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EDITORIAL

Satish Bapat, the chief executive officer 
of Dutch manager NN Investment 
Partners, is at the forefront of many 
challenges facing European managers, 
from the wholesale adoption of defined 
contributions schemes to the need to 
build scale through acquisitions.

Yet his most incisive observation for 
the financial services industry at large 
was his comment about listening.

Bapat, who spent more than four 
years in Japan before assuming 
his current role, makes on page 13 
reference to a Buddhist teaching 
that instructs individuals to cherish 
meetings with people and focus on 
what they have to say.

Bapat said: “Listening is not an easy 
skill in my view, to be able to listen and 
understand.”

The comments are timely as the 
European industry in particular 
prepares for the introduction on January 
3 of the second round of the Markets in 
Financial Instruments Directive (Mifid 
II).

Mifid II touches virtually every 
function and, therefore, every firm 
that touches Europe. Getting ready for 
compliance has understandably been 
a massive undertaking for all firms, 
not least the smaller prop traders and 
brokers, who typically have the least 
resource to throw at a problem like 
Mifid II.

For the buy-side, perhaps the 
greatest concern is the unbundling 
rule that requires brokers to charge 
separately for execution and research, 
and do-away with the established 
practice of giving-up research at a 
discount or free in return for execution 
revenue.

The Mifid unbundling rule will 
dramatically impact the economics 
of supplying brokerage services and 
the fear is that research will become 
more expensive, which could hurt 
investment decisions and increase the 
cost of investment management for 
underlying investors.

There is also a concern that smaller 

listed firms will be overlooked by 
researchers in the post-Mifid world 
which could stifle investment and the 
growth of small and medium-sized 
firms.

These are legitimate concerns but 
it is important to understand (back 
to Bapat’s point about listening) that 
these requirements have not been 
dreamed up by regulators hell-bent 
on killing the financial markets, rather 
they reflect genuine concerns about 
how the industry works.

We have been hearing for weeks 
now anecdotes about the readiness of 
various firms. There has also been a 
lot of talk about the extent to which 
the main national regulators, such as 
the UK’s Financial Conduct Authority 
(FCA) will exercise forbearance 
and effectively give firms a stay of 
execution.

The FCA, of course, was never going 
to say too much in public on this point 
(it obviously wants firms to take it 
seriously and get this stuff done sooner 
rather than later) but it seems likely 
there will be a few months at least 
of no-action relief as our American 
friends would say.

Firms will no doubt be lobbying 
the FCA and its European peers for 
a longer stay of grace but is it fair 
to expect regulators to listen to the 
firms they regulate when some of 
those same firms still have a frankly 
derisory regard for regulators and their 
requirements?

I know some of you will shout: 
“YES!” but I might argue that more 
listening and less complaining on the 
part of regulated firms would only be a 
healthy step for the industry at large.

That said, I hope you get some time 
off over the festive time and a chance 
to rest-up so you can come back 
next year ready for what will be an 
unprecedented set of challenges.

Luke Jeffs, 
Managing Editor,  
Global Investor Group
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Asset MAnAgeMent:

Vanguard to offer first active 

etFs in the Us

Investment house Vanguard is set 
to launch its first actively managed 
exchange-traded-funds (ETFs) in the 
US.

The Pennsylvania-based firm, best 
known for its passive products, said in 
late November it had filed to register 
six factor-based ETFs and one factor-
based mutual fund.

All will begin trading in the first 
quarter of 2018 and will be available to 
advisers and institutional investors.

Bourses and brokers set for 

strong earnings in 2018  

- analysts

Morgan Stanley expects strong earn-
ings growth for European exchanges 
and broker-dealers in 2018 but ana-
lysts at the bank remain bearish on the 
asset management sector. 

UK-based broker TP ICAP, Euronext 
and the London Stock Exchange (LSE) 
are among the top picks.

Morgan Stanley’s outlook is less 
positive for asset managers. “We still 
believe structural headwinds will ul-
timately pressure returns.  We believe 
concerns over liquidity, capital, value 
for money and conduct of asset man-
agers will pressure returns globally,” 
said the US bank.

Buy-side to trim size of broker lists 

for Mifid II unbundling

The introduction of Mifid II rules in 
January will force the buy-side to cut the 
size of their broker lists, analysts said in 
November.

Experts at Keefe, Bruyette & Woods 
(KBW), an investment bank subsidi-
ary of Stifel, have looked at upcoming 
changes to research payments, one of 
the many facets to the European Union 
(EU) requirements.

“Buy-side firms will pay a more 
concentrated amount of equity commis-
sions to a smaller number of sell-side 
research providers, “ KBW’s Ann Dai 
wrote in a report.

secUrItIes FInAnce:

Latest german tax plan threatens 

sec lending desks

A new tax on German manufactured 
payments could force institutions to 
shut down or suspend their German 
securities financing programmes until 
greater clarity emerges.

From January 1 2018, foreign invest-
ment funds will be subject to a tax 
liability on stock lending and repo 
transactions on German stocks, under 
the German Investment Tax Act (GITA 
2018).

Manufactured dividend payments and 
lending fees on loans of German stock 
will be subject to German tax.

Most funds surprised volatility  

has been so low

The majority of institutional investors 
are surprised by the continued lack of 
market volatility, according to a new 
poll.

Out of 500 fund houses surveyed by 
Natixis Investment Managers (NIM), 
73% said that persistent low levels of 
volatility have caught them off guard. 
Nearly half believe it’s unsustainable 
and is in fact a cause for serious concern.

In the UK alone, 66% of those polled 
by NIM believe volatility has been arti-
ficially suppressed by flows into passive 
investment strategies. Meanwhile, an 
overwhelming 85% of UK institutions 
expect an increase in equity volatility 
next year. 

Wematch moves into  

equity derivatives

A start-up trading platform covering 
swaps and securities finance has ex-
tended its offering to equity derivatives.

Wematch, a firm set-up to electroni-
cally match traders, told Global Investor 
its equity derivatives platform went live 
in late November.

Rudy Perez, co-founder of Wematch 
Equity Derivatives, said the platform 
would initially focus on exotic deriva-
tives.

cUstody:

Blockchain settlement, csdr are 

priorities - clearstream boss

Building a blockchain-based settle-
ment solution and navigating the 

MArc roBert-nIcoUd

Exclusives from 
Global Investor 
Group
these are some of the 
top news stories you 
may have missed at 
globalInvestorgroup.com
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Central Securities Depositories Regula-
tion (CSDR) are high on the agenda for 
Clearstream, said its CEO.

UBS analysts met with Marc Robert-
Nicoud in November to discuss the 
firm’s strategy.

“In terms of growth opportunities, 
Robert-Nicoud indicated he is generally 
not interested in acquisitions, having 
recently made a number of internal 
investments,” wrote Michael Werner.

“Instead, he is more interested in 
building in a blockchain-based solu-
tion for its settlement processes and 
ensuring Clearstream receives its CSDR 
designation.”

Bny Mellon hires ex-deutsche 

sales head twomey

BNY Mellon Markets has hired Harvey 
Twomey, the former global head of list-
ed sales at Deutsche Bank, as its head 
of European and Asian sales, reuniting 
him with his former boss at Deutsche 
Michelle Neal.

Twomey joined BNY Mellon Markets 
Group as its head of sales for Europe, 
Middle East and Africa (EMEA), and 
Asia Pacific (APAC) in late November.

Twomey reports to Dan Watkins, BNY 
Mellon Markets’ head of EMEA, and 
Mark Militello, the group’s head of 
APAC, according to the firm.

AsX to overhaul post-trade  

system with blockchain

The system that underpins the post-
trade processes of Australia’s equity 
market is to be replaced with block-
chain technology, the exchange group 
has said.

After two years of testing, ASX said in 
early December it will replace CHESS 
with a distributed ledger system (DLT) 
built by Digital Asset Holdings, the 
blockchain business run by former JP 
Morgan executive Blythe Masters.

The initiative is one of the poster child 
blockchain projects, given the high pro-
file use case and personalities involved.

“We believe that using DLT to replace 
CHESS will enable our customers to 
develop new services and reduce their 
costs, and it will put Australia at the 

forefront of innovation in financial mar-
kets. Today’s announcement is a major 
milestone on that journey,” said Domi-
nic Stevens, ASX managing director and 
chief executive.

derIVAtIVes:

there is a future for Libor  

past 2021 – experts

There is a future for the embattled Libor 
reference rate, even as the market has 
proposed several alternatives, a panel of 
market experts has said.

“There is no doubt that as we move 
towards 2021, brokers will still be 
organising their business around Libor 
for terms well beyond that period,” said 
Alex McDonald, chief executive officer 
of the, Wholesale Market Brokers’ As-
sociation. “There will also probably be 
an unsecured rate and an FX basis rate 
as well, as so much banking business is 
conducted across currencies.”

McDonald’s comments came during a 
panel at the FOW’s Derivatives World 
London: The Debates in early Decem-
ber.

“What’s the future for Libor? We’re 
committed to continuing to help it 
evolve so it has a future after 2021,” 
said Tim Bowler, president of the ICE 
Benchmark Administration.

FIA warns of bitcoin  

futures risk to ccPs

Clearing members are concerned that 
they may “bear the brunt of the risk” 
associated with cryptocurrencies, ac-
cording to the Futures Industry Associa-
tion (FIA).

In an open letter to Commodity 
Futures Trading Commission chairman 
Christopher Giancarlo, FIA chief execu-
tive officer and president Walt Lukken 
said that more dialogue between indus-
try participants was needed in order to 
discuss the risks crypto-currenices may 
pose to central counterparties (CCPs).

This came as the CME Group and 
Cboe Futures Exchange prepared to 
launch their bitcoin futures contracts in 
the middle of December 2018.

Proposed options tax rules are 

too harsh – Us exchanges

The proposed rules on the modernisa-
tion of derivatives tax would create a 
burdensome and complicated regime 
for exchange-traded options, according 
to major US exchanges.

In a letter to the members of the 
Senate Finance Committee, a Coali-
tion of exchanges consisting of the 
Options Clearing Corporation (OCC), 
Cboe, Nasdaq and the Intercontinental 
Exchange said that the proposed Mod-
ernisation of Derivatives Tax Act of 2017 
would “distort economic decision-mak-
ing and replace the well-established and 
relatively simple tax rules for options 
with a harsh, burdensome and overly 
complicated regime,” when applied to 
exchange-traded options. tIM BoWLer
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Asset MAnAgeMent

Robeco looking to outsource  

back office operations

Dutch asset manager Robeco is look-
ing to outsource sections of its back 
office operations and could make a 
decision on its preferred partner in 
matter of weeks.

“Robeco has decided to explore 
possibilities to outsource parts of the 
company’s operations activities, but 
at this stage no final decision has been 
taken,” a spokesperson told Global 
Investor in early December.

The Dutch investment house said it 
expects to make a decision in the next 
two months and then it will reveal 
more information about the rational 
and the scope of the move.

According to Dutch reports, Robeco 
is preparing to outsource its complete 
back office which could affect 100 staff.

northern trust AM  

names new COO

Northern Trust Asset Management 
promoted in November Martha Fee to 
chief operating officer for EMEA and 
Asia Pacific, replacing Eleanor Fitzger-
ald who relocated to Singapore.

Still based in London, Fee will 
now report to Wayne Bowers, chief 
executive officer and chief informa-
tion officer for Northern Trust Asset 
Management, Europe, Middle East 
and Africa, and Asia Pacific.

She previously served as senior vice 
president for Northern Trust’s Global 
Fund Services, working in relationship 
management for two years.

BnP Paribas takes over Janus 

Henderson’s Us ops

BNP Paribas Securities Services said 
in November it plans to acquire the 

back office, middle office and custody 
functions of the newly merged Janus 
Henderson in the US for $36 million.

As part of the partnership, BNP 
Paribas Securities Services will assume 
responsibility of the investment man-
ager’s back office fund administration 
and fund accounting, middle office 
and custody functions in the region.

More than 100 Janus Henderson 
employees, who currently provide 
middle and back office functions in 
the US, will subsequently become 
employees of BNP Paribas, based in 
Denver, Colorado.

seCURities FinAnCe

solway takes temporary charge 

of PAsLA after Jones exits

Paul Solway has taken on the role of 
interim chairperson at Asian secu-
rities lending trade body PASLA 
following the departure of Stuart 
Jones who was only elected chairman 
earlier this year.

Jones left Morgan Stanley in 
November where he held the role 
of executive director, bank resource 
management.

Hong Kong-based Solway is re-
sponsible for managing the trading 
and risk of BNY Mellon’s securities 
lending desk for Asia Pacific. Solway 
has been at BNY Mellon since 2012 
and previously worked for Macquarie 
and HSBC.

Fenichel returns with new  

sec lending platform

Peter Fenichel, the former Instinet 
executive and founder of the now-
defunct SL-X platform, has raised 
close to £1 million to launch a new 
peer-to-peer securities lending and 
repo platform.

Dubbed Aquila Network, the initia-
tive is part of SBL Network Ltd - a 
company established by Fenichel in 
2016.

It will allow institutional owners of 
equities, including pension funds, to 
negotiate with and lend directly to 
hedge funds.

In doing so the system aims to 
bypass traditional prime broker 
intermediaries in the stock loan mar-
ket. SBL Network said in November 
that Aquila is being tested on closed 
circuit basis.

Hussain joins BnP Paribas to 

head up agency lending

BNP Paribas Securities Services has 
hired Adnan Hussain from RBC to run 
its global agency lending business.

Hussain’s title is global head of 
agency lending and head of market 
and financing services (MFS) in the 
UK. 

He will lead the development of 
BNP Paribas’ agency lending business 
with a particular focus on the bank’s 
offering to asset owners and asset 
managers, the French bank said in 
late November.

Hussain, who has relocated to 
London for the role, arrives from RBC 
Investor and Treasury Services where 
he was based in Toronto as global 
head of client management, securities 
finance.PAUL sOLwAy

PeteR FeniCHeL

Trading Places
Many of the top asset management, securities 
finance, custody and derivatives players reshuffled 
their top management in late 2017
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CUstOdy

BnP Paribas appoints new  

Hong Kong head

BNP Paribas has appointed Julien Kas-
parian as head of BNP Paribas Securi-
ties Services in Hong Kong, replacing 
Stéphanie Marelle, who has relocated 
to Paris.

Kasparian has moved from the Lon-
don office, where he was most recently 
head of sales and global relationship 
management, UK banks and brokers. 

He is now responsible for deepening 
relationships with new and existing cli-
ents in Hong Kong, where BNP Paribas 
is the largest third party clearer, and 
delivering ‘best-in-class’ operations and 
services.

Ovaert exits northern  

trust for Citi

Brian Ovaert has joined Citigroup to 
head up the bank’s global securities and 
issuer services operations businesses.

The executive has relocated from 
Chicago to New York for the role after 
spending 25 years at Northern Trust. 

His title at Citi is managing director, 
global head of securities services and 
issuer services operations, the firm an-
nounced in late November.

He will report jointly to Stuart Riley, 
Citigroup’s global head of markets and 
securities services operations & technol-
ogy, and Okan Pekin, global head of 
prime, futures and securities services.

deRivAtives

Xavier Rolet leaves Lseg with  

immediate effect 

Xavier Rolet stepped down in late No-
vember as chief executive officer of the 
London Stock Exchange Group (LSEG) 
with immediate effect.

His sudden departure comes at the 
Board’s request, following an an-
nouncement in October that he would 
be leaving the company by the end of 
2018.

“Since the announcement of my future 
departure on October 19, there has been 
a great deal of unwelcome publicity, 
which has not been helpful to the Com-
pany,” Rolet said in a statement. 

UniCredit’s weimer to replace 

Kengeter as deutsche Boerse CeO

Deutsche Boerse said in late November 
that UniCredit’s country chair for Ger-
many Theodor Weimer will take over as 
the exchange group’s chief executive at 

the start of next year
Weimer will replace Carsten Kengeter 

who announced in October his resigna-
tion from the exchange giant after a 
German court refused to approve a set-
tlement with prosecutors over alleged 
insider trading.

Joining the exchange on a three year 
contract, Weimer will start on January 1 
next year.

iCe reshuffles senior management 

The Intercontinental Exchange (ICE) 
reshuffled in November its senior man-
agement, promoting chief operating 
officer Charles Vice to vice-chairman 
and senior vice president of operations 
Mark Wassersug to replace Vice.

Chief commercial officer Benjamin 
Jackson was also promoted to presi-
dent and will continue to report to ICE 
chair and chief executive officer Jeff 
Sprecher, coordinating the group’s 
“global futures and over the counter 
(OTC) trading businesses”. 

XAvieR ROLet

JULien KAsPARiAn
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Satish Bapat, CEO of NN Investment Partners, discusses the 
importance of listening to clients as he builds the AuM of one of 
the Netherland’s largest asset managers. By Alastair O’Dell

It’s good to talk
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Satish Bapat only became 
the CEO of NN Investment 
Partners, one of the 
Netherlands’ big-four asset 

managers with €244bn ($288bn), in 
April this year but has already set a 
multi-pronged strategy to bolster its 
profitability.

As the asset management arm of 
the Amsterdam-listed NN Group, NN 
IP benefits from captive insurance 
investment streams from its parent 
while it expands its third-party client 
base. It legally acquired Delta Lloyd 
Asset Management (DLAM) on June 
1 2017; it is deep into the integration 
process and is set to finalise the merger 
of its legal entities on January 1 2018. 
The deal added €50bn of assets. 

Bapat has enjoyed a global 
career spanning asset management 
and insurance so when the CEO 
position became vacant following 
the retirement of Stan Beckers, who 
remains as a special advisor, he was in 
a prime position. He was described in 
local publication FondsNieuws as an 
“excellent fit” for the business.

The fluent Dutch speaker sees 
strength in four areas: its range of 
capabilities; its insurance connection; 
its position in the Dutch market; and 
its strong and scalable platform. 

He said its “DNA is fixed income” 
and it has built a very strong multi-
asset solution capability. Its third 
quarter numbers show 75% of its 
AuM is in fixed income (contributing 
50% of fees) and 12% is in multi-asset 
(contributing 18% of fees). Its flagship 
multi-asset and emerging market debt 
products achieved Morningstar ratings 
of four or five stars; by AuM, 60% 
achieved these ratings.

Being part of the group means “we 
have a good understanding of how 
insurance companies think, and it’s 
not too dissimilar to how pension 
funds operate, in terms of long-term 
liabilities. It helps us bring solutions to 
institutional clients.”

Likewise, being a leader in one of 
the world’s most advanced retirement 
savings markets brings foresight. “We 

see the move from defined benefit (DB) 
to defined contribution (DC) going at 
different paces across the geographies 
that we are in,” he said. 

Growth strategy 

At the end of Q3 2017, its €244bn AuM 
was supported by positive market 
performance of €0.6bn and net inflows 
of third-party assets of €0.1bn during 
the quarter. Year-to-date operating 
profits were €115m, up 15.5% on the 
same period in 2016, and net inflows of 
third-party assets was €5bn.

Bapat credits the results to a combi-
nation of its “dedication to operational 
excellence”, investment performance, 
strong institutional performance in the 
Netherlands and retail performance in 
France, Belgium, and Switzerland.

After NN Group’s Capital Markets 
Day on November 30, Bapat discussed 

his strategy with Global Investor. His 
first aim is to build out its “distinctive 
capabilities, to sharpen our focus in the 
areas we excel. We will use this as a 
base to grow organically.”

The second aim is to seek 
partnerships. This could be to fill gaps 
in distribution – Nomura distributes 
its Luxembourg products in Taiwan 
– or capability. “We will explore 
partnerships where we can work 
together, where the strengths are 
complementary.”

The third is to fully deliver on the 
combination of the NN IP and DLAM 
businesses. “We are well on track and 
ahead of schedule to get the legal 
integration of the asset management 
businesses done. We expect for it to be 
complete by the middle of 2018. The 
envisaged cost synergies are expected 
to be realised by 2020.”

We have a good understanding of how 
insurance companies think… It helps us 

bring solutions to institutional clients
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He said operational efficiencies will 
be derived from the additional scale, 
through the increased leverage of its 
existing BlackRock Aladdin platform 
and integrating some investment teams. 

In addition, many DLAM funds 
will be merged into NN IP ones – for 
example, its entire Luxembourg range 
will be merged into NN Sicavs – 
while others ones will be retained and 
rebranded. “It has been crucial that only 
a select group of people focus on the 
integration,” he said. “We agreed to not 
get bogged down by looking inward, to 
be able to keep on looking outward and 
supporting our clients.”

The fourth is being “open to bolt-on 
acquisitions”, but only where “very, 
very stringent” financial and non-
financial criteria are met. “We will keep 
our options open, if we believe there are 
opportunistic possibilities out there.”

The logic for acquisitions seems 
irresistible when even giants such 
as Aberdeen and Standard Life, and 
before that Janus and Henderson, have 
combined in the pursuit of scale. “From 
a fee margin standpoint we are in the 
same boat as the industry,” he said. “I 
expect it to continue.”

As NN IP’s AuM increased from 
€187bn in 2015 to €244bn, its cost-income 
ratio fell from 74% to 70.2%. Its third-
party business is also far more profitable; 
while it accounted for 35% of its AuM it 
contributed 62% of fee income. 

Further organic growth is clearly 
desirable – and further acquisitions 
may prove irresistible: “We will be on 
the lookout for opportunities to build 
or strengthen, both from a capability or 
distribution standpoint.”

He said that NN does not have a 
target AuM – to maximise economies 
of scale – in mind. “What is important 
is growing profitably. It’s not just 
about scale or flows, but the quality or 
profitability of those flows.”

Big in Japan 

Before taking his new role, Bapat had 
been working in Tokyo for almost four 
years as the CEO of NN Life Japan.

“It gave me a very hands-on view 

Valentijn van Nieuwenhuijzen 

became the CIO of NN IP on July 

1 2017. Before this he was chief 

strategist and head of multi-asset, 

where he applied behavioural 

analysis to complement 

fundamental analysis. The 

behavioural aspect was a key 

driver of its strong track record 

over the past five years, he 

said. As CIO, he is charged with 

bringing its benefits to other asset 

classes. 

“Bringing behavioural analysis 

to our decision-making made 

it more flexible,” he said. “The 

dynamism in the management 

of our portfolios created more 

robustness – the risk/return trade-

offs that it generates are very, 

very competitive. It helps us to 

better manage risk.”

A huge amount of opportunities 

are now arising, he said, from 

digitalisation, artificial intelligence 

and new data sources. “But you 

need to know how to use them, 

how to put them to work to 

build up a profile of the market 

and what will be happening to 

sentiment and behaviour.”

Behavioural analysis is short-

term in nature but, so long as 

you are aware of this, he said, it 

can contribute to the more stable 

long-run evolution of portfolios. 

“Outside of multi-asset, it is 

something we wish to broaden 

out and invest in. We will 

increasingly take it into account 

in the way we make investment 

decisions in our teams.”

He adds that behavioural 

analysis is also about 

understanding behavioural pitfalls 

internally. “It’s about organising 

teams and meetings so those 

pitfalls do not dominate the team 

leader’s decisions. How do you 

reflect on your own biases and 

try to mitigate them in your daily 

work – and maybe correct some 

of the observable biases in your 

team? 

“It is an ongoing learning 

process – I don’t think we will ever 

be finished with it but it’s certainly 

something that I want to make 

central to guiding our investment 

professionals.”

BEhAVIOuRAl ANAlYSIS 
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of what it means to run an insurance 
company – which leavers to pull and 
push to bring the right solutions to our 
clients,” he said. “So now, on the asset 
management side, I am able to start 
from the point of view of understanding 
what solutions our clients need and 
how can we play a role. Being able to 
listen and understand their needs is 
absolutely crucial.”

The Japanese business is focused on 
small and medium-sized enterprises 
(SMEs), which represent roughly 99% 
of businesses and more than two-thirds 
of its workforce. The world’s second-
largest insurance market is now one of 
NN Group’s fastest growing markets. 
“We have been on the ground there for 
thirty years and have built the business 
from the bottom-up,” he adds.

Japan’s rapidly aging society 
presages what is to come elsewhere 
and how Bapat approached it provides 
a microcosm of his methods. His 
starting point was listening; he found 
the advancing age of SME owners had 
affected their needs.

“It presented unique challenges and 
opportunities. How do you bring in 
solutions so that a good transition to the 
next generation takes place, whether 
within or outside a family? What are the 
needs in terms of protection, financial 
planning, retirement and welfare? Being 
able to understand what SMEs were 
going through was crucial.”

Bapat absorbed a philosophical 
insight in Japan that remains central 
to his approach: “The concept of being 
able to listen, which is beautifully 
phrased in a Japanese ‘Ichi-go, ichi-e’.” 

It literally means ‘one encounter, 
one opportunity’, a Buddhist teaching 
that instructs us to treasure meetings 
with people and focus on what they 
are saying. “Listening is not an easy 
skill in my view, to be able to listen and 
understand,” he said. “It was the key 
lesson from my time in Japan.” 

The idea resonated because it was 
a refinement of an existing belief. 
“It brought it into sharper focus, 
reiterating the importance of a simple 
concept. This has sharpened [within 

me] over time. As you get older you 
get a bit wiser, you understand its 
importance and how hard it is to do.”

Bapat said this also applies within 
his organisation. “It is what we call 
‘diversity of thought’. It enriches 
discussion, dialogue and decision-
making. Nationality, gender and 
sexual preference are all indicators of 
diversity – but what is really crucial is 
diversity of thought.”

Immediately preceding his time 
in Japan, Bapat was chief executive 
officer of Asia Pacific, ING Investment 
Management in Hong Kong, for 
15 months from 2012. It was a very 
different experience, deciding which 
business units would be scaled back or 
disposed of as a condition of post-crisis 
support from the Dutch government. 

Bapat’s remit was to decide between 
three options: to sell the business; 
reintegrate it where he felt it should be 

part of the business’ new identity; or 
shut it down. He also had to close the 
regional Hong Kong office. “My time 
was spent heading a business that had 
to go through significant change.” 

International career

Bapat’s time in Asia was just the most 
recent episode in a life that has spanned 
five countries. He spent his formative 
years in India, living in a gated 
compound just outside the vibrancy 
of Bombay. His father was a chemical 
engineer for Anglo-Dutch energy giant 
Shell, which brought him into contact 
with British and Dutch expatriates.

He then spent close to ten years 
in the US, studying for an MBA in 
Philadelphia before working for 
Deloitte. “It was home to me,” he 
said, adding that he had permanent 
resident status and it was where he met 
his future wife. “But we decided we 
wanted to experience Europe, so we 
came to the Netherlands.” 

He worked for several financial 
institutions there including RBS, 
Robeco Asset Management and ABN 
AMRO Asset Management before 
settling at ING/NN in 2010. “We have 
been based here almost twenty years, 
and this is home now.”

During a career immersed in an 
eclectic range of cultures he has come 

Listening is  
not an easy 

skill in my view, to 
be able to listen and 
understand. It was the 
key lesson from my 
time in Japan
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to see what divides and unites us. 
“There are clearly differences. We are 
on the ground in a number of locations 
and people do not always think in 
the same way. That’s great, but for 
us to understand how they think is 
crucial. However, if you go below the 
surface, at the human level, people are 
strikingly similar.”

Guiding principles

Bapat’s inclusive approach fits 
comfortably with environmental, social 
and governance (ESG) considerations. 
It has been an integral part of the 
asset manager’s investment process 
since the turn of the millennium 
and its responsible investment team 
sits alongside the global investment 
leadership team.

“It is absolutely important. The three 
areas that we think through are what 
I call the three Ps: people, planet and 
performance. It is those three things 
that will drive the business forward,” he 
said, adding that this has been guiding 
principle throughout his career.  

He said that there are two fundamental 
ways to address ESG. He is less concerned 
with traditional investing-by-exclusion: 
“More important is the change that we 
can bring to behaviour via dialogue, 
interaction and engagement for a more 
positive impact on the planet. This is 
what we have at the back of our minds 
and use in our investment processes.” 

Looking ahead, Bapat will focus 
on client needs; while it seems a self-
evident necessity for any business, 
asset managers have historically been 
preoccupied with a limited focus on 
creating fund ranges. 

He said the growing importance 
of DC pensions means the sector is 
undergoing fundamental reform. “In 
DC we are seeing a move from open 
architecture and unconstrained choice 
towards nudging and personalised 
advice,” he adds. 

Solutions for the decumulation stage 
of DC generally remain at an embryotic 
stage but it is an area where NN IP’s 
insurance connection is already bearing 
fruit. “We recently launched variable 

annuities in the Netherlands, which 
help increase expected retirement 
income by approximately 10% without 
taking undue risk. The trend towards 
personalised asset allocation and life 
cycles is also underway.”

The second aspect is behavioural 
analysis. The approach pioneered by 
Valentijn van Nieuwenhuijzen when he 
was head of multi-asset will be applied 
to the wider business following his 
appointment as chief investment officer 
(see box on page 12). “We believe this 
is a distinctive capability and brings an 
advantage,” said Bapat.

“An example of recent innovation is 
the use of sentiment analysis derived 
from social media and professional 
digital news flow. We were one of the 
first to integrate this in our multi-asset 
investment process, next to fundamental 
analysis. We regard understanding of 
investor emotions and behavioural 
dynamics to be indispensable for 
maximising investment performance 
and making better-informed investment 
decisions.”

