the award for reporting
product of the year following a period of impressive client wins, investment across Asia and the
development of products designed to meet the
demands of local markets. Not least among the
latter was the early work it has done around the
new MAS 610 and 649 reporting mandates in
Singapore, for which it signed up Credit Agricole
as a client, among others. The firm also penned
a deal with the Singapore entity of commodity
trading giant Trafigura and brought former DTCC
Singapore head Peter Tierney in to run its Asia
Pacific operations.

DATA PROVIDER OF THE YEAR

QuantHouse

QuantHouse has been growing rapidly in Asia since
it opened its regional headquarters in Singapore in
2013. The number of clients headquartered in the
region now totals 30, with 16 clients on-boarded
during the judging period. The company’s edge
comes from its specialism in the sophisticated
quantitative trading market. During the period, the
company completed a management buyout from
its owner S&P and stepped successfully into the
void left by Bloomberg’s move to phase out the
RTS Tango trading platform. Judges also praised
its efforts in increasing the sophistication of the
regional trading market.

BANKS AND BROKERS
BANK OF THE YEAR

Citi

Citi’s holistic service offering across OTC and exchange traded derivatives, as well as ancillary services such as
collateral management, won the praise of judges this year. During the judging period, Citi on-boarded 16 new
clients to its futures clearing and collateral business and recorded a revenue increase of over 27% year-on-year.
Its Asia Pacific OTC clearing business recorded revenue growth of more than 283%. In addition, the bank added
a Hong Kong trading desk to focus on the Chinese market. It also launched a number of new products including
Citi Velocity Mobile, and a collateral optimisation and liquidity tool.

NON-BANK BROKER OF THE YEAR

ADM Investor Services
Facing increasing capital costs and an unfavorable interest rate climate, some banks have found it unsustainable
to maintain a futures and options clearing business and made an exit. ADM Investor Services has taken advantage of the trend and significantly grown its business. During the judging period, AuM increased by 395%. The
firm has diversified and grown its Asian client base, onboarding clients from other FCMs to Chinese corporates.
In addition, it has pioneered the expansion of tripartite agreements and taken the lead in a number of regional
initiatives and invested heavily in technology.
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BANK OR BROKER OF THE YEAR – COMMODITIES

Straits Financial

Shortlisted twice in previous years, Straits Financial takes home its first award for broker of the year in the
commodities sector. In September last year Straits Financial was granted a full Capital Markets Services license
by the Monetary Authority of Singapore and is now able to expand its offerings across multiple asset classes.
In addition, the broker received authorisation to establish a physical commodity exchange and clearing house
in Indonesia. Judges also praised the firm’s international educational outreach, bringing new participants to the
Singaporean commodity market, and its strong international expansion.

BANK OR BROKER OF THE YEAR
– DERIVATIVES

Societe
Generale

Societe Generale acquired a strong derivatives
franchise when it took full control of Newedge
in 2015 and it has continued to build on this
strong foundation. During the judging period it
grew at its fastest pace since the integration of
the business. The award win followed a vote by
its Asian clients who praised the bank’s geographical reach and customer service. The bank
recently announced a tie-up with the Singapore
Exchange to introduce daily leverage certificates on the SGX, bringing a new innovation to
the Asian market.

CHINESE INTERNATIONAL
FCM OF THE YEAR

Nanhua

Nanhua takes home the award of Chinese
international futures commission merchant
(FCM) of the year in the first year that this
award has been included in the programme.
The Chinese futures brokerage has expanded
rapidly internationally in recent years breaking
barriers in terms of the international expansion of Chinese FCMs. It became the first
Chinese clearing member on CME and ICE
through its US subsidiary adding to pioneering memberships on Eurex and SGX through
its Hong Kong entity. It has subsequently taken on additional memberships in Dubai and
elsewhere. One judge said it was “leading
the field in the internationalisation of Chinese
FCMs”.

MARKET MAKER OF THE YEAR

Flow Traders

Flow Traders continued to grow its exchange traded product (ETP) AuM during the judging period and
launched a number of new initiatives across Asia. Despite the tough market conditions across the continent, Flow Traders Singapore launched its institutional trading operations in Asia enabling it to provide
off-exchange liquidity directly to institutional counterparties. It also invested in new technology systems
in the Singapore operations and grew its team. The company also announced plans to open a Hong Kong
office and is currently in the process of recruiting a team.
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ASSET MANAGEMENT
ASSET MANAGER OF THE YEAR

Fidelity

EQUITIES MANAGER OF THE YEAR

[Fidelity’s veteran fund managers have delivered
excellent performance across a range of strategies
and markets of late. The house view at the firm is
that Asia Pacific has been under-owned for a long
while and is relatively cheap as a consequence.
While others miss out, Fidelity continues to find
the best of what the region has to offer. In January
Fidelity International received permission from the
China Securities Regulatory Commission (CSRC)
to launch onshore investment products in the
country – a major milestone for the firm to facilitate
growth in the world’s second largest economy.

FIXED INCOME MANAGER
OF THE YEAR

Schroders

Schroders takes home this year’s equities manager of the year award. The firm’s Asian Equity
Yield Fund and Asian Income funds have been
standout performers. Across Asia Pacific, deep
research and stock picking skills have been built
up over a 40 year commitment to the region.
Crucially, the firm’s large and experienced Asia
Pacific investment team recognises that diverse
cultural and language barriers of the countries in
the region require a strong local presence to enable successful investing.

Fidelity

ETF/PASSIVE FUND MANAGER OF THE
YEAR

Fidelity saw its Asia fixed income assets
grow 50% in 2016 off the back of rising
investor interest. Looking ahead, the fund
house expects strong growth over the
next five years. The firm takes home the
fixed income manager of the year award
for benchmark-beating performance in
both investment grade and high yield
bond funds. In May, Fidelity launched its
first onshore Chinese fund for wealthy
mainland investors, a key milestone for
foreign fund managers wanting to expand in the Chinese market.

Clients in Asia-Pacific set a new record for iShares ETFs
bought in 2016, contributing over $10bn in sales. The firm
has built scale and liquidity in a wide range of Asia Pacific
markets and strategies. The iShares MSCI Emerging Markets Asia ETF has been a standout performer this year.
BlackRock, iShares parent, has over 2,500 employees across
the region and 287 investment specialists in Asia Pacific, focused on equities, fixed Income, multi-asset, alternatives
and exchange-traded funds.

iShares

MULTI-ASSET MANAGER OF THE YEAR

JP Morgan Asset Management
JP Morgan Asset Management’s dynamic, multi-asset approach has continued to seek the best income opportunities from around the globe - investing in bonds, property and shares. The firm’s Multi-Asset Income Fund
has been a standout performer this year. Globally, the firm combines a flexible approach with disciplined risk
management in search of attractive income opportunities and diversifies across 2,500+ securities and 50+
countries. The firm has a global network of 120+ multi-asset specialists and has been a leader in multi-asset
investment for 45 years.
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BRINGING the
international bond
market to ASIA

radeweb has come a long way
in Asia since it first opened up
its market-leading platform to
local trading hours in 2007 but
for Li Renn Tsai, managing director and
Tradeweb’s head of Asia, the firm is only
at the beginning of its expansion in the
fast growing continent.
In recognition of Tradeweb’s growing
influence in Asia and, most importantly,
of its central role in the development of
the Bond Connect programme, the firm
is named fixed income trading system of
the year for 2017.
Bond Connect was established by the
People’s Bank of China and the Hong
Kong Monetary Authority to enable investors in mainland China to trade in the
international bond market and for qualified international investors to trade onshore Chinese bonds.
Tradeweb was the first offshore trading platform to offer a
gateway to the China Foreign Exchange Trade System (CFETS),
which hosts the Bond Connect programme, and is the main trading interface for offshore investors to access Bond Connect.
It was more than two years ago when Tradeweb first engaged the key stakeholders CFETS and Hong Kong Exchanges
and Clearing to begin discussions on the platform, and worked
closely with them since to design and build the revolutionary
link.
“The Bond Connect programme is unique,” says Li Renn
Tsai. “In a sense it is the culmination of 16 years of access
programmes that the Chinese government has put together.
Many more offshore investors will be able to access the Chinese bond market following the launch of the link.
“It also brings new features that will make the local bond market more efficient. It was important to build functionality that
made the market familiar to offshore investors. We designed
Bond Connect in such a way that they have direct interaction
with the onshore member instead of having to go through an
intermediary as was the case in other programmes.”
Bond Connect allows eligible offshore investors to discover
prices, submit orders and trade permissible onshore debt instruments.
Via the connection established in Tradeweb’s fully disclosed
request-for-quote system, traders are able to send price requests to the market for all CIBM cash bonds, removing the
need to execute though an agent bank.
International investors can use Bond Connect to access China’s multi-trillion bond market for the first time. The scheme is
also a signal of intent from Chinese regulators as to how they
view the importance of electronic trading as the domestic market grows and internationalises.

Tradeweb was instrumental in developing the
Bond Connect programme
“The Bond Connect stakeholders believe that electronic trading is the model on which to build the internationalisation of
China’s bond market. It brings transparency for the buy side,
efficiency of workflows and immediacy in the ability to transact,” says Tsai.
Tradeweb has been operational in Asia for over a decade and
initially launched in the continent to bring its international marketplace of fixed income instruments to local investors. Expanding
trading hours in 2007 was a key step forward in that respect.
Since its launch in Asia, it has also sought to develop and
capitalise on opportunities to offer local products to its international client base.
In 2008, the firm added Japanese government bond and yen
swap trading to its platform and has since built a dominant position in these instruments. Tsai says that the firm is looking to
replicate its dominant position in Japan in other markets.
“Our success in Japan is a result of our strategy to offer international traders access to local Asian products. We are looking to bring the international products to the region and start
trading in regional products that are relevant to the international
market.”
More than 2,000 institutions from over 55 countries conduct
their business on Tradeweb across more than 20 asset classes.
The firm is well positioned to continue to capitalise on the increasing trend towards the electronic trading of bonds.
Tsai says that the move towards electronic trading is gathering pace in Asia: “We see the local market rapidly adapting to
the advantages brought by the electronic trading of bonds. That
is not just about the transaction but the ability to get pre-trade
transparency and post-trade efficiency.
“Asia is full of opportunity and growth prospects and there is
a lot of room for our expansion. We are always looking forward
to the next opportunity in Asia.”

Bond Connect stakeholders
believe that electronic
trading is the model on which to
build the internationalisation of
China’s bond market
Li Renn Tsai, Tradeweb
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Contact details:
EUROPE
+44 (0)20 7776 3200
europe.clientservices@tradeweb.com
AMERICAS
+1 800 541 2268
us.clientservices@tradeweb.com
ASIA
Tokyo +81 (0)3 6441 1020
Hong Kong +852 2847 8030
Singapore +65 6417 4532
asia.clientservices@tradeweb.com
AUTUMN SPECIAL 2017

|

47

FUND CENTRE FOCUS: TRANSFER PRICING

BE PREPARED

for BEPS
A review of operations and transfer pricing is an
essential starting point for asset managers wishing
to understand the potential impact of the OECD’s
tax avoidance project. Paul Golden reports

C

larity on how the OECD Base Erosion and Profit Shifting (BEPS) framework will affect asset managers is
limited by the sheer breadth of the project and the
fact that the final details have yet to be confirmed.
As the BEPS initiative, which focuses on strategies that
exploit gaps and mismatches in tax rules to artificially shift
profits to low or no-tax locations, is a collaboration between
more than 100 countries and jurisdictions progress on reaching practical measures has understandably been slow.
One area, for example, in which the proposed changes
might not be easily applied is the use of treaty-entitled special purpose vehicles (SPVs) as a means of investing in underlying assets. The new so-called principal purpose test,
which is likely to be adopted into many double tax treaties
as a result of BEPS, will create doubt around the future availability of treaty relief for these vehicles.
A further source of uncertainty is the timing and manner
of BEPS implementation by individual countries.

the instrument by contracting parties.
Action 6 is aimed at preventing the granting of tax treaty benefits in inappropriate situations to address potential treaty abuse. This
will have the greatest impact on the funds industry, says Wilmott. “To achieve this, proposals
include implementing a limitation on benefits article, per the US Model Treaty, along with a principal
purpose test,” she says.
Paul Hale, managing director, global head of tax affairs
at Aima highlights three aspects of an asset manager’s
business that will determine how it is affected by BEPS:
where the business is established, the structure of its funds
and the funds’ investments.
“If a US or UK manager is established within one jurisdiction only, with no operating affiliates, BEPS has little additional effect – even if it is managing funds in Cayman or
Ireland,” he explains. “The business will continue to make

ASSET MANAGEMENT IMPACT
The key elements of the project for the asset management
community is Action 15, Multilateral Instrument (including
the provisions intended to implement BEPS measures without needing to renegotiate individual treaties) and Action
6, Prevention of Treaty Abuse, according to Northern Trust
global head of tax product, Rebecca Wilmott.
A multilateral instrument is a standalone document with
provisions that will apply to the covered double tax treaties.
It will result in some added complexity as asset servicers
will be required to verify the status of relevant double tax
treaty provisions with reference to the implementation of
48
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Tax authorities will pay
close attention to whether
prices… agreed between related
parties are the same – or at least
similar – to what unrelated
third-parties agree
Anton Hume, BDO

STRAP

sure it complies with domestic tax rules aimed at ensuring
it recognises a full taxable profit in the home jurisdiction.
If it has branches or affiliates in other jurisdictions, BEPS
may have tightened up applicable transfer pricing rules, for
example, but I doubt that it is a significant change for most.”

OUTSOURCING SCRUTINY
For asset managers, one of the key points of BEPs is transfer pricing, suggests BDO transfer pricing & international tax
partner, Anton Hume.
“Fund managers outsourcing functions such as investment management advice and fund distribution administraw w w.glob alinvestorgroup.c om

tion will often occur between
related parties,” he says. “Tax
authorities will pay close attention to whether the arm’s length
principle is followed – meaning
that the prices and other terms
and conditions agreed between
related parties need to be the same
– or at least similar – to what unrelated
third-parties agree or would have agreed
under the same or similar circumstances.”
Hume warns that fund managers should be
aware that some of the structures they have used
in the past are now at greater risk of being disregarded due to not being considered arm’s length, especially
contractual allocations of risk that lack economic substance.
“Nonetheless, recent experience indicates that different
tax authorities still have different – and often diverging –
views about the basis on which income from investment
management activity in an intra-group context should be
taxed and how the arm’s length principle shall be applied in
practice,” he adds. “This places greater emphasis on being
well prepared to support and defend your transfer pricing
policies.”

COUNTRY-BY-COUNTRY REPORTING
For the largest businesses, there will be country-by-country
reporting. While this is largely a compliance issue as far as
the business is concerned, it will come with a cost in terms
of staff time and professional fees.
New country-by-country reporting requirements for large
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FUND

away from their up-front basis towards
reclaims, which may result in loss of
fund usage over time for institutional investors.
Stapleton recommends asset managers review existing fund structures that
rely on treaty benefits to avoid the loss
of these benefits and unexpected additional taxation of income or profit flows
Paul Hale, Aima
from underlying fund assets.
“They should analyse their footprint in
asset managers already require substantial resources to be
jurisdictions where deal sourcing, marketing and distribution
applied to the analysis of financial data and the preparation
is undertaken to establish whether changes should be made
of new financial information that will need to be supplied to
to avoid any new risk of the creation of a taxable presence
tax authorities, observes Mark Stapleton, a London-based
in those jurisdictions,” he says. “They should also consider
international tax partner with Dechert. This in turn is expectthe potential impact of the current UK and forthcoming EU
ed to lead to greater enquiries by those tax authorities.
anti-hybrid and interest deduction limitation rules on existing
Hale notes that BEPS may reduce the efficiency of indusfund and financing structures.”
try-standard fund forms such as master-feeder funds, since
According to Martin Shah, corporate tax partner at Simthe introduction of measures into tax treaties that seek to
mons & Simmons, costs may arise where it is considered
restrict their benefit (whether by a principal purpose test or
necessary to establish additional substance in a particular
limitation on benefits provision) will encourage funds to have
fund or investment vehicle jurisdiction.
greater regard to the nature of their investor base, leading to
“This substance may result in the need to recruit additionparallel fund structures to cater for entitled and non-entitled
al headcount, to establish a greater physical presence in the
investors.
jurisdiction in question or to rationalise and consolidate the
“Allied to this is the use by funds that might not otherwise
structures through which investments are made,” he conqualify for tax treaty benefits, of special purpose companies
cludes.
– for example, in Ireland or Luxembourg – to access tax treaties or domestic tax benefits,” he says. “This will generally
be harder, although in some cases tax authorities may be
more willing to accept legitimate entitlements to alternative
investment funds.”
In addition asset managers need to be aware of issues
Anton Hume suggests that any analysis of whether
relating to funds’ investments. Will the BEPS measures mamanagers are adequately placed to deal with current
terially affect the profits of multinational enterprises? Hale
and future transfer pricing challenges should address
suspects not, given the interaction with US tax in most casthe following:
es (so it is the US tax take that bears the burden).
• Does the existing transfer pricing policy reflect
“US tax reform may prove to be more important in the
post-BEPS principles (and, in particular, the struclong run, as a substantial reduction in the US corporate inture and substance of the operations) and is it
come tax effective rate would put pressure on US multinacompliant with the local transfer pricing rules in
tionals to reduce their overseas tax rates to the same figure,” he adds. “BEPS will affect the nature of instruments
each of the jurisdictions concerned?
that funds invest in, particularly if they are to any extent a
• Is there sufficient substance/presence to justify
hybrid of debt and equity.”
the (contractual) allocation of functions and risks?

The use of special purpose companies
will generally be harder, although in
some cases tax authorities may be more
willing to accept legitimate entitlements to
alternative investment funds

KEY POINTS

CIV CONCERNS
The application of such tests in the context of common investment vehicles (CIVs) has attracted particular attention
given the likely complexity and administrative burdens. The
funds industry has sought to ensure that CIVs will be able to
continue to rely on tax treaties, where appropriate.
Wilmott suggests that the introduction of such proposals
may well result in a reduction of treaty benefits for some
CIVs and an increase in administration requirements for asset servicers. As a result, the wider concern is that in order to meet requirements markets may be forced to move
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• Are significant functions, such as key entrepreneurial risk-taking functions, remunerated in the
same way as routine functions? If so, such remuneration may need to be revisited, as a cost-plus
pricing methodology may not be appropriate.
• Is the transfer pricing documentation complete
and up-to-date, both in terms of business structures and transfer pricing policies?
• Are adequate processes and procedures in place
and are resources available to manage the next
transfer pricing audit?

FUND CENTRE FOCUS: ALTERNATIVES

Onshore
DRIFT
Alternatives funds have
traditionally been domiciled in the
Cayman Islands, but many are now
taking certain functions onshore or
taking a multi-domicile approach.
Ceri Jones investigates

A

lternative investments are
growing dramatically and are
forecast to hit $18.1trn in assets by 2020, up from $10trn
today, according to the PwC consultancy team Strategy&. This growth is creating challenges and opportunities for
service providers that have developed
their capabilities and systems to cope
with the additional complexity of alternatives, such as more numerous data
sources and new regulatory requirements that demand operational accuracy and timeliness.
For the hedge fund and alternative
credit sectors, the Cayman Islands is
still the largest fund domicile by far
with some 80-85% of global market
share. It captured this segment of the
fund business 25 years ago on the
back of its internationally-recognised
common law legal system and
tax-neutral platform for investment
structures. Other jurisdictions such
as the British Virgin Islands (BVI), Bermuda and Jersey, which could have
competed more strongly, were slow
off the mark.
The Cayman Islands’ position in the
market has been protected by it being
conveniently situated for the US market in terms of its time zone and flight
w w w.glob alinvestorgroup.c om

connections, having relatively good
connections with the UK and maintaining a stable political and economic
environment. It also has an effective
court system with the oversight of a
governor who is a representative of
the British Crown.
The authorities have also been careful to safeguard its reputation as a
respectable financial centre fully compliant with anti-money laundering and
other financial crime standards, tax
information exchange agreements and
transparency of ownership requirements. There is a high level of confidence about Cayman Islands fund
structures, and George Town has long
boasted household names among its
service providers and law firms.

KEY ATTRIBUTES
Gradually, however, the demands of
the tighter regulatory environment and
focus on issues such as liquidity management, risk management, transparency and failure resolution are eroding the traditional cost advantages of
offshore jurisdictions and levelling-up
costs everywhere.
“Irrespective of the asset classes,
we see the trend of managers and
funds moving onshore,” says Peter

Jakubicka, business development
manager, Circle Investment Support
Services. “Asian managers still tend
to prefer offshore jurisdictions, mainly
the BVI and Cayman. [But] offshore
centres are losing business to onshore
centres and cheap jurisdictions are losing business to more prominent ones,
the latter driven by a shift towards
more stringent regulation causing similar costs related to set-up and maintenance.”
Fund centres need to offer the core
attributes of staff with good skills, a
critical mass of providers, suitable legal and regulatory environments and
a convenient geography. But political
stability, independence and an excellent reputation for compliance with
international standards have become
more important in recent years. The
industry, regulators and government
of each fund centre work closely together to foster a competitive product
offering.
However, there is no general requirement for a fund’s domicile, administration and management to be performed
in the same jurisdiction, and little heed
is paid to regimes that seek to impose
this. The administration function in particular has become more global and is
AUTUMN SPECIAL 2017
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performed in a range of centres such
as Ireland, the US, Luxembourg or
Cayman.

DISPERSED SERVICE
MODELS
The complexities of alternatives are a
consideration in administration decisions. “Funds are looking for service
providers that can perform a wide
range of functions and so if they then
identify an administration services
group that has the requisite abilities
and experience, it does not matter too
much where the group has located its
administration unit and how it provides
support services to it, though a significant difference in time zones would
be a negative factor,” says Paul Hale,
managing director, global head of tax
affairs of AIMA.
“The administrators may be based
in Cayman, but much of the work is
done in a variety of other locations
including Toronto, Ireland and India
and various locations in the US,” says
Mike Greenstein, US alternative asset
management leader at PwC, in New
York.
“Some have a dispersed service
52

|

AUTUMN SPECIAL 2017

model, while others do everything in
one location to foster collaboration.
Their location strategy will be impacted by a variety of factors including
their cost model, and their service
model. Other factors include time
zone, language and depth of talent and
expertise.”
According to the eVestment Alternative Fund Administration Survey 2017,
third-party administrators have gained
traction in private equity and tangible
assets. Mergers and acquisition activity in the fund administration arena has
been strong and is expected to continue, driven by economies of scale,
expanding geographical footprint and
building product expertise.
Developments such as the Common Reporting Standard (CRS) and
AIFMD have been seen as an oppor-

tunity because while compliance and
regulatory consulting is expensive to
build out, it is a significant source of
added value, particularly for administrators with multi-national clients.
While the growing sophistication
of the industry is something of a barrier to entry, by the same token new
entrants are expected in niche areas
such as private equity, real estate and
product support to take up the slack
from larger firms that are moving
away from service-oriented businesses. This is creating a bifurcation in the
fund administration market between
large operations and niche players.
The investment management function is situated in locations that have
a suitable financial services infrastructure for the chosen investment strategy, good communication and travel

Irrespective of the asset classes, we see
the trend of managers and funds moving
onshore
Peter Jakubicka, Circle Investment Support Services

connections and which are attractive
places to work and live. They must also
have regulatory and tax regimes that do
not impinge on the management style
of funds. Hedge fund management
is predominantly based in the US, followed by the UK, with Asia Pacific centres such as Hong Kong and Singapore
making efforts to grow their presence.
For some asset managers, the flexibility of the legal and regulatory environment for funds, for facilitating time
to market, can be the determining factor. Whether funds can access double
tax treaties may also develop as a key
criterion in the next few years.

UNREGULATED VEHICLES

structure in the form of a special limited partnership (SCSp) was introduced,
which has been of particular interest to
Anglo-Saxon managers and investors
given their familiarity with limited partnership structures.
However unlike partnership structures in other jurisdictions such as the
UK, the general partner is not obliged
to disclose the identity of every limited
partner in the partnership, and there is
flexibility around voting rights and profit participation. This has attracted real
estate, debt funds and private equity
structures that historically would have
chosen the UK.
The Luxembourgian structure appeals to managers, particularly outside
Europe, in the US and Asia, who traditionally chose offshore locations, but
can now attract investors with a similar vehicle that is subject to regulation
and is based onshore, which makes for
a more compelling proposition. Since
2013, more than 1,400 limited partnerships have been established.

then run in parallel,” says Greenstein.
“We have tended to think of the
choice of domicile as a fixed pie but,
in practice, funds are setting up in Cayman and also in other jurisdictions to
attract different groups of investors.
Certain investors prefer Cayman while
other investors may prefer to be EUbased for tax or regulatory reasons.”
In deciding where to domicile their
offshore funds, managers look for a
tax neutral jurisdiction that has products and structures that are well-understood by both managers and investors, according to Greenstein. “They
also look for a deep pool of experienced service providers such as auditors, directors, lawyers and administrators to support the establishment and
maintenance of the products.”

Although alternatives have been the
most rapidly developing area in recent times, there is little evidence that
EMERGING CENTRES
these changes have had much impact
Another trend is competition from the
on the design of the structures selectnew pretenders. Fund centres such as
ed. Flavour of the day in the alternative
Cayman, Ireland and Luxembourg are
space is still unregulated vehicles, as
having to defend market share against
evidenced by the related structures
each other but also face competition
gaining traction, such as reserved alMULTI-DOMICILE FUNDS
from domiciles emerging elsewhere
ternative investment funds (Raifs) and
Another trend is for fund managers to
– such as Singapore and Hong Kong,
special limited partnerships (SCSps) in
launch funds out of two centres concurthough these are not yet seen as crediLuxembourg and fonds voor gemene
rently. “Traditionally for hedge funds,
ble contenders. In terms of investment
rekening (FGRs) in the Netherlands.
Cayman has been the clear leader
management, the Asia Pacific counLuxembourg’s Raifs were introand while there has been talk of funds
tries are increasingly encroaching as
duced in 2013 in response to the limre-domiciling, our experience is that
there is rising interest both in investing
itations of the société en commandite
they are not relocating away from Cayin the region and marketing funds to
simple (SCS), which was based on the
man, but what is emerging is (setting
local customers.
1915 company law, to offer a comup) alternative product structures in Ire“The alternative investment funds
petitive answer to the UK, Delaware
land and Luxembourg which managers
industry faces challenges as regulatoand Cayman limited partnership strucry and tax regimes change
tures. They are manager-suaround the world, the compervised vehicles that do not Alternative asset classes ranked by anticipated business growth
pliance requirements of inneed to be authorised by the 5 is the greatest driver, 1 the least, graph shows averages
vestors increase, and, not
Luxembourg
Supervisory 5
least, investment returns are
Commission for the financial
2015
hard-earned,” adds Hale.
sector.
4.45
4.54
4
“The established fund and
In terms of speed and cost
2016
asset management jurisdicto market, this is attractive. It
3.64 3.64
tions such as Cayman, Ireallows Luxembourg to com- 3
land and the UK must continpete in terms of structuring
3.11 2.94
ue to improve their legal and
flexibility with the traditional
2.27 2.36
physical infrastructure that
offshore jurisdictions, such 2
the industry requires to operas Cayman and the Chan1.52 1.52
ate efficiently while emergnel Islands, but with access 1
ing centres such as Singato the European market as
pore and Hong Kong will be
it complies with AIFMD re0
looking to attract businesses
quirements.
Private equity Hedge funds Real assets
Funds of
Liquid
to the Asia Pacific region.”
At the same time, a new
hedge funds alternatives
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The
rise
of
FUND CENTRES
Ryan Lemand, Managing Director,
Head of Wealth and Asset Management
at ADS Securities, explains why fund
centres have emerged as significant parts
of the financial landscape
Why have fund centres become
important?
When people think of establishing a
fund, if they don’t have a specific reason to select their own jurisdiction,
their best option for ease of business
is to go to a fund centre.
Fund centres have emerged partly
because of the interest in collective investment schemes and the needs for
segregated, protected and well-regulated funds. So businesses are looking
for a location where it is relatively easy
to become established and to operate.
This is why, for example, Luxembourg has emerged as a very popular
jurisdiction to set-up in. The advantages it offers are clear: it is within Europe, it is under the European Union
and therefore under the strict, protective European laws. It is relatively easy
and quick to establish a fund, so this

has become a fund centre over time.
Ireland is exactly the same. When
you speak to the regulators in Dublin,
they are very quick, reactive and business-oriented – it’s a one-stop-shop
that allows you to get your fund up and
running.
What about the other, less tightly-regulated fund centres?
You do have other types of fund centres that are not part of the very strict
jurisdiction seen in Europe. Some,
such as the Isle of Man or the Caribbean Islands, the Caymans, are relatively ‘lightly’ regulated. This is where
the fast money managers – the hedge
funds – would go to because they are
not looking for their funds to be tightly
regulated. They are looking for operational flexibility rather than risk controls
and regulation. Investors are aware

ADGM offers you the pragmatism and
ease of business that they have in the
Cayman Islands coupled with a very good
regulatory regime that is reassuring for
institutional investors
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of the high risk and they don’t mind
that. So overall, investment managers
choose the centre that best fits their
strategy and their vision.
Is the trend towards the first category, moving in favour of the more
tightly-regulated fund centres?
Yes. Even the Cayman Islands and the
other centres are now creating tighter
regulatory regimes, so the ‘lighter’ regulation options are being reduced. The
trend has been to follow the models
of the likes of Luxembourg and Dublin,
and this was triggered by the financial crisis in 2008. We are heading towards more and more regulation. This
is also a reaction to a small number of
high-profile cases of fraud we’ve witnessed, such as the Madoff scandal.
Yet, while it’s definitely moving towards tighter regulation, this tighter
regulatory framework is becoming
intelligent. It is becoming more and
more risk-based, rather than blindly tightly regulated – which is a good
thing.
Are there any examples of this
that come to mind?
One is my own jurisdiction, the Abu
Dhabi Global Market (ADGM), which

is the financial freezone established a
couple of years ago here in the Emirate. It is quite similar to what the Dubai
International Financial Centre (DIFC)
has to offer, however here in ADGM
they have created a pure common law
system – it is well regulated, to the
standards of Europe.
I am pleased to say that the system
is quite quick and very business-oriented. In effect, ADGM offers you the
pragmatism and ease of business that
they have in the Cayman Islands coupled with a very good regulatory regime that is reassuring for institutional
investors as well as money managers.
What is it about fund centres that
is compelling at the moment?
Basically the new trend we are seeing today is more towards passively managed funds – call them ETFs
(exchange-traded funds). These are
gaining ground versus the actively
managed funds or alpha generators.
These ETFs have by far the largest
market share today and fund managers are looking for these fund centres
to establish their ETFs. They just want
a secure environment where they can
create segregated funds.
So fund centres have become like
large libraries where you stack up all of
these funds allowing people to select
the one that best fits best their global and their risk-return profiles. When
it was geared more towards actively
managed funds, people were using
other jurisdictions that might not be a
fund centre but fits more how the fund
manager would like to operate. It was
less standardised before. However,
with the standardisation of funds in
the shape of an ETF we’ve seen these
fund centres flourish and expand.
What makes for a good fund centre? What are the key ingredients
of the best in class?
First of all, I look at the regulatory
framework and find out to what extent it is multi-tiered? By that I mean
whether the regulation is tight and protective to retail investors or lightly regulated and more suitable for sophisticated investors. I need the full range
w w w.glob alinvestorgroup.c om

