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EDITORIAL

This issue of Global Investor celebrates 
the achievements of two chief execu-
tives who have something in common 
– Yves Perrier and Terry Duffy have 
worked at the companies they run for a 
long time.

Perrier has been the chief executive 
of Amundi since its formation in 2010, 
having joined the French asset manag-
er’s owner Credit Agricole in 1987.

In the nine years that Perrier has been 
in charge of Amundi, the French firm 
has more than doubled its assets under 
management to €1,475bn, making it the 
largest investment manager in Europe 
and one of the top ten managers glob-
ally.

In a mixed 2018 for fund manag-
ers, Amundi managed €48.5bn of net 
inflows in the nine months to the end 
of September. Adjusted net income was 
up 11% on the previous year to €721m, 
operating expenses were down 4% to 
€1,005m and Amundi’s cost/income 
ratio was 51.2%, which was 1.9% down 
on 2017 and among the lowest ratios in 
the industry.

Terry Duffy, who joined CME Group 
in 1981, has been the chief executive 
and chairman of the exchange group 
since the start of 2017, having taken on 
at that time the CEO role as well as the 
chairmanship he has held since 2002.

Buoyed by volatility linked to geo-
political uncertainty and President 
Donald Trump’s aggressive trade policy, 
the CME has had a strong 2018.

The Merc’s revenue for the nine 
months to the end of September were 
$3.07bn, an increase of 12% on the same 
period in 2017, while net income was up 
two fifths to $1.58bn.

In May, the exchange traded 50 million 
contracts in a single day and in June, the 
CME’s agricultural segment hit all-time 
volumes highs.

Both chief executives then are reap-
ing the benefits of decades on the job, 
building an understanding of the firms 
they run and the markets in which they 
operate.

There is, of course, a flip-side to 

entrenched management that manifests 
itself in a reluctance to innovate but 
neither Perrier nor Duffy can be accused 
of that on recent performance.

Perrier and his management team 
made in October an overt commitment 
to Environmental, Social and Govern-
ance investment.

The Amundi chief executive said: 
“The explicit inclusion of ESG (environ-
mental, social and governance) factors 
will be broad-based in the management 
of all the group’s funds within three 
years.”

Perrier added: “Within three years, 
every Amundi actively managed fund 
will be required to offer an ESG perfor-
mance above their benchmark indices 
or universes’ ESG rating.”

Fund managers have been queuing 
up to pay lip-service to ESG this year 
but it is also true that no other firm has 
made such an explicit commitment to 
the adoption of ESG as that made by 
Amundi under Perrier.

Duffy, who won in December FOW 
International Awards’ chief executive 
of the year prize, is also showing no 
sign of resting on his laurels after he 
completed in November the £3.8bn 
acquisition of London-based electronic 
broker and tech firm Nex Group (for-
merly Icap).

The takeover makes sense and will 
allow CME to put Nex’s spot interest 
rates and foreign exchange markets 
alongside its own rates and FX futures 
books, creating some interesting arbi-
trage opportunities.

The devil of course is in the detail and 
one suspects that much of Duffy’s 2019 
is going to be taken up with managing 
the integration of the two businesses.

Our featured chief executives and 
most of the rest of us have big years 
ahead but, for now, all of us at Global 
Investor Group would like to wish you 
all a happy and peaceful festive break. 
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PEOPLE MOVES

ASSET MANAGEMENT:

Soros firm fined in Hong Kong 

over naked shorting

Hong Kong’s financial regulator has 
fined SFM HK Management Limited, 
a unit of Soros Fund Management, 
$1.5 million for breaking rules around 
short selling shares in a Chinese 
automobile manufacturer.

The Securities and Futures 
Commission (SFC) said on December 
6 it had fined the investment firm - a 
subsidiary of the hedge fund group 
founded by billionaire investor 
George Soros – over “naked” 
short selling of Great Wall Motor 
Company.

In September 2015, SFM’s trade 
support team booked 1.6 million 
bonus shares into SFM’s trading 
system without segregating them into 
a restricted account.

Asset managers no longer  

on back foot with risk  

& regs – KPMG

UK asset managers have improved 
their risk management and 
compliance capabilities, according to 
KPMG research.

A recent poll of 30 fund houses by 
the auditing firm found investment 
managers have upped their game 
when it comes to risk and regulation.

“In 2017, we asked whether firms 
could keep up with the volume and 
pace of regulation,” said KPMG 
partner David Yim.

“This year’s survey suggests that 
while there are still areas of concern, 
firms are no longer on the back foot, 
as they take a more rigorous and 
comprehensive approach to risk 
management.”

CUSTODY:

BNY Mellon taps JPM  

exec as head of ops

BNY Mellon has hired JP Morgan’s 
Lester Owens as senior vice-president 
and head of operations.

Owens, who is set to join BNY in 
February, will be replacing Doug Shul-
man, who left in July to head up loan 
firm OneMain Financial as president 
and chief executive.

At BNY Mellon, Owens will report to 
the bank’s CEO and chairman, Charles 
Scharf, and sit on its executive com-
mittee.

He is leaving a decade-long tenure at 
JP Morgan, where he oversaw global 
wholesale banking operations and 
investment bank client on-boarding.

Ex-Enso sales chief  

Raftery joins Broadridge

Keith Raftery, the former head of US 
sales at Enso Financial Analytics, has 
joined Broadridge.

The New York-based executive ar-
rived at the tech firm in November as 
vice president, sales for Broadridge 
Investment Management Solutions.

He had been head of US sales at 
Enso, the hedge fund data firm owned 

by Nex Group (now part of CME), 
since 2013 but left his role at the end 
of June.

Prior to Enso, Raftery was a direc-
tor in Credit Suisse’s prime brokerage 
division. He first joined Credit Suisse 
in 2002.

RBC’s Sebastien Danloy departs

Industry heavyweight Sebastien Dan-
loy has left Royal Bank of Canada’s 
custody and fund services arm, Global 
Investor can reveal.

Danloy resigned in November 
as head of continental Europe and 
offshore at RBC Investor and Treasury 
Services (I&TS) and as chief executive 
of RBC Investor Services Bank, the 
firm’s Luxembourg structure.

Global Investor understands the 
Luxembourg-based executive will be 
moving to London to take up a global 
role at HSBC Securities Services.

“We thank him for his contribu-
tions and wish him all the best for the 
future,” an RBC spokesperson said, 
confirming his departure.

Danloy joined RBC in 2011 after hav-
ing worked in investor services sales 
at Societe Generale, BNP Paribas and 
State Street.

LESTER OWENS

SEBASTIEN DANLOY

Trading Places
Asset management, securities finance, custody and 
the derivatives industry saw more senior moves in 
the winter of 2018
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PEOPLE MOVES

SECURITIES FINANCE:

Nikola Todorovic joins  

Citi in Zurich

Securities finance expert Nikola Todor-
ovic joined Citi in Zurich at the start of 
December after leaving Switzerland’s 
SIX Group in October.

His new title is director, Citi Securi-
ties Services Sales & Client Coverage, 
Switzerland.

At SIX, Todorovic held the role of 
head of sales and relationship manage-
ment, securities finance and collateral 
management. He joined SIX in 2010.

David Brand exits Morgan Stanley

David Brand has left Morgan Stanley 
after fifteen years with the firm, Global 
Investor understands.

The London-based securities finance 
executive exited the bank in November, 
according to sources.

Brand joined the firm in 2003 as a 
vice president in fixed income financ-
ing sales, covering institutional clients 
across all front end products.

In 2013, he was promoted to man-
aging director and was appointed 
as the EMEA head of sales for the 
Bank Resource Management (BRM) 
division, the unit housing securities 
lending, repo financing, listed and OTC 
derivatives collateral businesses. More 
recently, Brand was global head of sales 
for the division.

BNP hires State Street exec for 

Apac alternatives role

BNP Paribas Securities Services has 
hired an alternative fund expert to take-
up a new role in Singapore.

The French bank said in November it 
had picked Caleb Wong as its new head 

of alternative investors in Asia Pacific.
Wong arrives at the firm having 

worked for State Street’s alternative 
investment solutions unit as a manag-
ing director since 2012.

In his new role at BNP Paribas, Wong 
reports to Mostapha Tahiri, head of 
institutional investors, Asia Pacific.

DERIVATIVES:

Baml derivatives clearing  

solutions head exits

David Sellen, Bank of America Merrill 
Lynch’s (Baml) head of client solutions 
for futures, options and over-the-coun-
ter clearing for EMEA, has left the firm, 
FOW has learned. 

After four and a half years at the 
bank’s London office, Sellen has left 
Baml to pursue other interests, accord-
ing to sources.

Sellen joined Baml in May 2014, head-
ing the team which provides electronic 
trading and clearing technology to Eu-
ropean clients and working to expand 
the European electronic footprint.

Baml did not comment on the move.
Prior to Baml, Sellen spent just over 

two years at JP Morgan based in Singa-
pore, where he was an executive direc-
tor for electronic client services across 
Asia and head of the Asian futures and 
options electronic product.

Keith Todd joins Horizon board

Industry veteran Keith Todd has 
joined tech firm Horizon Software as a 

member of the advisory board as it sets 
sights on global expansion.

Todd, who is the founder and chair-
man of fintech start-up KRM22, joined 
the Paris-based electronic and algo 
trading firm as an independent advi-
sory board member. 

Prior to setting up KRM22 in October 
2017, Todd served as executive chair-
man at ION agency trading for over 
two years.

He also spent over 14 years at deriva-
tives software-as-a-service provider 
FFastFill, where he was executive chair-
man and chief executive.

CME creates cash markets and 

optimisation services arm

CME Group has established a Cash 
Markets and Optimisation Services 
division after retiring the NEX brand 
on completion of its £3.9 billion acquisi-
tion.

The new unit will be led by CME’s 
senior managing director Kendal Vro-
man, reporting to CME president Bryan 
Durkin. 

Vroman has held several roles at the 
Chicago-based exchange giant since 
joining in 2001 as a director for business 
strategy.

Former NEX Markets’ chief executive 
officer Seth Johnson will run the cash 
markets business from London, report-
ing to Vroman.

Also reporting to Vroman. Ken Pigaga 
moves from chief executive officer of 
NEX Optimisation to oversee the newly 
created optimisation unit. 

CALEB WONG

KEITH TODD KENDAL VROMAN
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ASSET MANAGEMENT:

ETFs pose less risk  
than anticipated – MAS
The Monetary Authority of Singapore 
(MAS) has found that exchange-trad-
ed funds (ETFs) pose less procyclical-
ity risk compared to other investment 
vehicles, contrary to concerns.

In a study published in its financial 
stability review, Singapore’s main 
financial regulator found that ETF 
flows show fewer indications of 
procyclicality compared to actively-
managed open-ended fund flows.

The study was carried out in 
response to questions raised by the 
Financial Stability Board (FSB) and 
Bank for International Settlements 
(BIS), given the relatively nascent 
research on potential procyclicality 
risks.

With respect to ETF trading, the 
concern is that procyclicality - invest-
ing in ways that exacerbate market 
volatility - could lead to distortions in 
the underlying market and amplifica-
tion of market stress.

Hedge fund leverage  
up by a third – Fed
Hedge fund leverage has risen by a 
third over the past two years, accord-
ing to the US Federal Reserve.

In its first-ever Financial Stability 
Report, the Fed said several indica-
tors suggest that hedge fund leverage 
has been increasing over the past two 
years.

“A comprehensive measure that in-
corporates margin loans, repurchase 
agreements (repos), and derivatives - 
but is only available with a significant 
time lag - suggests that average hedge 
fund leverage has risen by about 
one-third over the course of 2016 and 
2017,” the US central bank stated.

The global hedge fund industry 
has grown from about $500 billion in 

assets under management in 2002 to 
$3.6 trillion in 2017 and, according to 
data firm Preqin, it could reach $4.7 
trillion by 2023.

SECURITIES FINANCE:

Eurex targets netting  
across repo and derivs
Eurex Clearing is looking to expand 
its offering to allow cross-netting 
across repo and derivatives after 
extending its partnership program to 
cover repo.

The Deutsche Boerse-owned clear-
ing house introduced a partnership 
program for the repo segment, mir-
roring that of its existing initiative for 
over-the-counter (OTC) interest rate 
derivatives set to rival business at 
London-based LCH.

Although the program will not 
start until Q1 2019, Eurex said 24 
repo participants from the US, UK 
and continental Europe have already 
registered.

Lending boosts emerging  
market flows - study
The ability to short-sell and engage 
in securities lending and borrowing 
boosts trading activity and invest-
ment flows into emerging markets, 
according to the global industry 
group for exchanges.

In a report published in December, 
the World Federation of Exchanges 
(WFE) assessed factors that attract 
international portfolio investment 
into emerging market equities.

It found that the introduction of 
market structure enhancements, 
namely the ability to short-sell, and 
engage in securities lending and 
borrowing, are all associated with 
increased trading activity.

Moreover, the only market structure 
feature found to be positively associ-
ated with international investment is 

the introduction of securities lending 
and borrowing.

Moex to build out  
repo benchmark rate
The Moscow Exchange (Moex) is 
building a new recognised bench-
mark for the Ruble interest rate.

After significant development in the 
secured money market segment, with 
rising volumes in repos, Igor Marich, 
Moex managing director of money 
and derivatives markets, said the time 
is right for a new benchmark for the 
Russian Ruble.

“The rise of this money market 
segment at Moex, which have al-
ready outperformed by volumes the 
traditional RUONIA based unsecured 
overnight interbank deposits, creates 
a ground for new benchmark based 
on Repos with General Collateral 
Certificate (GCC),” he said.

CUSTODY:

SIx eyes regulatory route for 
digital exchange
Swiss bourse SIX plans to apply for 
exchange, clearing and depository 
licences for its digital asset infrastruc-
ture while looking for simpler ways 
to regulate the business, a top official 
at the firm told Global Investor.

“We are in preparation but have not 
applied,” said Valerio Roncone, head 
of product management and business 
development at SIX Securities and 
Exchanges.

“We are discussing internally if 
there’s a way to have a licence frame-
work containing all three activities.” 
SIX is also in conversations with 
Swiss regulators around its crypto 
exchange and claims it has been given 
reassurance.

Breaking stories from 
Global Investor Group
Here are some of the top stories you may have 
missed at GlobalInvestorGroup.com

VALERIO RONCONE
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Crypto-custody competition  
to “heat up” – Aite
Competition among crypto-custodi-
ans will become fiercer over the next 
year as traditional players join the 
digital asset industry, according to 
Aite Group.

“Aite Group expects to see competi-
tion heating up in 2019, with more 
incumbent players coming into the 
crypto-asset custody space. The bar 
will get higher for every solution 
provider in this market,” the research 
firm wrote in a paper published in 
December.

The report, based on interviews 
with market participants and five 
digital custody providers, predicted 
the number of financial institutions 
involved with crypto-currencies will 
continue to rise.

It also argued that regulatory clarity 
around the Securities and Exchange 
Commission’s so-called “custody 
rule” will particularly boost competi-
tion in the nascent crypto-custody 
industry.

Gazprombank to roll-out  
crypto asset service
The Swiss banking arm of Russia’s 
state-owned Gazprombank is set to 
launch a digital asset solution in mid-
2019, the firm has announced.

Swiss fintech providers Avaloq and 
Metaco said in December Gazprom-
bank (Switzerland) Ltd will imple-
ment the tool designed for buying, 
selling and transferring bitcoin and 
other virtual currencies.

The solution will combine Metaco’s 
crypto-custody technology with Av-
aloq’s banking suite.

The firms claim the platform will 
enable clients to trade crypto-curren-
cies as simply as traditional assets.

DERIVATIVES:

CFTC chair calls for  
greater certainty over Brexit
The Commodity Futures Trading 
Commission’s (CFTC) chairman has 
called for greater clarity from Euro-
pean authorities over Brexit, echoing 
similar calls by the Bank of England 
in November. 

CFTC chairman Chris Giancarlo 
welcomed recent statements by 

European authorities but said more 
assurance over Brexit equivalence is 
needed.

“Derivatives market participants 
should have greater clarity from Eu-
ropean authorities on a full range of 
issues, including when the proposed 
equivalence decision for the UK and 
recognition decision for UK central 
counterparties (CCPs) will be made,” 
Giancarlo said in statement.

Nasdaq bitcoin futures could 
“rewrite digital assets”
Investment firm VanEck and its in-
dexing arm MVIS said its partnership 
with Nasdaq for the development 
of a new bitcoin futures contract has 
the potential to rewrite digital asset 
markets.

Gabor Gurbacs, director of digital 
asset strategies at VanEck/MVIS 
confirmed there have been discus-
sions over the last 18 months about a 
bitcoin futures contract in partnership 

with US-based exchange Nasdaq.
The product still requires regula-

tory approval from the Commodity 
Futures Trading Commission. 

“The Nasdaq-VanEck/MVIS part-
nership has the potential to rewrite 
and re-orient digital asset markets 
towards a better regulated and more 
industry standard trading ecosys-
tem,” Gurbacs stated.

LSE to close equity  
derivs business
The London Stock Exchange (LSE) is 
closing its equity derivatives business 
next year as it shifts its focus to inter-
est rates market CurveGlobal.

The LSE derivatives market 
(LSEDM) will allow equity deriva-
tives contracts to trade as normal 
until mid-June next year, when it will 
close this side of the business, accord-
ing to sources

Contracts to fall away include 
single stock futures and options on 
International Orderbook Depositary 
Receipts, Norwegian shares and UK 
shares.

At present the contracts either have 
little or no open interest so it is ex-
pected to be a natural wind-down. 

www.globalinvestorgroup.com

LSE TO CLOSE EqUITY DERIVS BUSINESS

CHRIS GIANCARLO
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By Luke Jeffs

There can be little doubt who deserves 
the credit for Amundi. Yves Perrier was 
chief executive when the Paris-based 
firm was formed in January 2010 by the 
merger of Credit Agricole and Societe 
Generale’s investment arms. 

He was chief exec when the firm 
went public on Euronext in November 
2015 to become at that time the biggest 
listing in the exchange’s history. He 
oversaw the July 2017 acquisition of 
Pioneer Investments, which made 
Amundi the top European and a top 
ten global manager by assets, and he is 
still the chief executive today.

The firm’s growth in recent years has 
been impressive (see Chart 1). Amundi 
was managing just over €700bn of 
assets when it began in 2010 and now 
has more than double that number with 
€1,475bn of assets under management.

Amundi’s assets growth slowed in 
2018 but this is to be expected in what 
has been a tough year for managers.

The French firm published at the end 
of October its financial results for the 
nine months to the end of September. 
Adjusted net income was up 11% on 
the previous year to €721m, partly due 
to the inclusion of Pioneer, operating 
expenses were down 4% to €1,005m 
and its cost/income ratio was 51.2%, 
which was 1.9% down on 2017 and 
among the lowest in the industry.

Perrier told Global Investor: “In a 
more difficult environment, Amundi’s 
results over the first nine months of 
2018 are sharply up driven by robust 
business activity with €48.5bn in net 
inflows and by improved operational 
efficiency.”

Perrier continued: “The flows 
were mainly driven by medium to 
long term assets (assets excluding 
treasury product) and the international 
segment.”

Amundi’s Perrier eyes 
next opportunities

The definition of fiduciary responsibility 
is also changing, creating maximum 

return for the investors is no longer sufficient, 
it also needs to happen in a durable and 
responsible way
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Amundi has six international 
investment hubs and a presence in 
some 37 countries which gives it nice 
regional diversification. 

Perrier said: “These good 
performances reflect the strength of 
the Group’s business model, based 
on its business lines diversity (client 
segments, investment expertise and 
regions). This business model is 
further strengthened by the successful 
integration of Pioneer Investments.”

Pioneer, a US manager by birth more 
recently owned by Italy’s Unicredit, 
has boosted Amundi’s distribution 
and investment capabilities in North 
America, and enhanced its offering for 
Asian and Middle Eastern investors.

Looking ahead, the chief executive 
said: “Our primary focus remains in 
Europe and Asia. Indeed, the Eurozone 
is our natural home market, and we 
want to build-up a second domestic 
market in Asia.”

Four of Amundi’s six international 
investment hubs are in Europe (at 
least until the UK leaves the European 
Union). 

Dublin handles offshore business 
while London, Paris and Milan support 
clients in three of Europe’s top four 
economies.

Perrier continued: “We will 
consolidate our position as a reference 
partner in the retail segment through 

our savings solutions for networks 
in Europe: Unicredit in Italy, HVB 
in Germany and Bank Austria, and 
distributors in Europe and Asia for 
example. We will also accelerate our 
development in the institutional 
segment.”

Amundi’s other investment centres 
are Boston, the birthplace of Pioneer, 
and Tokyo. The Paris-based fund 
manager also has local investment 
centres in Hong Kong, Kuala Lumpur 
and Singapore as well as partnerships 
in Mumbai, Seoul and Shanghai.

Perrier said: “In Asia, joint ventures 
with large local retail banks, for 
example ABC in China and SBI in 
India, were the best way to address the 
retail market in China and India and 
they have been very successful. These 
regions are particularly dynamic as 
they benefit from the development of a 
new middle class.”

He added: “Our Asian subsidiaries, 
such as Singapore, HK, Taiwan and 
Japan, are a bridgehead to address 
other retail or institutional markets.”

Amundi then has a strong 
international distribution network 
backed up by a mix of investment 
products (see Chart 2). Some 45% of its 
assets under management is from fixed 
income strategies, 17% is from equities 
funds, 18% comes from multi-asset 
portfolios and 15% of income is from a 

line called liquidity solutions.
But Amundi is not immune to a trend 

that has dominated asset management 
in recent years, namely fee compression 
linked to the widespread adoption of 
low cost passive funds.

Perrier said: “The entire financial 
sector is being challenged by pressures 
on margins and this trend is going 
to continue due to very low interest 
rates. This can be observed on the rate 
of mortgage loans, or on the returns 
of savings. The asset management 
industry is also being challenged by the 
development of passive management.”   

The Amundi chief continued: 
“Europe is at an earlier stage than 
the US in terms of penetration rate 
of exchange-traded funds (ETFs) 
and passive management. However, 
the long term growth rates are quite 
similar between the two markets. We 
believe that passive will continue to 
grow in Europe at a higher pace than 
active management.” 

But Perrier said he is not taking 
sides in this debate however: “We 
consider that both active and passive 
management will continue to coexist 
and prosper. Amundi’s strategy is to 
offer both active and passive products, 
and to continue to propose unbiased 
advice to its clients while benefitting 
from the development of passive 
segment.”
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Chart 1: assets Under management Source: Amundi
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Perrier said the answers to the 
challenge of fee compression are 
building scale and finding new sources 
of income.

“Asset management is an industry 
of fixed costs, and consequently 
size generates benefits in terms of 
economies of scale, which can be 
reinvested to support growth and 
absorb margin pressure,” he said. 

Tough market conditions have forced 
Amundi’s clients, such as pension or 
sovereign wealth funds, to re-assess 
their relationships with the firms that 
manage their money.

Perrier said: “Clients tend to 
reduce the numbers of providers of 
asset manager services, focusing on 
a few global leaders like Amundi 

complemented by the offer of some 
specialist players.”

