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LETTER FROM | THE PUBLISHER

Dear colleagues,

HEN | FIRST ARRIVED AT SWIFT 20 YEARS AGO,
| felt I was joining a particularly cosmopolitan
organisation. And for its time, it was. Yet by
comparison, SWIFT and its community in 2007
are vastly more diverse in terms of customer base,
geographical coverage, and product reach.

As we implement our SWIFT2010 strategy, the pace of
innovation within our community is accelerating. We
need to respond to the issues our customers are placing
on our agenda without sacri cing our core values

of trust and reliability. I am honoured to be leading
SWIFT in facing that challenge.

This edition of Dialogue re ects the various fronts
of activity on which SWIFT is working to help its
community progress. Apart from the direct impact
of RMA on the way customers are now able to
manage SWIFT message ow, we look, inter alia, at
developments in e-FX, Asian fund automation, US
payments clearing and IBANSs. The potential for the
nancial services industry to exploit service-oriented
architecture (SOA) is debated in our roundtable. Our
cover interviewee, Per Larsson, CEO, DIFX, has a
reputation as an innovator in securities markets. Enjoy
reading and feel free to respond to any issues raised.
We welcome your feedback.

Sincerely yours,

L£zaro Campos
CEO, SWIFT
May 2007

DIALOGUE Q2 2007 3



D

Per E. Larsson,
Dubai International Financial Exchange

OVER STORY
I Euilding a market of
arkets

EXECUTIVE SUMMARY

6 An overview of this issue

OPINION

8 Cost and risk in clearing and
settlement
Christiane Macedo, global head,
GlobeClear, JPMorgan

INTERVIEWS

12 Building a market of markets
Per E. Larsson, CEO, Dubai
International Financial Exchange

16 Compliance, customers and culture
Lazaro Campos, CEO, SWIFT

DIALOGUE Q2 2007 | CONTENTS

lalogu

THE VOICE OF THE SWIFT COMMUNITY

Christiane Macedo, JPMorgan

OPINION
Cost and risk in clearing
and settlement

REPORTS

20 IBAN
Is the world on board with IBAN?

24 US payments reform
A joint effort

28 Automation
Wealth managers confront automation

32 SWIFTNet Phase 2
Getting to grips with RMA

36 Interbank communications
Securing the channels

40 FX processing
Coping with the FX trading surge

44 Financial reform in Latin America
Separately together

48 Asian fund automation
A hands-off approach to Asian funds

Correspondence should be addressed to:
dialogue@swift.com

SWIFT
Avenue Adéle 1, B-1310 La Hulpe, Belgium
Tel: +3226553111

Fax: +32 2 655 32 26
SWIFT BIC: SWHQ BE BB

Lazaro Campos, SWIFT

TERVIEW
I ompliance, customers
nd culture

INDUSTRY ROUNDTABLE

52 SOA: Living up to the hype?

Participants
O Oliver Kling, solution architect,
IBU banking and FSP, SAP

O Richard Mark Soley, chairman
and CEO, Object Management
Group

O Abhijit Gupta, enterprise
architect and SOA programme
lead, Deutsche Bank

O Frank Vandamme, senior
manager, standards, SWIFT

INDEX

58 An index of companies and
personnel in this issue

Publisher: Lazaro Campos, SWIFT. Managing editor: Martine De Weirdt, SWIFT. Editor: Euan Sellar, SWIFT. Dialogue is written and produced by Information Partners on behalf of SWIFT.
Advertising: denis.leclercq@swift.com, Tel. +32 2 655 3068. Graphic design: Tina Eldred. Printed by: IPM Printing. Copyright © S.W.I.LET. SCRL (SWIFT) 2007.

All rights reserved. Reproduction is however authorised with acknowledgement of the source, reference and date of publication, and all notices set out here. This publication is supplied for information purposes only, and shall
not be binding nor shall it be construed as constituting any obligation, representation or warranty on the part of SWIFT. SWIFT, S.W.L.E.T, the SWIFT logo, Sibos and SWIFT—derived product and service names — such as but

not limited to SWIFTNet and SWIFTAlliance — are trademarks of S.W.L.ET. SCRL. SWIFT is the trading name of S.W.L.E.T. SCRL. Photographs feature SWIFT employees, customers and business partners.

DIALOGUEQ?2 2007 5



EXECUTIVE BUMMARY

INTERVIEWHER E. LARSSON

Per E. Larsson, the chief executive of the Dubai
International Financial Exchange (DIFX) has a
ambitious goal — to make the exchange he runs a
called ‘market of markets'.
He says the DIFX is the only international excha
in the area it covers — Central Asia, the Gulf Regio
North Africa, South Africa and the Indian sub-eonti
nent. He acknowledges that there is probably alre
at least one exchange per country in these regions
adds that they are highly focused on serving only t
home markets.
“We're very different,” he says. :We are located in
the Dubai International Financial Centre, which is
nancial Free Zone. We have our own laws — the D
is a separate jurisdiction from the UAE. We have o
own courts and we have our own regulators.”
Page 12 Per E. Larsson, chief executive, Dubai International Financial Exchange

OPINION | INTERVIEWLAZARO CAMPOS

Cost and risk in clearing Snce taking over as chief exect
and settlement ive of SWIFT on April 24 this
year, L4zaro Campos has wasted
no time in setting out his stall. He
aims to reinforce SWIFT’s focus o
Christiane Macedo, three Cs: compliance, customers i
global head, culture.
GlobeClear, Although these elements have
JPMorgan always been of great importance to
the SWIFT, Campos is clearly not willing to let the cooperative rest on its
I n both clearing and settlement, laurels, and acknowledges changes need to be made.
risk mitigators and risk takers On the subject of customers in particular, Campos is particularly keen
have historically had very differ that the cooperative does not become complacent, despite the unique
ent roles to play, says Christiane position it enjoys, and is critical of SWIFT’s tendency to introspection.
Macedo. “SWIFT is a great company with great customers: They own us, they use
Infrastructures have historically us and they're incredibly loyal,” he says. “But we are not as customer-
been risk mitigators, agent banks centric as we could be. We have traditionally been quite inward-looking.
have been risk takers, and she  Even our functional organisation is inward-looking. As a result both our
believes it is dif cult to see how theelationship model and our service model need to be revisited.”
two can truly overlap without intfro Despite this, Campos is keen to stress that SWIFT employees are
ducing inef ciencies in the market not to blame for these shortcomings. “I have never come across an
place. She argues that the systemicganisation with such committed and professional people. Nobody is
risk that would be introduced by intentionally trying to be more complex than they have to; we just get
a blurring of borders between the caught up in our way of doing things,” he says. “We have a-tremen
two functions needs to be carefullylous culture of excellence. We just need to change the last few percent
examined by all stakeholders.  of how we operate. We have to reinforce the notion that the customer
Page 8 always comes rst.”

Page 16
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EXECUTIVE BUMMARY

ALSO INTHIS ISSUE

Reports Cyber-crime is a growing problem in the consumer banking
Is the world on board with IBAN? industry and electronic bank-to-bank communications are

. . also at risk from attack. Enter SWIFTNet Mail, a secure pe

O How are non-European countries responding to the IBAN? L i tem that enables users to commun
O What challenges is the deployment of IBAN creating? son tolperson ema sys . :

. . cate with others on the SWIFT network with peace of mind.
O Will the IBAN catch on outside Europe?
The IBAN is the ISO 13616 international standard for PEEEES
numbering bank accounts, for which SWIFT is the registra- Coping with the FX trading surge
tion authority. SEPA is the rst community to make the IBAN O How are rising FX trading volumes affecting back-of ce
mandatory. The IBAN is not, however, just a European phe-  functions?
nomenon — it involves the rest of the world and is generatingO How is CLS helping to ease the burden?
a surprising amount of controversy. O What role could standardised messaging play?

Page 20 Average daily turnover in the global FX market is widely
predicted to reach USD 3 trillion when the Bank for
International Settlements (BIS) releases its triennial survey
the third quarter of 2007. Foreign exchange already dwarfs
any other nancial market. In 2004, BIS reported average
daily trade volume in foreign exchange at USD 1.8 trillion,
compared with USD 167 billion in the global equity market.
Not surprisingly, this volume is putting a strain on rms’
back-of ce processing capabilities.

A joint effort
O In what ways is the distinction between high- and

low-value payments eroding?
O Is consolidation in US payment systems a viable option?
O Where can standards be shared?
In the US, as elsewhere, the historic distinction between
high- and low-value payments has become blurred.
Customers are no longer willing to route a payment based
on amount alone, and now wish to accord different levels of
importance to factors such as payment nality, timeliness,  Separately together
security, remittance data and cost depending on who they O At what stage are Latin American countries with their
are paying and why. nancial reforms?

Page 24 O What are the main drivers of change?

O What is SWIFT's role in the reforms?
The nancial infrastructures of the various Latin American
countries are at various stages of reform, with some being
highly advanced and some having only the most basic
structures complete. Despite this, there are efforts among
a/arious countries to work together, share knowledge and
potentially create stronger links between payments systems
in the region.

n

Page 40

Wealth managers confront automation
O Why have wealth managers become interested in auto-
mation?