– that’s the first thing I look for.
gling is less demanded or requested
Second, I look at the ease of doing
by the larger sophisticated institutional
business. Can I have my fund set up in
investors.
a short time span so that I don’t miss
What about fund centre legal sysan opportunity in the meantime?
tems? In the ADGM, you have adThird, if I need to take offices, to
opted English common law – why
what extent is it a favourable busiis that attractive?
ness environment? For example, the
You have two basic legal systems toADGM, DIFC, Singapore and Luxemday. Civil law inspired by the French
bourg are very business-oriented ensystem and common law, but in the
vironments where you are surrounded
financial world, the common law is a
by related businesses such as fund
reference. It’s something very reassuradministrators and custodians. You are
ing for people who
then really bathing
work in financial
in a pure business
environment that is
Fund centres services.
welcoming for you.
Some fund cenhave tended
Have funds themtres are seeking
to adapt much
selves evolved in
to lure in fintech
response to the
start-ups in with
quicker than other
growth of fund
strong regulatory
jurisdictions to the
centres?
regimes. Is fintech
Yes, they have.
a growing part of
new requirements
Fund centres have
the picture?
tended to adapt
Absolutely. If you
of investors
much quicker than
look at fund centres,
other jurisdictions
all of them have
to the new requirements of investors.
fintech-related initiatives. Here in the
So one of the new trends is separately
UAE, the ADGM and the DIFC both
managed accounts. This is when an
have sensible fintech-related initiainvestor asks to have a separate and
tives. It’s the future.
segregated vehicle in his name to be
In some jurisdictions such as
managed by the fund manager, rather
Dubai, there has been a blurring of
than his money co-mingled and co-inonshore and offshore regimes. Is
vested with others in a collective vethis affecting fund centres?
hicle.
The UAE has witnessed a trend for
These separately-managed acthe creation of free zones. These freecounts are now a big trend, we’re seezones were formed to allow people to
ing them more and more. Fund cendo business with ease. With the suctres have adapted to them, as we are
cess of the idea of free zones, these
seeing here in the ADGM, where they
started expanding. So now in Dubai we
have developed a so-called protected
have multiple freezones and it is the
cell company (PCC) regime. A PCC
same case in Abu Dhabi as well, they
company is the sub-fund under an umare expanding slowly but surely being
brella fund where you can put a single
pragmatic and business-oriented – yet
investor into a segregated vehicle that
very well regulated – environment. It’s
belongs to him and in his name – his
all part of the ongoing evolution of the
assets are completely segregated and
freezone and the fund centre.
separate from other investors. Co-min-
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A TALE OF

two cities
Dubai has long
been the dominant
international financial
centre in the UAE
but Abu Dhabi is
making up for lost
time. Matt Smith
investigates
ADGM SQUARE IN AL MARYAH ISLAND

B

ack in 1999-2000, Abu Dhabi
passed legislation to create a
financial free-zone and commercial business district, only
to halt the project at the eleventh hour.
A few years later, neighbouring Dubai
built the Dubai International Finance
Centre (DIFC), establishing the Gulf’s
most cosmopolitan city as its financial
hub.
That fateful moment, when Abu
Dhabi pulled out scheme that would
have included a commodities trading
platform backed by physical storage
capacity, must have been long regretted by local power brokers. Indeed huge efforts have been made
in subsequent years. Fast forward to
October 2015 and its own off-shore
financial free-zone, Abu Dhabi Global
Market (ADGM), opened for business.
The two UAE projects are ostensibly complimentary, not competing,
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financial centres. The two entities are
nonetheless vying to host the heavyweights – and smaller names – of the
financial world, from regional wealth
funds to international banks, insurers,
consultants and law firms.
“Having a crowded space in the UAE
is a tried and tested model and has
been successful,” says Niall O’Toole,
a partner of Clyde & Co in Abu Dhabi. “If the overall effect of DIFC and
ADGM is to increase the critical mass
for the benefit not only of the UAE but
the wider region, it can only be a good
thing.”
Dubai offers international finance
a luxury lifestyle, scores of five-star
hotels, entertainment facilities and
transport links, making the emirate far
from a hardship posting. First-mover
advantage has created a virtuous circle
whereby international firms are attracted to Dubai because of the presence

of other global institutions.
ADGM’s biggest allure is the proximity it provides to the UAE’s main focus
of wealth and power – Abu Dhabi’s ruling family, which controls 90% of the
country’s oil reserves and the world’s
second-largest sovereign wealth fund
(according to SWFI), as well as being
a strong influence on the federal government.
In a 2016 report, Deloitte describes
the Gulf’s wealth and asset management sector as still being in its infancy
and notes the oil price slump has made
the sector more competitive, squeezing margins. However, UAE and Qatar’s inclusion in MSCI’s Emerging
Markets Index, combined with Saudi
Arabia’s likely addition to the benchmark, should drive growth.
“There seems to be a tendency to
think that financial free-zones are all
about allowing full foreign ownership

AN ARTIST’S
RENDERING OF
THE UNDERCONSTRUCTION
GATE AVENUE
IN DIFC

but a lot of what we’re doing is implementing ADGM structures for UAE nationals to create more corporate structures that are typically not available
onshore,” says Stephen McKenna,
Clyde & Co corporate director.

CONTRASTING
REGULATION
ADGM-incorporated companies can
be 100% foreign-owned, receive a 50year tax exemption on profits generated from their ADGM operations and
face no restrictions on sending capital
outside the free-zone, according to law
firm Freshfields Bruckhaus Deringer. Companies incorporated outside
ADGM can operate within the financial
centre, but require a licence to do so.
DIFC offers similar privileges, although DIFC-registered firms, with
few exceptions, must also lease premises within the free zone.
w w w.glob alinvestorgroup.c om

ADGM’s legal framework is based
on English common law, which Deloitte predicts will enable foreign investors and international firms to operate within transparent legislation that
provides more familiarity and less risk
compared to other regional jurisdictions.
“We didn’t take ‘a build it and they
will come’ approach. Our task was to
create a financial center that meets
the needs of both the consumers and
providers of financial services,” says
Steve Barnett, ADGM development
director, Financial Services Regulatory
Authority.
“Common law jurisdiction was consistently requested, so we applied English common law directly as the basis
of our civil and commercial legal structure. It follows a model used by places
such as Singapore and Hong Kong.”
DIFC’s regulator, Dubai Financial

Services Authority (DFSA), has signed
100 bilateral memorandums of understanding (MoUs) with counterparts
globally and five multilateral MoUs.
The Dispute Resolution Authority,
which includes DIFC Courts, follows
an English common law framework.
As such, it is “the preferred platform
for legal excellence and commercial
dispute resolution in Dubai and the
wider region”, says Arif Amiri, DIFC
Authority chief executive. “All this
makes it easy for international firms to
operate through DIFC and are key reasons why we host the regional headquarters of some of the largest global
institutions.”
DIFC has suffered some setbacks
however. Dubai International Finance
Exchange (DIFX) was slated to become a global bourse, attracting equity
listings from across Asia and beyond,
but companies and traders showed
little interest and DP World’s $5bn flotation in 2007 – at the time the Gulf’s
largest initial public offering – had little
long-term impact.
Similarly, the bourse’s rebranding to
Nasdaq Dubai has proved a cosmetic
change, with only 1-2 stocks trading
regularly. Nasdaq Dubai is the world’s
largest centre for sukuk, with listings
valued at $46.3bn, according to its
most recent figures, but none of the
93 sukuk trade daily. ADGM decided
against creating a new bourse.

TARGETED INCENTIVE
In 2012, Abu Dhabi issued an edict
stating all workers at state-linked institutions must live in the emirate. Abu
Dhabi has indicated similar sentiments
to companies it does business with,
implicitly tying future work to firms
demonstrating a tangible commitment
to the emirate by opening an office.
“We’ve not found it necessary to
give people particularly short-term
incentives to do business here. In
terms of cost structure, ours is extremely competitive internationally,”
says ADGM’s Barnett. “For us, it’s not
about people having the opportunity
to do something for three months, it’s
about them being long-term partners.”
At ADGM, it’s substantially cheaper
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As regulators, we shouldn’t try and
squeeze companies that are innovating
into a traditional regulatory framework
Steve Barnett, ADGM
to establish a restricted scope company, or special purpose vehicle (SPV),
than it is to create a similar entity in
DIFC. Such companies, which hold assets but do not trade, can be set up in
ADGM for a few thousand US dollars.
These entities do not need physical
premises in ADGM; the offering is potentially pitched to compete with the
likes of the Cayman Islands and British
Virgin Islands.
The long-held collective approach
among UAE nationals and expats was
to use wealth management services
in jurisdictions where regulations were
better framed to deal with insolvency,
bankruptcy and inheritance, but the financial crisis weakened that rationale.
With the Middle East holding $5.2trn
in wealth as of 2016, according to a
Deloitte estimate, ADGM’s strategy
seems well-targeted.
“Part of our aim is to repatriate some
of the consumption of financial services for this broader region – not just
the Gulf, but also sub-Saharan Africa,
India, Pakistan and the former Soviet
republics – to enable them to do business in a time zone and a region that
makes sense for them,” says Barnett.

FINTECH FOCUS
Both ADGM and DIFC aspire to be the
Middle East and North Africa’s (Mena)
FinTech hub, to this point an almost
entirely untapped market. Globally,
fintech has attracted investments totalling more than $50bn in since 2010
but just 1% was invested in Mena, according to figures cited by DIFC.
The two free-zones follow differing
approaches – ADGM’s FinTech Regulatory Laboratory (Reglab) offers companies the opportunity to test products
in a live environment, while DIFC’s FinTech Hive is touted as the region’s first
fintech accelerator.
The 12-week Hive programme runs
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in partnership with Accenture, a longstanding supporter of fintech innovation labs in Hong Kong, New York and
London.
“Both Dubai and DIFC are committed to supporting innovation and
harnessing financial technology to
enhance productivity and efficiency,”
says Amiri, citing International Finance Corporation (IFC) estimates of a
$260bn credit gap for micro, small and
medium enterprises in Mena. “When
you also consider 70% of the region is
unbanked, there’s a real need for innovative fintech solutions to disrupt traditional ways of accessing credit.”
The accelerator received 100 applications; 11 start-ups began the programme in August and hail from eight
countries including the United States,
Singapore and India.
The firms will receive assistance
from regional and global banks such
as HSBC, Emirates NBD and Citi as
well as legal support from the likes of
Clyde & Co and Simmons & Simmons,
while tech partners include Facebook
and IBM.
In November, participating companies will pitch to potential investors.
Among the subsectors DIFC hopes to
serve are trade finance, sharia-based
services and peer-to-peer lending,
particularly to small and medium-sized
businesses.
In May, ADGM’s RegLab accepted
the first five companies into the programme, while in August it announced
it had received applications from 22
firms to participate in its second itera-

tion. Applicant companies come from
as far afield as Canada, United States
and Hong Kong.
“In a few years, fintech will be accepted as just another way to deliver
financial services. Right now, fintech
firms are learning from the traditional
market players. In the near future, it
will be the other way around,” says
Barnett.
“For us, it’s about recognising that,
as regulators, we shouldn’t try and
squeeze companies that are innovating into a traditional regulatory framework. We should understand the way
in which they want to do business, the
risks of them doing that business and
tailor a regulatory environment to manage those risks.”

LOOKING AHEAD
DIFC is now home to 1,750 companies, of which 463 are regulated financial institutions. Its workforce numbers approximately 22,000 and aims
to more than double this to 50,000 in
2024.
ADGM, which has around $4.2bn
in AuM, had 445 registered companies at the end of August. It also has
more than 150 SPVs, and a seven-fold
increase in licensed financial entities
including Northern Trust, UniCredit,
Liberty International, Aberdeen Asset
Management and Macquarie Capital
and local players such as Mubadala
Capital.
Financial services accounted for
about 5% of Abu Dhabi’s economy when plans for ADGM were announced. This could grow to double
digits, says Barnett, citing Singapore
deriving 13% of its GDP from financial
services.
“We’re pretty comfortable with the
way things are moving right now,”
added Barnett. “Not complacent, but
happy.”

When you also consider 70% of the
region is unbanked, there’s a real need
for innovative fintech solutions
Arif Amiri, DIFC Authority

LUXEMBOURG FUND INDUSTRY ROUNDTABLE

LUXEMBOURG
looks to the
future
A panel of experts
discuss opportunities
from Brexit, trends in
investor demand, links
with China and fintech
Chair: Does Brexit represent an opportunity for Luxembourg?
Rajaa Mekouar: Luxembourg has been very clear about
its reaction to Brexit, for example in the repeated statements of LFF. Brexit is an opportunity to partner even more
closely with the UK, as and when local managers need an
EU base, because the toolbox at the disposal of investors
is wide and deep in Luxembourg. The Grand Duchy prides
itself in being pragmatic, reactive and innovative to suit an
ever-changing environment, which makes it a great partner
for ex EU countries.
It is also international, with three widely-spoken languages, which further extends its attractiveness. I moved here
from London, where I spent 15 years in the PE industry, and
was impressed with the local environment which proves
to be professional and international. The scale is obviously
smaller geographically, but the depth of the financial industry can rival any larger market.
Chair: What trends are you seeing in demand for asset
management structures and products?
Sandra Mueller: At MEAG, the asset manager of Munich
Re group, we offer our expertise to institutional investors
and insurance companies. When it comes to choosing the
right financial product (Ucits/AIF), the investor is at the heart
of our decision-making process.
w w w.glob alinvestorgroup.c om

PARTICIPANTS
Diana Senanayake, managing director, global client
coverage, RBC I&TS
Sandra Mueller, managing director, MEAG
Camille Thommes, director general, Alfi
Dušan Gladovic, legal and regulatory manager,
Luxembourg Private Equity Association (LPEA)
Rajaa Mekouar, syndicate, investments & partnerships,
Kharis Capital

Institutional investors are looking closely at alternative
strategies to bolster performance. In the past, we saw
growth in liquid alternatives under the Ucits wrapper that
may be rebalanced by AIFMD compliant structures, as Ucits
rules impose stricter investment limits to ensure adequate
investors protection. Institutional investors with a longer
term horizon, such as insurer clients and pension funds,
do not want the disruption of daily liquidity imposed by the
Ucits rules. Nor do they want to have their investment strategy curtailed.
An increasing demand for Unit-linked insurance products
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can be noted from insurer clients with a preference for
Ucits-compliant underlying funds as they are also eligible for
retail clients.
Alternative investment strategies are increasingly used by
institutional investors to achieve both return and diversification goals. This creates opportunities for managers who can
capitalise on new strategies and be creative in offering tailored client solutions rather than products.
We see strong demand for liquid alternatives and growth
in passive multi-asset investment strategies with target volatility mechanism or total return concepts.
Investors are looking for comprehensive investment strategies, market decorrelation, transparency and robust risk
management underpining every investment decision.
Investors are navigating in a changing interest rate environment. As a consequence, asset managers are adjusting their
investment strategies by focusing
on shorter durations to mitigate
valuation and liquidity risks and
selective bond picking in the highyield universe to improve the fund
performance.
Furthermore, sustainable investments are entering center stage
and evolving form a niche market
to a megatrend.
Chair: What has the Reserved
Alternative Investment Fund
(Raif) structure added to the
Luxembourg?

tate (RE), private equity (PE), infrastructure and private debt
structures as it is the most flexible structure and aligned
with US and UK LP structures.
AIFM and the security it offers to investors, is a great catalyst for the REPE business into Luxembourg and Brexit further lends support to domicile in Luxembourg.
Across the industry, there are growing expectations for
transparency and reporting. In meeting this demand through
regular information and communication, fund managers are
helping investors become more comfortable with the asset
class.
Chair: What attracts so much of the global PE industry
to have a presence in Luxembourg?
Mekouar: In the PE industry, end
users are clearly international firms
that need a base in the EU and access to structures that are cost and
tax effective. As of today, nine of
the 10 largest PE firms, such as
KKR, have an established presence
in Luxembourg. Kharis Capital is
just three years old and Luxembourg was a natural choice to base
our general partner, although the
investment team is spread across
Switzerland and Belgium, aside
from my presence here.
We invest in mid-cap consumer
companies with the financial backing of family investors, on a dealby-deal basis, and Luxembourg allows us to choose from a range of
SPV structures while ensuring legal
security to our backers. We recently launched a Raif to accommodate
our investment strategy, because it
is flexible while being supervised
by an AIFM that is regulated by the
Luxembourg financial regulatory
authority (CSSF). This is key and
explains why after just one year
of existence, over 100 Raifs have
been initiated in Luxembourg.

Mueller: The Raif is a beneficial
Luxembourg investment vehicle
extending the Luxembourg toolbox
with enormous potential. Depending on the investor type, certain
investor types still prefer regulated
Luxembourg has
fund structures. Other investors
that are used to the concept of entipositioned itself as a
ty supervision and who are closely
leader in financial data,
involved in product management,
wish to benefit from accelerated
setting it apart from other
time to market, cost savings and
markets
contractual freedom with the proDušan Gladovic: Luxembourg
tection of the AIFMD. The Raif
Diana Senanayake, RBC I&TS
has seen steady growth of its inoffers key advantages for the set
dustry fuelled by an increasing inup of new funds as well as for the
vestor appetite for alternative asset classes and a proactive
conversion of existing AIFs. Insurance companies welcome
positioning of Luxembourg as a hub for alternatives.
the Raif as they are already used to this regulatory concept.
Luxembourg reunites all the hard factors that are necesSenanayake: Raif improved the go-to-market time as no
sary for a PE hub – a broad and evolving legal toolbox makspecific approval is required as long as the Raif is AIFMD
ing Luxembourg a great jurisdiction to structure PE deals
regulated. Raif, especially as Limited Partnership (LP) [SCS
from, a highly-skilled and multilingual workforce sourced
and SCSp], is very successful and mainly used for real esfrom across many EU countries and the world –nearly 50%
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of Luxembourg’s population is foreign-born – a good conGladovic: Historically, leverage through bank lending
nectivity to other European capitals and, perhaps most implayed an important role in the world of PE. One reason
portantly, a strong record of political and legal stability.
to explain the enormous surge of debt funds is that banks
Globally speaking, the PE industry has benefitted largesimply can no longer provide as much leverage. Since the
ly as an alternative to traditional investments. Especially
financial crisis banks have been put under increased scrutiny
in times of record-low interest rates, investors have been
and consolidation obligations. Their leverage function has in
flocking to PE as an asset class.
some part been replaced by debt funds.
The world’s top 13 PE firms are
Debt funds have become an expresent in Luxembourg and some
tremely attractive asset class and
of the major players have anrecent numbers confirm that Luxnounced they increase their local
embourg’s importance for this secoffices in light of Brexit. The PE
tor has steadily grown. Some instiand venture capital (VC) industry
tutional investors are structuring
in Luxembourg greatly appreciates
their debt funds as Special Investthe new set of legal structures that
ment Funds (SIFs) from Luxemhave come about in the aftermath
bourg. In some cases, institutional
of AIFMD. To start with, Luxeminvestors such as German pension
bourg modified and extended its
funds see this Luxembourg vehicle
partnership regime much to the likas their best option to launch their
ing of Anglo-American GPs.
debt fund.
In 2016, the Raif was added to
CSSF has clarified in an AIFM
the toolbox and has been successQ&A published in June 2016 that
ful from the start. There is a trend
AIFs, whether they are regulated
in the Luxembourg PE world that
or unregulated, can originate debt.
sees a strong preference for partThe CSSF also confirmed that for
nerships over fund structures. As
the same reasons, loan participaa matter of fact, some GPs seem
tion and acquisition is also a perto be exclusively opting for partnermitted activity for AIFs. Everything
ships nowadays while previously
seems set for this sector to grow
they opted for the traditional struceven further in the near future.
tures that were available before the
The Luxembourg-based Europetransposition of the AIFM Directive.
an Investment Fund (EIF) has also
Technology enables
As regards the Raif, there has been
been active in this new asset class
a strong interest in this unregulated
by deploying a specific loan funds
global interaction
vehicle.
instrument investing in selective
between business
The strong rise of the industry
debt funds.
has also been confirmed by emfunctions, fund transparency
Senanayake: Institutional invesployment data. LPEA has kept track
tors recognise the value in debt
of the PE labor market and seen a
and reporting solutions to
financing as debt strategies can
steady increase of job openings in
investors
secure regular distributions. This
the industry – since June 2016 the
Sandra Mueller, MEAG
is reflected in the industry figures.
number of job openings has douPreqin data published early this
bled.
year showed that private debt globSenanayake: The last few years have seen healthy
ally posted the strongest three-month period with $50bn
amounts of capital invested in PE and real asset funds as
secured in Q4 2016. Moreover, infrastructure debt fund
investors pursued long-term yield and diversification. More
confirmed renewed investor appetite with approximately
traditional investment classes were considered compara$11bn raised as of August 2017, exceeding the 2013 record
tively too volatile or lacked yield.
of $12bn raised.
Driven by performance, we expect investors to continue
to allocate capital. In line with this trend, we anticipate conChair: How will CMU affect the global and local martinued activity of fund launches in these asset classes by
kets?
both first-time and experienced fund managers.
Camille Thommes: If common EU rules on marketing
through a single rule book issued by Esma are introduced,
Chair: To what extent is Luxembourg involved in the
including a common definition of marketing or distribution
expanding private debt market?
w w w.glob alinvestorgroup.c om
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for both Ucits and AIFs as well as what constitutes reverse
The volume of regulation, the cost of implementing and
solicitation, this will largely address the problem of current
complying with new regulations and the time that it renational barriers to capital flows.
quires, is creating challenges to the industry.
Alfi therefore supports the Commission’s call to ‘identify
At the same time it is reinforcing the importance of the
a common understanding of pre-marketing and reverse socompliance function, who is connecting the regulatory dots
licitation practices’ with the view to
and compiling all regulations imreview ‘national rules, with the aim
pacting the activities as well as the
of promoting convergence in this
search for qualified persons, ensurarea’.
ing a proper interaction between
Furthermore, the CMU proposthe regulatory watch function and
als should also ensure clarity and
all the business lines within the ortransparency in the national reguganisation.
latory fees framework. Some curThommes: Mifid II applies to all
rent local requirements such as
investment firms that manufacture
the need for a paying agent are not
or distribute financial instruments
always clearly justified and most
and services. This means that prodof these facilities could be providuct manufacturers that are not died on a cross-border basis without
rectly subject to Mifid may need to
compromising investor protection.
put in place organisational arrangeIf this situation is improved in the
ments that meet the requirements
context of the CMU, cross-border
of the directive and accommodate
distribution will benefit from it.
to the needs of their distributors
Finally, the idea of a digital invesin this regard. In Luxembourg, the
tor passport – which would allow a
board of directors of a UCI, includconsumer to open accounts or puring self-managed Sicavs, and/or,
chase other investment services
as the case may be, of its managewith more providers and individualThe idea of a digital
ment company, while currently not
ly manage his or her digital account
being subject to Mifid, may thereinvestor passport
in a consolidated manner – would
fore be impacted by the directive
also enhance cross-border distribuwould also enhance
to the extent their products are distion of financial products including
tributed by Mifid entities.
investment funds.
cross-border distribution of
Although most players have
financial products including
done a lot of preparatory work to
Chair: Did the financial crisis
ensure they are ready on time to
and subsequent wave of reguinvestment funds
face these challenges, this remains
lation help or hinder the growth
Camille Thommes, Alfi
challenging as the delegated texts
of the PE industry?
and guidance from Esma were isMekouar: Demand for PE, my
sued rather recently.
area of expertise, has only increased since the crisis, on the
Alfi is finalising a Q&A on the impact of the new rules for
back of volatile public markets and growing central bank inthe industry, which will cover product governance, rules on
tervention. PE has emerged unscathed after a period that
inducements, costs and charges and appropriateness.
saw the best performing PE managers grow larger, and an
abundance of cash allowing for dynamic fundraising environChair: What about the impact of PRIIPs?
ment. Regulation has increased too, with the AIFMD, and
Thommes: Managers that must produce KIDs as from
more transparency has been on the cards as required by the
January 1 2018 for alternative investment funds sold to retail
top PE investors, such as pension funds. Also, PE remains
investors are gearing up for the implementation of the new
the remit of qualified investors and less so that of retail inrules. Even though the ESAs provided in the meantime provestors, at least in Europe, which helps alleviate the impact
vide further guidance, a number of questions are still open
of an increased regulatory burden.
or not clear. Alfi published a Q&A document to its members
Mueller: The fund industry’s operating environment is
in order to help them getting prepared.
constantly changing due to an evolving regulatory landscape
and market developments. Management companies must
Chair: Luxembourg has a long history of collaboration
fulfill strict conditions in terms of activity scope, organisation
with other jurisdictions. What are the most exciting
and functioning.
developments currently underway?
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Senanayake: Asia Pacific and Luxembourg markets have
a strong history of co-operation including greater information exchange and pan-regional discussions on simplification of cross-border distribution. The routes to access China were established, for example, with the first Renminbi
Qualified Foreign Institutional Investor (RQFII) Ucits fund
authorised in Luxembourg in 2013 and the approval of the
Shanghai-Hong Kong and Shenzhen-Hong Kong Stock Connect by the CSSF. These initiatives established Luxembourg
as a settlement hub and opened the doors to investments
in mainland China.
The recent acquisitions of 90% stake in BIL Luxembourg
by China’s Legend Holdings, Sal Oppenheim by Fosun
Group and the recent inauguration of the seventh Chinese
Bank in Luxembourg, China Everbright Bank, are other great
examples of the commitment of China to Luxembourg and
the very close cooperation between the countries. Luxembourg has worked hard to attract Chinese financial institutions and can be proud to be the European hub of seven
large Chinese Banks and the largest listing centre for ‘dim
sum’ bonds outside Asia.
w w w.glob alinvestorgroup.c om

Thommes: Luxembourg enjoys a special relationship with
Mainland China.
Our country has traditionally been the gateway of inbound
and outbound investments to Mainland China, it thus has
a sincere interest in supporting the development of new
channels of cooperation between its own market and/ or
the European market and China. It is the main domicile of
RQFII funds in Europe and 65 % (by AuM) of all European
investment funds investing in Mainland China are of Luxembourg origin.
Chair: Luxembourg has also traditionally had strong
links with the United States. How is this developing?
Senanayake: The large US fund houses have established
Ucits & AIFM management companies in Luxembourg and
US asset managers continue to dominate the Luxembourg
funds’ market with nearly a third of AuM, although we saw
a slight dip in the latter part of 2016. Further to Brexit and
to increasing requirement in substance in Luxembourg we
observed a shift in risk management and supervisory roles
AUTUMN SPECIAL 2017
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from London to Luxembourg. This shift enabled them to ensure good governance and meet increasing regulatory requirements.
Chair: In what areas is Luxembourg contributing the
most to global fintech and regtech?

co-working desks to fintech start-ups that are looking to
launch their activities in Luxembourg. Beyond incubation, it
also provides support and access to technologies, knowledge and competencies.
In addition to that, we witness a close collaboration between private sector and class-leading research institutes.

Senanayake: Luxembourg has positioned itself as a
Mueller: Technology has become an increasingly importleader in financial data, setting it apart from other markets.
ant catalyst and differentiator. In prosperous times, the asset
Interestingly, it hosts around 40% of Europe’s tier IV data
management industry tends to pay less attention to its opercentres. The CSSF proactively supating model as the vast majority of
ports financial and regulatory techresources are targeted at growth.
nologies and is creating the context
During financial downturns, the
for these industries to develop.
focus at many management comWith the industry focus on transpanies tends to shift to immediate
parency and the need for dynamcost savings. The industry efforts
ic, on-demand data and analytics,
to keep costs low in the last years
regtech and fintech have the opporhave, in some cases, resulted in
tunity to make significant change.
underinvestment in technology
They bring a whole new way of
platforms.
interacting with clients, enhance
A solution may be found in the
customer experience and radically
outsourcing of functions such as
transform the approach to innovafund administration, which is oftion, including data accuracy, speed
fering substantial benefits and the
and transparency.
ability to migrate onto constantly
Digital distribution is already hapmodernised technology platforms
pening and we’ll see more. We are
that can scale to support growth,
seeing a shift towards higher digital
while at the same time spread the
expectations from younger generacost of system enhancements,
tions. From robo-advisors and sosuch as for regulatory updates,
cial media for investment advice at
across a wide customer base.
the front end, all the way through to
Risks and costs can be reduced
artificial intelligence supporting the
and quality improved, via shifting
middle and back office.
to variable cost structures and a
Brexit is an
Technology has always been part
shared service model.
of the custodians’ DNA and they
Furthermore, robotics is driving
opportunity to
hold vast amounts of data that have
efficiency of standardised prothe potential to add significant value
cesses. Where possible, manual
partner even more closely
for clients. RBC I&TS for example,
procedures are being optimised,
with the UK
recently enhanced its Fund Sales
rationalised and replaced to reduce
Rajaa Mekouar, Kharis Capital
Intelligence, a tool which leverages
processing time and costs. Also
TA data to give clients insight into
the demand for new capabilities
distribution performance versus
and IT solutions in the mobile arena
their peer group and analysis of growth trends in AuM.
necessitate investment in technology.
Technology is the key to the industry’s future success and
At the same time, technology enables global interaction
many institutions including RBC have recognised early on
between business functions, fund transparency and reportthat we need to adapt and leverage technology in providing
ing solutions to investors accessible through online portals
more efficient and valuable services.
24/7 globally. This connectivity is paving its way and fostering global distribution as well as tailored client solutions.
Thommes: Multiple stakeholders in Luxembourg are lookIn order to grow our business, we need to facilitate cusing into a wide spectrum of fintech activities such as comtomer-centric solutions and foster strategic innovation to enpliance & risk management, blockchain & distributed applihance our current operating models faster. Understanding
cations, security & authentication, automated investment
the direct link between customer care and product innovaservices as well as big data analytics.
tion are essential ingredients in the recipe for sustainable
We do have a start up ecosystem in place and the Luxbusiness growth and closely tied to our ability to contribute
embourg House of Financial Technology (LHoFT) provides
to lasting success of our clients.
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Luxembourg has
seen steady growth
of its industry fuelled by an
increasing investor appetite
for alternative asset
classes
Dušan Gladovic, LPEA

Chair: Which investment areas do you expect to see
the most significant growth?
Mekouar: PE remains a growing industry, with increased
appetite from all types of investors, particularly family offices.
The new trend is in the wealth management industry. The
LPEA, the board of which I sit on, clearly noted this in our
latest conference LPEA 360: GP Insights, which was well attended in April by private bankers and wealth managers.
The key driver of the industry’s success is PE’s outperformance of other asset classes. Now, whether PE will actually attract substantial private money will depend on accessibility and liquidity options, which the latter is used to.
At the LPEA, we are working on this and are spending time
on helping to demystify the industry. This entails explaining
how PE works and why the so-called illiquidity premium is
justified and worth the patience of investors.
It is a long-term game, as Warren Buffet often remarks.
At Kharis Capital, for example, our investments don’t have
a pre-set holding period although we build our investment
cases on a four-to-five year timeline. As PE grows, it becomes increasingly important to segment the industry and
w w w.glob alinvestorgroup.c om

understand what fits best each type of investor, between
private debt, venture, infrastructure and more traditional
growth capital or LBOs.
Chair: What progress has been made to fulfil the aims
of the Alfi 2020 Ambition project?
Thommes: Alfi sees the proposal to create a standardised
pan-European Personal Pension Product (PEPP), which is
envisaged to be a long-term retirement savings product,
as a priority project for the future, next to the development
of Capital Markets Union, the elimination of barriers for
cross-border distribution.
Recently, while reviewing our Alfi 2020 Ambition, as it
was defined in 2015, we decided that we should not only
confirm our initial commitment, but also strengthen our focus on supporting the industry’s twin objectives of serving
investors and fostering economic growth.
Our mid-term report on the Alfi 2020 Ambition explores
the recent changes that affect the asset management industry, and details Alfi’s achievements and ongoing efforts
to meet its five key objectives.
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... to the next level.

www.munier-bbn.com

Let Securities Lending take you...
Make idle assets work harder with Securities Lending. Behind the scenes,
we generate low-risk additional revenues on your securities. The only impact
on your business is enhanced performance figures, and today, every basis
point counts.
We offer tailor-made agency, principal and lending solutions with remote
access to suit your precise needs.
CACEIS, your comprehensive asset servicing partner.