But there is more than one way to 
bulk-up: “Achieving critical size is one 
of the responses to declining incomes. 
That is why we do therefore expect 
some consolidation in the industry,” 
said Perrier.

He continued: “Organic growth is 
the DNA of Amundi since its creation. 
In the meantime bolt-on acquisitions 
are possible, provided that the targeted 
acquisitions can accelerate Amundi’s 
development within the following 
three dimensions: reinforce Amundi’s 
product expertise (notably real assets, 
passive/ETF); broaden distribution 
channels; and expand geographic reach 
with a focus on Europe and Asia.”

Perrier added: “In any case, we will 
keep a highly disciplined approach, 
with requirements in line with past 
acquisitions: significant value creation 
through revenue and cost synergies; 
manageable execution and integration 
risk; and return on investment above 
10% within three years.”

Another prong to Amundi’s strategy 
is product diversification, with ETFs, 
factor-based strategies and real assets 
among the priorities. Responsible 
investing (see page 14) is also 
important.

Perrier told Global Investor: “One 
of Amundi key strengths is to be one 
of the very few players if not the only 
one to offer the full scope of Smart Beta 
and Factor Investing solutions, with 
all types of implementations including 
ETF, index funds and active funds.”

He added: “We have a long 
experience with our first active Smart 
Beta strategy being launched in 2007 
and we were the first to launch a multi-
factor ETF in 2014 with Edhec Risk.”

Factor-based investing, or smart 
beta, has grown in popularity over 
recent years and is now evolving to 
include multi-factor strategies and 
fixed income factors.

Perrier said: “In today’s challenging 
environment, we believe that these 

amundi in numbers:

 6:  Investment Hubs (Boston, Dublin, London, Milan, Paris and Tokyo)

 37:  Countries where Amundi has a presence

 4,500:  Amundi Staff

 100 million:  Clients globally

 918 million: Euros of net income in 2017

 48.5bn:  Net inflows in 2018

 243bn:  Euros of assets under management from Pioneer Investments

 1,475bn:  Euros of assets under management 

Chart 2: Breakdown by underlying  
assets at september 2018 Source: Amundi

Chart 3: Breakdown by client type  
at september 2018 Source: Amundi

Fixed Income: 
e657bn / 45%

multi-assets: 
e263bn/ 18%

equities: 
e253bn/ 17%

Liquidity 
solutions: 
e228bn/ 15%

Real, alternative, 
structured assets: 
e74bn/ 5%

Institutional, Corporate 
and Insurance:  
e925bn/ 63%

Partner and  
Other networks:  
e369bn/ 25%

third Party 
Distributors: 
e181bn/ 12%
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strategies can be an appropriate answer 
for investors who want to mitigate risk 
in their portfolio for a more sustainable 
performance in the long-run.”

Factor-based strategies are resource-
intensive however. Firms like Amundi 
have to invest in the best minds to 
create these strategies and these are not 
cheap given these academics are much 
in demand.

Perrier said: “In addition to standard 
or ready-to use strategies, the Smart 
Beta and Factor Investing platform 
leverages the group’s extensive 
research capabilities to develop fully 
customised solutions matching specific 
clients’ needs.”

He continued: “Over the past 
two years, we invested extensively 
with senior hires in the portfolio 
management and research teams, as 
well as in product development and 
innovation in order to accompany our 
clients growing interest. In parallel we 
extended our academic partnership 
with the EDHEC-Risk Institute, to 
cover factor investing in bond markets. 
Amundi manages today €23bn of assets 
under management (at end September 
2018) and our ambition is to become 
the reference partner of investors in 
this field.”

Amundi has a relatively small 
allocation to real, alternative or 
structured assets. The asset manager 
has real assets worth €74bn, which is 5% 
of its total assets under management, 
according to the firm.

The manager and Preqin, the 
alternative investments expert, 
launched in June a comprehensive 
analysis of the alternative assets 
markets in Europe.

The study uses data collected 
by Preqin since 2003 to give a 
comprehensive view of the world’s 
second largest market (after North 
America) for alternative investments 
such as private equity, private debt, 
real estate, infrastructure and natural 
resources.

Pedro-Antonio Arias, global head of 
real and alternative Assets at Amundi, 
said in June: “It is no longer just 
European banks and governments 
providing funding for the real economy: 

insurance companies and pension 
schemes are also playing their part. The 
popularity of alternative investments 
among pension schemes and insurance 
companies is well understood: the 
unconventional monetary policies 
developed in response to the global 
financial crisis had a significant impact 
on all asset classes.”

The report said the European 
alternatives investment industry 
passed €1.5 trillion in late 2017 and 
comprises over 5,000 investment firms 
managing assets for 2,800 investors.

Arias continued: “Real assets are 
appealing to long-term investors for 
three reasons: they allow such investors 
to capture an illiquidity premium; they 
enhance income through a source of 
predictable returns; and they create 
diversification, as they have low 
correlation to traditional asset classes.”

Perrier then is committed to a 
strategy of regional and functional 
diversification backed up by financial 
performance targets for the period of 
2018 to 2020.

Amundi charged itself in February 
2018 with delivering total net inflows 

over the three years of €150bn (vs 
€120bn for 2016–2018) and an adjusted 
net income of more than €1.05bn 
(compared with €918m in 2017).

The asset manager also restated 
its strategic objectives: a client-
centric organisational structure, 
both global and local; a policy 
of innovation to bring to customers 
a wide range of expertises; a 
robust infrastructure particularly in IT; 
and an entrepreneurial spirit. 

Perrier has built in the past nine years 
a large, diverse asset management firm 
that rivals the world’s top investment 
firms in Europe and Asia. Amundi’s 
distribution is among the best in its 
peer group and it continues to invest 
heavily in new areas such as ETFs and 
sustainable strategies.

Pioneer has been digested in record 
time so the stage looks set for the next 
trade which will likely speak to one or 
more of Amundi’s ambitions in real 
assets, passive investments, Europe 
and Asia. Perrier has done well to get 
Amundi to where it is but his 2020 
objectives suggest there is more work 
ahead. 

Perrier: “Over the past two years, we invested extensively with senior hires 
in the portfolio management and research teams, as well as in product 
development and innovation in order to accompany our clients growing 
interest”
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By Luke Jeffs

With ETFs, the other big growth oppor-
tunity for fund managers is Environ-
mental, Social and Governance (ESG) 
investing, also known as responsible or 
sustainability investing.

Amundi was one of the first in its 
field to embrace what is now widely 
adopted, having opened its ESG depart-
ment in 2003. 

Amundi currently has €280bn in 
ESG funds but committed in October 
to its 2021 Action Plan with the aim of 
strengthening its engagement in re-
sponsible investment across four main 
lines of action:
• 100% ESG (Environmental, Social, 

Governance) issuer rating, invest-
ment management and voting poli-
cy at general meetings comprising: 
Extra-financial analysis based on 
ESG criteria to be extended to all in-
vestment strategies; and ESG perfor-
mance will systematically be taken 
into account by Amundi in its share-
holder dialogue with issuers and vot-
ing decisions at general meetings.

• To strengthen advisory activi-
ties for institutional clients to sup-
port them in their ESG strategies and 
implementing initiatives.

• To double the amounts invested in 
initiatives related to the environ-
ment and with a high social impact, 
by increasing the volume of themat-
ic funds to €20bn.

• A stronger commitment to so-
cial businesses, by increasing the 
amounts invested in the social and 
solidarity economy from €200m 
to €500m.

Yves Perrier, the chief executive of 
Amundi, told Global Investor: “At a 
time when it becomes more and more 
necessary for corporates and investors 
to assume their responsibility towards 
society, a more globalised world, we 
have come up with an ambitious three-
year action plan to strengthen our com-

mitments.”
Perrier continued: “The explicit inclu-

sion of ESG (environmental, social and 
governance) factors will be broad-based 
in the management of all the group’s 
funds within three years.”

Perrier said Amundi is the only asset 
manager to have committed to integrat-
ing ESG into all of its nearly €1.5tn of 
funds. 

A challenge with ESG, given its prev-
alence in asset management, is distin-
guishing one manager’s strategy from 
that of its rival. The key is proprietary 
research.

Perrier said: “We have our own in-
house ESG experts and ESG rating pro-
cess. Also using external information 
providers, we give 5,500 corporates ESG 
ratings on a seven-notch scale from A to 
G. The ratings are reflected in invest-
ment ratings such as Overweight and 
Underweight as well as in screening in-
vestments.”

Perrier said his firm will be holding 
his individual portfolio managers to ac-
count on their ESG performance also.

“Within three years, every Amundi 
actively managed fund will be required 
to offer an ESG performance above their 
benchmark indices or universes’ ESG 
rating. As for engagement with issuers 
also, our voting policy will systemati-
cally take into account global ESG per-
formance,” Perrier said.

The man charged with implement-
ing this strategy is Stanislas Pottier, the 
chief responsible investment officer at 
Amundi who joined the firm in May 
from Amundi’s parent company Credit 
Agricole where he had been global head 
of sustainable development since Sep-
tember 2011.

Pottier said Amundi wants to become 
the leading ESG manager: “Whether it 
is our institutional investors, retail in-
vestors or distribution partners who 
are new to ESG or who are mature and 
sharp on the issue, we want to be able to 
work with them to embrace ESG.”

He accepts many fund managers pay 

lip-service to ESG but says it is how 
firms apply ESG that sorts the men from 
the boys.

Pottier said: “We hear a lot about 
ESG integration but, by ESG integra-
tion, firms tend to mean they are mak-
ing their ESG analysis available to their 
portfolio managers (PM). We have been 
doing that for years - all of our PMs al-
ready have access to our ESG data and 
analysis.

“When we say ESG integration, what 
we mean is that we will ensure the PMs 
use the ESG data and analysis across 
every asset class and fund. We will give 
every issuer an ESG rating and require 
every fund to be better than the relevant 
benchmark on its ESG profile.”

Pottier added: “ESG is prevalent but 
we have seen no other fund manage-
ment firm that has made such funda-
mental changes to the way they conduct 
their business.”

Speaking to Global Investor less than 
two months after the ambitious 2021 
Action Plan was announced, Pottier 
said work is already underway: “We 
have given ourselves three years to 
implement and deliver on these com-
mitments. We are now in the process of 
verifying our approach and establishing 
how we tackle the ratings of every asset 
class and fund.

“We are currently engaging with the 
PMs and managers to cover what is ESG 
and what they need in terms of data 
and analysis. The PMs then are free to 
come-in underweight, overweight or to 
exclude issuers as long as they beat the 
benchmark.”

Other challenges are assessing the re-
sults of ESG investing and demonstrat-
ing these to investors.

Pottier said: “We have a proven track 
record in impact investing but the ques-
tion is how do we incorporate that into 
ESG and not only in Private Equity 
funds focused on solidarity? We want 
to deliver dynamic rather than static im-
pact analysis because institutional and 
retail investors alike want up-to-date 

Amundi commits future          to ESG
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reports on impact investing. We are ex-
perienced in analysing impact investing 
but we are still working on how we ap-
ply that across ESG more broadly.”

Part of the challenge is the definition 
of ESG is evolving quickly, which is to 
be expected given the field is no more 
than 20 years old.

Pottier said: “When we think about 
ESG, everyone has been focused on the 
E and this is legitimate given the impor-
tance of the environment and climate 
change. This is still a top priority. At the 
same time, there is an increased focus 
on the S, especially inequality, which 
has become one of the main issues in 
many economies. Social issues are key 
to economic stability but they are not 
easy to address.” 

He added: “Governance principles 
are also well established but there may 
be other governance and ethical ques-
tions that could be better integrated into 
the approach to governance.”

Pottier understands from his time at 
Amundi’s parent firm the role special-
ised green products such as bonds and 
indices can play in the E part of ESG.

He said: “The green bond market has 
grown exponentially in recent years. 
Credit Agricole is a market leader in 
green bonds and Amundi launched 
in March the world’s largest targeted 
green bond fund focused on emerging 
markets.” 

Pottier continued: “As one of the 
world’s largest passive investors, we be-
lieve that green indices also have a key 
role to play and we have targeted ESG 
investors with our MSCI ESG fund for 
example. Green indices are an interest-
ing way of introducing ESG. Impact in-
vesting for example may not be the best 
solution for everyone and I believe there 
is enough liquidity out there to support 
multiple approaches.”

In keeping with the idea that ESG is 
evolving, Amundi has committed to “a 
positive approach to ESG screening”. 

Pottier said: “Some investors tend 
to exclude whereas we may choose to 

engage with those companies. Voting 
at company Annual General Meetings 
(AGMs) is a big part of this new ESG 
approach and it is our ambition to vote 
more. We are integrating more ESG 
analysis into our voting policy and plan 
to become more vocal in our dialogue 
with issuer boards.”

An option for positively influencing 
corporate behaviour is to convince oth-
er shareholders to put pressure on the 
boards of the companies whose shares 
they own.

Pottier said: “We manage almost 
€1.5tn so corporates listen to us but 
there is some potential to align share-
holders on voting principles to affect 
positive change.”

Pottier said Amundi’s approach to 
ESG is exemplified by its stance on to-
bacco, where it tries to engage with the 

firms’ boards to exert positive influence 
rather than putting these firms on an ex-
clusion list.

“Most investors have excluded tobac-
co firms but we wanted to find another 
way between doing nothing or exclu-
sion that allows us to apply positive 
pressure,” said Pottier. 

“We rate issuers on ESG from A to G, 
with G being an exclusion but we have 
decided to cap tobacco firms’ ratings to 
E so we can apply pressure to the corpo-
rates and the PMs because we are con-
vinced tobacco firms have to change but 
we know transitions take a bit of time to 
be conducted rightly.”

ESG is currently a buzz word in as-
set management but Perrier is right 
that Amundi has differentiated itself by 
making such an emphatic commitment 
to responsible investing. 

Amundi commits future          to ESG

Pottier: “When we say esg integration, what we mean is that we will ensure 
the Pms use the esg data and analysis across every asset class and fund. We 
will give every issuer an esg rating and require every fund to be better than 
the relevant benchmark on its esg profile.”
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By Luke Jeffs

EG Capital Advisors has been manag-
ing client investments through affiliates 
since 2009 and its Emerging Markets 
Corporate High Yield strategy can be 
traced back to 2004 yet the establish-
ment of a London base and a promising 
biotech fund has EGCA looking to new 
clients.

2017 was a year of laying the foun-
dations with the establishment of EG 
Capital Advisors UK in its smart Saville 
Row office and the launch of a Life Sci-
ences fund which aims to tap increasing 
interest in Advanced Therapies firms.

The company launched in 2013 as a 
Caymen-domiciled asset manager with 
its main office in Moscow but the focus 
shifted last year, according to EGCA 
managing director and joint chief execu-
tive officer Alexander Mints.

“In 2017 we opened our London of-
fice and now have our front office, in-
vestor relations and sales force based 
here. Our main rep office in Moscow 
still supports our legal team and hosts 
our back and middle office.”

EGCA has 34 staff, most of whom 
have worked at banks or asset manag-
ers. Alexander Mints was previously 
a managing director at private equity 

house O1 Group, a portfolio manager 
at asset manager Alfa Capital and an 
economist at Russia’s SDM Bank.

Igor Mints, EGCA’s other co-founder 
who runs the Life Sciences fund and its 
fledgling private equity business, was 
previously a managing director of inter-
national investments at ICT, a Russian 
investment company, and a managing 
director of Corporate Finance and M&A 
at O1 Group.

Alexander Mints said the firm is keen 
to start working with new types of cli-
ents and feels the establishment of the 
London office will help with that move. 

He said: “We are keen to attract a 
broader set of investors to the fund and 
have been working with brokers and 
third party marketeers to this end. Un-
til now, we have largely worked with 
high-net worth, ultra high-net worth 
and family offices but we want to gener-
ate economies of scale. Some ten years 
ago, I’d have said you’d be fine with 
$100m but now you need more like 
$300m to be secure and to deliver re-
turns to shareholders.” 

Alexander Mints added: “More mon-
ey under management will also open 
the door to new ideas and a pipeline of 
new products.”

EGCA has three lines: emerging mar-
ket corporate debt; a smaller private 
equity arm; and its public equity fund 
focused on biotech firms.

The firm’s most recent innovation 
was the Caymen-based EG Life-Scienc-
es Fund 1 which launched in May 2017 
in partnership with 4BIO Capital Part-
ners, a London based investment firm 
specialising in life sciences. 

The fund invests in listed biotech 
companies developing gene and cell 
therapy technologies which are at the 
clinical testing stage. 

EGCA believes that by carefully se-
lecting companies developing innova-
tive treatments with significant com-
mercial potential, the fund can deliver 

EGCA looks ahead  
to period of growth

Igor Mints, EGCA’s co-founder: “The EG Life Sciences Fund invests in a very 

specific segment, namely advanced therapies firms listed on Nasdaq. When 

we launched the fund in May 2017, there were about 150 of these companies 

whereas now there are almost 200. I think this is one of the most under-

appreciated segments in the entire market.”
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venture capital-style returns with public 
market liquidity.

Igor Mints said: “The EG Life Sciences 
Fund invests in a very specific segment, 
namely advanced therapies firms listed 
on Nasdaq.”

And the sector is growing fast, Igor 
Mints added: “When we launched the 
fund in May 2017, there were about 150 
of these companies whereas now there 
are almost 200. I think this is one of the 
most under-appreciated segments in the 
entire market.”  

Kirill Kul, chief investment officer, 
Private and Public Equity at EG Capital 
Advisors, also works on the fund. Be-
fore EGCA, Kul was previously respon-
sible for public and private company 
research and due diligence at O1 Group, 
and held various roles at Otkritie, the 
Russian investment firm.

He said: “The EG Life Sciences Fund 
invests only in publicly-traded securi-
ties which makes them easy to enter and 
exit as they benefit from public market 
liquidity. These firms are specifically de-
signed to cure diseases, rather than slow 
them down for example and the value 
created by them tends to be linked to 
clinical milestones rather than broader 
market movements.”

Dimitri Griko, the chief investment 
officer of Fixed Income at EG Capital 
Advisors, said the emerging market cor-
porate high yield debt market is also ex-
panding, which bodes well for EGCA’s 
debt fund.

He said: “The (emerging market cor-
porate high yield debt) asset class as a 
whole looks very attractive. Some ten 
years ago there were about $200bn of 
external emerging markets high yield 
bonds outstanding whereas now the 
size is coming closer to $1tn and there 
are thousands of issues out there.”

Griko continued: “Emerging Markets 
corporate high yield credit has relative-
ly low correlation to other risky asset 
classes. Correlation to global equities for 
example is 45% whereas US High Yield 
bond’s correlation is about 60-70%.” 

Griko has 16 years’ asset management 
experience, having worked at Everest 
Asset Management, Sanno Point Capi-
tal Management and Deutsche Bank, 
where he was a senior trader on the 

New York convertibles desk.
He continued: “The asset class is 

very attractive from a risk-return per-
spective. Defaults are almost two times 
lower than in US corporate high Yield 
debt. So effectively, given that emerging 
market yields are higher, we are getting 
paid more for taking on less risk.”

The fund does not have sector or 
country biases, said Griko, “rather we 
look at fundamentals of each individual 
issuer and base our allocations on the 
number of attractive issuers within each 
country or industry”.

Based on fundamentals however, the 
fund has a relatively low exposure to 
financials.

Griko said: “The asset class structure 
is such, that about 30% of it are finan-
cials which have low transparency on 
what risks they carry on their books, 
low recovery values in case of defaults 
and are often the hardest hit in the event 
of economic downturn.  We therefore 
tend to be aggressively underweight 
financials.”

EGCA said the fund considers many 
factors before it will think about allo-
cating capital to a debt instrument and 
currently only has investments in fewer 
than 80 names, with six analysts track-
ing about 150 issuers “very closely”.

“There are many attributes that we 
consider when looking at a new name, 
including understanding our downside 
and what the recovery values would be 
and whether that recovery can be actu-
ally realised,” Griko said. “We conduct 
detailed research which includes un-
derstanding the business risks, man-
agement and the shareholders, capital 
structure, financial risks, covenants and 
much more.”

Alexander Mints is keen to grow 
EGCA’s two flagship funds, partly to 
enable further innovation.

“Looking ahead, we are looking at a 
number of fixed income opportunities 
linked to emerging market debt and we 
are not going to stray far from that.”

The EGCA joint chief added: “We are 
looking at a special situations in emerg-
ing market debt and a low volatility 
product that has the same base struc-
ture with a hedging strategy to control 
volatility.” 

Dimitri Griko, the chief investment 
officer of Fixed Income at EG 
Capital Advisors: “The asset class 

structure is such, that about 30% 

of it are financials which have low 

transparency on what risks they carry 

on their books, low recovery values 

in case of defaults and are often the 

hardest hit in the event of economic 

downturn.”

Kirill Kul, chief investment officer, 
Private and Public Equity at EG 
Capital Advisors: “The EG Life 

Sciences Fund invests only in publicly-

traded securities which makes them 

easy to enter and exit as they benefit 

from public market liquidity.”
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Industry experts 
gathered in 
Luxembourg to discuss 
the changing European 
fund market

Chair: What do you think will be 

the immediate impact of and the 

opportunities that will come from 

Brexit?

Rob Lowe: The lack of clarity 
enabling institutions to offer 
solutions to their clients and to 
their business model has been a 
frustration. If you look at a lot of 
the organisations that are affected 
by Brexit itself — whether fund 
manager related or not — there are 
only a couple of simple answers 
that they’re seeking:. whether they 
can sell their products if they’re a 
UK-based manager in, say, Germany 
and what is the tax implication of 
doing that? Once those questions 
are resolved, organisations will be in 
a position to put strategic decision 
making in place. Until a deal is 
struck, it’s wait and see.

Dusan Gladovic: I agree with the 
lack of predictability, but the legal 
framework that will follow Brexit 
is probably the biggest issue for the 
private equity and venture capital 
sectors. According to Invest Europe, 
one third of all private equity capital 
in Europe is managed by London-
based firms, so we don’t expect them 
all to relocate, but we understand 
if they are now looking into 
Luxembourg as an alternative.

Given that PE investments are 
illiquid by their nature, capital 
invested in UK funds cannot be 
exited that quickly in case those UK 
funds suddenly become non-EU 
funds. What we are seeing right now 
is that UK firms that are already 
established in Luxembourg are 
strengthening their presence. We also 
see firms that are setting up offices 
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for the first time here, to make sure 
they keep their access to European 
investors post-Brexit.

Claus	Mansfeldt: The immediate 
impact is on distribution. The key area 
that people have already prepared 
for, is to ensure they can continue to 
take on investors across borders and 
to manage their money. That’s why, in 
the private equity space, practitioners 
are making sure that they are 
compliant in Europe, as with the AIFM 
Directive. We don’t do a huge amount 
of fundraising in the UK ourselves, 
so far, but it remains a technical point 
we have to address. Otherwise, the 
impact that we have seen has been on 
deal making, so whenever we have 
an investment case involving a UK 
company we have to have a slightly 
prolonged discussion about the Brexit 
factor, what the impacts might be, 
especially on downside scenarios. 
Maybe it’s all discounted, but we have 
to just spend a lot more time on that.