The further area of change is the 
adoption of new technology, “a 
combination of man and machine, 
human creativity along with machine 
rigor”. For example, NN IP launched 
a pilot robo-advice app in Poland. “We 
are trying to reach out at the retail level. 

It’s about the customer experience, or 
customer journey. But its early days 
– it’s evolving and we are evaluating 
how it’s working out and whether it is 
something we can build on.”

Change is an opportunity

As an individual, Bapat said he looks at 
change as an opportunity. “My life and 
career reflect that. Heading an insurance 
business in Japan was an opportunity – 
I could have said ‘why do it?’ It was a 
new country and an industry I didn’t 
know much about. But it was a fabulous 
opportunity. The concept that change is 
an opportunity is dear to me.”

Although clearly driven and 
decided on his approach, he is not 
overtly ambitious. “I do not aspire to 
a particular role, I never have. I look at 
how to get the skillset that could open 
multiple doors. It’s about getting myself 
a notch higher in terms of capability. 
Equally important, is to help people that 
are with me to grow as well.”

Bapat said he has learned the 
“the importance of courage and 
compassion” in leading an organisation. 
He suggests that a more thoughtful 
approach to asset management can 
be its redemption: “To listen well is 
crucial, and to transition that back 
to bring value to clients. If we stay 
focused, we will get it right.” 

The 
concept 

that change is 
an opportunity 
is dear to me
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The business has grown from an obscure 
cottage-industry with a handful of small 
funds, starting with Alfred W. Jones al-
most 70 year ago, to become a $3.5 tril-
lion behemoth with thousands of funds 

that play a dominant role in many global 
markets. What is the next innovation on 
the horizon for hedge funds? Optima 
Fund Management believes it has built 
the proverbial “better mouse trap” with 

its STAR investment strategy.
Among other things, the STAR strat-

egy addresses two important issues for 
investors. High fees have been a sticking 
point for many investors interested in 
hedge funds – particularly performance 
fees; equally some investors are discon-
certed by lack of liquidity, limited trans-
parency, prohibitively high minimum 
investments, and from time-to-time, the 
unfriendliness of some hedge fund man-
agers. Furthermore many institutions 
are restricted from involvement in the 
alternative investment sector – primarily 
because of a block on holding portfolios 
that involve short-selling.

With these issues in mind, Optima 
Fund Management, an investment firm 
founded in New York in 1988 and thus 
one of the oldest players among funds of 
hedge funds and hedge fund allocators, 
has proposed a creative solution to sup-
port those investors who want to find 
managers who have demonstrated a real 
edge in managing money and have gen-
erated and continue to generate superior 
risk-adjusted performance. Such manag-
ers are almost inevitably running hedge 
funds but the new Optima STAR strat-
egy offers privileged access to this group 
while avoiding the hurdles listed above.  

Focusing on managers working with 
US equities and American Depositary 
Receipts (ADRs), Optima has matched 
its long experience in investing with the 
top managers with a lateral approach to 
the interpretation of US investment reg-
ulations specifically those rules which 
require equity managers publicly to file 
reports of their principal equity hold-
ings on a quarterly basis. This regulatory 
disclosure shines a light on a manager’s 
portfolio and in so doing, has created the 
opportunity for the development and 
launch of the STAR strategy.

In simple terms, the STAR strategy 

Hedge fund talent without 
hedge fund hassles
Hedge funds have undergone a remarkable evolution,  
writes Dixon Boardman, founder of Optima Fund Management.

Optima Fund Management believes it 
has built the proverbial “better mouse 

trap” with its STAR investment strategy
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combines two important investment 
principles. First that long-term success 
is most likely to arise from allocating to 
who Optima believes are the “best and 
brightest” investment talent available, 
and second, Optima’s view that these 
top managers are most likely to outper-
form if they concentrate on their highest 
conviction stock ideas. As Warren Buffet 
once put it: “Diversification may pre-
serve wealth, but concentration builds 
wealth.”

The STAR strategy is constructed by 
following a three-step process.  First, Op-
tima screens it universe of hedge funds 
to identify the 10 most attractive, based 
on quantitative measures of perfor-
mance, volatility of returns, correlation 
and so on, as well as qualitative assess-
ments of each manager. Next Optima 
selects the top five positions by market 
value from each of the chosen managers, 
using public filings.  Finally, risk guide-
lines are applied to check liquidity and 
sector concentrations.

The result is a portfolio of 50 “highest 
conviction” equities from 10 hedge fund 
managers that Optima regards as “best 
in class.”  The 10 managers follow differ-
ent but complementary investment ap-
proaches including value, opportunistic, 
growth and event-driven – the balance 
between these approaches may vary 
from time to time.

Addressing investor concern cited at 
the opening of this article, Optima has 
constructed the STAR portfolio with dai-
ly liquidity (rather than the convention-
al 90-day notice period), and sensible flat 
management fees.  (Optima also offers a 
fully hedged version of the strategy.)

Looking longer-term to pro-forma 
numbers calculated from 2005 through 
2015 and thus covering the whole period 
of the financial crisis and its aftermath, 
the numbers show that the STAR strat-
egy would have outperformed the Index 
by almost three times amply demon-
strating the value of the alpha brought 
to the investment process by Optima’s 
selection of the highest conviction ideas 
held by what it perceives to be the best 
managers.   

Unsurprisingly, the numbers also 
show that if two or more managers 
agree, in other words if at least two 

“highest conviction” portfolios carry the 
same share, the potential growth of that 
stock has, over 10 years, been shown to 
be more than twice that of a stock named 
only once. 

In conclusion, the development and 
launch of the Optima STAR strategy has 
eroded the notion that access to the best 
hedge funds is restricted to a limited 
group of institutional or ultra-high net-
worth investors.  Certainly in US equities 
and ADRs, opportunities to align one’s 
portfolio to those managed by hedge 
fund stars are now open to a range of in-
vestor types who have to either avoided 
or become disenchanted with the alter-
native sector. 

If at least 
two “highest 

conviction” portfolios 
carry the same share, 
the potential growth 
of that stock has, over 
10 years, been shown 
to be more than twice 
that of a stock named 
only once
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It has been a while since Japanese 
listed companies has become 
Return On Equity (ROE) 
conscious, eyeing the benchmark 

target of 8%+ set by the Ministry 
of Economy, Trade, and Industry 
(METI). This year, the Cabinet made 
Return On Assets (ROA) a new KPI 
to measure the progress of corporate 
governance reform in its annual 
strategy paper, targeting to raise the 
ROA of TOPIX500 companies to level 
European and US Companies by 2025. 
Corporate reorganisation could be 
one of the ways to boost ROA, and it 
might not be just a timely coincidence 
that a new tax-free spin-off regime 
came into effect in October. 

Existing Regime
In the past framework, only the 
spin-off by a company majority 
controlled by a single shareholder 
is eligible for the preferential tax 
treatment. Such a “majority-owned” 
test hindered listed companies to 
be eligible for tax-free spin-off. 
METI raised this as an issue to be 
addressed to allow listed companies 
to flexibly divest non-core business, 
quoting the tax framework of the 
US, where, by contrast, spin-off is a 
usual tax-free reorganisation option 
even for listed companies.

Two Tax-Free Eligible  
Spin-off Schemes
Two types of spin-offs are covered 
under the new regime: 
Business unit spin-off: occurs as 
sequential two events: (i) a company 
(Corp) transfers a business unit to 
a newly set-up company (SpunCo); 
and (ii) the shares in SpunCo are 
distributed to the Corp shareholders 
on a pro-rata basis to their respective 

ownership in Corp. 
Subsidiary spin-off: occurs when 
a company (Parent) allocates all the 
shares in a SpunCo, wholly owned by 
Parent, to the shareholders of Parent 
on a pro-rata basis to their ownership 
in Parent as in-kind distribution. 

Eligibility Test
All of the following six requirements 
shall be met. The requirements 3, 4, 
5, and 6 remain the same from the 
past, while the first and second tests 
are the new ones:
1. Ownership: Corp/Parent shall not 
have a shareholder with controlling 
stake prior to the spin-off.
2. Key director: A director or a key 
employee of Corp shall be expected 
to be appointed as a certain high 
level director* of SpunCo in business 
spin-off. For a spin-off of subsidiary, 
all of the high level directors* of 
the subsidiary shall maintain the 
same position in SpunCo (*defined 
under the ordinance supplementing 
corporate tax law).
3. Scheme outline: A business 
unit of Corp shall be transferred 
to SpunCo in a business spin-off. 
Only shares in SpunCo shall be 
distributed to the existing Corp/
Parent shareholders pro-rata to their 
ownership in Corp/Parent.
4. Assets and liabilities: Major 
assets and liabilities of a business 
unit in Corp shall be transferred to 
SpunCo in a spin-off of a business 
unit. This rule does not apply to a 
spin-off of a subsidiary.
5. Employment continuity: 
Circa 80% or more employees of 
the business unit in Corp or the 
subsidiary subject to spin-off are 
expected to engage in the business 
of SpunCo.

6. Business continuity: Business 
conducted in the business unit or 
the subsidiary subject to spin-off 
shall be expected to be continued in 
SpunCo after the spin-off.

JASDEC Rules
With the “no controlling 
shareholder” requirement, listed 
companies with a substantial float 
ratio are the target of the regime. 
Given that the shareholders of 
a listed company would expect 
reasonable level of liquidity for the 
shares in SpunCo to be distributed 
upon a spin-off, the shares in 
SpunCo may also be listed upon 
the spin-off to provide opportunity 
to sell the shares in SpunCo. To 
be prepared for this tax reform, 
Japan Securities Depositary Center 
(JASDEC) revised Operational 
Rules, having in mind a possible 
SpunCo listing that could happen 
simultaneously with a spin-off of a 
wholly-owned subsidiary by a listed 
company, new sections were added.

Going Forward
Corporations shall adjust strategy in 
accordance with the changes in the 
business environment or technology 
evolution, thus often making an 
entry to new business to improve 
the “earning power”. The lack of 
tax-free spin-off regime for listed 
companies has arguably caused 
their business portfolio just to swell, 
resulting in relatively low ROA. This 
spin-off tax reform is just a starter, 
and with the tail-wind from the 
Cabinet strategy, METI submitted 
to the Ministry of Finance this year 
additional proposals of preferential 
tax treatments that encourage 
restructuring. 

By Tomoaki Sako,  
general manager, 
Settlement and Clearing 
Services Department, 
Mizuho Bank, Ltd.

ROE improved?  
Good, now ROA

Information contained herein is derived from sources believed to be reliable. While due care has been exercised in preparing this information, Mizuho Bank, 
Ltd. makes no warranty, expressed or implied, regarding the accuracy, completeness or usefulness of this information, and Mizuho Bank, Ltd. assumes no 
liability with respect to consequences relying on this information for investment or any other purposes.



Fiona Frick is the CEO of 
boutique asset manager 
Unigestion. The $25.9bn 
AuM (as of September) 

Geneva-headquartered firm 
concentrates on four areas: 
equities, liquid alternatives, 

multi-asset and private 
equity. At the beginning 

of 2017 it acquired Akina, 
a private equity house 

specialising in small and 
mid-market European 

investments.

Frick has spent her entire 
career at Unigestion, starting 

as a corporate bond analyst 
in 1991 and growing with the 

company. She built the equity 
business in 1995 and became 

CEO in 2011. The Swiss 
national describes herself 

as a “citizen of the world”, 
having been born in Senegal 

to an American father that 
was born in China and a 

French-Swiss mother. She 
studied in New York, Geneva, 

Paris and Tokyo. In May she 
was elected to the board of 

Sustainable Finance Geneva.

Boutique manager, big ideas
CEO INTERVIEW
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Unigestion has a history of 
collaborating with academic 
institutions. What has come out of 
this research?
We like to say ‘the research of today is 
the performance of tomorrow’. It guides 
how we construct products and the 
evolution of our investment process. 
I built the equity business on the idea 
in an academic paper by professors 
Haugen and Baker, published in 1991, 
on minimum variance equities [which 
deliver superior risk-adjusted returns].

Our liquid alternatives and multi-
asset offerings are based on papers 
we published ourselves or from 
relationships we have developed with 
universities. On November 20 we held 
a conference with Imperial College on 
factor investing for both asset managers 
and academics.

How is the work on factor 
investing being applied to real-
world solutions? 
There is a move in the industry from 
classic hedge funds to a new type of 
alternative based on factor investing. 
Alpha used to be defined as the 
performance of the manager relative 
to a market-cap index – today it is 
also defined by factor exposures. This 
has allowed managers to create liquid 
alternative risk premia products. The 
goal is to recreate the factor exposure 
of hedge funds in a much more liquid 
and transparent way. The first step is 
to construct systematic exposures such 
as carry, momentum or long/short 
strategies. The second is to dynamically 
allocate between these exposures, as we 
know that these are cyclical.

What is the current focus of your 
firm’s research effort?
All our investment managers must have 
a research agenda that is validated at 
year-end. We often start with academic 
research – we then carry out a reality 

check and add a forward-looking view 
before we act on it.

We are currently working on ways 
to construct alternative risk premia 
in equities and across asset classes. 
We don’t believe in purely systematic 
methods such as smart beta – we 
believe active management harvests 
these factors more efficiently. In private 
equity, we are working with Professor 
Oliver Gottschalg on the value added 
in small and mid-market private equity 
deals compared with bigger ones.

We will absorb the cost of external 
research under Mifid II. We spend a 
lot on buying databases and doing 
research ourselves – but we also like to 
benchmark our opinions with external 
research. Data has been one of our 
largest cost centres in recent years – the 
cost of external research has been quite 
small in comparison.

The sources of data are 
proliferating. How do you identify 
genuine signals?
We buy data from independent 
providers such as Compustat, Factset 
and Bloomberg – our role is to organise 
the architecture. There are more and 
more sources – typically big data ones 
such as satellite imagery and social 
media – and some are more structured 
than others. Asset managers need 
a strong technological backbone to 
organise data and make it flexible 

enough for teams to test ideas.
We build the analytical tools 

ourselves for anything that is linked 
to our intellectual property – only for 
things that are commoditised would we 
consider finding someone to help us. 
The value is in how we crunch the data, 
being able to play with it in-house and 
find its meaning.

You collaborated with Northern 
Trust on a private equity 
administration blockchain project. 
Under what circumstances do you 
seek a partner?
We typically collaborate with custodians 
in making operations more efficient – 
the blockchain project was typical. In a 
period of margin compression and huge 
investment in technology, the question 
is how to make operations more 
efficient and scalable. Asset managers 
have to define exactly where they are 
adding value – we believe it is in active 
management rather than the middle 
office.

What did the acquisition of 
private equity house Akina bring 
to Unigestion?
Its European focus complemented our 
existing global small and mid-market 
private equity offering. Its definition of 
small and mid-market was smaller than 
ours and we liked its specialisation. 
Before we acquired it we were sub-scale, 
but now we have 50 professionals and 
quite a different value proposition.

Which technologies are you most 
excited about? 
We like the idea of putting man 
and machine together. For a long 
time we have been using machine-
learning techniques – such as principal 
component analysis (PCA) – but that 
was just the first generation.

The question for the next five to ten 
years will be to define exactly who does 

Asset managers 
need a strong 

technological 
backbone to organise 
data and make  
it flexible enough  
for teams to test  
ideas

Boutique manager, big ideas
Fiona Frick, CEO of Unigestion, talks 
to Alastair O’Dell about the value of 
academic research and utilising the 
latest technology
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what – what does the machine do and 
what does the investment manager 
do. Machines are very good at finding 
patterns, but are generally backward-
looking. Machines can suggest ideas but 
will always use an investment manager 
to validate them. This interaction will be 
very important to master.

Machine learning is about how you 
mix investments and big data is more 
about how you evaluate investments. 
One of the main parts of our DNA is risk 
management and machine learning will 
help us to gain a much more granular 
estimation of risk. Big data will help us 
to gain much more granular estimation 
of underlying investments.

How important is ESG in your risk 
management?
Quantitative modeling and big data 
permit much better measurement of 
ESG. Today you can measure carbon 
footprints but in the future it will be 
much easier to measure the impact of 
your entire ESG policy.

We tailor-make solutions with our 
clients – ESG is really about how the cli-
ent sees it. Geographically, investors do 
not have the same way of looking at it. 
Around $4bn-$5bn is in our ESG solu-
tions. But we also report the carbon foot-
print of our standard solutions as that is 
becoming the standard. There is a new 
concept emerging called social alpha – 
how good is the portfolio for society.

How do imagine the role of 
boutiques will evolve?
Boutiques need to be unconstrained and 
specialised. For example, we manage 
equities with a very specific style, with 
risk management and factor investing. 
The goal is to be able to do a few things, 
but do all of them differently.

As we have a concentrated base 
of around 400 clients we are able to 
customise and co-create solutions. 
We consider our clients as innovation 
consultants – many of the product ideas 
come from our clients.

The cycle between active and passive 

has always been volatile. Passive funds 
performed very well when central 
banks were decreasing interest rates 
and pumping in liquidity – but this is 
now already in reverse in some regions. 
I believe we will see a reverse of the 
trend and see much better performance.

How do you see the reversal of 
central bank policy playing out?
There will be more volatility – so strong 
risk management will be important. 
Policy normalisation will be a long road 
as central banks are very conscious of 
the risks. Today, the market has not 
priced in normalisation or the possibility 
of inflation. The next years will be 
much more volatile, with more price 
dispersion, than the last five. There have 
been so few negative days this year that 
the market appears to be anaesthetised.

You opened a new, larger London 
office in 2016. Are you concerned 
about Brexit? 
The diversity that you find in London 
will be difficult to replicate. The strength 
of the UK will remain as firms aren’t 
sending people to the same place – they 
are spreading their bets around Europe. 
London has also been clever in creating 
a fintech hub.

There remains disappointingly 
few female asset management 
CEOs. What advice would 
you give to those aspiring to 
leadership roles?
It is important to have women as they 
have a different way of thinking. Asset 
management was seen as an alpha-
male world but the qualities that will 
be required are ones women tend to 
have such as flexibility, adaptability and 
sensitivity. If you only hire people just 
like you, you just end up fulfilling your 
own prophesies.

I would say to women: don’t try to 
be a man and use the skillset you have. 
Play on your diversity. And, with your 
superior, clearly define the objectives 
on which you will be judged. I never 
suffered from being a woman – the 
KPIs were clear, which made it much 
easier to have an unbiased, constructive 
discussion. 

There have been so few negative days 
this year that the market appears to be 

anesthetised
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After a tough 2017 on Gulf equity mar-
kets, regional asset managers seem 
optimistic Saudi Arabia can lead a 
long-term regional rally as increased 
government spending bolsters private 
sector returns. 

This year’s biggest Gulf story, of 
course, has been the unprecedented 
political schism between Qatar and its 
former friends Saudi, the United Arab 
Emirates, Bahrain and Egypt. Qatar’s 
isolation by its neighbours has dragged 
Doha’s bourse 25% lower year-to-date 
as of November, but other Gulf mar-
kets have suffered little impact. 

Indeed, many asset managers were 
already negative on Qatari stocks amid 
widespread concerns over the banking 
sector’s over-reliance on short-term 
deposits from Western institutions, 
excessive state spending on domestic 
infrastructure projects and trophy asset 
acquisitions abroad. 

Government-controlled companies 
such as telecoms operator Ooredoo 
borrowed billions of dollars to fund 
their foreign expansion, while a scatter-
gun approach to other purchases such 
as Harrods and Paris Saint Germain 
soccer club seem to betray the lack of a 
coherent strategy. 

“For the Middle East and North Af-
rica, the equity story is becoming chal-
lenging and requires active manage-
ment and attention to details. We’re 
seeing Gulf investors diversifying 
more to markets outside the region, 
mostly Europe and US, but from our 
experience we know investors will 
shift their geographic allocation swiftly 
once they see a better opportunity,” 
said Tariq Qaqish, managing director 
of asset management at Abu Dhabi’s 
Menacorp, who nevertheless stressed 
the Gulf’s prospects were positive, 
with inflation in check, positive pur-

chasing managers’ data and ongoing 
economic diversification. 

“The worst is over, but investors 
should be looking at stock selection 
rather than buying the market. There’s 
lots of hidden stories which require 
digging deep in companies’ cash flow 
statements. Some companies are not 
doing great in their core business, so in-
vestors need to understand companies’ 
balance sheets.”

While the main theme last year was 
a recovery in oil prices from January 
2016’s multiyear lows, range-bound 
crude prices this year left investors 
to find relief in the prospects of Saudi 
Arabia being upgraded to emerging 

market status by both MSCI and FTSE 
in the next 12-24 months. 

“Although inflows from passive in-
dex trackers take time, active managers 
generally buy into such markets before-
hand. Large cap stocks stand to benefit 
the most,” said Shakeel Sarwar, head of 
asset management at Bahrain’s Securi-
ties & Investment Company (SICO). 

“The market regulator has intro-
duced numerous reforms to ensure ac-
cessibility to foreign investors and to 
comply with the requirements of the 
MSCI. Although some market acces-
sibility challenges remain, we feel that 
these will be overcome and Saudi will 
join the index in 2018.”

Gulf fund managers  
to go active in 2018
Asset managers in the Gulf region face a unique set of challenges that will likely 
lead to change of focus, Matt Smith writes

Ali Adou, head of asset management at Abu Dhabi’s The National Investor.

Over the past five years, asset managers 
globally have increased their allocation 

to fixed income and now as interest rates are 
going up, we believe fixed income will be less 
favorable going forward 

– Ali Adou, Abu Dhabi’s The National Investor
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SAUDI FOCUS
Saudi’s likely upgrade – all fund man-
agers interviewed by Global Investor 
predicted the kingdom would soon be 
added to the emerging market index – 
will bring other UAE and Qatari stocks 
onto the radar of active investors; the 
combined weightings of the two coun-
tries on MSCI’s emerging market index 
are negligible and so they are often 
overlooked. 

“If the GCC goes to 2-2.5% weighting 
with Saudi Arabia, you’ll see more in-
terest from active investors to be more 
involved in this region, to allocate or 
even be overweight,” said Qaqish. 

Saudi Arabia’s nascent small-cap 
parallel market and REIT offerings 
through the main Tadawul bourse 
have provided new investment tools 
for Saudi market investors.

“The Saudi market is in recovery. It 
will take a while for volumes to return 
to pre-crash levels, so we’re focusing 
on small-cap stocks and the REITs that 
we think will benefit most from a mar-
ket rebound,” said Hisham Tuffaha, 
acting chief executive of Riyadh’s Mul-
kia Investment.

“The biggest themes in our equity 
investments are healthcare, insurance, 
transport and some consumer stocks.”

Saudi’s main index has traded with-
in a 600-point, 9% range this year in 
a prolonged consolidation phase that 
has left it a third off 2014’s pre-oil price 

slump peak. 
“The market is trapped within very 

strong support and resistance levels, 
but I’m hopeful it will rebound in the 
last couple months of this year,” said 
Tuffaha, citing a 9% increase in the 
combined profits of Saudi listed com-
panies in the first six months of 2017 
versus the same period of 2016.

“Saudi equities are at fair valuations, 
so almost 90% of our investments are in 
local stocks,” said Tuffaha. “We already 
saw the worst in 2016, and I think the 
market will rebound in tandem with 
an increase in corporate profits. We’re 
not basing our expectations of a mar-
ket rebound on the probability of Saudi 
getting MSCI emerging market status. 
There’s no fixed time frame, so you 
can’t take a position on that event yet.”

Tuffaha is underweight on Saudi pet-
rochemical stocks because he expects 
low oil prices to push global manufac-
turers to increase production, leading 
to oversupply. He is also bearish on 
the building material sector, although 
valuations are reasonable.

Oil prices are holding steady around 
$50, more than double 2016’s lows, 
and higher crude prices plus tighter 
spending have enabled Saudi Arabia 
to reduce its deficit, from $79 billion in 
2016 to $19.4 billion in the first half of 
2017. Saudi’s state revenues and those 
of the other Gulf governments should 
increase in 2018 with the introduction 
of VAT. 

Saudi Arabia still had foreign re-
serves of around $487 billion as of 
July and also retains ample borrowing 
capacity, with its debt-to-GDP ratio at 
13% last year.

“Therefore, we feel that the Saudi 
government can navigate successfully 
through an oil price era of around $50 
for 5-10 years,” said Sarwar. “Other 
large economies such as Kuwait and 
the UAE also have strong founda-
tions. This bodes well for the regional 
equity markets and the asset manage-
ment industry. However, we are cau-
tious on countries such as Oman and 
Bahrain as their breakeven oil prices 
remain significantly higher than cur-
rent prices.”

Having slashed its annual deficit, 

Saudi has been settling its due with pri-
vate healthcare operators and construc-
tion companies, also restoring public 
sector employees’ allowances that had 
been cut last year. 

“Investment opportunities emanat-
ing from the ongoing adjustments in 
the region are plenty,” said SICO’s Sar-
war. “With petro-dollar flows into the 
region rising, regional governments’ 
propensity to spend, especially Saudi 
Arabia, has increased.”

GOING LONG
For long-only investors – the default 
position in the Gulf, with little in the 
way of hedging instruments – 2017 has 
proved a tough year. Kuwait’s bourse, 
historically riven with speculators, 
gained 20% year-to-date to September. 
The main Kuwaiti index has fallen in 
recent weeks but it is still 8% up on its 
level at the start of 2017.

“We look for relatively underpriced 
stocks from a fundamental point of 
view, or stocks that may actually ben-
efit from the current environment,” 
said Husayn Shahrur, head of Asset 
Management at Kuwait’s NBK Capital.

“Though recent market performance 
has been lacklustre, from a five-year 
perspective returns are still decent, and 
we believe regional markets still have 
potential to generate positive real re-
turns over the long run.”
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Hisham Tuffaha, acting chief executive 
of Riyadh’s Mulkia Investment.

Shakeel Sarwar, head of asset 
management at Bahrain’s Securities & 
Investment Company (SICO)
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Sector-wise, NBK Capital is over-
weight on UAE and Kuwaiti banks and 
Dubai real estate.

“Activity in the primary real estate 
market remains strong in Dubai and 
steady recurring income provides sta-
bility to the income statements of the 
likes of Emaar,” said Shahrur.

“Some UAE and Kuwaiti banks are 
well capitalised, high yielding, and 
trade at decent valuations relative to 
other GCC banks.”

Likewise, NBK Capital is overweight 
on Saudi healthcare and insurance 
stocks, which are cheap versus emerg-
ing market valuations and will benefit 
directly from state plans to steadily pri-
vatise healthcare. Country-wise, NBK 
Capital has outsized allocations to the 
UAE. 

“Valuations are reasonable and some 
of the cheapest within MENA,” said 
Shahrur, citing the country’s successful 
diversification into tourism, substantial 

sovereign reserves and status as a gate-
way into other regions such as India. 

“We’re also overweight on Kuwait,” 
he said, highlighting increased gov-
ernment spending and stock market 
reforms. 

Menacorp’s Qaqish believes the 
banking sector is reasonably valued, 
estimating lenders were trading at a 
combined 10 times earnings multiple 
for 2018 and provide a dividend yield 
of 5-7%. 

A widely admired regulatory regime has enabled 

Bahrain to claim out-sized status in the Gulf’s asset 

management industry, although its rivals will likely 

achieve faster growth to 2020 as strained state 

finances call the dinar’s dollar peg into question.

The Central Bank of Bahrain (CBB) frequently 

updates its rules to reflect changes in the asset 

management sector, with foreign investors 

comfortable investing in Bahrain-domiciled funds 

because of the quality of the CBB’s regulations. Assets 

held in funds are under the custodian of a third party 

so that should the fund manager fall into difficulty, the 

assets are protected. 

“Regulation is very important in attracting fund 

investors,” said Waruna Kumarage, head of asset 

management research at Securities & Investment 

Company (SICO). “Bahrain has the best-in-class 

regulations in the GCC.”

Bahrain had $18.3 billion of assets under 

management (AUM) in 2016, more than a third of 

the Gulf’s total AUM of $45.8 billion and second only 

to Saudi Arabia’s $22.4 billion, according to Dubai 

International Finance Centre’s 2017 asset management 

report published in September. 

In contrast, the UAE had just $1.6 billion, Kuwait $2.9 

billion, Qatar $257 million and Oman $244 million. 

By 2020, DIFC predicts Saudi’s AUM will swell to 

$50.5 billion, UAE to $18.9 billion and Bahrain to $22.0 

billion, with the latter’s expansion markedly slower 

than its neighbours, albeit from a much larger base. 

“While Bahrain has long been the jurisdiction of 

choice for many fund managers operating within the 

GCC, growth slowed there in the wake of the financial 

crisis,” DIFC wrote. 

“Political instability during the Arab Spring also hit 

confidence and many fund managers who moved to 

Dubai at that time have stayed despite a return to 

stability in Bahrain.”

Dwindling foreign currency reserves led Bahrain to 

request its Gulf allies for financial help to defend the 

dinar’s dollar peg, Bloomberg reported in November. 

The kingdom’s foreign reserves are down 

75% since 2014 as the government spent to meet 

budgetary shortfalls following the slump in oil prices.