Contact:
Dan.Copin@caceis.com

www.caceis.com

STRAP

ISF SURVEY

2017

The International Securities Finance survey
celebrates the greatest contributions from
agent lenders and prime brokers as well as the
vendors of technology and data services
w w w.glob alinvestorgroup.c om
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ISF SURVEY 2017
Morgan Stanley
was the winner on
the borrower side
of the survey while
State Street shared
the top-spots on
the lender side with
BNY Mellon, which
also triumphed in the
fixed income survey

T

he ISF survey is the leading barometer of how lenders and borrowers rate each other across
the globe. The survey continues
to evolve; building on the longstanding
equity lending survey in recent years it
has grown to encompass fixed income
lending, technology and data.
This survey celebrates the best
of the best. The equity lending survey counterparties were divided into
group one (G1), representing the 15
largest firms, and group two (G2), the
remainder of the market. As there are
15 counterparties in each G1 and only

six firms make the cut into the global
and regional tables, even being placed
at the bottom of a published table represents a substantial achievement.
Unweighted scores are based on all
categories being given equal importance; weighted scores take into consideration the importance that respondents attach to each category. The full
methodology can be found at globalinvestorgroup.com.
For 2017, the global winners of the
G1 equity lenders survey were BNY
Mellon (unweighted) and State Street
(weighted). The winner of G2 lenders

survey was eSecLending. The winner
of the fixed income lenders survey
was BNY Mellon.
Morgan Stanley was the winner of
the G1 equity borrowers survey. The
winner of the G2 equity borrower survey was Natixis. Pirum Systems won
the post-trade service provider survey
and EquiLend/BondLend the prize for
SBL trading platform.
The equity lenders and borrowers
surveys contained six categories including overall operations, which is the
sum of the three operations sub-categories.

again the winner in Emea. It was also
the runner-up globally as well as for
the Americas and Asia Pacific. When
only G2 borrowers’ responses were
considered, State Street triumphed
globally, a feat it also achieved in Asia
Pacific, while it was runner-up in the

Americas.
State Street was the winner of four
categories globally: breadth of supply,
collateral funding, stability of supply
and trading capability. It was the runner-up for relationship management
and overall operations. It was also

G1 EQUITY LENDERS
State Street was the global winner
of the G1 lenders survey according
to the weighted methodology. It was
also runner-up under the unweighted
methodology – so it exactly replicated its excellent global performance of
2016.
State Street was the outright winner
in the Emea region and achieved runner-up positions in both the Americas
and Asia Pacific.
When only G1 borrowers’ responses were considered, State Street was
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CATEGORY IMPORTANCE
Respondents to the equity lenders survey considered the importance of the
categories in descending order to be: breadth of supply (all markets), stability
of supply, trading capability, collateral funding capabilities, relationship management and operational efficiency

Global Markets

Get the Most
From Your
Lending Program
Securities lending can be an important source of return and a
key part of overall portfolio and risk management strategies.
We offer individualised service, technology and a commitment
to transparency to help you achieve your goals.
For more information contact
Alex Lawton, Head of Securities Finance, EMEA
+44 20 3395 4641 or alawton@statestreet.com

State Street Global Markets is the marketing name and a registered trademark of State Street Corporation
used for its financial markets business and that of its affiliates. The products and services outlined herein are
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London Branch, authorised and regulated by Federal Reserve Board, authorised and subject to limited regulation
by the Prudential Regulation Authority and subject to regulation by the Financial Conduct Authority;
and State Street Bank International GmbH, London Branch, authorised by Deutsche Bundesbank and the
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and Prudential Regulation Authority.
© 2017 State Street Corporation - All rights reserved.

statestreet.com/securitiesfinance

ISF SURVEY
G1 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

BNY Mellon

928.42

1

State Street

2

State Street

912.42

2

BNY Mellon

785.81
774.83

3

Citi

670.67

3

Citi

580.49

4

RBC Investor & Treasury Services

522.17

4

RBC Investor & Treasury Services

430.43

5

UBS Switzerland

458.50

5

UBS Switzerland

371.18

6

Blackrock

350.89

6

Blackrock

304.93

G1 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

BNY Mellon

Score

Rank

447.33

1

Score
BNY Mellon

377.08

2

State Street

383.17

2

State Street

328.31

3

RBC Investor & Treasury Services

259.00

3

RBC Investor & Treasury Services

219.76

4

Citi

193.00

4

Citi

157.35

5

Blackrock

158.00

5

Blackrock

132.37

6

Goldman Sachs Agency Lending

135.17

6

Goldman Sachs Agency Lending

115.10

G1 LENDERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

330.58

1

State Street

Score

1

State Street

284.55

2

BNY Mellon

315.25

2

BNY Mellon

261.49

3

Citi

265.67

3

Citi

240.71

4

UBS Switzerland

250.17

4

UBS Switzerland

201.28

5

RBC Investor & Treasury Services

215.17

5

RBC Investor & Treasury Services

173.14

6

Blackrock

118.72

6

Blackrock

107.36

G1 LENDERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Citi

212.00

1

Citi

182.44

2

State Street

198.67

2

State Street

172.95

3

BNY Mellon

165.83

3

BNY Mellon

136.26

4

UBS Switzerland

96.33

4

UBS Switzerland

75.12

5

Goldman Sachs Agency Lending

80.83

5

Goldman Sachs Agency Lending

65.72

6

Blackrock

74.17

6

Blackrock

65.19

G1 LENDERS RATED BY G1 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank
1

BNY Mellon

648.04

Score

629.96

1

BNY Mellon

771.67

2

State Street

730.33

2

State Street

3

Citi

515.67

3

Citi

447.62

4

RBC Investor & Treasury Services

394.67

4

RBC Investor & Treasury Services

322.25

5

UBS Switzerland

317.00

5

UBS Switzerland

254.57

6

Blackrock

268.06

6

Blackrock

233.46

the runner-up in all three operations
sub-categories: dividend collection,
trade matching and trading connectivity.
BNY Mellon was the global winner of the survey according to the unweighted methodology, where all categories were give equal importance. It
was the runner-up under the weighted
methodology. Its outstanding global
performance was a repetition of its
achievement of 2016. BNY Mellon
was the winner in the Americas, runner-up in Emea and third-placed in
Asia Pacific.
When only G1 borrower responses were considered BNY Mellon was
the global winner, this time according
to both methodologies. It replicated this feat in the Americas and was
runner-up in Emea and third-placed in
Asia Pacific. When only G2 borrower
responses were considered, globally it
was runner-up unweighted and thirdplaced weighted – and it was the winner in the Americas.
BNY Mellon was the global winner
for two of the categories: relationship
management and overall operations. It
was runner-up for the remaining four
categories. It also achieved the top
scores for each of the sub-categories
of dividend collection, trade matching
and trading connectivity. BNY Mellon
achieved a clean sweep of winning
scores in the category tables for the
Americas.
Citi achieved third positions globally,
according to both methodologies. Its
best region was Asia Pacific, where it
was the winner. It also took third places in Emea and fourth in the Americas.
When only the responses of the G1
borrowers were considered, Citi was
again in third places globally. Again,
this was supported by winning scores
in Asia Pacific, third places in Emea

G1 LENDERS RATED BY G1 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

BNY Mellon

361.67

1

BNY Mellon

307.05

2

State Street

307.67

2

State Street

263.81

3

RBC Investor & Treasury Services

224.00

3

RBC Investor & Treasury Services

188.49

4

Citi

143.67

4

Citi

117.24

5

Blackrock

128.00

5

Blackrock

106.62

6

Goldman Sachs Agency Lending

109.33

6

Goldman Sachs Agency Lending

93.12
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G1 LENDERS:
MOST INNOVATIVE
UBS Switzerland

G1 LENDERS RATED BY G1 BORROWERS: EMEA

and fourth in the Americas.
G2 borrowers rated Citi slightly
better, giving it a runner-up position
according to the weighted methodology and replicating its third-place
for unweighted. Its best region was
again Asia Pacific, where it was the
runner-up, and achieved third-place
scores in the Americas and Emea.
Citi achieved third position for five
of the six categories (and fourth for
the remaining one, collateral funding).
It was also third for the operations
sub-categories of dividend collection
and trading connectivity.
RBC Investor & Treasury Services
(RBC I&TS) achieved fourth places
globally. Its best region was its home
market of the Americas, where it
placed third. It also took fifth position
in Emea.
One highlight was the second positions it received from G2 borrowers in
Emea. For this group of respondents it
was also fifth globally and fourth in the
Americas. G1 borrowers ranked RBC
I&TS fourth globally, third in the Americas and fifth in Emea.
The best category for RBC I&TS
globally was collateral funding, where
it achieved third place. It achieved a
top-five position in every single category and operations sub-category, including third position for trade matching.
UBS Switzerland took fifth place
globally, weighted and unweighted. Its
best regions were its home market of
Emea and Asia Pacific, where it took
fourth places. Its outstanding achievement was being judged to be the most
innovative G1 lender.
It was also considered to be the top
equity lender in Emea by G2 borrowers, a group that awarded UBS fourth
place globally. G1 borrowers placed
UBS fifth globally as well as fourth in
Asia Pacific and fifth in Emea.
UBS achieved top-five positions
globally in five categories (the exception being breadth of supply) and all of
the operations sub-categories.
BlackRock completed the top-six roll
of honour globally. It was also in the
top-tables for every region, including
fifth places for the Americas.
w w w.glob alinvestorgroup.c om

UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

State Street

256.00

1

State Street

220.08

2

BNY Mellon

247.67

2

BNY Mellon

206.62

3

Citi

187.33

3

Citi

172.85

4

UBS Switzerland

142.67

4

UBS Switzerland

113.33

5

RBC Investor & Treasury Services

129.67

5

RBC Investor & Treasury Services

102.47

6

Blackrock

90.72

6

Blackrock

83.69

G1 LENDERS RATED BY G1 BORROWERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Citi

184.67

1

Citi

157.53

2

State Street

166.67

2

State Street

146.06

3

BNY Mellon

162.33

3

BNY Mellon

134.37

4

UBS Switzerland

85.33

4

UBS Switzerland

65.78

5

Goldman Sachs Agency Lending

80.00

5

Goldman Sachs Agency Lending

65.48

6

Brown Brothers Harriman

72.33

6

Brown Brothers Harriman

64.21

G1 LENDERS RATED BY G2 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

State Street

182.08

1

State Street

155.85

2

BNY Mellon

156.75

2

Citi

132.87

3

Citi

155.00

3

BNY Mellon

126.79

4

UBS Switzerland

141.50

4

UBS Switzerland

116.61

5

RBC Investor & Treasury Services

127.50

5

RBC Investor & Treasury Services

108.18

6

Blackrock

82.83

6

Blackrock

71.47

G1 LENDERS RATED BY G2 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

BNY Mellon

85.67

1

BNY Mellon

70.03

2

State Street

75.50

2

State Street

64.50

3

Citi

49.33

3

Citi

40.10

4

RBC Investor & Treasury Services

35.00

4

RBC Investor & Treasury Services

31.27

5

Northern Trust

32.00

5

Blackrock

25.75

6

Blackrock

30.00

6

JPMorgan

23.26

G1 LENDERS RATED BY G2 BORROWERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

UBS Switzerland

107.50

1

UBS Switzerland

87.95

2

RBC Investor & Treasury Services

85.50

2

RBC Investor & Treasury Services

70.67

3

Citi

78.33

3

Citi

67.86

4

State Street

74.58

4

State Street

64.47

5

BNY Mellon

67.58

5

BNY Mellon

54.87

6

BNP Paribas Securities Services Agency Lending

59.83

6

BNP Paribas Securities Services Agency Lending

50.11

G1 LENDERS RATED BY G2 BORROWERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

State Street

32.00

1

State Street

26.88

2

Citi

27.33

2

Citi

24.91

3

Blackrock

24.83

3

Blackrock

22.05

4

Northern Trust

12.50

4

Northern Trust

10.78

5

UBS Switzerland

11.00

5

UBS Switzerland

9.34

6

HSBC Agent Lender

9.50

6

HSBC Agent Lender

8.12
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BlackRock repeated its achievement among G1 borrowers globally,
and for the Americas and Asia Pacific. G2 borrowers ranked BlackRock in
third place in Asia Pacific. It was also
in the top-six globally and in the Americas, where it was fifth placed weighted.
Goldman Sachs Agency Lending

achieved fifth places in Asia Pacific
and sixth places in the Americas. Likewise, G1 borrowers awarded it fifth
places in Asia Pacific and sixth positions in the Americas.
A handful of other G1 equity lenders
also achieved success in certain areas.
Brown Brothers Harriman achieved
sixth spot in Asia Pacific from G1 bor-

rower respondents. Northern Trust
took fourth positions in Asia Pacific
and fifth position in the Americas unweighted based on the rankings of G2
borrowers. BNP Paribas was the sixth
highest rated in Emea by G2 borrowers. HSBC achieved sixth positions in
Asia Pacific based on the ratings of G2
borrowers.

G1 lenders service categories
BREADTH OF SUPPLY

COLLATERAL FUNDING

GLOBAL

GLOBAL

Rank

Score

Rank

167.50

1

RELATIONSHIP MANAGEMENT
GLOBAL
Score

Rank

State Street

165.00

1

BNY Mellon

177.00

Score

1

State Street

2

BNY Mellon

155.50

2

BNY Mellon

154.00

2

State Street

143.50

3

Citi

132.00

3

RBC Investor & Treasury Services

108.50

3

Citi

112.00

4=

Blackrock

73.50

4

Citi

106.00

4

RBC Investor & Treasury Services

79.50

4=

RBC Investor & Treasury Services

73.50

5

UBS Switzerland

88.75

5

UBS Switzerland

70.50

AMERICAS

AMERICAS

Rank

AMERICAS

Score

Rank

Score

Rank

1

BNY Mellon

77.00

1

BNY Mellon

75.00

1

BNY Mellon

82.50

2

State Street

71.00

2

State Street

66.50

2

State Street

58.50

EMEA

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

1

State Street

59.50

1

State Street

61.50

1

BNY Mellon

56.00

2

Citi

57.00

2

BNY Mellon

54.00

2

State Street

53.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

Rank

Score

ASIA PACIFIC
Score

Rank

Score

1

Citi

42.50

1

State Street

37.00

1

BNY Mellon

38.50

2

State Street

37.00

2

Citi

34.00

2

Citi

32.50

STABILITY OF SUPPLY

TRADING CAPABILITY

GLOBAL

GLOBAL

Rank

Score

Rank

OVERALL OPERATIONS
GLOBAL
Score

Rank

Score

1

State Street

156.25

1

State Street

154.00

1

BNY Mellon

425.00

2

BNY Mellon

155.00

2

BNY Mellon

145.25

2

State Street

378.50

3

Citi

117.50

3

Citi

107.00

3

Citi

288.50

4

RBC Investor & Treasury Services

88.50

4

RBC Investor & Treasury Services

87.00

4

RBC Investor & Treasury Services

255.50

5

UBS Switzerland

69.75

5

UBS Switzerland

80.00

5

UBS Switzerland

250.50

AMERICAS

AMERICAS

Rank

Score

Rank
1
2

1

BNY Mellon

75.50

2

State Street

63.00

EMEA

AMERICAS
Score

Rank

BNY Mellon

72.00

1

BNY Mellon

196.00

State Street

68.00

2

State Street

168.50

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

1

Citi

56.50

1

State Street

60.50

1

BNY Mellon

156.00

2

State Street

53.75

2

BNY Mellon

49.25

2

UBS Switzerland

150.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

State Street

39.50

1

Citi

40.00

1

Citi

93.00

2

Citi

32.00

2

State Street

25.50

2

State Street

84.50
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Score

OPERATIONS: DIVIDEND COLLECTION

OPERATIONS: TRADE MATCHING

GLOBAL

GLOBAL

Rank

Score

Rank

143.00

1

OPERATIONS: TRADING CONNECTIVITY
GLOBAL
Score

Rank

BNY Mellon

137.50

1

BNY Mellon

144.50

Score

124.50

1

BNY Mellon

2

State Street

121.00

2

State Street

133.00

2

State Street

3

Citi

105.50

3=

RBC Investor & Treasury Services

95.00

3

Citi

88.50

4

UBS Switzerland

77.00

3=

UBS Switzerland

95.00

4

RBC Investor & Treasury Services

85.00

5

RBC Investor & Treasury Services

75.50

5

Citi

94.50

5

UBS Switzerland

78.50

AMERICAS

AMERICAS

Rank

AMERICAS

Score

Rank

Score

Rank

1

BNY Mellon

64.00

1

BNY Mellon

65.50

1

BNY Mellon

66.50

2

State Street

50.50

2

State Street

60.50

2

State Street

57.50

EMEA

EMEA

Rank

Score

Rank

Score

EMEA
Score

Rank

Score

1

BNY Mellon

53.00

1

UBS Switzerland

56.00

1

BNY Mellon

55.00

2

UBS Switzerland

46.00

2

RBC Investor & Treasury Services

53.50

2

UBS Switzerland

48.50

ASIA PACIFIC

ASIA PACIFIC

Rank

ASIA PACIFIC

Score

Rank

Score

Rank

1

Citi

30.50

1

Citi

33.00

1

Citi

Score
29.50

2

State Street

30.00

2

State Street

27.50

2

State Street

27.00

You have a
global perspective
on opportunity.
We’re fluent in global finance.

As a leader in global prime finance, we offer strong
securities lending capabilities, a balance sheet you can
count on, and a stable platform for synthetic financing.
For the international reach you need to achieve your
financial goals, look to BMO Capital Markets.
BMO Capital Markets is a trade name used by BMO Financial Group for the wholesale banking businesses of Bank of Montreal, BMO Harris Bank N.A. (member FDIC), Bank of Montreal Ireland
p.l.c, and Bank of Montreal (China) Co. Ltd and the institutional broker dealer businesses of BMO Capital Markets Corp. (Member SIPC) in the U.S., BMO Nesbitt Burns Inc. (Member Investment
Industry Regulatory Organization of Canada and Member Canadian Investor Protection Fund) in Canada and Asia and BMO Capital Markets Limited (authorised and regulated by the Financial
Conduct Authority) in Europe and Australia. “Nesbitt Burns” is a registered trademark of BMO Nesbitt Burns Inc., used under license. “BMO Capital Markets” is a trademark of Bank of
Montreal, used under license. “BMO (M-Bar roundel symbol)” is a registered trademark of Bank of Montreal, used under license. ® Registered trademark of Bank of Montreal in the United
States, Canada and elsewhere. ™ Trademark of Bank of Montreal in the United States and Canada.
02/16-2837
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G2 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

eSecLending

1

eSecLending

656.83

561.51

2

CACEIS Bank

321.00

2

CACEIS Bank

276.47

3

Amundi

267.83

3

Amundi

225.30

4

Nordea

261.83

4

Societe Generale Securities Services

216.32

5

Societe Generale Securities Services

259.33

5

Nordea

212.53

6

National Bank Financial

254.00

6

National Bank Financial

211.15

G2 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

eSecLending

Score

Rank

287.00

1

Score
eSecLending

239.11

2

National Bank Financial

171.67

2

National Bank Financial

142.59

3

BMO Global Asset Management

148.33

3

BMO Global Asset Management

124.72

4

CACEIS Bank

85.67

4

CACEIS Bank

74.66

5

Natixis

82.00

5

Natixis

68.00

6

Candriam

71.00

6

Candriam

61.65

G2 LENDERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

273.33

1

eSecLending

240.64

Score

1

eSecLending

2

CACEIS Bank

211.33

2

CACEIS Bank

180.51

3

Nordea

200.83

3

Amundi

162.78

4

Amundi

192.17

4

Nordea

161.76

5

Societe Generale Securities Services

170.33

5

Societe Generale Securities Services

141.76

6

Candriam

166.25

6

Candriam

138.58

G2 LENDERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

eSecLending

96.50

1

eSecLending

81.76

2

DekaBank

35.00

2

DekaBank

28.05

3

Societe Generale Securities Services

27.00

3

Societe Generale Securities Services

23.99

4

Amundi

25.00

4

CACEIS Bank

21.30

5

CACEIS Bank

24.00

5

Amundi

18.97

6

Mitsubishi UFJ Trust Int

14.50

6

Mitsubishi UFJ Trust Int

11.12

G2 LENDERS RATED BY G1 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

eSecLending

556.33

1

eSecLending

476.78

2

CACEIS Bank

248.67

2

CACEIS Bank

214.56

3

Nordea

237.50

3

Nordea

190.12

4

Candriam

208.33

4

Candriam

175.30

5

Amundi

202.67

5

Amundi

168.80

6

Societe Generale Securities Services

196.00

6

Societe Generale Securities Services

162.60

G2 LENDERS RATED BY G1 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

Score

Rank

eSecLending

245.00

1

eSecLending

204.11

Score

2

National Bank Financial

124.67

2

National Bank Financial

105.59

3

BMO Global Asset Management

90.33

3

CACEIS Bank

74.66

4

CACEIS Bank

85.67

4

BMO Global Asset Management

74.22

5

Candriam

71.00

5

Candriam

61.65

6

Natixis

64.00

6

Mitsubishi UFJ Trust Int

53.55
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G2 EQUITY LENDERS
eSecLending was the outright winner of the G2 lenders section of the
survey, securing the top spot globally
in a dominant display. Its competitors
appear unlikely to make up the gap
anytime soon – it was also considered
to be the most innovate lender in its
group.
In truth, it was not a close contest.
Globally, eSeclending achieved more
than double the score of its nearest
rival according to both methodologies.
It was also a clean sweep across every
region.
When the responses of only G1
lenders were considered eSecLending was again the undisputed winner
across all regions. When only G2 lenders responses were considered eSecLending was again the winner globally and for Asia Pacific, while it came
third in the Americas and fifth in Emea.
In the categories, eSecLending unsurprisingly did extremely well. It was
the winner of every category and operations sub-category globally. Astonishingly, it was also the winner for every
category and sub-category in every
region – except relationship management in Emea. It was a truly dominant
performance.
CACEIS Bank was the runner-up G2
lender globally. Its best region was its
home market of Emea, where it came
second. It placed fourth in the Americas and in Asia Pacific fourth weighted
and fifth unweighted.
G1 borrowers also rated it the runner up globally. In Emea it was rated
third and in the Americas it was rated
third weighted and fourth unweighted. In Asia Pacific it was rated fourth
weighted and fifth weighted. G2 borrowers rated Caceis fourth globally. Its
best result was becoming the winner
of G2 equity lenders by G2 borrowers
in Emea.
In the categories CACEIS was a
strong performer globally in a series
of areas. It was runner-up for breadth
of supply, collateral funding, stability of
supply and trading capability. It was in
the top-five for the other two categories and two of the three operations
sub-categories.

G2 LENDERS RATED BY G1 BORROWERS: EMEA

Amundi was the third-highest rated G2 equity lender globally. Its best
region was its home one of Emea,
where it was third weighted and fourth
unweighted. In Asia Pacific it was
fourth unweighted and fifth weighted.
G1 borrowers rated Amundi fifth
globally as well as fifth in Emea. It’s
best region was Asia Pacific with
fourth unweighted and fifth weighted.
G2 borrowers rated it sixth globally;
its performance was much stronger in
Emea, where it secured the runner-up
spot.
Amundi was recognised for areas
of excellence in the categories, where
globally it achieved third places for
breadth of supply, overall operations
and (jointly) stability of supply, as well
as fifth places for collateral funding
and (jointly) trading capability. In the
operations sub-categories it took the
runner-up spot for trading connectivity
and was in the top five for the other
two.
Nordea was the fourth-highest rated G2 equity lender globally unweighted and fifth weighted. Its best region
was Emea where it took third position
unweighted and fourth spot weighted.
G1 borrowers rated Nordea the
third-best lender globally; its best performance was its G1 runner-up spot in
Emea.
In the global categories Nordea
achieved runner-up spot for relationship management, third place for collateral funding and (jointly) stability of
supply and fourth for overall operations, which was built on a third place
for trade matching and fifth for trading
connectivity. It also won relationship
management in Emea.
Societe Generale Securities Services (SGSS) was the fourth-highest
rated G2 equity lender weighted and
fifth-highest unweighted. Its best
region was Asia Pacific, where it

UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

eSecLending

Score

Rank

232.33

1

Score
eSecLending

206.52
146.15

2

Nordea

182.50

2

Nordea

3

CACEIS Bank

139.00

3

CACEIS Bank

118.60

4

Candriam

128.33

4

Candriam

106.34

5

Amundi

127.00

5

Amundi

106.28

6

Societe Generale Securities Services

107.00

6

Societe Generale Securities Services

88.04

G2 LENDERS RATED BY G1 BORROWERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

eSecLending

79.00

1

eSecLending

66.15

2

DekaBank

35.00

2

DekaBank

28.05

3

Societe Generale Securities Services

27.00

3

Societe Generale Securities Services

23.99

4

Amundi

25.00

4

CACEIS Bank

21.30

5

CACEIS Bank

24.00

5

Amundi

18.97

6

Mitsubishi UFJ Trust Int

11.00

6

Mitsubishi UFJ Trust Int

9.23

G2 LENDERS RATED BY G2 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

eSecLending

100.50

1

eSecLending

84.73

2

BMO Global Asset Management

96.11

2

BMO Global Asset Management

82.42

3

National Bank Financial

81.33

3

National Bank Financial

65.56

4

CACEIS Bank

72.33

4

CACEIS Bank

61.91

5

Natixis

67.67

5

Natixis

57.21

6

Amundi

65.17

6

Amundi

56.50

G2 LENDERS RATED BY G2 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

BMO Global Asset Management

58.00

1

BMO Global Asset Management

2

National Bank Financial

47.00

2

National Bank Financial

50.50
37.00

3

eSecLending

42.00

3

eSecLending

35.00

4

Natixis

18.00

4

Natixis

15.00

G2 LENDERS RATED BY G2 BORROWERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

CACEIS Bank

72.33

1

CACEIS Bank

61.91

2

Amundi

65.17

2

Amundi

56.50

3

Societe Generale Securities Services

63.33

3

Societe Generale Securities Services

53.72

4

Natixis

42.17

4

Mitsubishi UFJ Trust Int

34.58

5

eSecLending

41.00

5

eSecLending

34.13

6

Mitsubishi UFJ Trust Int

40.67

6

Natixis

33.71

G2 LENDERS RATED BY G2 BORROWERS: ASIA PACIFIC

G2 LENDERS:
MOST INNOVATIVE
eSecLending
w w w.glob alinvestorgroup.c om

UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

eSecLending

17.50

1

2

Aviva

9.00

3

Natixis

7.50

4

Nordea

5

Mitsubishi UFJ Trust Int

1

Score
eSecLending

15.61

2

Aviva

10.20

3

Natixis

8.50

6.00

4

Nordea

6.80

3.50

5

Mitsubishi UFJ Trust Int

1.89
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achieved third and it was rated fifth in
Emea.
SGSS completed the top six for
G1 borrower respondents, which it
repeated in Emea, while its best performance was in Asia Pacific, where it
finished third. G2 borrowers ranked it
third in Emea.
SGSS achieved its best global cat-

egory score for overall operations
where it finished runner-up, based on
second-place finishes for dividend collection and trade matching and third
for trading connectivity. It was fourth
for breadth of supply and trading capability, and fifth for stability of supply
National Bank Financial rounded
out the top six G2 lenders globally. Its