Kieran	Dowling: The consistent 

message we are hearing here is one 
of uncertainty, so I will not dwell on 
that. Northern Trust instead wanted 
to create certainty for its current and 
future clients, so we established our 
Brexit programme shortly after the UK 
referendum result, with the objective 
to re-domicile our EU passporting 
bank, currently based in the UK, to 
Luxembourg.  Subject to securing the 
required regulatory permissions, we 
have a target for completion prior 
to the UK’s withdrawal from the 
EU. While our UK office will remain 
our headquarters for the EMEA-
wide business, it also reinforces how 
important Luxembourg is to Northern 
Trust. As the second-largest fund 
market globally, we see it as very 
much a growth market for us. We’ve 
certainly experienced an increase 
in alternative asset opportunities - 
specifically we’ve seen an increase 
in the UK-based managers looking 
to create new private equity vehicles 
when in the past they may not have 
considered Luxembourg. When 
reading a recent FT article, noting a 

10% increase in the Luxembourg asset 
management workforce with firms 
relocating jobs from London, there’s 
clearly a lot of opportunity for our 
industry. There are some challenges, 
too, and we’re trying to minimise 
those from a client perspective 
through our Brexit programme.

Sebastien Danloy: The European 
Commission has said the UK’s 
withdrawal would effectively void 
UCITS and AIFMD’s application 
in the country, meaning that UK 
managers would be treated as a third 
country post-withdrawal. Activities 
will become more challenging for UK 
asset managers as its becoming more 
inevitable they will lose passporting 
rights and may have to rely on NPPR, 
which may expire in the near future. 
Since the 2016 referendum result, 
we’ve seen an increase in clients 
setting up registering / employing 
Luxembourg based fund managers 
and /or the establishment of parallel 
fund structures – the latter being 
prevalent in the private capital space.

From	left	to	right:	Kieran	Dowling,	Rob	Lowe,	Claus	Mansfeldt,	Dusan	Gladovic	and	Padraig	Floyd
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Chair: What are the kinds of 

regulatory pressures that people 

will face in the coming years?

Dusan Gladovic: There is the 
implementation of the Anti-Tax 
Avoidance Directive across Europe, 
then you will have tax intermediaries 
directive. The latter rules that if you 

are a tax adviser to a firm you will 
have to report to the authority if you 
are advising on a structure that has 
been set up with the main goal of 
avoiding taxes. These new tax rules 
will be implemented over the next two 
years.

However, not all regulations are a 
threat – most regulations create costs 

related to adjustments in the short run, 
but prove to be quite beneficial in the 
long run. Think of the General Data 
Protection Regulation – we all have 
to comply with it, but we all benefit 
from it as well. Nevertheless, I would 
agree that in the sector of alternative 
investments there might be too much 
restrictions in deploying investments.

Digital transformation is a topic that 
has been very present at the level of 
portfolio companies, but which is now 
also gaining ground among private 
equity firms themselves. One of the 
trends that we have witnessed is the 
increase of first-time funds and “niche 
players” that focus on a particular 
industry or type of portfolio company. 
The market is getting crowded 
and one way or another, PE firms 
have to find a way to compete and 
differentiate themselves from each 
other.

Kieran	Dowling: The first six months 
of this year have been demanding for 
our clients and it’s impacting multiple 
stakeholders - fund managers, 
management companies, asset 
servicing firms, etc. — we’re all in the 
same boat working with either local 
industry associations or regulators to 
make sure we are guiding our clients 
through regulatory change.

Transparency and data protection 
innovations are two important 
themes for Luxembourg asset 
servicing providers as they respond 
to new regulations. In the private 
equity asset class, blockchain and 
distributed ledger technology (DLT) 
are extremely important initiatives. 
Last year, Northern Trust announced 
the first deployment of a blockchain 
solution for the private equity market. 
Through this process, we worked 
with many stakeholders - regulators, 
auditors, asset managers, general 
partners, limited partners, with the 
aim to provide a secure, transparent 
and efficient way to bring all the 
relevant parties in the value chain 
together to access a single ledger of 
information.

The key area that people have already 
prepared for, is to ensure they can 

continue to take on investors across borders 
and to manage their money. That’s why, in the 
private equity space, practitioners are making 
sure that they are compliant in Europe, as with 
the AIFM Directive.

Claus Mansfeldt
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Dusan Gladovic: I welcome that, as 
there is still an enormous amount of 
manual paper pushing and payment 
sign-off up and down organisations.

Claus	Mansfeldt: As a practitioner, 
I guess substance is key, so substance-

lite is becoming difficult. In the latest 
circular the CSSF has clarified their 
interpretations even further, where 
they are quite literally limiting the 
number of mandates you can have as 
a director, and then also a limit to how 
many AIFMs you can be a conducting 

officer of. That will impact some of the 
services operations here. There will 
be a bit of a shakeout there, and that 
is probably not a bad thing, as people 
have to know what they’re doing in 
quite some depth, and perhaps one 
cannot criticise that as an objective.

Red tape is a bit irritating and 
laborious and you wonder whether it 
really adds value to the investors, etc, 
but at the end of the day the spirit of it 
with a focus on transparency, I think, 
is creating the right sort of outcome.

Sebastien Danloy: No one in 
financial services is immune to 
the regulatory framework. Clearly 
Mifid II and GDPR are top of mind 
given they were implemented this 
year. Regulation exists to ensure the 
underlying investor / customer has 
some protection which is a good 
thing.  So any institution that has 
individuals as their end customer is 
the most affected – that’s pretty much 
all financial services companies in one 
way or another.

Chair: Blockchain promises 

much as it could revolutionise 

administration and financial 

services as part of the process 

rather than being touched by 

human hand.

Kieran	Dowling: You’re absolutely 
right, it’s removing what is quite a 
manual process to something that’s 
highly automated, where all key 
participants in the process can see 
all the information in real time, so 
extremely transparent and it creates a 
much smoother and more marketable 
product.

Rob Lowe: Automation does offer a 
huge opportunity, whether it’s DLT of 
some description or blockchain itself.  
I can see a point in time where right 
from an initial investor subscription 
- all the way through to producing 
an NAV on behalf of a fund, however 
liquid or whatever  the pricing 
frequency, significant automation 

A lot of start-ups have looked at UBO 
registers which would help all of us 

around the table today. I believe we’ll see 
some consolidation with acquisitions of 
fintechs and start-ups that support exactly 
that requirement across the industry. I don’t 
think it will be a first mover approach, but 
generally be adopted long-term.

Rob Lowe
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can be achieved One important 
consideration is to think about client 
needs. All of us are here to service 
clients, and so ultimately client needs 
should be first and foremost in our 
thinking. Indeed, if blockchain cuts 
costs and overall TERs to portfolio 

managers and that can be passed on to 
end investors, then that’s only a good 
thing.

Sebastien Danloy: Rapidly changing 
technology, increased competition 
and evolving client expectations are 

reshaping the workplace and the 
nature of our work. When it comes to 
robotics, artificial intelligence (AI), etc, 
there are different areas where these 
technologies can be applied. AI can 
be well-implemented in areas with 
simplified and repetitive tasks such 
transaction and workflow monitoring, 
processing, checking and validation of 
transactions/exceptions; coordination 
of reporting dissemination. These 
technologies prove to be more cost 
effective, help to increase efficiency 
and accuracy across the business, and 
can be applied across the different 
areas of investor servicing. Data is 
perhaps the most talked about area 
currently. It is no secret that margins 
are being squeezed on the traditional 
asset servicer, so they need to continue 
to be a valuable partner to their clients.

Claus	Mansfeldt: One of the concrete 
things here in Luxembourg is to 
set up a UBO (ultimate beneficial 
owner) type of directory. This is all 
about knowing your client (KYC) 
and anti-money laundering (AML). 
The initiative is good, so that once 
you have a safe repository where 
you have qualified yourself as an 
investor and met all the criteria and 
proved beyond doubt who you are, 
that will be done in a place rather than 
having everybody in the industry 
scrambling around for bits of paper. 
There is an interesting opportunity 
for intermediaries, or maybe even a 
government-run agency, to have a 
trustworthy central repository and 
you can get approvals within seconds. 
However, it contradicts regulation 
as an asset manager is ultimately 
responsible, so you cannot rely on it. It 
needs interplay between industry and 
regulators that it could actually add to 
the security of the AML chain.

Rob Lowe: That’s perhaps where the 
industry should welcome and support 
fintech innovation when it comes to 
automation. A lot of start-ups have 
looked at UBO registers which would 
help all of us around the table today. 

The concept of a hybrid fund is 
becoming commonplace, providing 

predictable liquidity and credit quality — 
nobody wants to be back in that place of fire 
sales of 2008. Having stable cash flow is an 
extremely important characteristic and we’re 
seeing a lot of interest from the new clients for 
these fund solutions.

Kieran Dowling
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I believe we’ll see some consolidation 
with acquisitions of fintechs and 
start-ups that support exactly that 
requirement across the industry. I 
don’t think it will be a first mover 
approach, but generally be adopted 
long-term.  This is where fintech can 

add real value long-term.

Sebastien Danloy: In the short and 
medium term, most of our clients 
are looking to ensure they remain 
competitive among their peers. Longer 
term, they are looking closely at 

technology enhancements and evaluate 
their foundational capabilities, such 
as robotics and smart workflows, or 
high-end solutions, such as machine 
learning or artificial intelligence. Many 
of them realise that they need to adapt 
to the new generation of investor 
expectations.  But that adaption 
requires resource which is why they 
will inevitably look towards asset 
servicers in helping them.

Claus	Mansfeldt: Data protection is 
also at odds with this in a way, so that 
has to be worked in, too. But, it’s not 
rocket science at the end of the day, so 
you just have to get through that and 
the data security topic as well.

Chair: What are clients are trying 

to do and how is that driving 

behaviour within the industry?

Dusan	Gladovic: What’s really 
driving differentiation between private 
equity firms for example is higher 
competition. There are more and more 
first-time funds and new teams on the 
market because of the massive growth 
of the asset class. But they don’t try 
to differentiate themselves, as far as I 
can see through digital technologies, 
but by specialising in one niche area, 
such as cleantech, and that gives them 
credibility.

Claus	Mansfeldt: We see on the 
client side a demand for better — and 
more timely — data. That then has 
encouraged market participants we 
have used, for example eFront or 
Investran, delivering better quality of 
data and transparency, which are all 
important to the clients.

Rob Lowe: I agree that we will start 
seeing niche — perhaps closed-ended 
platforms in terms of blockchain 
— whether healthcare, IT or telcos. 
Each of these will in their own way 
develop a set of systems that meet 
the requirements and we’ll see these 
mature over the next three to five 
years.

There will be general elections in 
Luxembourg in October this year, and 

nobody expects a change in the business-
mindedness of the Government. The political 
stability and legal certainty are a given. Those 
are the big advantages of Luxembourg. 

Dusan Gladovic
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Chair: How far can these assets 

grow? There’s going to be quite 

a lot of dry powder because you 

can’t invest a tsunami of cash 

overnight. How far do you see the 

development	of	private	equity,	

real	estate,	etc	particularly	with	

relation to Luxembourg?

Sebastien Danloy: I can’t say it will 
grow forever, but look at the overall 
investor behaviour over the past few 
years. The debate on passive versus 
active funds continues, but passive 
investment is certainly growing again. 
The popularity across sectors, — 
corporate, pensions, sovereigns and 
even retail — seems to be unyielding 
and this has been largely driven by 
macro-economic factors, such as the 
chase for yield and demographic 
trends like urbanisation. We’re also 
seeing more asset manager clients 
broadening their own offering and 
venturing into the alternative space 
of private capital. With the growing 
popularity, institutional investors 
in particular still require the same 
transparency they are accustomed to 
in liquid assets for investments made 
into private capital. As a consequence, 
we are seeing an increase in regulated 
structures so that they meet the 
various investment policies and 
criteria the institutional investors 
require. AIFMD being the obvious 
choice for EU fund structures.

Kieran	Dowling: Just this year alone, 
our pipeline has been extremely strong 
in Luxembourg, and we are seeing 
alternative asset classes - private 
equity, real estate, infrastructure, etc. 
- driving this growth. Roughly 60% 
of Northern Trust Luxembourg’s new 
business is coming through this asset 
class this year, so when a recent PWC 
survey anticipates alternative assets 
to grow above $21 trillion by 2025, it’s 
difficult to envisage any end in sight 
in terms of growth. Fund sponsors 
continue to craft new creative 
solutions on the back of investor 
demand. Alternative investments are 

experiencing strong demand from 
institutional investors who want 
diversity in their portfolios, to tap 
into new growth streams and to plug 
liability gaps from a DB or DC plan 
perspective. 

Claus	Mansfeldt: BlackRock has 
announced it is now going majorly 
into private assets. One of the world’s 
largest mutual fund public asset 

management companies is going 
strategically into private assets across 
the whole spectrum. The main reasons 
mentioned was not only potential 
for premium returns, but because 
the public market is shrinking. Not 
necessarily market-cap, but the 
number of stocks are shrinking, 
and that has to do with fewer IPOs, 
private-for-longer trends, and of 
course also the tendency for the public 

Regulation exists to ensure the 
underlying investor / customer has 

some protection which is a good thing.  So 
any institution that has individuals as their end 
customer is the most affected – that’s pretty 
much all financial services companies in one 
way or another.

Sebastien Danloy
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companies to do buy-backs has also 
shrunk the number of available shares 
to buy. The Norwegian oil fund has 
also got very close to finally allocating 
towards private equity, one of the 
main arguments by their managers 
was to not be missing out on a huge 
segment of the economy, e.g. in the 
technology sector. That’s why the 
private segment is increasing more 
and more, investors are accepting this 
and they’re accepting that they need 
to be in it.

Dusan Gladovic: Private equity 
firms take a long perspective and are 
able to create value for investors and 
investees. The growth of alternative 
assets is a sign of increased investor 
appetite for these assets. We see an 
increase in the variety of investors 
getting into private equity, including 

more family offices but also private 
banks offering their clients pooled 
private equity products.

I believe the increased appetite for 
real assets among investors is also a 
reflection of their ability to exert some 
influence on management decisions. 
That’s partially indicative of a new 
generation of family offices with an 
entrepreneurial track record.

Long-term returns are a big reason. A 
recent FT article analysed boom cycles 
in the stock market and explained that 
annualised returns from public equity 
have been decreasing with every boom 
cycle since the 1930s.

Rob Lowe: Luxembourg plays an 
incredibly big role in the overall 
alternatives space. Despite a lot 
of knowledge, people quite often 
bundle alternatives into a pile of 

various different asset classes that 
aren’t traditional vanilla securities 
or investment classes which can be 
a mistake. Private equity is the real 
leader over the last few years, and 
Pictet asset Services are working 
with a number of very interesting 
clients with differentiated private 
equity strategies. Across many of 
these opportunities, fintech and 
private equity are symbiotic in 
many ways. Many PE investments 
are fintech-related because they 
generally stay private for longer. 
It’s almost a virtuous circle. The 
environment we’re in leads to a need 
to be better automated and regulatory 
pressures reduce, this creates more 
capital to be used for start-ups and 
private organisations, which then 
feeds private equity opportunities. 
We’ve also had a low interest rate 
environment which obviously 
supports start-ups. 

Conversely, away from PE, long-
short hedge fund managers have 
suffered over the last decade or so, 
so again, combining alternatives 
into a big pool of manager types is a 
disingenuous. Hedge funds have the 
ability to go short, and some of those 
strategies didn’t work so well over the 
previous decade or so. It may well be 
that a decision to remain committed 
to this strategy will be vindicated very 
soon, but we’ll see.

Kieran	Dowling: The concept 
of a hybrid fund is becoming 
commonplace, providing predictable 
liquidity and credit quality — nobody 
wants to be back in that place of 
fire sales of 2008. Having stable 
cash flow is an extremely important 
characteristic and we’re seeing a lot of 
interest from the new clients for these 
fund solutions.

Chair: How well placed is 

Luxembourg to deal with that?

Rob Lowe: Luxembourg is second 
only to the US in terms of capabilities 
to support a lot of these investment The Luxembourg Roundtable was Chaired by Pádraig Floyd
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strategies and asset classes. The 
infrastructure, willingness, skill set 
and really the wherewithal to make 
Luxembourg a success has been in 
place for many years. ALFI and some 
of the other trade bodies have done a 
good job in positioning Luxembourg 
and I don’t see the Luxembourg 
providers losing out to this flow 
of business, particularly when you 
consider the opportunities related to 
Brexit.

Claus	Mansfeldt: I think safety 
in numbers is another reason and 
it’s a self-reinforcing dynamic, 
although some will go to Ireland and 
others to e.g. Amsterdam. Behind 
Luxembourg’s momentum is their 
infrastructure, where significant 
portions of the working population 
live and breathe fund management 
and fund administration at all levels. 
It’s an integral part of society and 
everybody knows this is part of 
Luxembourg’s economic DNA.

Dusan Gladovic: Luxembourg 
seized AIFMD as an opportunity 
and was successful. There will be 
general elections in Luxembourg in 
October this year, and nobody expects 
a change in the business-mindedness 
of the Government. The political 
stability and legal certainty are a 
given. Those are the big advantages 
of Luxembourg. Then there’s the 
infrastructure of service providers for 
the asset management industry, which 
is multi-lingual, with a geographic 
position in Europe offering easy access 
to other markets, and a specialistion 
in cross-border transactions. So, 
Luxembourg is here to stay.

Kieran	Dowling: We also have a 
regulator here that is very pragmatic 
to new business and working with 
new fund managers or asset servicers. 
Technology will be key so we need 
to keep up to speed. It’s extremely 
important to bring all stakeholders 
together, to get things moving in 
the same direction. Our blockchain 

deployment for private equity was a 
good example of how to achieve this 
direction. Whilst this specific launch 
was from another international finance 
centre, it is a collaboration model 
which the Luxembourg industry is 
well-placed to emulate. 

Rob	Lowe: Ultimately, investors 
really do trust Luxembourg. Whether 
that’s a retiree in the north of England 
or a young up-and-coming lawyer in 
Berlin, they recognise that the domicile 
of a Luxembourg fund is one that 
they can put a lot of faith in. Malta is 
a good example of a market that has 
struggled, as has Cyprus, to be seen 
as a reputable domicile, and that’s key 
for any success.

Chair: What will be the ongoing 

role of Luxembourg?

Claus	Mansfeldt: Apart from fund 
admin, Luxembourg can also play 
an increasing role as a meeting place 
where investors seek to go, i.e. not 
just where you seek to park your 
assets and administer your assets, but 
where you will also run some of your 
front office investment management. 
There is now more of an investor-
buzz and investment opportunities 
are being showcased increasingly 
here. It May never compete with 
London, New York, Frankfurt, etc, 
but it can still be important, and there 
is room to do more to stimulate and 
encourage investors. We are seeing an 
increasing number of large investment 

organisations as well as family offices 
setting up in Luxembourg, such 
who might otherwise typically have 
selected e.g. London or Geneva. 
Luxembourg could become one of 
Europe’s main gateway’s to China, 
which is an objective supported by the 
government.

Another point is ESG, where 
Luxembourg has an organisation 
called LuxFLAG that is trying to set 
standards, in their case via ESG-
ratings at the product level. This 
adds something to the dynamic and 
that’s very much supported by the 
government and the industry here.

Kieran	Dowling: When considering 
a new fund domicile, a fund sponsor 
or existing client will clearly consider 
Luxembourg, due to the cross-border 
distribution experience in more 
than 70 markets. The infrastructure 
in Luxembourg supported by 
legal firms, tax advisers and asset 
servicers allows us to impart the 
experience of dealing with multiple 
clients and relationships which adds 
value for guiding new entrants to 
the Luxembourg market. There are 
challenges with distribution, whether 
it’s raising assets in a competitive 
environment or understanding what 
the true cost of global distribution 
is. There’s an opportunity here for 
Luxembourg to continue adding 
value for new fund promoters who 
are considering Luxembourg as a 
jurisdiction to launch and distribute 
their funds. 
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The MENA Asset Management and 
Trading Summit, held in Dubai in 
November, tackled many of the big 
issues facing investment in the Middle 
East and North Africa region. Among 
the discussions were the effect of an 
emerging market becoming listed in a 
new indices, which was topical given 
Saudi Arabia is set to be promoted to 
MSCI’s emerging market list in the 
middle of 2019.

The inclusion in the MSCI emerging 
market list puts Saudi Arabia on par 
with China, India, Turkey, South 
Africa and Brazil, and reflects a 
financial market modernisation 
programme undertaken by the Saudi 
government.

The effect of inclusion in the higher 
profile list is not a given however. 
UAE and Qatar for were promoted 
to MSCI’s emerging market group 
in 2014 but have not seen the results 
they might have hoped for as trading 
levels in those markets have remained 
relatively subdued.

But Alain Marckus, Managing 
Director – Head of Investment 
Strategy and Investment Management, 
First Abu Dhabi Bank, was reluctant 

to draw parallels, arguing the various 
countries are all coming to the 
emerging market list from different 
places.

Marckus said Saudi is different 
partly because of its scale. Saudi 
Arabia has the largest economy in the 
region with a gross domestic product 
of about $700 billion, compared to the 
UAE’s $380bn or Qatar’s $170bn.

He said: “Saudi Arabia remains 
a bright spot in the region and the 
inclusion will ultimately be a game-
changer for the market. If we think 
about the consequences of MSCI 
inclusion, we are only beginning 
to see the initial effects. Valuations 
have already gone from eight times 
earnings to 14 times earnings so while 
emerging markets have fallen quite 
heavily, Saudi Arabia is up heavily.”

Noel El Khoury, Portfolio Manager, 
ADS Investment Solutions, was 
equally bullish, adding: “Saudi 
inclusion will be a game-changer for 
the region. We expect some $40bn of 
inflows which will amount to about 
8-9% of GDP. When we think about 
index inclusion, there is a liquidity 
premium. Theory tells us there will be 

a re-pricing of SA.”
The panel discussed how large 

would be the inflows into Saudi after 
its inclusion in the MSCI list, with 
some speculating the number could 
be as high as $50bn, comprising 
$15bn of passive and $35bn of active 
investment.

The passive money will likely come 
in two tranches, in June and December 
2019. The timing of the active money 
is less clear but the panel said it would 
likely emerge over the first year or 
two.

Marckus said the Saudi economy is 
becoming more diversified, which will 
make the market more attractive to 
international investors.

El Khoury added: “The best portfolio 
construction theory is based on 
diversification. In an economy that 
has 50% in financial services and 
real estate, there will be new sectors 
emerging after 2030 which will create 
more opportunities for diversification 
and for investors.”

He continued: “The best time to 
invest is before the country is included 
in the index so before the passive 
investors come in.”

Middle East Asset 
Managers weigh-up 
key challenges
By Luke Jeffs
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The panel said the firms that will see 
the largest inflows will be the largest 
capitalised companies, which have 
already seen their prices increase as 
much as third. Mid-caps have done 
less well but the panel felt there will 
likely be a convergence between the 
government-backed large-caps and the 
mid-sized companies over time.