“A sizable fiscal adjustment is urgently needed to 

restore fiscal sustainability, reduce vulnerabilities, and 

boost investor and consumer confidence,” the IMF 

wrote in an April report forecasting Bahrain’s 2017 

economic growth at 2.5%. 

A lack of liquidity historically deterred foreign 

investors from gaining exposure to Bahrain-listed 

stocks due to fears of being unable to exit positions 

quickly if needed. 

In response, the SICO-managed $100 million Bahrain 

Liquidity Fund was launched in June to act as a 

market-maker and boost trading volumes.

By March 2017, the Fund had helped boost bourse 

turnover by 67% versus the first five months of 2016 

prior to its launch. Last year, the exchange’s total 

turnover grew 2% versus 20-30% declines on other Gulf 

markets, a trend SICO attributed to the liquidity fund, 

whose co-seeders are SICO, Osool Asset Management, 

Bank of Bahrain and Kuwait (BBK), sovereign fund 

Mumtalakat and National Bank of Bahrain.

“Restricted liquidity causes securities to trade at a 

discount to their underlying value and regional peers; 

the Fund aims to help reduce that discount over the 

medium to long term,” SICO wrote. 

It appears to be succeeding – Bahrain’s stock index 

is up 15% since May 2016, outperforming its regional 

rivals – Saudi Arabia’s bourse rose 7% over the same 

period, Dubai 3% and Abu Dhabi 2.1%. 

Bahraini mutual funds have made similar gains, 

increasing 10 percent in value in the first half of 2017 

to reach $8.27 billion. Of this, $6.25 billion was from 

institutions and $2.01 billion was from individuals, 

central bank data shows.

Almost half of assets in Bahrain’s mutual funds are 

in fixed income funds, according to a 2015 EY report 

that shows the island kingdom’s mutual funds are 

equivalent to 3.8 percent of GDP, the joint-highest in 

the Gulf along with Saudi Arabia.

BAHRAIN OUTpeRFORMS ITS ReGIONAL peeRS
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“But liquidity, specifically in the 
UAE, is still low, likewise the rest of 
the region. Low liquidity due to uncer-
tainty is why we don’t see a clear trend 
in the market,” said Qaqish. 

FIXeD INCOMe
Broadly, asset managers seem to be 
upping their equities exposure, but 
are neutral-to-negative on debt. 

“Over the past five years, asset man-
agers globally have increased their al-
location to fixed income and now as 
interest rates are going up, we believe 
fixed income will be less favorable go-
ing forward,” said Ali Adou, head of 
asset management at Abu Dhabi’s The 
National Investor.

According to NBK estimates, 
MENA international bond and sukuk 
issuances were a record of $79.6 bil-
lion in 2016, more than double a year 
earlier, while 2017’s issuances to mid-
September totaled $61 billion, up 38% 
year-on-year.

“Given the composition of the 
MENA markets, we continue to be 
largely positioned in the sovereigns 
and financial sector,” said NBK’s 
Shahrur.

SICO predicts a “benevolent out-
look” for Gulf fixed income, with the 
Barclays GCC Bond Index up around 
5.6% this year. 

“On a relative value basis, the spread 
on GCC bonds still seems cheap com-
pared to the wider Asian region and 
should be able to withstand future 
gradual rate hikes,” said Sarwar.

“There are compelling opportuni-
ties in the GCC high-yield and non-
investment grade sector as well as in 
bonds with optionality, which con-
tinue to be under-researched and dis-
regarded by many investors due to 
investment constraints.”

ASSeT MANAGeMeNT INDUSTRY
Low liquidity has pushed asset man-
agers in Middle East and North Africa 
(MENA) to look beyond their local 
markets to find new clients, said Na-
tional Investor’s Adou. 

“Regional pension funds and insur-
ance companies do not provide man-
dates to regional asset managers with 

the same scale compared to devel-
oped markets,” said Adou. 

“The region lacks an institutional 
investment base and is more retail-
based, with high net worth individu-
als accounting for the major portion of 
investments. Our institutional inves-
tor base is mainly international insti-
tutional investors. Over the past few 
years, many asset management com-
panies have exited the market, but I 
expect new companies to emerge fo-
cusing on MENA and Emerging Mar-
kets.”

With huge wealth and relatively 
undeveloped capital markets, MENA, 
particularly the Gulf, still offers great 
potential for asset managers. 

“It will grow, but it needs more gov-
ernment enforcement – for example, 
to make it mandatory for employers 
to provide private pensions to em-
ployees and employees to contribute 
to a pension fund,” added Qaqish. “Or 
other regulations to encourage compa-
nies to go public in different sectors, 
especially those that reflect the econo-
my, like oil, aviation, tourism.” 

Tariq Qaqish, managing director of asset management at Abu Dhabi’s 
Menacorp

The worst is over, but investors should 
be looking at stock selection rather than 

buying the market. 

– Tariq Qaqish, Menacorp
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The Middle East and North African in-
vestment market faces a unique set of 
challenges, from political uncertainty 
and the introduction of a value-added 
tax to weaker oil prices, yet the funda-
mentals of investment in the region are 
strong.

The Global Investor Group MENA 
Asset Management and Trading Sum-
mit held in Dubai in November tackled 
some of the key themes facing the fast-
changing market.

The greatest legislative change fac-
ing investors and investment managers 
in the region is the proposed introduc-
tion across the United Arab Emirates of 
a value added tax.

“The region is working towards in-
troducing a value added tax,” said Ra-
jiv Kumar, deputy chief executive offic-
er of Philip Futures. “The proposed 5% 
doesn’t look too high, but when look-
ing at the market, it may have a big im-

pact. Outside investors come here with 
certain expectations of fine prices they 
will not find in more mature markets, 
so the tax will put further pressure on 
participants.”

Although it is not yet known how 
the tax will be implemented and what 
products it will apply to, firms are al-
ready speculating moving to other re-
gions, should it apply to derivatives 
contracts.

According to panel moderator Oli-
ver Shutzman, chief executive officer of 
Iridium, the region was “on the verge 
of a tipping point” thanks to regional 
leadership changes, oil price changes, 
mergers and increased focus on trans-
parency and accountability.

“Education is key. We’ve seen a man-
ifold increase in volume, but local par-
ticipation is still low even though there 
are now three derivatives exchanges in 
the region. A lot of volume is driven 

by international participants,” Kumar 
added.

The panellists said they expected 
the new Indian contracts launched on 
the Dubai Gold and Commodities ex-
change, for example, to see large trad-
ing volumes, but that that trading will 
not come from inside the region.

“A good market depends on scale, 
quality and access. Both scale and 
quality of the market have improved, 
but as far as access is concerned, li-
quidity is low and building a meaning-
ful position, even in benchmarks, can 
take weeks. This can be improved if 
the number of participants increases,” 
said Ashish Marwach, lead investment 
manager at ADS Securities. 

Liquidity in region, like that in other 
parts of the world, has been impacted 
the rolling back of State-backed Quan-
titative Easing, said a panel.

“Receding quantitative easing in cer-
tain areas will affect the region, depend-
ing on how central banks handle it and 
how well markets are able to absorb 
these changes. Emerging markets have 
benefited a lot from the policy,” said 
Saleem Khokhar, executive director and 
head of fund management and equities 
at FAB Investment Management. 

Middle East managers  
face various challenges
The Middle East and North African investment market 
faces a unique set of challenges, from political 
uncertainty and the introduction of a value-added 
tax to weaker oil prices, yet the fundamentals of 
investment in the region are strong. By Luke Jeffs

>
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Exchange-traded funds (ETFs) have 
proved very popular in recent years, 
particularly in the US, and they now 
are bigger by assets under management 
than hedge funds. Yet they have not 
taken off in the Gulf.

“The first ETFs that were introduced 
in the region did not grow, so active in-
vestment is still probably the best way 
forward. Investor sentiment towards 
passive products is slowly changing,” 
said Steve Barnett, head of financial cen-
tre development at ADGM.

Khokhar said: “Over the last few 
years, it has been quite challenging to 
get asset managers interested in the re-
gion, but the opportunities are becom-
ing quite immense with the stabilising 
oil price.“

Selloua Chakri, managing direc-
tor at SCL Advisory, spoke to Kamran 
Butt, managing director at Sedco Capi-
tal Luxembourg, about environmental, 
social and governmental (ESG) invest-
ing in the region.

Butt said: “There is a 75% overlap be-
tween Sharia and ESG strategies. You 
lose a bit of performance on the surface, 
but if you look at risk-adjusted perfor-
mance, it was the best-performing strat-
egy in our portfolio.”

“I suspect that in 10 years, the Saudi 
markets will be fully ESG. Also, Japan’s 
pension funds for the first time have 
adopted ESG indices, and so have the 
Swiss. We are looking at $70 trillion in 
assets under management and ESG 
tracker funds are seeing the highest in-
flows in years, so it is more than just a 
fad,” said Butt. 

One of the biggest clouds hanging 
over the region is the relatively low oil 
price but there was discussion about 
where the vast global crude oil market 
will go next year

The feeling was the price of crude 
oil may fall slightly next year as some 
countries look to boost production in 
the wake of the most recent Opec deal 
and political uncertainty continues to 
weigh on the world’s top energy bench-
mark, a panel has said.

Robin Mills, CEO of Qamar Energy, 
told the conference: “Oil prices have 
taken a significant drop but there has 
been some recovery. This partial recov-

ery, however, is on the basis of the deal 
between Opec and some other countries 
around oil production restraint. We 
have seen a slow draw-down in excess 
stock and a slow recovery.”

The Opec deal, reached in December 
2016, is set to run to March next year but 
the panel said there is a chance it might 
be extended as it has been relatively suc-
cessful in stabilising the crude oil price.

Edward Bell, director of commodities 
research at Emirates NBD, said: “This 
is all part of a cyclical re-balancing but 
some countries still plan to invest in 
production, particularly their upstream 
capacity, because as well as being oil 
producers some of these countries are 
also large oil consumers.”

A barrel of crude was trading (at the 
time of writing) at about $57 which is 
up from a little over $42 at the start of 
July but still way down on $100 a unit 
in mid-2014 and almost $140 per barrel 
in mid-2008.

Yet there are other factors at play, said 
Mills.

“We are in a period of extended eco-
nomic expansion, so any global reces-
sion will obviously hit the oil price, and 
then there is the geopolitical risk. We 
hear every day of things going on in the 
Middle East but also countries such as 
Venezuela.”

He added: “I see the price dropping 
back and somewhat weaker in 2018.”

Bell continued: “Political risk is going 
to come back but the futures market is 
notoriously bad at pricing political risk.”

He added: “The market looks a bit 
stretched so I think it will fall-back to 
$55-$57. If you’re bullish, I think you 
are running out of things to be bullish 
about.”

Jamie Lear, director, proprietary 
trading at Dubai exchange DME, told 
the conference: “From an exchange 
point of view, price doesn’t matter to a 
great extent, we just hope there is lots 
of trading going on. In the past months, 
trading has been very strong but there 
is a feeling it might be topping out in 
the short-term.” 
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A putative class action suit filed in 
August 2017 alleges that US invest-
ment banks and broker-dealer units of 
global banks conspired to restrain com-
petition in the domestic stock lending 
markets. The fact that a Connecticut 
hedge fund and Los Angeles County’s 
pension system have joined the suit is 
the development that has captured the 
media headlines. However, the risk to 
banks’ profits is the real story here.

As is usual in cases like these, plain-
tiffs made no initial estimate of mon-
etary damages. So readers would have 
had to pick up a pencil to appreciate 
that the defendants’ exposure had 
risen from $35 billion to $50 billion or 
more, based on their (alleged) restraint 
on profits to damaged parties over five 
years – and possibly more if the court 
agrees to set the peg farther back in 
time.

The amended complaint, filed No-
vember 17, grew from 87 to 144 pages 
and gives clear evidence of advice and 
counsel from (allegedly) injured (and 
undoubtedly angry) market systems 
vendors. As is often the case in head-
line litigation, the original complaint’s 
filing (very likely) attracted (eager) col-
laborators to the plaintiffs. The new fil-
ing has gained more descriptive details 
and defendants’ (alleged) quotes for its 
background narrative. Given the hear-
say allusions to conspiratorial dinners 
etc, it is likely that plaintiffs expect to 
find a treasure trove of damaging in-
telligence in the traders’ macho emails 
that might be produced in response to 
a successful discovery motion by plain-
tiffs.

The $50 billion financial exposure is 
breath-taking, but it is unlikely plain-
tiffs’ arguments will prevail in their 

entirety. Much of the evidence of cul-
pability is hearsay and the charges are 
based largely on unproven assump-
tions, so the case will (likely) be won in 
discovery and depositions if it survives 
an inevitable defense motion for sum-
mary judgment.

At this point, plaintiffs have offered 
no evidence that dealers either rigged 
prices or colluded to keep rates artifi-
cially low. The complaint is all about 
an (alleged) lack of transparency that 
prevented market participants from 
evaluating the degree to which deal-
ers profited from their “matchmaking” 
services. There is no reference to the 
financing services that dealers provide 
to hedge funds, nor to their research, 
administrative or clearing services.

The plaintiffs’ main premise is: 
“Bringing lenders and borrowers to-
gether in a regulated, centralised trad-
ing platform would lower the cost of 
borrowing and increase the returns on 
lending.” 

Plaintiffs’ assumption is that central 
clearing always reduces costs. Their 
hope is the court only looks at the 
transaction processing aspect of the se-
curities financing business. And, some-
what uneasily for that argument, plain-
tiffs offer no proof in support of the 
critical assertion that, “Prime Broker 
Defendants take approximately 65% of 
the gross revenues generated each year 
in the stock loan market, amounting 
to more than $9 billion annually — far 
more than the returns paid to any other 

market participant, including the ben-
eficial owners of the stock being lent.”

The plaintiffs’ key allegation is that 
dealers colluded to prevent vendors 
from automating the stock lending 
market, to the disadvantage of the pen-
sion funds which lend the securities.

This suit is not about securities fi-
nance, although reference is made to 
a $1 or $2 trillion market. (Plaintiffs 
lowered the figure in the amended 
complaint.) Stock lending is the target 
of this suit. The amended complaint 
makes no reference to the fixed-income 
markets. (If there is a whistleblower at 
the banks or dealers, he or she is -- no 
doubt -- on the equity side of the busi-
ness.)

Plaintiffs have also not included 
the value-added services provided by 
dealers to the equity financing mar-
kets, such as convertible equity-bond 
arbitrage, dividend and scrip arbitrage, 
or market-neutral, long-short, and 
other stock/hedge-based trading strat-
egies that lenders and dealers enable 
for their sophisticated borrowers. All 
of those services are provided as part 
of the prime brokerage relationship. 
Securities finance is not just transac-
tion processing. Nevertheless, the suit 
is doggedly focused on the cost of the 
trade, citing vendor research to sup-
port claims:

Quadriserv’s analysis found that 
the modernisation promised by AQS 
was predicted to reduce by more than 
30% the total fees paid by borrowers 
and to redistribute total revenues more 
fairly as between the lenders/benefi-
cial owners, the agent lenders, and the 
broker-dealers. 

Funds raise the stakes in $50 
billion class action vs dealers

Bringing lenders and borrowers together in a 
regulated, centralised trading platform would 

lower the cost of borrowing and increase the 
returns on lending

By Ed Blount, executive director and founder of the Center for 
the Study of Financial Market Evolution. 
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Four years ago the Financial Stability 
Board (FSB) put forward a number of 
recommendations designed to shine 
some light on what regulators often 
describe as the “opaque” world of se-
curities finance. The European Com-
mission (EC) was the first to move 
and - through the Securities Financing 
Transactions Regulation (SFTR) - the 
approach goes above and beyond the 
FSB’s minimum requirements.

Although some aspects of SFTR are 
already in place, the reporting require-
ments look to be the most burdensome 
and will enter into force in early 2019. 
With over 150 reportable fields, de-
pending on product and report type, it 

will take considerable effort to assem-
ble the data.  Moreover, the reporting 
is dual-sided and must be sent to a reg-
istered trade repository on a trade date 
plus one day (T+1) basis. 

Despite being conceived in the EU 
and governed by European regulators, 
the regulation stands to affect market 
participants across the globe. It covers 
securities financing transactions (SFTs) 
conducted by all EU firms, regardless 
of where the branch is. It also includes 
SFTs by EU branches of non-EU firms, 
and any SFT where the securities are is-
sued by EU issuers or branches. 

Given its far-reaching impact, other 
jurisdictions may be looking to adopt 

a similar approach in order to spare 
firms from complying with different 
requirements, or may opt for a more 
simple set of rules.  As the SFTR stems 
from an FSB requirement, there will be 
implementation of some form in other 
jurisdictions.

While supportive of transparency, 
Andy Dyson, chief executive officer 
of the International Securities Lend-
ing Association (Isla), suggested that 
regulators could be asking what the in-
cremental benefit of doing it every day 
would be.  Perhaps reporting on a set-
tlement date plus one day (S+1) rather 
than T+1 basis could be much “easier 
and cleaner”, he suggests. According 

SFTR reporting  
– a global paradigm?
Europe’s securities finance market will soon be subject to a tougher set of 
transparency rules. Louisa Chender asks whether firms should expect other regions 
to follow a similar path. 

North America 
looks as if they may 

take a more pragmatic 
approach such as single-
sided reporting and where 
lenders only report once a 
month

– Andy Dyson, Isla
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to Dyson, “North America looks as if 
they may take a more pragmatic ap-
proach such as single-sided reporting 
and where lenders only report once a 
month.” 

Conversely, it could be argued that 
challenges and costs of a broader ap-
proach may outweigh the desire to 
take on a more pragmatic approach in 
other jurisdictions. North America has 
in any case been slow on the uptake of 
SFT reporting requirements after the 
election of Donald Trump, whose ad-
ministration is seeking to dismantle the 
Dodd–Frank Wall Street Reform and 
Consumer Protection Act.  “There is a 
big unknown about how the US will 
respond,” Dyson said. “Uncertainties 
are created by the change in US style.” 

Within the geographical boundaries 
of Europe further uncertainties have 
been brought about by the UK’s deci-
sion to leave the European Union. The 
reporting requirements are expected to 
enter into force during the first quar-
ter of 2019, at the end of which the UK 
would have officially departed from 
the EU. Post-Brexit, it is not yet known 
whether securities financing transac-
tions within the UK will remain subject 
to the SFTR. Similarly, Swiss financial 
authorities, as of October were still in 
the process of analysing securities fi-
nance data in order to determine how 
best to implement the FSB’s recom-
mendations.  

Regional convergence 
It may be problematic for FSB members 
if they develop different reporting ob-
ligations. Firms may be forced to use 
multiple reporting systems in order to 
comply with data requirements, which 
is likely to be both costly and complex. 
Isla has therefore highlighted the im-
portance that at least regional regula-
tors implement similar rules. 

Being an EU regulation as opposed 
to a directive, the SFTR is directly ap-
plicable in each of the EU Member 
States without the need for further im-
plementation into national legislation. 

Where non-standardised reporting 
already exists, such as across the ad-
vanced and emerging markets in the 
Asia-Pacific, industry bodies and regu-

lators are working together to create a 
harmonised approach. 

A spokesperson for the Pan Asia Se-
curities Lending Association, (Pasla), 
said: “With a more fragmented regula-
tory landscape in Asia, it is difficult to 
achieve the same blanket approach as 
in Europe.” The association is currently 
trying to overcome regional issues and 
challenges in developing consistent 
practices along with the Asia-Pacific 
Financial Forum but pointed out that 
“the thinking regarding the global 
framework is still evolving”. 

Europe itself is somewhat strug-
gling with the same problem across 
different pieces of legislation. The EC 
launched an initiative, which closed 
mid-November, for a “fitness check of 
supervisory reporting requirements in 
financial services legislation”. 

With regards to legislative acts im-
posed on the industry over the last few 
years, it acknowledged stakeholders’ 
views that “the supervisory report-
ing requirements contained in those 
acts are not fully aligned, occasionally 
overlap or are inconsistent with one 
another”. 

According to industry participants, 
“this makes reporting unnecessarily 
complex, costly, and burdensome, and 
has a negative impact on the quality of 
data, making it difficult for the super-
visory authorities to understand how 
financial risk evolves in the financial 
system”.

Even before the SFTR reporting re-
quirements are fully implemented, the 
EC is seemingly seeking to address the 
key elements of concern. In the initia-
tive, it claims that the results will iden-
tify “potential areas where compliance 
cost and burden stemming from the 
reporting obligations could be reduced 
(for example by streamlining and sim-
plifying them)”, while continuing to 

meet core objectives such as financial 
stability. 

Similarities 
While the industry focuses on the im-
minent Mifid II, there are some com-
mon areas that will facilitate compli-
ance with SFTR on a global level, such 
as the use of the Legal Entity Identifier 
(LEI) and the Unique Transaction Iden-
tifier (UTI) that are already required for 
reporting under Mifid II and the Euro-
pean Market Infrastructure Regulation 
(Emir). 

Despite this, Christopher Tan, head 
of regulatory affairs and implement, 
Asia-Pacific (APAC), at BNP Paribas, 
observed that the SFTR hasn’t yet been 
fully picked up in Asia.  When it does 
move into focus, he expects that Asian 
regulators will stay close to their Euro-
pean and US counterparts in determin-
ing appropriate rules to align with the 
FSB’s objectives. 

“APAC regulators take note of what 
happens in the EU and US. Unlike US 
and EU, the Asia financial industry is 
regulated by regulators in their juris-
dictions. In addition, the composition 
of Asia markets and needs may lead to 
different focus, priority and implemen-
tation pace,” he said. 

“When it comes to topics of imple-
menting FSB recommendation, we do 
see alignment on the considerations 
and requirements by the regulators.”

Japan has already begun active 
dialogue with regards to reporting 
requirements and timeframes, while 
Hong Kong, Singapore and Australia 
are expected to follow suit once im-
plementation in Europe is underway, 
according to Tan. “We see some prec-
edence in regulations where Asian reg-
ulators will implement similar rules on 
the reporting aspects once it’s actually 
implemented, or in the process of be-

APAC regulators take note of what 
happens in the EU and US. Unlike US and 

EU, the Asia financial industry is regulated by 
regulators in their jurisdictions 

– Christopher Tan, BNP Paribas
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ing implemented, in the EU and US,” 
he adds. 

Regardless of whether Asia adopts 
similar rules for its own firms, the 
broad scope of the SFTR stands to affect 
business in the continent. Although the 
challenges are yet to be fully discov-
ered given the slow uptake of the new 
rules, reflecting on current far-reaching 
regulations provides reassurance that 
the impact could be manageable. 

“Based on our implementation expe-
riences on other EU regulation, such as 
Emir, ongoing clarification and discus-
sion with the regulators usually allow 
the industry to constructively imple-
ment the rules without causing major 
market disruption,” Tan said.

“Reporting requirements under 
SFTR, for instance, is taking a phased 
approach.”

The impact on lending
The SFTR will inevitably bring changes 
to the securities lending landscape. 
Mark Barnard, head of the securities fi-
nance practice at consultancy The Field 
Effect, observes that as it is a European 
regulation “some jurisdictions are still 
only keeping it in their peripheral vi-
sion”.

However, he predicts that “post im-
plementation of SFTR others will fol-
low”. 

“The EU took a long time to consult 
and was flexible in taking on feedback, 
so it’s up to other regulators to ask 
themselves ‘why would we want to 
do something fundamentally differ-
ently?’ and ‘what will firms’ appetite 
be around having different regimes to 
comply with?’,” he said. 

According to Barnard, the SFTR is 
“the most challenging regulation that 
securities finance has specifically faced”. 

“As such, the optimal solution 
should look to take advantage of fu-
ture industry changes. With regulatory 
change, comes opportunity, and those 
that build a SFTR solution recognising 
how the industry will adapt to a post 
SFTR state will benefit from business 
growth,” he added.  

Other experts argue that global 
adoption of these rules will depend on 
their success and whether they meet 

the EC, and FSB’s, objectives without 
unintended consequences. 

The dual-sided reporting aspect in 
the securities lending world translates 
to borrowers re-reporting what lend-
ers have told them. If the lender falls 
out-of-scope, asking them to provide 
data in the right format and in the right 
timeframe may be difficult. Borrow-
ers may be forced to choose between 
paying fines for incomplete reporting, 
or transacting with more cooperative 
lending principals.  

Although counterparties outside of 
the EU have said it is too early to consid-
er the challenges, it goes without saying 
that an additional regulatory burden for 
those from jurisdictions with potentially 
lighter requirements may force inves-
tors to reconsider who they lend to. 

According to Dyson, “if the EU is 
the only place with the SFTR in force, 
it will look out of line with the rest of 
the world. If SFTR makes Europe a dif-
ficult place to do business, firms will 
look elsewhere,” he adds, advocating a 
global standard. 

Over 60% of outstanding loans in 

Europe come from lenders that fall out-
side of the regime, according to an Isla 
study, which makes the SFTR’s suc-
cess dependent on global cooperation. 
While regulatory convergence may 
not have been a FSB recommendation, 
achieving transparency in global mar-
kets ultimately relies on the adoption 
of similar approaches or willingness to 
adapt to a foreign counterparty’s rules. 

The FSB will publish in 2018 a report 
on how its members are progressing 
with the adoption of its recommenda-
tions. In a report published in October 
this year, the EC claims that the “SFTR 
fully addresses the FSB recommenda-
tions on transparency” but that it will 
address the effectiveness of the regula-
tion two years after reporting begins. It 
is currently scrutinising the technical 
standards outlined by the European Se-
curities and Markets Authority (Esma) 
before the requirements are fully 
adopted - the requirements will enter 
into force one year after. The SFTR has 
set the tone for reporting in the secu-
rities lending world but fears remain 
that it is too tough. 

Some jurisdictions are still only keeping it 
in their peripheral vision

– Mark Barnard, The Field Effect
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O’Dell: How have Nordic securities 

lending markets evolved over the 

last couple of years?

Kandimaa: Over the last five years 
we have always had one or two super-
specials in the main indexes. As a rule, 
80% of revenue comes from 20% of the 
index and we never know what’s going 
to hit next. The big name in Sweden 
has been Fingerprint Cards and there’s 
recently been a focus on the Norwegian 
oil sector. A couple of years ago it was 

Vestas and FLS in Denmark and Nokia 
in Finland.

A decade ago it required utilisation 
of around 80% to become special. But 
now it becomes super-special very 
quickly. For example, this spring an AP 
Fund divested H&M and then people 
wanted to short it – it was a perfect 
storm.

Strömberg: I would also throw in 
airlines – the sector has been mostly 
short for a while. We’re trading more 

and more specials compared to before 
and it’s very dominated by oil, tech 
and airlines. It’s been really tricky to 
supply enough GC – there isn’t enough 
to meet demand. Supply is quite big in 
Sweden but not in Norway, Denmark 
or Finland. Due to capital rules, 
investment banks are not sitting on 
huge balances of excess GC.

O’Dell: Are there any trends in 

how beneficial owners supply the 

market? 

Mitchell: Nordic institutions are 
showing greater interest in lending 
than ever before. The low yield 
environment, alongside rising expenses 
and regulatory burdens, has led them 
to seek diverse sources of revenue.

The region has consistently delivered 
good equity revenues but over the last 
two years and there has certainly been 
an extremely robust specials market 
– Fingerprint Cards has been a high-
conviction short for hedge funds since 
the end of 2015. 

Fixed income lending plays second 
fiddle to equity lending. There are only 
pockets of demand from borrowers, 
[often] agreeing exclusive lending 
arrangements for the client’s inventory. 
These agreements can lead to greater 
utilisation and certainty of revenue 
generation.

Kandimaa: Supply tends to come from 
government funds, such as Norway’s 
Norges Bank, Sweden’s AP Funds and 
Finland’s Varma. They have become 
increasingly dominant because many 
mid-size asset managers no longer 
lend. Local banks reign supreme and 
each has a niche – but this has left no 
one covering some types of mid-size 
client. Small hedge-type funds are 
definitely still in programmes – but 
as soon as they trade out there is a 
shortage. If it’s off the main index and 
demand is high, supply dries up very 
quickly.

Glennon: This is definitely what we 
have seen from a prime perspective in 

Nordic securities lending participants discussed the 
dominance of specials, the emerging role of ETFs, the 
prospects for CCPs and technological innovation.
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regards to non-Nordic agents lending 
on behalf of Nordic clients. There are 
periods where there is a loss of all 
shares due to corporate governance 
and liquidity squeezes as demonstrated 
by the data. Nordic-based lenders tend 
to understand the flows and risks of 
their domestic market much better 
than non-Nordic banks and therefore 
effectively manage them. We tend not 
to see liquidity spikes as much when 
we face Nordic banks.

Kandimaa: Recalls happen around 
AGMs. Over the last five years AP 
Funds and insurance companies have 
been criticised for not being active 
owners so environmental, social and 
governance issues have become top-
of-agenda items. When you own 5% 
of the company you get asked why 
you didn’t hold the board accountable. 
Insurance companies may only hold 
1-2% each but jointly they have a lot of 
power.

Glennon: We’re looking for stable 
positions and rates. When we’re 
borrowing outside the region, on an 
undisclosed basis, where we don’t 
know whom we are facing – we may 
think it’s a portfolio of global funds but 
it may be one local fund. The volatility 
that this creates is not great. We’ve 
been active in single-stock term trades 
to prevent spikes and guarantee some 
stability.