BREADTH OF SUPPLY

COLLATERAL FUNDING

RELATIONSHIP MANAGEMENT

GLOBAL

GLOBAL

G2 lenders
service categories
Rank

GLOBAL

Score

Rank

125.00

1

eSecLending

Score

Rank

96.00

1

Score

1

eSecLending

2

CACEIS Bank

57.50

2

CACEIS Bank

59.00

2

Nordea

51.00

3

Amundi

48.00

3

Nordea

49.00

3

CACEIS Bank

49.50

4

Societe Generale Securities Services

45.00

4

National Bank Financial

48.50

4

Candriam

45.50

5

Candriam

41.00

5

Amundi

45.50

5

National Bank Financial

44.50

AMERICAS

AMERICAS

Rank

eSecLending

100.00

AMERICAS

Score

Rank

Score

Rank

1

eSecLending

49.00

1

eSecLending

44.00

1

eSecLending

49.00

2

National Bank Financial

27.00

2

National Bank Financial

31.00

2

National Bank Financial

32.00

EMEA

EMEA

Rank

EMEA

Score

Rank

1

eSecLending

58.50

1

eSecLending

2

CACEIS Bank

36.50

2=
2=

ASIA PACIFIC

Score

Rank

39.50

1

Nordea

41.00

CACEIS Bank

38.00

2

eSecLending

37.00

Nordea

38.00

ASIA PACIFIC

Rank

Score

Rank

Score

Score

ASIA PACIFIC
Score

Rank

Score

1

eSecLending

17.50

1

eSecLending

12.50

1

eSecLending

14.00

2

Societe Generale Securities Services

6.00

2

DekaBank

7.00

2

DekaBank

6.00

STABILITY OF SUPPLY

TRADING CAPABILITY

OVERALL OPERATIONS

GLOBAL

GLOBAL

GLOBAL

Rank
1

eSecLending

Score

Rank

115.50

1

eSecLending

Score

Rank

111.00

1

eSecLending

328.00

Score

2

CACEIS Bank

53.00

2

CACEIS Bank

60.00

2

Societe Generale Securities Services

143.50

3=

Amundi

44.00

3

Candriam

45.00

3

Amundi

131.50

3=

Nordea

44.00

4

Societe Generale Securities Services

44.00

4

Nordea

127.00

5

Societe Generale Securities Services

43.50

5=

Amundi

42.50

5

CACEIS Bank

126.00

5=

National Bank Financial

42.50

AMERICAS

AMERICAS

Rank

Score

Rank
1
2

1

eSecLending

48.00

2

National Bank Financial

27.00

EMEA

AMERICAS
Score

Rank

eSecLending

48.00

1

eSecLending

147.00

National Bank Financial

30.00

2

BMO Global Asset Management

74.50

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

1

eSecLending

50.00

1

eSecLending

45.50

1

eSecLending

128.50

2

CACEIS Bank

35.00

2

CACEIS Bank

40.00

2

Nordea

97.00

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

eSecLending

17.50

1

eSecLending

17.50

1

eSecLending

52.50

2

DekaBank

6.00

2

DekaBank

6.00

2

DekaBank

18.00
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best region was the Americas, where
it secured the runner-up spot. G1 borrowers also ranked it second place in
the Americas. Likewise, G2 borrowers
rated it second in the Americas, which
helped it achieve third globally.
National Bank Financial took top-five
positions in the global category tables
of collateral funding (fourth), relationship management and trading capability.
Candriam completed the top-six G2
lenders in the Americas and in Emea.
G1 borrowers rated it fourth globally,
including fourth in Emea and fifth in
the Americas. It appeared in the top
five for the categories of trading capa-

bility (third), relationship management
(fourth) and breadth of supply.
BMO Global Asset Management
was the third-highest place G2 lender
in the Americas. G1 borrowers rated
it third in the Americas unweighted
and fourth weighted. G2 borrowers
rated it runner-up globally and its best
performance was its winning positions among these respondents in the
Americas. It also achieved a top-five
finish for trade matching.
DekaBank achieved the runner-up
G2 equity lender position in Asia Pacific. G1 borrowers also rated it second
in the region.
Natixis was the fifth highest-rated

OPERATIONS: DIVIDEND COLLECTION

OPERATIONS: TRADE MATCHING

GLOBAL

GLOBAL

Rank

Score

Rank

108.50

1

G2 lender in the Americas. G1 borrowers rated it sixth in the Americas unweighted. G2 borrowers rated it fifth
globally, built on third positions in Asia
Pacific, fourth in the Americas and
sixth in Emea weighted. Natixis also
took third position for dividend collection.
Mitsubishi UFJ Trust International rounded out the G2 lenders winners
table in Asia Pacific. G1 borrowers
rated it sixth in Asia Pacific and in the
Americas weighted. G2 borrowers rated it fourth weighted and sixth weighted in Emea; and fifth in Asia Pacific.
G2 borrowers rated Aviva the runner-up G2 lender in Asia Pacific.
OPERATIONS: TRADING CONNECTIVITY
GLOBAL

Score

Rank

eSecLending

106.00

1

Score

1

eSecLending

2

Societe Generale Securities Services

49.50

2

Societe Generale Securities Services

48.00

2

Amundi

47.50

3

Natixis

45.00

3

Nordea

44.00

3

Societe Generale Securities Services

46.00

4

CACEIS Bank

42.50

4

Amundi

42.50

4

CACEIS Bank

43.50

5

Amundi

41.50

5

BMO Global Asset Management

42.00

5

Nordea

42.50

AMERICAS

AMERICAS

Rank

eSecLending

113.50

AMERICAS

Score

Rank

Score

Rank

1

eSecLending

49.00

1

eSecLending

49.00

1

eSecLending

49.00

2

BMO Global Asset Management

24.50

2

BMO Global Asset Management

29.50

2

National Bank Financial

24.00

EMEA

EMEA

Rank

Score

Rank

Score

EMEA
Score

Rank

Score

1

eSecLending

42.00

1

eSecLending

39.50

1

eSecLending

47.00

2

Amundi

31.50

2

Nordea

34.00

2=

Amundi

32.50

2=

Nordea

32.50

2=

Societe Generale Securities Services

32.50

ASIA PACIFIC

ASIA PACIFIC

Rank

ASIA PACIFIC

Score

Rank

Score

Rank

1

eSecLending

17.50

1

eSecLending

17.50

1

eSecLending

17.50

2

DekaBank

6.00

2

DekaBank

6.00

2

DekaBank

6.00
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THOUGHT LEADERS

In Canada and abroad,

REGULATION
continues to steer
supply and demand
Donato D’Eramo, Managing Director,
Securities Finance at RBC Investor &
Treasury Services in Toronto speaks about
the shifting tides of supply and demand,
as well as the rise in non-cash collateral

Tell us about the types of clients
collateral upgrades – as well as for fiing demand to borrow fixed income
you serve and what they look for in
nancing liquidity needs more broadly.
assets in recent years as the need for
a securities lending programme.
Another regulatory and market conhigh-quality liquid assets (HQLA) inAs a securities lending agent, we
cern is the emergence of central councreases. Today, fixed income to equity
act on behalf of beneficial owners that
terparties (CCPs) and the growing
represents a 60-40 split compared to
come from a diverse set of countries,
importance of collateral structures as
50-50 a few years ago.
regions and investment structures –
part of the overall risk management
including pension plans, asset managframework. In discussions with borWhat influence has regulation had
ers, insurance companies and central
rowers, I don’t think the infrastructure
on demand for securities lending?
The story continues to be about
banks – that adhere to different regucurrently exists to make this a viable
growing demand for HQLA as reglatory regimes.
option on a significant scale. Collaterulation increases the importance of
They each have specific criteria
al structures – such as pledge against
these assets to various types of particboth internally, in terms of return and
title transfer – remain an important
ipants. Regulations such as longevity
risk, and externally from a regulatory
consideration for clients, including the
risk transfer (LRT) and the net stable
perspective. We look to engage with
potential to provide material benefit
funding ratio (NSFR) are likely to push
them, understand their objectives and
for borrowers when it comes to risk
demand in specific areas – such as for
deliver tailored securities finance proweighted assets (RWA). But in general
grammes.
this has not manifested
As an agent for our
as a major force.
clients, we are also
In Canada, the Office
In any securities lending
connected to an exof the Superintendent
programme, it is important for
tensive network of
of Financial Institutions
borrowers from vari(OSFI), for example,
beneficial owners to discuss the range of
ous jurisdictions globallows pension plans
non-cash collateral with their provider
ally. Here we have
and insurance compacertainly seen grownies to accept equities
78
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It is good practice for any
client to understand the
approach to indemnification
offered in a securities lending
programme

as collateral. However, the regulations
governing Canadian mutual funds –
as stipulated by National Instrument
81-102 – preclude the acceptance
of equity collateral. In the interest of
investor protection, the unintended
consequence is that mutual funds are
unable to meet current demand for
one to three-month term transactions
where equity collateral is a factor.
We have also seen unintended consequences associated with regulation introduced following the financial
crisis. One example in Europe is the
UCITS rules that prevent funds from
transacting in term trades longer than
seven days.
As regulation increases the importance of holding HQLA – to meet capital and liquidity requirements – and
pushes demand for term trades, we
see benefits in allowing participants
such as mutual funds to help close the
gap between supply and demand.
To what extent is non-cash collatw w w.glob alinvestorgroup.c om

eral growing in popularity?
In the US, cash collateral continues
to be the largest section of the market and I believe that it will continue
to play an important role. That said, its
influence is decreasing as non-cash
transactions gain ground. This may recently have been helped by the more
conciliatory tone from US regulators
– although structurally the trend predates this.
In any securities lending programme,
it is important for beneficial owners to
discuss the range of non-cash collateral with their provider in order to stay
at the forefront of market demands as
they evolve.
How do you demonstrate the value of securities lending to new entrants?
First, there are firms with long-term liabilities – pension funds and insurance
companies, for example – which are
well stocked with long-dated HQLA
and wish to remain invested in these

assets. If they are prepared to consider term trades at the asset class level,
new entrants can look for programmes
that substitute assets within the portfolio as market opportunities change.
Increasingly, a more popular route is
for clients to lend on an opportunistic
basis, with a particular transaction in
mind. For one-off transactions, where
the economics are clear, simple and
confined, it is often easier to see the
value. Moreover, the time to market is
faster than the process of agreeing to
guidelines for a general programme.
One-off transactions may also be an
effective gateway for clients to enter
the securities lending market and become more involved in this sphere and
may over time shift to a more comprehensive programme.
Is indemnification important to
new entrants?
The question of indemnification has
become particularly prominent for clients over the last two years. They are
keen to understand why we are offering the indemnification, what it covers
and what this means to them.
It is good practice for any client to
understand the approach to indemnification offered in a securities lending
programme. Insofar as permitted by
the regulatory constraints that govern
clients’ acceptable collateral, we generally discuss the full suite of our offer
and have found that the scope of the
indemnification is typically more important to clients than the discussion
around price.
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G1 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

Morgan Stanley

Score

Rank

803.17

1

Score
Morgan Stanley

687.81

2

UBS

701.50

2

UBS

607.15

3

Bank of America Merrill Lynch

686.58

3

Bank of America Merrill Lynch

576.30

4

Goldman Sachs

625.00

4

Goldman Sachs

531.77

5

Citi

592.08

5

Citi

482.81

6

BNP Paribas

319.17

6

BNP Paribas

265.04

G1 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Citi

231.00

1

2

UBS

226.50

3

Morgan Stanley

225.83

4

Bank of America Merrill Lynch

224.83

5

Goldman Sachs

6

BNP Paribas

1

Score
Morgan Stanley

193.10

2

UBS

193.04

3

Bank of America Merrill Lynch

192.77

4

Citi

191.87

214.50

5

Goldman Sachs

185.99

131.00

6

BNP Paribas

107.82

G1 BORROWERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Morgan Stanley

319.17

1

2

UBS

286.00

3

Bank of America Merrill Lynch

280.08

4

Goldman Sachs

5
6

1

Score
Morgan Stanley

273.44

2

UBS

252.43

3

Bank of America Merrill Lynch

232.26

246.17

4

Goldman Sachs

210.84

Citi

227.83

5

Citi

187.78

JPMorgan

132.83

6

JPMorgan

112.53

G1 BORROWERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Morgan Stanley

258.17

1

2

UBS

189.00

3

Bank of America Merrill Lynch

181.67

4

Goldman Sachs

164.33

5

Citi

133.25

6

Credit Suisse

94.83

1

Score
Morgan Stanley

221.26

2

UBS

161.69

3

Bank of America Merrill Lynch

151.27

4

Goldman Sachs

134.94

5

Citi

103.17

6

Credit Suisse

82.84

G1 BORROWERS RATED BY G1 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Morgan Stanley

636.33

1

2

UBS

582.33

3

Bank of America Merrill Lynch

501.83

4

Goldman Sachs

5
6

1

Score
Morgan Stanley

545.52

2

UBS

505.40

3

Goldman Sachs

417.37

486.83

4

Bank of America Merrill Lynch

415.45

Citi

450.33

5

Citi

363.46

BNP Paribas

250.67

6

BNP Paribas

204.27

G1 BORROWERS RATED BY G1 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Morgan Stanley

184.17

1

Morgan Stanley

159.01

2

UBS

178.33

2

Goldman Sachs

153.56

3

Goldman Sachs

176.17

3

UBS

151.99

4

Bank of America Merrill Lynch

174.83

4

Bank of America Merrill Lynch

148.28

5

Citi

169.67

5

Citi

139.40

6

BMO Capital Markets

104.17

6

BMO Capital Markets

86.40

1
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G1 EQUITY BORROWERS
Morgan Stanley was the winner of
the G1 borrowers section of the ISF
survey. It was a comprehensive victory
with its global unweighted score more
than 100 points above its nearest competitor. It also won on the weighted
side by a very significant margin.
Morgan Stanley was also the winner
in 2016 according to both methodologies. And its position looks to be secure for the future – it was also judged
to be the most innovative G1 borrower.
Morgan Stanley was also the highest-rated G1 borrower in Emea and
Asia Pacific. It was top-rated in the
Americas weighted and third-place unweighted.
When only G1 lenders’ responses
were taken into consideration, Morgan
Stanley remained the global winner,
as well as securing the top spots in
the Americas and Asia Pacific. It also
took the runner-up spots in Emea.
G2 lenders rated Morgan Stanley the
runner-up globally. It received the top
prize in Emea, third in Asia Pacific and
fourth in the Americas.
In line with its winning global score,
Morgan Stanley did excellently in the
category tables. It was the global winner in every one of these tables except
operations, where it came second but
did win the operations sub-category of
trading connectivity and was in the top
four for the other two.
UBS was the second highest rated
G1 borrower globally. It was also the
runner-up in the Americas, Emea and
Asia Pacific.
When only G1 lenders responses
were considered, UBS was again the
runner-up globally. Among these larger respondents it received top stop in
Emea, runner-up spot in Asia Pacific
and the Americas unweighted and
third weighted.
When the views of only G2 lenders
were considered UBS did best in the
Americas, where it received third positions. It ranked fifth globally and in
Emea weighted, and sixth for Emea
unweighted.
In the category tables it took a global
victory in the operations sub-category
of dividend collection. It also received

G1 BORROWERS RATED BY G1 LENDERS: EMEA

four (one jointly) runner-up category
positions. It was in the top five for every category and operations sub-category.
Bank of America Merrill Lynch
(BAML) achieved third positions globally among G1 borrowers. It took third
positions in Emea and Asia Pacific,
while in its home market of the Americas it was third weighted and fourth
unweighted.
G1 lenders gave it the global third
position unweighted and fourth
weighted. Its best region among these
lenders was Emea, where it came
third, followed by Asia Pacific and the
Americas, where it came fourth. G2
lenders had an even more favourable
impression of BAML, where it topped
the global table. It repeated this feat
in Asia Pacific and took the runner-up
spots in the Americas and Emea.
BAML achieved the winning score
for overall operations. Within operations, it also took the top spot for the
sub-category of trade matching as well
as second for dividend collection and
third for trading connectivity. BAML
took the runner-up spot (jointly) for
trading capability and was in the top
four for every other category (including third for relationship management).
Goldman Sachs achieved fourth
positions globally. Its two best regions
were Emea and Asia Pacific where it
also secured fourth, while it was fifth
in the Americas.
Goldman Sachs did a little better
among G1 lender respondents. Globally, it achieved third weighted and
fourth unweighted. In the Americas it
took the runner-up spot weighted and
third-place unweighted. In Asia Pacific
it was third-placed and in Emea fourthplaced. G2 lenders rated Goldman
Sachs as fourth globally and for Asia
Pacific. It improved on this in Emea
with third place, while it achieved fifth

UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

UBS

232.33

1

2

Morgan Stanley

223.33

3

Bank of America Merrill Lynch

189.67

4

Goldman Sachs

5
6

1

205.99

2

Morgan Stanley

190.28

3

Bank of America Merrill Lynch

154.44

169.00

4

Goldman Sachs

147.18

Citi

167.67

5

Citi

138.14

HSBC Bank Plc

83.00

6

HSBC Bank Plc

69.31

G1 BORROWERS RATED BY G1 LENDERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

Morgan Stanley

Score

Rank

228.83

1
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Score
Morgan Stanley

196.23

2

UBS

171.67

2

UBS

147.42

3

Goldman Sachs

141.67

3

Goldman Sachs

116.62

4

Bank of America Merrill Lynch

137.33

4

Bank of America Merrill Lynch

112.73

5

Citi

113.00

5

Citi

85.91

6

BNP Paribas

67.67

6

BMO Capital Markets

58.04

G1 BORROWERS RATED BY G2 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Bank of America Merrill Lynch

184.75

1

Bank of America Merrill Lynch

160.85

2

Morgan Stanley

166.83

2

Morgan Stanley

142.29

3

Citi

141.75

3

Citi

119.35

4

Goldman Sachs

138.17

4

Goldman Sachs

114.40

5

UBS

119.17

5

UBS

101.75

6

JPMorgan

90.67

6

JPMorgan

73.79

G1 BORROWERS RATED BY G2 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Citi

61.33

1

Citi

52.47

2

Bank of America Merrill Lynch

50.00

2

Bank of America Merrill Lynch

44.49

3

UBS

48.17

3

UBS

41.05

4

Morgan Stanley

41.67

4

Morgan Stanley

34.09

5

Goldman Sachs

38.33

5

Goldman Sachs

32.43

6

JPMorgan

31.67

6

BNP Paribas

27.38

G1 BORROWERS RATED BY G2 LENDERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Morgan Stanley

95.83

1

Morgan Stanley

2

Bank of America Merrill Lynch

90.42

2

Bank of America Merrill Lynch

77.82

3

Goldman Sachs

77.17

3

Goldman Sachs

63.66

4

Citi

60.17

4

Citi

49.63

5

JPMorgan

54.50

5

UBS

46.44

6

UBS

53.67

6

JPMorgan

83.17

45.09

G1 BORROWERS RATED BY G2 LENDERS: ASIA PACIFIC
UNWEIGHTED

G1 BORROWERS:
MOST INNOVATIVE
Morgan Stanley

Score
UBS

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Bank of America Merrill Lynch

44.33

1

Bank of America Merrill Lynch

2

Credit Suisse

32.50

2

Credit Suisse

27.72

3

Morgan Stanley

29.33

3

Morgan Stanley

25.04

4

Goldman Sachs

22.67

4

Goldman Sachs

18.31

5

Barclays

21.25

5

Citi

17.26

6

Citi

20.25

6

Barclays

16.97
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in the Americas.
Goldman Sachs achieved a top-five
position in every category, with notable
strength in collateral funding, where it
was runner-up, and third places in both
breadth of demand and stability of demand. It also secured two top-five finishes in the operations sub-categories.
Citi achieved the fifth highest global
finish among G1 borrowers. It was also
fifth-placed in Emea and Asia Pacific.

Its standout result was its winning position for the Americas unweighted. It
was also fourth weighted in the region.
It fared best with G2 lenders, for
which Citi placed third. Again, its outstanding result was its winning positions in the Americas, which in this
case it won both unweighted and
weighted. In Emea it placed fourth
and in Asia Pacific fifth weighted and
sixth unweighted. G1 lenders rated Citi

BREADTH OF DEMAND

COLLATERAL FUNDING

RELATIONSHIP MANAGEMENT

GLOBAL

GLOBAL

G1 borrowers
service categories
Rank

GLOBAL

Score

Rank

Morgan Stanley

146.50

1

Morgan Stanley

2

UBS

122.50

2

3

Goldman Sachs

118.00

3

4

Bank of America Merrill Lynch

110.50

5

Citi

93.00

1

AMERICAS

Score

Rank

130.50

1

Goldman Sachs

121.00

2

UBS

127.83

Citi

105.75

3

Bank of America Merrill Lynch

125.50

4

Bank of America Merrill Lynch

98.25

4

Citi

93.50

5

UBS

96.50

5

Goldman Sachs

92.00

AMERICAS

Rank

Score
Morgan Stanley

134.50

AMERICAS

Score

Rank

Score

Rank

1

Morgan Stanley

43.00

1

Goldman Sachs

42.00

1

UBS

39.83

2

Goldman Sachs

41.50

2

Citi

40.00

2

Goldman Sachs

39.00

EMEA

EMEA

Rank

Score

Rank

Score

EMEA
Score

Rank

Score

1

Morgan Stanley

57.00

1

Morgan Stanley

49.00

1

Morgan Stanley

57.50

2

UBS

51.50

2

Goldman Sachs

45.00

2

Bank of America Merrill Lynch

55.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

Rank

ASIA PACIFIC
Score

Rank

Score

1

Morgan Stanley

46.50

1

Morgan Stanley

46.50

1

Morgan Stanley

45.00

2

UBS

32.00

2

Goldman Sachs

34.00

2

Bank of America Merrill Lynch

36.00

STABILITY OF DEMAND

TRADING CAPABILITY

GLOBAL

GLOBAL

Rank
1

Morgan Stanley

Score

Rank

142.50

1

OVERALL OPERATIONS
GLOBAL
Score

Rank

Morgan Stanley

141.50

1

Bank of America Merrill Lynch

356.50

Score

2

UBS

131.00

2=

Bank of America Merrill Lynch

121.50

2

Morgan Stanley

323.00

3

Goldman Sachs

115.50

2=

UBS

121.50

3

Citi

320.50

4

Bank of America Merrill Lynch

112.00

4

Goldman Sachs

102.50

4

UBS

306.50

5

Citi

92.00

5

Citi

101.00

5

Goldman Sachs

228.00

AMERICAS

AMERICAS

Rank

Score

Rank
1
2

1

UBS

43.00

2

Morgan Stanley

41.00

EMEA

AMERICAS
Score

Rank

Bank of America Merrill Lynch

47.50

1

Bank of America Merrill Lynch

121.00

Citi

44.00

2

Citi

109.50

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

1

UBS

58.00

1

Morgan Stanley

58.00

1

Bank of America Merrill Lynch

140.50

2

Morgan Stanley

54.50

2

UBS

48.50

2

Morgan Stanley

129.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

Morgan Stanley

47.00

1

Morgan Stanley

43.50

1

Bank of America Merrill Lynch

95.00

2

Bank of America Merrill Lynch

32.00

2

UBS

39.50

2

Morgan Stanley

89.00
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as the fifth-best borrower globally, as well as in every
region.
Citi secured a top-five global finish in every single
category and operations sub-category, which included third for both collateral funding and overall operations. Its best position was runner-up for the operations
sub-category of trading connectivity.
BNP Paribas rounded out the global top six G1 borrowers list. It was also in the top six in the Americas.
Likewise, G1 lenders rated it in the top-six globally,
as well as in Asia Pacific. G2 lenders in the Americas
awarded it a top six finish, weighted. Its best global category position was in the
operations sub-category
CATEGORY IMPORTANCE
of dividend collection.
Respondents to the equity borJPMorgan
achieved
rower survey considered the imtop-six positions in Emea.
portance of the categories in deIts best position was rescending order to be: breadth of
ceived from G2 lender redemand (all markets), stability of
spondents in Emea, where
demand, trading capability, relait ranked fifth unweighted.
tionship management operational
It also made the G2 lendefficiency and collateral funding
ers top six globally and in
capabilities.
the Americas unweighted
and Emea weighted.
Credit Suisse achieved top-six positions in Asia Pacific. Its best positions were provided by G2 lenders in
Asia Pacific, where it took the runner-up spots.
BMO Capital Markets achieved top-six positions
among G1 lenders in the Americas. HSBC took top-six
slots among G1 lender respondents in Emea. Barclays
made the top-six in Asia Pacific from G2 lender respondents, with its best position of fifth unweighted.
OPERATIONS: DIVIDEND COLLECTION

OPERATIONS: TRADE MATCHING

GLOBAL

GLOBAL

Rank

Score

Rank

120.00

1

OPERATIONS: TRADING CONNECTIVITY
GLOBAL
Score

Rank

Bank of America Merrill Lynch

124.50

1

Score

1

UBS

2

Bank of America Merrill Lynch

112.00

2

Morgan Stanley

105.50

2

Citi

127.00

3

Citi

103.50

3

Citi

90.00

3

Bank of America Merrill Lynch

120.00

4

Morgan Stanley

89.50

4

UBS

87.50

4

UBS

99.00

5

BNP Paribas

62.50

5

Goldman Sachs

85.50

5

Goldman Sachs

88.00

AMERICAS

AMERICAS

Rank

Morgan Stanley

128.00

AMERICAS

Score

Rank

Score

Rank

1

UBS

51.50

1

Bank of America Merrill Lynch

48.50

1

Citi

44.00

2

Citi

37.50

2

Morgan Stanley

41.50

2

Morgan Stanley

42.00

EMEA

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

1

Bank of America Merrill Lynch

48.50

1

Bank of America Merrill Lynch

46.00

1

Citi

50.00

2

UBS

45.50

2

Citi

43.00

2

Morgan Stanley

48.00

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

Rank

Score

ASIA PACIFIC
Score

Rank

Score

1

Bank of America Merrill Lynch

32.50

1

UBS

31.00

1

Morgan Stanley

38.00

2

Citi

32.00

2

Bank of America Merrill Lynch

30.00

2

UBS

34.50
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G2 BORROWERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Natixis

550.67

1

Natixis

462.15

2

Jefferies

494.00

2

Jefferies

409.16

3

ING

469.50

3

SEB

389.69

4

ABN AMRO

463.00

4

ABN AMRO

388.57

5

SEB

461.50

5

ING

381.95

6

State Street Principal

377.67

6

State Street Principal

319.16

G2 BORROWERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

Fidelity Prime Services

Score

Rank

209.58

1

Score
Fidelity Prime Services

184.94

2

ING

143.17

2

Wells Fargo

124.86

3

Wells Fargo

140.50

3

State Street Principal

118.89

4

State Street Principal

138.33

4

ING

112.26

5

Jefferies

130.00

5

Jefferies

104.90

6

ABN AMRO

126.00

6

ABN AMRO

104.24

G2 BORROWERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Natixis

305.83

1

2

Jefferies

284.67

2

Jefferies

237.27

3

ABN AMRO

258.67

3

ABN AMRO

218.62

4

ING

249.33

4

ING

205.96

5

SEB

212.83

5

SEB

179.22

6

State Street Principal

129.67

6

State Street Principal

108.30

1

Score
Natixis

257.63

G2 BORROWERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

141.00

1

SEB

121.18

Macquarie

135.50

2

Macquarie

114.45

Natixis

135.00

3

Natixis

113.18

4

State Street Principal

109.67

4

State Street Principal

91.97

5

Jefferies

79.33

5

Jefferies

66.99

6

ABN AMRO

78.33

6

ABN AMRO

65.71

1

SEB

2
3

Score

G2 BORROWERS RATED BY G1 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

SEB

418.83

1

SEB

354.21

2

ING

391.33

2

Natixis

315.63

3

Natixis

375.00

3

ING

315.27

4

Jefferies

370.33

4

Jefferies

304.40

5

ABN AMRO

334.00

5

ABN AMRO

278.04

6

State Street Principal

312.17

6

State Street Principal

261.83

G2 BORROWERS RATED BY G1 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Fidelity Prime Services

179.00

1

2

ING

134.67

3

State Street Principal

108.33

4

SEB

5

1

Score
Fidelity Prime Services

157.98

2

ING

105.39

3

State Street Principal

90.98

107.67

4

SEB

89.29

ABN AMRO

100.33

5

Wells Fargo

85.17

6=

Jefferies

96.00

6

ABN AMRO

81.56

6=

Wells Fargo

96.00
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G2 EQUITY BORROWERS
Natixis was rated as the best G2 borrower by all lenders, topping both the
weighted and unweighted tables by
substantial margins. It was also the
highest rated borrower in Emea and it
secured third positions in Asia Pacific.
G1 lenders rated Natixis as the runner-up globally weighted and thirdplace unweighted. It was the winner in
Emea and fourth-placed in Asia Pacific. G2 lenders were even more favourable; it was the global winner among
this group of respondents. It also won
in Emea and Asia Pacific and came
second in the Americas.
Natixis also had a string of outstanding scores in the category tables.
It was the winner of all five of the
non-operations categories. It came
second for overall operations and in
the operations sub-categories of trade
matching and trading connectivity as
well as third for dividend collection.
Jefferies was the second-placed
G2 borrower based on the ranking of
all lenders. It was also second-placed
in Emea. It achieved fifth positions in
the Americas and Asia Pacific.
G1 lenders rated Jefferies in fourth
positions globally. In Emea, this group
of respondents rated it second, while
in Asia Pacific it placed fourth and
in the Americas it secured sixth unweighted. G2 lenders were even more
favourable; it placed third among this
respondent group. In Emea it took the
runner-up spot and in the Americas
third.
Jefferies was the top rated G2 lender for operations, based on its winning
scores for trade matching and trading
connectivity. It was the runner-up for
breadth of demand, relationship management and trading capability and
third for collateral funding and stability
of demand.
SEB was the third highest rated G2
borrower globally, weighted. It was the
fifth highest unweighted. Its standout
performance was its winning positions
in Asia Pacific. It also took fifth place in
the Americas.
G1 lenders rated SEB the number
one G2 borrower globally. It also took
the top spot in Asia Pacific, as well

fourth place in the Americas. In Emea
it was fourth weighted and fifth unweighted. SEB also picked up a sixth
place in Emea from G2 lender respondents.
SEB achieved a top-five position in
all of the categories and two of the
three operations sub-categories.
ING achieved third place globally unweighted as well as fifth place weighted. Its best region was the Americas,
where it took runner-up spot unweighted and fourth place weighted. In Emea
it achieved fourth positions.
Its positions were slightly better
when only G1 lenders responses were
considered. Globally, it achieved runner-up spot unweighted and third position weighted. In the Americas it was
runner-up, in Emea it was third and in
Asia Pacific it was sixth. G2 lenders
rated ING in fifth position, which improved to fourth in Emea.
ING took a top-five position in all of
the categories and operations sub-categories. Its best position was runner-up, for collateral funding and the
operations category of dividend collection.
ABN AMRO was considered to be
the most innovative G2 borrower. It
also received fourth positions from
G2 borrowers. Its best region was its
home one of Emea, where it achieved
third positions, followed by six-placed
finishes in both the Americas and Asia
Pacific.
G1 lenders rated it fifth globally. In
Emea it was rated fourth unweighted and fifth weighted. In the Americas it achieved fifth unweighted and
sixth weighted. G2 lenders rated ABN
AMRO second globally; in Emea it
came in third, in Asia Pacific fourth and
the Americas sixth.
ABN AMRO achieved a top-five position in every one of the categories
and operations sub-categories. Its

G2 BORROWERS:
MOST INNOVATIVE
ABN AMRO
w w w.glob alinvestorgroup.c om

G2 BORROWERS RATED BY G1 LENDERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Natixis

206.67

1

Natixis

175.83

2

Jefferies

195.00

2

Jefferies

161.44

3

ING

179.67

3

ING

146.14

4

ABN AMRO

170.33

4

SEB

143.74

5

SEB

170.17

5

ABN AMRO

143.28

6

State Street Principal

94.17

6

State Street Principal

78.88

G2 BORROWERS RATED BY G1 LENDERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank
1

SEB

Score

Rank

141.00

1

Score
SEB

121.18
100.03

2

Macquarie

118.00

2

Macquarie

3

State Street Principal

109.67

3

State Street Principal

91.97

4

Natixis

93.00

4

Natixis

78.18

5

Jefferies

79.33

5

Jefferies

66.99

6

ING

77.00

6

ING

63.73

G2 BORROWERS RATED BY G2 LENDERS: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Natixis

175.67

1

Natixis

146.52

2

ABN AMRO

129.00

2

ABN AMRO

110.53

3

Jefferies

123.67

3

Jefferies

104.76

4

Credit Agricole CIB

100.75

4

Credit Agricole CIB

83.75

5

ING

78.17

5

ING

66.68

6

State Street Principal

65.50

6

State Street Principal

57.33

G2 BORROWERS RATED BY G2 LENDERS: AMERICAS
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Wells Fargo

44.50

1

Wells Fargo

39.69

2

Natixis

34.50

2

Natixis

29.72

3

Jefferies

34.00

3

Jefferies

28.93

4

Fidelity Prime Services

30.58

4

State Street Principal

27.91

5

State Street Principal

30.00

5

Fidelity Prime Services

26.96

6

ABN AMRO

25.67

6

ABN AMRO

22.68

G2 BORROWERS RATED BY G2 LENDERS: EMEA
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Natixis

99.17

1

Natixis

81.79

2

Jefferies

89.67

2

Jefferies

75.83

3

ABN AMRO

88.33

3

ABN AMRO

75.34

4

ING

69.67

4

ING

59.81

5

Credit Agricole CIB

67.75

5

Credit Agricole CIB

56.25

6

SEB

42.67

6

SEB

35.48

G2 BORROWERS RATED BY G2 LENDERS: ASIA PACIFIC
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Score

1

Natixis

42.00

1

Natixis

35.00

2

Credit Agricole CIB

18.00

2

Credit Agricole CIB

15.00

3

Macquarie

17.50

3

Macquarie

14.42

4

ABN AMRO

15.00

4

ABN AMRO

12.50
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best category position was second for
stability of demand and it took a top
spot for the operations sub-category
of dividend collection.
State Street Principal rounded out
the top-six of the global G2 borrower
list. Its best region was the Americas,
where it achieved third weighted and
fourth unweighted. It was fourth in
Asia Pacific and sixth in Emea.