Marwan Haddad, Senior Portfolio 
Manager, Emirates NBD Asset 
Management, said the potential listing 
of Aramco is subject to various factors: 
“The Saudis want to restructure the 
whole petrochemical business and 
they have realised that they will need 
more time to do that. The initial plans 
were very ambitious. This has been a 
learning curve for Saudi Arabia.”

Marckus added: “The Saudis did a 
lot of reform in the run-up to the MSCI 
debate and before the oil price crash. 
If you look at the advisers before the 
oil price crash, they probably thought 
they could get a higher valuation (for 
Aramco).”

The inflows into Saudi will likely 
boost the asset management business 
in that and neighbouring countries 
but the growth of that community has 
been slow for various reasons.

Ashish Marwah, Chief Investment 
Officer, ADS Investment Solution, told 
the conference: “If we had a greater 
diversity of asset management there 
would be less need to send money 
outside of the region. There has to be 
comfort from the regulator that we 
have as good an environment for asset 
security here as anywhere else in the 
world.”

MR Raghu, Managing Director at 
Marmore MENA Intelligence, said 
ongoing political tensions in the region 
are among the reasons growth has 
been slow.

He said: “There are geo-political 
worries and there is the emerging 
markets underperformance but 
the most important reason is fund 
structure which is heavily skewed 
towards equities.”

Raghu said asset managers in the 
MENA region need to develop a 

greater diversity of funds, with fixed 
income being the obvious opportunity.

Steve Barnett, Financial Centre 
Development Director, Financial 
Services Regulatory Authority of 
ADGM, agreed, adding: “Security 
is a factor obviously but it’s also 
about returns and regionally relevant 
assets, and we currently have limited 
availability to regionally relevant 
assets. I’m not just talking about 
equities but other assets as well.”

Barnett referred to structural 
changes, such as pensions and 
insurance reforms, as well as possible 
changes to some sovereign wealth 
fund mandates that require these 
funds to invest outside of the region.

Steve Corrin, Head of Institutional 
and Wholesale Distribution, Emirates 
NBD Asset Management, agreed 
with Barnett on the need for pension 
reform: “There are no state pension 
schemes for example so that’s a 
structural change that has to come and 
will help keep assets here.”

Barnett added: “A structural 
change is that we need high-quality 
differentiated advice here so we need 
to bring good quality bankers to 
the region. We need to increase the 
number and depth of institutional 
investors by increasing the number 
and depth of highly differentiated 
advisors that understand the local 
market.”

Marwah said: “If you look at the 
reasons why investment markets took-
off was because they made it easy for 
investors to put money to work.

“The main distribution points in the 
region are the banks. Here most banks 
deliver direct line bonds whereas in 
the UK I don’t know anyone that owns 
direct line bonds. In the Middle East, 
every RM (relationship manager) sells 
direct line bonds but they don’t sell 
mutual funds. To me, that seems a 
little unbalanced.”

Marwah concluded: “In Europe, if 
you had a 100,000 or 200,000 to invest, 
you’d get a multi-asset fund but in the 
Middle East, you’d get a direct line 
bond.”

The panel went on to discuss 
exchange-traded funds (ETFs), another 
potentially interesting product for the 
region.

Barnett said there are teething 
problems her also: “I know some 
people who have gone through the 
pain of listing ETFs. The liquidity is 
low and the synthetics aren’t there. 
We’ve created the environment where 
there would be the demand for ETFs 
we’ve just got to make it a lot easier to 
do these things.”

Raghu argued the Middle East is not 
ready for ETFs, and sees it as more 
an active investment market. “I think 
ETFs are more of a developed market 
product. Because of their relative 
inefficiency, the ability to create alpha 
in the emerging markets is high, so 
it will always be an active manager 
rather than a passive market.”

Corrin added: “The reason why 
ETFs haven’t taken off is that they are 
hard to makes scalable. International 
investors are not sold on the region 
and local investors don’t trade 
passively though it may be a different 
story in a few years’ time.”

The panel concluded by agreeing 
the future of asset management 
in the region is in the hands of its 
practitioners who could be more 
ambitious.

Marwah said: “Asset management 
has stagnated over the last few years, 
focused on the same domestic markets 
and the same products whereas I don’t 
see why this market cannot adopt the 
same (asset management) model as 
Singapore for example.”

Raghu continued: “There are 
opportunities in bond funds, with 
the sovereign and corporate bond 
issuance. There is also next to nothing 
in alternatives, in hedge funds or 
private equity so that is something 
asset managers can focus on.”

Corrin concluded: “We need to see 
a widening of the asset classes. As we 
start to broaden out, we should be able 
to get more investors to come in and 
stay with us, so more of an investing 
process than a trading process.” 
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In the past two decades, the fund management industry that 
BNY relies upon for much of its income has changed beyond 
recognition so custody firms like BNY have had to adapt to 
stay relevant.

While BNY’s clients have battled with tougher regulation 
and lower fees, the bank is undergoing its own revolution as 
its new chief executive has started to make changes to realise 
his vision for the future of the company.

Charles (Charlie to his mates) Scharf became chair of the 
BNY Mellon board of directors on January 1 2018 having 
replaced BNY lifer Gerald Hassell as chief exec in July 2017.

Scharf was formerly head of Visa where he worked with 
tech giants such as Apple and Google to turn the historic 
credit card franchise into a tech-savvy, 21st century financial 
services institution.

Speaking in October as BNY Mellon reported a small reve-
nue rise in the third quarter (see Chart 1), Scharf was candid: 
“Our results this quarter were mixed. While we continued to 
benefit from a reduction in our tax rate related to the new tax 
law in the US and from strong capital returns, our revenue 
growth was modest.”

Scharf added: “We did see reasonable growth in some of 
our businesses and remain confident that we can increase the 
rate of growth in the others.”

Pearce’s asset servicing unit saw third quarter income rise 
3% year-on-year but fall 4% on the prior quarter to $1.46bn.

The bank said in October the year-on-year performance 
reflected “higher equity market values, securities lend-
ing volumes, net interest revenue and foreign exchange 
volumes” while the quarterly drop was due to “lower net 
interest revenue, primarily driven by lower deposit balances, 
and lower foreign exchange volumes”.

Daron Pearce has been at BNY 
Mellon for 18 years in which time 
he has had risen through the ranks 
of the US banking giant to become 
its head of custody for Europe, the 
Middle East and Africa. 

By Luke Jeffs

The biggest, most complex 
asset managers and asset 

owners are shrinking the number 
of providers they work with. No-
one wants to have all their eggs 
in one basket but they’re realising 
there’s not a lot of point those 
eggs being in seven baskets, so 
why not three or four?

BNY Mellon’s 
Pearce talks trends, 
Brexit and tech
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A detail buried in the October results was that BNY 
became once again the world’s largest custodian (see Chart 
2) as its assets under custody hit $34.5tn, just above State 
Street’s $34tn.

Daron Pearce, chief executive officer of asset servicing, 
EMEA at BNY Mellon, echoed Scharf’s message when he 
said the firm is delivering “top line growth alongside careful 
management of expenses”.

Pearce said BNY has benefited as its largest clients (typi-
cally the top asset managers, asset owners or sovereign 
wealth funds) have in recent years chosen the bank for new 
mandates or to service more of their existing funds. 

He told Global Investor this is a trend on the buy-side: 
“The biggest, most complex asset managers and asset own-

ers are shrinking the number of providers they work with. 
No-one wants to have all their eggs in one basket but they’re 
realising there’s not a lot of point those eggs being in seven 
baskets, so why not three or four?”

As recently as a few years ago, asset managers wanted spe-
cialists in specific asset classes or regional markets to squeeze 
out a few extra basis points but this era has passed accord-
ing to Pearce, partly because the largest custodians like BNY 
have “raised their game over the last five years”.

The rationalisation of providers is a reaction to trends on 
the buy-side: increased regulation and fee compression.

Pearce said: “The markets have been tough and they [the 
asset managers] are spending lots on compliance with Mifid 
II, Retail Distribution Review (RDR) and Global Data Protec-

The firm is 
delivering 

top line growth 
alongside careful 
management of 
expenses

Third Quarter 2017 

Second Quarter 2018

Third Quarter 2018

0 0.5 1 1.5 2$000m

$1,420m

        $1,520m

   $1,458m

Chart 1. BNY Mellon Third Quarter Asset Servicing Revenue Source: BNY Mellon
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tion Regulation (GDPR) for example.
“If much of your discretionary spend is being used on 

those projects, your ability to invest in front office technology 
and talent becomes an issue,” said Pearce.

Going Passive
Fee compression is not new to asset management, as Pearce 
points out, but it has been cast into sharper relief over recent 
years by the mass adoption of low cost passive products such 
as exchange-traded funds (ETFs).

Pearce said: “A lot of new mandates are going into passives 
but there isn’t a great deal of money moving from long-only 
traditional mandates to passives. The growth is in ETFs and 
other passive products but it is still small in terms of absolute 
scale.”

He continued: “We are investing in it because it’s growing 
fast but the absolute value of ETFs is only around 5% of the 
total pot so we’re not saying we don’t want to service long-
only traditional asset management – that would be suicide.”

Pearce said BNY is working to retain its “bedrock” of active 
funds and compete more effectively for ETF mandates.

Commenting on fee compression more generally, Pearce 
said: “It [the fee compression] will have to find a floor and I 
think that’s where we’re heading.”

In the meantime, fee compression is forcing clients to lean 
harder on their service providers.

Pearce said: “So margins get compressed. Rather than tak-
ing all that pain themselves, they go to their service provid-
ers and say: “We need you to help us”. They don’t use that 
terminology however, they say it’s time we did an RFP to see 
who’s got the best service and price.”

The challenge for Pearce and his team is turning these 
potentially risky Request For Proposals into positives but this 
is possible, he said, by focusing the conversation on profit-
ability rather than fees.

Pearce said: “One mandate we won was when an as-
set manager came to market to refresh their technology to 
handle asset classes they were looking to invest in. We started 
a conversation around Eagle Investment (BNY’s tech arm) 
and halfway through that conversation they said: “Can you 
operate this for us?”

“So the discussion shifted from a software sale to a holistic 
outsourcing deal where we ended up taking on their middle 
office and fund accounting, and retaining the services we 
already had. The unit price of some existing services was 
compressed a little but the relationship changed immeasur-
ably.”

Brexit
Of course, the biggest immediate threat to any London-based 
business is the UK’s departure from the European Union and 
this has been dominating Pearce’s thinking over recent years.

But he believes BNY is in decent shape whatever happens: 
“We were well structured for Brexit before Brexit was thought 
of. We are a US institution with a major branch of that institu-
tion in London. We have a European bank headquartered 
in the EU27 and we have a British bank called BNY Mellon 
International Limited which services the UK and some others 
such as Middle Eastern clients.”

Pearce said a “small number of contracts” may move from 
one legal entity to another but “that’s not a major undertak-
ing”. 

He also said BNY’s European offshore funds centres have 
seen a spike in activity since the Brexit referendum “from 
UK institutions that have exported their Oeic into Europe by 
launching mirror fund ranges in Luxembourg or Dublin”.

2015

2016

2017

2018 (e)
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Chart 2. BNY Mellon Assets Under Custody Source: BNY Mellon

$28.9tn

    $29.9tn

                    $33.3tn

                          $34.5tn

“We were well structured for Brexit before Brexit was 
thought of.”
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Pearce said the bank is “planning for every scenario”, 
adding: “We’ve not moved lots of resources out of London 
or reshaped the business significantly but we are carefully 
watching the movement of client assets and activity.”

He continued: “The biggest determinant will be what kind 
of deal London gets on financial services. If there is equiva-
lence, it will feel like business as usual. If it comes down a lot 
tougher than that, I think we will see more control functions 
like compliance and oversight being built-up in Dublin and 
Luxembourg.”

Pearce said there have been no examples of financial 
firms closing down in London and moving jobs en masse 
to Europe: “But they are saying any growth will be on the 
continent and there will be a migration of key functions to 
the continent.”

BNY is keen to expand its business in the EU27 to address 
anomalies in how its European business has evolved. 

Pearce said: “The EU27 is where we need to do more. We 
need to be in more countries. We are currently on the ground 
in six EU27 countries and we plan to expand that footprint. 
There are some big economies but to penetrate the market 
and build a client franchise you need domestic capabilities.”

He continued: “The funds businesses in Lux and Dublin 
are significant and fast-growing franchises but there’s a gap 
and I’d like us to be more relevant to the Italian, French and 
Spanish markets so we’re looking at how best to do that.”

Pearce believes “France in particular is challenging”. He 
continued: “The idea of a wholly-owned US bank setting up 
in Paris and trying to build a domestic franchise, I expect 

that would be expensive and slow, so we’re looking at more 
creative ways of getting into that market. That could be an 
acquisition, a partnership or a lift-out maybe.”

Pearce added: “Italy is more open to foreign service 
provision and Spain is somewhere between the two. We 
have plans in play. I’d like to make some progress in 2019, 
certainly in one of them if not more.”

Technology
Trends in asset management and Brexit are not the only chal-
lenges facing custodians like BNY however. Technology is 
evolving rapidly and custodians are must stay at the cutting 
edge of innovation to ensure they remain competitive.

Pearce said: “One of the things we are proud of is we run 
global platforms. Everyone says they do but we actually do. 
We have a single global custody platform so every asset this 
institution looks after is in a single place.”

He continued: “It would be remiss of me not to mention 
how focused we are on resiliency and recovery. We’re invest-
ing a great deal of money in new data centres and our ability 
to recover from any kind of cyber or other kind of outage that 
might occur.”

Pearce said Scharf talks about the objective of ‘five nines’ 
which mandates that BNY’s systems must be available 
99.999% of the time. This means BNY Mellon’s technology 
can be down for no more than eight hours in an entire year. 

The data custodian
Asset management has in recent years taken more and more 
interest in the role that big data might play in understanding 
behavioural finance.

“There has been an evolution over the past three or four 
years with regards to big data. Initially asset service provid-
ers thought about how they might use that data to their 
advantage, what products and services could they build on 
the back of this amazing data? 

Pearce added: “Now, there is a realisation the data belongs 
to the asset owner or asset manager rather than the service 
provider. So our mission now isn’t so much how can we use 
the data to build products for our commercial benefit, but 
how can we enable that data to be used better by our clients. 
How can we give them better, more timely, fuller, richer 
access to their data while recognising that it’s their data not 
ours?”

Pearce said BNY is focused on giving clients the right tools 
(such as Application Programming Interfaces or APIs) to ac-
cess and better understand their own data.

“Instead of being a custodian of assets, we become a 
custodian of data. That’s how we see the direction going 
forward, from data, through decisions to ultimately, invest-
ment actions.”

Distributed Ledger Technology
Blockchain is another popular subject in the post-trade world 
populated by custodians but Pearce has a nuanced view.

He told Global Investor: “We are an active participant in 

“The biggest determinant will be what kind of deal 
London gets on financial services. If there is equivalence, 
it will feel like business as usual. If it comes down a 
lot tougher than that, I think we will see more control 
functions like compliance and oversight being built-up in 
Dublin and Luxembourg.”
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the main industry initiatives and we are an active user not of 
blockchain itself but the principles behind blockchain. Some 
of the underlying principles such as the distributed ledger 
and immutable stock record are valuable in our industry.” 

He continued: “When we became the sole clearer of US 
government debt, the Fed demanded that we become even 
more robust in terms of back-ups and one of the principles 
we applied was that of the immutable stock record. So every 
ten seconds we create a blockchain-like record of where the 
Feds positions are. So, in the event our systems went down, 
and then all our other back-ups went down, the Fed would 
have access to something no more than ten seconds out of 
date.”

Yet Pearce remains sceptical: “We’re using the concepts 
but what we’re not seeing right now is lots of blockchain 
investment or custody on blockchain. We’re involved in the 
industry initiatives and looking at crypto-currencies but it’s 
all a bit theoretical still.” 

Roman Regelman, head of BNY Mellon Digital, said the 
bank is looking at crypto funds but there are outstanding 
concerns: “We are engaged in dialogue internally and with 
our clients on cryptocurrency. However, the regulatory 
framework is unclear and there are many risks, including 
potential Anti-Money Laundering/Know Your Client lapses, 
cybersecurity, technological implementation, the capital 
needed to support market-making and servicing, and general 
and legal liabilities.”

Regelman added: “As a trusted party, we are willing to 
support client demand for the asset class, as we have for asset 

classes throughout our 234 year old history, though currently 
tangible demand from institutional investors is limited.”

Talent
Financial firms (and others) have in recent years started to 
think more carefully about their inclusiveness by launching 
diversity and mentoring schemes.

These should make banks more attractive to a wider range 
of candidates though Pearce does not buy the idea that finan-
cial firms lost their lustre in the financial crisis of 2008.

“Google and Facebook are big pulls for top talent but I still 
think financial services is up there,” said Pearce. “It may have 
slipped from number one in the eyes of some but the City 
is still attractive to a lot of top class University graduates. 
We don’t have any trouble filling our lists of new hires and 
internships.”

Scharf has also shown himself keen to shake-up the estab-
lishment with fresh blood. He has hired in recent months a 
new chief of wealth management, a CEO of treasury services, 
a head of digital, a head of strategy, a head of asset servicing 
for the Americas and a chief technology officer. 

The BNY chief said in October: “We are moving ahead with 
sense of urgency to improve our growth trajectory. Bringing 
in new talent to complement the great expertise we already 
have is critical.”

Pearce has been with BNY Mellon 18 years but, with a new 
tech-savvy chief onboard, Brexit and secular changes to fund 
management, the next two or three could be among his most 
interesting. 

One of 
the things 

we are proud 
of is we run 
global platforms. 
Everyone says 
they do but we 
actually do
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The collateral industry might have 
hoped for a period of calm after a 
decade of tumultuous change. But as 
delegates to the 17th annual Euroclear 
Collateral Conference in Brussels in 
November heard, it remains as dynam-
ic as ever. The drivers of change are all 
around, but four key themes emerged 
from the two day event, attended by 
over 600 delegates.

Future market conditions and their 
impact on bank capital, was a key 
underlying topic of discussion. The 
impact of new regulations in 2019 and 
2020 was a cause for concern. The risks 
that were creeping into the system were 
noted, particularly by those with the 
widest viewpoints. And the potential 
of new technology and platforms to 
radically alter the industry were also 
discussed widely.

The conference panels highlighted 
the many solutions Euroclear has in 
place or is developing in collaboration 
with the market.  Having access to the 
biggest network, with the broadest 
liquidity, the latest technology and the 
lowest risks always makes sense.

Bank Capital Efficiency
Speakers from some of the world’s larg-
est banking institutions confirmed that, 
contrary to what has been seen before, 
banks now have far greater balance 
sheet capacity.

They also stressed that this may be 
due to artificial liquidity levels and that 
capital efficiency remains a concern.

Meanwhile the cost of capital, while 
currently low, is nevertheless increasing.

At the same time, banks are judged 
by their shareholders and their senior 
management by how efficiently they 
can make returns.

This means that there is great pressure 
on the industry as a whole to use col-
lateral wisely and to make all ancillary 
business lines, such as custody, securi-
ties lending and settlement services, as 
efficient as possible.

New Regulations
The successive waves of regulations 
that have washed over the industry 
show no signs of abating.

The enormous operational effort that 
will be needed to comply with Securi-
ties Financing Transactions Regulation 
(SFTR) in Q2 2020 was cited by many 
speakers.

Phases 4 and 5 of the Uncleared Mar-
gin Rules (UMR) are due to come into 
force in 2019 and 2020.

They will have a huge impact on a 
vast number of asset managers – an 
impact that might not yet be fully 
understood by those firms.

The implementation of CSDR is also 
a cause for concern, with features such 
as fines and mandatory buy-ins, being 
cited as a potential headache.

Market Harmonisation
Harmonisation of the processes and 
standards used across European 
markets remains the ultimate goal for 
collateral management practitioners.

But the truth is that the market needs 
short-term solutions to improve col-
lateral mobility before it starts moving 
towards a more distant collateral union.

Many of the solutions that do exist are 
struggling to gain traction.

A prime example is T2S, which offers 
tremendous opportunities to standard-
ise and boost efficiency but is barely 
understood by the market - many firms 

are only now starting to take more 
detailed look at potential benefits.

If harmonisation is the ultimate goal, 
then the market will need to learn how 
to adopt new developments in a faster 
way.

As one speaker noted, one of the hur-
dles that is currently preventing greater 
take up and implementation of initia-
tives is the lack of alignment between 
various legislative texts, resulting in 
friction and ambiguity.

Risks
The day before the conference, the UK 
and the EU announced that they had 
signed a draft agreement on Brexit.

As one speaker noted, if the UK does 
crash out of the EU without a deal, the 
amount of re-documentation required 
to keep everything moving could over-
whelm the industry.

Reassuringly, Euroclear speakers were 
able to confirm that, like many of its 
clients, the financial market infrastruc-
ture has assumed a worst case scenario 
is prepared for the massive potential 
volumes.

Another risk that was noted by distin-
guished speakers from outside of the 
clearing and settlement industry was 
the concentration risk that is amass-
ing as clearing houses grow larger and 
larger.

The lack of a resolution process if one 
of these clearing houses were to fail, 
was mentioned a number of times.

New Technology
The greatest optimism came from 
the technology experts, be they the 
developers of new platforms, or senior 
figures within the securities industry. 
Many delegates discussed the power 
of technology to significantly solve the 
problems of bank capital efficiency, 
regulatory overload, market transpar-
ency and even market and liquidity 
risks. 

Euroclear 2018 conference 
flags-up four big themes
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The CSDR mandatory buy-in frame-
work has been high on ICMA’s list of 
market-impacting priorities for a num-
ber of years and is likely to remain so 
leading up to the September 2020 “go 
live” date. Not only will the industry 
need to undertake extensive work to 
prepare for the implementation of man-
datory buy-ins, it would appear that 
general awareness is another challenge, 
particularly among buy-sides. We 
suggest five reasons why the buy-side 
should care about mandatory buy-ins.

1) You will have to buy in your 
failing counterparties – whether 
you want to or not.
The regulation will require that in the 
event of an in-scope settlements fail, 
after four business days for liquid 
equities and seven business days for 
all other securities (including bonds), 
the purchasing entity must initiate a 
buy-in process against the failing seller. 
This is regardless of whether they want 
to or not, or even whether it makes 

economic sense to do so. Buy-ing-in 
will be a legal obligation. Following 
four or seven days after the intended 
settlement date (called the “extension 
period”), the purchasing entity then 
has four (for liquid equities) or seven 
(for everything else) days in which to 
notify the failing entity, appoint a buy--
in agent, and complete (i.e. execute and 
settle) the buy-in. There is no discre-
tion as to when the buy-in process is 
started, nor as to when it is completed. 
In other words, buy-ing-in your failing 
counterparty is a legal requirement and 
not a right.