O’Dell: Are asset owners 

interested in providing more 

supply?

Khemdoudi: The Nordic region 
represents roughly 10% of the 
European market and we have seen 
lendable inventory grow 30% year-on-
year. We also see increasing technical 
interest from beneficial owners. They 
are looking at it closely – balancing 
revenues with risk and thinking about 
collateral. If they go down the collateral 
curve they will need to consider cross-
correlations.

We see revenues on a downward 

trend. The year-on-year comparison for 
2017 is sharply down. Fingerprint Cards 
was the superstar of 2016 but it is now 
much smaller – it retains only 20% of its 
valuation – and revenues are 38% down 
year-on-year. The trend towards specials 
has brought volatility to revenues – if 
you don’t have the super-special you’re 
not making money. We have also seen 
growth in term trades – they now 
account for 16% of trades compared to 
20% in Europe. Beneficial owners know 
that’s where the revenue is.

O’Dell: How have the banks 

responded to changing demand?

Strömberg: They have merged 
most desks together. Five years ago 

there was a financing desk, stock loan 
desk and maybe a pure delta one or 
corporate action desk. Everything 
is now together and you get more 
synergies. 

If you lose on one leg you usually 
gain on another. If there’s a lack of 
collateral in the market then you go 
a lot for the stock lending business, 
because you can lend it out, but on the 
other hand that decreases the leverage 
for financing. No one is in financing 
when they don’t have any collateral. It 
goes backwards and forwards.

Kandimaa: In Sweden the big area that 
is still unexplored is the corporate bond 
sector. No one is taking advantage of it 
– it’s tiny compared to Europe and the 

Nordic asset owners are interested in new 
routes and are engaged in conversations 

about peer-to-peer lending and CCPs

– Fiona Mitchell, Northern Trust Capital Markets
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secondary market is not really there. 
But it’s something people are looking 
at, for collateral upgrade trades. 

We are small compared to the 
international banks but are still able 
to do a lot and can jump between 
products agnostically. If you want 
to price a swap, SBL or a single stock 
future it doesn’t matter – it’s usually 
the same guy doing it.

Glennon: That’s definitely an 
advantage. Nordic banks are a lot more 
nimble and flexible so they can quickly 
respond. Multi-product desks make it 
very easy. Whether you want a swap, 
stock loan or financing trade you’ve got 
lots of options against local currencies.

O’Dell: What do you see for the 

future of ETFs? Do you see them 

becoming a larger part of lending 

in the Nordics? 

Glennon: It’s been a struggle for the 
market to get ETFs viewed as acceptable 
collateral. We have often found that 
within an ETF there is a name that the 
beneficial owner does not accept on 
a single-line basis – if so, they can’t 
accept the whole ETF. However, there’s 
definitely a focus at Citi to push the ETF 
product across our whole Delta One 
cash equities and lending business. We 
see this becoming more popular.

Kandimaa: One big problem is that 
custody businesses usually classify 
ETFs, which are excluded, and this is 
hampering the market. 

There has not been the exponential 
growth of the US but we have Xact 
funds and there’s growth in sector 
ETFs. Insurance companies and asset 
managers looking at asset allocation 
rather than specific stocks and are 
allocating to ETFs. On the back of 

this we have seen the need to finance 
ETFs. 

The problem is aligning collateral 
policies – there’s no internationally 
agreed scorecard for ETFs. And, some 
other asset classes such as commodities 
are being traded as equities – how 
should we deal with those?
Khemdoudi: The issue is the ability to 
look under the hood of ETFs. A lender 
may accept all DAX 30 stocks but not 
a fully physically-replicated ETF – but 
this should be treated exactly the same. 

We established a scorecard for 
ETFs using a rule-based approach. 
We provide lists on a daily basis, in 
an automated way, and it’s getting 
accepted and implemented by all the 
main tri-party agents. The next step is 
to complexify.

O’Dell: To what extent is Basel III 

reshaping the market? 

Mitchell: As an agent lender, we view 
Basel III from a demand perspective. 
Demand has both decreased and 
changed in nature. GC has seen the 
biggest decline – low-spread trades 
are no longer feasible given their use 
of balance sheet and regulatory capital. 

Demand for term lending has 
increased as borrowers look to secure 
longer-term funding. This can be an 
issue for some clients if they don’t want 
the perceived risk of being locked into 
fixed-period loans. There has also been 
an increase in demand for high-quality 
liquid assets (HQLA), as borrowers are 
mandated to hold a higher proportion 
these assets. 

Some prime brokers have severed 
ties with less profitable clients, 
although we are doubtful this has been 
a significant factor in the decreased 
demand. Borrowers are being more 
careful with how they deploy scarce 
resources – the days of sky-high loan 
balances are well and truly behind us. 

Khemdoudi: Regulation has reshaped 
the market quite drastically. It is 
structural, areas such as repo treasury 
and securities lending were siloed but 

 In Sweden the big area that is still 
unexplored is the corporate bond sector. 

No one is taking advantage of it

– Christopher Kandimaa, Danske Bank

We know the Nordic securities 
finance market 
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now these businesses are grouped 
within the bank and work together. It 
has also reshaped the way the industry 
trades – before GC was a no-brainer 
but now it’s all about term for capital 
efficiency and balance sheet utilisation.

The next step is to think about 
the final borrower and lender, and 
things like the impact of putting on 
large balances. That’s another level 
of transparency. Securities finance 
commands large balances and therefore 
needs to be efficient. 

Strömberg: It has invented a lot of 
new trades, such as the evergreen. 
There’s always a new way to make 
money that wasn’t there before. It 
always comes as a shock when it hits 
you, but it’s become a daily challenge 
for us to solve, even for GC and 
short term trades. It’s now moving to 
regulatory trades as well. It’s becoming 
a more and more common part of our 
daily work. 
Glennon: The bulk of our borrow book 

is GC. Over the last two years it’s become 
more about deciding where to place our 
business in order to make it as capital 
efficient as possible. Also before we put 
on evergreen trades we make sure we’re 
facing single principals or lenders that 
are the appropriate risk weighting. We 
may have six to eight agreements across 
our book, all facing the most capital-
efficient counterparties we can find. 
SFTR and other regulatory requirements 
potentially push this further on, creating 
transparency into the underlying.

Mitchell: Regulation is a key factor 
across securities lending, and the Nordics 
are not immune. Higher funding costs, 
increased capital consumption and 
balance sheet capacity limitations are 
the key factors. Borrowers are seeking 
capital-efficient ways to cover short 
positions so CCPs, collateral pledge and 
term transactions are all priorities. 

While CCP and pledge activity 
remains limited, we anticipate that 
usage will grow during 2018 as 

beneficial owners and agent lenders 
adapt to borrower demand. We will 
continue to engage and educate our 
clients, ensuring they are well placed 
to make informed decisions. 

Regulation is also influencing demand 
for fixed income. As borrowers seek 
to meet new regulatory balance sheet 
ratios and funding thresholds, there has 
been a sustained increase in appetite to 
source core European sovereign bonds 
and other HQLA. Beneficial owners 
holding HQLA can benefit from healthy 
returns and utilisation. 

O’Dell: Is there still as much 

interest in CCPs in the Nordics, or 

has the impetus fallen away?

Kandimaa: For it to be interesting 
it has to bring benefits – it has to be 
cheaper, better and faster. A lot of them 
have set very high standards – too high 
– so trading bilaterally is cheaper. We 
will definitely use this route when it 
makes sense but, unless regulation 
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forces it, I don’t see the critical mass to 
centralise in the Nordic region. 

Strömberg: We are not going to be the 
first to go in this direction. The Nordic 
region doesn’t see it as a problem – 
there is no need to go through CCPs to 
continue doing business, or even make 
it more efficient. 

If everyone followed the big 
international banks onto CCPs and 
it became a requirement to continue 
trading, then we would have no choice. 
Without that, I wouldn’t say that’s the 
direction we are going. We are quite a 
small market compared to the rest of 
Europe – it depends on what the rest of 
Europe is facing. 

Glennon: CCPs offer flexibility 
and another trading option. We are 
thinking about how we can increase 
our capacity without increasing our 
footprint. We are moving forward 
with CCPs and pledge together and 
pledge seems to have the faster route to 
market. For a particular counterparty 
CCP, pledge or traditional title transfer 
could be optimal.

Mitchell: Nordic clients are interested 
in the pledge collateral model, 
particularly equity collateral as it 
potentially presents a solution to 
Esma’s guidelines on Market Abuse 
Regulation (MAR) and the need to 
restrict exposure to certain names. 
There is more interest in pledge 
collateral than CCPs as the advantages 
can immediately be seen.

Nordic asset owners are interested 
in new routes and are engaged in 
conversations about peer-to-peer 
lending and CCPs. These activities may 
become more prevalent if the benefits 
become clear.

O’Dell: How are preparations for 

Mifid II and SFTR progressing in 

the Nordics? 

Khemdoudi: The focus on SFTR will 
pick up in February once Mifid II is up 
and running. Agent lenders are the most 

impacted by SFTR – there is a significant 
workflow and data gathering challenge 
and they are focused on solutions. The 
biggest challenge is pooling information 
in one place and disseminating it on a 
consistent basis. If a firm already has 
a data warehouse they can feel pretty 
relaxed – then they just have to worry 
about reporting, UTIs and reconciliation. 

SFTR also brings benefits to banks, 
providing a central point for securities 
finance information and a new layer 
of analytics. It will challenge current 
workflows and infrastructures that 
are not fit for purpose. Banks need the 
ability to leverage data – not just for 
regulatory reporting but also for client 
reporting, their own treasury reporting 
and many other things.

Glennon: It’s a concern for the 
industry and all firms are looking for 
the optimal solution. We have started 
speaking to vendors and clients, and 
the whole market is engaged with 

Isla. It would be great if we used it 
as an opportunity to get everything 
disclosed, so we know which entity 
we are facing pre-trade. That would 
be fantastic for capital usage and 
efficiently directing trades and returns.

Regulation is pushing us to a much 
more efficient place. Matching on a trade-
reporting basis, on T+1, should reduce 
breaks and settlement issues. We still 
get failed trades because of mismatched 
trade date or settlement instructions, 
which just shouldn’t happen. Matching 
requirements through SFTR at T+1 
should minimise that. 

Mitchell: Mifid II will not have a major 
impact on the way beneficial owners 
interact agent lenders and there will be 
little overall impact on the service. They 
will see an increase in transparency 
and disclosure of key information and 
remain relatively untroubled, unless 
they are captured with respect to their 
own underlying clients.  

There is no need to go through CCPs to 
continue doing business, or even make it 

more efficient

– Per Strömberg, Handelsbanken Capital Markets
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SFTR is a very different story. 
Beneficial owners must recognise 
that the obligation to report under 
SFTR is their obligation. If they use 
an agent lender, they must ensure 
their provider is able to support them 
in meeting it. We are well advanced 
with our SFTR offering ahead of the 
reporting obligation, expected in 
2019. 

The challenge is not only in the 
significant data requirement, but also 
that two-sided reporting with small 
matching tolerances is likely to lead to 
an increase in post-reporting rework. 
The industry is working to ensure 
vendor solutions that allow pre-
reporting reconciliation are possible, 
keeping rework to a minimum. 

O’Dell: A lot of Nordic lending is 

done on a principal basis. Does 

that make SFTR less onerous?

Kandimaa: It makes it a lot easier but 
we still have to deal with the reporting 
environment. How are the local FSAs 
going to interpret best execution? 
They’ve been awfully quiet. We know 
we need to report and have procedures 
in place – but they haven’t set out how 
they want it, what they want it for or 
what they will do with it. Hopefully 
we will get more clarification before 
the end of the year. If they are not 
looking at best execution policy there 
is no way of implementing it. We hope 
that the FSA will take a more pragmatic 
approach.  

Glennon: Once SFTR is implemented 
we will see the cost of reporting. The 
principal model could potentially 
become a lot more attractive than the 
agency one. If an agent bulks up a 
trade with 100 people behind it I’ve got 
to report on 100 UTIs – then I’d rather 

trade on a principal basis and report 
once. The next phase will be about how 
to trade efficiently. 

Kandimaa: It’s likely we’ll see a 
mezzanine layer emerge to bulk up 
trades, perhaps through brokers. What 
we’re seeing now is the blueprint – 
amendments will be made along the 
way. Regulators want to see everything 
but sometimes it’s better to step back 
and look at the aggregate. The aggregate 
number of shorts is what affects price. 
My view is that we will see a counter-
reaction when they get all this data.

Strömberg: I think that transparency 
is positive and hope that something 
good comes out of it. For all desks, 
the breakeven level is getting higher 
and higher every year due to all the 
administrative costs, the need to 
maintain reporting and other things. I 
really hope that something good comes 
out of it – otherwise it’s just regulation 
of the business for the sake of it. 
Hopefully, transparency will turn into 
something worthwhile. 

O’Dell: What is the focus of 

technology investment in the 

Nordic securities finance market?

Strömberg: We invested in a new 
system a couple of years back and 
we’re developing it all the time for 
all the mandatory regulations. We 
aren’t up and running like the big 
international banks but, because we 
are small, when the people and the 
money are in place we can implement 
quickly. We have relatively few people 
so we can’t have lots of manual 
routines and need to automate as 
much as we can. All the regulatory 
work needs to be done before [we can 
enjoy all] the trading and automation 
benefits of the system. 

Glennon: Our goal has been to push 
as much down the pipes as possible on 
an automated basis and let the traders 
focus on higher revenue opportunities. 
Automation takes the heavy lifting 

 We open to looking at start-ups firms and 
new technologies that can assist in our 

day-to-day activities

– Matt Glennon, Citi
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away, which allows me to focus my 
team’s efforts in utilising their time on 
additional revenue generating trades 
rather than short coverage. 

Kandimaa: A lot of investment is going 
into bridging existing infrastructures 
into new ones. We’re still using the 
same basic settlement infrastructure – 
but we’ll probably go for T+0 at some 
point, versus-payment rather than 
collateralised. 

The billion-dollar question is 
choosing what brings most revenue 
to your existing business. Blockchain 
might be revolutionary but my first 
question would be whether it justifies 
the investment in today’s environment.

Mitchell: Blockchain is clearly 
relevant to the future of securities 
lending. In theory, the technology 
should allow a significant amount 
of post-trade streamlining. Northern 
Trust, across the whole organisation, is 
heavily involved in the development 
of blockchain. The potential is huge, 
although there are a number of 
questions to be answered before we 
will see that potential transformed into 
practical implementation.

Khemdoudi: One of our uses of the 
latest technology is to provide security-
level commentary on an automated 
basis, in addition to the commentary 
written by our team. It’s based on 
natural language generation, an 
algorithm that uses data to generate 
written news stories. You cannot tell a 
robot writes the stories – and we would 
have had to hire 20 people to produce 
the same output.

We have a dedicated quant team and 
we are sharing ideas with out clients 
about predictive trading models for 
securities lending, for example. The 
root of automated trading is the ability 
to feed in parameters on a constant 
basis, including parameters from 
outside our world. Third parties can 
provide a single data point for market 
sentiment on a stock – that’s powerful 
when bundled with short interest. The 

challenge is to harvest all this data 
and put it into a nice format that can 
be ingested by a trading desk. You can 
bring in capabilities from a third-party 
for a fraction of the cost of doing it 
internally. That’s a great way of trying 
new things.

Our world used to be insulated – now 
the newest, cutting-edge technologies 
make their way into the market. 
It’s exciting and opens new doors. 
Large market players are looking at 
blockchain and machine learning to get 
more out of automated processes.

Glennon: As a firm we have a forward-
looking vision and are supportive of 
new technologies which can enhance 
our business and client experience. 
This is prevalent to my team whereby 
we are open to looking at start-ups 
firms and new technologies that can 
assist in our day-to-day activities. 

Where are the opportunities  

for Nordic beneficial owners  

in 2018?

Mitchell: Beneficial owners that have 
the ability to adapt their lending 
programme inline with the industry’s 
evolution can expect to be the biggest 
beneficiaries. Collateral flexibility will 
undoubtedly remain ever-present. As 
collateral mobility and optimisation 
increase across the financial sector, 
flexibility will be instrumental for 
outperformance. 

Beneficial owners that are able to 
use alternative trade structures, such 
as pledge collateral, CCPs, extended 
maturity tenders and alternative 
routes to markets – including 
exclusive agreements and lending to 
non-traditional borrowers – are in a 
better position to protect and grow 
revenues. 

The trend towards specials has  
brought volatility to revenues  

– if you don’t have the super-special you’re not 
making money

– Pierre Khemdoudi, IHS Markit
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Technological innovaTion

The rapid pace of technological change 
across financial services has led to some 
bold predictions about the future of 
custodian banks. Some hold the view 
that the current crop of providers will 
be disintermediated out of the market. 
Others believe new technology will put 
custodians even closer to the core of the 
financial system.  

It’s safe to say every serious asset 
servicing firm that holds securities and 
facilitates transactions remains heav-
ily focused on developing technology 
across cybersecurity, robotics, artificial 
intelligence, cloud computing, ad-
vanced data analytics and blockchain.  
The latter, also known as distributed 
ledger technology (DLT), is often top of 
the mind.

“DLT allows individuals and com-
panies to make financial transactions 
directly between each other. There is 
no need for settlement, reconciliation, 
securing assets or providing proof of 

ownership, all key aspects of the cus-
todial function,” Feriz Hasani, head of 
custody advisory at UBS Switzerland, 
wrote in a recent paper.

Even so, Hasani believes while 
blockchain is indeed disrupting the 
world of asset custody, as it is so much 
else, it is a bit too early to count custo-
dians out. “Custodians have a role to 
play in developing this kind of archi-
tecture and helping ‘onboard’ assets 
onto chains, for example by verifying 
their provenance,” he added.

Last year John van Verre, head of 
global custody at HSBC, set out his vi-
sion of how the custody industry will 
develop in response to regulatory and 
technological changes, market infra-
structure developments and enhanced 
risk. 

Among the many predictions made 
in his paper, titled ‘Custody in 2025’, 
van Verre said DLT would eventually 
create a golden source of data across 

Technological innovation presents both challenges and opportunities to the 
world’s largest custody banks, writes Andrew Neil.

Mathieu Maurier, head of coverage at 
Societe general Securities Services

Technology to shake-up 
custody business
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the entire value chain resulting in bro-
kers, custodians, central securities de-
positories and clients having access to 
a single book of records. 

Benefits to clients, he added, would 
include shorter settlement cycles, cost 
reduction; full straight-through pro-
cessing (STP); the removal of reconcili-
ation processes and fewer settlement 
failures.  Van Verre listed an even big-
ger potential upside - the entire match-
ing process can take place within this 
closed community, turning settlements 
into an internal book transfer. As a 
result, the arguably artificial split be-
tween global and direct custody will 
no longer exist.

“In theory, that could be true,” said 
Axel Pierron, managing director of 
research and consulting firm Opimas. 
“However, I believe this would in-
deed be a long-term scenario. As long 
as national specificities remain in asset 
servicing and tax regime, sub-custody 
is likely to remain a relevant value 
proposition.”   

Moreover, Pierron said a change to 
a single book of record would require 

all markets to change in sync, which is 
very unlikely. “One could argue that 
with the development of robotics and 
artificial intelligence (AI) solutions, the 
local expertise of local custodians will 
eventually be automated, which is very 
likely but will require AI technologies 
to mature and the relevant knowledge 
to train the AI that is currently held by 
sub-custodians.”

Mathieu Maurier, head of coverage 
at Societe General Securities Services 
(SGSS), said that for buy-side clients, 
the difference between global and di-
rect custody has never really existed 
as they purchase trustee and custody 
services from a single provider for the 
assets held within the range of funds 
they manage. 

“An individual fund may invest pre-
dominately in financial instruments 
in one market, but across the range of 
funds the assets are typically global,” 
Maurier explains.  “It is true to say, 
however, that we see a trend among 
our sell-side clients – other custodians, 
investment banks, brokers – to look to 
simplify i.e., reduce the number of pro-
viders with whom they interact. This 
may involve direct relationships with 
several operational units/booking lo-
cations in a given custodian’s propri-
etary network or, as is increasingly the 
case, the selection of a single provider 
in each major geographical zone for a 
regional offer.”

Maurier, however, does not see in 
the near future the ‘death’ of direct 
custody least of all in the less mature 
markets where there is generally a lack 
of regional post-trade infrastructure 
and various market specifics including 
regulatory constraints that make it dif-
ficult to operate in the market without 
a local presence. “Whilst the technol-
ogy may exist to support a ‘one book 
of records’ concept, such tools can only 
be used within the limits of the prevail-
ing market conditions and regulation,” 
he adds.

Chris Rowland, JP Morgan’s, global 
head of custody, said that new digital 
technologies such as DLT offer the po-
tential to extend the scope of custodial 
services beyond regular securities to 
other digital assets, held on shared in-

dustry ledgers. Rowland adds: “In ad-
dition to today’s centralized post-trade 
infrastructures, there is a real need to 
ensure robustness of these ledgers, ex-
ercise control over access rights, and 
ensure confidentiality of data. Given 
their expertise in this domain, custodi-
ans are well placed to assume the role 
of access provider and exercise over-
sight and control on behalf of investors, 
which could include managing digital 
keys and identities.”

cryptocurrencies 
Another prediction made by HSBC’s 
van Verre is that custodians will even-
tually act as the consolidated data 
source for all asset classes, and even 
for crypto currencies, digital keys and 
digital identities.  Pete Cherecwich, 
president of corporate & institutional 
Services at Northern Trust, said this is 
a given. 

“Northern Trust already reports on 
cryptocurrency positions and treats 
this as another type of non-custodied 
asset class. We also hold the “keys” for 
our private equity blockchain applica-
tion. The real question is not whether 
custodians hold these as assets but 
rather, what happens to the custodian’s 
business model if transactions are ex-
ecuted digitally? What happens if there 
is no longer interest earned on opera-
tional cash?”

According to SocGen’s Maurier said 
the time at which custodians were only 
safekeeping equities and fixed income 
for their clients is somewhat behind us. 
“Indeed the notion of safekeeping is 
also largely outdated as physical stocks 
become an increasing rarity – although 
the ability to act as the guardian of ‘as-
set safety’ is, inversely, developing to 
be a key criteria in the custodian selec-
tion process. Custodians are thus in-
creasingly acting as a ‘position keepers’ 
for an ever wider range of asset classes. 
This extends of course to cash in what-
ever currency it may be although cryp-
to currencies remain somewhat on the 
fringe of the asset classes considered 
acceptable.”

Maurier has also observed that banks 
in general and in particular those seen 
as having solid foundations are still 

Technological innovaTion
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today very much seen as ‘trusted third 
parties’. “Whereas yesterday this may 
have meant trusting the custody of a 
family heirloom or fine art in a safe box 
at the bank, today this trust extends to 
the digital world.”

Opimas’ Pierron said acting as the 
consolidated data source for all as-
set classes is clearly how custodians 
would like to position their services in 
the future, but there are a number of 
factors that could change that. 

“We’ll have to watch how the regu-
latory framework evolves, and if a 
third party is still legally required to 
hold assets on behalf of investors,” 
he adds. “Secondly, there are a num-
ber of FinTech companies that are 
developing solutions to compete in 
this market, from Nivaura, which is 
creating a permission-less blockchain 
infrastructure with the aim of remov-
ing all intermediaries, to ledger, which 
has created blockchain applications 
safeguarding crypto assets for indi-
viduals and companies. There is a lot 
of uncertainty currently in future mar-
ket structure, and we’ll have to watch 
closely how blockchain initiatives are 
adopted in each market. For example, 
initiatives like Iznes, which is a pan-
European record-keeping platform for 
funds, could have a profound impact 
on the market.”

Data
There is also a growing view that cus-
todians will be data consolidators, 
taking information feeds from differ-
ent sources. This information will go 
beyond traditional transaction and 
holding data requirements.

“Clients already look to their custo-
dians to aggregate information com-
ing from multiple sources - scrub, 
structure and validate it,” said JP Mor-
gan’s Rowland. “Increased digitiza-
tion boosts the ability to streamline, 
enhance and enrich the flow of infor-
mation, to generate deeper insight for 
clients and unlock economic value. It 
will be a key differentiator going for-
ward, though it is still up to investors 
to decide how best to use these tools 
for their investments.”

Pierron suggests custody banks will 

be more than data consolidators. “I 
believe that custodians are well posi-
tioned to be data creators, as they hold 
a vast lake of data that can help their 
clients improve their trading strategy, 
distribution (with data around local 
market structure and investors’ appe-
tite), efficiency (data to identify opera-
tional inefficiencies), client relation-
ships and regulatory reporting.”

Northern Trust’s Cherecwich said 
custodians already compete as data 
consolidators. He suggests the next 
frontier is enabling a client to get an 
alert. “For example, noticing that x 
event happened which could impact 
a portfolio by y. In other words, move 
from answering the question to pro-
viding insight.”

Rowland has a similar view to 
Cherecwich in that he believes custo-
dians will be knowledge providers to 
their clients, leveraging local insight 
and their connections with market in-
frastructures, industry organisations 
and regulators. “As digital technologies 
allow us to move away from pure pro-
cessing services, the value of informa-
tion, insight and analytics will become 
ever more important. As such, we are 
focused on providing our clients with 
up to date insight into market activity, 
regulatory updates, financial market 
infrastructures and how each impacts 
clients. The quality of these services is 
becoming a key differentiator when se-
lecting the right custodian.”

cybersecurity 
Other industry experts, including 
HSBC’s van Verre, believe custodians 
will play a key role in protecting cli-
ents from cyber threats. Asset safety 
will no longer just be about safekeep-
ing. It will also include data protection 
against cybercrime.  “This is certainly 
a major area of concern/opportunity 
for custodians, and they will clearly 
beef up their game regarding cyber 
threats,” adds Opimas’ Pierron. 

For SocGen’s Maurier, it’s impor-
tant to remember that custodians are 
not child minders. “What clients do in 
the privacy of their own home or of-
fice is somewhat out of our control,” 
he says. “Nor are we pure tech players 

that go and install anti-virus software, 
firewalls or the suchlike. However, we 
can and do provide protection for cy-
ber threats for the assets – including 
data – that clients confide to the banks 
and we can and do ensure the security 
of the communication channels – be it 
in application to application or user to 
application situations – used to per-
form transactions and provide report-
ing.”

When looking through the client 
portfolio from individual investors 
to institutional clients, Maurier adds 
that more and more solutions are be-
ing developed either to facilitate safe 
storage of digital information or pro-
vided heightened contractual cover-
age against breaches or loss of data.

For Pierron, it’s been clear for some 
time that good old days are over for 
custodians and if they do not address 
swiftly their operational inefficiencies, 
they will eventually become obsolete. 
“While the business has traditionally 
relied on human intelligence for pro-
cesses and market expertise to cater 
to diverse clients, help is at hand from 
technology,” he wrote in a previous 
study. “Artificial intelligence, through 
its ability to analyse to vast amounts 
of data and identify patterns and po-
tential resolutions, has the potential to 
profoundly improve custodians’ op-
erations. By allowing staff to achieve 
more with less, AI, by Opimas’ esti-
mates can potentially generate over $5 
billion of cost savings to the custodian 
industry.” 

axel Pierron, managing director  
of opimas.
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The push for regulatory change in the 
US is gathering steam. In addition to 
initiatives at the Commodity Futures 
Trading Commission (CFTC), the Fed-
eral Reserve, Securities and Exchange 
Commission (SEC) and the US Treasury, 
members of Congress have also passed 

the Financial CHOICE Act, which 
would repeal swathes of Dodd-Frank.

For the derivatives market, how-
ever, the most concrete changes have 
come in the form of recent US Treasury 
proposals for regulatory reform and 
stalled rules elsewhere.

What’s new on the horizon? 
In June, the US House passed the Fi-
nancial CHOICE Act, a bill designed 
to overhaul the Dodd-Frank Act, elimi-
nate bailouts for banks, as well as the 
Office For Financial Research and the 
Volcker Rule, and allow banks with a 

US regulatory reform  
– One year of Trump
One year after the election of Donald Trump, the new administration is still without 
a major flagship legislative victory. At the US Treasury and federal agencies, 
however, preparations are being made to enact a broad-based reform of US 
financial regulation, which may prove more transformative to the financial markets 
than tax cuts writes Julie Aelbrecht.
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simple 10% non-risk weighted lever-
age ratio to opt out of Dodd-Frank al-
together.

The US Senate has been working on 
its own version of the CHOICE Act 
since. According to sources, there is 
Democratic support in the Senate for 
the bill. The draft of the bill is also said 
to contain a provision that would study 
the risks and benefits of high frequency 
trading, which could compensate for 
the stalling of Regulation Automated 
Trading (Reg AT).

Regulation experts have said the US 
Treasury’s proposals for regulatory re-
form, released in October, range from 
very specific to ‘fuzzy’, but seem to 
broadly reflect industry consensus on 
how to reform US regulation. Legal 
experts have also said that some of the 
proposals would be hard to achieve 

without the involvement of Congress.
The Department of the US Treasury 

released on October 6 the second in a 
series of reports in response to Presi-
dent Donald Trump’s executive order 
for the federal regulation of the US 
financial system. The report includes 
recommendations for the SEC and the 
CFTC.