G1 lenders rated it in the top six
globally and in Emea, and it improved
in this in the Americas and Asia Pacific with third places. G2 lenders rated
it sixth globally and fifth in the Americas.
State Street Principal’s best global
category position was for the operations sub-category of trading connectivity, where it came fourth.

BREADTH OF DEMAND

COLLATERAL FUNDING

RELATIONSHIP MANAGEMENT

GLOBAL

GLOBAL

G2 borrowers
service categories
Rank

Score

Rank

GLOBAL
Score

Rank

Score

1

Natixis

93.50

1

Natixis

94.00

1

Natixis

90.00

2

Jefferies

81.50

2

ING

86.50

2

Jefferies

84.50

3=

ABN AMRO

79.50

3

Jefferies

80.50

3

ING

81.50

3=

SEB

79.50

4

SEB

76.00

4

SEB

80.00

5

ING

73.00

5

ABN AMRO

72.00

5

ABN AMRO

75.50

AMERICAS

AMERICAS

Rank

Score

Rank

AMERICAS
Score

Rank

Score

1

Fidelity Prime Services

39.00

1

ING

30.50

1

Fidelity Prime Services

39.75

2

Wells Fargo

32.00

2

Fidelity Prime Services

26.00

2=

State Street Principal

24.50

2=

Wells Fargo

24.50

EMEA

EMEA

Rank

EMEA

Score

Rank

Score

Rank

1

Natixis

50.00

1

Natixis

52.00

1

Natixis

52.50

2

Jefferies

48.00

2

Jefferies

50.50

2

Jefferies

48.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

Rank

Score

ASIA PACIFIC
Score

Rank

Score

1

SEB

25.00

1

SEB

25.00

1

SEB

26.00

2

Macquarie

24.50

2

Macquarie

24.50

2

Macquarie

23.50

STABILITY OF DEMAND

TRADING CAPABILITY

GLOBAL

GLOBAL

Rank

Score

Rank

OVERALL OPERATIONS
GLOBAL
Score

Rank

91.00

1

Jefferies

Score

1

Natixis

96.00

1

Natixis

2

ABN AMRO

80.00

2

Jefferies

82.50

2

Natixis

258.50

3

Jefferies

78.50

3

SEB

82.00

3

ING

249.00

4

SEB

77.00

4

ABN AMRO

75.50

4

ABN AMRO

241.50

5

ING

72.50

5

ING

73.00

5

SEB

201.00

AMERICAS

AMERICAS

Rank

259.50

AMERICAS

Score

Rank

Score

Rank

1

Fidelity Prime Services

39.50

1

Fidelity Prime Services

38.50

1

Jefferies

97.50

2

Wells Fargo

25.00

2

State Street Principal

25.50

2

ING

86.00

EMEA

EMEA

Rank

Score

EMEA

Score

Rank

Score

Rank

55.00

1

Natixis

50.00

1

Natixis

139.00

ABN AMRO

46.00

2

Jefferies

49.00

2

ABN AMRO

132.50

Jefferies

46.00

1

Natixis

2=
2=
ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

SEB

25.00

1

SEB

25.00

1

Natixis

63.00

2

Macquarie

23.50

2

Natixis

23.00

2

State Street Principal

56.00
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Fidelity Prime Services was the
G2 borrower winner of the Americas
region. It replicated its top positions
among the G1 lenders in the region. It
also received a ranking position from
G2 lenders in the Americas, fourth
position unweighted and fifth place
weighted.
Macquarie was the runner-up G2

borrower in Asia Pacific. It achieved
the same positions in the region when
only G1 lenders’ responses were considered. G2 lenders also gave it third
positions in the region.
Wells Fargo was the runner-up G2
borrower in the Americas weighted,
and third-placed unweighted. G1 lenders also gave it a ranked position, fifth

weighted and joint-sixth unweighted. G2 lenders were most favourable
however, giving it a clear victory in the
Americas.
Credit Agricole CIB did very well
among G2 lenders, achieving fourth
place globally. It did even better in Asia
Pacific, securing the runner-up spot. In
Emea it also took fifth place.

OPERATIONS: DIVIDEND COLLECTION

OPERATIONS: TRADE MATCHING

OPERATIONS: TRADING CONNECTIVITY

GLOBAL

GLOBAL

Rank

Score

Rank

GLOBAL
Score

Rank

Score

1

ABN AMRO

105.50

1

Jefferies

90.50

1

Jefferies

2

ING

98.50

2

Natixis

84.50

2

Natixis

99.50
87.50

3

Natixis

86.50

3

ING

79.00

3

ING

71.50

4

SEB

73.50

4

ABN AMRO

73.50

4

State Street Principal

69.50

5

Jefferies

69.50

5

SEB

68.00

5

ABN AMRO

62.50

AMERICAS

AMERICAS

Rank

Score

Rank

AMERICAS
Score

Rank

Score

1

ABN AMRO

42.50

1

Jefferies

34.00

1

Jefferies

38.50

2

ING

33.00

2

ING

33.00

2=

Fidelity Prime Services

29.00

2=

State Street Principal

29.00

EMEA

EMEA

Rank

Score

EMEA

Rank

Score

Rank

Score

1

ING

48.50

1

ABN AMRO

49.00

1

Natixis

49.00

2

ABN AMRO

46.50

2

Jefferies

47.50

2

Jefferies

46.00

ASIA PACIFIC

ASIA PACIFIC

Rank

ASIA PACIFIC

Score

Rank

Score

Rank

1

Natixis

21.00

1

Natixis

25.00

1

Macquarie

23.50

2

Macquarie

17.50

2

State Street Principal

19.00

2

State Street Principal

20.00
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STRAP
THOUGHT LEADERS
What is the significance of the recent monetary policy shift in the
major developed economies?
A year ago, a distinctive feature of
monetary policies around the world
was their divergence. To some extent
these split mandates are now converging. Here in North America, policy in
Canada is more aligned with that of
the US. Analysts are increasingly expecting a rate hike from the Bank of
Canada in October. In the US, the analyst consensus currently suggests a
hike in December is probable. For next
year, in the US, forecasts at the time of
writing suggest up to four more hikes
are to come.
In March, the ECB reduced its bond
buying programme from €80bn to
€60bn per month and has become
more vocal about additional paring
back of quantitative easing (QE). Analysts have noted that the supply of
high quality bonds that the ECB has
pledged to buy under QE is dwindling,
which will limit the scale and longevity
of future bond buying.
Consensus expectations for the
next ECB rate hike suggest it could occur between 12 and 18 months from
now. The consensus is not uniform
however; there is concern even within
the ECB at the impact of a rate rise on
the strength of the euro.
In terms of the impact of current
monetary policy in our sector, unintended consequences of QE are still
playing out in the form of the artificial
downward force it provides on yields.
Add in the current global macroeconomic stress, which is driving a flight
to safety on the part on investors, and
you have another force depressing
yields.
Alongside these continued downward pressures we’re also seeing
strong markets in equities across the
globe this year in the US, the UK, China and elsewhere.
So we’re in this peculiar place where
both major asset classes – equities
and bonds – are gaining in tandem,
against the historical dynamic that is
typically associated with divergence.
Specifically, what impact is this
88
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Cautious

OPTIMISM
Rob Chiuch, Managing Director,
Global Head of Agency Securities
Lending at BNY Mellon Markets says
that buoyant asset prices, US and
European monetary policy and the
moderating tone of regulatory reform are shaping
the current environment for securities finance
having on demand for securities
finance transactions?
I’d identify three main outcomes
of this tandem support for bond and
stock markets.
The first is the continued march
towards non-cash collateral. With
the majority of investors net long the
markets, they are keen to finance positions using non-cash collateral rather
than cash. Non-cash has climbed to
more than half our book now.
In the second instance, the reduction of spreads in re-investment markets is tilting attitudes towards maturity and reinvestment risk. This is largely
a function of the corporate bond market, where we’ve seen a lot of mega
issuance at investment grade levels,
compressing the spread between investment grade and high yield debt.
This has, accordingly, had an impact
on the general collateral (GC) space.
The third point to make is that, given the robust performance in equity
markets, it has been a difficult time for
short traders.
Where it has happened, specials
activity has been limited to specific
sectors – such as pharmaceuticals or
the recent Tesla issue in August. In

M&A, which is often the place where
specials activity has proved most profitable, much of the recent activity has
been in cash – not the leveraged deals
that combine cash and securities –
where there is very little in the way of
arbitrage opportunities.
All of this means that, while M&A
levels are strong and IPO activity has returned, the types of deals have meant
demand remains relatively lackluster.
Again this relates back to the wider
corporate activity landscape. The convictions from companies are just not
there, so many are still sitting on their
hands as they await clearer sightlines
on policy and regulation.
In the US at least, the pace of regulatory change appears to be moderating. What impact is this having
on the sector?
I think it’s reasonable to say that,
looking forward, there is a smaller material amount of new regulation ahead.
There appears to be shared consensus
on the street that the tone regarding
SCCL (single counterparty credit limits
for large bank holding companies) and
the anticipated introduction of the Net
Stable Funding Ratio (NSFR) under Ba-
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sel III, for instance, is softening.
In general there is not the same level of anxiety among participants that
we have seen in previous years. As an
example of this shift, I would further
point to the widely-debated revisions
on the Supplementary Leverage Ratio
– where we may see central banks’
deposits and government debt taken
out of the denominator – which would
have clear implications for our industry.
What is different from previous
years is that firms are in a better place
to deploy capital. Capital preservation
and growth are always going to be important, though strategic deployment
towards risk-weighted assets (RWA)
has become less of a headache today.
This direction of travel is set to continue. Since last autumn the Fed’s
Overnight Bank Funding Rate (OBFR)
has replaced the Fed Funds Open
(FFO) rate as the key benchmark for
pricing and performance reporting.
Also coming up is the proposed replacement of Libor with an alternative
benchmark. The Financial Conduct Authority (FCA), the relevant UK regulator, is currently talking about adding a
credit component onto a replacement
dynamic, risk-free rate.
In the first case, the impacts of the
shift to OBFR are still at an early stage.
In the second, the replacement of Libor will represent a significant shift for

the industry. Depending on which
source you look at, it is the pricing
benchmark for $10trn of assets and
another $300-$400trn of derivative
instruments. However, at this stage
it is still a long way off. The FCA announced in July that the measure
would be phased out in 2021.
None of this is to imply that some
regulatory concerns do not remain.
Combined with recent global macro uncertainty – which has political as well as
economic elements – continued regulatory awareness has helped to slow the
market through Q3 which, as we know,
is a traditionally slow season anyway.
But taking the longer view, regulation
seems to be a more moderating influence than in previous years.
Has this had an impact on demand
for term funding, too?
In general, the change of tone in the
regulatory space is having an impact.
We’re observing that participants are
less willing to pay the premiums necessary to go out beyond six months in
term duration. That said, the three-tosix month space is still active for both
high quality liquid assets and for equity-for-equity financing.
In the case of the latter, supply remains muted given the regulatory
restriction imposed by Rule 15c3-3
(which prohibits broker-dealers from
posting equities as collateral to counterparties such as US ‘40 Act funds). I
think as we see more details released
on the regulatory front, firms will have
a clearer idea of what balance sheets
will look like in the coming years,
which will determine what is available
and what there is demand for.
Which areas of the industry is technology best placed to contribute
to?
Technology continues to be a crucial

We’re in this peculiar place where
both major asset classes – equities
and bonds – are gaining in tandem,
against the historical dynamic
w w w.glob alinvestorgroup.c om

driver of innovation for us, both internally – driving our internal efficiencies
– and for empowering our clients, especially around execution, through the
new services we are offering them.
We’re continuing to invest heavily in
our front-end systems, to look hard at
what else technology can deliver, as
well as remaining active in a number
of the industry work streams, such
as those around CCPs. I anticipate an
even greater impact from technology going forward in the fixed income
space, where the impact has hitherto
been relatively meager.
What implications does this changing environment have for the
health of the securities finance industry itself?
The absence of activity in the specials market is counterbalanced by the
benefits of supportive asset prices.
These continue to provide a strong
positive tailwind for the securities finance industry in general. Appreciating equity markets have implications
throughout the business, boosting the
value of assets under custody and the
fees that accrue from these, as well as
boosting the fees earned on securities
lending.
Certainly, businesses are growing
again – and our business in particular.
And the more settled regulatory environment has helped support decisions
about how to deploy capital.
Notwithstanding these supportive
forces, however, deploying capital efficiently is still very important. We are
focused on expanding our distribution
channels, both on the supply and the
demand side. But we are doing so in a
selective fashion. We are certainly not
aiming to be an inch deep and a mile
wide. We need a good return on assets, a solid return on capital and sustainable earnings growth. This means
taking a long-term view on sustainable
growth: deploying capital efficiently
does not mean jumping at every opportunity that comes our way.
ISF SURVEY 2017
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FIXED INCOME LENDERS
BNY Mellon is the outright global winner of the fixed income lending survey. Its success was built on a dominant
display in the Americas, where is margin of victory was at
least 45% above the second place scores. BNY Mellon also
performed very well in the other two regions; it was second
in Asia Pacific and third in Emea.
BNY Mellon also topped seven of the eight category tables: operational efficiency, breadth of supply for both de-

veloped markets and emerging markets, collateral trading,
relationship management, stability of borrows and trading
connectivity. It came second for breadth of supply corporates.
State Street was the runner-up fixed income lender in
this year’s survey. It won in Asia Pacific, secured second
spot in the Americas and fourth in Emea. It won the breadth
of supply corporates category and came second in a furBREADTH OF SUPPLY: CORPORATES

FIXED INCOME LENDERS:
MOST INNOVATIVE
BNP Paribas Securities Services

GLOBAL
Rank

GROUP 1: GLOBAL
UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

BNY Mellon

734.00

1

BNY Mellon

682.17

2

State Street

592.00

2

State Street

554.36

3

UBS Switzerland

497.00

3

UBS Switzerland

439.32

4

BNP Paribas Securities Services

451.50

4

BNP Paribas Securities Services

432.37

5

Citi

423.00

5

Citi

402.97

6

Clearstream

245.00

6

Clearstream

247.74

GROUP 1: AMERICAS

2

BNY Mellon

Score

Rank

91.00

3

UBS Switzerland

72.00

4

BNP Paribas Securities Services

49.00

5

Citi

35.00

Rank

Score

1

BNY Mellon

42.00

2

State Street

33.00

EMEA
Rank

Score

1

UBS Switzerland

67.00

2

BNP Paribas Securities Services

49.00

Score

1

BNY Mellon

285.05

Rank

Score

1

State Street

17.00

2

BNY Mellon

13.00

1

BNY Mellon

306.00

2

State Street

211.00

2

State Street

192.13

3

Citi

96.00

3

Citi

86.85

4

SwissRe

81.00

4

SwissRe

75.34

OPERATIONAL EFFICIENCY

5

Northern Trust

80.00

5

Northern Trust

72.24

GLOBAL

6

RBC Investor & Treasury Services

62.00

6

RBC Investor & Treasury Services

58.85

Score

Rank

Score
BNY Mellon

2

UBS Switzerland

57.00

Score

3

Clearstream

56.00

WEIGHTED BY IMPORTANCE

Rank

Rank
1

GROUP 1: EMEA
UNWEIGHTED

93.00

ASIA PACIFIC

WEIGHTED BY IMPORTANCE

Rank

State Street

AMERICAS
Score

1

UNWEIGHTED

Score

1

89.00

1

UBS Switzerland

443.00

1

UBS Switzerland

394.36

4

State Street

54.00

2

BNP Paribas Securities Services

404.50

2

BNP Paribas Securities Services

386.09

5

Citi

50.00

3

BNY Mellon

321.00

3

BNY Mellon

298.88

AMERICAS

4

State Street

270.00

4

State Street

261.40

Rank

5

Citi

264.00

5

Citi

253.39

1

BNY Mellon

35.00

6

Clearstream

225.00

6

Clearstream

227.62

2

State Street

24.00

GROUP 1: ASIA PACIFIC

Score

EMEA

UNWEIGHTED

WEIGHTED BY IMPORTANCE

Rank

Score

Rank

Rank
Score

Score

1

UBS Switzerland

52.00

1

State Street

111.00

1

State Street

100.83

2=

BNP Paribas Securities Services

48.00

2

BNY Mellon

107.00

2

BNY Mellon

98.24

2=

BNY Mellon

48.00

3

Citi

63.00

3

Citi

62.73

ASIA PACIFIC

4

JPMorgan

51.00

4

JPMorgan

47.28

Rank

5

Northern Trust

38.00

5

Northern Trust

34.82

1=

Citi

10.00

6

BNP Paribas Securities Services

27.00

6

BNP Paribas Securities Services

25.89

1=

State Street

10.00

90

|

AUTUMN SPECIAL 2017

Score

ther three: breadth of supply developed markets, relationship
management and stability of borrows. It came third in a further three categories and fourth for one.
UBS Switzerland was the third-placed fixed income lender and won in its home market of Emea. It came second for
operational efficiency, breadth of supply emerging markets
and trading connectivity and third for breadth of supply corporates.
BNP Paribas Securities Services took fourth place in

CATEGORY IMPORTANCE

Respondents to the fixed income lenders survey considered the importance of the categories in descending order to be: breadth of supply: developed markets,
collateral trading, stability of borrows, relationship
management, breadth of supply: corporates, operations efficiency, trading connectivity and automation
and breadth of supply: emerging markets.

BREADTH OF SUPPLY: DEVELOPED MARKETS

BREADTH OF SUPPLY: EMERGING MARKETS

GLOBAL

GLOBAL

Rank

Score

Rank

COLLATERAL TRADING
GLOBAL
Score

Rank

Score

1

BNY Mellon

97.00

1

BNY Mellon

95.00

1

BNY Mellon

87.00

2

State Street

86.00

2

UBS Switzerland

86.00

2

Citi

82.00

3

BNP Paribas Securities Services

67.00

3

State Street

60.00

3

State Street

81.00

4

UBS Switzerland

55.00

4

JPMorgan

49.00

4

BNP Paribas Securities Services

75.50

5

Citi

52.00

5

Citi

43.00

5

UBS Switzerland

49.00

AMERICAS

AMERICAS

Rank

Score

Rank

AMERICAS
Score

Rank

Score

1

BNY Mellon

41.00

1

BNY Mellon

35.00

1

BNY Mellon

32.00

2

State Street

27.00

2

State Street

27.00

2

State Street

25.00

EMEA

EMEA

Rank

EMEA

Score

Rank

Score

Rank

1

BNP Paribas Securities Services

60.00

1

UBS Switzerland

74.00

1

Citi

62.00

2

Clearstream

51.00

2

BNY Mellon

47.00

2

BNP Paribas Securities Services

61.50

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

BNY Mellon

13.00

1

BNY Mellon

13.00

1

State Street

19.00

2=

Citi

10.00

2

State Street

10.00

2

BNY Mellon

14.00

2=

State Street

10.00

RELATIONSHIP MANAGEMENT

STABILITY OF BORROWS

GLOBAL

GLOBAL

Rank

Score

Rank

Score

TRADING CONNECTIVITY
GLOBAL
Score

Rank

Score

1

BNY Mellon

95.00

1

BNY Mellon

93.00

1

BNY Mellon

87.00

2

State Street

81.00

2

State Street

65.00

2

UBS Switzerland

79.00

3

BNP Paribas Securities Services

63.00

3

Citi

63.00

3

State Street

72.00

4

Citi

55.00

4

BNP Paribas Securities Services

62.00

4

BNP Paribas Securities Services

47.00

5

UBS Switzerland

52.00

5

UBS Switzerland

47.00

5

Citi

43.00

AMERICAS

AMERICAS

Rank

Score

Rank

AMERICAS
Score

Rank

Score

1

BNY Mellon

40.00

1

BNY Mellon

42.00

1

BNY Mellon

39.00

2

State Street

28.00

2

State Street

18.00

2

State Street

29.00

EMEA

EMEA

Rank

EMEA

Score

Rank

Score

Rank

1

BNP Paribas Securities Services

49.00

1

BNP Paribas Securities Services

56.00

1

UBS Switzerland

67.00

2

UBS Switzerland

47.00

2

UBS Switzerland

42.00

2

BNP Paribas Securities Services

47.00

ASIA PACIFIC

ASIA PACIFIC

Rank

Score

ASIA PACIFIC

Score

Rank

Score

Rank

1

BNY Mellon

20.00

1

BNY Mellon

14.00

1

State Street

17.00

2

State Street

17.00

2=

Citi

11.00

2

BNY Mellon

14.00

2=

State Street

11.00
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THOUGHT LEADERS

COLLATERAL REVOLUTION

– a new vision
By understanding all the
opportunities, risks and
costs, managers will make
more efficient collateral
allocations and traders
will make better informed
execution decisions, says
Rob Frost of Pirum
COLLATERAL: THE CHANGING LANDSCAPE

The drive for efficient use of inventory and how to achieve it
continues to be a topic of much focus across the industry. Solving the problem is relevant to financial institutions across the
spectrum, including sell side entities of banks and broker-dealers and also buy-side firms including asset managers, pension
funds, insurance companies, corporates and central banks.
The last few years have seen a clear shift to firms focusing
on better management of balance sheet and other financial
resources to enable business growth, rather than welcoming
all new business as positive. Increasingly firms want to ensure
businesses provide sufficient “return on” resource as well as
being a good match to its strategic goals.
Regulatory pressures have added further complexity to the
task with a requirement to show assets are sufficiently liquid
and have a requisite long term funding profile. The issues surrounding best use of assets and the collateral management
process clearly impacts securities finance, but is also relevant
across all collateralised products residing in an institution’s
eco-system. For example, recent changes to the OTC derivative processes, as a result of EMIR’s initial margin segregation
rules have already made significant impact on behaviour. Concerns have also been raised around potential collateral shortfalls in the industry. Although, the consensus now seems to
suggest that there is enough collateral in the system, it is the
mobilisation, efficient use, timely agreement and exchange
that are the key challenges.
In transactional discourse, collateral providers have always
desired the flexibility to deliver a broader diversity of collateral
to the receivers. In some cases (and where legally possible)
receivers of collateral have responded to this demand by becoming more flexible in terms of their collateral eligibility rules
and transfer mechanism, improving returns and positively differentiating themselves in the market. The breadth of collateral
is now therefore a key determinant in assessing the full and
true cost of a trade.
This is a global phenomenon and increasingly non-cash collateral is a priority for most trading desks, as demonstrated by
recent developments in the US surrounding the acceptance of
equities as collateral. It is clear that this evolution will require
equally significant changes in collateral management practices
including a likely greater take up of services from external pro92
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viders such as triparty agents.
Having clear visibility of the sources, uses and eligibility requirements of collateral, coupled with a realtime changing portfolio (as a result of trading and market activity) is a tough nut
to crack. Currently, an inevitable outcome of this deficiency is
money being left on the table through process inefficiency and
lack of visibility.
We have recently seen the industry directing a significant
amount of resource towards enterprise wide collateral management, with varying degrees of success. As a result of these
observations and coupled with wide ranging and consistent discussions with our clients, we at Pirum have come to the conclusion that there is an industry wide opportunity to improve
collateral visibility, efficiency and process.
Pirum is ready to assist our customers to get to the nirvana
of enterprise collateral management. The difficulties to be overcome are numerous but the benefits are substantial.

INTRODUCING COLLATERALCONNECT

CollateralConnect is a collateral management solution that provides a single view of all deployed and available assets and incorporates future collateral requirements. Initially covering securities finance, CollateralConnect supports bilateral and triparty
business for stock loan and repo and is a natural extension of
Pirum’s market leading ExposureConnect workflow tool, which
provides a global view of all exposures, and a platform by which
to identify, query and agree margin requirements with your counterparties.
There have been a plethora of technical challenges to overcome in reaching the goal of a single, centralised collateral
view. Institutions typically have a number of disparate internal
systems across equity and fixed income businesses. Further
considerations come into play when considering the varied execution options, such as whether the product is collateralised
bilaterally, via a triparty agent, centrally cleared or exchange traded. C
 ollateralConnect looks to synthesise these disparate inputs
together in one platform and in near realtime.
Efficient deployment of inventory requires consideration of a
firm’s specific constraints at that time and includes factors such
as capital position, counterparty credit limits and balance sheet.
Working in collaboration with our five pilot clients we discovered a huge amount of value can been ascribed to CollateralConnect as it bridges and aggregates data from diverse internal

STRAP

trading and collateral data sources, triparty agents and
collateral schedule data.
The main benefits reported are:
• Visibility - The ability to view all sources and uses of
inventory across the enterprise in realtime.
• Eligibility - Determining whether assets can be used
as collateral and visibility of schedules.
• Asset class transparency – The visibility at an asset
class, sub-class, market and security level to see if
pledged assets are utilised efficiently and that the
requirements are met.
• Data integrity – Post-trade lifecycle supported by Pirum’s Live & Live+ realtime services ensures reconciled, timely, validated data from triparty agents and
other infrastructure providers.
• Direct P&L impact – Instant view of inefficient collateral, both deployed and long.
CollateralConnect leverages data residing in our
widely adopted post-trade Core, Live and Live+ services and harnesses the power of our broad connectivity to many industry infrastructures and service
providers (including triparty agents, CCPs and trading
venues) making the transition experience seamless Figure 1 CollateralConnect Dashboard
for our clients. [Globally Pirum is currently processing
independent service provider to deliver a solution for all market
$2trn of SFT transactions and $850bn of triparty collateral on a
participants which aids overall efficiency.
daily basis].
Regardless of whether firms have decided to centralise the
collateral management function or continue to handle departCOLLATERALCONNECT SPECIFICS
mentally, the visibility of all sources and uses of collateral and
The platform’s main aim is to provide instant collateral clarity
eligibility of assets is a significant step towards building a more
from a very high level through various levels of customer deterefficient collateral management function.
mined granularity right down to a specific security. A user can
By understanding all the opportunities, risks and costs, maneasily navigate to counterparty and venue breakdowns to quickagers will make more efficient collateral allocations and traders
ly determine where collateral requirements reside or where
will make better informed execution decisions, leading the inblockages in the chain exist as well as which assets could be
dustry to better use the finite resources available. Regulatory
eligible to meet margin calls.
and business challenges show no sign of abating. In this ever
Instant visibility is provided to the security level for assets
changing landscape, CollateralConnect offers the whole indusused as trade and/or collateral. CollateralConnect helps identry enhanced visibility and improved process for collateral and
tify collateral inefficiencies across counterparties and venues
liquidity management.
and therefore aid their choice of assets that are also eligible but
which would be more efficient from a cost or risk perspective.
CollateralConnect’s trend analytics help to monitor current
and past performance relative to key business and risk identifiers, as well as managing costs and regulatory capital drivers.
The ability to have oversight of frequently changing collateral allocations provides collateral receivers with the information
they need to ensure that their collateral asset make-up is of
the intended quality and diversity to mitigate counterparty and
market risk.
CollateralConnect also utilises the rich dataset already residing within the existing Pirum Live services enabling the overlay
of key data points including fails, exposure mismatches, markto-markets and returns to be incorporated into analytics and
projections with no additional data integration required.
Pirum has a proven track record of working with our clients to
deliver innovative solutions to complex problems. Positioned
at the heart of the market our central connectivity and automation hub brings together these disparate data sources and
connects trading counterparties and industry wide systems
and infrastructure.
These type of high cost, high impact, yet non-differentiating
technology solutions, require much external connectivity. This
makes it an ideal challenge for a trusted, well positioned and
w w w.glob alinvestorgroup.c om
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the fixed income lending survey. It
achieved second spots in its home
market of Emea and secured sixth positions in Asia Pacific.
BNP Paribas SS had a string of strong
category positions: third for breadth of
supply developed markets and relationship management; and fourth for
breadth of supply corporates, collateral
trading, stability of borrows and trad-

ing connectivity.
Citi was the fifth-placed fixed income lender globally. Its best regions
were the Americas and Asia Pacific,
where it finished third, followed by
Emea, fifth. Citi’s best category was
collateral trading, where it was runner-up, followed by third place for stability of borrows.
Clearstream rounded out the top-

six fixed income lenders table. It also
made it into the top-six for Emea. Clearstream’s best category was operational
efficiency, where it placed third.
Certain other lenders made it into
regional tables but not globally. In
the Americas, Swiss Re was fourth,
Northern Trust fifth and RBC I&TS
sixth. In Asia Pacific, JP Morgan was
fourth and Northern Trust fifth.