2) In the case of a fail, you 
may find your purchase being 
cancelled.
The regulation is also quite prescriptive 
on what should happen in the case that 
a buy-in is unsuccessful. If the buy-in 
cannot be completed, the purchasing 
entity has a choice: have one more 
attempt at the buy-in (again subject to 
the four- or seven-day time horizon to 

complete the process) or go to “cash 
compensation” (noting that cash com-
pensation is the default option). Should 
a second attempt at the buy-in also 
prove fruitless, then cash compensation 
becomes automatic. In the case of cash 
compensation, the original transaction 
is cancelled, and a payment is made 
by the selling entity to the purchasing 
entity based on a cash compensation 
reference price. This reference price can 
be determined by: the previous day’s 
closing price on the most liquid or 
relevant market for the underlying se-
curity; the previous day’s closing price 
on the trading venue with the most 
volume in the underlying security; or 
by a pre-agreed methodology.

Of course, regardless of how the 
cash compensation reference price is 
determined, the purchasing entity still 
does not get their securities. Not only 
could this mean having to replace the 
original transaction - either by attempt-
ing to repurchase the securities or by 
buy-ing similar securities - it may also 
mean having to unwind any contingent 
transactions, such as swaps, foreign 
exchange, CDS, or a short-sale.

3) You may struggle to find offers.
The regulation is a major problem for 
market-makers and liquidity providers 
that rely on the ability to show offers 
in securities that they do not own. In 
the event that they are not able to cover 
any sale, either outright or through 
the repo market, the relatively short 
time span in which to deliver securities 
significantly increases the probability of 
facing a buy-in. As buy-ins are gener-
ally executed for guaranteed delivery, 
this means that the buy-in price is 
invariably higher than the prevail-

Mandatory buy-ins:  
Five reasons why the  
buy-side should care
By Andy Hill, senior director at ICMA
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ing market price, and this difference 
(effectively the “buy-in premium”) is a 
cost to the bought-in entity. However, 
the CSDR buy-in framework contains 
the potential for even further risks and 
costs to liquidity providers.

In a conventional buy-in, the differ-
ence between the original transaction 
price and the buy-in price is settled 
between the selling and purchasing 
parties, and can go in either direction, 
depending on whether the buy-in price 
is higher or lower than the original 
trade price. This ensures that the 
purchasing party is able to obtain their 
securities via the buy-in without incur-
ring any additional costs, but it also 
means that they do not enjoy any ad-
ditional economic benefits from being 
failed-to. The failing seller, meanwhile, 
will effectively incur any associated 
costs of the buy-in, mainly in the form 
of any buy-in premia.

Unfortunately, the drafters of the 
“Level 1” regulation seemed to confuse 
the direction of the payment of the 
buy-in differential. Since this error 
was passed into law, it could not be 
changed, and so it was left to the “Level 
2” regulatory technical standards (RTS) 
to correct it. Within the constraints of 
the Level 1 text it was possible to affirm 
the correct direction for the payment in 
the event that the buy-in price is higher 
than the original transaction price (ie 
from the seller to the purchaser), but 
not in the event that it is lower. In this 
case the differential is “deemed paid”. 
The upshot of this inadvertent asym-
metry is that selling securities becomes 
akin to the simultaneous writing of an 
at-the-money put option that becomes 
active in the event of a buy-in. If the 
buy-in price is lower than the original 
trade price, the trade is cancelled and 
there are no payments, meaning that 
the seller incurs a loss equivalent to 
the differential (as well as the buy-in 
premia), while the buyer enjoys a wind-
fall profit. The wider the difference, the 
greater the cost to the seller, and the 
bigger the windfall for the buyer.

Market-makers and liquidity provid-
ers will need to manage and price 
for this additional risk created by the 
asymmetry, meaning that where there 

is a risk of a sale failing, the offer price 
will need to be adjusted higher. The 
greater the risk of the fail, the bigger 
the adjustment and, in some cases, it 
may just make more sense not to offer 
securities unless they are held in inven-
tory. This is borne out in ICMA’s 2015 
impact study of mandatory buy-ins for 
fixed income markets, that suggests 
that bid-ask spreads for even the most 
liquid bonds will widen significantly. 
Meanwhile, further down the credit 
and liquidity curves, it will become 
much harder to find offers.

4) Being located outside  
of the EU does not make  
you out of scope.
While CSDR is EU regulation, the 
buy-in regime applies at the CSD level, 
not at the trading entity level. In other 
words, transactions intended to settle 
on an EU/EEA regulated (I)CSD will be 
in scope, and the regulation provides 
that CSDs, CCPs, trading venues, and 
CSD participants (ie settlement agents) 
have in place contractual agreements to 
ensure that all parties in the settlement 
chain are in scope; regardless of their 
domicile or jurisdiction. You might be 
in New York or Hong Kong, but if your 
counterparty fails to deliver securities 
on an (I)CSD, you are going to have to 
buy them in.

5) You could be bought in yourself 
– even though it’s not your fault.
As explained, selling securities that you 
do not hold in inventory will become 
far riskier under the new buy-in re-
gime, particularly due to the payment 
asymmetry. However, selling securities 
you do hold also comes with a risk. 
For instance, it may be that you have 
loaned out your position on repo, with 
a view to recalling them in the case of a 
sale. But what if your securities do not 
come back in time (say, the repo recall 

fails), causing your sale to fail? You 
could find yourself getting bought-in. 
Some securities financing transactions 
(SFTs) are in scope of the regulation, 
but only those termed for 30 business-
days or longer. Short-date (and presum-
ably “open”) SFTs are not in-scope. In 
the event of a failing SFT recall leading 
to a mandatory buy-in against a failing 
cash sale, there may be scope to pass-on 
any buy-in costs through the existing 
contractual repo or lending agreement 
“close-out” provisions. However, these 
do not cover consequential losses, such 
as those that could arise as a result of 
the CSDR asymmetry.

What is ICMA doing about it?
ICMA has long advocated that the 
CSDR buy-in regime is ill conceived 
and that there are far better regulatory 
and market-led initiatives that could 
be effective in improving settlement 
efficiency, such as cash penalties (as 
well as pointing out that contractual, 
discretionary buy-in frameworks, 
such as the ICMA Buy-in Rules, have 
successfully been relied upon by OTC 
markets for more than four decades). 
However, the RTS were finally passed 
into law in September 2018, and it 
would seem that the regime will come 
into force in September 2020. Accord-
ingly, ICMA is now focused on both 
raising awareness and supporting 
implementation. The ICMA Buy-in 
Rules are expected to play an im-
portant role in facilitating regulatory 
implementation and providing market 
best practice for buy-ins in the interna-
tional non-cleared bond markets. For 
instance, ICMA is in discussion with 
the authorities about the possibility 
of using the ICMA Buy-in Rules as a 
contractual means to correct the regu-
latory asymmetry, which is a major 
source of increased risk for both sellers 
and lenders of securities. 

The ICMA Buy-in Rules are expected 
to play an important role in facilitating 

regulatory implementation and providing market 
best practice for buy-ins in the international 
non-cleared bond markets 
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Securities lending enables invest-
ment managers to generate additional 
sources of alpha. As such, it is an inte-
gral aspect of fund management and 
has become a mainstream investment 
management activity. In March 2018 
for example, in excess of $20.2 trillion 
of assets were available for lending 
globally; on an average day $2.6 trillion 
of assets were on loan. By increasing 
liquidity, securities lending not only 
facilitates transactions, but also helps 
mitigate price volatility and reduce 
transaction costs. 

A commoditised  

and uniform product

All participants in the securitised lend-
ing market rely on the same Global 
Master Securities Lending Agreement, 
tri-party or bi-lateral agent structures 
and adhere to the market practices 
established by the International Securi-
ties Lending Association. But the risks 
which came to light in 2008, have 
persuaded beneficial owners to apply a 
greater degree of diligence to potential 
transactions.

Establishing a new  

and improved model

Despite advances over the last decade, 
there are still considerable inefficiencies 
within traditional securities lend-
ing. For example, the class action suit 
brought by a group of pension funds 
in the US against Goldman Sachs is 
indicative of the flaws in securities 
lending. And aspects of the activity 
can be nothing short of cumbersome. 
Over and above the borrower and the 
lender, the traditional securities lending 

arrangement involves a host of other 
parties. There is an agency member, 
who basically aggregates positions 
from other agency members, prime 
brokers who arrange deals with the 
agency members. And, to make things 
more opaque, it is not clear for partici-
pants the true prices struck by any of 
the parties.

When analysing the pros and cons 
of the traditional securities lending 
market for its participants, it is sensible 
to take those well-established and 
equitable trading principles and apply 
them to the borrowing and lending 
of digital assets. Automated matching, 
loan maintenance and servicing (e.g. 
real-time collateral management), and 
settlement of shorts should mirror that 
of conventional markets. Improve-
ments to the model would significantly 
improve the experience of market par-
ticipants; these include added features 
such as directly matching borrowers 
and lenders and the addition of an 
order book that provides a completely 
transparent ledger of open borrowing 
and lending requests on the platform.

The winds of change

Despite the events of 2008, securities 
lending continues to deliver for partici-
pants and contributes to the efficient 
functioning of the capital markets. Few, 
if any, investment vehicles—even those 
in the most transparent of markets—
could make that claim. However, the 
profound regulatory changes in the 
European securities lending market 
leave firms with no alternative other 

than to review, reassess and streamline 
their operations. 

Technology changes everything

It’s not just regulation that is forcing 
securities lending players to re-examine 
their practices—technology is also 
reshaping the industry. The largest of 
financial institutions, such as global 
investment banks are investing in 
technologies that encompass machine 
learning, artificial intelligence and 
blockchain. For reasons of technology, 
as well as regulatory necessity, the 
securities lending market will at some 
point begin to exhibit features com-
mon to other markets: spreads will be 
tighter, transparency will increase, and 
products will become more commod-
itised. The straight-through, front-to-
back office processing provided by 
electronic platforms not only improves 
efficiency it also eliminates, or sub-
stantially reduces, human interaction. 
Digital trading also increases volumes 
and revenues. And as the technology 
gets smarter, the lending process, at 
both agent and beneficial owner level, 
will be further refined.

Lendingblock: the securities lend-

ing exchange for digital assets

Lending through a digital asset ex-
change results in a securities lending 
arrangement which is both leaner, 
completely transparent and far easier to 
understand. All parties in the arrange-
ment, of which there are only three, can 
see the price that each participant has 
secured. Over and above transparency, 
transacting in crypto should, generally 
speaking, be. And thanks to the high 
degree of automation, deals will be 
friction-free.

To better match the needs of partici-
pants and more adequately reflect the 
digital age we live in, the opportunity 
to reinvent the traditional securities 
lending model could not be clearer. 

Securities lending reinvented – a new 
model for the digital asset economy
By Steve Swain,  
Co-founder & CEO 
of Lendingblock, the 
securities lending 
exchange for digital assets.
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Chair: What does the data tell 

us about the changing size of 

the Nordic lending pool and how 

much it is being used?

Wilson: 2016 was a banner year 
for Nordic securities driven by a 
number of particularly deep equity 
specials including Fingerprint Cards 
in Sweden, Seadrill in Norway and 
Flsmidth here in Denmark. 

Based on this, 2017 revenue was 
always going to be lower than 2016, 
but so far 2018 has been pretty good, 
with gross revenues up about 5% to 
$275m. Significantly, the lendable 
base is up 27% versus 2016. Global 
investors are committing more 
securities to Nordic lending markets, 
and even after factoring out rises in 

Roundtable: Nordic  Securities Finance
Market participants met in Copenhagen in September for the  2018 Nordic Securities Finance Roundtable.
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Roundtable: Nordic  Securities Finance
Market participants met in Copenhagen in September for the  2018 Nordic Securities Finance Roundtable.

equity valuations, available shares 
are up 20%. On-Loan balances are up 
23% versus 2017. Utilisation has been 
strong across all asset classes – up 
around 14%. The number of global 
funds that are lending in the region is 
up 5%.

For equities, lendable values are 
up 33% versus 2016 (without rises in 
equity markets this is up 17%) and 
up 14% versus 2017. Interestingly, on 
the fixed income side, the lendable 
base shrunk by 10% versus 2016. 
However, the total value of fixed 
income securities on loan is up 70%, 
with revenues dominated by Swedish 
government bonds.

Bromiley-Carmen: I wonder 
whether the supply on the fixed 

income side has decreased because 
beneficial owners now have to pledge 
these assets as margin for collateral 
transformation. 

There is a huge demand for this: at 
BNYM we are constantly asked for 
clients to commit to term either with 
full right of substitution or on hard 
term. In addition, we are starting to 
see the first wave of demand related 
to initial margin, which is going to get 

bigger and bigger. People are starting 
to think whether or not to use assets 
for margin, which previously they 
may have lent. 

The other trend we’re seeing in 
Europe related to this is around checks 
that the collateral that you take fits 
in with your investment ethics. This 
trend, which is considered a feature of 
the Scandinavian and Dutch models, is 
now become wider practice in the UK. 

From	left	to	right:	Per	Strömberg,	Tobias	Bjorklund,	Clare	Bromiley-Carmen,	Hugo	Cox,	Paul	Wilson,	

2017 revenue was always going to be 
lower than 2016, but so far 2018 has 

been pretty good, with gross revenues up 
about 5% to $275m.

Paul Wilson
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Wilson: Just to wrap up, the year-to-
date (YTD) total revenue from Sweden 
is broadly the same as Denmark, 
Norway and Finland combined. 
Revenue in Denmark YTD is up 15%, 
Finland up 28%, Norway up 13%, 
whilst Sweden is down 1%. Focusing 
on Nordic domiciled funds there 
has been a 20% increase in lending 
in the last two years. The number 
of Nordic funds participating in 
term trades in Nordic securities has 
fallen dramatically, such that there 
was virtually no activity this year in 
any asset class. The volume of term 

loans across all borrowers for Nordic 
securities in any term structure 
globally has increased by 50% over the 
last two years.

In terms of newsworthy names, 
Danske Bank is quite interesting 
where the short interest in this stock 
is 0.36% of the free float. To put 
this in perspective, the equivalent 
short interest on top tier Danish 
equities is, on average, 2.58%. For the 
most widely shorted Danish stock, 
Flsmidth, it is roughly 7% of the float. 
Consider too, Danske Bank’s peer 
group: for Nordea, short interest is 

2.1% of float, Swedbank is 1.89%, and 
DNB is 0.71%. So, while short selling 
often gets the blame for declines in 
share prices, there is no evidence to 
support that in the case of Danske 
Bank.

Chair: Are funds showing greater 

willingness to lend out their 

securities?

Bjorklund:	Shorting has always 
been a word with some negative 
associations. Obviously, the media 
coverage with regards both to 
distressed companies and to larger 
ones such as H&M doesn’t help. A 
lot of fund managers are obliged to 
own these securities since they are 
trackers, making them reluctant to be 
part of lending pools: they don’t want 
to facilitate any down pressure on the 
share price.

Bromiley-Carmen: Sometimes this 
is driven by corporate governance 
considerations – funds not wanting 
to account to their board that they 
are doing this, from a PR perspective. 
We see this some pension funds: 
they simply don’t want to have that 
perceived difficult conversation with 
their trustees.

Bjorklund: We’re all part of the same 
industry. We have had the talks with 
the clients and we believe that is 
positive for markets: it makes price 
discovery more exact and precise. In 
some cases, managers might buy into 
these arguments but they still just 
don’t want to participate – as Clare 
says, they feel they can’t justify this to 
their trustees so they would rather opt 
out. In the Nordics these choices have 
a bigger impact on the market since 
the total pool of assets is smaller.

Strömberg: In the Nordics I would 
say that we are more conservative. 
People don’t want to lend their 
assets if there is a chance that the 
market price will drop. However, 
the index funds are more willing 

Just to wrap up, the year-to-date (YTD) 
total revenue from Sweden is broadly 

the same as Denmark, Norway and Finland 
combined.

Paul Wilson



We know the Nordic securities 
finance market 
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to lend their assets in order to help 
track their benchmark. I think more 
and more see that this is necessary: 
with the management fee decreasing 
all the time they need to get revenue 
from somewhere. Those few extra 
basis points might be the difference 
between tracking the benchmark and 
not tracking it.

Chair: What factors might 

accelerate beneficial owners’ 

engagement?

Strömberg: Utilisation is increasing 
all the time, as Paul has said, and is 

being helped forward by the increase 
in collateral requirements. If we’re 
sitting here a year from now and 
H&M, which is 5% of the OMX, is 
showing a high utilisation and a high 
fee, maybe investors will start asking 
of their fund managers ‘why weren’t 
you in a lending program because you 
have underperformed the index’. 

As I said, we’re seeing collateral 
requirements increase all the time: in 
particular we’ve seen fixed income 
transactions growing. And we’ve seen 
that there is less collateral out there 
since people need to reserve more 
equities on their books, so there are 

fewer and fewer financing transactions 
in the market. 

The pressure around collateral will 
grow, too: since not all the banks 
in Sweden are yet signed up to the 
bilateral initial margin rules – the 
deadline is next year. We are a little 
behind Europe and the US in this 
matter. With those drivers we see a big 
potential for beneficial owners.

Bromiley-Carmen: We are starting to 
see cash release being discussed again 
by clients – not yet from the Nordics 
yet but elsewhere within Europe. 
While it’s still early days for those 
conversations here, clients are now 
looking at their liquidity and their 
future commitments. 

We are going out and educating 
clients in advance of the deadlines, 
explaining that we are not just offering 
solutions in securities finance but that 
we have a range of other liquidity 
management tools and services that 
we can offer to clients. 

In terms of clients’ responsiveness to 
these conversations it’s important to 
realise that firms have other priorities 
and also that everyone is at a different 
stage. When they are ready, we have 
experienced firms acting quickly. We 
had a recent example where, after 
discussing this question for a long 
time, a board suddenly decided that 
they had to do something about it as 
soon as possible.

Chair:	How	far	is	the	Nordic	

region engaging with the various 

pledge initiatives?

Bromiley-Carmen: As an 
explanation of pledge, this is a change 
in how borrowers want to give their 
non-cash collateral. Instead of a title 
transfer, the collateral is provided by 
way of a pledge (security interest) 
over a borrowers collateral account. 
International Securities Lending 
Association have released their draft 
legal agreements and guidelines on 
how the pledge model will work. 

At BNY Mellon we are already 

 I wonder whether the supply on the 
fixed income side has decreased 

because beneficial owners now have to 
pledge these assets as margin for collateral 
transformation.

Clare Bromiley-Carmen
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operating under a pledge model with 
some of our clients. We were out in the 
Nordics in the middle of the year with 
a road trip explaining how it works. 
There is definitely demand for the 
borrower side but it is important that 
lenders can capture any extra revenue 
generated.

In addition, at the moment there is 
discussion around whether UCITS 
funds might take pledge as a form of 
collateral. I imagine they may err on 
the side of caution. So you may have 
the two different models: pledge and 
title transfer will always co-exist. In 
addition, lenders may consider the 
question of indemnification. 

You will still want any existing 
provisions to remain under a pledge 
model and that is something our 
pledge model accommodates. 

I think the general concern with 
all this, is that our clients will lose 
revenue opportunities as more and 
more broker dealers sign up to the 
pledge model. So you need to make 
sure as the agent lender that you 
can capture some of that revenue for 
them either through the utilisation or 
through the return. 

In short, there has to be something 
in it for the beneficial owner, for this 
to work.

Wilson: It is worth remembering 
that anyone who is lending securities 
on a global basis is already receiving 
collateral under a pledge in the US. 
The main difference is the legal 
structure: this is very clear in the 
US, whilst outside of the US (say in 
Europe) it needs to be understood, 
clarified and documented. 

Regarding the adoption of securities 
lending more generally, I’d make the 
following point about the speed of 
change, which has applied in the past 
to opportunities such as corporate 
action trades, emerging markets and 
term trades. 

Many institutional investors have 
a priority list of, say, ten things and 
securities lending is typically number 
11. Beneficial owners typically take a 

long time to move or make changes 
– it can take an incredibly long time 
to start doing something or get the 
necessary approvals. If borrowers 
really want this to be adopted – and 
the balance and capital saves on this 
seem relatively material– then the 
industry needs to put some attractive 

revenue numbers in front of the 
beneficial owners. Then they can really 
see whether this is worth the time and 
effort.

Strömberg:  The important thing, 
I agree, is to see how far the benefits 
of pledge and the capital cost savings 

We’re seeing collateral requirements 
increase all the time: in particular we’ve 

seen fixed income transactions growing. 
And we’ve seen that there is less collateral 
out there since people need to reserve more 
equities on their books, so there are fewer and 
fewer financing transactions in the market.

Per Strömberg
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are going to be shared or divided. 
It’s really important to have that 
discussion with the client.

Chair: How	much	scrutiny	are	

clients	currently	giving	to	fees?

Bjorklund: We have a lot of clients 
lending their assets who want a 
bigger part of the cake. They want 
us to justify our spreads, in terms of 
the credit exposure and transaction 
costs that we bear, which are features 
that they are familiar with and which 
they could be prepared to carry out 
themselves. 

The question is different for smaller 
lenders. They might have questions 
about how much of the cake we are 
taking, but they have no interest 
at all in having the credit exposure 
towards their counterparties. In both 
cases, I think it’s a case of education, 
education and education. 

Clients might pinpoint the spreads 
on occasions and question whether we 

are taking too large a share of the cake. 
But we need to be able to explain what 
our costs are related to the specific 
trades in question.

Strömberg: I agree that, especially 
in the Nordic area, there is a number 
of funds that are quite small who I 
don’t think will ever engage in a peer-
to-peer lending with a hedge fund 
because of the credit risk. They prefer 
to have a relationship with a single 
bank, which does all their securities 
lending as well as a lot of other 
activities. 

These smaller funds simply do 
not have the set-up internally to 
lend the assets on their own. In this 
respect I think they appreciate that 
the fees charged by lending desks go 
towards the costs associated with the 
transactions.

Chair: How	far	are	exchange-

traded	funds	(ETFs)	featuring	in	

securities lending in the region?

Wilson: For ETFs in the Nordics, the 
issue is with the borrowing volumes 
and not with supply from the lenders. 
Over the last two years, there has been 
a large increase in the number of ETF 
securities that Nordic investors have 
made available. 

But year to date the revenue 
generated has been less than $20k. It 
seems to me, the lending of ETFs is 
a bit like lending equities generally, 
there is no interest to borrow many 
ETF names, interest is focused on 
specific ETFs where there is a special 
demand or interest (sector, market, 
asset type, corporate bonds).

Bromiley-Carmen: Is that also 
because of the collateral parameters? 
A lot of the US ETFs want to pledge 
dollar as collateral. We’ve had some 
European clients that are non-cash 
collateral only and it’s been quite hard, 
unless it’s trading special, to get it out

Wilson: According to our data there is 

Covering the 
Nordic markets

Danske Bank Equities Finance

Contact us
Phone: +46 (0) 8-568 805 75
E-mail: securities.lending@danskebank.dk
www.danskebank.dk
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somewhere in the region of $63 billion 
of ETFs being borrowed globally 
(approx. 11% utilisation). 