In this report, the Treasury made 91 
proposals for the streamlining of US 
financial regulation, including better 
coordinating but not merging the de-
rivatives and securities regulators, clar-
ifying the cross-border scope of deriva-
tives regulations, increased oversight 
of central counterparties and freezing 
the swap de minimis threshold.

“Some recommendations are very 
concrete but some are so fuzzy as to 
not be particularly helpful. For exam-
ple, the suggestion to remove footnote 
88 in the swap execution facility rules is 
very specific, but the recommendation 
to “work with their international coun-
terparts” so that the margin framework 
“is more appropriately tailored to the 
relevant risks” is a nice sentiment, but 

does not really do anything,” said Guy 
Dempsey, partner at law firm Katten 
Muchin Rosenman.

The Treasury similarly proposed to 
focus on an ‘outcomes-based approach’ 
to make rules compatible internation-
ally. Dempsey added that this is not a 
very clear proposal either. The Depart-
ment could, for example, have pointed 
to the G20 principles as potential start-
ing points to compare international 
regulation.

Irrespective of their specificity, the 
proposals broadly correspond to indus-
try concerns that have been circulating 
since the implementation of post-crisis 
regulatory reform Dodd-Frank.

“The recommendations from the 
Treasury, at least for the CFTC, echo a 
lot of the KISS project proposals from 
the industry. Most of these ideas reflect 
that, with Dodd-Frank, a lot of controls 
were put into place that perhaps were 
incorrect interpretations of law or not 
focused enough and warrant change,” 
said Gary DeWaal, a special counsel at 
Katten Muchin Rosenman.

Project KISS (‘Keep it Simple, Stu-
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pid’) was initiated in March this year 
by the new CFTC Chairman Chris-
topher Giancarlo to make changes to 
enforcement and simplifying the ap-
plication of certain Commission rules. 
These proposed reforms would not re-
quire changes on a legislative level, but 
could be accomplished by the CFTC 
itself. The futures regulator started 
collecting public input on simplifying 
rules on May 3.

The Futures Industry Association 
(FIA), a trade body, has said it is gener-
ally happy with the proposals and that 
the broader recommendations reflect 
its perspective.

“We thought the recommendations 
to investigate how capital rules impact 
clearing were particularly pertinent 
from an FIA perspective. It suggested 
the prudential regulator should be 
consulting with the market regula-
tors, such as the CFTC, and we believe 
this is key. We’d like to see more rec-
ognition of other regulatory mandates 
when designing the capital framework 
for banks.  In doing so, the regulators 
would facilitate greater end-user ac-

cess to clearing,” said Jacqueline Mesa, 
senior vice president of global policy at 
the FIA.

Increased focus on clearing and oth-
er proposals would require legislative 
change and be harder to accomplish 
without the involvement of Congress. 
For example, the report also suggests 
restoring certain exemptive authorities 
that were taken away from the CFTC 
when Dodd-Frank came into force and 
also exempting swap trading between 
affiliates from the Dodd-Frank rules.

“Chairman Giancarlo has said he 
wants to do the big rule changes with 
a full commission, but it is very likely 
that the commission will remain with 
three members for a while. So one can 
wonder how many of these changes 
can be achieved,” DeWaal added.

Some of the proposals included both 
in the Treasury report and in Project 
KISS are already in the works, for ex-
ample the increased use of economic 
analysis and an ad hoc working group 
with the chairmen of the SEC and 
CFTC. This working group has said it 
would announce its own proposals in 

December.
“Another potential concern is the 

sheer size of the proposed reforms. The 
CFTC has to accomplish a lot with a 
relatively small staff: identifying rules, 
soliciting and evaluating public input 
and generating final rules. These are 
things that take a lot of manpower,” 
DeWaal added.
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Giancarlo asked Congress for a 
$31.5 million increase to the regula-
tor’s purse to boost the CFTC’s staffing 
and financial technology innovation in 
June.

Away with delay
In addition to repeals and proposals, 
US regulatory agencies have also been 
busy delaying regulation that was in 
the works at the end of the last presi-
dency. When FOW spoke to regula-
tory experts at the end of 2016, they 
pointed to five pieces of regulation that 
were potentially on the chopping block 
under the Trump administration: the 
CFTC’s Reg AT, which would govern 
high frequency trading; Dodd-Frank; 
position limits; the consolidated audit 
trail; and the Department of Labour’s 
Fiduciary Rule.

There has been radio silence on the 
position limits rules since the CFTC 
tried to revive them under the last 
chairman, Timothy Massad, in early 
December 2016. The CFTC has also 
been working on adding position lim-
its provisions to Dodd-Frank since 
2011, when the first draft was rejected. 
The second draft has been in the works 
since 2013. There has been vocal oppo-
sition to the regulation since the first 
draft.

The Department of Labor officially 

delayed the application date for key 
provisions of the Fiduciary rule, which 
would require investors to act in the 
best interest of their clients, for eight-
een months on November 27 this year. 
At the time, the delay was applauded 
by industry groups.

“While the Department of Labor 
works to address significant concerns 
with the rule, the delay will help pro-
vide certainty to investors and avoid 
confusion and cost associated with 
continued piecemeal delays…The 
SEC should take the lead in coordina-
tion with the DOL to develop such a 
principles-based standard of conduct 
for the benefit of investors,” trade body 
the Securities Industry and Financial 
Markets Association (SIFMA) said in a 
statement.

Reg AT has been stalled indefinite-
ly, at least in its current iteration. The 
much-maligned regulation was first 
proposed over two years ago and was 
controversial from the get-go. The rule 
was re-proposed in November last 
year and was met with more criticism. 
In early October, newly minted repub-
lican CFTC commissioner Brian Quin-
tenz dubbed the re-proposal a “lame 
duck” and called for a reset on the rule.

“I am almost positive that a Reg AT 
will come out next year, it will just be 
more refined than what was previ-
ously proposed. We see a more united 
front between Giancarlo and Quintenz 
on intellectual property rights and 
protecting digital innovation,” said 
Kirsten Wegner, chief executive officer 
at industry group the Modern Markets 
Initiative.

The regulation’s most controversial 
provision remains the source code 
rule, which would give CFTC officials 
the right to access firms’ trading algo-
rithms without a subpoena. Industry 

groups have argued that this part of 
the regulation is in breach of intellec-
tual property laws: “I expect the source 
code will be out of the new bill, and in 
view of the Edgar breeches, I suspect 
that the regulators will be more mind-
ful of what information they want to 
collect,” Wegner added.

Whatever the eventual fate of Reg 
AT, the senate version of the Financial 
CHOICE Act, the partial repeal bill for 
Dodd-Frank, also contains source code 
protection, as does the CFTC reauthori-
sation bill which was passed in the be-
ginning of the year.

Finally, the Consolidated Audit Trail 
seems to be an exception to the rule 
of delays here, as SEC chairman Jay 
Clayton rejected requests by US stock 
exchanges for a one year delay to the 
rule in mid-November. However, the 
SEC did extend the review period for 
the fees that would fund the rule until 
January 14 2018.

After the failure of the Affordable 
Care Act-repeal bill, there is increased 
pressure on the Republican administra-
tion to enact major legislative change. 
It seems like the House and Senate will 
focus their efforts on tax cuts, rather 
than a repeal of Dodd-Frank.

“There is very little time for Con-
gress to act, there are only about two 
weeks left in session before the end 
of the year, and lots of the bandwidth 
will be focused on tax reform,” Wegner 
said. 

Wegner added that there are limits to 
what the SEC and the CFTC can accom-
plish within their frameworks, as legis-
lative changes are needed for the most 
broad-based reforms and the agencies 
still had quite a number of vacancies 
that have yet to be filled: “There are 
limitations to what they can accom-
plish.” 

Kirsten Wegner, chief executive 
officer at industry group the Modern 
Markets Initiative

There is very little time for Congress to 
act, there are only about two weeks left 

in session before the end of the year, and lots of 
the bandwidth will be focused on tax reform 

– Kirsten Wegner, chief executive of  
the Modern Markets Initiative
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After a year of discussions, and regu-
latory scrutiny, the proposed merger 
between the LSE Group and Deutsche 
Boerse (DB) was officially blocked in 
March. The combination stood to cre-
ate a powerhouse for trading – Eu-
rope’s largest exchange group that 
would have owned stock exchanges 
and clearing houses in the UK, Ger-
many and Italy.

The European Commission (EC) 
however objected to, what it believed 
to be, “anti-competitive conditions”, 
stating that the merger would have re-
sulted in a “de facto monopoly” in the 
clearing of fixed income instruments. 
Although the LSE had offered to sell its 
Paris-based clearing house, LCH SA, 
to Euronext to remedy such concerns, 
it proved to be insufficient when the 
EC demanded that it offload its Italian 
bond trading unit MTS.

After this failed attempt, experts told 
FOW that another large-scale, cross-
border merger would be unlikely. Eu-
ronext’s acquisition of the Irish Stock 
Exchange at the end of November 
stood to challenge their view, but €137 
million deal seemed relatively small 
compared with the proposed €29 bil-
lion ($31 billion) LSE-DB merger. 

Aside from Nasdaq’s cross-border 
merger in September this year, which 
brought its Estonian, Latvian and Lith-
uanian central securities depositories 
into a single entity, called Nasdaq CSD 
Societas Europaea, there have been 
no other recent signs of collaboration 
across the large trading groups.

Exchanges are under pressure to de-
liver to shareholders at a time when 

low volatility is causing trading vol-
umes to suffer, and smaller acquisi-
tions across several exchanges this year 
have reflected their appetite to gener-
ate profits alongside traditional trading 
services.
Cboe eyes growth
Just one month before the LSE-DB 
merger collapsed, the Chicago Board 
Options Exchange (CBOE) announced 
that it had finalised its acquisition of 
Bats Global Markets, the US-based 
equity, futures and options exchange 
operator.

Speaking to FOW about the move, 
John Deters, chief strategy officer of the 
newly rebranded group Cboe, said that 
the decision to combine with Bats was 
not necessarily driven by cost savings, 

claiming to have a “different rational 
for the deal” to most mergers in the 
industry.

“When we entered into the Bats deal 
we were looking at growth opportuni-
ties – which is different from the rest 
of the industry where the big deals 
are often driven by finding synergies 
through cost-cutting,” he said.

“We realised that having a more di-
verse business that spanned different 
geographical areas and business seg-
ments would be positive for sharehold-
ers, particularly if we didn’t sacrifice 
growth.”

Cboe announced that organic net 
revenue was up 15% in the third quar-
ter of 2017 compared with the same pe-
riod last year, attributing its $157.1 mil-
lion revenue mainly to record quarterly 
daily traded volumes in VIX options 
and futures. Speaking on the inves-
tor call as the results were announced, 
Brian Schell, deputy chief financial of-
ficer at the Chicago-based exchange, 
said: “We continue to demonstrate 
our focus on, and the strength of, our 
proprietary index products generating 
strong organic growth.”

The group has been focusing on the 
migration of its US exchanges to Bats’ 
technology since the $3.2 billion deal 
closed in February this year. The mi-
gration of the legacy Cboe Futures Ex-
change (CFE) trading system is expect-
ed to be completed in February 2018, 
and the group hopes it will enhance 
trading in its trademark products.

Data base
Additionally, Deters considers data to 
be an important element of the CBOE-
Bats deal, which stands to be the last 
big exchange merger if experts are cor-
rect. Trade data has become desirable 
not only because regulators are de-

Exchanges expand 
horizontally as ‘mega 
merger’ era ends
Mergers between large international exchanges are 
becoming rare but the exchanges are not giving up on the 
M&A market, writes Louisa Chender.

John Deters, chief strategy officer of 
the newly rebranded group Cboe
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manding it, but because it can also be 
used to create other products.

“We have aspirations to grow our 
index business and create new propri-
etary products, and data will help us 
achieve those goals,” he said. “It also 
creates subscription-based revenue 
from data sales, which is positive for 
our business.”

While the group remains focused on 
the Cboe and Bats integration, it does 
not rule out the potential for future ac-
quisitions, albeit on a smaller scale.

“We might see small ‘bolt-on’ types 
of investment or acquisitions that help 
us touch our customers in a differ-
ent way, or provide specific products, 
whether that be data or IP products,” 
Deters said.

It’s not only Cboe that is hoping to 
benefit from the demand for data. In 
October, Burton-Taylor International 
Consulting published a report which 
looked at exchange performance in the 
first half of the year. It found that data 
services have become more attractive 

across most exchanges as they look to 
expand their client-base through non-
traditional business lines. Revenue 
from market data and index activities 
at the world’s largest exchanges rep-
resented 19.4% of total exchange in-
dustry revenues, totalling $2.9 billion 
during the period, and up 5.6% on last 
year.

Andy Nybo, director at Burton-Tay-
lor, observed that “exchanges are di-
versifying service offerings away from 
transactional services as they have 
transitioned to ‘for profit entities’ and 
are under pressure from shareholders 
to deliver returns”.

“Exchanges are marketing real-time 
market data to consumers but as the 
number of consumers declines due 
to hedge fund closures, mergers, and 
overall a reduced end-user community, 
they are facing challenges expanding 
revenues,” he added.

Although the total earnings of global 
exchange groups rose 4.1% to $14.7 
billion during the first half of 2017, ac-

cording to the report, trading, clearing 
and settlement revenues only account-
ed for a marginal growth of 2.5%.

The Intercontinental Exchange (ICE) 
is the largest global exchange by reve-
nue, with revenue of $2.3 billion during 
the period (compared to CME Group’s 
$1.85bn), according to Burton-Taylor. 
This was largely due to its acquisition 
of data provider Interactive Data in 
December 2015, so far the boldest move 
by an exchange into data services.

CME’s opportunity
CME Group, ICE’s main rival, is also 
looking to grow its data segment 
but (so far) has committed to doing 
through by developing the assets that 
the Chicago-based group already has 
in-house.

Bryan Durkin, who was promoted 
to president of CME under new chief 
executive Terry Duffy late in 2016, told 
Global Investor Group in June the Merc 
is working hard on data.

“Historically, we did not view data 

Global Exchanges Revenue (USDm) – By Exchange – H117 Market Data and Index Revenue (USDm) – By Exchange – H117
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as a business in its own right. The op-
portunity for us however is to look at 
data from a deeper perspective and de-
velop a deeper understanding of who 
are the consumers of our data and how 
they are using it.”

Durkin said this opportunity is 
about more than basic market data, 
adding the market and its products 
have evolved in recent years, meaning 
data services need to evolve too.

He said: “The challenge is under-
standing how customers use our data 
to develop other products. Derived 
data is a whole business opportunity 
in itself.

“We are looking at how consumers, 
such as banking institutions, asset man-
agers, hedge funds or index providers, 
use our benchmarks or reference prices 
to construct products,” Durkin added.

By derived data, CME is thinking 
about how its clients might use data to 
build their own products, such as using 
a CME settlement price in an index or 
pricing reference rate.

ICE fronts
Since its inception in 2000, ICE has 
become one of the world’s largest ex-
change groups in terms of market capi-
talisation ($36.2 billion as of May this 
year, according to data by Forbes) but 
still lags CME Group ($40.1 billion).

As well as the landmark Interactive 
Data deal, ICE has been active in the 
M&A market, albeit on a smaller scale.

The exchange operator acquired a 
4.7% stake in post-trade firm Euroclear, 
as well as the Bank of America Merrill 
Lynch’s Global Research Index Platform, 
and agreed to acquire trading venue Vir-
tu BondPoint. It also offloaded Trayport 
following a long antitrust battle.

Exchange expert Patrick Young told 
FOW that owning a stake in Euroclear 
“signals an interest in where collateral 
is going to live and exist in the future”. 

‘Strategic stake’
“Euroclear was a fundamentally intel-
ligent move – allowing the Interconti-
nental Exchange a corner weight of the 
business,” Young said, referring to the 
fact that ICE anticipates having one 
representative on Euroclear’s board. 

“It’s an opportunistic play because 
4.7% doesn’t give you control but it 
does give you some influence.”

As collateral becomes more important 
in the derivatives business, Young ex-
plained that “owning the collateral and 
having a shareholding in the collateral 
highways that move it around, has got 
to be a potentially very lucrative source 
of business to the Intercontinental Ex-
change, as well as being advantageous 
to their own core platforms in terms of 
integration and harmonisation”.

Investing in post-trade services has 
proven successful for Deutsche Boerse, 
which stated that its increase in net rev-
enue during the third quarter of 2017 
was “largely driven by positive devel-
opments in the Clearstream segment”.

ICE said in a statement that its stake 
in Euroclear demonstrates a focus on 
expanding investments in mission-crit-
ical clearing and risk management as-
sets, and by “injecting a degree of tech-
nological efficiency into Euroclear”, 
Young believes there could be a lot of 
value.

Additionally, Euroclear’s sharehold-
ing structure, whereby banks are likely 
to sell stakes over time, may provide 
opportunities for ICE to increase its 
stake. “It’s a work in progress. They 
are not going to be rushing to buy but 
if there are sellers in the market that 
are willing to transact at the same sort 
of price (as RBS sold) then it wouldn’t 
surprise me that someone from ICE is 
going to be around to acquire some of 
their stock.”

Expanding horizontally
In an environment where revenue from 
trading activity is suffering from low 
volatility, it is through the expansion 
of other services that exchanges are 
hoping to boost their balance sheets. 
ICE acquired Bank of America Merrill 
Lynch’s Global Research Index Plat-
form to increase its index offering as 
part of ICE Data Services.

Days later, it announced an agree-
ment to acquire electronic trading 
venue Virtu BondPoint from Virtu Fi-
nancial for $400 million in cash, hoping 
to enhance its data and technology in-
frastructure as the markets evolve.

But Young believes “we have reached 
the end of the road for mega-mergers”. 
The failed attempt between LSE and 
DB supports that conclusion.

An unsuccessful appeal against the 
UK’s antitrust regulator’s ruling that 
ICE could have used its acquisition of 
energy trading platform Trayport to 
reduce competition between itself and 
rivals further demonstrates the diffi-
culties in forming desirable mergers.

ICE was ordered to sell the busi-
ness which it acquired from BGC Part-
ners for $650 million in December 2015 
and in October this year, TMX Group 
agreed to buy it in a $723 million deal 
involving cash and the sale of electron-
ic trading and clearing house NGX and 
Shorcan Energy Brokers Inc.

As competition authorities seem 
keen to block big mergers, exchanges 
have now turned to organic growth 
and diversification. The focus is now 
on acquiring smaller firms that will 
add value to off-exchange services 
such as data.

Looking at the geographical foot-
print of the exchanges, there is “still 
nothing like a global exchange com-
pared to big brands like McDonalds, 
Microsoft or BMW,” according to 
Young, who explained that “none of 
them are operative in more than about 
12 countries”.

However, he believes there are still 
many opportunities for these compa-
nies. “The difficulty is the very large 
guys are just looking for scale so even 
their product must be built to scale,” he 
said. 

Andy Nybo, director at Burton-Taylor
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By Luke Jeffs. 

Six months after the Taiwan Futures Ex-
change launched its after-hour session 
and simultaneously made available fu-
tures on the S&P 500 and DJIA denomi-
nated in Taiwan dollar, the ambitious 
Asian exchange has said it is looking to 
extend further its product coverage.

The launch of S&P 500 and Dow fu-
tures was designed to enable Asian 
trading firms to trade the vast US equity 
market locally and at times when the US 
is open and most active.

The after-hour session showed im-
mediately bottom line growth with vol-
umes increasing in the early weeks and 
months, and this has held-up, according 
to Dr. Shih-Chuan Tsai, senior executive 
vice president at Taifex.

Dr. Tsai told Global Investor in No-
vember: “Trading volumes have re-
mained stable in the past couple of 
months and we have a seen significant 
growth in the total trading volumes 
compared to last year.”

The Taifex senior executive vice 
president said the after-hour session 
now amounts to about a tenth of the 
exchange’s total volume, as much as a 
fifth of trading in busy periods and over 
a third of the total in exceptional cir-
cumstances.

The after-hour session has been au-
tomatically made available to exchange 
members, while market-makers require 
a separate authorisation though this has 
not restricted demand, according to Dr. 
Tsai.

“We have had the after-hour session 
now for six months, and we now have 
more than ten market-makers partici-
pating in the after-hour session, com-
pared with only five market-makers at 
launch. We are also seeing market-mak-
ers contributing for longer in the after-
hour session. Initially they may have 
been there for three or four hours but 

now they are active for longer.”
The after-hour session for the two US 

indices had been well-received but this 
is only the start, according to the firm.

“In terms of product coverage, we are 
looking to introduce two new currency 
products early next year. We are also 
in talks with an international exchange 
about listing another equity index future, 
and hope to be in position to do this in 
the middle of next year,” said Dr. Tsai.

He added: “We are also in negotia-
tions to list an additional commodity 
product and we hope to be able to do 
this also in the middle next year. The 
currency products and the index future 
will be made available for the after-hour 
session.”

The success of the after-hour session, 
which drew on a 2015 agreement with 
Chicago’s CME Group, the main S&P 
and DJIA trading hub, has influenced 
the exchange’s short-to-medium term 
plans.

Dr. Tsai said: “On a strategic level, 
there are two main directions. We want 
to engage in more strategic co-opera-
tions with other foreign exchanges to 
expand business opportunities.”

He added: “We also want to expand 
the universe of participants in our mar-
kets. We want to encourage different 
types of investors while maintaining a 
balance. We want more overseas inves-
tors while expanding the participation 
of retail investors as well as domestic in-
stitutions such as banks and insurance 
companies.”

The exchange said it is keen to main-
tain a balanced approach that sees 
equivalent growth in international par-
ticipation and contribution from its tra-

ditional Taiwan-based exchange mem-
bers.

Dr. Tsai said: “We are keen to main-
tain our philosophy of balance, as we 
believe a diverse group of investors is 
healthy for an exchange. Currently we 
have a healthy participant structure 
which has resulted in a reasonable level 
of competition.”

The senior executive vice president 
continued: “There is always the risk 
however that over-competition could 
drive out some participants. When we 
think about high-frequency trading, it is 
true that in some cases they have made 
markets over-competitive and, in those 
markets, some types of investors cannot 
survive.”

Taiwan, like many of its Asian ex-
change counterparts, is wary of opening 
up its order books to aggressive, elec-
tronic trading firms from outside of the 
region.

Dr. Tsai added: “We do not currently 
have an environment for high-frequen-
cy traders, we do not offer direct market 
access or co-location for example. Our 
system works on a pre-margin basis 
also so futures commission merchants 
need to ensure regulatory requirements 
are met before orders go into our sys-
tem, so this acts as a delay to trading.”

He concluded: “Direct market access 
does not seem likely to happen in the 
near future I think, we do however plan 
to set-up co-location for our members.”

Taifex continues to deliver on its plan 
of steady growth by making interna-
tional markets available to regional 
traders while seeking to protect them 
from the most aggressive trading coun-
terparties. 

Taifex looks to build on 
after-hour success

Trading volumes have remained stable in the past 
couple of months and we have a seen significant 

growth in the total trading volumes compared to last year

– Dr. Shih-Chuan Tsai, senior executive vice president at Taifex
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London retains its crown as the world’s 
banking hub, according a recent report, 
but its Asian counterpart are hot on its 
heels. Hong Kong and Singapore were 
placed third and fourth respectively, 
with London ranking first and New 
York second. Interestingly, the gap be-
tween New York and Hong Kong is 
now only 12 points, a fall from the US 
city the ranking’s author Mark Yeandle 
puts down to “fear over US trade”.

This is the smallest gap between sec-
ond and third place in over five years, 
indicating further movement upwards 
by Asia’s financial giants like Singapore 
and Hong Kong is certainly possible – 
particularly in a time of change for Eu-

rope’s financial regulatory regime, laid 
bare against a Brexit backdrop. 

Charles Li, the chief executive officer 
of Hong Kong Exchanges and Clearing 
(HKEx), has made no secret of his am-
bitions for Hong Kong to play a much 
greater derivatives role globally. Speak-
ing at FOW’s Derivatives World Asia 
event in Hong Kong in April, Li said he 
wanted to establish HKEx as “global fi-
nancial centre in derivatives for the Asia 
time zone” during his key note speech.

“We used to be equities but we are 
more derivatives in nature now, deriva-
tives is a much greater part of the over-
all mix. We are connected for electronic 
trading and clearing but also around 

fixed income and commodities,” he said 
at the time. “Today, we are setting our-
selves a higher standard, we want to be 
more competitive, like New York and 
London. We want firms to come here be-
cause they can be here in the same way 
they can be in New York or London.”

Looking east
Such aspirations from Asian exchange 
giants like HKEx have been voiced 
against a backdrop of regulatory up-
heaval in Europe, coming in the form 
of Mifid II – the vast post-crisis direc-
tive coming into effect on January 3 
and bringing with it a whole host of 
new reporting and compliance obliga-
tions for European firms. While few 
would doubt the validity of the Euro-
pean regulators’ primary aim - to cre-
ate technical standards that bring the 
majority of non-equity products into a 
robust regulatory regime and move a 
significant portion of over the counter 
(OTC) derivatives business onto regu-
lated venues - concerns over its po-
tential unintended consequences have 
been aired across industry. 

For example trading venues Nex, 
Tradeweb, MarketAxess, MTS Markets 
and the Electronic Debt Markets Asso-
ciation Europe (EDMA Europe) wrote a 
letter in September this year to European 
regulators and law makers, arguing that 
Mifid II’s reporting requirements could 
drive fixed income business off exchange 
or, even worse, away from Europe.

Under the new rules, the Euro-
pean Securities and Markets Author-
ity’s (Esma) standards would require 
regulated venues collect “significant 
amounts of personal data” in relation 
to non-Mifid firms – market partici-
pants incorporated outside the Euro-

Asia ready to woe  
Mifid miscontents
With Brexit and Mifid II rattling the EU’s capital markets, legal and industry 
experts have weighed in on Asia’s evolving role in the global macro hedge and the 
challenges still facing the region, writes Jack Ball.

LEI System (Source: Gleif)

We want firms to come here because they 
can be here in the same way they can be 

in New York or London.

– Charles Li, HKEX
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pean Economic Area (EEA). Such in-
formation will have to be provided to 
multiple venues and on every single 
order. There is no universal require-
ment to trade fixed income products, 
including interest rate derivatives, 
credit and inflation derivatives, on a 
regulated venue and there is “no com-
parable data collection rules when 
non-Mifid firms trade over the counter 

(OTC) on a non-EEA venue, for exam-
ple, in Singapore, Hong Kong or New 
York”, the letter read.

With this in mind the venues stressed 
that firms are being incentivised to trade 
OTC or outside of Europe because of the 
significant operational, compliance and 
data protection challenges that come 
from choosing to trade on an EU regu-
lated venue. “Indeed, our fear is that the 
market will move quickly, and irreversi-
bly, to more opaque markets and remote 
markets…an exodus of trading activity 
from Europe is not in anyone’s interest,” 
they added.

Speaking on the letter in Septem-
ber, David Bullen, secretary-general of 
EDMA Europe, stressed the group are 
“supporters of Mifid II, but only if it is 
implemented in a certain way. Imple-
mentation has been too binary, too sud-
den and brutal and too unfriendly to 
fixed income markets. It certainly hasn’t 
helped that the fixed income markets 
function differently to equity markets”.

Yet despite these concerns, moving 
to global alternative trading venues like 
Hong Kong or Singapore, because of 
Mifid II’s increased compliance and re-
porting obligations, throws up a whole 
host of market infrastructure considera-
tions.

“It is not trivial to try and move busi-
ness to a different geography because 
you do not like a certain piece of regu-
lation. You are operating in a highly 
regulated environment, the regulator is 
a key stakeholder for the UK,” Matthias 

Voelkel, partner and global co-leader 
of capital markets infrastructure and 
exchanges at management consultancy 
McKinsey & Company, told FOW. 

“It is not easy to simply move deriva-
tives booking to another location – you 
need to have a strong and reliable plat-
form, you need skilled people on the 
ground and so on. There are a lot of 
structures, networking and clustering 
effects that exist in certain financial cen-
tres such as London, but also Frankfurt 
or Paris.”

The GFCI 22 rankings bolster this 
view. Of the five broad factors of com-
petitiveness that are used in its ranking 
model - the business environment; hu-
man capital; infrastructure; financial cen-
tre development; and reputation - Lon-
don ranked first in all (see figure below). 
However, Hong Kong came in second in 
terms of reputation, with second place in 
all other fields taken by New York. 

Trading hours
Voelkel also highlighted a different 
trend now underway, namely exchang-
es increasing their competitive edge by 
extending their trading hours to attract 
Asian trading and business. Take US ex-
change giant CME, who this year han-
dled unprecedented trading volumes 
from its Asia Pacific base in Singapore. 
Speaking to Global Investor in July, 
Chris Fix, CME Group’s Asia Pacific 
head noted that the Asian time zone, 
as a “global warehouse for risk mitiga-
tion”, is fast becoming important as an 
alternative trading time zone – particu-
larly for market participants seeking 
to hedge against major global macro 
events, namely the 2016 US election or 
the UK’s Brexit referendum vote in June 
2016 – the results of which came out 
when exchanges in Europe and the US 
were closed.