Technology vendors
GLOBAL
POST-TRADE SERVICE
Rank

SBL TRADING PLATFORM
Score

Rank
1

1

Pirum Systems

6.28

2

EquiLend/BondLend PTS

5.91

Score
EquiLend/BondLend

5.89

AMERICAS
POST-TRADE SERVICE
Rank

SBL TRADING PLATFORM

SOFTWARE SOLUTION

Score

Rank

Score

Rank

1

Pirum Systems

6.57

1

EquiLend/BondLend

6.20

1

Trading Apps

Score
6.58

2

EquiLend/BondLend PTS

6.19

2

FIS Loanet

4.50

2

FIS Securities Finanace/Apex

5.00

3

FIS Loanet

4.71

EMEA
POST-TRADE SERVICE
Rank

SBL TRADING PLATFORM
Score

Rank
1

1

Pirum Systems

6.17

2

EquiLend/BondLend PTS

5.24

EquiLend/BondLend

SOFTWARE SOLUTION
Score

Rank

5.54

1

Score
Broadridge

4.93

ASIA PACIFIC
POST-TRADE SERVICE
Rank
1

SBL TRADING PLATFORM
Score

Rank

6.22

1

Pirum Systems

ASIA PACIFIC
Score

EquiLend/BondLend

5.92

Post-trade service categories
CLIENT SERVICE

EASE OF INTEGRATIONAND CUSTOMISATION

Rank

Score

Rank

INNOVATION
Score

Rank

Score

1

Pirum Systems

6.64

1

Pirum Systems

6.40

1

Pirum Systems

6.28

2

EquiLend/BondLend PTS

6.29

2

EquiLend/BondLend PTS

5.81

2

EquiLend/BondLend PTS

5.92

MARKET CONNECTIVITY
Rank

PROPORTION OF STP
Score

Rank

RECONCILIATION ABILITY
Score

Rank

Score

1

Pirum Systems

6.17

1

Pirum Systems

6.26

1

Pirum Systems

6.25

2

EquiLend/BondLend PTS

5.97

2

EquiLend/BondLend PTS

6.12

2

EquiLend/BondLend PTS

5.83

ROI COST EFFICIENCY
Rank

USER INTERFACE
Score

Rank

1

EquiLend/BondLend PTS

5.87

1

Pirum Systems

6.53

2

Pirum Systems

5.72

2

EquiLend/BondLend PTS

5.78

94

|

AUTUMN SPECIAL 2017

Score

TECHNOLOGY VENDORS
All respondents to the equity lending
and fixed income surveys were also invited to rate their technology and data
providers. Exactly equal numbers of
borrowers and lenders gave responses.
Pirum Systems was the winner
of the post-trade category. It was the
highest rated service provider globally
and in every region. The region where
it was rated highest was the Americas,
where it received a score of 6.57 (out
of 7). Pirum’s winning position was
backed up by its near-comprehensive
set of winning results across the categories: it won seven of the eight categories.

A lender in Emea commented that
the team has “great in-depth market
knowledge”. Another one noted that a
particular point “to highlight is the excellent client service Pirum is providing – very helpful and knowledgeable
contacts, quick response time and efficient problem solving.”
EquiLend/BondLend was the winner of the SBL trading platform category, globally and in every region.
For post-trade services, EquiLend/
BondLend PTS was runner-up globally as well as in the Americas and Asia
Pacific. It won a single category: ROI
cost efficiency.
A lender in the Americas comment-

ed: “EquiLend’s customer support
is outstanding. They are technically
knowledgeable, highly professional
and easy to work with.”
Trading Apps was the winning software solution product in the Americas.
A respondent commented that it was
“innovative and agile. They understand
the business and stand ready to create
new efficiencies.” FIS Securities Finance/Apex was highly commended
in this region.
In Emea, Broadridge received the
winning software solution score. A
lender in the region commented that
it has a “strong and user-friendly interface to import/export data.”

all the regions. The respondents that
used a single provider rated in best
globally, as well as in Emea and the
Americas and second in Asia Pacific.
A lender in Emea commented that
it was a “Powerful platform, very user
friendly”. A borrower in the Americas
praised its innovations that provided
“more market color rather than just
rates/borrow/loan information”.
Markit Securities Finance was the
global runner-up data provider based
on the responses of those that used
three providers. It was the winner in
Emea, second in Asia Pacific and third

in the Americas. The respondents that
used a single provider rated it second
in Emea and Americas. A borrower in
Emea praised its “market leading fully-integrated market data and regulatory reporting in trading systems”.
FIS Astec Analytics was the second-placed data provider in the Americas by those that use three providers.
Among those that use two providers it
was runner-up globally, in the Americas and Emea. The respondents that
currently use a single provider rated it
the winner in Asia Pacific and second
globally.

DATA VENDORS
The data vendor survey was divided
up into three sections, based on the
number of providers a respondent
used. The most meaningful comparison was achieved where respondents
used all three data providers, then just
two and then a single vendor.
Of the respondents that used all
three, DataLend was the winner. It
secured the top global score as well
as the winning average rating for the
Americas and Asia Pacific. It was second in Emea. It was also the winner
for those that used two data providers
globally, achieving a clean sweep of

Data vendors
RESPONDENTS THAT USE THREE VENDORS: RANKING (1 IS BEST)
VENDOR

GLOBAL

AMERICAS

EMEA

DataLend

1.38

1.31

1.88

ASIA PACIFIC
1.08

FIS Astec Analytics

2.36

2.24

2.32

3.00

Markit Securities Finance

2.25

2.45

1.78

1.92

RESPONDENTS THAT USE TWO VENDORS: RANKING (1 IS BEST)
VENDOR

GLOBAL

AMERICAS

EMEA

ASIA PACIFIC

DataLend

1.22

1.30

1.18

1.18

FIS Astec Analytics

1.52

1.53

1.50

N/A

Markit Securities Finance

1.82

1.78

1.85

1.82

ASIA PACIFIC

RESPONDENTS THAT USE A SINGLE VENDOR: RATING (7 IS BEST)
VENDOR

GLOBAL

AMERICAS

EMEA

DataLend

5.69

5.97

5.67

5.00

FIS Astec Analytics

5.43

5.33

5.00

6.00

Markit Securities Finance

5.19

5.50

5.25

4.50

w w w.glob alinvestorgroup.c om
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CEO OF THE YEAR

Hasan Al Jabri
Sedco Capital

S

audi Arabia offers excellent prospects for investors
thanks to the kingdom’s wide-ranging economic reforms, restored allowances for state workers and
probable upgrade to emerging market status by key
international benchmarks, the chief executive of Jeddah’s
Sedco Capital told Global Investor.
Hasan Al Jabri, who has worked in the banking sector for
30 years, also laid out Sedco’s ethical investment policy that
has helped generate industry-leading returns and earn the
Columbia University graduate the accolade of Global Investor
Mena CEO of the year 2017.
“We are bullish on Saudi Arabia,”
said Jabri, citing its huge reform proWe’ve shown
gramme that aims at privatising and
over a number of
diversifying much of the state-domised investment fund domiciled in Luxinated economy, and the prospect
embourg. This has assets under manyears that sustainable
of joining both the MSCI and FTSE
agement of more than $1bn.
emerging markets indexes.
Sedco’s Global Sustainable Fund
investing can enable you
Should Saudi receive both upachieved a year-to-date return of
to outperform and add
grades, it could result in about $26bn
22.7% as September 11 2017, a perof inflows from passive funds into doformance the company says makes it
value
mestic stocks, Jabri predicted.
the top performing sharia-compliant
“Moreover, positive Q3 results and
global fund. Likewise, Sedco’s Global
the return of [state employee] allowances as well as higher
Real Estate Equities Fund has returned 14.8% year-to-date,
average oil prices for the year are going to feed positive senoutperforming all peers, said Jabri.
timent,” he said.
He described Sedco as following a prudent ethical investing
Domestically, Sedco is focused on banking, tourism, educa(PEI) strategy. “PEI stresses the importance of due diligence
tion, healthcare and utilities.
and transparency of investment structures, processes and re“We see the banking system to be very solid, liquid and
porting, thus integrating the analysis of environmental, social
with strong capital adequacy coverage,” said Jabri. “We are
and governance criteria in the investment process,” he said.
more cautious on the consumer and industrial side.”
“Five to six years ago, when you talked responsible investHe also cites UAE stocks as attractively valued and likely
ing, the chief investment officers or CFOs of companies were
to benefit from domestic economic diversification. Kuwait’s
a bit worried that it would diminish performance, but we’ve
robust state finances and its possible inclusion in FTSE’s
shown over a number of years that sustainable investing can
emerging market index also promise further potential upside
enable you to outperform and add value – while you’re dofor the country’s stocks despite a 20% gain in the main share
ing good for the world, you’re also doing good for yourself in
index this year.
terms of returns.”
About 40% of Sedco’s investments are in liquid markets
Among Sedco’s private equity investment portfolio are
such as equities and sukuk, with 30% devoted to private eqstakes in Nephro, which operates about 120 dialysis centres
uity and 30% to real estate, of which 60% is in Europe and
in India, and HealthChannels, a US medical services com
the US. All investments are sharia-compliant.
pany.
“I don’t see us making major changes in the allocation over
“Usually, we’re investing into growth equity – putting the
the next 12 months,” said Jabri.
money to grow existing businesses,” said Jabri.
“Most of our investments are global in nature but we also
Sedco’s client base consists mainly of institutional inveshave sizable investments in Saudi where we’re focused on
tors, including banks, other investment companies, family
income-generating real estate and listed equities.”
offices, insurers and endowments, as well as wealthy individSedco conducts most of its international liquid investment
uals. “A large sum is from Saudi, but we also have institutionbusiness through Sedco Capital Global Funds, which the
al clients from other countries such as the UK, Canada and
company describes as the largest sharia-compliant specialSouth Africa,” added Jabri.
w w w.glob alinvestorgroup.c om
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ASSET MANAGER OF THE YEAR

ADS Securities
ADS has brought several innovation to MENA fund
management in its short history

A

bu Dhabi-based ADS Securities has become a leading investment bank in the Middle
East over its short history of
just six years, with a reputation for the
quality of the opportunities it provides
to investors.
“Through a period of global market
uncertainty, not helped by the UK’s decision to leave Europe and the surprise
of President Trump being installed at
the White House, ADS Securities has
continued to grow and expand,” said a
spokesperson.
The asset management team was
formed in 2015 and over the short
space of time since the several services have been added to meet trends

in investor demand – from smart beta
exposure to risk management.
Applying the principles of smart
beta investing to the GCC region, GCC
Global Minimum Variance allowing investors to generate superior returns
with lower volatility and at low cost.
The UAE Systematic Equities Trading Fund uses systematic technical
strategies to create a unique offering
that lets investors participate in the
strong uptrends in local equities while
benefiting from systematic risk reduction during volatile periods.
The GCC Balanced Fund combines
systematic asset allocation with active
bond and stock picking, thereby offering a lower risk approach to extracting

INTERNATIONAL ASSET MANAGER OF THE YEAR

Lazard
The US asset manager has remained faithful to its investment
process and achieved outperformance

L

azard has managed mandates in
the region since 2007 and maintained a consistent investment
philosophy over that time. The
result of its consistent approach is a
strong track record of delivering positive absolute and relative returns for
clients.
For example, the Lazard Middle East
North African (Mena) Equity strategy
continued to generate strong returns
over the 12-months to the end of June
2017, outperforming the S&P Pan
Arab LargeMidCap Composite Index
on a gross and net basis.
The performance builds on its strong
track record since inception in June
2014 creating an Excess return (gross)
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of +988 bps. It is up 4.35% (gross)
and 3.25% (net) versus S&P Pan Arab
LargeMidCap Composite Index, which
was -5.53%.
The Lazard Mena Fund (share class
A Acc USD) has been ranked in the
first quartile over one and three years,
to the end of June 2017.
The Lazard Mena team grew strategy AuM (of all Mena and GCC funds
as well as individual accounts) by over
238% in the year, reaching $549.89m
at the end of June 2017. “It is a testament to the success of the strategy
and Lazard’s client service,” said a
spokesperson.
The team has remained consistent
in its high conviction investment ap-

the regional risk premium.
ADS Securities also offers separately managed accounts. “As an
innovative offering in the region for
institutional clients, family offices and
UNWIs, it allows investors to access
the money management capabilities
of top rated global investment managers customised to their risk return
requirements and with local custody
and full risk oversight,” said a spokesperson.
ADS Securities has established itself
as one of the fastest growing investment firms in the world because of
its targeted business model based on
“market-driven expansion of our products and services, investment in innovative technology, and our commitment to offering the best prices and
service,” added the spokesperson.
ADS Securities also providers systematic investment advisory – blending financial technology innovation
with the ADS wealth management
technology platform to allow investors
to efficiently manage their savings.

proach. Environmental, social and
governance (ESG) considerations are
incorporated into its investment analysis and decision-making process when
it believes they could have a material
impact.
The Mena Equity team focuses on
fundamental drivers that help companies achieve value for shareholders.
The team’s experience and strong corporate relationships with local companies enable it to identify undervalued
and undiscovered companies with
quality earnings growth in a fast-growing region of the developing world.
“We focus on companies that generate strong and sustainable cash
flows, and on management optimising shareholders’ returns,” said the
spokesperson, giving insight into its
current thinking. “We seek to identify
businesses that will be least impacted by government fiscal consolidation
measures and removal of subsidies, or
those that we believe are unfairly trading at a worst-case scenario-valuation
level given the negative implications
associated with such measures.”

Lazard Asset Management
Lazard Asset Management provides investment management services to
institutional clients, financial intermediaries and investment vehicles around
the world. Since 1848, Lazard has remained a trusted investment manager
to governments, financial institutions, public and private pension schemes,
financial advisors, and individuals around the world.
The firm manages £155.1 billion¹ of assets around the world across a broad
spectrum of asset classes including a wide selection of equity, fixed income
and alternative investments with the goal of producing risk-adjusted investment
returns and providing investment solutions customised for our clients. Lazard
has a global presence with 18 Offices Worldwilde.
Distinguishing features:
• A global footprint characterised by global research, a global investment
platform, and global clients
• The transparency of a local boutique and the resources of a global firm
• A broad-based team of over 250 investment professionals worldwide¹
• Dedicated in-house research, including teams focusing on global
sector research and those dedicated to specialty portfolios
Lazard Gulf Limited is the Dubai Based arm of the group investing in the
Middle East North African (MENA) region. The MENA team’s experience and
local network, which helps establish strong corporate relationships with local
companies, enable it to identify undervalued and undiscovered companies
with quality earnings growth in a fast-growing region of the developing world.

Lazard Gulf Limted
Gate Village 1 • Level 2 • Office 206
DIFC • Dubai • PO Box 506644 • +971 4 372 8250
dubaimarketing@lazard.com

1As

at 30 June 2017. Assets under management include those of Lazard Asset Management LLC (New York) and its affiliates, but do not include those of
Lazard Frères Gestion (Paris) or other asset management businesses of Lazard Ltd. Issued and approved by Lazard Gulf Limited, Gate Village 1, Level 2,
Dubai International Financial Centre, PO Box 506644, Dubai, United Arab Emirates. Registered in Dubai. International Financial Centre 0467. Authorised
and regulated by the Dubai Financial Services Authority to deal with Professional Clients only.

MENA AWARDS
EQUITIES MANAGER OF THE YEAR

Emirates NBD
The asset manager with the longest track record in Mena
region remains one of its best

E

mirates NBD, with AuM of
AED14.9bn ($4bn) in 2016, exhibited strong performance in
its equity funds. The Emirates
Mena Top Companies Fund, for example, was in the top quartile of the
Morningstar Africa and Middle East
peer group.
Likewise, the Emirates Emerging

Market Equity Fund finished in the top
quartile of Morningstar Islamic Global
Equity. Since inception the fund has
outperformed the MSCI Islamic Emerging Market Equity Index by 9.5%.
The firm, owned by Emirates NBD
Bank, provides solutions from in-house
managed public funds to tailor-made
discretionary solutions. Emirates NBD

FIXED INCOME MANAGER OF THE YEAR

Kamco Investment
Company
Kuwait-based Kamco continues to grow fee income and
maintain profitability

K

amco Investment Company
has assets under management
worth approximately $10.4 billion and offers a wide range of
investment products and solutions.

The firm’s Mena plus fixed income
fund’s objective is to achieve relatively higher returns as compared
to returns of the bank short-term
deposit rates by primarily investing

ALTERNATIVE ASSET MANAGER OF THE YEAR

Investcorp
The Bahrain-listed manager has rapidly expanded into new
sectors and built AuM

I

nvestcorp manages alternative investments for ultra-high-net-worth
private and institutional clients
across corporate investment, real
estate and alternative investment
solutions (formerly hedge funds) and
credit management.
During
H1
2017
Investcorp
achieved major milestones in diversifying its investor base, doubling its
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AuM, opening its first office in Asia
and establishing a European real estate team. And, in March 2017, it added $10.8bn to its AuM by acquiring
3i’s Debt Management business, renaming it Investcorp Credit Management (ICM).
“As we continue to grow and
evolve, we will never forget our history and the importance of building last-

Asset Management operates as an
independently but, back by the UAE’s
largest financial services company, it
one of the strongest in the region.
The ENBD Mena equities team follows a value-driven, bottom-up investment process. Blue-chip global partners support the ongoing development
of new and competitive products.
“The company continues to look for
and extend its in-house product range
with global leading partners, including
UTI International and Jupiter Asset
Management,” said a spokesperson.
“The company has the longest track
record for operating in the Mena region and, as a result, has built up a
wealth of expertise.”
in a portfolio of Mena conventional
bonds and Islamic sukuks diversified
by country, sector, issuer and credit
structure.
It’s been a popular vehicle for investors seeking diversification and
exposure to regional fixed income
securities and monthly liquidity.
As well as growing fee income and
maintaining profitability, the business
has expanded regionally by opening
the first international office in Dubai
International Financial Centre (DIFC).
It has also joined the 1,000 firms
incorporated into the CFA Institute
Asset Manager Code of Professional
Conduct.
ing relationships with our clients and
delivering best in class performance,”
said a spokesperson. “Investcorp
has acted as a bridge between Gulf
investors and alternative investment
opportunities in the West.”
In July 2017, Investcorp completed
its first two real estate investments
in Europe. The acquisitions form the
seed assets of Investcorp’s UK industrial and logistics programme, which
will target income-generating industrial assets.
Bahrain Bourse-traded Investcorp
employs 390 people across Bahrain,
New York, London, Abu Dhabi, Riyadh, Doha and Singapore. The firm
distributed $454m to clients, co-investors and itself in 2017.

SHARIA FUND MANAGER OF THE YEAR

Union National Bank
UNB has achieved success with its proprietary research capability

A

ll Union National Bank (UNB)
mutual funds and discretionary mandates performed
well against their relative
benchmarks during the period. During
the year UNB initiated and introduced
a fixed income platform for its investors and enhanced its research and
analytics capabilities to be our base for

the major investment decisions.
Most of UNB’s competitors are independent investment firms or subsidiaries of banks. However, in UNB’s case
asset management is a department
within the bank’s structure.
“We are developing our investment
management in-house capabilities
compared to the common trend of

SUKUK MANAGER OF THE YEAR

NCB Capital
Impressive abilities in fixed income and sharia-compliant
products has led to a solid accumulation of sukuk AuM

N

CB Capital (NCBC) is a leading fixed income manager in
Saudi Arabia and one of the
world’s largest sharia-compliant asset managers. AuM in sukuk
funds increased 15% year-on-year and
totals approximately $3bn (as of June
2017).
NCBC has a 38-year track record

spread over multiple asset classes and
across global markets. It is the biggest
asset manager in the region and boasts
a highly respected and experienced
team of investment professionals.
NCBC offers a broad range of products, including money market and
fixed income solutions, to meet diverse client objectives. It has invested

ESG FUND MANAGER OF THE YEAR

Sedco Capital
SC has the most impressive offering of sharia-ESG funds in the
world

S

edco Capital (SC) has the largest suite of sharia/ESG combined funds in the world – and
many of the best performing
funds over the last 12 months.
In the global equities sector, the SC
Emerging Market Passive Fund is the
number one performer for the entire
sharia universe with +30.6% YTD.

w w w.glob alinvestorgroup.c om

Likewise, the SC Global Sustainable
Fund has achieved +18.3% year-todate, beating its benchmark DJIMT by
+2%. Indeed, six out of the top ten
year-to-date performers are SC funds.
Among GCC/Mena equity funds, SC
GCC is ranked number three (out of
six). SC also has the number one performing Islamic Reit in the world. “Our

depending on third-party research capabilities,” said a spokesperson. “Our
investment management process is
considered unique, especially compared to the competitors, due to its
nature and the two-way mechanism
applied to avoid the prevailing volatility
in markets during the geopolitical uncertainty.”
UNB is considered to be the fifth
largest lender in UAE but it has a huge
expansions plans. “We are in the process of implementing one of the best
investment management IT systems
to provide our investors by the latest
technology and reporting mechanism.”
in technology and risk management
systems as well as building its distribution and communication channels.
“NCBC is the leading asset manager in terms of business vision, country-wide presence, teams’ expertise,
products’ diversity, advanced technology infrastructure and sophisticated
control environments,” according to a
spokesperson.
In addition to dealing with sophisticated Saudi institutional investors and
family offices, the asset manager also
caters to prestigious regional institutional investors. Its investment process has been tried and tested over
three decades, based on interest rate
cycle predictions and ‘top-down, bottom-up’ liquidity analysis.
fund outperformed the competitor by
5%,” said a spokesperson.
SC also manages the number one (out
of four) balanced fund, the SC Balanced
Fund, which has the largest AuM.
SC has a global team that works in
an ethical manner. “We are the leading Saudi-based asset manager that
has combined ESG with sharia investments strategy and created the
concept PEI (Prudent Ethical Investments), which combines the best of
both worlds without compromising on
performance,” added the spokesperson. This is a one-of-a-kind innovated
product yet seen in the market.”
It is also has the largest sukuk AuM
in the world.
AUTUMN SPECIAL 2017
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MENA AWARDS
REAL ESTATE INVESTMENT FIRM OF THE YEAR

Al Rajhi Capital
The Al Rajhi Bank subsidiary has attracted investors with its
income-generating strategy

A

l Rajhi Capital launched its
first real estate fund in 2009
and has progressively become a leader in providing
solutions and managing assets through
its funds and proprietary investments.
It manages around SAR3.5bn ($0.9bn)
real estate assets, mainly in Saudi Arabia and GCC. It has clients from high

and ultra-high net worth individuals to
institutional investors and family offices.
Al Rajhi Capital has strong deal origination capabilities, with an extensive
network across the region. An important element of its offering is the
alignment of interests; it has invested
SAR262.5m as seed capital alongside

ETF PROVIDER OF THE YEAR

First Abu Dhabi Bank
Bringing together the expertise of NBAD and FGB has created
a strong asset management business

T

he creation of First Abu Dhabi
Bank (FAB), the result of the
merger of National Bank of
Abu Dhabi (NBAD) and First
Gulf Bank (FGB), has created an asset management business with AuM
above $2bn.
Despite market volatility, FAB has

on-boarded new mandates, both conventional and sharia, during the last 12
months.
The NBAD OneShare MSCI UAE
Ucits ETF was the first ETF launched
in the UAE in March 2010 and has
returned over 10% annualised return
since inception until May 31 2017.

CASH MANAGER OF THE YEAR

Arab Bank
Corporate@Arabi provides multi-bank and multi-region services
with simplified functionality

O

ver the last 12 months Arab
Bank continued the roll-out
of its online cash management service Corporate@
Arabi across the Middle East. It also
invested in initiatives to boost regional
awareness and use of cash management solutions as well as presenting
advanced solutions to large compa-
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nies.
Corporate@Arabi allows access to
subsidiaries’ accounts using a single
login within a single platform. It Arab
features multi-bank and multi-region
access with a single login, while also
allowing companies to manage their
subsidiaries accounts within a single
platform. Additional functionality in-

clients. The team also benefits from Al
Rajhi Capital’s in-house expertise in areas such as legal, compliance, risk and
operations.
Al Rajhi Capital focuses on income-generating assets, favouring
quality assets with high occupancy
levels and institutional clients; it targets stable cash flows and capital
appreciation rather than development
risk premium. It has a track record sectors such as logistics, commercial and
educational assets.
The Al Rajhi Real Estate Income
Fund produced an annualized cash
yield of 6.7% (to July 31) and 10%
growth in net asset value since inception.
FAB has a proud history of innovation in asset management, being the
first in the UAE to launch an open-ended equity fund in the year 2000 as well
as the first ETF.
“In the past, FAB has launched a
series of offering across both the equity and fixed income segments. Our
diversified range of product offerings
ensure that our clients receive the
most attractive risk adjusted returns,”
said a spokesperson.
“We have bold expansion plans and
will be adding further asset classes
over the coming months and expect to
launch some headline grabbing initiatives very soon.”
cludes rate negotiation, file services
and file import and export.
Straight through processing (STP)
capabilities for direct collections and all
types of transfers are available through
the cash management platform. The
suite of cash management products
allows clients to leverage the bank’s
extensive presence – over 600 branches across 30 countries – to manage all
local and cross-border needs.
“The Bank’s coverage in the Middle East, North Africa, Europe and
Australasia make it the ideal partner
for international businesses looking
to operate within the Mena region, or
Mena-based companies looking to expand within the region,” according to a
spokesperson.

MENA AWARDS
WEALTH MANAGER OF THE YEAR

Barclays
AuM continues to grow as a result of increased productivity
and investment in technology

B

arclays Private Bank managed
to achieve growth within the
Mena region despite political
and economic uncertainty.
Core AuM grew by 15% year-on-year
while total revenue grew 9% year-onyear, throughout 2016.
“The key reason behind these impressive growth figures lies in the
significant improvement in banker
productivity,” according to a spokes-

person. Indeed, average core assets
managed per banker grew by more
than 50% while the average revenue
per banker grew by more than 45%,
reflecting a significant improvement in
efficiency. Furthermore, average net
new assets attracted per banker grew
by 33%.
Several technology initiatives introduced since Q3 2015 have improved
the client’s experience. Leading in

WEALTH MANAGER OF THE YEAR: LEVANT

Bank Audi Private Bank
BAPB has attracted HNWI with wide-ranging investment
expertise

B

ank Audi Private Bank (BAPB)
increasing core private banking
client base by approximately
10%. By expanding regionally,
BAPB boosted inflows and increased
its market presence. There has been
a remarkable accumulation of wealth
in emerging markets and BAPB is increasing its coverage of these areas.
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It targets middle to high net worth
customers ($1m to $20m) as well as
ultra-high net worth individuals and
family offices, which now represents
nearly 15% of its AuM.
“BAPB developed scalable, meaningful, responsive business propositions to assure profitable growth in
AuM, in order to bolster the client-ad-

this are Wealth Direct, an investment
platform where clients can manage
their own portfolios and Barclays Mobile Banking, where clients can view a
breakdown of their overall wealth and
other historic metrics. Clients can also
access Barclays’ Research and view
their asset allocation by various criteria.
The restructuring of the Mena business in 2016 supported a stronger client proposition. The business evolved
to include an Africa offshore team to
expand its regional offerings under
the renamed Middle East and Africa
(MEA) division. The MEA business
was then aligned into the wider Emea
business, which further supported
Barclays’ already strong global capabilities for sophisticated Middle Eastern
clients.
visor relationships at the heart of business with high-net-worth individuals,”
said a spokesperson.
Its investment team is spread across
Beirut, Geneva and Riyadh serves the
wider private banking unit. It has wide
expertise, from an interest in technology and biotech to more traditional
commodity investments.
“Based on our expectations of a
commodity recovery following the severe downtrend of the past years, we
have created a commodity-themed
certificate, allowing us to cautiously tackle this asset class via equities,
ETFs, and options, while taking calculated steps regarding maximum allocation and concentration,” said the
spokesperson.

MENA AWARDS
GLOBAL CUSTODIAN OF THE YEAR

HSBC
The global bank demonstrates real commitment to the MENA
region

H

SBC Securities Services
(HSS) has invested heavily
in its global custody product
over the last 12 months.
One of the key investments is its
data and digital services, which HSS
believes is the “future of both the client experience and the operations engine,” says a spokesperson.

HSS envisions that can be a “digital partner”, providing clients with a
seamless window into their data. Initiatives range from creating API ecosystem to the potential applications of
artificial intelligence and blockchain.
Together with investments in client
service, the initiatives are paying off
with growing assets under custo-

SUB-CUSTODIAN OF THE YEAR

Standard Chartered
SCB has made rapid progress in the region over last few years
as a result of investment in technology and client service

S

tandard Chartered Bank (SCB)
provides custody services
across 11 markets across
the Middle East and Pakistan
(Menap), among 40 markets globally.
SCB, active in the Middle East since
1920, has achieved rapid growth in
recent years. Its Menap securities
services business (including custody)

doubled its revenue between 2013 and
2016. Year-to-date, it has continued
high-double-digit growth: assets under
custody increased 73% year-on-year.
SCB credits its success with its flexible approach, offering bilateral links
between markets or a consolidated
approach, or even a mixture.
It recently implemented an integrat-

FUND ADMINISTRATOR OF THE YEAR

HSBC Securities Services
The global bank has a longstanding presence in the region and
is extending its administration services

H

SBC Securities Services
(HSS) has continued to invest
heavily in fund administration
over the last 12 months for its
asset manager and public sector client
base, despite tough economic conditions.
HSS has continued to service the requirements of Mena asset managers
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despite the tough economic conditions
impacting fund size and increasing cost
pressure.
“Given the strategic importance of
this client base we remain committed
to this sector and have supported the
launch of new funds in Bahrain, Qatar
and Saudi Arabia, including cash funds
giving markets and clients liquidity solu-

dy, especially from sovereign wealth
funds.
HSS, a global business that can
trace its involvement in MENA back to
1889, has demonstrated commitment
to the region and works extensively
with local regulators. It also promotes
the region to world. “With the opening
of the Saudi market we have been at
the forefront on promoting the market
to the global investment community,”
the spokesperson added.
HSS focuses on bank and broker-dealer, public sector, insurance
company, asset management and
pension fund clients and facilitates discussion through initiatives such as its
MENA Securities Forum.
ed custody platform (part of a $60m
investment) with the standout feature
being a single-touch architecture with
access to all 40 SCB markets, dispensing with the delays associated with the
traditional ‘hubbed’ custody model.
It maintains local operations and client support in each market and puts
concerted effort into maintaining relationships with market infrastructure
entities and regulators.
SCB says its success in the region is
based on having a clear strategic focus
on securities services and custody services, market expertise and deep product knowledge and operational expertise, which is built on extensive training
and investment in technology.
tions,” said a spokesperson.
In Saudi Arabia it has been working
with the local regulator to support the
IFR regulations, which require the appointment of a third-party custodian for
Saudi Arabian funds.
It has also extended and enhanced
its fund administration services for the
benefit of public sector clients, delivering accounting, performance and risk
solutions.
HSS credits its success to three core
areas: its regional presence, its position
within a global bank and its client focus,
according to the spokesperson. Being a
global supplier, its Mena clients benefit
from its support for AIFMD, Ucits V and
tax reporting.

Africa and the Middle East’s
No.1 Bank is powering your ambition.
Turning aspiration into reality for millions.
From financing major energy, telecom, mining and infrastructure projects to growing
businesses and building communities, one bank is powering your ambition in more places
across the region than any other. Our award-winning capabilities are designed to meet your
every banking need. Standard Chartered. The award-winning bank supporting your financial
success across Africa and the Middle East.

Speak to us today.
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MENA AWARDS
TRANSITION MANAGER OF THE YEAR

Citi TM
Citi continues to build on its strong offering with innovative
new services

A

lready a leader in transition
management services in the
region, Citi has further expanded its capabilities during
the last 12 months.
Over this period, Citi TM has advanced its ETF capabilities, which it
reports to be a rapidly growing area.