We estimate approximately 70% 
of these are being borrowed against 
cash. Interestingly at IHS Markit, 
we pioneered the concept of the ETF 
collateral list, which selects ETFs 
against a set of criteria of acceptability 
such as size, liquidity, turnover, type 
of asset and so forth and every day we 
publish the schedule of ETFs that meet 
the criteria. This is then commonly 
used by the market to define the 
ETF’s that are acceptable as collateral, 
because the appropriate screening has 
been undertaken.

Strömberg: That list is very good: it’s 
the first time someone has published 
an index with ETFs that are accepted 
by the market. 

Since that list came out it’s been 
more and more acceptable for client 
to take ETFs as collateral, as they’ve 
understood that these are as good as 
the underlying shares – more or less. 
Here in the Nordic region, the list has 
helped this shift from ETFs being like 
a taboo - that you’re not allowed to 
take as collateral – to a place where 
clients are increasingly convinced of 
the validity of accepting ETFs.

Chair: What	impact	do	you	

foresee	from	SFTR	reporting	

requirements?

Bromiley-Carmen:	The simple 
answer is that we need to work 
with the providers, to ensure that 
data captures all the requirements. 
There have been lots of discussions 
in the industry to make sure that we 
understand these requirements and if 
there needs to be any enrichment to 
the existing securities lending data. 
Then the key will be working with 
these providers so that we meet those 
requirements.

Wilson: Our approach is to provide 
a modular solution to Securities 
Financing Transactions Regulation. 

This includes the ability to capture the 
transactions, through industry utilities 
like Pirum or other sources. 

Then, when the data is in our 
warehouse we’ll enrich it, add missing 
pieces, Legal Entity Identifiers, 
allocate Unique Transaction Identifier 
transactions if they’re not already 
done and so forth. And lastly submit 
transactions to the chosen trade 
repository. We recognise that all 
market participants are very different. 
For example, we recognise that an 
agent lender is not the principal 
to the transaction, so therefore we 
need to provide them different 
tools that enable them and their 
underlying clients to fulfil their 
responsibilities. I think learning from 
the implementation of European 
Market Infrastructure Regulation, the 
more commonality there is between 
trade repositories and the more 
commonality you can get through the 
vendor choice, then the more likely 
it is that downstream issue can be 
eliminated or avoided.

Chair: What	can	the	industry	to	

facilitate the wider adoption of 

securities lending in the region?    

Bromiley-Carmen: I think we need 
to start educating our clients a lot 
more. Securities lending has been 
something that people shy away from 
discussing. But actually we should be 
proud about what we do. 

We have started doing more ‘market 
update’ type Webex’s for our clients; 
so they can dial in, understand what 
major trends we’re seeing in the 
market, get more comfortable with 
the issues. Hopefully they can then 
go on to have those conversations 
about adoption internally. It’s a case 
of expelling the myths and reinforcing 
the truths.

Strömberg: I agree. We need to 
educate the clients – getting them 
to see the benefits and in this way 
getting more acceptance from the 
market. 

As we’ve said, a lot of beneficial 
owners within the Nordic region don’t 
want to lend because they don’t want 
to be participating in their own assets 
being shorted. We need to change the 
perception, by getting them to see the 
benefits of the practice to the market 
– in terms of improved liquidity, for 
example – and also to themselves  – in 
terms how much they can earn from it. 

We want the beneficial owners to see 
not only that it’s important but that it 
might be necessary to be part of some 
kind of loan progamme in order to 
track the benchmark. 

With the lower management fees 
– now even some funds with zero 
management fee –the pressure to keep 
up and to chase revenue is very high, 
so this should make them receptive to 
this argument.

Bjorklund: The most important 
thing is to be flexible I would say. 
This applies not only to the adoption 
of securities lending itself, but 
also around futures trading or on 
derivatives trading or – as we have 
discussed – cash collateral or transfer. 
You need to be open-minded to find 
solutions that fit that specific client’s 
need: not everyone can trade in the 
same way.

Wilson: I think the easy win, if you’re 
a passive manager is the scrip trade 
as they are obliged to elect for cash on 
cash stock option dividends. 

Typically, the stock dividend is 
offered at a discount thus creating a 
securities lending revenue opportunity 
for the difference. This the easiest 
money, especially for an index tracker 
fund, which has no choice around 
whether or not to take cash.

Chair: How	much	will	

improvements in infrastructure 

help this?

Bjorklund:	I agree that we need to do 
whatever we can in terms of providing 
a bespoke solution and – in terms of 
market infrastructure – streamlining 
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the process for beneficial owners.  
A lot of local fund managers don’t 

like the process of fails in the market. 
Hence initiatives such as T2S are very 
valuable in providing a continuous 
cycle of settlement, instead of daily 
cut-offs imposing constraints on how 
and when you receive or deliver your 
shares. 

The initiatives that are required 
to make the market infrastructure 
more robust are not things that we 
participants in our specific area of 
securities lending can do ourselves. 
But we can lobby for them and 
therefore help them come about. In the 

future, this work will make it easier for 
our current and future clients to see 
the benefits of joining lending pools.

Wilson: The ironic thing is that 
with no lending, there would be less 
liquidity and therefore more failed 
settlements. 

There is a good amount of data that 
can help here, too. For example at IHS 
Markit we calculate a liquidity score 
against every single security that is 
being lent and borrowed so you can see 
if a security is becoming illiquid, and 
then use this information to determine 
whether or not it should be recalled.

Bjorklund:	Absolutely. Every such 
data point that we can provide like 
this will make it easier for beneficial 
owners to manage their portfolio.

Bromiley-Carmen:  How many 
meetings do go to where you want to 
talk about something strategic and all 
that your client wants to talk about is a 
failed trade. 

You can have the best product in the 
world but the client will remember 
what impacts them specifically. If 
their fund manager has been upset 
because they haven’t been able to 
trade after being told that securities 
lending is seamless, that is what they 
will remember. So, when the market 
infrastructure improves, this will 
happen less and that will help take 
away some of the noise.

Wilson: I would also say that 
beneficial owners should undertake 
a regular review of their lending 
programmes. There are new 
opportunities emerging all the time, 
and they should be evaluating them. 
Similarly, there may be changes 
in their underlying portfolios and 
therefore it is important that securities 
lending programs and activities are 
complimentary to the underlying 
portfolio and investment strategy.

Bjorklund:	At least from a local 
perspective, there is a fair amount of 
backseat driving when it comes to 
running the stock loans of a particular 
fund and also, therefore, with respect 
to evaluating the lending programme. 

It’s very hard to get a portfolio 
manager interested in this type of 
business - it’s the back and mid-office 
that are managing the stock loan part 
of the trade. And they might not put 
it up very high on their priority list to 
evaluate whether other providers can 
offer a better service than the one they 
are receiving, such as by providing 
a different type of collateral, As Paul 
said, securities lending is number 
11 on the 10-item priority list of the 
fund. 

The most important thing is to be 
flexible I would say. This applies not 

only to the adoption of securities lending 
itself, but also around futures trading or on 
derivatives trading or – as we have discussed – 
cash collateral or transfer.

Tobias Bjorklund
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An organisation is only as good as its 
ability to evolve in today’s fast-chang-
ing environment. For most organisa-
tions this ability is directly linked to 
the ability of business leaders to under-
stand change and help people adjust. 
An organisation changes one person 
at a time, but why do some people 
change and others fail to evolve? The 
answer is in attachment behaviour – a 
mechanism through which individuals 
lean on tangible and intangible objects 
for security. This article describes how 
attachment impacts change in insti-
tutions and how leaders can re-think 
managing change through the lens of 
attachment.  

Financial institutions need to evolve. 
Some changes are mandatory, such 
as emerging global regulatory led di-
rectives. Market forces drive other 
changes, such as mergers and acquisi-
tions or the outsourcing/offshoring of 
back office operations. Disruptive tech-
nologies will bring still more changes – 
such as block chain, machine learning, 
and artificial intelligence – prompting 
the need for robust digital transforma-
tion across the industry. Each of these 
potential changes brings significant op-
portunity, while failure to evolve pre-
sents an existential threat to the busi-
ness.  

Despite these constant and growing 
pressures, in reality institutions often 
fail to effectively change.  Gartner re-
ports that only 34 percent of transfor-
mational efforts are clear successes, 
while nearly half are clear failures. 
The biggest impediment to successful 
change is not the ability to make the 
“technical change” (e.g., new regula-
tions or new technology), but rather to 
get people to take their part in adopt-
ing new behaviour. Nearly half of CIOs 
across industries blame culture, not 

technology, for the failure of modern 
digital efforts. At a recent RMA confer-
ence, a plurality of 41 percent of par-
ticipants reported that “resistance to 
change” is the top impediment to suc-
cessful transformation.  

Given the evolving ecosystem most 
organisations are compelled to invest 
in change management. Most changes 
require shifts in employee behaviour 
and many complex transformations 

may require all employees to make a 
change in their job. Change manage-
ment helps, but it doesn’t always miti-
gate resistance.  

If changing is so important and or-
ganisations already invest significantly 
in change management, why don’t 
people change? Researchers suggest 
that people lack the desire to change 
based on misunderstanding of intent or 
insufficient incentives. There is a sense 

By Dr McCreesh of Simatree working alongside Pirum

Are Brains Blocking 
Business Change?
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that more energy or resources will pre-
cipitate a reliable shift in behaviour. We 
offer that there is something deeper at 
play - each change breaks a psychologi-
cal attachment that employees have in 
the workplace and these breaks create a 
sense of loss amongst employees.   

Attachments in the Workplace
Attachments are not casual connec-
tions that employees have, these are 
deep neurological and biological pro-
cesses that help people navigate a so-
cial environment, such as a workplace. 
Attachments are rooted in the early 
days of our lives. As we formed our 
first understanding of ourselves as sep-
arate from our parents, we found ways 
of coping with the loss of the original 
attachment we had to our parents. We 
found ways of connecting with other 
people (non-parental caretakers) or 
objects (blankets, pacifiers, stuffed ani-
mals) that provided a comfort to our 
early existence.

As we grew into young adults, we 
formed new bonds through religion, 
sport, school, or perhaps civic/com-

munity organisations that created a 
familiar connection. These connections 
were to people, role models, or the 
ideas that created a sense of belong-
ing and comfort. Then, as we grew into 
adults, these attachments shifted to 
the workplace where we found roles, 
smaller subgroups of colleagues, office 
locations, technologies or even physi-
cal objects (think of Gareth’s/Dwight’s 
stapler in “The Office”) that became a 
part of our identity and comfort in the 
workplace.  

These attachments are good for peo-
ple and they are good for organisational 
health. Attachments explain why some 
people connect to the mission of the or-
ganisation, the culture of the organisa-
tion, or even individual leaders. How-
ever, these attachments can emerge as a 
significant challenge when an organisa-
tion wants, or needs, to change.  

Attachments During Change
When an organisation introduces a 
change, it will inherently cause some 
individuals to feel a sense of discom-
fort. The discomfort is a form of ana-

clitic depression, similar to what young 
children feel when separated from 
their mothers. In short, it is a sense of 
loss. Even if the change is as simple 
as an upgrade to the latest version of 
Windows, a familiar shortcut or tool 
bar will change and make them feel 
like they have lost something.  

This sense of loss results in a series 
of negative behaviours that can be ob-
served by leaders and managers.  Indi-
viduals may feel frustration, apprehen-
sion, rejection of their environment, a 
slowing of personal development, re-
fusal to participate, or withdrawal. At 
the individual level, these symptoms 
seem more harmful to the individual 
than to the company. 

However, as many individuals start 
to feel the same symptoms, they aggre-
gate to a much deeper problem.  The 
organisational equivalent emerges in 
business terms, including: a loss of pro-
ductivity, low morale, increased con-
flict, loss of motivation, absenteeism 
and turnover. Often time, leaders will 
see these symptoms in their workplace 
and label it resistance, but the tension 

Workplace Individual  Organisational 
Attachment  Symptoms Equivalent Symptoms 
Objects

Leader(s) Anxiety Reduced Morale

Technology or Equipment Frustration Reduced Productivity

Business Process(es) Retardation of Development Reduced Motivation

Office Space Rejection of the Environment Increased Conflict

Transportation or Commute Refusal to Participate Increased Absenteeism

Team or Friends or Lunch Buddies Withdrawal Inreased Turnover 

Idea(s)

Table 1: Individuals and Organisational Symptoms of Attachment Behaviour Source: Grady, Victoria. Pivot Point.

Attachment research has a deep history, including the work of Victoria Grady and James Grady in The Pivot Point: Success in Organi-
sational Change and in “The relationship of Bowlby’s attachment theory to the persistent failure of organisational change initiatives.” in 
the Journal of Change Management, Volume 13, 2013 - Issue 2.  Additionally, attachment in the workplace has been previous discussed 
by this author with Victoria Grady in “What Now? Change and Attachment in the Federal Government.” Public Manager. July 11, 2016.  
Available electronically at: https://www.td.org/Publications/Magazines/The-Public-Manager/Archives/2016/07/What-Now-Change-and-
Attachment-in-the-Federal-Government.  These topics will also be discussed in more detail in a forthcoming book, scheduled for release 
in Spring 2019.
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they feel is this break in attachment 
yielding some of the individual or or-
ganisational symptoms.

The financial industry is facing a se-
ries of significant changes right now. 
Let’s play out how attachment can im-
pact each of these changes. There are 
three dimensions to consider when as-
sessing these changes.  First, what con-

trol do leaders have over the change? 
Is it being forced from an outside en-
tity or is the change driven by internal 
desires? Second, as mentioned before, 
how much of the change’s success is 
predicated on a shift in people’s be-
haviour? Third, what are the potential 
attachment symptoms that will emerge 
due to the change?

While the list is by no means ex-
haustive of the changes impacting the 
industry, it is reflective of the changes 
facing many institutions. Table 2 ex-
plores these six areas and describes 
how each change might reveal tensions 
to leaders.  

It is clear that most changes have a 
great deal of leadership control AND 

Type of Change

Regulatory Change

Outsourcing/Offshoring

Mergers and  

Acquisitions

Leadership Change

Digital Transformation

Automation, AI, and 

Block Chain

Organisational Control  
(High, Medium, Low)

Low

High

Medium

Medium

High

High

Behaviour Change  
Required?  
(High, Medium, Low)

Medium

Medium

Medium

Medium

High

High

Potential Attachment  
Symptoms

Process changes can result in a 

sense of frustration which can 

lead to a lack of productivity.

A sense of anxiety comes with 

outsourcing/offshoring that 

lingers for even the staff who 

remain, which can lead to  

morale issues.

Redundancies can lead to lay-

offs similar to the outsourcing/ 

offshoring scenario.  Long-

term shifts in direction can lead 

to rejection of the environment 

or withdrawal resulting in  

conflict or turnover.   

New leaders bring new direc-

tion and this can cause people 

to rethink their roles. This can 

result in identity confusion and 

those with proximity to leader-

ship departure (hierarchically) 

can result in deeper expression 

of any of the symptoms.

Employees feel stripped of 

trusted tools, which leads to 

frustration and slowed devel-

opment, impacting both  

productivity and motivation.  

The issue most likely  

demonstrated is anxiety  

due to the fear of the un-

known, which impacts morale.

Table 2: Attachment Challenges across Upcoming Changes Source: Grady, Victoria. Pivot Point.
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require people to change their behav-
iour. This is good for organisations that 
choose to take control over their attach-
ment challenges. It means that leaders 
can engage and proactively address the 
symptoms outlined here.  

How to Address Attachments
Attachment theory provides a strong 
understanding of why individuals re-
sist change. They are not lazy, wrong, 
or bad people; they have a deep psy-
chological connection to some aspect 
of the organisation (which is good), 
but that connection is challenged by 
change.  

In order to address attachments dur-
ing change, leaders can take three prac-
tical steps:
1. Acknowledge the Sense of Loss – 

Leaders need to demonstrate empa-
thy for the impact the change will 
have on employees. More impor-
tantly, they need to incentivise the 
behaviour of middle managers to 
ensure they also demonstrate empa-
thy with employees. Even a strong 
empathetic organisational leader 
can lose traction when a frontline 
leader dismisses employee feelings.

2. Understand (and Monitor) the At-
tachment Impacts – The symptoms 
described above are not abstract. 
They are measurable through em-
ployee engagement surveys and 
change readiness assessments. 
Leaders can both understand the na-
ture of organisational attachments 
prior to a change initiative and mon-
itor shifts in attachment through the 
change. 

3. Provide a Transitional Object – As 
individuals separate from attach-
ments, they can be supported with 
transitional objects that are physical 
support mechanisms. As children, 
these may have been blankets or 
toys, but as adults they are physi-
cal reminders of the change that 
reinforce new behaviours. These 
might include publicly posted signs, 
branded giveaways, or develop-
mental “toys.” 
As financial service institutions con-

tinue to evolve to meet the needs of 
their customers and shareholders, they 

will need their employees to evolve 
too. Each change brings the opportu-
nity to advance the organisation, but 
at a risk of impacting the attachment of 
an employee. By understanding these 
attachments and recognising the symp-
toms of attachments, rather than meet-
ing with resistance, leaders can evolve 
their organisations with a culture of 
change support.

Case Study: A Global Merger Cre-
ates Different Local Attachments 
Financial Service institutions continue 
to consolidate through mergers and 
acquisitions. These complex change 
management exercises require a deep 
understanding of the attachments 
within and across two separate enti-
ties. It is important for these businesses 
to understand how best to leverage 
attachments within an organisation to 
maximise the value of the combined 
entity without disrupting current op-
erations. In a global institution, these 
attachments can vary not only across 
the two companies, but also across dif-
ferent locations.  

In a case study I researched, two em-
ployees had different experiences with 
the rollout of the merger and the man-
agement of attachments. The experi-
ence was relatively smooth for Michael.  
“It was certainly a challenging time, 
there seemed like an insurmountable 
amount of work to do to get the two 
firms and their processes knitted to-
gether.” Despite the challenge, Michael 
saw leadership provide a clear strategy 
and direction for the merger then felt 
open communication throughout the 
process. He notes “The management 
team did a great job in keeping the 
team informed of plans and develop-
ments and it felt very much like a team 
pulling in the same direction.”  

There was a great deal of respect for 
the leadership and this attachment was 
used to ease the transition.  He notes, 
“I saw that people had pride in doing 
what was needed because their leaders 
displayed pride.”  The leadership also 
used incentives to ensure people felt 
supported. Mechanisms like retention 
bonuses, happy hours and even iPods 
were provided as potential transitional 

objects to support employees through 
the merger. As Michael concludes, “For 
me, this period of extreme change was 
seen as a positive move and I think that 
the attitude, energy and honesty of the 
management team was the main rea-
son for this being perceived as a posi-
tive time.”

Donna had a very different experi-
ence. She worked in a different location 
where the merger was under a differ-
ent leadership team. The new organisa-
tion moved the physical place of work 
to a new location with an hour com-
mute (or more) from the current office. 
Donna’s reaction: “This was a nega-
tive lifestyle change for the majority of 
employees. Some even relocated their 
homes/families to be closer to the new 
office.” She notes that, “Once the move 
was made, some employees from the 
buying side seemed ‘unfriendly’ and 
gave off a vibe of ‘Us versus Them.’”  

Donna saw broken attachments in 
her organisation with employees left 
to fend for themselves. She did not see 
an active leadership team, “They could 
have used a more top-down approach 
to helping employees integrate, as at 
times employees may have felt a ‘sink 
or swim’ attitude.” With minimal at-
tachments, a situation like this would 
have demanded incentives or strong 
transitional objects to help support 
people through the change. However, 
instead of a cohesive management 
team providing equal incentives and 
support, it was individualised to the 
manager. 

Whereas Michael saw a smooth tran-
sition leveraging attachments, Donna 
saw chaos through broken attachments. 
Michael felt a leadership team come 
together with a commitment to build 
a new organisation. Leaders provided 
the vision and culture to lead the team 
forward, using attachments to leader-
ship as a driver of change - they made 
themselves the transitional object. For 
Donna however, many potential at-
tachments were broken, as changes in 
location, leadership, and roles were all 
happening simultaneously. While there 
were small attempts to support em-
ployees, these were nothing compared 
to the broken attachments. 
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This spurred a battle amongst ex-
changes which went head-to-head for 
the best contract and volumes in new 
markets. But ultimately the goal is to 
build liquidity in risk-free rates (RFRs) 
that are sufficiently robust in prepara-
tion for the possibility that the scandal-
tainted London Interbank Offered Rate 
(Libor) will fall away after 2021. 

Libor is the most widely used bench-
mark referenced by an estimated $350 
trillion of outstanding contracts in ma-
turities ranging from overnight to more 
than 30 years. To establish an alternative 
RFR ecosystem that is ripe for adoption, 
whilst ensuring risks associated with 
holding or transferring Libor contracts 
are curtailed, is a tremendous task for 
the industry but it is well underway.

Sterling Overnight Index Average  
The evolution of futures market is key 
to building liquidity in the new rates. 
But with different contract specs at dif-
ferent exchanges it begs the questions 
which product is right for who and 
how does the industry build liquid-
ity in new markets when there are so 
many similar products to trade?

The Bank of England’s working 
group on sterling risk-free reference 
rates - which recommended Sonia as 
the alternative rate to Sterling Libor 
and introduced a reformed version in 
April 2018 – established a sub-group 
which set out recommendations for fu-
tures contracts. 

The Intercontinental Exchange (ICE) 
was the first to act on this, launching 
a one month Sonia futures contract in 

December 2017. 
“As is true for any futures product, 

the skill is establishing the right prod-
uct at the right time, ensuring that both 
buyer and seller have enough incen-
tive to exchange risk. Product is always 
fundamental to this,” Chris Rhodes, 
global head of financial derivatives at 
ICE Futures, said. 

According to the sub-group, the one 

month contract should complement a 
three month contract, which would be 
the primary contract for Sonia futures 
trading. 

Despite pressure from London-
based rivals CurveGlobal, who went 
straight in with a three month contract 
in April this year, ICE Futures Europe 
held back until June to launch its sec-
ond Sonia futures. 

“We did a lot of analysis to decide 
the contract for Sonia.

“The initial answer was half a million 
Sterling because that is the contract size 
of the incumbent contract (Short Ster-
ling). But that was back in 1982, and 
markets evolve. With the opportunity 
to design a new contract, we decided to 
be more thoughtful,” Rhodes said. 

Based on analysis and recommenda-
tions from the working group, which 
said a half basis point change in inter-
est rate should be worth £12.50, ICE de-
cided to go with a £1 million notional. 

“Having the appropriate contract 
size in terms of notional value creates 
better terms to establish sufficient li-
quidity,” Rhodes adds. 

Interest rate derivatives platform 
CurveGlobal however went for a con-
tract half the size (£500,000) notional, 
as users said they wanted a narrow tick 
because the Sonia futures product is in 
accrual. 

For Curve, ensuring a smooth tran-
sition to a new rates environment and 
building genuine liquidity was key.  

“We think the right thing to do is to 
create a market which is an efficient 
way of reflecting price discovery,” 
Andy Ross, chief executive officer of 
CurveGlobal, said. 