On June 24 2016 – the day after the 
UK’s Brexit referendum – volumes in 
CME Group’s British Pound contract hit 
an all-time high of 522,870 lots traded. 
“Around 90% of this surge in volume 
actually came from outside of the re-
gion,” said Fix. “This highlighted the 
importance of the Asia time zone in the 
global macro hedge.”

HKEx too has certainly been busy 

GFCI Areas of Competitiveness (Source: Z/Yen)

It is not trivial 
to try and 

move business to a 
different geography 
because you do not 
like a certain piece of 
regulation

– Matthias Voelkel, McKinsey 

& Company
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aligning itself to better reflect the quali-
ties of an international financial centre – 
namely extending the trading hours for 
its main equity index futures products, 
giving market users more time to trade 
in response to news or market events 
in North America. While the exchange 
only began to extend after hours trad-
ing in its main equity index futures in 
early November this year, the response 
from the market has been swift. By No-
vember 20, HKEx said trading in four of 
its most active equity index futures had 
increased 17% to over 32,000 lots a day 
since November 6.

Despite such moves, moving large 
portions of derivatives trading and 
clearing towards the region and away 
from Europe will take time. “Gener-
ally when looking at financial centres 
and how they have evolved, they don’t 
change overnight,” Voelkel stressed. 
“Investment banks are theoretically 
more flexible in terms of where they do 
their trading and clearing, but they also 
want deep liquidity pools and open in-
terest which cannot be moved around 
just like that.

“We need to look at how Mifid II will 
play out in practice and what kind of 
Brexit we will be seeing and what the 
timeline is. In any case, major banks do 
have the option of moving at least some 
of their derivatives bookings to Asia 
Pacific, especially Asian business – be-
cause they already have hubs there.”

Vijay Chander, executive director 
of fixed income at regional trade body 
the Asia Securities Industry & Financial 
Markets Association (ASIFMA), also 
said larger banks with a presence in the 
region can book more of their deriva-
tives trades through Asia. But there are 
other key considerations for them, be-
ing international banking institutions.

“There are definitely attractions for 
a European entity to book its trades 
through an Asia subsidiary because 
they would then no longer be classed 
as a Mifid II investment firm under the 
directive. But that of course has to be 
balanced against their ability to do busi-
ness back into the EU,” stressed Chan-
der. “At the end of the day, regulators 
are acutely aware that there are com-
mon standards evolving so the threat of 

fragmentation is less.”
With this is mind he believes that 

banks will choose to book their trades 
based on where they are located, not-
ing margining regimes, for example, 
are already “quasi global” – “no regu-
lator wants a weak central counterparty 
clearing house in their jurisdiction fall-
ing over and triggering a domino ef-
fect”.

Legal Entity Identifiers
Another key challenge for Asia Pacific 
also touches on one of two key data 
points found in Mifid II – the require-
ment for firms to obtain legal entity 
identifier (LEI), a 20 digit code unique to 
any firm, which is included in a world-
wide data system, meaning every legal 
entity or structure that is party to a rel-
evant financial transaction can be iden-
tified in any jurisdiction (see page 53). 

In simpler terms it is a global direc-
tory; designed to enhance the transpar-
ency of global markets and one that has 
been embraced by regulators around 
the world. This includes Esma which 
has adopted a strict “no LEI, no trade” 
stance for all trades when Mifid II hits 
the shelves on January 3.

Yet despite a tripling in the amount 
of LEIs issued between September and 
October globally, according to a No-
vember report from the Global Legal 
Entity Identifier Foundation, the uptake 
in Asia – or lack thereof – remains a con-
cern for some in the region as Mifid II 
looms only weeks away.

“The take-up has been quite low in 
Asia,” noted Chander. “That’s because 
a number of regional regulators don’t 
actually require an LEI. They have other 
identifiers.”

But Mifid II is as “blunt as it is stark”, 
he added. “If you are dealing with an 
Asian investment manager or an Asian 
client, trading with a European coun-
terparty in a reportable Mifid II instru-
ment, you just can’t trade with that 
client anymore under Mifid II without 
that LEI. We’re only weeks away from 
the go-live date for Mifid II yet I under-
stand the take-up in Asia has been very 
limited. So the lack of LEI uptake in the 
region is a serious issue.”

However, not all counterparties in 

the region are guilty of going without 
an LEI, at present. “The issue is not so 
much with high-level counterparties – I 
think they are aware of the need for an 
LEI,” Chander continues. “The problem 
lies with smaller clients like a small cor-
porate or entity whose details you have 
to provide through an LEI to satisfy the 
transaction reporting requirements.”

Under the third set of requirements of 
Emir (European Markets Infrastructure 
Regulation) requirements, which came 
into force on November 1 this year, re-
porting counterparties can only identity 
themselves with LEIs and trade with 
trade repositories mandated to reject 
trade reports that do not contain an LEI.

“People have to know and get used 
to the fact that there is this element of 
information that has to be shared across 
borders,” concluded Chander. “But that 
has been happening long before the 
LEI became mandatory under Mifid 
II. Even if you’re in a jurisdiction that 
doesn’t require an LEI, you can still ob-
tain one from any jurisdiction. Let’s say 
I’m Hong Kong-based, I can apply for 
an LEI in Japan. It’s that simple.” 

At the end 
of the day, 

regulators are acutely 
aware that there are 
common standards 
evolving so the threat 
of fragmentation is 
less.

– Vijay Chander, ASIFMA
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Thank you, Bex. I can remember when 
I joined in 2001 when we had two and a 
half data controllers and some shared 
IT people. It was pretty much a cottage 
industry within two other businesses 
under what was called the Systematics 
group, at a time when data quality 
tolerance was huge compared to now, 
because the industry was geared to 
reconciliation first. UBS was the major 
sponsor of what was the initial TRADEDATA 

product, by coming on board and asking us and in fact teaching the 
business how to collect and understand this information, which was 
common to the industry, where each firm shared the overhead of 
collecting essentially the same data. So, we’ve got UBS to thank as 
the initial sponsor for that. 
Over a five-year period from 2008, we saw a five-fold increase in 
throughput of data that the data controllers had to handle, but at the 
same time, we also saw a five-fold decrease in error count through 
the use of better applied data management systems, so that was 
a success. I think if you look back from a product perspective, our 
initial products were ConSpex, what we call contract specifications 
and exchange information. But in the mid-noughties as it were, 2004, 
we launched the Xymbology product and that has fuelled much 
of our growth over the last 10-years and also regulatory products. 
We have done and we continue to respond to client demand and to 
market change even to this day.

Well, it’s been a very interesting one, it’s certainly kept me busy for the 
last 15 maybe years that I’ve been involved with TRADEDATA. I think 
I originally joined in 2002 as the Operations Manager, so that had the 
overarching responsibility to both look after the Data Team, as well 
as manage the resources around building and delivering data feed 
services to our end user clients. 
A few years in, I moved onto become the Product Manager and from 
then to Global Head of Business Development, which was quite a 
natural one in that being so close to working with the product and 
working in the role of managing some of the accounts that we had 

on board, as clients and partners; it just made sense to extend that to the point at which I was 
able to move into more of a sales based role. But, looking back, as I say it’s been an interesting 
journey, there have been ups and downs and challenges as you have in any business. I think we’ve 
gone from, as Mark said earlier, a scenario where there was a big tolerance for data issues and 
resolution of those, to a period where now, certainly within the last few years, that there is zero 
tolerance. Clients want 100 percent coverage whether that is exchanges or contract listings. 

Sales: sales@euromoneytradedata.com 

Partnership opportunities: partner@euromoneytradedata.com 

@emTRADEDATA 

Euromoney TRADEDATA

Bex Storrar

Hi, I’m Bex Storrar the Marketing 
Manager for Euromoney 
TRADEDATA and today I’m here 
with Mark Woolfenden, Managing 
Director and Gregg Whitbread, 
Global Head of Business 
Development, to look back on the 
success of the company, now in 
its 20th year of trading. 

Mark Woolfenden

Gregg Whitbread

Great thank 
you Mark 
and Gregg 

you’ve come 
through the ranks 
as it were, what’s 
your recollection 
of the journey to 
this point? 

 Q

Nice journey. 
Mark, what do you think were the key 
elements that set the business on the right 
course for success?

Being the Key Account Manager for many of the 
company’s largest clients Gregg, what changes 
have you seen in clients’ demands over the years? 

 Q  Q

We did not want to follow other vendors in seeking 
multiple contracts within a firm for the same data. 
We introduced enterprise licencing which meant 
exactly that, we wanted to grow a sustainable 
business and revenue, with no home-grown 
surprises. We were running it for the long-haul and 
when we set our stall out within a large organisation, 
it’s difficult to keep track of who is buying what 
data. We also major in client engagement to listen to 
and understand what their data issues are and we 
always go away and see if we can solve them. When 
we do, in many cases that results in a new innovative 
data set, or a new product offering that was needed 
by the industry, so we’ve innovated many, many 
times in the industry. Lastly, customisation of data 
contracts, we knew that one size didn’t fit all, so 
we set up a dynamic operation based on sound 
engineering principles, to enable us to deliver 
customisation at scale for our clients.

In terms of the type of client engagement, that’s still very 
close, always has been. We see clients. I don’t like to use the 
term ‘clients’, I see these as partners and they’re folks within 
the community that we work with, both from a professional 
level as well as a social one. So, we’ve certainly developed 
very close relationships over the last 10 to 15 years and 
it’s about being able to focus in, or home in on pain points 
within their organisations, which are shared within the rest 
of the investment banking community; whether that be in 
trading, back office clearing and settlement, or other areas 
of the business. I think we’ve seen ourselves go from being 
reactive to pain points, to being proactive in that we’re going 
out there and saying, ‘We think this is the problem. Do you 
acknowledge that’s a problem for you too? What do you 
think? How do you think we could work together in terms of 
resolving that?  It’s about very close relationships, face-to-
face relationships. The value of being able to sit in front of 
the folks that you do business with and talk to them sensibly 
about the industry, the market, the solutions that they need, 
gives us a huge amount of credibility with those folks. 

We are proud to say that we have been very able to respond to change as a result of the quality 
of our people and of our investment in technology. 

We hope you will join us in looking forward to another 20 years of team Euromoney TRADEDATA. 

 Q Good morning both. I’d like to begin first Mark by asking you to 
summarise in a few sentences if you can, the company’s history? 

CELEBRATING ITS 20 YEAR HISTORY IN 2017
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Thank you, Bex. I can remember when 
I joined in 2001 when we had two and a 
half data controllers and some shared 
IT people. It was pretty much a cottage 
industry within two other businesses 
under what was called the Systematics 
group, at a time when data quality 
tolerance was huge compared to now, 
because the industry was geared to 
reconciliation first. UBS was the major 
sponsor of what was the initial TRADEDATA 

product, by coming on board and asking us and in fact teaching the 
business how to collect and understand this information, which was 
common to the industry, where each firm shared the overhead of 
collecting essentially the same data. So, we’ve got UBS to thank as 
the initial sponsor for that. 
Over a five-year period from 2008, we saw a five-fold increase in 
throughput of data that the data controllers had to handle, but at the 
same time, we also saw a five-fold decrease in error count through 
the use of better applied data management systems, so that was 
a success. I think if you look back from a product perspective, our 
initial products were ConSpex, what we call contract specifications 
and exchange information. But in the mid-noughties as it were, 2004, 
we launched the Xymbology product and that has fuelled much 
of our growth over the last 10-years and also regulatory products. 
We have done and we continue to respond to client demand and to 
market change even to this day.

Well, it’s been a very interesting one, it’s certainly kept me busy for the 
last 15 maybe years that I’ve been involved with TRADEDATA. I think 
I originally joined in 2002 as the Operations Manager, so that had the 
overarching responsibility to both look after the Data Team, as well 
as manage the resources around building and delivering data feed 
services to our end user clients. 
A few years in, I moved onto become the Product Manager and from 
then to Global Head of Business Development, which was quite a 
natural one in that being so close to working with the product and 
working in the role of managing some of the accounts that we had 

on board, as clients and partners; it just made sense to extend that to the point at which I was 
able to move into more of a sales based role. But, looking back, as I say it’s been an interesting 
journey, there have been ups and downs and challenges as you have in any business. I think we’ve 
gone from, as Mark said earlier, a scenario where there was a big tolerance for data issues and 
resolution of those, to a period where now, certainly within the last few years, that there is zero 
tolerance. Clients want 100 percent coverage whether that is exchanges or contract listings. 
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with Mark Woolfenden, Managing 
Director and Gregg Whitbread, 
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Development, to look back on the 
success of the company, now in 
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Great thank 
you Mark 
and Gregg 

you’ve come 
through the ranks 
as it were, what’s 
your recollection 
of the journey to 
this point? 

 Q

Nice journey. 
Mark, what do you think were the key 
elements that set the business on the right 
course for success?

Being the Key Account Manager for many of the 
company’s largest clients Gregg, what changes 
have you seen in clients’ demands over the years? 

 Q  Q

We did not want to follow other vendors in seeking 
multiple contracts within a firm for the same data. 
We introduced enterprise licencing which meant 
exactly that, we wanted to grow a sustainable 
business and revenue, with no home-grown 
surprises. We were running it for the long-haul and 
when we set our stall out within a large organisation, 
it’s difficult to keep track of who is buying what 
data. We also major in client engagement to listen to 
and understand what their data issues are and we 
always go away and see if we can solve them. When 
we do, in many cases that results in a new innovative 
data set, or a new product offering that was needed 
by the industry, so we’ve innovated many, many 
times in the industry. Lastly, customisation of data 
contracts, we knew that one size didn’t fit all, so 
we set up a dynamic operation based on sound 
engineering principles, to enable us to deliver 
customisation at scale for our clients.

In terms of the type of client engagement, that’s still very 
close, always has been. We see clients. I don’t like to use the 
term ‘clients’, I see these as partners and they’re folks within 
the community that we work with, both from a professional 
level as well as a social one. So, we’ve certainly developed 
very close relationships over the last 10 to 15 years and 
it’s about being able to focus in, or home in on pain points 
within their organisations, which are shared within the rest 
of the investment banking community; whether that be in 
trading, back office clearing and settlement, or other areas 
of the business. I think we’ve seen ourselves go from being 
reactive to pain points, to being proactive in that we’re going 
out there and saying, ‘We think this is the problem. Do you 
acknowledge that’s a problem for you too? What do you 
think? How do you think we could work together in terms of 
resolving that?  It’s about very close relationships, face-to-
face relationships. The value of being able to sit in front of 
the folks that you do business with and talk to them sensibly 
about the industry, the market, the solutions that they need, 
gives us a huge amount of credibility with those folks. 

We are proud to say that we have been very able to respond to change as a result of the quality 
of our people and of our investment in technology. 

We hope you will join us in looking forward to another 20 years of team Euromoney TRADEDATA. 

 Q Good morning both. I’d like to begin first Mark by asking you to 
summarise in a few sentences if you can, the company’s history? 
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Sure, I’ll highlight the integrity pathway we took, once again, we recognised that 
we were in a great position as an independent company to solve our clients’ and 
in effect the industry’s problems. We hold multiple relationships with what would 
otherwise be competitive organisations, whose data clients need assimilating to 
become fit for their purpose and to deliver the trade flow efficiencies they seek. 
We’re proud to be associated with all our alliance partners who themselves reflect 
that too, in that they continue to support us to make the industry a better place. 

It’s all about buy-side and sell-side choice. Before we introduced the Xymbology product, there were 
competitive barriers of the wrong sort, based on legacy identifiers from different providers, which we 
removed to neutralise that, which then switched the focus to product and service differentiation. So, 
the folks who were providing platforms and services and market data to buy-side and sell-side clients, 
they had to refocus on how they differentiated their product, rather than having a natural hold on a 
particular part of the market, because of their embedded symbology. 
So that really has increased the choice for the sell-side and the buy-side and has raised standards and 
user experiences as well. A typical client of ours is a sell-side client who offers the buy-side clients its 
broking or trade execution services and dependent on which product the buy-side were using for the 

market data, or how they were trading, the sell-side had to have the look up table effectively for those products that the 
buy-side preferred. This solution has fuelled the growth of the company over the last 10-years and continues to do that 
and more is now being applied from Xymbology, which mingles into the regulated markets. It’s a huge impact and one of 
the major pathfinder solutions that we’ve done. 

What’s 
been the 
impact of 

your Xymbology 
instrument 
mapping solution 
in the market 
Mark? 

 Q

Talking about regulation, regulation has 
been a feature of the markets over many 
years now Gregg, how has the company 
responded to help clients? 

Gregg, you were involved in implementing the first alliance partnership with Reuters, can you describe 
the challenges involved?

And I suppose following from that, what would you 
say would be the main message you would give to 
existing and prospective clients? Firstly Gregg. 

Great, and Mark?

 Q

 Q

 Q  Q

We’ve always been in the regulatory compliance business right from the start, even though maybe we didn’t recognise it 
as such. We added position limits for listed derivatives exchanges globally. The regulation then was globally quite loose 
in terms of the regulators, whether that be within the United Kingdom, Europe, or the US. As a result of the crash, as well 
as many other incidents like that, but maybe not to such a large extent, there’s been a real focus and oversight in terms 
of making sure there was appropriate regulation within the market.
I remember getting a phone call from the Financial Services Authority as they were at the time, they were already a 
client of our TRADEcodes service, which is like pre-MiFID 1 regulation. “We’ve got this new regulation coming out called 
MiFID, it is split into two areas and one of those is Aii”. I didn’t know too much about it at the time, although I had some 
familiarity, Aii is the Alternative Instrument Identification.  We worked very closely with those guys, to develop a solution 
around helping them to monitor transaction reporting for these markets in MiFID.  
I think the next piece of regulation that came out was EMIR and one of the real challenges here from the market 
perspective, was that there was less than a year for clients to start reporting on that. They had suggested that they 
needed to include as part of their trading reports the CFI, which is the Classification of Financial Instruments and I think 
we had a few discussions with their user clients that were obviously obliged to report in, with this specific data item. It 
was a case of the Regulator saying, ‘We need to provide this, but there’s no source of it globally. So, this is something 
perhaps you could work with us to develop’ and that was a big yes from us in terms of being very interested in working 
on developing the solutions, becoming actually the golden source I would suggest at that moment in time, in that we 
had the global listed derivatives market coverage and we had the data points as well as the expertise, in order to build 
and allocate CFIs to our global instruments. That was hugely successful too. 
Again, following that there was another iteration of EMIR and we’re due another one in November 2017, which we’re 
working with clients on right now. MiFID II is obviously very current and has been for the last couple of years, so of 
course, where we’ve looked to build regulatory reporting solutions in the past, we’ve worked very closely with clients to 
develop a MiFID II solution that is fit for purpose, in advance of the reporting go live date which is January 2018. 

I remember during my early days in TRADEDATA in that I 
think this is something that had been looked at before, 
prior to Mark’s time with the company. Certainly, I think 
we knew there was a requirement there for the larger 
client base, but I remember looking at some meeting 
notes and minutes, talking about how do we go about 
doing this and I think the conclusion was it just wasn’t 
possible to do it. For me that means I want to be able to 
do it and make it work, in a way in which, certainly the 
community need to consume and make use of that data. 
So, we worked initially with the product Data Scope 
Portfolio (DSP), which essentially is the Thomson Reuters 
product, whereby you have an instance of an account, 
you are able to then set up templates which are based 
around inclusion of specific fields of data, as well as an 
instrument list whereby you group exchange coverage 
into those. You then run those against the template and 
then finally the schedules which are ultimately the way in 
which you can consume that data for processing within 
your environment.
I think the initial, or certainly the early investigation 
analysis around the Data Scope Portfolio data, was that 
there are a lot of data points that we needed as part of the 
process of establishing relationships, between our own 

underlying data set, that just didn’t exist. And for futures 
and options exchanges, compared to what we had in our 
own right back then, which I think was probably about 85 
global exchange traded derivative markets, our coverage 
was significantly more than was available in their product 
at the time.
So, it was about identifying specific issues around data 
distribution and what was necessary to resolve those. It 
just wasn’t a case of one fix fits all, it was a case of lots 
of exceptions and working our way through those. It was 
about understanding exactly what it was from a data 
point perspective they needed to consume and how 
we go about firstly processing that to get that mapping 
established for our own static data, which we were 
providing into those guys, which was supplementary and 
complementary. Then, how we focussed that in terms of 
building up the coverage they needed as a global Tier 1 
investment bank.
It was an absolutely huge solution; a ground-breaking one 
I would even suggest. We’ve continued to build that to 
today, where we have up to 15-20 different symbologies 
from market data vendors, independent software vendors 
and industry symbology. Twenty years in, I don’t think there’s any difference in the 

message. It’s about working with clients in partnership, it’s 
about developing and providing the highest quality data services 
out there in the market. It’s about bringing innovative solutions 
to market, to benefit the trading ecosystem and it’s not a case of 
we treat clients differently dependent on how much they spend, 
where they are, or what they’re doing.  I’m really passionate 
about the client, I’m totally focussed on making sure that we can 
deliver the solutions that they need and at a time that they need 
them and where we sometimes have issues as you do in every 
aspect of industry I guess, we look at the way in which we resolve 
those, the way in which we respond is I think is impressive, in 
that it’s making sure that you put in place whatever necessary 
measures you need to do to avoid situations going forward. 
That’s something that we continue to build out. It’s evolved, it’s 
evolving constantly, because of new data, new challenges, but 
it’s making sure that what we do, we’re the best at doing that. 

My message is again as Gregg said, it 
hasn’t really changed, our demanding but 
loyal customer base trusts us as part of 
their operational teams. One thing that 
we have been operating since the start of 
TRADEDATA was a community data model, 
which is a very powerful model and in 
today’s risk averse world that is sustainable 
and that’s what our clients are plugging 
into. We bring a market together in terms 
of data as a single-focus community rather 
than any siloed risk anywhere else. We’re 
responsive, innovative and we go the extra 
mile in solving customers’ pain points and 
we’re in this for the long haul. 

 Q Alliance partners appear 
to figure strongly in the 
business Mark, can you 
outline their importance 
to the company?

Sales: sales@euromoneytradedata.com 

Partnership opportunities: partner@euromoneytradedata.com 
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Sure, I’ll highlight the integrity pathway we took, once again, we recognised that 
we were in a great position as an independent company to solve our clients’ and 
in effect the industry’s problems. We hold multiple relationships with what would 
otherwise be competitive organisations, whose data clients need assimilating to 
become fit for their purpose and to deliver the trade flow efficiencies they seek. 
We’re proud to be associated with all our alliance partners who themselves reflect 
that too, in that they continue to support us to make the industry a better place. 

It’s all about buy-side and sell-side choice. Before we introduced the Xymbology product, there were 
competitive barriers of the wrong sort, based on legacy identifiers from different providers, which we 
removed to neutralise that, which then switched the focus to product and service differentiation. So, 
the folks who were providing platforms and services and market data to buy-side and sell-side clients, 
they had to refocus on how they differentiated their product, rather than having a natural hold on a 
particular part of the market, because of their embedded symbology. 
So that really has increased the choice for the sell-side and the buy-side and has raised standards and 
user experiences as well. A typical client of ours is a sell-side client who offers the buy-side clients its 
broking or trade execution services and dependent on which product the buy-side were using for the 

market data, or how they were trading, the sell-side had to have the look up table effectively for those products that the 
buy-side preferred. This solution has fuelled the growth of the company over the last 10-years and continues to do that 
and more is now being applied from Xymbology, which mingles into the regulated markets. It’s a huge impact and one of 
the major pathfinder solutions that we’ve done. 

What’s 
been the 
impact of 

your Xymbology 
instrument 
mapping solution 
in the market 
Mark? 

 Q

Talking about regulation, regulation has 
been a feature of the markets over many 
years now Gregg, how has the company 
responded to help clients? 

Gregg, you were involved in implementing the first alliance partnership with Reuters, can you describe 
the challenges involved?

And I suppose following from that, what would you 
say would be the main message you would give to 
existing and prospective clients? Firstly Gregg. 

Great, and Mark?

 Q

 Q

 Q  Q

We’ve always been in the regulatory compliance business right from the start, even though maybe we didn’t recognise it 
as such. We added position limits for listed derivatives exchanges globally. The regulation then was globally quite loose 
in terms of the regulators, whether that be within the United Kingdom, Europe, or the US. As a result of the crash, as well 
as many other incidents like that, but maybe not to such a large extent, there’s been a real focus and oversight in terms 
of making sure there was appropriate regulation within the market.
I remember getting a phone call from the Financial Services Authority as they were at the time, they were already a 
client of our TRADEcodes service, which is like pre-MiFID 1 regulation. “We’ve got this new regulation coming out called 
MiFID, it is split into two areas and one of those is Aii”. I didn’t know too much about it at the time, although I had some 
familiarity, Aii is the Alternative Instrument Identification.  We worked very closely with those guys, to develop a solution 
around helping them to monitor transaction reporting for these markets in MiFID.  
I think the next piece of regulation that came out was EMIR and one of the real challenges here from the market 
perspective, was that there was less than a year for clients to start reporting on that. They had suggested that they 
needed to include as part of their trading reports the CFI, which is the Classification of Financial Instruments and I think 
we had a few discussions with their user clients that were obviously obliged to report in, with this specific data item. It 
was a case of the Regulator saying, ‘We need to provide this, but there’s no source of it globally. So, this is something 
perhaps you could work with us to develop’ and that was a big yes from us in terms of being very interested in working 
on developing the solutions, becoming actually the golden source I would suggest at that moment in time, in that we 
had the global listed derivatives market coverage and we had the data points as well as the expertise, in order to build 
and allocate CFIs to our global instruments. That was hugely successful too. 
Again, following that there was another iteration of EMIR and we’re due another one in November 2017, which we’re 
working with clients on right now. MiFID II is obviously very current and has been for the last couple of years, so of 
course, where we’ve looked to build regulatory reporting solutions in the past, we’ve worked very closely with clients to 
develop a MiFID II solution that is fit for purpose, in advance of the reporting go live date which is January 2018. 

I remember during my early days in TRADEDATA in that I 
think this is something that had been looked at before, 
prior to Mark’s time with the company. Certainly, I think 
we knew there was a requirement there for the larger 
client base, but I remember looking at some meeting 
notes and minutes, talking about how do we go about 
doing this and I think the conclusion was it just wasn’t 
possible to do it. For me that means I want to be able to 
do it and make it work, in a way in which, certainly the 
community need to consume and make use of that data. 
So, we worked initially with the product Data Scope 
Portfolio (DSP), which essentially is the Thomson Reuters 
product, whereby you have an instance of an account, 
you are able to then set up templates which are based 
around inclusion of specific fields of data, as well as an 
instrument list whereby you group exchange coverage 
into those. You then run those against the template and 
then finally the schedules which are ultimately the way in 
which you can consume that data for processing within 
your environment.
I think the initial, or certainly the early investigation 
analysis around the Data Scope Portfolio data, was that 
there are a lot of data points that we needed as part of the 
process of establishing relationships, between our own 

underlying data set, that just didn’t exist. And for futures 
and options exchanges, compared to what we had in our 
own right back then, which I think was probably about 85 
global exchange traded derivative markets, our coverage 
was significantly more than was available in their product 
at the time.
So, it was about identifying specific issues around data 
distribution and what was necessary to resolve those. It 
just wasn’t a case of one fix fits all, it was a case of lots 
of exceptions and working our way through those. It was 
about understanding exactly what it was from a data 
point perspective they needed to consume and how 
we go about firstly processing that to get that mapping 
established for our own static data, which we were 
providing into those guys, which was supplementary and 
complementary. Then, how we focussed that in terms of 
building up the coverage they needed as a global Tier 1 
investment bank.
It was an absolutely huge solution; a ground-breaking one 
I would even suggest. We’ve continued to build that to 
today, where we have up to 15-20 different symbologies 
from market data vendors, independent software vendors 
and industry symbology. Twenty years in, I don’t think there’s any difference in the 

message. It’s about working with clients in partnership, it’s 
about developing and providing the highest quality data services 
out there in the market. It’s about bringing innovative solutions 
to market, to benefit the trading ecosystem and it’s not a case of 
we treat clients differently dependent on how much they spend, 
where they are, or what they’re doing.  I’m really passionate 
about the client, I’m totally focussed on making sure that we can 
deliver the solutions that they need and at a time that they need 
them and where we sometimes have issues as you do in every 
aspect of industry I guess, we look at the way in which we resolve 
those, the way in which we respond is I think is impressive, in 
that it’s making sure that you put in place whatever necessary 
measures you need to do to avoid situations going forward. 
That’s something that we continue to build out. It’s evolved, it’s 
evolving constantly, because of new data, new challenges, but 
it’s making sure that what we do, we’re the best at doing that. 

My message is again as Gregg said, it 
hasn’t really changed, our demanding but 
loyal customer base trusts us as part of 
their operational teams. One thing that 
we have been operating since the start of 
TRADEDATA was a community data model, 
which is a very powerful model and in 
today’s risk averse world that is sustainable 
and that’s what our clients are plugging 
into. We bring a market together in terms 
of data as a single-focus community rather 
than any siloed risk anywhere else. We’re 
responsive, innovative and we go the extra 
mile in solving customers’ pain points and 
we’re in this for the long haul. 