For example, in a recent transition it
used ETFs as a hedge instead of index
futures, which helped the client manage market risk while restructuring an
equities portfolio.
“Using the ETF creation/redemption
process allowed Citi to deliver liquidity in excess of 500-times secondary

CONSULTANCY FIRM OF THE YEAR

Insight Discovery
The Dubai-based consultancy supports asset managers with
industry-benchmark research reports

I

nsight Discovery continues to
attract a growing number of asset managers as clients and has
achieved record turnover over the
past 12 months.
Insight Discovery’s flagship report
Middle East Investment Panorama
(MEIP) is now in its eighth year. The
2016 report was completed with a re-

cord 33 partner firms including BlackRock, Schroders and Fidelity as well as
the DIFC.
The consultancy is also establishing
itself in press relations, over the year
counting an increasing number of global asset managers among its clients,
and also started a media training service. It continues to produce thought

LAW FIRM OF THE YEAR

Simmons & Simmons
The law firm has done more to build the asset management
sector in the Middle East than any other
Simmons & Simmons has competed a diverse group of market-leading
transactions during the last 12 months.
For example, it advised the Abu Dhabi
Financial Group (ADFG) on the establishment of Goldilocks, the first fund to
be established in the ADGM, and Sturgeon on the restructuring of its Central Asia Fund to enable it to be one of
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the first international funds to invest in
Iran-listed equities.
The law firm maintains close working relationships with the region’s
financial services regulators. “This
helps us to ensure that our advice is
both technically correct, but also practical and solution orientated,” said a
spokesperson

market liquidity. This solution was innovative for both Citi and the TM industry.”
Citi TM also reports there has been
a continued expansion of interim management solutions, where it takes over
a legacy portfolio while the client select a target manager. It recently built a
$500m equity portfolio from cash and
managed it for six months.
The Citi TM business operates as a
part of Citi’s integrated portfolio solutions business; it benefits from expertise of functions such as portfolio
hedging and risk management, capital
and balance sheet advisory, collateral
management and securities lending.
leadership reports.
Insight Discovery also launched an
online service to help asset managers
and service providers to more effectively target family offices.
Insight Discovery is the only consultancy firm in the Middle East to specialise in supporting asset management companies; nearly all of its fee
income comes from the sector.
In the past year it has supported
eight of the 20 largest global asset
managers with consultancy services.
“We have probably conducted more
research for asset management companies than any other consultancy firm
which specialises in Mena,” according
to a spokesperson.
The Simmons & Simmons’ Dubai
office is increasingly becoming an important gateway to Africa, particularly
sub-Saharan Africa, and also coordinates the firm’s global Iran initiative.
The practice is now one of the largest in the Middle East region. It advises equally on open-ended hedge fund
and close-ended private equity fund
establishments, both conventional and
Islamic.
The Middle East practice is relied
upon by more than half of the global
top 20 asset managers by AuM. In the
last year it set up a working group of
16 global asset manages to represent
them to the UAE SCA on the new Mutual Funds Regulations and the Promoting and Introducing Regulations.

When you’re striving to make
your next move your best one,
no support short of optimal will do.
What if a bank made that its job?
Partnering with each client to
design and implement unique
solutions that not only help
preserve asset value and manage
risk, but also put unrivalled insight
and guidance to work throughout
the life of every project?
As global transition management
and portfolio solutions specialists,
we’ve committed to making it ours.

WHEREVER
YOUR NEXT
MOVE TAKES
YOU.

Transition Management
Europe +44 (0) 20 7986 0611
Americas +1 212 723 5939
Asia +61 (0) 2 8225 6146
globaltm@citi.com

citi.com/progress

MENA AWARDS
BROKER OF THE YEAR

Mubasher
Its market share increased in difficult conditions as a result of
innovation

M

ubasher Financial Services offers access to 50+
exchanges worldwide. It
recently introduced new
fixed income and futures services
and instruments to complement its
equities offering. It provides DMA

platforms and has advanced technology supported by a strong back office

operations.
Mubasher has grown in various client segments, particularly buy-side
institutional clients. It is among the
top few brokers executing for foreign
clients, according to a spokesperson:
“Mubasher executed almost 30% of
Qatar Exchange during the MSCI upgrade.”

INTERNATIONAL BROKER OF THE YEAR

ADS Securities
Proprietary technology has propelled the firm into a strong
position in the regional FX market

I

n just six years ADS Securities has
become a leading investment bank
in the Middle East. Through a period
of global market uncertainty, it has
continued to grow and expand.
Over the last year ADS Securities
has developed a FX prime brokerage
intermediation
service,
prime-ofprime, which provides its clients full

transparency with no mark-up. It is a
first in the Mena region.
A spokesperson said: “This is a new
and important way for brokerages to
stand between the clients and the primary bank, accepting market risk and
supporting the development of the industry.”
ADS Securities started as an institu-

FOREX BROKER OF THE YEAR

FXTM
Speed of execution and client service have led to a sharp
increase in volume

F

XTM prides itself on its execution speed and trading environment, which are indeed impressive with the broker currently
processing 84% of funds within five
minutes. Over the last year, it has increased global active clients by 77%
and growth in total deposits of 45%.
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Customer service is a key focus
for FXTM and has invested heavily in
client education and training, regular
on-location seminars and workshops.
Since it launched its Live Chat feature
it has had an average customer satisfaction level of 94.4%, according to
the firm.

While market volumes have slowed,
Mubasher has managed to increase its
market share and stayed among the
top-ranked brokerages in the UAE.
It takes pride in its management of
regulatory requirements for its clients,
especially in the on-boarding process.
“For example, last year CMA of
Saudi introduced new regulations to
ban omnibus account to operate in the
Saudi market, which affected many regional institutional clients,” explained
a spokesperson. “Within a week
Mubasher and its partner managed to
come up with a solution and get the
clients back to trading, whereas others
in the region are still struggling and are
not able to trade in Saudi.”
tional brokerage offering a full service
multi-asset institutional FX solution.
Its proprietary technology accesses primary and secondary market
liquidity.
It has applied its approach to develop the exclusive trading solution ADS
Prime, for private clients, extending
institutional standards of execution
with tailored support for individual
investors across a range of trading
options.
Successful partnerships with liquidity partners, prime brokers and aggregators, underpin the long-term growth
of its business. It has moved from zero
volume to trading up to $16bn per day,
with offices in London, Hong Kong
and Abu Dhabi.
It is also committed to international growth. For example, its website is
available in 18 languages, customer
support in more than 25 languages, via
multiple channels, and even its webinars are available in multiple languages.
The company introduced negative
balance protection six years before it
became a regulatory requirement, and
its performance statistics are publicly
displayed on the website and independently verified by PwC. It shows
a record 0.037 millisecond speed of
execution on the Pro Account for professional traders and a 0.110 and 0.197
on the ECN and Standard accounts respectively in May.

WHY
MUBASHER
FINANCIAL
SERVICES?

01
02
03
04
05
06

Outstanding Customer Service
Understanding Of Customers’ Needs
Professional Trading Tools & Platforms
Experienced Research & Analysis Team
Powerful & Reliable Institutional Trading Desk

Direct Market Access To More Than 50 Exchanges

w w w.glob alinvestorgroup.c om

mubasherfs.com
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MENA AWARDS
FINANCIAL CENTRE OF THE YEAR

Abu Dhabi Global Market
ADGM has introduced many innovations in its short history

A

bu Dhabi Global Market
(ADGM) enters just its second year of operations with
an impressive string of firsts
in the region.
In July 2016, 95 firms had registered
with ADGM but a year later 430 had
done so. The total number of incorpo-

rated special purpose vehicles doubled
to 150 and the number of licenced financial entities increased sevenfold.
AuM has surpassed $4.2bn and is
growing rapidly, with the fastest pace
of fund creation in the region.
ADGM has added a private Reit
regime, the first in the region, to its

EXCHANGE OF THE YEAR

Dubai Gold &
Commodities Exchange
Volumes continue to grow for the biggest derivatives exchange
in the Middle East

O

ver the past twelve months
the Dubai Gold & Commodity Exchange (DGCX) has
set numerous records in volume traded, open interest and notional
value. The Exchange has continued
to grow with the launch of innovative
products and signing agreements to

launch collaborative products.
The DGCX clearing house, the Dubai
Commodities Clearing Corporation
(DCCC), also grew. It achieved ESMA/
EMIR recognition and implemented
a new risk system, ActiveRisk, enhancing the scalability of the DCCC’s
stress-testing capabilities and also in-

INTERNATIONAL EXCHANGE OF THE YEAR

Eurex Exchange
Eurex has provided Mena investors access to European
derivatives for a decade and continues to innovate

E

urex Exchange, one of the
world’s leading derivatives exchanges, has cemented its position as an open channel to the
Mena region since 2007. With a two-tothree hour time difference to European
trading hours, Mena members are able
to conveniently trade Eurex’s entire
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product suite of over 2,000 products.
Following the successful launch of
MSCI derivatives, not limited to MSCI
Emea with Middle East underlying, Eurex recently introduced additional MSCI
derivatives, offering investors the widest coverage of MSCI products. Driven
by the growth in the emerging markets,

funds regime (which already including
a Reit regime). In May it launched the
first calibrated venture capital framework in Mena for managers and in July
the first fund was launched.
It can also claim to be the top Mena
fintech hub, taking the lead in strategic
fintech bridges between jurisdictions
and welcoming the first five start-ups
into the ADGM Reglab programme.
“With its innovative suite of corporate vehicles and well-regulated environment, ADGM is also an influencing
platform for structuring international investments into the Middle East, Africa
and Central Asia,” said a spokesperson.
troduced multi-currency settlement.
This, coupled with the existing pretrade risk checks, enabled the clearing
house to continue its record of being
without a default since inception.
The DGCX and DCCC have signed
MOUs with RAKBank and ADX to look
at co-operating on clearing services,
with the goal of building a unified clearing house for the UAE and wider GCC.
More recently, DGCX and the DCCC
received non-member recognised
body status from ADGM, and its regulator the FRSA.
Over the last 12 months, DGCX has
launched two notable products, Dubai
India Crude Oil (DICO) and Dubai
Shanghai Gold Futures (DSGC), the
first product of its type to be licensed
by a Chinese exchange.
the Eurex MSCI segment recorded a
high of almost 2.5 million traded contracts in Q1 2017.
Eurex’s volatility derivatives, VSTOXX, help investors manage their risk
and trade opportunities amid the current European political uncertainties.
Volumes in H1 2017 increased by 43%
for futures and 170% for options on a
same-year comparison. It also extended its listed FX derivatives portfolio to
cover 7 of the G10 currency pairs.
Eurex is currently working on expanding its FX product range and OTC FX
clearing. “We consistently seek new
means to deliver a world of opportunity
to members across the entire financial
ecosystem,” said a spokesperson.

MENA ROUNDTABLE

PARTICIPANTS

Next steps
for MENA
Market experts gathered in Dubai to discuss the
investment outlook, regulatory reform and fintech
developments
Chair: What have been the main investment themes
this year and what are your expectations for the remainder of 2017?
Lemand: With oil prices falling, we identified the companies that are cyclical or oil-subsidised, because falling crude
prices has a negative effect on the GCC’s balance sheet. As
well as companies directly linked to oil such as petrochemicals, for example, we also stayed away from Saudi’s ceramics industry. This could disappear one day because Saudi’s
manufacturers enjoy state subsidies and its products can be
substituted for less expensive Chinese ceramics.
Instead, we focused on non-cyclical consumer-related
companies, where there is a large number of companies
doing very well in that space, both in Saudi Arabia and the
w w w.glob alinvestorgroup.c om

Matt Smith, chair
Ryan Lemand, managing
director, head of wealth and asset
management, ADS Securities
Ehab El Sawy, head of securities
services, Mena (ex UAE) at
Standard Chartered
Robert Ansari, executive director
and head of Middle East, MSCI
Nigel Sillitoe, chief executive,
Insight Discovery
Eric Salomons, director and
head of markets at Dubai Financial
Services Authority
Any views expressed by DFSA employees are
their own personal views and not that of the DFSA

UAE. We also looked at companies that provide 5-7% dividends even during downturns. These were obvious choices
to select in our portfolios.
We’ve constructed our portfolio in a defensive way to offset the drop in oil prices and will continue with this strategy
at least over the medium term, because we see oil prices
stabilising around $47-53 a barrel. If we have a geopolitical
shock or any other shocks worldwide, oil prices might move
out of this range, but our investment strategy will remain
focused on non-cyclical names, non-oil-related companies
and dividend paying companies.
El Sawy: There is flight to safety. People are being more
selective with geographies, asset classes, sectors and even
country exposures. It is a period of uncertainty, not just
AUTUMN SPECIAL 2017

|

115

MENA ROUNDTABLE

the various markets highlights how the region is not
homogeneous. The same is true of industry sectors
within individual national markets.
Chair: What can regulators and bourses do to
bolster trading?
Sillitoe: In most GCC countries, governments have
at least talked about promoting local financial markets
and boosting liquidity. The main problems which have
not yet really been addressed are governance and
regulations. For governance, there are too many companies where strategic decision-making is opaque: it
is not entirely clear whether the company in question
is being run primarily for the shareholders or mainly
for other stakeholders. In terms of regulations, the
problems include complexity, lack of clarity
and absence of regional co-operation.

As international
investors take
bigger stakes in these
local markets they tell
MSCI there is a need
for the level of
governance to rise

Chair: What are your thoughts on Mena
debt markets?

Lemand: In the GCC we’ve principally
invested in equities, but volatility in geopolitics, oil prices and other matters has
because of the price of oil. People
led us to look more at other asset classes,
will be looking more towards safe
particularly fixed income. There are some
havens and the appetite to take on
very good bonds issued by GCC companies
more risk is going to be lower. Hav– volatility in this asset class is limited and
ing said that, we see regional invesremuneration is excellent, so if you comRobert Ansari, MSCI
tors seeking a lot more exposure to
plement your equities portfolio with a bond
Africa, also more investments into
portfolio you immediately dampen the overfixed income instruments and portfolios, and on the equity
all volatility of your asset portfolio.
side there will be a lot more value selection by portfolio manWe’ve constructed a ‘dynamic allocation balanced portagers rather than high-risk securities.
folio.’ It’s based on a quant model where the allocation between equities and fixed income is determined by the level
Ansari: From an MSCI perspective we don’t trade the
of volatility regime – when equity volatility increases, we remarkets directly and we’re not managing any assets. We
duce our exposure to stocks and increase our fixed income
are, however, working with clients for which it is their primaholdings to keep the portfolio’s overall volatility stable. As
ry business and can draw from that.
equity volatility declines, we up our exposure and reduce
We are seeing that our clients adopt more defensive stratfixed income positions. We do this rebalancing on a monthly
egies and that flight to safety is apparent. There are asset
or quarterly basis.
managers launching funds which move away from oil price
We expect more sovereign debt issues to come, which
volatility and towards defensive themes. We saw clients
will help construct a yield curve and so lead to more corlaunch funds on things like Saudi mid-volatility or Saudi
porates issuing bonds. Without a yield curve, corporates
high-dividend yield stocks.
cannot accurately price the bonds they issue, so the easier
companies can price bonds the more bond issues there will
Chair: Which equity markets and sectors do you prefer
be. That will also help the equities market to mature further.
and why?
Salomons: A side effect of the oil price drop is that sovSillitoe: Mena stocks need to be approached on a caseereigns are coming to the market with debt issuances to
by-case basis. The lack of market liquidity is an issue for
address their fiscal deficits. The previous opportunity for
many of the largest companies. Governance also matters.
that was when the global financial crisis hit home, but the
It’s sometimes unclear who is making the strategic decisions
oil price drop was short and recovered quickly. This time
or whether those decisions are being made for shareholdthe fiscal deficits are a catalyst to issuing debt instruments
ers or for other stakeholders. The divergent performance of
including sukuk. In general, over the last four years there
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has been a noticeable rise in
sharia-compliance sukuk issuance activity in the DIFC.
This increased activity from
the sovereigns will be a catalyst to developing a proper yield curve in the GCC.
We’re not there yet, but it’s
coming.

The outside world
is taking a very
close look at how GCC
governments are
de-risking away from
sector concentration on
hydrocarbon industries

Sillitoe: The key development has been the imposition of sanctions against
Ehab El Sawy, Standard Chartered
Qatar. This caused spreads
to widen and Credit Default
Swaps (CDS) to soar for sovereign bonds throughout the region, especially for Qatar.
As of mid-2017, Kuwait and Abu Dhabi stand
out as highly rated issuers where credit spreads
remain low. Dubai, Qatar, Saudi Arabia and Oman
are Investment Grade issuers whose bonds offer
medium-to-high credit spreads. Bahrain is a non-Investment Grade issuer whose bonds still offer high
spreads. Meanwhile, issuance of sharia-compliant
sukuk bonds has been growing rapidly.
Chair: How well have the Gulf economies adjusted to
the low-oil-price era?
Lemand: $50 is the new normal for oil prices and it’s a
blessing because it will accelerate reform and diversification. Reform is an opportunity for investors. Today, if I look
at where in the world to invest in, I would look for countries
who are doing substantial reforms.
Sillitoe: The two-word answer has to be: pretty well.
Through their respective currency pegs, GCC economies
have benefited from the general softness of the dollar. As
of August-end, Emirates NBD’s purchasing manager’s index
for Saudi Arabia’s non-oil sector was 55.8, or the highest
level since April. Any figure above 50 indicates growth and
positive change, while any figure below 50 indicates the opposite. The PMI for the non-oil sector of the UAE stands at
a 30-month high of 57.3.
Chair: Without getting into politics, the risk profile of
the GCC has increased this year, how has that impacted Mena asset management and flows from foreign
investors?
El Sawy: We’ve had a relatively healthy pipeline of business coming through origination markets, which are Europe,
the Americas and Asia Pacific. The challenge with this region is that it’s always judged as one market, even though
they’re at very different stages of evolution and complexity.
A little incident in one country will affect the fortunes of all
w w w.glob alinvestorgroup.c om

the others as far as foreign investors are concerned. The
outside world is taking a very close look at how GCC governments are de-risking away from sector concentration on
hydrocarbon industries, and there are new listings that are
not oil-related and which are creating interest from foreign
investors. This region will remain unique in what it can offer
to frontier and emerging market fund managers.
Ansari: Our clients commented to me that what happened
this year was an opportunity for them to think more closely
how they spend their risk budget. While it is true the Gulf is
often seen as one market, the concept of there being one
homogenous GCC market is starting to break up slightly.
Based on our client feedback, what may happen is that
we’ll end up with a two-tier GCC of emerging GCC markets
and the non-emerging GCC markets. It’s an old adage, but
necessity is the mother of all invention, and we’ve seen our
clients become a lot more creative in how they spend their
risk budgets.
Sillitoe: The most obvious impact is that most of the
Mena markets have under-performed. Geopolitical risks emanate from the continuing conflicts in Yemen and Syria/Iraq,
the persistent softness in energy prices and the imposition
of sanctions against Qatar.
Another key challenge is lack of engagement with financial
advisers by the advisers’ clients. This is something that we
will be considering again next year. If this problem persists,
it will complicate the distribution of asset management and
life insurance products.
AUTUMN SPECIAL 2017
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Even if all geopolitical issues in the region were resolved,
energy prices were clearly rising and financial advisory
groups were enjoying a bonanza, challenges would remain
for asset managers. Most important of those is a regulatory environment that is complex, constantly changing and
opaque.
Chair: What’s your perspective on corporate governance and enforcement in the Gulf?
Ansari: There are three IPOs reported to be happening
in Egypt, and potentially the biggest IPO to date with Saudi
Aramco, so as international investors take bigger stakes in
these local markets they tell MSCI there is a need for the
level of governance to rise to a certain standard.
What we hear from clients is not necessarily just comparisons between ‘good’ and ‘bad’ disclosure levels there is
also the treatment of minority shareholders vis-à-vis larger
shareholders. Minority shareholders don’t want just want
the economic benefit of investing in a company but to also
have some influence on how that company is run.
It’s important for an efficient market to offer securities
borrowing and lending (SBL), but from an MSCI perspective
it’s not necessarily a requirement.
My personal view is that SBL has been attempted a few
times in the region, but it hasn’t been implemented as well
as it could have been but we are starting to see changes in
the regional exchanges which is an exciting development.

emerging market, then it could be a consideration, and up to
standards and practices recognised by international clearing
banks.
El Sawy: In this region, approximately the combined capital
markets are worth about $1.5 trillion, of which 50% of assets are in Saudi, along with 75% of transactional volumes,
so the region is skewed towards one market and we need
to look at where Saudi is in terms of securities lending and
borrowing for equities for there to be a significant regional
opportunity. As well as needing an actively traded market,
custodians to develop collateral management programmes,
infrastructures to develop regulations around it and to test
these regulations in terms of legal frameworks, along with
the need for regional markets to be aware of sharia-compliant considerations, where applicable.
Chair: What are the positive and negative sides of the
Gulf’s equity markets being retail driven and how can
more institutional money be convinced to participate?

Lemand: The market will not mature and gain breadth and
depth until it has a critical mass of institutional investors.
Institutional investors will not enter the market until they
have the tools required to manage a portfolio. Firstly, I need
the capability to buy a security, which I have. Second, I need
to be able to hedge. Hedging can happen through short selling, options and futures. Then I need to be able to short sell
and for that I need securities lending and borrowing.
Regionally, except for Nasdaq Dubai, I can only buy a seChair: What about in terms of developing new tools for
curity, so when markets drop the only
investors to trade with?
option I have is to sell, so when things
Salomons: When it comes to the
turn sour - business cycles, geopolitiThere are too
market structure the more informacal problems – regional markets tend
tion investors have available the betmany companies
to plummet, because everyone holdter the price efficiency. Short selling
ing securities starts selling due to the
where strategic
is a way of providing a view on valuation. To allow investors to take a
decision-making is
short position requires a valid and
opaque – it is not
effective securities lending and borrowing market. That said, short sellentirely clear whether
ing does come with risks, so it does
the company in
need controls. In the DIFC, short selling is permitted with controls such as
question is being run
appropriate margining levels and risk
primarily for the
management procedures ensuring
settlement certainty and minimising
shareholders
buy-ins. If markets want to develop
Nigel Sillitoe, Insight Discovery
other products such as derivatives or
structured products, then it’s almost a
given that you need to develop securities lending & borrowing market and allow short-selling.
Short-selling in the early days of a frontier or emerging market isn’t necessarily as important but if you
enter into a phase of becoming a more developed
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lack of hedging instruments. Once we make these instruments available we should see more institutional investors
coming in.
Salomons: A side effect of getting MSCI emerging market
status is that as more foreign money comes in, it starts to
influence corporate governance. Passive funds may be buying simply to track the index, but as that grows they’re going
to be told by their fund investors to start leveraging their exposure by influencing the standards of the companies they
invest in. Allowing direct access as a foreign trading firm
to local markets could also cause a positive impetus on liquidity. Both of these developments will take time. Let’s not
forget that the UAE capital markets have come a long way in
establishing themselves in a short period of time. The decision to open up to more external influences is of course also
based on commercial and regulatory arguments.
Chair: Is there much enthusiasm
locally about putting in place
such structures?

If markets want to
develop other
products such as
derivatives or structured
products, then it’s almost
a given that you need to
develop securities lending
& borrowing market and
allow short-selling

El Sawy: I believe the local brokerage community can serve the
execution requirements for foreign
institutions rather than allowing direct foreign engagement on regional execution. Trading volumes are
of this is that it could induce innovadipping and we need to see some
tion; on the flip side, when operatindustry consolidation and also teching on strongly reduced fees, this is
nological improvement to reduce the
not necessarily to the benefit of all
unit cost and increase the execution
stakeholders.
efficiency. There are sophisticated
entities operating across our regionEric Salomons, DFSA
Chair: Saudi Arabia and then
al markets that have very strong
Oman and Abu Dhabi announced
technology and can serve the globplans to publicly list parts of their state-owned oil busial broker dealers and investors looking to access the Mena
nesses. Why the rush to go public? And what would
market. Introducing direct access to foreign institutions will
these listings mean for the wider Gulf capital markets?
take away one of the potential opportunities for additional
revenues and clients for the local or regional brokers.
Ansari: My personal view is that an Aramco’s IPO would
Lemand: In 2008 there were 122 brokers in the UAE.
have potentially happened whether or not oil prices had fallToday we’re down to 42-43, but that’s still too many – it
en.
should be around 25, which would a good distribution for
El Sawy: Most of the GCC economies are primarily conmarkets of the size of DFM and ADX. Today, aside from the
trolled by government and/or related entities, but we’re now
top performers the brokerage industry isn’t doing that well.
seeing increasing diversification and privatisation initiatives
Most are barely breaking even or making losses. We’re seefeaturing in national strategic visions and plans. With full or
ing consolidation in the banking sector, there’s no reason for
even part privatisation there are opportunities for efficiency
this not to happen in the brokerage sector too. It needs to be
and new investment into people, operations and technology
facilitated sensibly by the regulators.
infrastructures.
Salomons: How would this consolidation happen though?
Sillitoe: There is a first mover advantage. The first deal
One way could be to deregulate brokerage fees. This might
should dramatically boost the market capitalisation, turnseem painful, but other countries such as Japan have done
over, profile and transparency of the country/emirate where
it. Now a while ago, there it meant that within a year startit takes place. The challenge is to execute the deal. That, in
ups became very sizeable brokerage firms as they used inturn, basically requires two things. The first is general stabilnovation to break into an existing market. The positive side
w w w.glob alinvestorgroup.c om
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There are some very good bonds issued
by GCC companies – volatility in this
asset class is limited and remuneration is
excellent
Ryan Lemand, ADS Securities

ity in energy prices – and in the context of a US dollar
oil price that has been flattered by the weakness of
that currency.
The second is general buoyancy in global financial
markets – and in the context of a world where equity
valuations are widely seen as being demanding, at a
time that interest rates are rising again. In short, these
governments are rushing to do the deals while they
still can.
Chair: How well is the Saudi economy doing in
terms of offsetting both the effects of austerity
and the huge reforms outlined in Vision 2030?
Lemand: Saudi debt levels are very low compared to
its peers around the world, so the country has a lot of
room to issue debt and use this for the transformation programme. The central bank foreign reserves have dropped,
but it’s a very steady, controlled indicating that Saudi policymakers are using these reserves for specific purposes.
Any reform has execution risk, and Saudi Arabia is adjusting its transformation plan, which is a good thing. I am
positive on the Saudi economy. The capital markets and listed companies are doing relatively well. They’re generating
cash, distributing dividends, investor relations is top notch
– they respond when we call them. It’s our preferred Gulf
market.
Chair: What is the potential for fintech in Gulf?
Salomons: Fintech has the ability to improve efficiencies
but the main benefits are accessibility and speed, and this
applies globally not just in the Gulf. For businesses, it gives
access to financial software and managed services that previously would have cost substantial set up fees for equipment, program licenses, trained technicians, and IT teams.
For consumers it things like the ability to pay for goods and
services with a smart phone. Certain Fintech initiatives,
such as peer-to-peer payments, can help support financial inclusion that helps serve the under- and un-banked as
these payments are made without the involvement of an
intermediary.
From a UAE perspective, crowdfunding is of central importance in respect of small and medium enterprises (SME)
growth and the development of the economy. There is also
120
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a commitment on behalf of Federal and Dubai governments
to further develop and use technology in the provision of
government services and throughout the economy.
This is a strategy the DFSA supports. So in August, we
launched the first bespoke regulatory framework for loan
and investment crowdfunding platforms. The framework focuses on the governance of the platforms and appropriate
standards of consumer protection.
Before that though, we announced the launch of our Innovating Testing Licence (ITL), a restricted financial services
licence that allows both start-up companies, as well as established Financial Institutions, to test ideas and innovative
ways of delivering financial services, in a controlled environment
Ansari: The challenge with bubbles is you may not know
you’re in one until it has burst. The evolution of Bitcoin, for
example, has dramatically accelerated due to social media.
The paradigm we’re in today hasn’t necessarily existed before because things like Bitcoin were inconceivable 15-20
years ago, but also because the flow of information around
Bitcoin is so immediate.
El Sawy: Standard Chartered is a big supporter and incubator of numerous fintech initiatives and entities. The big
themes for us are around mobility and the management of
big data. In Mena, fintech will disrupt the traditional business-as-usual processes. If you introduce technologically-driven ways of doing business, it may initially be disruptive, but with time the adoption curve will start to increase
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resulting in more efficiencies which will ultimately result in
key benefits including transaction cost efficiencies along
the supply chain, mitigating human error risks, as well as
reducing the speed by which entities fulfill their obligations
towards ecosystem stakeholders: from customers to regulators or other financial institutions.
Lemand: Robo-advisory is the future for a large chunk of
money management. I started my career 18 years ago as a
credit default swaps trader, a prop trader, today that job is
done by a supercomputer. Fintech is the future of managing
money.
Chair: What other areas of fintech are most promising
for Mena?
EL Sawy: We’re looking at predictive analytics, transactional processing – not just remittances but also on a transactional asset management basis or a wealth management
basis. We’re looking at distributed ledger, robo-advisory, and
several aspects of regulatory technology.
Chair: What are your thoughts on Egypt and how it is
faring since the flotation of the pound last November?
El Sawy: The biggest achievement in Egypt beyond the
stabilisation of the government and government institutions is the introduction of the new investment law and the
one-stop-shop ‘single window’ for managing direct foreign
investment applications and processing of constitutional
documents for new entrants into Egypt. The Egyptian government has streamlined, simplified and made the new
investment laws. The new related tax laws and incentives
are also a major step forward. Egypt continues to review
122
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its capital controls on the repatriation of funds, and will further developments on this front will attract fresh foreign investments. Inflation is falling and the government’s foreign
currency reserves have also stabilised after suffering severe
turbulence following the recent revolutions.
Salomons: From a DIFC perspective, some companies
have shown an interest to dual list on EGX and Nasdaq
Dubai. This started with Orascom Construction, which
prompted us to do some work with the Egyptian FSA to
understand how they regulate their brokers. We expanded
that to allow brokers from Egypt to directly connect to any
DIFC exchange, but particularly Nasdaq Dubai.
More recently, we have had some interest from Egypt on
funds to offer foreign investors an alternative to investing directly into the Egyptian market. We haven’t seen that come
to fruition just yet.
Sillitoe: Egypt’s stock market has hit multi-year peaks, but
is not in the middle of some kind of bonanza. In local currency terms, the EGX-30 index has risen from about 10,000
at the beginning of 2015 to around 13,500 now, with local
currency returns roughly 10% per annum over the last three
years.
The pound has fallen heavily. Measured in US dollars, the
MSCI Egypt index rose 10% year-to-date to August-end.
Over five and ten years, the index has tracked sideways in
US dollar terms.
Emirates NBD’s August 2017 PMI for Egypt’s non-oil sector indicates conditions are still deteriorating, if only to a marginal extent. The latest comment from the central bank envisages steady economic growth, but there is no mention of
the new investment law. The new investment law appears
not to be an issue – for good or ill – for key protagonists.
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BROKER OF THE YEAR AWARDS
Outstanding performance, volume
generation and research output were
identified in every major market

EGYPT

EFG Hermes
The leading broker in its domestic market is expanding rapidly
elsewhere in the region

E

FG Hermes has been the number one broker in Egypt for the
past 10 years. The firm captured market share of 37.2% for
financial year 2016 and increased this to
41.6% in the first half of 2017. The firm
also captured circa 50% of foreigners’

flow by the end of FY 2016 and maintained this during H1 2017.
In 2016 it became the first Mena-based investment bank that served
as the sole global coordinator for an IPO
on the London Stock Exchange, for the
$280m ADES International IPO. It also

JORDAN

AB Invest
Arab Bank’s brokerage is the market leader in Jordan and has a
significant presence in the GCC

A

B Invest facilitated the biggest series of block trades
in the Amman Stock Exchange’s history when it
executed 38 block trades with a total
turnover of JOD794m ($1,120m). The
company leads the Jordanian market
with a 37.4% market share, and a total

w w w.glob alinvestorgroup.c om

trading volume of JOD1.6bn, as of June
29 2017.
AB Invest trades on the Amman
Stock Exchange and also covers GCC
markets and regional markets (KSA,
UAE, Qatar, Kuwait, Oman, Bahrain
and Palestine) as well as international
markets.

executed several IPOs during the year,
including the EGP360m ($20.3m) tentimes oversubscribed Cleopatra Hospitals and the EGP808m 4.6-times oversubscribed Raya Contact Centre deals.
EFG Hermes is a leading brokerage
platform in Mena, with six exchange
licences across Egypt, KSA, Kuwait,
UAE, Oman and Jordan as well as execution capabilities in Qatar, Lebanon,
Morocco, Palestine and Iraq. It also has
on-the-ground presence in Pakistan
and Kenya and is operating in several new markets from Bangladesh to
Uganda. It is well on its way to achieve
its aim of becoming the leading frontier
markets house.
It offers a trading room with a market-watch screen for clients and has
dedicated brokers for high net worth
clients.
It applies minimum commissions and
grants commission discount for high
block trades (in accordance with the
regulator), according to the firm.
The subsidiary of Arab Bank and is
the leading brokerage house in Jordan
and can claim to be one of the leading
brokerage houses in the region. It is
recognised for its superior execution,
timely and transparent information dissemination, and strict adherence to the
highest code of ethics, according to the
spokesperson.
AUTUMN SPECIAL 2017
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EFG Hermes IFA
EFG Hermes’ local division dominates foreign institutional
flows into the market

E

FG Hermes IFA – the Kuwait
brokerage of EFG Hermes – is a
leading house of the 14 brokerages on the exchange. It was
ranked first for the second consecutive
year in financial year 2016 (excluding
American transactions) with a market
share of 25.5%. Although it actually in-

creased its market share marginally to
25.6%, it is ranked second for the first
half of 2017.
EFG Hermes IFA has captured the
majority of the foreign institutional
flows into the market since 2011, including over 70% in FY 2016 and over
65% in H1 2017.