Curve launched Sonia futures with 
an inter-commodity spread product 
which was designed so that the Libor 

Throughout the year the industry has seen a 
whole new suite of products aimed at creating 
an alternative rates environment emerge, 
writes Louisa Chender

Risk-free rates 
set for lift-off

As is true for any futures product, the 
skill is establishing the right product at 

the right time, ensuring that both buyer and 
seller have enough incentive to exchange risk. 
Product is always fundamental to this 

– Chris Rhodes, ICE Futures
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market could interoperate with the 
Sonia market, allowing users to imply 
tradable prices. 

They can also clear Libor and Sonia 
swaps, and Libor and Sonia futures, in 
the same liquidity pool offering portfo-
lio margining at LCH.

“This gives users a really efficient 
way to manage risk at the back end as 
well as on the front end,” Ross said. 

Secured Overnight  
Financing Rate
The alternative risk-free rate for US 
Dollar Libor, SOFR, created a similar 
battleground which saw ICE enter the 

US rates market, rivals CME Group 
breaking into the Sonia market and 
LCH offering the first SOFR overnight 
indexed swaps (OIS) clearing service 
ahead of CME. 

ICE launched one and three month 
SOFR futures in October following the 
launch of monthly and quarterly SOFR 
futures contracts at CME in May.

“We are working closely with the in-
dustry and we remain aligned with the 
industry efforts. Futures development 
was the first step and they are develop-
ing rapidly,” Agha Mirza, CME Group 
global head of interest rate products, 
said. 

Interest Rate Benchmarks Traded Notional and Trade Count  
Source: DTCC and Bloomberg SDRs

* Other includes IRD with other reference rates and IBOR/non-RFR basis swaps

We think the right thing to do is to 
create a market which is an efficient way 

of reflecting price discovery 

– Andy Ross, CurveGlobal
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He adds: “The futures are quoted 
with minimum tick out to 2021 which 
gives three years of price discovery. 
This goes a long way in creating an in-
terest rate curve and having an opinion 
on where the interest rate curve may 
be.” 

According to Mirza, the industry is 
perhaps already six months ahead in 
terms of the initial Alternative Refer-
ence Rates Committee’s (ARRC) paced 
transition plan – which anticipated 
trading in futures and/or bilateral, un-
cleared, OIS that reference SOFR to be-
gin by the end of 2018. 

“Participants are certainly making 
use of SOFR futures. The market is 
developing but more importantly the 
participation is diversified consisting of 
banks, hedge funds, and prop trading 
firms. That bodes for a healthy develop-
ment in the marketplace,” he said.  

While the key is to support the alter-
native rates through a range of prod-
ucts, CME was also keen to innovate 
and introduced two Sonia contracts, 
with the second spanning the period be-
tween Bank of England monetary policy 
meetings. 

“This makes it easier to manage risk 
relative to prudential rate changes,” 
Mirza explains. 

He explains that historically the OTC 
swaps market in Europe has traded in-
struments or swaps and forward rate 
agreements that go from policy date to 
policy date, which makes it easy for risk 
management needs. 

“So the value proposition is to have 
exchange efficiency of a listed product 
with the benefits and the ease of mathe-
matics that such monetary policy dated 
swaps have,” he said. 

CME decided to hold-off launching a 
SOFR swaps clearing service until Octo-
ber, allowing it to expedite one step in 
the ARRC paced transition plan, and 
launch with SOFR price alignment and 
discounting of cleared SOFR OIS and 
Basis Swaps.

Meanwhile LCH decided to follow 
the ARRC plan and launch in July SOFR 
swaps clearing in a Fed Funds discount-
ing environment.

“Having a phased approach to build-
ing the infrastructure around SOFR 

swaps has been important in mitigating 
the risks of introducing more complexi-
ty into the system,” David Horner, head 
of risk, rates derivatives at LCH, said. 

This left the clearing house with a dif-
ficult decision about whether to have a 
co-existence of two different discounted 
environments or whether to move eve-
ryone to SOFR at once – a decision it de-
cided to consult on. 

“The next step would take us into un-
precedented territory in terms of using 
dual discounting rates. This needs extra 
time, care and consideration before im-
plementation.  

“The question we are asking is wheth-
er there is a way to accelerate the plan 
and to achieve what we want as an in-
dustry,” Phil Whitehurst, head of rates 
service development at LCH, added. 

Whitehurst observes good adoption 
of Sonia and explains that its use has 
grown relative to Sterling Libor. 

This is facilitated by LCH’s decision 
to enhance eligibility of Sonia swaps so 
that it more closely matched the scope 
for Sterling Libor based swaps. The goal 
is for SOFR adoption to reach a similar 
level. 

“We are trying to move to a place 
where liquidity in SOFR swaps is equiv-
alent or if not greater than the two exist-
ing USD benchmarks. For everyone that 
is a process that requires greater man-
agement,” Whitehurst said. 

The future of RFRs
According to Josh Roberts, associate 
at London-based consultancy JCRA, 

there has been significant progress in 
developing the market for Sonia swaps 
but the ecosystem is not complete. 

“If the new ecosystem is to resemble 
that of Libor, there will be a signifi-
cant requirement for options (caps and 
floors) as well. 

“In fact, there is essentially no mar-
ket for Sonia options at the moment, 
so that is one major area that needs to 
be developed in order to phase out Li-
bor,” he said.  

He added: “At the more complex 
end of the financial markets, in specu-
lation and arbitrage funds for example, 
there are any number of exotic prod-
ucts. The development of Sonia-linked 
replacements for these has been much 
less of a focus.”

A positive sign that there will be 
more activity in the derivatives market 
is that companies have already started 
to use Sonia bonds and Roberts expects 
there to be more debt linked to Sonia 
next year. 

“The first Sonia-linked corporate 
bond was issued in September, by 
Lloyds, and was 1.9 times oversub-
scribed. It is a good sign that there is 
investor appetite for Sonia-backed 
products, and that interest will increase 
the need for derivatives as hedging in-
struments,” Roberts said. 

David Clark, chairman of the Eu-
ropean Venues and Intermediaries 
Association (Evia), said another key 
question is whether you can derive a 
curve from risk-free rate futures that is 
acceptable to the users.  

The two stages of RFR adoption  
Source: DTCC and Bloomberg SDRs
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While Libor is a forward-looking 
term rate, Sonia is an overnight rate, 
leaving some participants unsure 
about how the latter would fit in their 
business models. 

“Some progress is being made, but 
until you solve the problem of the lack 
of liquidity or a way of providing data 
points, you can’t solve the problem 
with the curve. Only once this has been 
resolved will we have an alternative 
rate that can be used by market partici-
pants,” he said.  

He explains that the work the Inter-
national Swaps and Derivatives As-
sociation (Isda) is doing - looking at 
what happens if you don’t have a rate 

- is essential for the market and users 
to transition but is not providing a re-
placement curve.

“The nearer you can get to an RFR 
curve the better. There is room for 
more than one curve and nothing is set 
in stone that said you can only have 
one. The nearer we get to that stage the 
better,” he adds. 

“Don’t underestimate people’s de-
sire to know where the real money is 
all the way along the curve.” 

Late in November Isda published 
the preliminary results of a consulta-
tion on how to deal with adjustments 
for the fallbacks that would be used in 
the event that Libor, and other Ibors, 

ceased to exist. 
An overwhelming majority chose 

the compounded setting in arrears rate 
for the adjusted RFR, and a significant 
majority preferred the historical mean/
median approach for the spread adjust-
ment.

“From a user perspective a year ago 
very few end users were comfortable 
with the fact that RFR is overnight 
whereas Libor has a forward-looking 
term structure. 

“Now participants in bonds and in 
derivatives are much more comfortable 
with transacting based on a version of 
the overnight rates,” Ann Battle, assis-
tant general counsel at Isda, observed.  

Will it stay or will it go?
The ICE Benchmark Administration 
(IBA) – which publishes the Libor 
rate - maintains that although the new 
risk-free rate contracts offer customers 
more choice, Libor can continue to exist 
after 2021. 

Participants are still trading Libor 
and/or are still holding with contracts 
with maturities beyond 2021.

“A lot of outstanding open interest 
rate swaps, and new negotiations still 
reference Libor. Transition will there-
fore require time and proportionality,” 
Alex McDonald, chief executive officer 
of Evia, said.

“One key issue is how to focus ini-
tially on the bulk of wholesale swaps 
that reside within the central counter-
parties, this will require a term compo-
nent for the RFR floating rate,” he adds. 

Battle however suggests that the key 
would be to limit exposure to Libor 
from now to avoid any challenges in 
future. 

“The key is to put on more trades in 
the alternative rates.

“As Libor contracts roll off, if trad-
ers replace them with RFRs, they can 
greatly reduce (if not eliminate) the 
amount of Libor exposure they need to 
worry about post-2021,” she said. 

Nevertheless Battle reiterated the 
importance of putting in place fall-
backs as a safety net. 

“At this time we are not aware of any 
big hurdles that we don’t have a plan 
to address,” she said. 

We are working closely with the industry 
and we remain aligned with the industry 

efforts. Futures development was the first step 
and they are developing rapidly 

– Agha Mirza, CME Group
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LIFETImE AchIEvEmENT: ANDREAS pREuSS

Lifetime Achievement Award:

Andreas preuss

The 2018 Lifetime Award winner has come a long way 
from working as an export clerk for machinery and 
synthetic resins. Andreas Preuss graduated in business 
administration from the University of Hamburg, and joined 
Dresdner Bank then Andersen Consulting before starting 
at DTB in 1990. He became head of business development 
after the formation of Deutsche Boerse and then the head of 
business development for Eurex in 1998. 

Preuss left the group in 2000 to work at Trading 
Technologies and Mako Group where he was chief 
operating officer before rejoining the German exchange 
group in 2006 as head of Eurex, a role he held until 2015. 
Under his leadership, Eurex completed the acquisition of 
the International Securities Exchange and expanded its 
interests to become Europe’s largest derivatives market.
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chIEF ExEcuTIvE OF ThE YEAR: TERRY DuFFY 

chief Executive of the Year:

Terry Duffy,  
chief executive of cmE Group

Terry Duffy, the chief executive and chairman of CME 
Group, took on the dual role in late 2016, having previously 
been chair and wasted no time on the acquisition front.

Just 15 months after becoming chief exec, Duffy’s CME 
reached an £3.8bn agreement with London-based broker and 
tech firm Nex Group to acquire the firm. The move was bold 
and marked the largest takeover of an inter-dealer broker by 
an exchange to date.

The acquisition was subject to the usual regulatory and 
ant-trust checks but it closed in good good order, just seven 
months after it was announced, in November.

The combined entity is a powerful proposition. CME’s 
currency and interest rate futures contracts alongside Nex’s 
spot currency and rates markets is a compelling prospect.
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South America Exchange of the Year

B3

B3 (Brasil, Bolsa, Balcão) came into being at the very 
start of the judging period in early July. In August, the 
Sao Paulo-based group successfully moved its equities, 
corporate bonds, and equities lending markets to a multi-
asset clearing platform, delivered by Cinnober.

In January, the exchange launched UP2DATA, a 
market closing and reference data provision service that 
will provide early ready-made financial information to 
customers to facilitate the automation of their processes.

In April, B3 reached an agreement with BYMA (Bolsas 
y Mercados Argentinos) to provide technology services to 
BYMA and enable it to enter the derivatives markets using 
B3’s consolidated PUMA Trading System platform.

Global Exchange of the Year, North 

Americas Exchange of the Year and 

prop Traders’ Exchange of the Year

cmE Group

CME has been busy in the past year. In October, the 
group opened its first Australian office and, in December, 
it launched one of the world’s first bitcoin futures.

The exchange launched in May a futures contract 
based on the US Secured Overnight Financing Rate just 
one month after the New York Federal Reserve started 
publishing the rate and has since seen trading in this 
contract grow steadily.

In May, the exchange broke 50 million contracts in 
a single day and in June, this company’s agricultural 
segment hit all-time volumes highs as firms reacted to 
the changing political environment.

CME Group • B3
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European Exchange of the Year

Eurex

Thomas Book (pictured), the chief executive of Eurex 
and formerly the chief executive of Eurex Clearing, was 
appointed at the end of the judging period and inherited 
a growing business.

Europe’s largest derivatives market has benefited from 
volatility in the equities and foreign exchange markets, 
while continuing to enhance and diversify its business.

In October, the Frankfurt-based exchange launched 
Eurex Market-on-Close (MOC) futures to enable firms to 
trade index futures at a price level directly linked to the 
underlying cash market index close, prior to its actual 
publication.

At the end of 2017, Eurex launched an electronic price 
discovery platform that allows bank’s broker desks 
and inter dealer brokers to contact market makers with 
request for quotes.

In January, the exchange hit a record in Single Stock 
Dividend Futures with a total of more than 650,000 
contracts traded, meaning an average daily volume of 
more than 27,000 contracts.

In March, Eurex Clearing’s OTC Interest Rate 
Derivatives segment saw record activity partly due to 
its Partnership Program with some of the world’s largest 
investment banks.

Volumes increased around elevenfold compared to 
March 2017 with a total of €1.7 trillion notional cleared.

middle East and Africa 

Exchange of the Year

DGcx

Over the past twelve months, DGCX has continued to 
show strong growth, with new all-time trading highs, 
the launch of several innovative products and product-
related initiatives and deploying enhanced cutting-edge 
exchange and clearing technology to better serve the 
needs of clients.

In the qualifying period, the Exchange traded over 19.3 
million contracts, setting a new overall volume record, 
with notional value exceeding $441 billion.

DGCX entered into several strategic partnerships, with 
companies such as Ayedh Dejem Group and Amanie 
Advisors LLC, aimed at developing Islamic products for 
the marketplace and boosting the global Islamic finance 
sector. 

In March 2018, DGCX launched the regions first and 
world’s only exchange listed Shariah-compliant Spot 
Gold contract, DGSG, which has since seen record Sharia 
compliant exchange trading as market participants 
become reliant on the wider range of products offered 
by the DGCX.

EurEx • DGCx 
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most Innovative New contract

cmE Group SOFR Futures

Libor reform is arguably the greatest challenge to face 
the financial markets in a generation and exchanges are 
playing their part by launchuing contracts pegged to 
some of the new risk-free rates. The Secured Overnight 
Financing Rate is the preferred methodology from 
the US authorities including the Federal Reserve and 
CME has played its part by launching in May a futures 
contract based on the US rate which has been well-traded 
in recent months.

Best Innovation by an Exchange

Eurex

Eurex Enlight is an electronic price discovery service 
allowing banks and brokers to selectively contact Market 
Makers with requests for quotes in order to find a trading 
counterparty. Orders are then automatically transmitted 
to Eurex’ T7 Entry Service for exchange trade confirmation 
and post-trade processing. 

Eurex EnLight replicates the core aspects of the voice 
business, while affording its users all the advantages of 
automatic electronic data collection and timely retrieval of 
all this information to meet Best Execution requirements. 
The increased electronification of the off-book business 
ultimately improves overall market liquidity and 
increases structural diversity.

CME Group SoFr FuturES • EurEx
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Trade Repository of the Year

DTcc Global Trade Repository

The US-based DTCC’s Global Trade Repository is the 
main reporting platform for over-the-counter derivatives 
transactions in the US, Canada, Europe and the Asia-
Pacific. The repository tracks more than 40 million open 
positions globally and handles each year more than 14 
billion messages across 100,000 entities.

The repository is in the process of upgrading its client 
portal and migrated European users in 2017 followed by 
Asian clients while those in the US and Canada will move 
in 2019. The re-architecture has also allowed the DTCC to 
deliver new services including SFTR reporting.

Americas clearing house of the Year

Occ

The OCC, originally the Options Clearing Corporation, 
is changing fast under chief executive Craig Donohue. 
The clearing house remains the clearer for the US equity 
options market, which has been particularly busy this 
year as the US indices have gone higher and higher before 
coming off the boil in recent months.

The OCC has become more active in another area 
however: advocacy. The clearing house is an outspoken 
critic of US tax reforms that could have serious implications 
for the US options market and celebrated in July the passage 
of H.R. 5749, the Options Markets Stability Act.

DtCC GloBal traDE rEpoSitory • oCC 
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THOUGHT LEADERSHIP: OCC

Throughout 2018, the Options Clear-
ing Corporation (OCC) has oper-
ated in a robust and resilient manner, 
clearing over 20 million contracts 
a day for our highest ever annual 
cleared volume, while providing the 
US exchange-listed options markets 
with unparalleled financial integrity. 

We achieved this as we continue to transform from being a 
low-cost provider of transaction processing services to sup-
port the growth of the options market, to providing highly 
resilient risk management, clearance and settlement services 
as the foundation for secure markets. 

In 2018, we continued to make progress to meet our height-
ened expectations as a Systemically Important Financial Mar-
ket Utility (SIFMU). Enhancing OCC’s resiliency is critical to 
our continued ability to reduce systemic risk, increase market 
transparency, and provide capital and collateral efficiencies for 
the users of the US options markets. 

This progress included regulatory approval of the following 
OCC initiatives:

• Phase One of our Financial Safeguards Framework
• Recovery tools and Recovery and Orderly Wind-down 

Plan
• Minimum cash requirement in the OCC Clearing Fund
• Margin and model risk management policies
• Rule changes to clarify OCC’s trade acceptance and nova-

tion practices, and
• Rule changes to calibrate our margin coverage for all risk 

factors in STANS on a daily basis

Our new Financial Safeguards Framework enhances OCC’s 
resiliency by resizing the clearing fund to cover the simultane-
ous default of our two largest clearing firms (“Cover Two”) 
versus a default by our single largest clearing firm (“Cover 
One”). This exceeds US regulatory requirements and allows 
OCC to meet international standards, which will be important 
as we continue to pursue recognition as a “Qualified Central 
Counterparty” in Europe.

Meeting this Cover Two requirement also allowed OCC to 
maintain its exceptional AA+/Stable credit rating by Standard 
& Poor’s (S&P). Of the over 9,000 global entities and sover-
eigns rated by S&P, only one percent have a AA+/Stable rat-
ing like OCC, which reflects well on our efforts to strengthen 
our Financial Safeguards Framework and promote stability 
and market integrity through effective and efficient clearance, 
settlement and risk management services. 

As an industry advocate, OCC continues to play a leading 
role with the US Securities Markets Coalition to educate do-
mestic and international policymakers on the importance of 
the exchange-listed options industry to investors. This effort 
helped secure passage of the Options Markets Stability Act 
by the US House of Representatives. We will continue to ad-
vocate for policies that support a healthy and vibrant options 
industry, including engaging on issues relative to capital and 
market regulation, taxation and risk management.  

In 2018, The Options Industry Council (OIC), an industry re-
source managed by OCC, continued to provide unbiased edu-
cation to retail investors, financial advisors, and institutions 
about the benefits and risks of exchange-listed options as risk 
management solutions. This year OIC reached about 10,000 
investors through its webinar and simulcast series, which has 
contributed to the increased use of options by investors. 

We continued to transform our governance structure by add-
ing and re-electing five financial services experts to our board 
of directors, and we enhanced our team by adding capabil-
ity to our Enterprise Risk Management, Security Services, 
Financial Risk Management, Compliance and Internal Audit 
functions. Following on the successful move of our Dallas col-
leagues in 2017, we moved our Chicago colleagues into brand 
new office space, providing them with an open and collabo-
rative work environment and making OCC a more attractive 
destination for the best talent.

As we look ahead, OCC is working to modernise its technol-
ogy infrastructure, in what will be the most important effort 
we will undertake to better serve market participants. While 
the ENCORE technology clearing system has served OCC well 
for over two decades, change is required if we are to continue 
to meet our obligations as a SIFMU, become increasingly in-
novative and agile as an organization, and grow as a business. 
During this modernization effort, we will continue to invest 
in ENCORE and deliver effective and efficient clearance and 
settlement services in a manner that minimizes any impact to 
our current operations.

Everyone at OCC remains committed to strengthening our 
resiliency and risk management capabilities, to ensure confi-
dence in the financial markets and the broader economy, and 
to continue to clear the path for growth in the US exchange-
listed options industry. 

Contact:
Senior Vice President / Communications and  
The Options Industry Council
Phone: +1 312 322 4484
Cell: +1 847 909 4953 
www.theocc.com

OCC Continues to  
Fulfill its Role as a SIFMU

By John Davidson, OCC President and Chief Operating Officer



We thank FOW for this recognition. It validates the confidence 
OCC brings to financial markets and the broader economy.  
We take great pride in clearing the path for stability and market 
integrity by offering world-class clearance, settlement and risk 
management services to market participants.

theocc.com

The  
Foundation  
for Secure 
Markets
The entire OCC team is honored to 
receive the award of Clearing House 
of the Year – The Americas.
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Best Swap Execution Facility

Tradition

Tradition’s Swap Execution Facility offers execution of 
interest rate swaps, credit swaps, equity derivatives, 
commodity derivatives, foreign exchange options and 
NDFs, in cleared and uncleared swaps as markets 
determine.

Tradition SEF is one of the leading execution platforms 
for US interest rate swaps, it has a growing credit default 
swap book and has seen recently its market share in the FX 
NDF market increased significantly.

European and Asian 

clearing house of the Year

Lch

LCH’s SwapClear is coming under pressure from Eurex 
Clearing which is looking to use Brexit uncertainty to 
boost the volumes of Euro-denominated swaps cleared in 
Frankfurt but the service goes from strength to strength.

In October LCH cleared its first swap referencing Saron, 
the Swiss risk-free rate. In November, LCH launched repo 
clearing for Belgian debt and processed the first cross-
currency swap though LCH SwapAgent, a service for non-
cleared over-the-counter derivatives.

In December, SwapClear started offering clearing of 
Australian Dollar BBSW vs AONIA overnight basis swaps 
(AUD BOBs) and CDSClear started clearing credit index 
options.

In May, LCH began clearing Chinese Yuan, Korean Won 
and Indian Rupee-denominated non-deliverable interest 
rate swaps.

lCH • traDition
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THOUGHT LEADERSHIP: LCH

In November 2018, LCH’s credit 
default swap service, CDSClear, 
launched an Electronic Exercise 
Platform (EEP) that enables buy-
side and sell-side dealers to more 
efficiently exercise the index op-
tions that they have cleared with the 
clearing house.

“We have released an electronic 
platform that enables buy-side and 
sale-side dealers to exercise their in-
dex options that they have cleared 

with us automatically, electronically, with sub one-second 
latency on an anonymous basis,” said Frank Soussan, global 
head of CDSClear.

Prior to the launch of the platform members that wanted to 
exercise their options on expiry day between 9am-4pm Lon-
don time, would have to do so by reaching a counterparty by 
phone or through instant messaging. In both cases, formal 
exercise notices would have to be delivered by email.

Soussan highlighted that with the new system, members 
have the opportunity to notify the clearing house of their op-
tions exercise intentions via the GUI or an API instance of the 
EEP. This will in turn notify the other side of this exercise in-
tents – a process which significantly improves efficiency and 
cuts down on operational risk. 

“By clearing with CDSClear, participants now face one 
single counterparty and only need to exercise their net posi-
tion on a given strike once. Without clearing their options, 
members would have to exercise multiple options trades on 
the same strike as facing multiple counterparties. Simply by 
moving to a cleared model, firms are reducing their opera-
tional risk.”