O What challenges do they face?
O How can SWIFT help?
Wealth managers and private banks have traditionally lagge
behind other institutions in adopting automation. But it ap-
pears they are now showing a big interest in catching up.
However, they still have a long way to go. Nearly 30% of
banks surveyed in a recent study by the Scorpio PartnershipA hands-off approach to Asian funds
for Omgeo, the global provider of automated post-trade pre- O What is prompting the need for fund automation in Asia?
settlement trade management services, still rely on manual © How much work needs to be done?
procedures in their back of ce. O What role is SWIFT playing in automating funds?

Page 28 The Asia Paci ¢ fund industry has grown rapidly in the past
10 years. And while the front of ce may be keeping pace,
funds processing still involves a high degree of manual
intervention when it comes to the back of ce. As transaction
volumes increase across the region, the calls for automation
get louder. In the past year especially, there has been grow
ing evidence that the industry leaders are listening.

Page 48

Page 44

Getting to grips with RMA

O How does RMA differ from the old BKE system?

O What are the main bene ts?

O How easy is it to implement?

SWIFT’s upgrade to a relationship management application

(RMA) is about to begin and customers will be expected to

demonstrate live RMA readiness during the second quarter

of 2008. RMA brings several bene ts to customers, not the Industry roundtable

least of which is a greater level of control over the messagessoA: Living up to the hype?

they receive. Despite this, some customers are nervous  Much has been made about the capabilities of service-ori-

about the move. ented architecture (SOA) — a concept that enables banks tq
Page 32 add new software tools without having to completely over-

haul their IT infrastructure. Dialogue asks four SOA experts

whether the concept works as well as some say and nds

out why SOA should not be considered a technology.

Securing the channels

O How exposed are interbank communications to cyber-
crime?

O How can email security be improved? Page 52

O What do pilot banks think of SWIFTNet Mail?
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OPINION | CHRISTIANE MACEDO, JPMORGAN

Castiant/fskiin
cleaningeandsettemeant

Christiane Macedo, global head, GlobeClear, JPMorgan

What are the appropriate rotesk ¢hkers andrisk mitigators in the
clearing and settlementfprocess?
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OPINION | CHRISTIANE MACEDO, JPMORGAN

curities settlement across the globe continukwill try to explain relative roles using the concept
0 evolve from stock moving free of paymentabrisk mitigators on one hand and risk takers or
ovements being made against payment. Ttieansformers on the other, rst focusing on clearing

registration of bene cial ownership has also evolve@nd then on settlement.
from bilateral contracts between individuals through Central counterparties need robust systems
registrars and centralised registry systems to book-@mdrgperations and very precise risk management
systems run by central securities depositories (CSBfJorithms to offset the very high levels of price and
These depositories provide further assurance that counterparty risk that they take in their role as the
the paper or ‘right to stock’ received is valid and thatounterpart to an entire market or number of markets.
ownership transfer is correctly effected. They are risk mitigators for the marketplace. CCP

On the clearing side — and by clearing | mean the clearing risk is mitigated by margining, default funds
function of novation and guarantee typically performednd a number of different nancial constructs.
by central counterparties (CCPs) — the introduction of A CCP does, however, take intraday and overnight
CCPs has allowed market players signi cantly to mitigai@ncing risk through margin payment exposure
the risk of price variations between trade and settlemeagfainst its clearing members, making it — to a lesser
date through margining, as well as to reduce signi camtgree — a risk taker as well. This nancing risk needs
if not practically eliminate, counterparty risk. to be reduced as far as possible so as not to put the

Both of these functions are essential to the correctmarket at risk. Consequently, membership of central
and secure operation of the capital markets. There arzeunterparties is restricted, typically with balance sheet
a number of past examples where inef ciencies in thsize providing a proxy for nancial strength.
clearing and settlement infrastructure have led to real Those trading entities that are not eligible for CCP
losses — every bankruptcy, and indeed every transactiembership then need to ‘buy’ access to the clearing
tests the robustness of a clearing and settlement  system from a CCP member, often a bank. The bank
infrastructure. One of the reasons that capital markegffectively provides margin payment guarantees and
have continued to grow over the past few years is exhadyassumes the risk between the trading member and

because of their robustness and resilience. the CCP, transforming risk and becoming a risk taker.
The two functions, CCP as risk mitigator and CCP
Where the risks lie members as risk takers, have little overlap.

If we look at the established cash capital markets  Moving into the settlement arena, a key need from
in Europe and the US, they are, in general, well  the depository and settlement system is, as for the CCP,
structured and, in bankruptcy situations, there is cleabustness of systems and operations. It is also critical
ownership of any outstandings. In these markets, thieat depository and settlement systems move as close as
risk premium becomes quanti able and close to zenpossible to settlement in central bank money to ful |
However, there is a key area that is not frequently their role as guarantor to the marketplace and avoid
explored: the steps that need to be taken to translateving to unwind market-wide settlement processes
into a settlement guarantee the risk that a broker oif one participant does not pay its dues — something
hedge fund represents when trading. we saw, not infrequently, in Europe in the 1990s, but

There is a clear delta today between the risk thatwhich has become largely a thing of the past.
an infrastructure is willing to take — or indeed should The number of entities in any given market that have
take — as a guarantor underpinning the security of thecess to central bank money is, however, restricted.
nancial markets and the highly regulated nancing Technology, the cost of collateral and the rigidity of pre-
and credit risk that banks take when representing tifigiding requirements all play a role here as do central
clients for settlement. An infrastructure, for exampl®ank rules themselves. Entities that cannot or do not
would look to settle as close to central bank monewash to access central bank money nd themselves
possible, whereas a highly leveraged hedge fund willlying settlement and the associated nancing services
typically not want central bank money owing to acc&esn banks that do have access to central bank money
limitations resulting from the nature of their activity,and are willing to extend intraday or overnight nance
capital base or appetite to pre-fund activity and tie to them on a partially or wholly uncollateralised basis.
up collateral against settlements. They must buy th&hese banks are risk takers in the settlement space.
facility from a bank or nancial institution. In both clearing and settlement, therefore, risk

Who should be the providers of clearing and mitigators and risk takers have historically had very
settlement therefore depends on the function they aifferent roles to play. Infrastructures have historically
performing in the clearing and settlement process. been risk mitigators, agent banks have been risk takers.
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OPINION | CHRISTIANE MACEDO, JPMORGAN

It is dif cult to see how the two can truly overlap DTC'’s real time settlement process for it to continue to
without introducing inef ciencies in the marketplace. function smoothly.

As infrastructures expand their services, their risk-takifig be clear, this is not a question of regulation. Banks
activities should be at the forefront of regulatory scrygiioyide credit as a core activity and are already regulated.
as well as the scrutiny of users and shareholders. Thieis more a question of market forces causing the under-
systemic risk that would be introduced by a blurring eppreciation of the value of settlement.

borders between the two functions needs to be carefullyne search for lower processing costs while

examined by all stakeholders. maintaining a risk-controlled environment must
eventually lead to the proper valuation of all these

The implications of consolidation considerations, but current competition levels are

Consolidation of market infrastructures — risk frequently hampering the proper pricing — and

mitigators — towards best in class not only increasesappreciation — of these cost elements.
operating ef ciency as systems consolidate and processes
harmonise. It also allows for an accelerated path to Idiverfuture
levels of processing risk, if the merging entities reallyor infrastructures to facilitate globalisation of
pick the best of each of their systems. A more focusedttlement, two main models persist today: the
architecture investment may also lead to lower overbfsaaighetti’ model; and consolidation of multiple
and lower infrastructure maintenance costs, which markets into regional centres. The spaghetti model,
should result in bene ts for both users and shareholdeith. interlinked CSDs supporting free-of-payment and
Owing to the use of central bank money, more recently against-payment settlement, has provided
concentration risk among infrastructures is principaflyuseful rst conduit towards cross-border settlement.
centred around operational risk rather than nanciaHowever, apart from lacking of the bene ts associated
risk. Consolidation of risk takers on the other hand with systems and process consolidation, the DVP
may have the opposite effect, if not carefully managedghetti model may require infrastructures to become
Theoretically, if a European settlement system is risk takers as they are representing their members, risk
dependent on a single central counterparty for all ofakers in turn, in a foreign settlement environment and
its activity that may be a concern since, if the CCP often having to deal in commercial bank money. High
topples, the entire market place will topple. This  volume ‘spaghetti’ connections, it seems, may introduce
should be a relatively low concern though as CCPssigni cant amounts of risk into the infrastructure unless
mitigate the risk they take through margining and they evolve signi cantly beyond where they are today.
other constructs, reducing effective exposure windows
to a matter of hours between margin calls. Regulation
If, however, that single CCP is, in turn, dependent bnboth the risk taker and the risk mitigator arenas,
a single risk taker’s ability to pay margin for a signi caeegulation should correspond to the level and type
portion of its activity, that may become an issue as of risk taken by each player. We welcome the EU
too much risk is concentrated in a single nancial Commission's decision to propose a Code of Conduct
institution. If a CCP is heavily dependent on a few as opposed to a new Directive in the post-trading area.
dominant risk takers to transform credit risk, this coulle believe that banks are already heavily regulated
lead to an increased risk across the market infrastruciutesir role as risk takers. Additional regulation
should only be proposed when there are clear risks
The implications of pricing demonstrated that have not already been covered by
Prices in the clearing and settlement space in Europristing regulations.
have fallen signi cantly in recent years. This is the In the absence of an industry-wide Code of Conduct,
result both of consolidation of infrastructures and ohowever, self-regulation may not be enough for market
competition between agent banks. The question thatfrastructures, especially when these are privately-
begs answering is whether competition is allowing ogkhed and have to answer to shareholders’ demands. It
transformers to price their risk appropriately. Is it righitmportant that users’ interests and views are protected;
that agent banks are typically pricing per settlemenhence some form of light and considered legislation
per execution, or per corporate action while not  may be more appropriate than self-regulation for
rigorously pricing intraday nancing costs? Comparinfyastructures in their role as risk mitigators.
the US and Europe, is this hidden cost accurately  This distinction between risk mitigators and risk
re ected in costing models? Even in the US, agent takers is and should remain an important distinction
banks have to inject billions of dollars intraday into begween infrastructures and bafiks.
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INTERVIEW |PER E. LARSSON, DIFX