 Q Alliance partners appear 
to figure strongly in the 
business Mark, can you 
outline their importance 
to the company?
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FOW INTERNATIONAL AWARDS 2017

LIFETIME ACHIEVEMENT AWARD

Xavier Rolet

Xavier Rolet takes home the lifetime achievement award following his retirement from the 
helm of the London Stock Exchange. Rolet has presided over a period of unprecedented 
growth at the LSE. Since 2010, revenues at the group have grown from £628m to £1.6bn 
and pre-tax profits are up 205% to £364.1m in 2016. Rolet began his tenure with the 
acquisitions of Turquoise and Millenium IT. Other notable deals during his nine-years 
at the helm include the purchase of the remaining stake it did not own in FTSE in 2011. the disposal of Russell 
Investments in 2015 and the game changing acquisition of LCH.Clearnet.

CHIEF EXECUTIVE OF THE YEAR

John Phizackerley, TP Icap

John Phizackerley has almost seen and done it all. The former mining engineer who went 
on to be a mining analyst and rose through the ranks at Lehman Brothers to become its 
European chief administration officer and then chief executive of Nomura International 
has not wasted time since taking the reins at Tullett Prebon in September 2014. Most 
notably, Phiz, with Icap chief Michael Spencer, was the driving force behind the acquisition 
late last year of Icap’s voice brokerage business and the creation of TP Icap, a London-
based broking powerhouse. The deal shook up the inter-dealer broker market which has 
for decades been dominated by a handful of very large firms. It was also a bold commitment to voice at a time 
when electronic trading is becoming prevalent in most of TP Icap’s main markets.

EDITOR’S CHOICE AWARD

Vela

Vela has had a deserved reputation as the market leader in exchange and data gateway solutions but the financial 
technology firm surprised the market in the middle part of 2017 with a bold double-move. Vela announced and 
completed its agreement to acquire OptionsCity in late June and then followed this with a similar agreement 
to acquire Object Trading in mid-July. The Object Trading deal was initially set for closure before the end of 
September but the trade actually went through in late July, just two weeks after it was announced. The double 
acquisition is undoubtedly ambitious, and buys Vela a seat at the top table of derivatives trading technology 
suppliers, a business that has been dominated for years by a handful of large incumbents.

GLOBAL EXCHANGE OF THE YEAR

Taifex

The Taiwan Futures Exchange is the first second tier regional exchange to take home the Global Exchange of the 
Year award after an astonishing year of innovation and investment. During the judging period, the exchange 
launched its first currency options contract, the world’s first exchange traded offshore USD/RMB options, a suite 
of FX futures, Nifty futures and Taiwan dollar denominated S&P 500 and DJIA futures. It also completed the 
implementation of a new inhouse built trading system doubling capacity to 48,000 order per second and cutting 
latency to a quarter of what it was previously and began an after-hours trading session with volumes of 6% of 
total trading volumes within a month of launch.



December/January 63 www.globalinvestorgroup.com   

FOW INTERNATIONAL AWARDS 2017

EXCHANGE OF THE YEAR • US and Canada

CME 

CME has positioned itself as the market to react to international events around the clock. During the judging 
period, the exchange hit a record levels of open interest and a surge in options ADV, which was up 21% in Q2 
2017. The exchange hit an overall OI record of 78.6m contracts in its interest rate franchise in June 2017. As traders 
turn to energy markets in the wake of low interest rates, CME has been well positioned to serve the market with 
WTI hitting an average ADV of 1.5m during the judging period. The exchange also saw the return of Russell 2000 
futures with 91% of open interest switching to the market since launch. 

EXCHANGE OF THE YEAR • Central and South America

B3

B3 fell just shy of being awarded as Global Exchange of the Year after a year of frenetic innovation and growth. 
The exchange rebranded from BM&F Bovespa, completed the acquisition of local securities depository giant Cetip 
and experienced surging volumes, which rose by 19% to 1.6bn during the judging period. B3 also completed the 
consolidation of its post trade operations onto one multi-asset platform bringing together its equities, derivatives, 
bonds and equities lending markets. The exchange has set its sights on bringing the international securities 
lending market to Brazil with an overhaul of order types and the settlement systems. It is also investing in 
blockchain technology through its partnership with R3. 

EXCHANGE OF THE YEAR • Europe

EEX

Deutsche Bourse-owned EEX takes home its first European Exchange of the Year award following a year of 
growth and global expansion. The exchange is transforming itself from a regional power market into a multi-asset, 
multi-continental market seizing opportunities in emerging asset classes such as dairy futures, while aggressively 
building its core energy base. During the judging period, volumes rose by 35% and it launched a number of new 
contracts including wind power futures and extending its coverage of the European power market with the launch 
of Central and Eastern European power contracts. However, it was the acquisition of US-peer Nodal Exchange 
that won the highest praise from judges. The move gave EEX a position in the US power market from which it 
intends to expand into LNG and is a big step towards it goal of being a global commodities market. 

CLEARING HOUSE OF THE YEAR • The Americas

ICE Clear US

ICE Clear US won the judges votes for its domination of the Credit Default Swap clearing market during the 
judging period. Rival CME bowed out of the race to clear CDS after it became obvious that ICE had the market 
and the CCP has continued to innovate and develop its CDS operations. Launched in 2009, ICE Clear Credit and 
ICE Clear Europe CDS clearing solutions offer clearing for more than 500 single name and index CDS instruments 
based on corporate and sovereign debt and have reduced counterparty risk exposure by clearing more than $93tr 
in gross notional, with open interest of approximately $1.6tr. The CCP is now developing single name CDS 
clearing ahead of the regulatory mandate. 
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CLEARING HOUSE OF THE YEAR • Europe and Asia

LCH

LCH is a double winner this year taking home the Clearing House of the Year award in both Europe and Asia as 
it continues to dominate the OTC clearing markets. SwapClear manages the largest OTC rates liquidity pool in 
the world and continues to grow its offering clearing $468tr in notional in H1 2017, up 35% on the previous year. 
It boasts a 90% market share in client clearing and has taken the lead in compression with over $300tr of trades 
compressed in H1 2017, up 75% on the previous year. The CCP was perfectly position for the introduction of the 
uncleared margin rules in September 2016 and is expanding its services in FX ahead of the mandate for FX next 
year. 

BEST NEW EXCHANGE OR TRADING PLATFORM

Curve Global 

Curve Global launched in September 2016 aiming to challenge the duopoly of ICE and Eurex in the European 
interest rate market. Volumes grew steadily during the judging period with daily short term interest rate 
volume peaking at 5% and open interest doubling to 130,000. Curve is backed by seven global banks and US-
headquartered options exchange Cboe. It is the only rates market that offers cross-margining into LCH’s pool of 
swaps open interest offering clients the potential for huge margin savings on their trades. The market continues to 
bring on new banks and clients and is set on reducing the cost of trading for market participants, which includes a 
pledge not to charge for market data. 

MOST INNOVATIVE NEW CONTRACT LAUNCH BY AN EXCHANGE  • Commodities

Dalian Commodity Exchange – Soybean Meal Options

Dalian Commodity Exchange ended years of preparation to launch its first options contract in March 2017 
bringing a new hedging tool to the Chinese market. The launch of options in China was one of the most significant 
developments in the global market this year and comes after almost a decade of preparation. The American-style 
options were launched with seven initial expiry months. Trading has been restricted by order size limits of 100 
contracts and limitations on who can trade but volumes peaked at 548,000 in July. The exchange is understood to 
be developing further options contracts to provide more hedging tools to the local market. 
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MOST INNOVATIVE NEW CONTRACT LAUNCH BY AN EXCHANGE  • Interest rates

ICE Futures Europe – Eris LIBOR suite

ICE has been quietly developing its suite of Eris interest rates futures contracts and won the judges praise for 
innovation this year. The contracts are based on the Eris Methodology and replicate all of the cash flows and 
economics of comparable swaps traded in the over-the-counter market. Additional contract features include 
capital, margin and operational efficiencies of exchange-traded, cash-settled futures contracts, without physical 
delivery risk at maturity. ICE Eris interest rate futures benefit from margin offsets with ICE’s extensive interest 
rate product range which provides a deep pool of liquidity. Open interest across the ICE interest rate futures and 
options complex stood at more than 17.9m at the end of July.

EXCHANGE DEAL OF THE YEAR

Cboe acquisition of Bats

The acquisition of European equities market operator Bats by options market CBOE was the most significant 
deal in the US exchange’s history and represented a step change in its strategy. Bats has a strong position in the 
European equities market and has been expanding its share of the US options market. Following the deal, the 
group was rebanded as Cboe Global Markets. The deal significantly strengthens Cboe’s position in the US options 
market but also gives it huge potential to expand a European options business against Bats strong regional equities 
markets. The deal was the second European investment for Cboe during the year following its investment in 
CurveGlobal. 

SEF OF THE YEAR

TradeWeb

Following the launch of SEF trading in 2013, Tradeweb has grown to encompass over 40% of volumes in the US 
IRS markets. The introduction of tools such as Compression, MAC Swap trading and switch trading has helped 
cement Tradeweb’s place as a leading SEF among market participants. Tradeweb is the leading SEF for buy-side 
compression, and currently has over 60% D2C compression marketshare. Tradeweb has also expanded its market 
share of credit for both CDX and iTraxx - which was 14.8% for the first half the year, up from 12.9% during the 
same time frame in 2016. Tradeweb’s single-name CDS platform has also seen steady growth since launching in 
August 2016.

TRADE REPOSITORY OF THE YEAR

CME GRS

CME Global Repository Services beat off competition from its larger rivals to emerge as the 2017 Trade Repository 
of the Year after a period of impressive growth and innovation. During the judging period, CME GRS grew its 
market share to 27% globally up from 14% the previous year. It added support for ten new Canadian provinces 
to become a pan-Canadian TR and launched a Singapore-based APAC business centre to support its Australian 
business and soon to be launched Singapore TR.  CME GRS in 2017 re-confirmed to its clients a commitment to 
simplicity and certainty in its commercial policies implementing an annual cap on client budgets.
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BANK OF THE YEAR

Citi

Citi returns to the winners’ podium in 2017 to take home the Bank of the Year award following another year of 
innovation, investment and growth supported by impressively client testimonials. Globally, Citi Futures, Clearing 
and Collateral revenues gained 27% year-on-year (as of August 2017 month-end). In OTC Clearing, Citi is #1 by 
both segregated collateral and notional market share across all major IRS clearinghouses. Citi’s futures, clearing 
and collateral business has transformed itself into the market leader under the stewardship of Jerome Kemp and is 
well positioned to help clients navigate the next wave of uncleared margin rules, the introduction of Mifid II and 
continues to invest in innovation both internally and in new initiatives across the industry. 

IDB OF THE YEAR

TP Icap

Tullett Prebon is named as this year’s Interdealer Broker of the Year following its acquisition of Icap’s broking 
business to create the largest interdealer broker in the world. The deal combines the complementary strengths of 
two leading global broking franchises. The firm now has almost over 5000 employees globally, including almost 
3000 brokers. The newly rebranded TP Icap has continued to progress with the overhaul of its IT delivery and new 
technology and support centre in Belfast, which was announced in August 2016. By 2019 the centre will house 
300 employees. During the judging period, the firm executed the largest ever Bulk Risk Mitigation run on its 
tpMATCH platform and continued its aggressive hiring spree.

NON-BANK FCM OF THE YEAR

RJ O’Brien

R.J. O’Brien & Associates (RJO) takes home the Non-bank FCM of the Year award for the second year running 
following continued investment in the services it provides to more than 100,000 clients across the globe. Most 
notably, the firm launched a new proprietary application, AutoHedge – a powerful, web-based tool that seamlessly 
ties together multiple systems and processes for grain elevator hedging activities. RJO also recently completed 
the implementation of its OTC Structured Products group, which is focused on agricultural OTC products in 
grains and oilseeds. Also during the judging period, it launched an administrative portal for introducing brokers 
providing a new tool for its huge network of IBs. 

MARKET MAKER OF THE YEAR

Citadel Securities 

Citadel has continued to disrupt the market since it launched its revolutionary swaps market making business 
in November 2014. During the year, it expanded its services and deepened its relationships with clients through 
full service offerings in US treasuries, custom swaps and risk transfer blocks. Over the past 12 months, it has 
maintained its market share in electronic IRS and US treasuries on Bloomberg and Tradeweb and more than 
doubled its institutional client base to over 800 clients across 30 countries adding key client segments including 
central banks, GSEs, insurance firms, pensions and Sovereign Wealth Funds. The firm opened a new office in 
Dublin and expended its position in the retail market. The firm claims to have provided its equities clients with 
more than $400m in price improvement during the year. 
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BEST NEW TECHNOLOGY PRODUCT • Blockchain

Thomson Reuters

In June 2017 Thomson Reuters became the first major industry player to make a smart oracle, BlockOne IQ, 
available in the blockchain ecosystem. An oracle is an adapter-like mechanism that bridges the gap between 
web-based APIs and the blockchain. For the first time ever, blockchain-based applications could include Thomson 
Reuters current and historical market data in their automated processes so that real market conditions are 
represented more accurately. This not only fundamentally changes the way blockchain applications and proof of 
concepts are built, but it opens up countless possibilities for blockchain innovation across various industries – not 
just finance. BlockOne IQ also provides cryptographic proof that Thomson Reuters is the true source of content, 
which is a unique and essential characteristic of this oracle and hard to do on the blockchain. 

BEST NEW TECHNOLOGY PRODUCT • Post trade

Nex Trioptima and CLS

In response to capital rule changes and increased regulatory interest in FX compression, CLS, the leading provider 
of risk mitigation and operational services for the global FX market, and NEX Optimisation, which helps clients 
reduce complexity and optimise resources across the transaction lifecycle, collaborated to launch the triReduce 
CLS FX service. Major dealers have actively used the service since its launch and have already eliminated $3tr in 
gross notional value. Participants benefit from enhanced capital efficiency and leverage ratios, reduced operational 
risk and costs, and managed counterparty credit risk without fundamentally changing their market positions. 
Since its launch, triReduce CLS FX has become a widely adopted risk management tool. Significant progress has 
been made by working together with the FX derivatives community to further enhance and extend the service. 

BEST NEW TECHNOLOGY PRODUCT • Connectivity

FIS 

FIS’ Global Trading group manages equity, fixed income and mutual fund trade connectivity through its 
SGN Securities and SGN Funds trading networks connecting over 2,000 buy-side clients to over 275 sell side 
destinations. During the judging period the firm enhanced its SGN Securities network integrating the SGN Funds 
capabilities and expanding the asset classes and making new third party custodian destinations available via a 
single SGN connection. Using the platform, a buy-side manager can now manage multi-custodial trade flow for 
funds, equities and fixed income through a single Order Management System connected to SGN, typically via 
FIX protocol. SGN manages the routing and connectivity to all sell-side destinations including brokers, global 
custodian banks and other interested parties.  

BEST NEW TECHNOLOGY PRODUCT • Collateral management

Broadridge

Broadridge greatly expanded its global securities financing and collateral management capabilities during the 
review period, through the integration of its newly acquired securities finance and collateral management systems. 
4sight, acquired in June 2016, was integrated during the judging period, helping clients optimise financing 
decisions across different asset categories, automate the securities financing lifecycle and control risk. Broadridge 
now offers real-time, enterprise collateral management and optimisation for cleared/bilateral OTC and ETDs, 
securities lending and repo. In addition to offering its newly integrated platform, several further significant 
investments have been made during the review period including Basel III LCR support, SFTR and enhanced 
electronic market connectivity.
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BEST NEW TECHNOLOGY PRODUCT • Market surveillance

Nasdaq

Nasdaq returns to the winners’ podium following the latest release of its flagship Smarts Trade Surveillance 
software. Version 9.1 Core Product Release contained a new visualisation tool, Depth, which was created to 
enable compliance analysts visualize orderbook imbalance with alert-specific views of large data sets. Using 
visualisations, the human brain is able to interpret information at a speed of 60,000 times faster than text alone. 
Depth visualisation allows the analyst to ‘see’ the orderbook, in order to recognize the pattern of behaviour 
commonly used in spoofing and layering strategies, which primarily manifests itself as order book imbalance, 
with trading direction contrary to the weight of orders shown. By being able to identify this ‘signature’ pattern 
visually, and to identify the behaviour in outliers, the analyst can very quickly determine if the alert requires 
further investigation. 

TRADING SYSTEM OF THE YEAR • Sell-side

Fidessa 

Fidessa has now won the Sell-side Trading System of the Year award for six years running in both the FOW 
International and the Asia awards – an astonishing achievement. Fidessa’s unique distributed architecture 
means that orders can be delivered to the order management system - via terminal order entry, EMS, proprietary 
products or black boxes - and best routed to the exchange to achieve optimum execution outcomes regardless of 
the client’s location. During the judging period, Fidessa signed on eight new derivative clients including two large 
global FCMs taking its roster of derivatives clients above 80. Revenues at the company were up 18% and 80m 
lots were traded through the platform. In addition it continued to invest in connectivity adding the Thai Futures 
Exchange, Warsaw Stock Exchange’s derivatives market and Nasdaq OMX Commodities Exchange. 

BEST INNOVATION BY AN ISV - REGULATORY CHANGE

Droit 

Droit has generated remarkable traction with its regulatory eligibility and obligation platform, ADEPT, this year. 
The ADEPT platform generates the full scope of global cross-regulatory implications and obligations of a trade in 
real-time, enabling institutions to implement a comprehensive approach to regulatory pre-trade decision making, 
and accurate execution of pre- and post-trade obligations. Droit enables low latency decisions, integrating with 
front office e-trading and voice sales/trader workflows. Through a simple interface, the ADEPT platform has built-
in traceability to fully digitised regulatory text, as well as complete, human-readable, auditability of every decision 
on every inquiry. Additionally, Droit’s visualisation framework enables complete traceability and auditability from 
all trade inquiries, into a readable decision tree logic, and finally through to fully digitised regulatory text.
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Richard Bentley, chief 
product officer at ULLINK, 
told Global Investor Group 
Mifid II presents a greater 

challenge to ULLINK clients than its 
predecessor.

“The regulation under Mifid II is 
much more ambitious than Mifid I, 
it covers a broader set of asset classes 
and fixed income in particular is 
heavily impacted. The prescriptive 
nature of best execution under Mifid 
II obliges the sell-side as well as the 
buy-side to be compliant with this 
requirement.”

Mifid II is multi-faceted but, 
for ULLINK clients, the greatest 
challenge is dealing with the plethora 
of new trading venues, such as 
large in scale venues and new block 
trading models.

Bentley said: “Systematic 
internalisers did exist after Mifid I 
but Mifid II has breathed a new lease 
of life into SIs, while there are other 
venues like continuous auctions 
or auctions on demand. Together 
these venues will mean a further 
fragmentation of liquidity.”

The rules will impact both 
institutional and retail brokers 
alike: “We have been working with 
the largest sell-side firms that are 
supporting the large institutional-
type flows. There is however also 
a real gap and opportunity around 
retail flows.”

Mifid II imposes tough rules 
around firms trading on electronic 
fixed income, derivatives and equity 
venues.

“If you think about the post-trade 
order record-keeping requirements, 

firms need the capability to track the 
chronology of client orders as they 
are executed by brokers. One big 
complexity is how do you capture the 
relevant information and glue that 
together to get the complete picture,” 
said Bentley.

Connectivity to trading venues is 
one of ULLINK’s strengths. “If you 
look at the electronic fixed income 
space, there are at least 100 electronic 
venues out there so we do have to 
make choices about which to connect 
to and part of that is customer driven. 
Similarly, we have taken the view to 
connect to a number of APAs, and we 
have to make a decision about how to 
prioritise these,” said Bentley.

A recent example of a new ULLINK 
connection is Mexico’s Bolsa 
Institucional de Valores (BIVA), a new 
securities market that launched in 
late 2017.

But it was the European exchanges’ 
Mifid upgrades that were keeping 
ULLINK busy in the latter part of 
2017. “We have managed nearly 40 
exchange go-lives in the past few 
weeks, so it’s been an intense period 
for us. We have to build the software, 
certify it and deploy it.”

But, for Bentley and his clients, 
Mifid represent various challenges.

“When I think about Mifid II, I think 
about resilience and compliance. 
Brokers may be receiving the correct 
messages but are they resilient? 
Exchanges can deliver their exchange 
gateways but are they reliable?

“When we think about compliance, 
firms may be able to handle the 
appropriate message formats but 
does that make them compliant? 

There is variation among clients, 
some have been very proactive in 
their preparations whereas others 
have been later in understanding 
what they need to deliver. It is 
true there are different levels of 
compliance and maturity.”

Bentley, like many of his peers, 
expects some forbearance on the part 
of European national authorities.

“The regulators understand this is 
a big piece of regulation and there 
are elements that are still opaque. I 
believe the industry will be resilient 
but it will take time to get everyone 
on the same page.”

But Mifid also presents 
opportunities, Bentley said.

“If you look at the work we had 
to do for Mifid II, there were a lot 
of technical enhancements that we 
had to do including micro-seconds 
timings. We are also looking at where 
the clients need new capabilities or 
new products. There is further that 
we can go in transaction reporting. 
Fixed income is a little bit behind 
everyone else in terms of systematic 
internalisers or trade repositories for 
example.”

ULLINK is also looking to capitalise 
on a trend within its clients to align 
more closely their trading operations 
across different asset classes.

“We also believe we can further 
enhance our derivatives capabilities. 
Previously many clients run separate 
derivatives and equities platforms 
but now they are looking to combine 
those across low-touch electronic 
execution and high-touch, care order 
management. We are doing a lot of 
R&D in this area,” said Bentley. 

Mifid II has breathed a 
new lease of life into SIs
ULLINK launched its smart order router in 2009 after 
the first Mifid rules took effect across Europe but the 
technology firm has dramatically enhanced its SOR to 
support the second wave of the European regulation.

connect@ullink.com
Twitter @ULLINKnews
LInkedIn: ULLINK

Contact
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ABN AMRO Clearing gets 
the votes of its clients for 
the fifth year running 
once again taking home 

the Proprietary Traders’ Clearing 
Firm of the Year award.

Praise from clients covered the 
firm’s breadth of service, profession-
alism and levels of customer service.

Among other areas, ABN AMRO 
Clearing specialises in providing 
clearing services to professional trad-
ing groups and counts most of the 
world’s major proprietary trading 
groups among its client base.

“ABN AMRO Clearing is on top 
of its game, pro-active and reliable,” 
said one client, while another praised 
the “dedicated team that is quick to 
automate solutions for our business.”

One of its key selling points is its 
market leading risk model, which 
allows clients to optimise collateral 
utilisation, leading to capital efficien-
cies.

According to Martin Frewer, global 
commercial director at ABN AMRO 
Clearing, the firm’s understanding 
of and commitment to the principal 
trading market is also a key differen-
tiator.

“We actively advocate the concerns 
of our clients toward authorities and 
support our clients on a variety of is-
sues by sharing expertise,” he says.

ABN AMRO Clearing services 
clients on more than 160 execution 
venues, including exchanges, MTFs 
and FX liquidity centres. The firm 
consistently ranks as a top 3 clearer 
on four continents and boasts a plus 
20% market share of transactions on 
the largest international derivatives 
markets.

The firm services its clients from 11 
offices across the globe, employing 
more than 800 staff.

“Being global enables us to tap into 
fast growing markets and service our 
clients wherever they are located or 

want to trade. We are seeing a lot of 
growth in Asia, as new firms open 
up in Singapore, as well as Euro-
pean and US clients setting up Asian 
operations.”

Despite the low volatility and pres-
sures of MiFID II compliance in its 
core European market over the past 
12 months, Frewer is optimistic about 
the future of the professional trading 
sector.

“Earlier on in the year we saw 
some rationalisation and some firms 
pulled out of the market but those 
that remain are adapting. Once the 
shock of MiFID II is over I think 
entities and clients will start to build 
again,” he says. 

ABN AMRO wins again!

4 YEARS IN A ROW  
We feel honoured that our clients’ votes have attributed us the “Proprietary 

Traders’ Clearing firm of the Year” award. Number 4 symbolises building a 

strong foundation. Your recognition illustrates we are fit to support your success 

now and in the future. Thank you all! www.abnamroclearing.com 

Follow us on: 

004321-00 Aanpassen Adv. Clearing_v2.indd   1 29-11-16   15:35

Martin Frewer, Global Director 
PTG, ABN AMRO Clearing
Tel: +44 (0) 20 3192 9148
martin.frewer@
uk.abnamroclearing.com

Contact
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Naturally a tool that 
delivers high quality 
market data in real-time 
directly to the cloud, 

while avoiding the slower and less 
secure public internet, has been 
attracting financial market players. 

Nasdaq, NYSE, Cboe and CME 
are already included in the data 
offering on Apcela’s UltraFast™ 
Market Data for the Cloud, which 
is also named best new market data 
product at the FOW International 
Awards 2017. 

“Just because I am in the cloud 
it doesn’t mean that I am going 
to want to take my inbound 
market data feeds over the public 
internet,” explained Mark Casey, 
president and chief executive 
officer at Apcela. “That could lead 
to a lot of problems such as with 
latency or packet loss – next thing 
you are dropping packets and the 
associated market data.”

Although Casey observed that 
the shift from storing data in 
premises-based data centres to 
using the cloud has generally been 
slow in financial markets, Apcela 
responded quickly to users of its 
existing product who wanted data 
delivered to a private cloud instance 
such as Amazon Web Services or 
Microsoft Azure. 

“Given that we had leading 
market data feeds and at the same 
time, we were building out a cloud 
interconnect – it was easy for us 
to adapt the product to deliver an 
institutional-grade market data 
product in real-time to the cloud,” 

Casey said, explaining that one of 
the difficulties companies face when 
adapting existing products is being 
to convert the data so that it can 
actually plug into the cloud. 

Micro-second speed
In the historically low-volatility 
environment, propriety trading 
firms are looking at ways to be 
more efficient, and the cloud is 
an attractive choice for storing, 
processing and backing-up market 
data.

“Furthermore, for a back office 
environment, the speed of the 
market data to the cloud is 
important, as is the quality of the 
data and the ability to access it in 
the exchange native format. Most 
prop trading firms aren’t looking 
for consolidated or normalised 
feeds as they have already written 
their own proprietary feed 
handlers, so the ability to keep that 
data format is important.”

Front office operations within 
prop trading firms are perhaps 
even less suited to public internet 
infrastructure, given the reliance on 
data to be delivered at micro-second 
speed.

However, real-time market data 
is critical where firms are building 
front office platforms in the cloud, 
whether for their own use or for 
their clients. 

Casey explained that “you can 
provide a feed into a client’s cloud-
based ticker plant, they can provide 
accurate real-time market data 
quotes to their users.”

New opportunities 
As firms are constrained by 
regulation to provide increasingly 
more data, there is a greater need to 
ensure that the data is safe and in the 
right format. 

Although Apcela does not yet 
provide a historical market data 
product, Casey said there is 
“certainly the opportunity for us 
to look at whether there are other 
products that we could be or should 
be offering around normalised 
consolidated feeds into the cloud 
and historical reference data into the 
cloud.” In the meantime, users can 
store its real-time data in the cloud 
and use it for regulatory purposes.

Apcela is currently looking at the 
international software vendor (ISV) 
marketspace given the greater focus 
on platform-based services using the 
cloud.

“The large ISVs, regardless of asset 
class, are today running more hosted 
platforms – some of the largest ones 
are in the process of using the cloud 
as it provides better agility for the 
delivery of their own products,” 
Casey observed. “That is an area 
that we are very much focused on, 
enabling products for those firms.”

“However, in general, there are 
more large financial firms that have 
moved to the public cloud on the 
hypothesis of saving time, cost and 
better agility and they are seeing 
those things prove out. I think we 
will see that movement accelerate 
in 2018 and we are here to help any 
clients in supporting that.” 

Apcela’s UltraFast Market 
Data for the Cloud: plugging 
in real-time market data
The emphasis on real-time data has been prevalent 
for a long time, but there has been a clear shift 
towards wanting to move that data to the cloud.

www.apcela.com
Tel: +1-703-788-6633
Email: info@apcela.com

Contact
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SmartStream’s Reference 
Data Utility has emerged 
in recent years as a rare 
example of the financial 

services industry working together 
to develop a solution to a common 
problem.

Recently, the division of the 
technology group has been focused 
on the draconian challenges 
presented by the European Mifid II 
reforms that take effect on January 
3 2018, specifically the vast data 
processing obligations associated 
with compliance.

Peter Moss, Chief Executive 
Officer of The SmartStream 
Reference Data Utility, told Global 
Investor: “The SmartStream 
Reference Data Utility (RDU) was 
set-up as a collaboration between a 
number of banks and SmartStream 
to create a security master 
utility for the industry at large. 
What we are doing today is not 
fundamentally different from that 
idea - we support reference data 
for tradeable financial instruments, 
such as equities, bonds, futures 
and options.”

Moss continued: “A year ago, 
we realised that in 2017 no-one 
was going to focus on anything 
but Mifid II and that Mifid II is 
hugely reliant on reference data for 
tradeable financial products, which 
is exactly what we do. We took a 
good look at the regulations and 
started to build out our reference 
data functionality to support 
regulatory reporting under Mifid II 
and Mifir.”

Moss said in November the RDU 
had “many customers” testing 
in preparation for the January 
introduction of the reforms but 
firms are being hampered because 
“some of the data has not yet been 
made available by the regulators”.