LEBANON

MedSecurities
The BankMed subsidiary is building business and home and
abroad with a personalised

H

eadquartered in Beirut, Lebanon, MedSecurities offers
brokerage services covering
international, regional and local markets.
It provides access to a wide range of
financial instruments from conventional equities, fixed income and funds as
well as derivatives and over-the-counter securities in local, regional and inter-

national markets.
“Our talented team believes in a
personalized approach to business relations and attempts to build long term
relationships with our clients,” said a
spokesperson. “We strive to address
our clients’ specific needs while maintaining highly competitive brokerage
fees.”
MedSecurities offers brokerage and

OMAN

Bank Muscat
The dominant local brokerage has added an impressive range
of new products

B

ank Muscat is the largest commodity hedge service providers in Oman and in the GCC
region, with volumes touching
one million tonnes annually. It currently
has 90% market share in Oman.
The leading commodity hedge pro124

|

AUTUMN SPECIAL 2017

vider is perhaps the only bank in the
GCC area with a dedicated commodities desk handling base metals, precious metals and energy.
Bank Muscat racked up several
achievements during 2016, including
providing one million tonnes of base

It adheres to international compliance, risk management and internal auditing standards, according to a spokesperson, with a dedicated compliance
and operations departments in Kuwait.
EFG Hermes IFA grew its client base
to over 28,000 clients by the end of
2016, adding over 500. It caters to foreign institutional investors, retail and
high net worth clients, and local and
regional institutions. Its research team
covers more than 42% of KSE market
cap and offers unrivalled corporate access.
In 2017, the firm concluded the sale
of Al Imtiaz Investment Group’s $120m,
10% stake in Humansoft.

product development services to a
growing local and international customer base. It is involved in securities
trading as well as the distribution of
tailor-made and off-the-shelf investment products, which are structured to
capture potential gains in equity, fixed
income, currency and commodity markets.
Since MedSecurities was launched
in 2006 as a wholy-owned subsidiary
of BankMed, it has complemented its
parent firms offering and benefits from
the synergy and support of the group’s
network. The group has subsidiaries or
branches in Switzerland, Cyprus, Turkey and Saudi Arabia. BankMed was
established in 1944 and is one of the
country’s leading banks.
metals hedging. It also became the first
bank in the GCC to introduce iron ore
hedging, MJP [main Japanese port]
hedging and odd-lot hedging as well as
becoming the first bank in Oman to offer energy hedging. In recognition of its
position, it was the first in the region to
be invited to participate in annual price
forecast by Metal Bulletin Apex.
The commodity desk works six days
per week, covering all market’s time
zones. It does not speculate itself or
allow its customers to speculate, with
the aim of protecting margins, and offers odd-lot hedging. All deals are done
on back-to-back basis, offering the purest form of hedging.

CELEBRATING ITS SIXTH
CONSECUTIVE ACHIEVEMENT
AS BEST BROKER OF THE YEAR
International recognition is not only a performance award but it is
a stimulus for further commitment and determination. Global Investor
ISF, a ﬂagship title published by Euromoney Institutional Investor, has
held its annual awards event to celebrate for the 6th consecutive year
high achievement within the asset management industry giving
MedSecurities best broker of the year award in Lebanon.

MEDSECURITIES AWARDED BEST BROKER
OF THE YEAR FOR THE 6TH CONSECUTIVE YEAR
BY GLOBAL INVESTOR
PUBLISHED BY EUROMONEY
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QNB FS
The top-tier Qatari brokerage has the best research output in
the market

Q

NB FS is one of the top two
brokers on the Qatar Exchange (QE), with a year-todate market share of 20.34%.
It has positioned itself as a knowledge
leader in the Qatari brokerage industry
by seeking to bridge the analytical gap
that exists between Qatar-specific information and the investment community,
both local and international.

QNB FS research products include
equity strategy reports, company research, initiation reports and earnings
updates as well as short-term tactical
ideas for traders. It provides on-theground independent equity research on
at least 15 listed Qatari companies and
its corporate access is unmatched. It
also hosted 10 quarterly earnings calls
for major listed Qatari companies.

SAUDI ARABIA

Al Rajhi Capital
The Al Rajhi Bank subsidiary is attracting the largest volume of
trades due to investments in technology

A

l Rajhi Capital is a leading financial services company
that offers a range of diverse,
innovative and sharia-compliant financial products and services.
The subsidiary of Al Rajhi Bank is
a leading brokerage in Saudi Arabia
with the highest average market share

(18.45%) for last 12 months, including
for the last seven months (at least, to
June 2017).
“We attained this significant position
by adopting a client focused approach,”
said a spokesperson. “The use of technology in serving the clients and implementing the business is a core area of

UAE

EFG Hermes UAE
The broker enjoys a leading position on the ADX, AFM and
Nadaq Dubai markets

E

FG Hermes UAE continues
to be the leading brokerage
house on both ADX and DFM
exchanges. Combining the volume of both exchanges together, it was
ranked first for financial year 2016 with
a market share of 19.05% and second
place so far this year, with H1 2017mar126
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ket share of 17.5%.
EFG Hermes has remained the top
brokerage house on Nasdaq Dubai for
the past four years with a market share
of 61% in 2016 and a market share of
57% in H1 2017.
The firm remains the trading gateway
for foreign investors in the market, cap-

QNB FS has market-leading trading
& execution capabilities. This includes
dedicated support, conflict-free agency-only brokerage, block trading, trading execution, omnibus accounts and
multi-market execution.
It is the preferred broker for foreign
institutional investors with significant
share of their flows on the QE. QNB FS
also intends to showcase investment
options to local individual and corporate
investors that are seeking to diversify
their portfolio outside of Qatar.
With QE, QNB FS supported a roadshow in New York where 11 companies conducted over 100 investment
meetings. It plans to further expand

its research capability into regional
equities.
focus for Al Rajhi, which has put this
group at the forefront of the business.”
Al Rajhi Capital has invested in integrated services across multiple trading
channels – eTadawul, iPhone, iPad and
Android phones and tablets – and automatic phone trading. It also offers a
personalised service via a phone trading centre.
It provides a margin lending facility
for investors or traders to leverage their
portfolios; a Daily Murabaha Facility and
Yearly Murabaha Facility are available.
Alrajhi Capital recently set up a new
institutional equity division, which
services qualified financial investors
(QFIs), among others, investing in Saudi Arabia.
turing over 50% of the foreign volumes
in UAE in H1 2017. EFG Hermes UAE
offers unique corporate access for publicly-listed equities on ADX and DFM,
arranging investor mission trips to the
country.
The EFG Hermes research division
provides thorough fundamental analysis and includes equity coverage of
23 listed companies in UAE markets,
accounting for 71% of market capitalisation.
The Securities and Commodities
Authority has appointed EFG Hermes
among select group of financial institutions to put forward recommendations
towards a regulatory reform.

MENA AWARDS
EGYPT

CI Asset Management
The CI Capital-backed asset manager has the most diverse
range of products in the Egyptian market

C

I Asset Management has introduced innovative products
into the Egyptian market and
now has assets under management (AuM) in excess of EGP8bn
($0.45bn) as well as the widest range
in the Egyptian market. Its growth has
been fuelled by the backing of the fastest-growing investment bank in the
market, CI Capital, with is brokerage,

research, investment banking and private equity expertise.
CI Asset Management has a strong
emphasis on corporate governance
and risk management to align business practices with the interests of
stakeholders and maximise transparency, according to a spokesperson.
CI Asset Management is a top quartile asset manager in the Egyptian

JORDAN

AB Invest
Arab Bank’s asset manager successfully refocused its flagship
fund after market turbulence at the start of 2016

I

n 2005 AB Invest created one of the
first funds in the region, its flagship
Arab Bank Mena Fund, which has
consistently outperformed the market in risk-adjusted absolute terms,
adding around an additional 40% since
inception.
2016 started with high regional and

global volatility; January was the worst
month since January 2009 and the
Mena fund recorded a loss of -10.85%.
The managers adopted a more active
style and the strategy paid off, finishing
the year with a 2% return.
Alpha-generation continued into 2017
with year-to-date returns of 2.77%

KUWAIT

NBK Capital
A major expansion in fixed income has substantially increased
the offering the Kuwait manager

N

BK Capital’s Mena asset
management arm increased
its AUMs during the past 12
months by 29% to reach a total of $1bn. It has an established mutual
fund business offering clients exposure
to Mena equities. It recently introduced
a new fixed income platform offering ac-
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cess to the growing regional bond and
sukuk market in a fund as well as separately managed accounts (SMAs) for
institutional and high-net-worth clients.
Its SMA product is highly customisable. Among the many possible iterations, it offers both conventional and a
sharia-compliant versions, a style vari-

market with consistent performance.
It manages 11 mutual funds and a
number of portfolios on behalf of high
net-worth individuals and institutions,
both local and foreign.
Since its Establishment in 1998, CI
Asset Management’s team has built
strong relationships with market participants and primary dealers in the
Egyptian market. These relationships
provides the management team with
a flow of information about the supply
and demand of investment tools and
have contributed to its long track record.
CI Asset Management introduced
Egypt’s first one-year open-ended
capital-protected fund and its first sharia compliant money market fund.
against the Dow Jones Mena Index’s
1.12%.
AB Invest replicated this achievement with its 2008-launched IIAB Islamic Mena Fund, which has delivered
returns 28% above its benchmark since
inception. It suffered in January 2016,
with a loss of -8.86%, but reallocated
to deliver 3.78% for the full year. So far
in 2017 it has returned -0.38%, well
ahead of the Dow Jones Islamic Mena
Index -3.57% decline.
“It is our firm belief that our core values of integrity, prudence and ethical
practice will remain the main ingredient to our competitive edge,” said a
spokesperson.
ant (dividend-focused SMA) and different geographic exposures (Mena, GCC
and country-specific mandates).
The team includes portfolio managers, research analysts and a dedicated trader, bringing extensive local
knowledge. It has also implemented
advanced systems and integrated layers of risk management controls to the
investment process.
“We strongly believe that our team
of seasoned professionals employing
best practice investment and risk management processes alongside our wide
product offering, and the strong financial position of NBK Capital and its parent, provide us with a strong platform,”
said a spokesperson.

MENA AWARDS
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Blom Asset
Management Company
The Lebansese bank’s asset management division has steadily
grown assets in volatile markets

S

ince 2010, Blom Asset Management Company’s (Bamco)
assets under management
(AuM) have grown by a compounded annual growth rate of 29%.
Over the course of the year to June
2017 its AuM increased by 2% to

$606m despite a challenging regional
situation.
Bamco’s inception in 2008 came
just months before the global financial
crisis. Since this time the asset management business has been at the
forefront of sustainable investment

MOROCCO

Wafa Gestion
The market-leading asset manager has the most
comprehensive product offering

E

stablished in 1995, Morrocco’s oldest asset manager
Wafa Gestion is still the market leader. Today has the largest AuM, with a 27% market share,
and offers the widest variety of
products. “It has continued to foster
a culture of innovation ever since it
launched Morocco’s first ever mutu-

al funds,” says a spokesperson.
Wafa Gestion enjoys a strong partnership with two major distribution
networks: those of Attijariwafa Bank
and Crédit du Maroc, for which it offers a complete range of investment
solutions for a wide range of client
and risk profiles. It has also introduced a sales support program by

OMAN

Bank Muscat
The dominant asset manager in Oman continues to add AuM
at home and across the region

B

ank Muscat is the leading asset
manager in Oman and among
the leading ones in the GCC,
having introduced mutual funds
to Oman and index investing to the
GCC. During 2016, the business grow
AuMs across most of its core products
and now has total assets under manage-

130

|

AUTUMN SPECIAL 2017

ment (AuM) in excess of $2bn.
“The overall investment process is
driven by an experienced investment
team with an average 13 years of experience investing in regional markets,”
said a spokesperson. “A collaborative
team culture that leverages the experience of the entire team prevails at Bank

funds development. “The driving force
behind the rapid built up of funds has
been the innovation,” said a spokesperson.
Bamco is a leading asset manager in
Lebanon. It has built a business that offers products across a broad range of
asset classes and solutions, including
mutual funds investing in fixed income,
money markets equities and commodities. It also offers tailored discretionary
portfolio management solutions.
Elsewhere in the region, BlomInvest Saudi Arabia (BSA), announced
in June of this year the launch of the
Blom MSCI Saudi Arabia Select Min
Vol Fund. The new product is a public,
open-ended, sharia-compliant investment fund.
offering training and the necessary
support to client relations’ advisors.
Wafa Gestion has developed a
strong track-record and expertise
across different asset classes. It
is a leading player in fixed income
through: money market funds,
short-duration bond funds, moderate-long-duration bond funds, sovereign bond funds and capital guarantee funds. Its money market mutual
funds are AAA-rated by Fitch. It also
has proven expertise in equities, including diversified and sharia-compliant funds. It has also added alternative funds to its offering including
commodity, structured and fund-offunds products
Muscat to produce profound investment insights.”
The bank’s flagship mutual funds
are Muscat Fund and Oryx Fund. The
group continued to grow in 2016, introducing new products while maintaining
performance. The Oryx Fund finished
the year in the top quartile, increasing
1.5%. The fund also more than doubled
its AuM in 2016 and is among the largest GCC funds.
The business also launched a mobile
application with a user-friendly interface that highlights investment product
offerings, answering frequently asked
questions and provides investment
planning tools.

MENA AWARDS
QATAR

QNB
Qatar’s leading asset manager has an impressive long-term
performance track record

Q

NB is the leading asset manager in Qatar with asset under management (AuM) approximately $4.5bn across
funds and discretionary mandates.
During the past 12 months, it has outperformed across the markets it covers despite challenging conditions.
“Our main achievement is our ability to

achieve above-market returns during
this time, which in turn achieved high
customer satisfaction,” said a spokesperson.
Its Qatar equities funds averaged
outperformance of 2.64%. While the
benchmark S&P Qatar index recorded
a -6.21% loss, its funds provided real
downside protection with a more mod-

SAUDI ARABIA

NCB Capital
The largest asset manager in the market goes from strength to
strength with its comprehensive offering

N

CB Capital (NCBC) is the
leading asset manager in
Saudi Arabia with AuM of
$40bn across a comprehensive suite of asset classes, for both
sharia and conventional clients.
The asset management arm of
NCBC grew by nearly 85% over last 12

months. To support the AuM growth,
the firm has added 30 investment professionals since June 2016.
Over this period, a substantial enhancement was seen in public mutual funds’ performance; most mutual
funds stayed in top or second quartile.
It added two new public mutual funds

UAE

FAB
The newly merged bank has the resources to make the asset
management business a regional leader

F

irst Abu Dhabi Bank (FAB) Global
Asset Management (GAM) has
successfully on-boarded new
mandates, despite volatility, and
assets under management (AuM) now
stands at over $2bn (at June 30 2017).
There have been wins across conven-
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tional and sharia mandates as well as
fixed income and equities.
“What is unique is that all the inflows
at GAM have been into products built
and managed in-house, rather than
GAM fronting and distributing someone
else’s products,” said a spokesperson.

est -3.56% dip. Other notable successes included the Debt Fund (Absolute), which returned 5.03%, and the
Asia Pacific Fund (Absolute) returning
7.88% since inception August 2016.
“The quality of our fund managers is
our main competitive advantage,” added the spokesperson.
Its investment process is based on
the premise that time-sensitive investment risk management is the optimal
means to leverage long-term value.
Launches in the last few years range
from its India Zyfin ETF to commodity and gold-linked investments. Its
current product pipeline includes a
sub-Saharan fund, an ETF linked to Indian sovereign bonds, a GCC fund and
a global Reit.
and it was also among top three performers for institutional discretionary
mandates.
Public equities is the pinnacle of
NCBC’s offering. The equities busi
ness implemented a state-of-the-art
front office operating system, the
Charles River Investment Management System. The firm caters to both
retail and institutional investors.
The fixed income desk is the most
prominent player in Saudi Arabia. It
was recently able to bring a marked improvement in performance of its flagship fund, despite the disadvantage
of fund’s bigger size. The multi-asset
desk manages the largest and best
performing fund in its category.
When National Bank of Abu Dhabi (NBAD) and First Gulf Bank (FGB)
merged to form FAB, legally completed
in April, it established the largest bank
in the UAE with assets of $183bn. This
scale means the FAB GAM team has a
powerful combination of deep resources and extensive networks to feed into
the investment processes of its diverse
range of offerings.
“This has enabled the team to win
a succession of institutional mandates
and launch a number of mutual funds,
which has propelled FAB to be regarded as one of the biggest and one of the
best asset managers in the region,”
added the spokesperson.

PEOPLE moves
ASSET MANAGEMENT
State Street has announced two senior
appointments to its US and Asia Pacific offices this week, hiring Ilene Fiszel
Bieler as senior vice president of investor
relations and Meaghan Victor as head of
SPDR ETFs in Australia.
Bieler joins the Boston office, where
she is responsible for managing relationships with shareholders and analysts. She
replaces Anthony Ostler, who is moving
to a client leadership position within the
company’s Global Services division.
With more than 25 years of experience
in banking, Bieler has served as head of
investor relations and strategy for the
Americas at Barclays for the last three
years.

country head of Malaysia and chief executive officer of Franklin Templeton Asset
Management (Malaysia).
Satwalekar was
previously
CEO
and chief investment officer for
Vietcombank Fund
Management,
a
joint venture between Vietnam’s
Vietcombank and
AVINASH
Franklin Templeton
SATWALEKAR
Investments.
For his new role,
Satwalekar has relocated from Vietnam to
Kuala Lumpur. He will be responsible for
leading the firm’s retail and institutional
distribution efforts across Malaysia.

Franklin Templeton appoints
Satwalekar as Malaysia CEO

T.Rowe Price taps State Street’s
Poullaouec in multi-assets

State Street expands global
investor relations and SPDR teams

California-headquartered Franklin Templeton has appointed Avinash Satwalekar as

US investment manager T. Rowe Price
has poached Thomas Poullaouec, former

CUSTODY & FUND SERVICES
JP Morgan taps Citi’s Gordon
to head up global custody

JP Morgan has poached Richard Gordon,
Citigroup’s global head of securities services operations, for the newly created
role of global head of custody and fund
services operations.
Based in JP Morgan’s London office,
Gordon will report jointly to Lawrence
Weller, head of corporate and investment
banking operations in EMEA, and to Teresa Heitsenrether, global head of custody
and fund services, according to an internal
memo seen by Global Investor.
The appointment comes after it was
revealed in June that Citi had nabbed JP
Morgan veteran Matthew Bax to the new
role of EMEA head of sales for custody
and fund services.

Euroclear hires lawyer
to run new regulatory division

Brussels-based settlement house Euroclear has hired a lawyer from the French
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Stock Market Authority (AMF) to run a
new compliance division.
Guillaume Eliet, most recently deputy
general secretary at the AMF, will lead
a new unit set up
to shape a holistic policy strategy
across the Euroclear group.
His official title is
head of regulatory,
compliance
and
public affairs.
Central
SecuGUILLAUME
rities
DepositoELIET
ries
Regulation
(CSDR), one of the
key European Union (EU) regulations impacting Euroclear, will be a major focus for
the executive.
The rules are designed to provide a
set of common requirements for CSDs
operating securities settlement systems
across the EU

Asia Pacific head of strategy and research
at State Street, for the newly created role
of head of multi-asset solutions for Asia
Pacific.
Poullaouec joined the firm on September 8, a spokesperson for T. Rowe Price
told Global Investor. He is based in Hong
Kong and reports to Peter Austin, global
head of multi-asset solutions.
In his new role, Poullaouec will engage
with institutional investors in the region
on defined outcome investments and
deliver targeted investment solutions to
meet their needs, according to the firm.

Invesco names Blumberg head of
EMEA capital markets

Asset management firm Invesco has
named Source ETF’s Jurgen Blumberg
as its new head of EMEA capital markets
for its exchange traded funds segment,
after the firm acquired Source earlier this
month.
Blumberg was named head of capital markets for Europe, the Middle East
and Africa for Invesco’s exchange traded
funds (ETF) arm Powershares.

Luxembourg’s EFA
announces new CEO

European Fund Administration has appointed Schroders veteran Noel Fessey as
its CEO, replacing Thomas Seale who led
the company for the last 20 years.
Fessey will take over following Seale’s
retirement at the end of the year, European Fund Administration (EFA) said in a
statement late on Monday.
Fessey most recently served as chief
operating officer for products at Schroders, a role he assumed in May 2017,
based in Luxembourg.

Crowley takes COO role
at BNY Mellon’s Pershing

Jim Crowley has been chosen to fill the
vacant role of chief operating officer at
Pershing.
The BNY Mellon subsidiary, which operates as a clearing firm for independent
broker-dealers, announced the appointment on Wednesday. It follows the unexpected departure of previous COO Lori
Hardwick who resigned in February, less
than a year after joining.

DERIVATIVES
CurveGlobal taps Grimshaw
for business development

Emily Grimshaw will be the first to lead
business development and marketing at
CurveGlobal, the London Stock Exchange
confirmed to FOW on Tuesday.
Grimshaw will be joining The London
Stock Exchange’s (LSE) European interest rate futures platform from the London Derivatives Exchange (LDX) where
she served as client relationship manager
from September 2016.
Over the last 20 years Grimshaw has
worked as a broker at a number of leading
buy-side firms. Prior to joining LDX, she
was a broker at GFI Group – a New Yorkbased intermediary in the global OTC and
listed markets – between 2011 and May
2016.

ICE announces new European
exchange and Libor leaders

US group the Intercontinental Exchange
has appointed Stuart Williams as president of ICE Futures Europe and former
Goldman Sachs managing director Timothy Bowler as president of ICE Benchmark Administration.
Williams, who was only promoted to
chief operating officer of ICE Futures Eu-

rope in July 2016, will replace David Peniket, who is set to retire after 12 years at
the exchange.
Bowler will replace Finbarr Hutcheson,
who replaced Paul Swann as president
of ICE Clear Europe in February,
following Swann’s
retirement which
was announced in
February.
Swann was one
STUART
of the most wellWILLIAMS
known clearing executives in Europe
and oversaw the launch of the first clearing house in London, ICE Clear Europe,
which opened in the UK in 2008.

Evans and Kay join
base metals platform NFEx

Base metals market NFEx has hired LME
veteran Christopher Evans and RBC’s Jason Kay and announced the composition
of its board of directors.
Christopher Evans has joined NFEx
Markets as commercial director, while Jason Kay has become a special consultant
to the firm during the design of the trading
platform. In June, founders Mark Bradley

SECURITIES FINANCE
Ben Challice to join JP Morgan

Ben Challice is joining JP Morgan to lead
the bank’s collateral management and
agency lending businesses, Global Investor understands.
The securities finance specialist is currently chief operating officer at post-trade
vendor Pirum.
His new role will
see him report to
Patrick Moisy who
is leading a new
unit within JP Morgan’s custody and
fund services business to optimise
how bank manages risk and capital.
BEN CHALLICE
The arrival of
Challice also follows the recent departures of Paul Wilson and Stefano Bellani
from JP Morgan’s agency lending business. Both executives had been at the
firm for close to three decades.
w w w.glob alinvestorgroup.c om

Citi hires Mailleux to lead Asia
prime finance

Sebastien Mailleux will join Citi in November as the bank’s Asia-Pacific head of
prime finance.
The Hong Kong-based executive joins
from BNP Paribas, where he had held the
role of head of prime trading, Asia, since
2015. He first joined BNP Paribas in 2006,
working in Paris and London focusing on
European forward and ETF trading.
In 2009 he moved to Hong Kong as
head of forward trading, Asia ex Japan.
At Citi, Mailluex replaces Angus Yang
who left the bank earlier this year.

Fidelity hires Meade for senior
securities lending role

Jeremy Meade has joined Fidelity Investments as a director in the firm’s securities
lending unit.
The Boston-based executive arrives at
the asset manager having spent the past
decade at Goldman Sachs.

and Martin Abbott said they would launch
the platform in the first quarter of 2018.
Evans joins NFEx from Rusal, where
he was project manager for price benchmarking. Prior to that, he was head of
business development at the London
Metal exchange for five years. He also
served as editor for non-ferrous at Metal
Bulletin from 2003 to 2008.
Kay is consultant and fintech project
manager at financial technology firm Autilla. Previously, he was a base and precious
metals trader at RBC from 2014 to 2016.
Before that, he held senior positions at
Deutsche Bank and Bank of America
where he was Head of Base Metals Trading between 2008 and 2013.

Former RJO salesman
Harvey Moses joins Marex

Prop services group Marex Spectron has
appointed former RJ O’Brien vice president Harvey Moses as its head of business
development, as first reported by FOW.
Moses will join the firm on September
11 and report to Stephen Hills, who is
head of Marex Spectron Pro Trader, the
firm said in a statement.
Moses has over 30 years’ experience in
the futures market, having worked most
recently as a senior vice president of business development at the London-based
European arm of Chicago-based broker
RJ O’Brien.

Meade worked for Goldman’s agency
lending business from 2005 until July this
year. He joined Fidelity Investments in August.
Meanwhile, Michael Cashel, a senior
vice president at Fidelity Trading Ventures, has left the firm.
Cashel was involved in the design and
build of Luminex Trading and Analytics a buy-side owned broker dealer and dark
pool.
Along with Andrew Brzezinski, Cashel
also worked on a new securities lending
platform for Fidelity’s asset management
division.

Barclays hires prime brokerage
exec Robert Simon from Citi

Robert Simon has joined Barclays’ New
York office as a managing director in
prime brokerage sales.
The executive has spent the past thirteen years at Citi, most recently as managing director of equity platform sales.
From 2013-2015 he was based in Hong
Kong as Citi’s head of Delta 1 sales for the
Asia Pacific region.
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In the long run,
ALL STOCKS
ARE DEAD

T

oday active asset managers
are under pressure to a degree
rarely seen before. They have
been judged to be poor at delivering significant value in a low-return
world and large numbers of customers
have decided they would be better off
buying an index-tracking fund where
charges are far lower. Indeed according
to Morningstar, a research house, US
investors withdrew $246bn from active
managers last year and you have to go
back to 2005 to find a year when there
was a positive net flow of money.
Investors may be more tolerant,
however, if they better understood
how the greater pace of technological change is significantly shortening
corporate longevity. Only two of the
world’s top 10 companies of a decade
ago are firmly in the list today and most
of the current winners barely existed
a decade ago. People complain about
the rate that fund managers turn over
their portfolios these days but, in their
defence, the death rate of companies
makes a buy-and-hold strategy a far
from certain route to success.

AGAINST THE ODDS
This has deep implications for the
whole concept of active investment
management. Just how deep was
raised in a recently-published work by
Hendrik Bessembinder, a professor of
finance at Arizona State University.
Bessembinder looked at the performance of every single quoted US
share month-by-month from 1926 to
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The corporate death rate poses a challenge for
active managers, says Anthony Hilton, but
also opportunities
2015 – some 26,000 stocks in all – and
found that fewer than half made any
money for the investor. Indeed, in his
model the most common single result
from buying a share was a total loss.
This tied in with the fact that the median life span of a share in the database
was just seven years. Because of this
casualty rate his stark finding was that
in 96% of cases investors would have
been better off buying one-month US
government T-bills, which carry virtually no risk and have a minimal return.
Turn this round and the challenge
to the active manger becomes even
more obvious. Bessembinder’s research shows that only 1000 stocks
– less than 4% of the total – accounted for the entirety of the $31.8trn of
wealth created by the US stock market
in the last 90 years. Within that total
only 83 stocks accounted for more
than half of the gains. Exxon provided 3% of the total and Apple 2%, but
Bessembinder’s telling observation is
that you have as much chance of getting in on the ground floor with stocks
such as these as you have of buying a

winning lottery ticket.
At first glance this is bad news for
active fund management. If you accept that finding a winning share is like
trying to find a needle in a haystack
then it makes sense not to bother. It
would be better to buy the whole haystack instead – because the needle is
in there somewhere – and that is exactly what investors are doing when
they buy passive funds.
But in fact it makes the opposite
case. Companies are born and they die,
but between those extremes they can
have periods of great excitement. Just
because a business is worthless at the
end does not mean it was worthless
throughout its life. Most likely there
were periods when it was a worthwhile investment. Bessembinder has
demonstrated that if you hold a stock
too long the chances are you will lose
money – but if you are nimble there is
ample opportunity to make money and
bank profits before the end comes.
ANTHONY HILTON
City Editor of the London Evening Standard

In 96% of cases investors would have
been better off buying one-month US
Government T-bills
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