Per E. Larsson is CEO of the Dubai International Financial Exchange

BSULUNE @ [1ariet
0] [LTEIKETS

Per E. Larssons CEO of the Dubai International Financial Exchange (DIFX), the international
exchange established in September 2005 to serve the region between Western Europe and E

\\)

Prior to joining the DIFX as chief executive, Larsson served as president and chief execut
OM Group, building strong links with other European exchanges and presiding over the st
OM exchange technology to several other exchanges worldwide. During his 18-year caree
he also served as COO of the OM Group and as president of OM Stockholm, its derivative

He spoke Dialoguabout the ambitions of the DIFX on the global stage.
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INTERVIEW |PER E. LARSSON, DIFX

Yu once described your ambition for DiFX as to regional and international, retail and institutional,
become a ‘market of markets’. What exactly do makes us unique.
you mean by that? We are also based in the heart of sharia. We have
It's a strategy that | brought with me when | took upa very strong support from our regional clients
the post of CEO nine months ago and which was to develop a centre for sharia-compliant nancial
approved by the Board in September. It builds on thoducts. That's an asset class on its own. We are,
fact that we are the only international exchange in for example, the largest market in the world for
this region and | mean that in the broadest sense sgwdaik (asset-backed Islamic bonds). The pipeline is
our footprint extends across Central Asia, the Gulf extremely healthy.
Region, North Africa, South Africa and the Indian ~ We also see strong potential for exchange-traded
sub-continent. There is probably at least one exchduges (ETFs). There’s no listing venue for such funds
per country in each of those areas, but they're all locathe region.
exchanges, locally regulated. They have local laws, local
members and, on the whole, local companies listed-low developed is the funds market in the Middle

We're very different. We are located in the Dubai East? Do you see the DIFX playing a role as a regional
International Financial Centre (DIFC), whichisa funds hub more generally beyond ETFs?

nancial Free Zone. We have our own laws —the Yes, | think so. It's still early days, but the good thing
DIFC is a separate jurisdiction from the UAE. We is the demand is here. We've got the platform that can
have our own courts and we have our own regulatascommodate this demand and connect it with the
The system is based on UK common law. The Dubaupply of products coming in. What we are still lacking
Financial Services Authority (DFSA) consists of  is strong buy-side involvement. But | think it's just a
experienced regulators from all over the world whomatter of time.
benchmark themselves against their counterparts in the
UK and US. The DIFX complies with international You said that initially you were after primary listings
business and listing rules. in equities. Are you still after primary listings or

That said, when DIFX began operations, it was oale you looking to attract secondary listings from
targeting primary equity listings. At the end of 2005¢companies that are listed in other markets?
within months of its launch, there was a signi cant Well, as a market of markets we don't have a single
correction in the region. Markets fell by 50%, 60% purpose. As far as primary listings are concerned,
and in some cases as much as 70%. we're focusing on Dubai, UAE and GCC. We also

We felt that while our primary focus would have a strategy to attract global depositary receipts
remain the equity cash market, there was room  (GDRs) from companies that are listed on other
for diversi cation. In addition to equities, we have exchanges, but are attracted to the region, either
segmented our strategy into structured products, because they have business here or they feel that their
Islamic products, ETFs and other funds and stock will be attractive to investors in the region. For
derivatives. That's why we call it a market of marketxample, we have Gold elds, which is a South African
We're not going to launch a new exchange every timeld-mining company. They have a primary listing in
we want to launch a new market segment. We're gadiogannesburg and secondary listings in London and
to use the international platform that we have, the New York. So we try to accommodate both primary
technical platform we're running on. and secondary listings.

If you look at all those different asset types, althougdit the beginning of the conversation you described
you said equities were the initial driver and remain the DIFX as unique, taking in a very large region.
important, going forward do you see any one If you look globally at stock exchanges, one recent
particular asset class as providing near-term growtlpattern is consolidation and cross-border mergers
We're operating in a context of globalised nancialas well as competition from non-traditional venues,
markets and we need to be unique. Where we camwhether crossing networks or from what are going
be unique is in the way we bring together regionalto be known as ‘MTFs’ after MiFID. In that global
and international actors. There’s no other exchangsontext, who do you see DIFX competing with?

in the world that offers issuers access to this | would say that for all listings we are competing with
region’s investors, while at the same time attractingt least one exchange. That's a good thing. Issuers
international investors and companies that want tdoday have a choice. Our value proposition to the
have exposure to this region. The fact that we areissuer is that we are giving them distribution in the
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INTERVIEW |PER E. LARSSON, DIFX

“If investors are not happy with the regulatory structure,
however ef cient your operations might be, they will simply
not trade. Luckily we've passed that test.”

Middle East region alongside access to global invebieigre we can get anywhere. If investors are not happy
No other international or local exchange can provideith the regulatory structure, however ef cient your
them with that coverage. Our member brokers inclugfeerations might be, they will simply not trade.
global rms such as Merrill Lynch, Morgan Stanley Luckily we've passed that test. Second is accessibility.
and HSBC. If I don't have access today, who do | call? How do
| connect? Can | connect remotely? The liquidity
If you take the DIFX transaction chain as a whole, and the listings are obviously also important. | know
does it follow any model or do the trading, clearinghow to connect but what can | trade on the exchange
and settlement procedures you have in place re ecand are the listed products liquid enough for me
the unique nature of the DIFX? to bother.? Those are the questions that we need to
If you look at the various market models in Europe,answer satisfactorily before we can attract the interest
they're all different. Although we havent replicated of international investors.
the Deutsche Borse structure, we do resemble the
Deutsche Borse in that we have a CSD, clearing arthother thing that facilitates international
CCP function in place for the cash market as well participation is international standards. What kind
as the derivatives market. So our transaction chainof relationship does the DIFX have with the global
is fully supportive of our business model, which is standards bodies active in the securities industry?
fully integrated. All other business models apart froithe DIFX uses the SWIFTNet platform for clearing,
Deutsche Borse are at least partly fragmented.  settlement and custody messaging and to communicate
with members’ cash settlement banks. We have links
In looking to attract international investors, what do with Euroclear and Clearstream as international CSDs
you think is the main area in which they need comfoarid links with the CSD in Bahrain and Computershare
If you take the regulation, the trading the clearing anith Australia to facilitate the transfer of shares between
the settlement, what is it that triggers foreign comforthe CSDs. We also have a mutual recognition
in a market’s robustness and security? arrangement between the regulators of the UK and
By far the most important factor is the regulatory the Netherlands that will allow members out of the
environment. We need to tick the regulation box Netherlands and the UK to trade remotely.
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INTERVIEW |LAZARO CAMPOS, CEO, SWIFT

On 23 Aprilazaro Campogook over from Leonard H. Schrank as CEO of SWIFT.
Drawing on his 20-years’ experience within the organisationDied ggpadadooit his
priorities.