“Once a trader goes to the EEP screen, they can see all their 
cleared options positions, and simply click on the ones they 
want to exercise. That exercise instruction will go directly to 
LCH to be matched with a counterparty, enabling a real-time, 
all to all, and anonymous exercise process,” he said.

Margin efficiency
Soussan went on to highlight the benefits of clearing credit 
swaptions for the market. 

“The benefits of clearing credit swaptions are threefold. Be-
side mitigating the operational risk and providing an auto-
mated, anonymous way of exercising options, it also allows 
members to be more efficient from a capital and initial mar-
gin standpoint,” he said.

Usually options are traded alongside a hedge on the in-

dex. Before CDSClear provided the ability for participants 
to clear credit index options, firms would have been forced 
to un-package the two products. Trading the credit options 
bilaterally, while clearing the underlying index means a bank 
would have to put up initial margin for both products.

“Now if you have the ability to clear the option at the same 
CCP where you clear the index, it means you are going to 
have reduced initial margin as the CCP allows for portfolio 
margining in its risk framework.”

“We have seen participants saving up to 95% on initial mar-
gin of the package when clearing index options on a delta 
hedge versus clearing the two separately,” he added.

Portfolio margining position incentives
Soussan explained that the portfolio margining system could 
also incentivise LCH’s customers to have broadly hedged 
positions by providing them with lower initial margin calls 
for more balanced books.

He explained that the way CDSClear calculates margin 
taking into account the overall risk of a customer’s global 
portfolio. 

“If you buy protection on a given instrument and you sell 
it on another given instrument and these instruments were 
historically highly correlated, we would reflect that in the 
margin we call.”

By allowing portfolio margining, the margin called would 
be less than calling the two positions independently.

“We do it because it is a sound risk management frame-
work and it incentivises our customers to have hedged or 
balanced positions with us,” he added.

Growing demand
Soussan emphasised that there had been a positive market 
response to CDSClear’s credit index options offering. Five 
dealers have already live and another three are due to sign 
up in early 2019. 

Going forward the ambition is to facilitate more dealer li-
quidity in order to harness an enthusiastic buy-side looking 
for a highly liquid and low cost credit clearing service.

He reiterated that CDSClear aims to be a “one-stop shop” 
for European clients, who could trade US and European 
portfolios without needing to go through multiple CCPs – 
providing much needed market competition in the market 
and aiming to be the CCP of choice in Europe for credit de-
rivatives. 

Contact:
cdsclear@lch.com 
+44 (0) 20 3197 4516

CDSClear boosts market  
efficiency with new platform

By James Thursfield

Frank Soussan, 
global head of 
CDSClear.
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Best New product: Risk management

cinnober TradExpress ccp Risk

In May Cinnober launched TRADExpress CCP Risk, its 
new risk solution for central clearing counterparties. 

The new system enables clearing houses to increase 
operational efficiency by replacing multiple tools and 
spreadsheets with a single point of access for risk 
monitoring and management, reduce dependency on 
manual processes, and free up time for analysing and 
acting on the outcome of calculations. 

Cinnober’s TRADExpress CCP Risk is specifically 
tailored for CCPs, facilitating efficient risk management 
and compliance with regulatory requirements; much 
needed capabilities in light of increased operational 
complexity and a growing array of centrally cleared 
financial instruments as mandated by various regulatory 
regimes.

Best New product: 

Trade Reconciliation

unavista

UnaVista’s MiFIR Reconciliations is a multi-source 
reconciliation engine and the solution allows for one 
or multiple parties to supply client transaction reports 
and transactions reports held at the regulator(s) for 
reconciliation against transactions reported to UnaVista’s 
regulated ARM.

UnaVista has innovated a new solution for the market to 
help firms meet this new complex form of reconciliation. 
The web-based Mifir Reconciliations solution includes 
a flexible toolkit of functionality that helps to reduce 
operational and regulatory risk and improve their 
internal processes. 

UnaVista’s MiFIR Reconciliations significantly reduces 
the threat of non-compliance. The solution provides 
timely reconciliation results and break management 
functionalities, leveraging an exclusive access to UnaVista 
ARM and London Stock Exchange’s technology.

unaViSta • CinnoBEr traDExprESS CCp riSk
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THOUGHT LEADERSHIP: UnAvISTA

For the first six months of the 
year, UnaVista product manager 
Alexis Wiazmitinoff observed 
the latter was less of a priority for 
firms, who were more focused on 
reconciling against transactions 
held at the approved reporting 
mechanism (ARM).

“Firms were less focused in 
reconciliation against the regu-
lator’s record in the first half of 
the year, as they were still con-
centrating on meeting their new 

reporting obligation under Mifir,” he said.
“Now, clients understand the need to focus on the complete-

ness and accuracy of the data held at the regulators, as regula-
tors start making transaction extracts available.”

UnaVista Mifir Reconciliation Tool
The Mifir reconciliation tool allows multiple parties not only 

to reconcile their trade reports against transactions reported 
to UnaVista’s regulated ARM, but also against the regulators’ 
reports.

“UnaVista’s reconciliation tool ultimately allows for a three-
way reconciliation to be run on reported Mifir transactions,” 
Wiazmitinoff said.

This comprises client versus ARM, client versus national 
competent authority (NCA) and ARM versus NCA reconcili-
ation.

Leveraging LSE Group technology, the tool facilitates 
straight-through processing, allowing for break resolution 
based on a set of pre-defined criteria on any of the Mifir fields.

“This significantly reduces risk of non-compliance with 
RTS22 (Article 15) requirements,” he added. 

Article 15 requires firms to reconcile front-office trading re-
cords with trade data provided by NCAs, or from the ARM 
if data from the regulator is not available, to identify any in-
stances of inaccurate or incomplete reporting.

To cater for these time-sensitive requirements, UnaVista al-
lows firms to use a service that maps their format to the one 
recognised by the tool if they cannot apply UnaVista’s format.

The tool also reconciles Mifir personal information fields, in 
accordance with the latest data privacy regulations.

“We have also taken measures to protect personal data. We 
hash the data when it is extracted from the ARM as well as cli-

ent data, so we are matching at a level of anonymity,” Wiazmi-
tinoff said.

UnaVista is already planning to extend the service beyond 
Mifir reconciliations once the latest round of updates are de-
livered.

“We will be looking at extending the solution to cover fur-
ther regulations, starting with Emir,” Wiazmitinoff said. “We 
will also be looking at adding the ability to reconcile Mifir 
instrument reference data reports against Mifir transactions.”

Brexit
Another area of focus for UnaVista will be extending its regu-
lator extract coverage across the EU27.

At present the tool supports reconciling against extracts from 
the UK Financial Conduct Authority but the plan is to support 
extracts from Central Bank of Ireland and the French AMF for 
clients with reporting obligations in Ireland and France next 
year.

 “Our Mifir reconciliation tool is a non-regulated service, 
so clients will be able to use this as a mechanism to reconcile 
multiple data sets post-Brexit regardless of where the data is 
held,” he explains.

The biggest challenge will be for UnaVista to establish cross-
border connectivity and interoperability with regulators’ plat-
forms once the regulators allow data to be pulled automatically.

10-year anniversary and beyond
UnaVista celebrates its 10-year anniversary this year. Having 
been established as a data management platform, it went on 
to become one of the leading regulatory reporting platforms 
within a decade.

One of the priorities during its second decade will be to 
bring added value to operations that were once considered an 
onerous cost – data analytics is at the heart of this.

UnaVista is set to launch new services in 2019 which include 
data insights into trading patterns and the ability to compare 
the quality of a firm’s transaction report against their peers.

Technologies such as artificial intelligence will become in-
creasingly relevant as the industry seeks to better understand 
the data that is being analysed and improve the quality.

Now that reporting firms are used to reporting and regula-
tory change, the next phase for UnaVista is to take a more so-
phisticated look at what is being delivered and what value it 
is bringing. 

UnaVista takes reconciliation 
to a third dimension

Alexis Wiazmitinoff, 
product manager, 
UnaVista

When Mifir expanded the scope of reportable transactions, investment firms 
were not only tasked with upgrading systems to send a vast amount of reports 
but also ensuring those reports can be successfully reconciled against the 
regulators’ records. By Louisa Chender.
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Best New product: 

Trading & Execution

Itiviti Systematic Internaliser

The renewed Itiviti Systematic Internaliser plays a 
fundamental role in the post-Mifid II market structure. 
Pressure from the buy-side to deal with Systematic 
Internaliser (SI) brokers results in a multiplication of SIs 
and exacerbates competition among traditional players.

Itiviti gained competitive advantage through input 
from key clients using both the Ullink agency trading 
solution and the Orc/Tbricks market-making offering. 
With this valuable support, the firm created the first 
Mifid II systematic internaliser platform, and were able to 
ensure it was battle-proven more than a full year ahead of 
the regulatory deadline.

Best New product: connectivity

BSO

BSO’s proposition has always been to provide the lowest 
possible latency and the highest possible reliability in 
connecting the world’s most liquid trading venues. Over 
the years, BSO has invested in an unrivalled network of 
global fibre-optic routes, but recently the firm has gone 
a step further with its acquisition of Apsara Networks: 
one of the world’s leading suppliers of Radio-Frequency 
connectivity to the global financial markets.

BSO’s go-to-market strategy is founded on its specialism 
to connect traders from the established US and European 
markets to the harder-to-access, and more volatile, 
emerging markets such as Dubai, Tel Aviv, Hong Kong, 
Mumbai, Singapore and Shanghai.

BSo • itiViti SyStEMatiC intErnaliSEr
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Mifid II was for many a case of 
scrambling to meet deadlines to 
ensure compliance on January 3 
2018, Itiviti identified the expan-
sion of the Systematic Internal-
iser (SI) regime as a key change 
that would bring business op-
portunities to its clients.

SIs were introduced under the 
original Mifid but were under-
used as banks operated the more 
liquid Broker Crossing Networks 
(BCNs) to trade with clients.

Mifid II banned BCNs and in-
troduced caps on dark pools 
while expanding the remit of SIs 

to include fixed income, ETFs and derivatives.
This created the opportunity for a host of new companies 

to launch SIs, most notably low latency Electronic Liquidity 
Providers (ELPs).

Jonas Lindqvist, head of the Principal Trading and Trade 
team at Itiviti, said there has been a bifurcation of the SI mar-
ket. “We see two types of SI among our client base: the ELP 
model that is actively quoting in the market and the broker SI, 
which operates more on an RFQ model or between an agency 
order and the principal desk,” he said.

“Both models enable the SI operator to offer better pricing 
than traditional venues. An ELP running an SI has the advan-
tage of being able to control who can access the liquidity. This 
means that they can offer pricing with a lower risk of being 
gamed by another firm.

“On a broker SI, some of the problems that an agency desk 
might have in finding liquidity in illiquid instruments are ne-
gated by the link to a principal trading desk. So they can also 
benefit from better pricing.”

Technology requirements
The team at Itiviti recognised there were technical challenges 
in setting up the SI and then in integrating that with the wider 
market and both internal and external liquidity pools. 

Itiviti leveraged its historic Tbricks and Orc market mak-
ing software to develop RFQ management, integrations with 
OMS and EMS screens, the SI engine and the compliance func-
tionality to ensure that the SI met pre- and post-trade transpar-
ency as well as record keeping and reporting requirements. 

“We built support and tools for both kinds of SIs and all asset 
classes that are relevant to our clients,” said Lindqvist. 

“The Tbricks platform has a modular construction, which 
allowed us to move fast in implementing new units for the 
regulatory rules that we have to align with.” 

Itiviti also deployed SI support in its smart order router, 
which routes execution between the SI engine and 60+ liquid-
ity pools and a multi-asset hedger to automatically control risk 
for SI operators. 

“The problem with smart order routers is that many of them 
are not that smart,” said Lindqvist. “We make sure that ours 
can be tuned to act efficiently with the different venues that 
are out there. 

“When you interact with an external SI you need to under-
stand how they do business and what is driving that busi-
ness and that should impact how you tune your smart order 
router.”

The future development of the SI regime
The expansion of the SI regime has not been without its con-
troversies. Exchanges have claimed SIs are diverting trades 
from lit markets, while concerns over the increased complex-
ity of European market structure have also been voiced.

But Lindqvist said there is likely to be continued growth in 
the use of SIs and that keener pricing on offer is of benefit to 
the market. 

“There are currently 161 registered SIs in the European 
Union and I expect that to grow further in the coming six 
months,” he said. 

“More than 60% of them are SIs in more than one asset class. 
Of course different asset classes have different requirements 
but from a technology point of view there are similar benefits. 
We are seeing more clients interested in using SIs to trade both 
equities and derivatives.” 

In February ESMA will introduce the next wave of SI obliga-
tions, which will expand the coverage into derivatives, taking 
the SI regime into full effect. 

“We also expect a number of clients will be required to be SIs 
next year and they are starting to prepare now for that, and 
with our platform they can extend into SI status if and when it 
makes sense to do so,” said Lindqvist. 

Contact:
www.itiviti.com

Email: sales@itiviti.com

Itiviti SI toolkit  
kickstarts new regime 

Jonas Lindqvist, head 
of the Principal Trading 
and Trade team, Itiviti

While for many in the market, Mifid II was a case of scrambling to meet 
deadlines to ensure compliance on 3 January 2018, Itiviti was already working 
with clients to identify the opportunities.
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Best New product: 

collateral management

cloudmargin

CloudMargin remains the only collateral/margin man-
agement workflow tool built for the cloud, covering every 
aspect of the collateral-management lifecycle across all in-
struments and asset classes for cleared and non-cleared 
transactions. 

The firm’s Software-as-a-Service technology is con-
stantly updated with new features/functionality (at no 
extra cost) and integrated with other mission-critical pro-
viders so clients have much-needed agility and access to 
one global collateral hub, while drastically reducing costs.

Best New product: market Data

vela

Vela joined forces with CoinMarketCap to provide a 
customisable real-time data feed from 200+ exchanges. 
By integrating CoinMarketCap’s professional API into 
Vela’s award-winning Market Data Feed, SuperFeed, this 
offering provides institutional clients with the same level 
of service for cryptocurrency data as they could expect 
from any market data feed.

This new offering further expands Vela’s support for this 
emerging asset class. In December 2017, Vela announced 
readiness to support Bitcoin futures contracts from Cboe 
and CME, providing access to trading and market data. 
The solution provides institutions including broker-
dealers, banks, and buy-side firms with normalised access 
to the rapidly-expanding list of cryptocurrencies.

Best New product: 

market Surveillance

Trading Technologies TTScore

Recognising the significant need for a smarter, more 
efficient approach to trade surveillance, Trading 
Technologies acquired Neurensic, an artificial intelligence 
(AI) regtech startup focused on trading, compliance, 
surveillance and banking, in October 2017.

Following this acquisition, Trading Technologies 
launched TT® Score, a cutting-edge trade surveillance and 
compliance solution that combines Neurensic’s machine 
learning technology with high-speed, big data processing 
power to provide firms with a continuous, comprehensive 
assessment of compliance risk associated with intricate 
trading behaviors. TT Score became the financial 
industry’s only parameter-free trade surveillance solution 
that gets smarter over time as it learns from real instances 
of market abuse.

traDinG tECHnoloGiES ttSCorE • VEla • ClouDMarGin
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Buy-side Trading System of the Year

Tethys Technology

TethysEMS 3.3.0 release offers significantly improved 
order and market data processing speed and capacity. 
Every major component was rewritten to provide the 
lowest latency, multi-asset, EMS platform available today.

TethysEMS facilitates strategy simulation, optimal 
trade execution, trade opportunity detection and 
risk management. The rich interface and advanced 
functionality enable clients to trade global equities, 
futures, options and foreign exchange and undertake 
cross-asset algorithmic trading with:
• The ability to systematise execution tactics
• Over a dozen, out-of-box execution strategies for 

various systematic investment style

Bank of the Year

citigroup

In 2018, Citi’s global Futures, Clearing and Collateral 
business has continued to lead the industry, growing 
market share and client momentum while providing our 
clients timely access to new products, spearheading key 
derivatives industry capital reforms and maintaining 
thoughtful risk management.

The US investment bank attributes its success to the 
innovation and leadership of our people and continued 
investment in scalable technology.

The bank said that many of its strong over-the-counter 
client relationships have expanded into futures, facilitated 
by Citigroup’s differentiated Cross Product Margining 
offering, which provides powerful margin efficiencies 
and increased credit capacity.

tEtHyS tECHnoloGy • FiDESSa DEriVatiVES traDinG platForM • CitiGroup

Sell-side Trading System of the Year

Fidessa Derivatives Trading platform

Fidessa has extended its workflow automation and 
developed powerful new execution and TCA capabilities 
to reflect the economic and regulatory realities of today’s 
markets. 

Fidessa has deployed the latest technologies to deliver 
a completely new and highly configurable front end 
that allows for fast and efficient installation and easier 
deployment to remote users. A range of new tools enable 
traders to visually track the progress of orders and new-
style alerts allow for more efficient management of events.
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Inter-Dealer Broker of the Year

BGc partners

In a year where its rivals have struggled, BGC Partners 
was the stand-out performer in the hotly contested inter-
dealer broker market. In July, the broker completed its first 
swap and option compression cycle, eliminating over $100 
billion of non-cleared Swaps, Swaptions and Caps & 
Floors notional.

The broker completed in September the acquisition 
of Berkeley Point Financial for $875 million and in 
late December, on the eve of Mifid II’s introduction 
across Europe, the firm said it had received regulatory 
authorisation to operate Organised Trading Facilities and 
Multi-Lateral Trading Facilities.

In May, BGC said it had agreed to acquire RKF Retail 
Holdings, a real estate firm in North America specialising 
in retail leasing, investment sales and consulting services.

prop Traders’ clearer of the Year

ABN Amro

ABN Amro Clearing has long been the broker of choice 
for proprietary traders and collected this award for the 
sixth time.

The Dutch clearer extended in October its existing 
relationship with British tech firm Fidessa to allow the 
global clearer to distribute Fidessa’s derivatives EMS and 
hooked up in November to Monte Titoli as a Directly 
Connected Party (DCP), leveraging on its existing T2S 
connection

 BGc pARTNERS • aBn aMro
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Non-Bank Fcm of the Year

RJ O’Brien

The Chicago-based firm moved on various fronts in the 
voting period. The firm established a new affiliate in Dubai, 
RJ O’Brien MENA Capital Ltd., where it continues to grow 
its staff of experienced brokers. The broker consolidated 
its two London offices into one premier space, bringing 
the entire RJ O’Brien Limited staff under one roof for the 
first time since the company’s 2015 acquisition of The Kyte 
Group Limited.

The broker also hired former LME executive Elena 
Patimova as Senior Vice President, Business Development 
to help the firm further grow its electronic sales, clearing 
and voice execution business while raising its EMEA 
profile; and a veteran institutional brokerage team 
focused on global macro fixed income futures and options 
execution.  In addition, Thomas Texier, Managing Director 
of RJ O’Brien Limited, was promoted to also serve as the 
firm’s global head of Enterprise IT.

market-maker of the Year

xTx markets

XTX Markets has come a long way in a short time, having 
emerged as a foreign exchange specialist and moved 
aggressively into equities, commodities and fixed income. 
The market-maker now has offices in London, Singapore 
and New York, supports some 36 trading venues and 
ranks consistently in the top five liquidity providers in 
most of the world’s largest derivatives markets.

XTX Markets hired in October market structure guru 
Niki Beattie as its non-executive chairman, giving further 
clout to the fast-growing firm.

xtx MarkEtS • rJ o’BriEn
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One of the most threatening things to 
businesses is failure to comply with 
the myriad of ever changing rules. 

With hefty fines, risk of 
imprisonment, and reputational 
damage in store for breaching rules, 
no employer can be left wondering 
whether their staff fully know what is 
required of them.

Last year the Financial Conduct 
Authority (FCA) imposed fines 
totalling over £229 million. Under 
its training and competence regime, 
the regulator emphasises that firms 
must “make sure appropriate training 
is provided so employees remain 
competent” and review the skills, 
expertise and knowledge of employees 
on a regular basis. 

“No one’s job now is the same as it 
was in 2007. Even worse, the sands 
are still shifting, meaning that it helps 
to have the experience of the older 
landscape to understand how to 
change and adapt,” said Sam Tyfield, 
partner at law firm Vedder Price.

“This is a difficult time for junior 
staff or individuals trying to break into 
the industry. Obviously firms therefore 
lean on experienced hires, of whom 
there is a limited pool,” he added.

Use it or lose it

Meanwhile for over a year and a half, 
UK-based firms have been paying an 
additional tax and have not seen the 
benefits.

The UK government introduced the 
apprenticeship levy last year initially 
to create three million apprentice-
ships by 2020, and to drive an up-take 
in further training, in a bid to boost 
productivity within firms.

However, most businesses are 
unaware that they can use the funds 
to upskill existing staff at all levels 
instead of taking on a trainee.

In his Budget speech on October 29, 
Philip Hammond said: “As well as 
backing businesses to invest and grow, 
we will also make sure British workers 
are equipped with the skills they need 
to thrive and prosper.”

Tyfield added: “Upskilling is a very 
good idea. I hope it takes off.”

As it stands, over £1.2 billion of levy 
payments remain unused because em-
ployers don’t know that they can be 
put towards developing existing staff. 
Aside from the financial loss, it raises 
the question can employers afford not 
to gain productivity from the people 
around them?

UK-based entities with annual 
paybills over £3 million have been 
captured by the levy – paying at a rate 
of 0.5% of their total employee paybills 
each year. This means they have 
already racked up a large sum that 
stands to be lost if they do not use it.

However, the clock is ticking as any 
unspent money will go back to the 
treasury after two years – if not used by 
competitors.

Divento and Born  

partner on training

Recognising that the fundamental skills 
gap within this industry is compliance, 
Divento Financials, a market leader in 
professional trader training, and Born 
Technology, a Chicago-based FinTech 
which provides technology infrastruc-
ture to market participants globally, 
have teamed up to deliver tailored 
training to industry standards.

Levy money can only be spent on 
standards approved by the Institute for 
Apprenticeships and delivered by com-
panies on the register of apprenticeship 
training providers (RoATP).

Divento was instrumental in creating 
the Financial Services Professional 
Standard that levy vouchers can be 
put towards, while Born developed 
software to detect elements of market 
abuse that most firms had overlooked.

One of the biggest reasons why staff 
are put off taking on additional training 
is the sheer amount of time it would 
take away from their already busy roles.

Experts from Divento and Born will 
however work with employers to 
identify knowledge gaps in the field of 
market abuse and regulation, establish 
which compliance standards employ-
ees should be trained in, and develop a 
bespoke program.

Rather than subjecting existing em-
ployees to a classroom-based approach 
or a mere tutorial, they will be trained 
using simulated tier-1 front-end profes-
sional software with real-time data.

Firms could either allocate funds 
from their own budget to this type of 
essential training, or use levy vouchers 
that they have already accrued. 

Non-compliance can 
be curtailed with UK 
apprenticeship levy
By Louisa Chender
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