Given Mifid applies to any firm 
that trades in one or more of the 
European Union’s 28 member 
states, the rules also impact 
most international trading firms, 
including those in the Americas 
and Asia.

Moss said: “We are actively 
selling across Europe, the Americas 
and Asia and have found that 
our natural audience is the large 
brokers that will be systematic 
internalisers under Mifid II.”

“We already have as customers 
many of the tier one banks but we 
also have tier two banks in Europe 
and Asia,” he added.

The data sources upon which 
the RDU draws information are 
similarly varied. “We are connected 
to nearly 100 listed derivatives 
exchanges as well as all the major 
data vendors and other agencies 
such as the European Securities 
and Markets Authority (Esma) and 
ANNA. We are also expecting to 
source data from each of the 28 
national regulators.”

The utility model is popular, 
in principle at least, because it 
mutualises the cost of a common 
challenge but Moss said the appeal 
of the RDU goes further.

“I see the advantages of the 
utility as being efficiency and cost 
effectiveness but also, crucially, the 
quality of the data. This is all we 
do, we are focused on reference 
data and nothing else. We pride 
ourselves on implementing best 
practice.”

The industry is fixated with the 
January 3 Mifid implementation 
date but Moss said that is just the 
beginning of what looks like a 
multi-year effort.

“Everyone is currently focused on 
getting to the starting line but most 
firms are going to keep their Mifid 

projects going into next year. They 
are going to need to constantly 
adjust and fix their processes as the 
regulations are bedded down.”

The systematic internaliser 
regime is certainly one to watch. 
Dozens of large sell-side firms 
have already said they will seek 
certification as an SI.

Moss said: “In September 
next year the regulators are 
going to decide who will need 
to be classified as systematic 
internalisers. We are expecting a 
good number to be in this group.  
A lot of firms have already said 
they expect to be SIs, which they 
are using as a marketing exercise to 
the buy-side.”

He added: “Being an SI has 
significant requirements in terms 
of trade processing generally. They 
need to be able to offer transparent 
pricing prior to the trade and, once 
executed, they need to be able 
to publish that trade data to the 
industry.”

No-one really knows what the 
industry will look like in the weeks 
and months immediately after 
Mifid II but Moss, for one, thinks 
the change will be gradual.

He said: “I think it will be very 
different once the regulation goes 
live, I don’t expect everything to be 
working perfectly on January 3. It 
is going to take a period of time to 
settle down and there will be some 
fine-tuning by the regulators. The 
first six months at least are going 
to be about bedding down what 
has been a massive change for the 
industry.” 

SmartStream RDU gears 
up for Mifid challenge

info@smartstream-stp.com

Contact
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SmartStream’s TLM Reconcili-
ations Premium is a vanguard 
in the changing role of recon-
ciliations.

Reconciling data between internal 
systems and with external counter-
parties was historically a fairly staid 
process and therefore underfunded 
compared with other processes in the 
transaction lifecycle.

Yet the profile of reconciliations has 
changed in recent years as the sheer 
volume of data that needs to be recon-
ciled has increased exponentially.

This is partly due to regulation, as 
tough new reforms such as Europe’s 
Mifid II have dramatically increased 
the data handling and reporting re-
sponsibilities faced by trading firms.

The increasing complexity of trading 
houses linked to greater product and 
regional diversification has also led 
to a proliferation of internal systems 
and increased the need for reconcilia-
tion between these diverse sources of 
information.

The focus of reconciliation services 
has changed over time also.

Reconciliations managers and 
systems were previously preoccupied 
with resolving exceptions between 
data sources, now systems like Smart-
Stream TLM Reconciliations Premium 
are tasked with enabling managers 
to change proactively established 
processes to lower the volume of 
exceptions.

Steve Moss, solution director at 
SmartStream TLM Reconciliations 
Premium, said: “Historically reconcili-
ations vendors were focused on get-
ting reconciliations rates up but our 
focus is now on more about getting to 
a known hit rate and supplying the 
analytics necessary to deal with the 
exceptions.”

The SmartStream flagship reconcilia-
tions platform now supports sophisti-
cated analytics functionality that gives 
firms access to more information for 

process improvement. This empow-
ers firms to be more proactive in their 
approach to reconciliations whereas 
historically they would have had to 
wait for an internal report, which can 
take time.

The solution provides an integrated 
function that reduces the reliance on 
IT support, allowing for greater flex-
ibility and faster time to market.

Moss continued: “We take the 
approach that if a human can see pat-
terns in the data to reconcile excep-
tions, this can be automated. So where 
there are exceptions that are being 
consistently resolved by a human, 
that can be replicated in our technol-
ogy, enabling the reconciliation rates 
to move closer again to 100%. And 
this can be done without requiring IT 
development.”

The SmartStream technology also al-
lows firms to match exceptions based 
on different attributes such as trade 
identifiers or amounts, which will re-
duce further the number of outstand-
ing exceptions. By analysing breaks at 
the attribute level, firms can focus on 
where to improve processes or where 
the problem originates from.

SmartStream is also different to 
many of its peers in that it has a single 
version that handles all data types, 
according to Moss.

“Some reconciliation vendors 
think they need to have separate 
physical code bases for cash or assets, 
exchange-traded versus over-the-
counter, but we have a single version 
that can accommodate all reconcilia-
tions. We are a one-size-fits-all with 
many industry best practice packages 
out of the box.”

The reconciliations process looks, on 
paper at least, as a perfect test case for 
the implementation of nascent distrib-
uted ledger technologies.

Moss said: “A key part of what we 
do is working with future technolo-
gies focused on issues such as scalabil-

ity and cost of ownership. Reconcilia-
tions tends to be a sticky area but the 
clients still like us to be ready with the 
latest technologies. There are many 
more choices out there in terms of 
what customers are looking for. When 
we think about something like the 
blockchain initiatives, our clients want 
to know they have bought a solution 
that is aware of these new initiatives 
and is ready to integrate to them.”

SmartStream said it also sees an op-
portunity to partner more closely with 
other specialist technology firms to 
offer more comprehensive technology 
solutions.

Moss said: “Being a market leader 
is a great position to be in because 
we get to work with so many diverse 
organisations. Rather than fighting 
to win market share, we have firms 
coming to us because we have unpar-
alleled experience. I expect to see us 
working more and more with third 
parties where reconciliations is not 
their core strength.”

Recently SmartStream announced a 
partnership with RegTek.Solutions, a 
leader in regulatory compliance tech-
nology, to deliver a managed service 
that provides independent, turnkey 
reconciliations that directly address 
regulators’ demands for the proactive 
oversight of trade and transaction 
reporting.

Moss concluded that the future of 
the product is to use analytics to pro-
mote further process automation.

He said: “The entire experience of 
the solution has to be intuitive from 
on-boarding to daily maintenance to 
the acquisition of analytics in support 
of process change.  Therefore the ‘self 
service’ mantra is key to the design of 
all user interactions in combination 
with automation where applicable.” 

SmartStream at forefront 
of reconciliations evolution

info@smartstream-stp.com

Contact
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TRADING SYSTEM OF THE YEAR
Buy-side
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For a company just launching 
in the buyside market, 
AxeTrading’s award of 
Buyside Trading System of 

the Year stands as an impressive 
testament to its foresight - it started 
developing its fixed income EMS 
three years ago - and innovative 
approach to the fixed income market. 

The firm has grown out of its base 
of leading regional /Tier two banks 
and into the Buyside with a suite of 
products designed to capitalise on the 
rapid evolution of the fixed income 
markets since the financial crisis. 

AxeTrading was founded in 2009 
by Dinos Daborn and Ralf Henke. 
Daborn had been at Cantor when 
it launched eSpeed and subsequent 
stints at Bloomberg and Citi had 
convinced him that  the 
fixed income market was changing in 
several fundamental ways. 

“I could see in the early 2000s that 
the fixed income markets were going 
electronic and you either embraced 
that or you were left behind,” he said.  

“By 2009 it was clear that the 
structure of the market was also 
changing. Before the financial crisis 
the fixed income market was in 
the hands of a small number of 
international banks. Whether firms 
wanted US treasuries or South African 
government bonds, they could rely on 
a handful of counterparties.”  

In the wake of the crisis and the 
imposition of more stringent capital 
requirements on banks, many were 
forced to pull out of non-core, 
peripheral markets and were less able 
to warehouse risk on their balance 
sheets. 

“The buyside still wanted to trade 
peripheral market bonds, but for the 
first time had to engage with local 
banks to trade,” said Daborn.  

“These banks were therefore starting 
to get interest from international 
buyside firms but they didn’t have the 
technology or the salesforce to service 
those clients.”

AxeTrading sought to capitalise on 

the opportunity presented by this 
emerging trend and launched a fixed 
income software platform to support 
Tier two/ regional banks seeking to 
handle international business and get 
their pricing out to the global market. 

As many banks moved to an agency 
model matching buyers and sellers, 
the firm developed software for them 
to create internal order books to 
aggregate client orders in one view 
across both electronic and voice.  

An EMS for fixed income
It was from this position offering fixed 
income software to both the regional 
banks seeking to get visibility in the 
international markets and the larger 
banks that needed to aggregate orders 
that AxeTrading began its journey 
into the buyside. 

Again for Daborn, it was in response 
to a prevailing trend in the market. 

“We saw about three years ago 
that the continuing evolution of the 
market and the pressures on banks’ 
balance sheets meant that the buyside 
were increasingly the most significant 
holders of bonds,” he said. 

“At the same time there was a 
proliferation of trading venues 
including new central limit order books, 
so a buyside trader looking to execute 
trades was having to connect into many 
different platforms and make sense of 
numerous disparate data sets.”

From this technical insight, 
AxeTrading built its buyside Fixed 
Income Execution Management 
System. Designed to sit on top of the 
buyside’s Order Management System, 
the software provides buyside trading 
desks with a holistic view of the 
fixed income markets, integrating 
internal systems with multiple venues 
(OTC, exchanges, MTFs, OTFs and 
SEFs), and data sources into a single 
application to help facilitate trade 
execution. 

An EMS was a familiar concept in 
the equities markets, but is still almost 
unknown to buyside fixed income 
trading desks. 

“What we have built in its most 
simple form is an aggregator,” said 
Daborn. “All the orders come in to the 
EMS through the OMS and the EMS 
is connected to all the venues that 
buyside firm wants to be connected 
to. 

“We also pull-in all the client’s 
market data from their various 
sources including runs messages, 
axes, broker and exchange data. We 
normalise the information and display 
all the market data in one window, 
we enable clients to grade that market 
data and help identify the optimum 
trading strategy.” 

AxeTrading’s EMS is likely to be 
a key tool for buyside firms that are 
required to prove best execution post 
Mifid II. Firms will need an audit trail 
to validate their decisions on where 
to trade and access to all available 
data will be crucial to meeting the 
mandate. 

Future plans
AxeTrading has its sights set on 
exponential growth following a €2m 
investment from Mark Beeston’s 
Illuminate Financial fund. 

It opened an office in Sydney in 
October, and will soon build out the 
sales teams in Singapore and the US. 
The firm has more than doubled its 
staff in the last 12 months.

“Our focus has been, and always 
will be, pressing at the forefront of 
fixed income e-trading. In today’s 
world, firms are coming to realise the 
pitfalls of a multi-asset system, and 
are increasingly understanding they 
can pick the best system for each asset 
class. And that is what we offer for 
fixed income.” 

For more information, visit  
www.axetrading.com

AxeTrading: bringing 
the EMS to fixed income

Dinos Daborn
Director
DDaborn@AxeTrading.com

Contact
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MOST INNOVATIVE NEW CONTRACT – Equities and equity indexes
and PROP TRADERS’ EXCHANGE OF THE YEAR

The answer is that it takes 
longer than expected. 
However, a combination 
of the regulatory 

agenda and the current market 
environment finally lays the 
ground for successful real-life cases 
of futurisation. One prominent 
example are Eurex‘ Total Return 
Futures (TRF). 

Launched at the end of 2016, 
TRF on the EURO STOXX 50® 
Index support the market in 
complying with new financial 
market legislation. Under the Basel 
III capital standards, banks face 
increased capital requirements 
when entering Over-the-Counter 
(OTC) transactions. In addition, 
the regulator introduced bilateral 
margin rules on non-cleared swaps.

In combination with cost pressure 
all over the financial industry, 
these rules change the structure of 
derivatives markets by supporting 
the trend to Exchange Traded 
Derivatives (ETD). Eurex’ TRF 
offer returns analogous to Total 
Return Swaps; thus representing 
a functional replacement for these 
OTC instruments.

On 30 November 2017, Eurex 
reached an important TRF 
milestone with 500,000 traded 
contracts. In total over €19bn in 
notional value has traded and open 
interest is over 10bn.

“The introduction of our Total 
Return Futures is clearly one of my 
highlights of the last 12 months”, 
says Eurex CEO Thomas Book. 

“We estimate that over 10 percent 
of the market has already migrated 
to our listed product. This success 
shows that regulation opens up 
new potential for innovation, and 
how exchanges can support both 
the market and the regulatory 
agenda.“

The TRF contract design 
replicates the payout profile of 
the funded purchase of a cash 
equities basket representing the 
components of the underlying 
index. In line with current market 
convention, TRF trade in „spread“ 
in basis points and allow the 
implied repo rate associated 
with cash basket replication to 
be hedged and traded for the 
first time. Going forward, we can 
broaden this product structure 

towards other indices, equity 
baskets or even other asset classes.

One of the key arguments 
for ETD like TRF is their 
standardisation. Contracts that 
offset each other can be netted 
out through clearing, offer cross-
margining, and the processing 
of trades is greatly simplified. 
On top, Eurex Clearing acts as 
Central Counterparty, mitigating 
counterparty risks. “That is 
one of the reasons why market 
participants have adopted to the 
product so quickly”, Book adds.

Eurex constantly observes market 
developments and trends. “We are 
in close contact with our customers 
as well as regulators. This is key for 
our objective to meet the market’s 
needs”, says Book. “Also, it is 
important to stress that we cannot 
innovate all alone. We work closely 
with our clients. For our Total 
Return Futures, BNP as one of our 
trusted partners gave us valuable 
input and joined from launch as 
one major liquidity provider – and 
therewith an important contributor 
to this success.” 

Total Return Futures
- a real-life example for futurisation
Over the last couple of years, futurisation has been one of 
the buzzwords that market observers have debated upon. 
While it is clear that regulators want to shift parts of the 
Over the Counter (OTC) business on exchange, the reality 
looks different. The OTC market does not shrink. So, what 
happened to the large-scale replacement of swaps by futures 
that many expected to follow the global financial crisis? 

Strong growth in key new product opportunities

Achievements in 2017

•	 More	than	e9bn	notional	open	interest	and	500k	traded	contracts	within	 
11	months	from	launch,	first	exchange	to	successfully	offer	total	return	swaps

•	 More	than	10%	of	existing	OTC	open	interest	in	total	return	swaps	already	 
migrated to Eurex

Deutsche Börse Group  1 

Strong growth in key new product opportunities 

Achievements in 2017 

•  More than 9 bn€ notional open 
interest and 500k traded contracts 
within 11 months from launch, first 
exchange to successfully offer total 
return swaps 

•  More than 10% of existing OTC 
open interest in total return swaps 
already migrated to Eurex 

Traded contractsOpen Interest
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BEST NEW TECHNOLOGY PRODUCT
Regulatory reporting
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MIFID II has presented 
firms trading in 
Europe with the 
greatest set of 

technological challenges in living 
memory, forcing them to upgrade 
their entire technology stack to 
ensure compliance.

Johannes Frey-Skött, VP Apps 
Engineering at Itiviti, the leading 
European trading technology firm, 
has been working with clients on 
MIFID for years now and concluded 
that a key challenge is handling 
the additional and massive data 
requirements linked to MIFID 
compliance.

Frey-Skött told Global Investor 
Group: “Part of the challenge is 
that post-MIFID II firms will be 
consuming a huge amount more 
reference data from regulators and 
trading venues and they also need 
to store for five years all client data 
and orders, trades and quotes if you 
are classified as a high-frequency 
trader.”

Itiviti was quick to move on MIFID 
II. They picked up the Regulatory 
Technical Standards as they became 
available and made the required 
changes to its existing portfolio of 
technology products but realised 
early there was also a need for 
a standalone MIFID regulatory 
reporting tool, hence Itiviti Analyst.

Frey-Skött said: “Under 
MIFID II, firms will now have to 
populate orders with additional 
information among those, 
pertaining to investment decisions 
or the execution decisions which is 
information that these firms were 
not previously required to supply.”

He added: “To handle these 
requirements, the same firms need 
to make fundamental changes in the 
core of their products.”

There is also the thorny issue of 

Legal Entity Identifiers (LEIs), which 
every trading firm must acquire and 
provide to counterparties.

Frey-Skött said: “Firms handling 
client orders also need to manage 
the reference data for clients so 
the clients need to have a Legal 
Entity Identifier and the broker 
needs to populate these LEIs 
in their databases. That is a big 
challenge when combined with 
the requirement to maintain 
reference data for all the underlying 
instruments. There are also other 
requirements such as pre-trade and 
post-trade limits on size which are 
specific to instruments.”

The up-shot firms are facing is a 
huge regulatory reporting headache 
when it comes to sheer volumes 
of data they will be expected to 
process, Itiviti argues.

It is not only trading firms that 
are facing a huge data challenge 
however.

“We are in contact with many 
of the national regulators and I 
think there is a feeling that some 
regulators may be overwhelmed by 
the sheer volume of data they will 
receive through daily, quarterly and 
annual reports,” said Frey-Skött.

There was (at the time of writing 
at least) still some confusion over 
the direct electronic access (DEA) 
rules as drafted by the European 
Securities and Markets Authority, 
leaving some firms unclear whether 
they will be bound by the rules or 
exempt.

Frey-Skött added: “At a recent 
conference the Financial Conduct 
Authority said they think that 
quite a lot of investment firms will 
be surprised to hear that they are 
going to be classified under the 
DEA rules. There are currently 
exemptions to the rules but there are 
also exceptions to the exemptions. 

If you are trading on a Multi-
Lateral Trading Facility in your own 
membership for example, or through 
a DEA set-up you must comply with 
record keeping requirement, which 
may come as a surprise for many 
companies.”

Frey-Skött said European 
regulators should exercise 
forbearance next year, reflecting 
the scale of the challenge faced by 
regulated firms.

“It is likely we will see some kind 
of grace period though we don’t 
know how long that will be,” he 
said.

“The FCA has said it is sufficient 
if you can demonstrate that you are 
making best efforts but, at some 
point, they are going to start fining.”

MIFID II then does not go away 
as a challenge when it takes effect 
across Europe on January 3. Itiviti 
said the market structure will 
continue to evolve and this will 
need to be reflected in its various 
technology services including Itiviti 
Analyst.

Frey-Skött concluded: “Next year, 
we will be continually watching the 
market structure, with a particular 
focus on the proliferation of 
Systematic Internalisers (SIs).

“Clients are already requesting 
meetings next year so we will be 
monitoring closely the market 
structure changes and reflecting 
those in changes to the Smart Order 
Router,” he concluded. 

Trading in the post 
-MIFID II environment

Head Office
Itiviti Group AB
Kungsgatan 36
SE-103	95	Stockholm,	Sweden
Tel. +46 8 506 477 00
Email: sales@itiviti.com
www.itiviti.com

Contact
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Many of the naysayers compare the 
2017 bitcoin rise to the 1619 Tulip ma-
nia, whereas the true believers keep 
saying “forget the blasted tulips al-
ready!” With that in mind, I thought it 
would be interesting to look at some of 
the past asset bubbles and see if there is 
a comparison.

US stocks (1923-1932)

Whenever anyone thinks of the 1929 
crash they usually only think of Black 
Tuesday, the devastation it caused and 
the 12-year Great Depression. They 
tend to overlook the build-up to it and 
the massive bull-run that the stock 
market went on until October 1929.

Like many things traded on the mar-
kets, the rise of US stocks at the time 

had nothing to do with their intrinsic 
value, but with optimism. 

The Roaring Twenties brought with 
them a huge excess and decadence 
and a renewed belief in the American 
dream. Many rural Americans moved 
to the cities looking for fortune in the 
rapidly growing industrial sector and 
for the first time ordinary people could 
invest in the New York Stock Exchange. 

Hundreds of thousands of Ameri-
cans invested massively into stocks 
by borrowing money. By the time the 
crash occurred the total amount out 
on loan had reached $8.5bn an amount 
greater than the entire sum of physical 
cash in the country.

For obvious reasons the stock mar-
ket went on a bull-run with the Dow 

Jones gaining more than 20% in just 
a 4-month period. Then, on October 
29 1929 as many investors started to 
face margin calls, panic selling took 
hold and markets crashed losing $14 
billion in a single day. Following that 
day, the market did experience a few 
days of recovery but the bull mar-
ket was over. By July 8 1932 the Dow 
Jones had fallen to 41.22 reaching its 
peak back in September 1929 before 
the crash at 381.7. This huge market 
collapse had such a huge impact that 
the stock market never recovered to the 
same levels again until 1954.

Similarities to bitcoin?

When bitcoin was first introduced it 
was the tech-savvy who were buying 
it, as they understood it. The 2017 bull 
rally has been driven in many ways by 
the sudden growth of interest in bit-
coin by Joe Public. Before the 1920’s, 
market speculation had only been for 
professional traders. With increased 
optimism most Americans joined the 
trading band wagon to make their for-
tune. We are seeing it again, those who 
don’t really understand bitcoin are 
buying in on the back of hearing stories 
of people who have made millions by 
buying bitcoin early on. One of the dif-
ferences of course, is though the bitcoin 
Contracts-For-Difference (CFD) market 
is growing, the bulk of bitcoin’s rise has 
been due to people buying it physical-
ly, so margin calls will inevitably affect 

Three of the world’s 
biggest asset bubbles – 
will bitcoin be next?
As anyone who is in the industry will tell you, when it comes to online 
trading, it is always a battle between two groups of people, the bulls and the 
bears. bitcoin is no different, but both groups are so vocal in their opinions 
on whether it’s a bubble waiting to bust or an asset waiting to explode even 
higher, writes James Trescothick, senior global strategist at easyMarkets.
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the relatively small CFD market. How-
ever, like everything, bitcoin can still be 
subject to panic selling which could oc-
cur at any time.

South Sea Bubble (1719- 1722)

“The Sun never sets on the British 
Empire” as the famous saying goes 
and during the 1700’S the British were 
living in a time of prosperity. Many 
Brits found themselves with money 
to invest and looking for the ideal 
opportunity. The South Sea Compa-
ny (SCC) which had purchased the 
“rights” to trade in the South Seas was 
one such opportunity. At the time there 
were very few companies offering 
stocks and with well-known success 
stories of other trading companies like 
the East India Company, public appe-
tite for buying stocks in the SSC sky-
rocketed. The belief that trading with 
South America would bring riches ga-
lore pushed the SCC’s stock price to a 
high of £1000 a share. 

However, there was a big prob-
lem. Spain controlled the majority of 
South America which meant trading 
was nearly impossible. Along with bad 
management the South Sea Company 
share prices eventually crashed.

Thousands of individuals were in 
financial ruin; it is also said that Isaac 
Newton who had shares in SCC lost 
£20,000 or about $3 million in today’s 
value.

Similarities to the bitcoin Rally?

First, the success of bitcoin has lead 
other cryptocurrencies to also rise, 
with new initial coin offerings (ICOs) 
being launched on a weekly basis. The 
hugely successful East India Company 
made massive profits, you can see how 
some would have thought the South 
Sea Company would do the same.

The South Sea company’s undoing 
was the fact that its basic function of 
trading with South America was never 
actually going to happen due to Spain’s 
dominance in the region. Bitcoin’s 
main function is to make payments for 
anything all over the world and be the 
currency that everyone can use with-

out any interference from the banking 
community. But like Spain preventing 
the SCC, do you really think that all the 
central banks will let bitcoin take over 
without their control? The major differ-
ence of course is that bitcoin has already 
survived tough restrictions implement-
ed by the Russian and Chinese govern-
ments, but only time will tell whether it 
could take on global restrictions.

Tulip Bubble (1634-1637)

Ok, bitcoin bulls are going to hate me 
for bring this story up but hey for-
give me. Tulips were first introduced 
in Holland from Turkey at the end of 
the 1500s. The flower became a must 
have and that resulted in rising prices. 
Soon, the price of tulips was rising so 
fast, people were selling their land and 
assets just to get their hands on more 
bulbs, thinking they could sell it on for 
huge profits. Mania gripped the coun-
try, then came the speculators and tu-
lip contracts that traded on the futures 
market. Then there was a bout of profit 
taking which was quickly followed by 
panic selling. As the prices fell lower 
and lower real fear gripped the mar-
ket as people realised that they had 
given up almost everything just to buy 
a bulb. Future contracts were not hon-
oured and many people went bank-
rupt. The government tried to step-in 
but it was too late, it was over.

At the height of its price, tulip bulbs 
were selling for the value of a large 
piece of land, 10 times more of an an-
nual income of a skilled worker, after 
its collapse it cost as little as an onion.

Similarities to the bitcoin Rally?

bitcoin bulls hold your breath. Though I 
do see some parallels in what happened 
in Holland in 1622 to bitcoins amazing 
bull-run in 2017, I also see many differ-

ences. First, you could say what we are 
seeing is a bit of a bitcoin mania at the 
moment and of course we have seen a 
dramatic crash with another cryptocur-
rency this year: Ethereum fell from $319 
to 10 cents before bouncing back in June, 
which is of course similar to the collapse 
in the value of tulips back in 1622. In my 
opinion when the bitcoin bubble does fi-
nally bust, I for one cannot see it falling 
so low that it becomes worthless. Like 
the tulip mania, the real question many 
analysts are asking is what is bitcoin’s 
intrinsic value? 

Fundamentally speaking, bitcoin is 
not really affected by economic events 
or company performance but on how 
much someone is willing to pay and 
for how long the demand will continue 
to rise. Now like the tulip mania first 
started, when bulbs were being sold 
physically it was one of the leading ex-
ports for Holland. As prices rose specu-
lators jumped in and prices continued 
to skyrocket and then…. bust. Now as I 
mentioned already, bitcoin is designed 
to be used as a form of payment. Re-
cent highs have been caused by in-
vestors not looking to use it for its in-
tended purpose but for making a profit 
by speculating. Now here is where I 
see the problem. When those specula-
tors go to cash-in, they may find that 
their banks will not accept the transfer 
back. If that does happen, then like the 
tulip bubble you could see a massive 
rush for the exits and bitcoin will fall 
like a stone. However, as I have said 
I don’t believe for a second it will be-
come worthless and it is here to stay. 
Furthermore it does have a purpose. I 
feel more people will eventually use it 
for what it was designed to do, which 
should help hold its value. 

Alright, bitcoin bulls?

Fundamentally speaking, bitcoin is not 
really affected by economic events 

or company performance but on how much 
someone is willing to pay and for how long the 
demand will continue to rise 
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February 6  FOW Derivatives  
 Israel

March 7  FOW Trading   
 Amsterdam

April 11 - 12  FOW Derivatives  
 World Asia  
 NEW FORMAT  

May 3  FOW Trading   
 Dublin  NEW

May 9  Global Investor 
 Middle East Asset  
 Management  
 Forum

May 15*  Trading    
 Scandinavia:   
 Equities and   
 Derivatives

May 17  ISF South Africa  
 Masterclass

June 20*  FOW Trading   
 Chicago

July 4  ISF Asia Pacific   
 Masterclass

September 5*  Trading Brazil:    
 Equities and   
 Derivatives  NEW

September  FOW India  NEW

September 20  Trading Singapore   
 and the Asia Capital   
 Markets Awards

October 24*  Trading CEE:    
 Equities and    
 Derivatives

November 15*  Global Investor   
 MENA Asset  
 Management and   
 Trading Summit

December 4  Derivatives World   
 London & the    
 International  
 Awards  
 Gala Dinner

Events 2018

Why attend  
FOW GIG events?
• Listen to industry experts 

debate the most important 
topics of the day during our 
panel discussions

• Hear unique presentations  
from our key note speakers 

• Network with clients and 
industry peers during our 
networking breaks, lunches 
and drinks receptions

• Broker new business and 
position your company  
to thrive in this period  
of recovery

* Dates are provisional and subject to change.
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Taking the long view, 
and never looking back.
THE ARCHITECTS OF THE INDEX FUND

CME Group Center 
for Innovation 
honors Jack Bogle 
and Mac McQuown, 
recipients of the 2017  
CME Group Melamed-
Arditti Innovation Award

The CME Group Center for Innovation is pleased to present Jack Bogle and Mac McQuown with the 2017 Melamed-Arditti Innovation 
Award for their historic contributions to finance and investing. The award honors an individual or group whose innovative ideas or 
services have created significant change in the world’s markets, commerce and trade.

When they pioneered index funds in the 1970s, Bogle and McQuown sought a better way to track market performance and manage 
money long term. In the process, they revolutionized investment strategy forever. Today, index funds, a form of passive management, 
account for nearly 30% of all U.S. investments.

To learn more about the CME Group Center for Innovation, visit cmegroup.com/cfi.

Jack Bogle
Founder, Vanguard

Mac McQuown
Director and Co-founder, Dimensional
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