In your rst company meeting as CEO, you set out processing, and the locations and facilities of our
SWIFT’s priorities as reinforcing its focus on three data centres and networks.
Cs: Compliance, Customers and Culture. These hav&Ve are taking advantage of that upgrade to
always been important to the cooperative. Where inook more widely at our operations and systems
particular would you like to see change? architecture. We know that we need to continue
The need to address compliance is obvious. Givenvesting in resilience. Our dual operating centre
the political environment in which we operate, dataodel has served us well, but there are additional
privacy is both an urgent and important issue forsteps we could take. In some jurisdictions, our
the membership. We really need to do everythingcommercial appeal would be improved if we
to marry actions and expectations. Part of that processed data in additional locations. We would
has to do with increasing the transparency of ourattract more business to SWIFT. Data privacy will
contractual relationship with our member banks, also be a factor to consider as part of this review.
thereby helping them to be more transparent with So we’re stepping back and asking ourselves, if
their own customers. we were to start SWIFT today with the volumes,
We already have a Data Privacy Working Group ambitions and coverage we have, how we would do
composed of twelve experts from European and it. We began discussing options and scenarios with
non-European banks examining what changes, if the Board last September, and hope that the Board
any, need to be made. Within the next few months,will agree ‘in principle’ to the option of regionalising
they should complete that task. They may also our processing.
suggest recommendations of wording to the various Regionalisation ts well with many of our
communities to help deal with transparency with th&WIFT2010goals. We want to get closer to local
end-customer. That is clearly a requirement of datamarkets. It adds exibility and allows us to do things
privacy agencies. more ef ciently. It also allows us to process and keep
Another action SWIFT is taking in this regard European data in multiple European centres.
is adhering to the Safe Harbor framework of the Those are the compliance-related initiatives within
European data privacy regulations. This frameworkour control. Another, the question of legal certainty,
negotiated by the EU and US in 2000 provides a wasy/for the European Commission and the US
for companies with operations in the US to conformauthorities to solve. Clearly we are caught between
to EU data privacy regulations. This status does notlata privacy laws and national security concerns and
protect you from subpoenas, but it does provide a we need legal certainty for the nancial community
de ned framework of expectations.
SWIFT has always maintained that it is a processor
of data and not a controller of data. As such it was
not necessary to apply for Safe Harbor. Last year, w:

decided nevertheless to apply for such status, WhichFn some jUfISdICtIOﬂS, our
con rms that customers’ data located in the US are commercial appea] would be

protected under data privacy principles similar to those

in Europe. We have since received con rmation thadmproved if we processed data
we are eligible. in additional locations. We

A further area of action — already on our radar

as part of th6WIFT2010strategy — is enhanced  Would attract more business

resilience. At the end of 2006, SWIFT initiated .
an evaluation of options to expand its operating to SWIFT. Data prlvacy WOUld

facilities to cope with future capacity increases. glgo be a factor to consider in

In this context, we are also reviewing our global ] y
messaging architecture, including technical this context.
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“We're stepping back and

asking ourselves, if we were
to start SWIFT today with
the volumes, ambitions and

coverage we have, how we
would do it.”

and for SWIFT. This is something we have been Do you know your customers as well as you did when
saying since last June, and now those discussionglrag consisted of banks interested primarily in cross-
under way. border payments?

It is good to remind ourselves that through the It's true that as we have expanded our product portfolio
unique and unprecedented protections we obtainedcind geographical reach, our customer base has become
from the United States Treasury, SWIFT provides much more diverse.
only limited sets of data to US authorities. These dat®ur traditional service model, for example, has a
can only be queried based on leads from ongoing signi cant impact on our customers. As we moved to
investigations into terrorism nancing and the usag&SWIFTNet, a lot of the responsibility for ensuring
of the data for any other purpose, e.g. economic that the technology worked as it should was left to the
espionage or tracking of criminal activities unrelatedustomer. You want to connect to SWIFT? You have to
terrorism is prohibited. go to a network partner to choose a network solution;

More broadly, my objective is to bring the nationalyou need to go to a service partner for integration. We
member groups into the loop should any public  should become a one-stop shop service. There are good
controversy arise so that they do not trip over the historical reasons for what exists, but we need to revisit
headlines in their morning paper. our service model.

I'll give you an analogy that | think brings it home.
Beyond the need to keep customers informed abousome 23 years ago, | was working in a bank and
exceptional events, are there aspects of the day- wanted a dealing application from Reuters. We were
to-day customer experience that you would like to told that there was an infrastructure and a Reuters
revisit? connection that came with the product. | said, “Fine,
SWIFT is a great company with great customers: ThHiépave that too.”
own us, they use us and they're incredibly loyal. But At one point, we had to nd a space in the dealing
we are not as customer-centric as we could be. Weroom to put the ‘box’. One day, a technician came and
have traditionally been quite inward-looking. Even @sked where to put it. He completed the installation
functional organisation is inward-looking. As a resuéind gave me one instruction: “If that green LED goes
both our relationship model and our service model red, phone this number. In 15 minutes we’ll be here.”
need to be revisited. That's all. Maybe 18 months later, the LED turned red.

We are reviewing the commercial functions | called the number and within 13 minutes, another
and I'm reorganising from ‘outside-in’. The first technician brought another box and installed it. That
part of the process involves segmentation. We asas all | ever knew about that box. That was all | ever
going through an exercise of examining how oumwanted to know about that box.
customers segment themselves. We can then dedeng business with SWIFT ought to be that simple!
how we can present ourselves to them in a mordifter all, fund managers dont want to ‘connect’ to
coherent way. SWIFT. They just want the connectivity to access our
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“My objective is to bring the
national member groups into
the loop should any public
controversy arise so that they
do not trip over the headlines
In their morning paper.”

solutions. They have a back-of ce application to talkntentionally trying to be more complex than they have
to their custodians, prime brokers and broker-dealeis. we just get caught up in our way of doing things.
They just want help to get started and a number to c&lle have a tremendous culture of excellence. You
when things go wrong. We dont give that experiengadbneed to change the last few percent of how we
our customers yet. Our major customers are differemperate. We have to reinforce the notion that the
again. They dont even want to know there is a boxlcustomer always comes rst. We should aim to never
All of these issues are our own doing. | believe ouepeat the same process; there should be continuous
core business should include the customer interfacenprovement. There are ways we can be more
The only reason customers need to know about a innovative.
new release is when there’'s a new message standar@ur internal surveys show staff are proud to work
their back of ce must know about. Anything else theat SWIFT. They feel proud of the quality we offer and
customer should be able to forget. they're right, but our processes must be more outward-
looking. We exist for the customer, not, for example,
Does changing that service model mean changing toethe ve-nines availability per se. Performance
culture at SWIFT? indicators are very important but you can lose sight of
| dont think so. We are 1,800 employees at SWIFT.what you'e trying to achieve.
| have never come across an organisation with such Moving forward, we want to offer a seamless and
committed and professional people. Nobody is transparent service. Everything should just ha@pen.

“SWIFT is a great company
with great customers: They
own us, they use us and
they’re incredibly loyal. But
we are not as customer-centric
as we could be.”
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S the worldon
poard with IBAN ?

Advancing critical dialogue

How are non- What challenges is Will the IBAN catch
European countries the deployment of on outside Europe?

responding to the  IBAN creating?
IBAN?

ile most of us are ing bank accounts, for which SEPA is the rst community to
amiliar with the acro- SWIFT is the registration authoritynake the IBAN mandatory;
nym, not everyone is It consists of up to 34 alphanumertmowever, some non-EU countries
conversant with the inner workingsharacters that include a two-lettehave also de ned their IBANS, for
of International Bank Account country code, a bank identi er (theexample, Turkey and Tunisia. As
Numbers (IBANS). institution and where appropriate, Carlo Palmers, head of payments
The IBAN is the 1ISO 13616 the branch) and the underlying  standards development at SWIFT,
international standard for number-customer’s account number. The explains, “In Europe we had more
IBAN is designed to facilitate the than 29 different account number-
automated exchange of customering systems that needed to be
account identi cation information. brought together into one entity.”

“We are seeing repair charges being
applied where the IBAN hasn’t even been
provided in the payment instruction! This
situation is entirely inappropriate and
requires a harmonisation of practice
across European banks and their
customers.”

Paul Inglis, head of payments risk & industry, ANZ
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Courting controversy

The IBAN is not, however, just a
European phenomenon — it
involves the rest of the world and
is generating a perhaps surprising
amount of controversy. In the US,
attitudes to it range from non-
awareness to grave concern. The
latter is the result of the repair
fees being levied by some EU
banks because the IBAN has been
omitted from a third-party

payment instruction, requiring it

to be added by the rst EU bank

in the chain.

In some cases, these charges are
ultimately passed on to the
originating corporate by its bank.
Since non-EU banks and their «

Corporate customers were not Welporporates In the US tend to regard the
prepared for the requirementto |[BAN as a new or extraneous data

use the IBAN, many banks feel

these surcharges are unfairand €l€Ment, missing the point that in fact it
appear to be a penalty or arbitraryg thajr corporate counterparty’s new

surcharge imposed for doing

business with some European  ¢Jlobal account number or address. The

banks. “The IFSA ducted .
otuty which showed that chargesPrOPIEM until recently has been that

arising from the omission of the hgnks have not done enough to educate
IBAN and the associated BIC

[bank identi er code, used o~ thelr corporate customers.”

identify the bene ciary’s bank

involved in the payment chain] areay Mulhern, president of The M Consulting Group and a board member of the IFSA
costing US banks hundreds of

thousands of dollars per annum,”

says Ray Mulhern, president of  Inglis adds that his rm’s clients IBAN. “There is a perception by
The M Consulting Group and a receive invoices containing both tlsme that the EU invented a new
board member of the Internationabld national account number system, didnt tell anyone and is
Financial Services Association (NAN) and the IBAN, or in some now penalising banks and their
(IFSA). “This represents a lot of cases, just the NAN. He argues thabrporate customers for not playing

pain for US banks and their this must be clari ed and that by the rules,” says Mulhern.
customers.” The sentiments are invoices should only contain the “Corporates in the US tend to
similar elsewhere. “In Australia IBAN. “We are seeing repair regard the IBAN as a new or

and New Zealand we recognise tloharges being applied where the extraneous data element, missing
reality of the IBAN in Europe, butIBAN hasnt even been provided irthe point that in fact it is their

there needs to be a signi cant  the payment instruction!” he says.corporate counterparty’s new global
effort made on the part of “This situation is entirely inappro account number or address.”
European nancial institutions to priate and requires a harmonisationHe adds, “The problem until
ensure their customers unambiguwof practice across European banksecently has been that banks have

ously provide IBAN for remit and their customers.” not done enough to educate their
tances being made into Europe,” Some feel, however, that those corporate customers.” To get over
says Paul Inglis, head of paymentaitside the EU also need to that hurdle, IFSA has stepped

risk & industry at ANZ. improve their handling of the forward to provide a forum to help
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the US banks address the IBAN
issue. Among other projects, the
association is currently preparing
education material for its member
banks so they in turn can educate
their clients. “Because payment
instructions begin with the
corporate payer, it is vital they
include the IBAN at the point of
origination if they are not to incur
extra charges,” says Mulhern.
Palmers agrees that there is a need
for education. “Many international
corporations see an IBAN on their
invoices and just dont know what it
means,” he says. “Banking and
payment associations around the
world need to be more aware of
IBAN requirements, corporates
need to tell their counterparties,

and be explicit about putting IBAN . .
details on their invoices and Banking and payment associations

software vendors need to capture groynd the world need to be more aware
these IBAN details into payment

instructions.” of IBAN requirements, corporates need to
Global appeal? tell their cc_)unterpartles, _and be e>_<pI|C|t
Although efforts are being made tgpout putting IBAN details on their

improve IBAN awareness outside .

Europe, some think it is unlikely 1NV0OICE€S and software vendors need to
that the standard will be adopted cantyre these IBAN details into payment

elsewhere — at least for now. . .

“We have yet to see any clear INStructions.”
articulation from Europe on the
bene ts arising from the IBAN Carlo Palmers, head of payments standards development, SWIFT
rollout in terms of improved STP
rates and customer satisfaction,”
says Inglis. “Despite the fact that help validate and associate IBANMacedonia, Serbia and Turkey.
IBAN use is EU-mandated, even with their BICs.” Countries in the Asia Pacific
in Europe the adoption has been So where is the IBAN gaining region are also looking at the
patchy according to Mulhern. traction? According to Palmers alBAN, particularly Japan. Love it
“When | ask French and Belgian SWIFT it is mostly in emerging or hate it, the IBAN is a fact of
companies: ‘What’s your IBAN?’ markets within the European life. In Europe it is helping to
they respond immediately, but in region. “Those replacing their achieve a borderless payment
many countries implementation iclearing and payment systems oenvironment. In the rest of the
proving slow, with legacy system those looking to harmonise world it is seen variously as a
issues contributing to the ineon domestic nancial systems see potential template for internal
sistency,” he says. “Steps need tanost bene t adopting the IBAN, cohesion, a smart political move
be taken both outside the EU andand interest is particularly brisk iar an irritation. In the latter case,
within by banks, payment irfra  countries seeking to gain admis the answer seems to be a better

structures and vendors to ensuresion to the EU,” he says. understanding of the IBAN's role
the IBAN is understood, used and Recent IBAN adopters are and adjusting to it for a pain-free
that the proper tools are in place Mauritius, Montenegro, future.®
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Ajoint effort

Advancing critical dialogue

In what ways is the Is consolidation Where can

distinction between in US payment standards be
high- and low-value systems a viable shared?
payments eroding? option?

uled to introduce its new Fastetimeliness, security, remittance dathusiness partners.”

Payments initiative. The new and cost depending on who they areThere is also the small matter of
system promises to settle low-valysying and why. the costs to US banks of maintain-
payments in a matter of hours, ing connections to payment
rather than the current three-day Demanding clients systems. A recent report by Aite
processing cycle. Silo-based payment systems that Group claims a single US payment

If successful in attracting pay- separate wire payments from ACHsystem could reduce total overheads
ment traf ¢ from BACS and from paper instruments are insuf- by USD 7 billion, with banks
CHAPS, the initiative could also ciently exible to handle today’s realising between 70% and 80% of
provide a blueprint for reform of customer preferences. While US the cost savings.
the US payment system. For ACH payments carry remittance  “Banks and indeed corporates face
BACS, read the US low-value  data in a format easily applied to a lot of expense ensuring their staff
automated clearing house (ACH)rcorporates’ ERP systems, wire  and systems can handle multiple
for the UK’s high-value, real-time transfers are considerably more standards and protocols on an
gross settlement system, CHAPSsecure from fraud. But what if youongoing basis,” says Nancy
read the wire transfer services ofwant both? Atkinson, senior analyst, Aite
Fedwire and CHIPS, operated by “Banks and payment system  Group. “Multiple systems mean
the Federal Reserve and the operators in the US need to ensureedundancy, costs and inef ciency.
Clearing House Payments that functionality is available to At the same time, the bene ts
Company respectively. allow clients to pick and choose th#eveloped in one system — such as

In the US, as elsewhere, the characteristics of the payment thetracking of wire transfers — are not
historic distinction between high- price them accordingly,” says Garyeing leveraged to the bene t of all.
and low-value payments has becofertone, director of market infra- Nevertheless, Atkinson acknowl-
blurred. Customers are no longer structures, SWIFT. “For a central edges that migration to a single US
willing to route a payment based obanker, payment nality is sacro- system remains unlikely without
amount alone, and now wish to  sanct, but not for corporates that the regulatory pressure that bore
accord different levels of importanceonduct extensive credit checks atite UK’s Faster Payments initiative

I n November, the UK is sched- to factors such as payment nality, have strong relationships with

24 DIALOGUEQ?2 2007



REPORT |US PAYMENTS REFORM

“For a central banker, payment nality is
sacrosanct, but not for corporates that
conduct extensive credit checks and have
strong relationships with business
partners.”

Gary Bertone, director of market infrastructures, SWIFT

or the unifying force of APACS, thélouse, the Fed or a third new
UK'’s cross-industry payments  option could cause debate for
association. months if not years alone,” says

Jeff Neubert, CEO of The Neubert. “Unwinding one system,
Clearing House Payments Comparmy, building a new one and unwind
which operates networks for wire ing the existing two, would be no
payments, ACH, cheques and small task either.”
cheque images, recognises the needl'he current duopoly for wire
for payments systems to evolve in transfers is based on cooperation the 8,000 US nancial institutions
step with market demand. But he over risk management and opera and their customers.
believes this is already being achietiedal issues as well as competition “The current infrastructures can
within the existing payments to drive product development at lowo-exist perfectly happily if we
framework, arguing that the effort cost. But a third element — collabo continue to collaborate. | dont
required to achieve consolidation ration on communications standardsee wholesale consolidation in the

would detract from initiatives and protocols — is seen as critical taear future, but | do see a merg
designed to achieve cost ef ciencighe Fed and the Clearing House’s ing of standards,” says Eileen
and service improvements. continued ability to meet the Dignen, managing director and

“The question of whether you differing requirements and sheer global payments head, nancial
base a single system on the Clearafume of payments demanded byinstitutions, Citi.

“Multiple systems
mean redundancy,
costs and

inef ciency. At the
same time, the
bene ts developed
In one system —
such as tracking of
wire transfers — are
not being leveraged
to the bene t of all.”

Nancy Atkinson, senior analyst, Aite Group.
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“The question of
whether you base a
single system on
the Clearing House,
the Fed or a third
new option could
cause debate for
months if not years
alone,” says
Neubert.
“Unwinding one
system, or building
a new one and

Coming together within companies’ ERP systems. THanwmdmg the
The gradual convergence of ACH dif culties of transmitting remit existing two WOU'd
and cheque settlement processestance data via payment systems have !
following the introduction of prompted a succession of soluion@ NO small task
Check 21 demonstrates the potenfrom banks and technology Vendo:éith er.”
tial bene ts of common formats as well as corporate initiatives suc .
and protocols, according to Len as TWIST and RosettaNet to create
Heckwolf, innovation and product parallel information ows. Jeff Neubert, CEO,The Clearing House Payments
development executive for Bank of It is therefore no coincidence that company
America Global Treasury Servicescommon standards for electronic

Under Check 21, a federal law transfer of remittance data are beingayments and reconciliation,” says
introduced in October 2004 to  introduced on both sides of the Neubert. Currently, the timetable for
enable banks to process chequesAtlantic. While a euro credit transferintroduction of EPN820 for wire
electronically, cheques can now bérmat with standard elds for payments is still subject to further
converted and cleared as electroniemittance data will be launched  discussions with the Fed.
images through the ACH network under SEPA, the Clearing House
or processed through the traditionplans to extend use of its EPN820 Going digital
cheque clearing mechanism, standard format for remittance If US payments reform is to be
depending on customer preferencmformation to US wire payments  evolutionary rather than revolution
“There is scope for the networks (currently, it is only used with ACH ary, technology holds the key. US
and rule structures for ACH and payments). banks already offer corporate clients
cheque payments to merge over thdn October 2006, a Clearing Housa single payment interface and are
next couple of years. The next stepurvey found that 94% of corporatetaking payment decisions on clients’
would be to put the networks respondents considered wire pay behalf. Choosing between clearing
together so you no longer have toments containing remittance infor cheques as electronic or paper items
do the conversion,” says Heckwolfnation ‘valuable’ and that 58% saidmarks the start of smart routing to

One of the key criticisms of they were willing to pay to receive the most ef cient settlement
payment infrastructures globally this data. “Banks are understandabimnechanism, according to Bank of
stems from the corporate sector’s reluctant to make changes without &America’s Heckwolf.
desire to automate nancial supply sound business case. This research &sr the majority of payments,
chain processes, particularly reconhelped demonstrate that their the client’s back-of ce dictates
ciliation of incoming payments customers want electronic invoicingwhat's a cheque payment, an ACH
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“Especially for
banks currently
re-evaluating direct
Clearing House
membership,
connectivity via
SWIFTNet could be
a more cost
effective, attractive
way of maintaining
participation in the
settlement network,
depending on their

payment or a wire based on ‘that's‘Especially for banks currently re- mternal
the way we've always done it' or evaluating direct Clearing House infrastructure n
‘that's how the supplier wants it'. membership, connectivity via '
But clients are beginning to ask usSWIFTNet could be a more cost-
to make that decision for them,” heffective, attractive way of main
says. “We're taking mixed les andtaining participation in the settle
routing the payment based on thement network, depending on their
most suitable combination of internal infrastructure.”
settlement time, risk and cost.”

Even if corporate needs can be mét’'s a wide world
within the existing US payments ~ Through increased collaboration initiative shows that structural change
infrastructure, banks are still bearing@ver standards, protocols and is possible, though painful at rst,”
considerable cost. But despite the faehabling technologies, US banks observes Aite Group’s Atkinson.
that banks could eliminate interface and payment systems operators areAny major reforms that do take
support costs by using a single pipe &fecting change to the country’s place in the US will also need to take
all their Fed traf c, for example, manypayment infrastructure that may changes across the global marketplace
prefer multiple connections for reasoitgestall the need for more radicalinto account. “It's rare for any bank
of stability, contingency and paymenteform. This spirit of cooperation or large corporate to do business
scheduling. was re ected in the May announcevholly within the boundaries of the

Fifteen US banks that retain ment that member banks of the US,” says Citi's Dignen, pointing out
multiple connections to CHIPS are BITS Payments Strategy Steeringthat SEPA, for example, affects
piloting the use of their existing Committee (PSSC) have moved anybody that needs to transfer funds
SWIFTNet connection to communi their payments initiatives to The in the European currency - both
cate with The Clearing House, thus Clearing House’s strategic forum twithin the euro zone as well as cross-
potentially eliminating the cost and establish, for the rst time, a border traf c in the future.
effort required to maintain connecticommon forum for US payment  “In the US, this means we have to
ity via a proprietary protocol. issues, not unlike the UK's APACSranslate certain euro payment

“As a community, US banks But much of the pressure to formats to make them work aceord
should take advantage of the maintain the pace of change is to béng to US regulatory standards,” she
available communication channeldound outside the US. “Eventhe  says. “In the future, no major
and technology to bring costs most cynical would recognise that infrastructure change should be
down,” says Dignen at Citi. SEPA and the Faster Payments  viewed as wholly region-centrie.”

Eileen Dignen, managing director and global
payments head, nancial institutions, Citigroup
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\Wealth managers

confront automation

Why have wealth ~ What challenges do How can SWIFT

managers become they face? help?
Interested in
automation?

impact in the wealth man- be where the general settlement businonthly reporting rst went to
gement sector, according ness was 10 to 15 years ago in term&eekly and now daily reporting for
to a recent study carried out by theof automation,” says Charles Welharine same fees. “To be viable, private
Scorpio Partnership for Omgeo, th®irector of CIO/COO Reach, the  banks have to automate,” he argues.
global provider of automated post- client advisory programme at SWIFT.This applies to hedge funds as well.”
trade pre-settlement trade manage4n our experience, the wealth man-  Yet private client demands go
ment services. The study comparedgement side and private banks haveeyond simple transparency and

Atomation is making areal “Wealth management now seems toRideout at Omgeo notes that

private banks in the US, UK and lot of catching up to do.” daily updates. According to Koen
Switzerland with around USD 6 tril- Zoutenbier, director for product origi-
lion assets under management, sai@/inds of change nation, structured products at Fortis

to be around one- fth of the global Rising client expectations are rapidRrivate Bank, they want more expla-
high net worth market. “The privatedriving change. “The younger gen-nation of why values have changed
banking community has matured eration is now taking over,” explainand ideally the ability to trade every
very quickly in the last year,” says Scott Winslow, managing partner- day. “We look to the issuers for this,”
Kevin Rideout, global head of rela-international for Family Of ce he says, stressing that service is very
tionship management for Omgeo. Exchange (FOX), an advisory serviogortant. “The lowest price will not
Nevertheless, there is still a longor wealthy families that choose to always be in the client’s best interests.”
way to go. “Nearly 30% of private manage their own affairs. “They are Pressure for more alpha is another
banks surveyed rely on manual in the vanguard of pushing for interfactor. “With regard to structured
procedures in their back of ce,” net-style access to information wittproducts the growth has been very
says Catherine Tillotson, head of the same timeliness they have in thast,” says Zoutenbier at Fortis.
research at the Scorpio Partnershipgst of their lives.” Only three or four years ago, most
“and of the remaining 70% there  Tillotson at Scorpio agrees. “We options in our portfolios were listed
is extensive manual processing fohave seen a paradigm shift take plaggoducts; now upwards of 90% are
cross border trades, fund trades aasl 55% to 60% of the wealth under tailored OTC products. The auto-
structured products.” The report management has now been recentlymation just cannot keep up.”
concludes that Europe had the lovacquired,” she says. “The old inheritedThere is certainly more than
est rate of post trade/pre-settlemewealth was more secretive for a variefyough volume for automation to
matching in the study, with Swiss of reasons. New wealth is well-knowmake a signi cant difference, ac-
banks using it for only 38% of to the tax authorities and the ownerscording to Welham at SWIFT, who
trades and UK banks only for 22%are more interested in transparency.’hotes that one rm is supporting
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“The younger generation is now taking
over. They are in the vanguard of pushing
for internet-style access to information
with the same timeliness they have in
the rest of their lives.”

Scott Winslow, managing partner-International, Family Of ce Exchange (FOX)

half a million clients in their wealthand they will need to invest,” says
business while another is maintairwWinslow, “but there is a lot of un
ing over 20,000 hedge fund and certainty on how to move forward.”
private equity positions. Rideout believes that the cost of
Another issue is the way private settlement fails will become a major is
banks manage portfolios. “The  sue. “Fifty percent of rms who come
regulators are pushing us to take & Omgeo are looking to reduce their
much more risk-based approach,’cost of fails,” he says, adding that post
says Zoutenbier, “and to make it trade- pre-settlement matching focuses
clear to clients that higher returns on that, as well as improving trarspapart of its ongoing Business Process

involve higher risks. This increasesncy and risk management. Improvement programme. “We
the demand for transparency.” wanted to incorporate our business
Instead of relying on generalisa Seeking advice partners into the review,” explains

tions such as equities being more Given these pressures, it is net sur Graham Bromley, regional head of
risky than bonds, banks will have prising that wealth managers, large services operations in North America
to measure risk directly. “This will and small, are increasingly looking tor the bank. He too emphasises the
force us to automate,” he adds. advisory programmes like SWIFT’simportance of looking at the process
Rising cross-border investmentsCIO/COO Reach for guidance. end to end, from the customers’ entry
will only pile on the pressure, as  As Welham explains, the Reach point through wealth management
Swiss private banks have already programme identi es cost savings across their various operations such
discovered. FOX’'s members-con by improving operational ef ciency as trust services, securities, payments,
rm this too. “With MiFID and and optimising the technical infra administration and settlements. “We
SEPA they know that Europe will structure. “We do a focused but stillneeded to bury the fear of being em
become much more integrated  in-depth operational review,” he saylsarrassed by what they might nd,”
“looking at the whole administrativehe says. “They gave us an unvar
cycle: how payments and settlementgshed picture that was very helpful.”
are generated, controlled, and sent, Taking this end-to-end view could
and how instructions are received abd particularly important for back
acknowledged. Naturally we look foof ce service providers. “Swiss banks
quick wins, but also at end-to-end sbave moved to outsourcing in the last
lutions.” Besides costs and ef ciencyye years and faster than others,” says
Reach also assesses security and riSlotson at Scorpio, “because they
ABN AMRO patrticipated in a faced the biggest challenges with the
SWIFT Reach review last year as high rates of investment in funds, huge

“The old inherited wealth was more secretive
for a variety of reasons. New wealth is well-
known to the tax authorities and the owners
are more interested in transparency.”

Catherine Tillotson, head of research, Scorpio Partnership
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“Some institutional asset managers have
already moved to XML and are seeing the
bene ts. The private banks are probably

less aware of these messaging debates
and XML issues.”

Charles Welham, Director, CIO/COO Reach

volumes of cross border transactionsve help them to improve their service
and strong reliance on sophisticatedin the future and they help us to
instruments like derivatives, hedge improve our processes now.”
funds and structured products.”
Barbara Lubey, product managerAn ongoing process
at JPMorgan Worldwide Securities The wealth sector is clearly moving
Services for global custody transadn the direction of STP. “We expect
tion messaging and settlement, alsautomation will start to grow quite
called in SWIFT to review their  rapidly now,” says Tillotson at
global corporate action operations.Scorpio, “as the bene ts of lower front of ce becomes murky.” Seamless
“The CIO Reach programme was costs and greater transparency st&TP rather than organisational hand
productive,” Lubey concludes, to be felt in the market.” shakes takes priority for him.
“demonstrating to us how we could Still, as in other areas, Welham However painful, Winslow at FOX
leverage SWIFT more effectively believes the adoption of the latest thinks change is inevitable having
and giving us insight into how we standards like ISO 20022 and XML seen the evolution in the US. “There
may compare with our competitorssyntax will take time, even though we watched as family of ces realised
| believe SWIFT also bene ted fronthey bring important new capabilitietheir buying power allowing them
the programme as their teams sawsuch as net asset value reporting amol command wholesale pricing in
rst-hand what is required to imple support for fund trades. “Some insticontrast to the more retail-like pricing
ment their services in practice.”  tutional asset managers have alreatlyey had previously received,” he
For Bromley, this symbiotic relatiormoved to XML and are seeing the explains. “In Europe that same aware
ship is important: “The more they unbene ts,” says Welham. “The privataness is dawning that they too could
derstand our business, the more thelpeaks are probably less aware of theisave 20 or 30 basis points off their
able to enhance SWIFT capability, smessaging debates and XML issuegees. That type of pricing adjustment
Bromley at ABN AMRO suggests will inevitably drive providers to
that the impact of automation could increase their automatio#”
be large for the private banks. “ManyT his article was written and
traditional concepts are being-chal researched by Bob Giffords, an
lenged,” he says. “When back-of ce independent banking & technology
ceases to be batch and becomes realnalyst. He welcomes feedback at:
time, the demarcation line with the Bob.Giffords@BTinternet.com

“The more they [SWIFT] understand
our business, the more they’re able to
enhance SWIFT capability, so we help
them to improve their service in the
future and they help us to improve our
processes now.”

Graham Bromley, regional head of services operations in North America, ABN AMRO
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Getting to grips
with RMA

Advancing critical dialogue

How does RMA What are the main How easy is it to

differ from the old  bene ts? implement?
BKE system?

lationship management authorisation process that under- back and forth on a semi-manual
pplication (RMA) is about pins interbank communications, basis under the existing system,
to begin. RMA improves users’ says Martin Read, member of the con rming, renewing and extending
control over SWIFTNet traf ¢ SWIFT board and assistant generatrangements,” Read points out.
received from counterparties. Nowmanager, Bank of Novia Scotia. With RMA, SWIFTNet PKI
that they have installed their hard-Currently, under the BKE system, users will manage their own keys
ware security modules (HSMs) anbanks are required to renew rela- and will not need to exchange keys
begun using public key infrastruc-tionship authorisations regularly. with each and every one of their
ture (PKI) for FIN, most rms are “If we want to deal with Barclays correspondents. Nor will they
in the process of completing their Bank in the UK, for example, thereeed to renew authorisations on a
infrastructure upgrades from todaysa rigid process in place wherebyegular basis. “RMA simpli es this
bilateral key exchange (BKE), a we send a message saying weld ligguation, reducing staf ng require-
prerequisite for RMA. to exchange keys. They send us ments and making lives easier,”
RMA simpli es and automates their key and we con rmit. That comments Read.
today’s messaging and security syadthorisation is valid only for a
tem. BKE relied on proprietary  period of six or twelve months,” Levels of control
secure card reader (SCR) technolnotes Read. RMA gives users a level of con-
ogy, which was introduced over 10 After that period has expired, therol that previously did not exist.
years ago and is approaching the banks have to go through the enti/ith RMA, you can not only
end of its useful life. PKI security authorisation process again. “We control from whom you want
involves installing tamper-resistanhave to do this for all our corre- to receive traf c, but also what
HSMs, which enable users to storepondent banks, which is extremetype of traf ¢ you want to receive
a variety of sensitive data and guaime-consuming,” says Read. from them and when you want to
antee the safe storage of PKI secreBank of Nova Scotia has hun-  receive it. “Under the old system
Customers will be expected to dreds of correspondent accounts. Ave either accepted or rejected
demonstrate live RMA readiness tier-one global bank like Citibank, requests to deal with us in let-
during the second quarter of 2008might have 4,000 or 5,000 differenters of credit, but now we're able

SVIFT’S upgrade to a RMA automates the entire relationships. “They would be going
e
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“If we want to

deal with Barclays
Bank in the UK, for
example, there is
a rigid process in
place whereby we
send a message
saying we’'d like
to exchange keys.
They send us
their key and we
con rm it. That
authorisation is
valid only for a
period of six or

to specify exactly what types of “Banks worldwide have an twelve months. T
transactions we do and do not advantage in being able to block R M A S|mp|| es
want to receive,” says Read. at the sender’s level the type of . . .
Banks can specify parameters business that they would not Wanth'S Situ at|0n,
and these must be met by mes to receive from a speci c cerre i
sages if they are to be received. “I§pondent,” says Houtart. “Today, reduplng Staf ng
a correspondent bank we are hapmhen you exchange a BKE key, I‘equwements
dealing with requests, for exampleyour correspondent can send you . .
a gold bullion transaction that doeany type of traf c. This means and maklng ||VeS
not fall within the parameters of that unwanted traf ¢ must be put easier_”
our relationship, it will be agged,”in a waiting queue and analysed
explains Read. PKI enables banksitanually. With a granular system,,_ .. Read, member of the SWIFT board and
introduce not only state-of-the-art these messages will be caught at .. general manager, Bank of Novia Scotia
encryption, but also turns a simplehe sender’s level and barred from
‘yes’ or ‘no’ into a greater number ehtering the system.” The outcome
choices, he adds. is that there will be fewer messadasdy which sets standards and
It is this level of control that to scrutinise manually, reducing develops policies to counter money
makes RMA more than merely a the burden on compliance and laundering and terrorist nanc

technical upgrade of BKE, aceord operations departments. ing, issued a document called ‘The
ing to Alex Houtart, head of RMA, Forty Recommendations plus
marketing, SWIFT. With RMA,  Boosting defences nine’ (FATF 40 +9) on countering

unwanted traf c is blocked at the RMA has been driven largely by money laundering and counter-
sender’s level, not the receiver's. Thanks' compliance departments, terrorist nancing in 1990, revised
receiver is shielded from unwante#teen to bolster their anti-money- in 1996 and in 2003. “FATF is not
traf ¢ and its potentially harmful orlaundering (AML) capabilities,  the nancial division of the UN,

inconvenient consequences, includccording to Houtart. The but it nevertheless covers close to
ing investigations, auditing, and Financial Action Task Force 100 countries from all continents,”
regulatory reporting. (FATF), an intergovernmental says Houtart.
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“While we have not started to use RMA  German banks were heavily in
volved in the design of RMA and

yet, we are assuming that it will give us  will adopt its most sophisticated
more latitude in the control of messages 'e2wres, he ponts out

End users have not necessarily
received over the SWIFT network.” finalised what parameters they
will introduce in their relation
ships with correspondent banks.
“We haven't decided exactly how
we will implement the details,”
says Read. But the overriding
The task force issues recommeras money laundering? “It will not benefit is clear. “The great thing
dations on a worldwide standard solve any problem, but can help ths it will enable us to ensure we
for countering money laundering tbank to execute their obligations,”do not receive messages from

Masayuki Tagai, chief manager, planning department, payment and clearing services division
Bank of Tokyo-Mitsubishi

both national regulators and explains Houtart. “RMA is a facili people who are not our estab
nancial institutions, some of tator for the global implementationlished correspondents and it puts
which are applicable to bank-to- of the FATF 40 +9 recommenda us in a great position from a
bank relationships. Many countrietions,” he says. reporting and compliance view
have implemented the FATF 40 point,” adds Read.
recommendations into theirr-na  High expectations

tional regulation. What do customers see as the mostirst-time nerves

One of the key principles which important features of RMA? “At thidDespite the bene ts of moving to
FATF has improved is ‘know your stage, while we have not started toRMA from BKE, some have concerns
customer (KYC),’ says Houtart.  use RMA yet, we are assuming thadbout making the jump. “Customers
“FATF recommends that nancial it will give us more latitude in the are often worried about how exible
institutions should conduct ongoingontrol of messages received over e RMA interface is because they
due diligence on their business rel&WIFT network,” says Masayuki want it to t into their architecture,”
tionships and scrutinise transactiongagai, chief manager, planning ~ comments Dirk Van Achter, product
undertaken throughout the course department, payment and clearingmanager, RMA interface, SWIFT.
of that relationship to ensure that services division, Bank of Tokyo- SWIFT has also noticed that its
the transactions being conducted Mitsubishi. “As a payment service customers are worried about price
are consistent with the institution’s provider, once we exchange a BKEand long-term sustainability, he says.
knowledge of the correspondent, with a counterparty, we do not havéWe try to give an appropriate answer
their business and risk pro le,” he the capability to control the receiptto any with those concerns. For
adds. In other words, banks have of messages from that counterpartinstance, the customer is free to
to select the category of business other than by cutting the BKE rela license RMA with or without
they want to conduct with a speci dionship. This is an ‘all or nothing’ granularity for any of his destination
correspondent and reject incomingapproach. Having the capability of BICs, according to his real business
messages from other categories. Tisng able to unilaterally control th@eeds,” adds Van Achter.
is where RMA granularity helps. message types that you wish-to re  Houtart stresses that SWIFT will

For US banks, who currently hawaive is an advantage,” he continuélp customers during the early
to report any messages they receiv@Vhat one bank sees as the mostages of RMA adoption. “No bank
from banks on the US ‘blacklist’, important feature may differ today has experience in RMA for
RMA will lighten the compliance from another bank. “By bank  the obvious reason that it is new,”
burden considerably by blocking and by country the advantages he points out. “The challenge for
such messages at their source. Laagd adoption of RMA will vary,” them is to combine business regquire
foreign banks with operations in says Read. “Some banks may, fanents, process change management
the US will also bene t because local or legal matters, or becausand technical con gurations. We
their US units are required to-fol of their policies, processes and are gathering information to share
low US procedures, just as if they procedures, decide to adopt andbest practices and give guidance to
were a US bank, Read points out.implement some quite sophis  the community. With RMA, we are

Does RMA have the capacity ticated features that may not be expecting some exciting but reward
to solve a problem as substantial adopted in other countries.” Somag months ahead#
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Securing
the channels

Advancing critical dialogue

How exposed How can email What do pilot banks

are interbank security be think of SWIFTNet
communications to improved? Mail?
cyber-crime?

nication channels used by reputational issues.” operations director at information
nancial institutions has security consultants 7Safe. The term

increased dramatically in recent A growing threat malware — malicious software — has
years, so too have the associated Traditionally, phishing attacks havebeen coined to cover the host of
risks. Research has revealed, perlcapse from Nigeria, but much of it hostile programs, or ‘nasties’, which
not surprisingly, that the nancial now originates from organised crimge designed to cause damage to a
services industry is the most syndicates in Russia and other ~ computer, server or network.
targeted business sector for onlindormer Soviet-bloc countries. The
fraudsters, and terms such as attacks typically take the form of th&v/holesale vulnerability
phishing, pharming, worms and mass distribution of email messagedthough the majority of online
trojans have become common  with return addresses, links, and attacks target unsuspecting bank
parlance as internet crime continuesanding which appear to come  customers, electronic communica-

A the number of commu-  properly. As a result, they face hugdl the banks,” says Dan Haagman,

to plague banks and their clients. from banks or other nancial tion channels between banks are by
“The problem is that banks havénstitutions. Because the emails loagio means immune to the risks.

opened themselves up to the of cial, it's been estimated that “What you must consider is that

outside world using a variety of around 5% of recipients may within banks there are individuals

channels because that's how theirrespond to them, leading to identityvho are sending and receiving
customers want to talk to them, theft or other fraud, and threateningmails,” says SWIFT’s Shetler. “No
and in many cases that's how theythe integrity and reputation of one is going to phish Citibapkr
want to communicate themselves,gompanies that do business onlinese but they can most certainly go
says Paul Shetler, head of interface Recently, gangs have started usipyishing among the email accounts
applications, SWIFT. “But there arenore sophisticated methods to  of people who work at Citibank.”
risks associated with these channékvest personal data. “We are seeirgstitution-to-institution traf c is

In many cases, banks are nding it lot of clever mutations of phishingulnerable to attack, agrees Colin

dif cult to handle those risks —it's a huge problem that'’s affectin@rooks, deputy head, HSBC
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“What you must consider is that within
banks there are individuals who are
sending and receiving emails. No one is
going to phish Citibankper se, but they
can most certainly go phishing among
the email accounts of people who work
at Citibank.”

Paul Shetler, head of interface applications, SWIFT

Securities Services, Asia Paci c. “Tlianger with regular email comes
data doesnt have to be fantasticallywhen the information is in transit.
con dential for it to be sensitive.  Because it goes across a public
Even simple things like details of network — the internet — the ‘man- SWIFTNet Mail allow you to use
transactions or powers of attorney a@rethe-middle’ can actually read email the way you normally would
useful to the scammers,” he says. “that email. If it's encrypted they today, it provides you with a secure
we are sending that data unencryptedn't,” explains Haagman at 7Safeadditional channel,” he explains. As
and it gets intercepted by the wrong HSBC's Brooks believes the lackSWIFT’s rst entry into the person-
people, then the reputational damagé an industry standard is proving ao-person messaging market, the
to the bank can be signi cant.” major stumbling block. “If you haveproduct enables users to use their
According to a survey by infor athousand customers the chance odgular email packages, while being
mation technology research rm getting them all to use the same assured that their emails are also
Gartner, nancial losses stemmingproduct is totally non-existent,” he encrypted, signed and transmitted
from phishing rose to more than says. “To go via different routings i®ver SWIFT’s secure and reliable
USD 2.8 billion last year, with the very complex, very expensive and network. The product costs EUR
number of US adults who revealedery dif cult to manage. That mean8,000 for the initial installation, and

sensitive information to phishers a lot of communication is not there is also a small per-message
increasing to 3.5 million in 2006 encrypted, and that is a danger.” charge. “As soon as you have to pay
from 1.9 million in 2005. for an email, spam tends to go
Moreover, recent browser upgrades SWIFT solution away,” says Shetler. “SWIFTNet
have failed to address the problenEWIFT’s Shetler believes his Malil is one of the very few channels

“Many of the browser upgrades organisation is “uniquely placed” tothat are free from spam or phishing.”
are still incomplete and immature enter the secure email market with The product, which was launched
in terms of protections afforded,” the launch of SWIFTNet Mail. Thisin May, has been piloted by eight
says Avivah Litan, vice president, product enables users to safely institutions, including HSBC,
Gartner. “Countermeasures such axchange emails containing sensiti@éarstream Banking and FirstRand
phishing detection and take-downinformation with others on the Bank. For Jane Cole, head ofsolu
services deployed by banks, interf@WVIFT network. “Not only does  tions, FirstRand Bank, the biggest
service providers and other service
providers are obviously not suf

ciently widespread or effective.” “The data_ does_n’t have to b_e_ fantastically
To establish the appropriate  con dential for it to be sensitive. Even

resilience and infrastructure to

reduce risk, businesses are spendBigTple things like details of transactions or
an estimated USD 300 millona /a5 of attorney are useful to the

year on email encryption and

security software, with the nancialgcammers.”

services industry accounting for
appr0X|mate|y 40% of this. “The Colin Brooks, deputy head, HSBC Securities Services, Asia Paci c
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“The danger with regular email comes
when the information is in transit.
Because it goes across a public network —
the internet — the ‘man-in-the-middle’
can actually read that email. If it's
encrypted they can't.”

Dan Haagman, operations director, 7Safe

driver has been the perceived businesBoth van Gestel and FirstRand’s
bene ts that SWIFTNet Mail offers  Cole praise the simplicity involved
nancial institutions. “SWIFTNet in installing the solution. Because
Mail provides additional security andSWIFTNet Mail uses SWIFT’s
authenticity whilst at the same time secure network for transmitting
leveraging off existing emailand ~ messages, it frees the user from system it uses for a particular mes
SWIFTNet infrastructures. We are ndtaving to install complex push-  sage. “If it is an information exchange
using SWIFTNet Mail directly in server and desktop client software that doesnt require security then we
response to a security breach or beitigroughout the organisation. “Thereise the standard public email and
inundated by spam,” says Cole. “Butwas no training needed. For the endient incur the cost,” he says.
clearly security is an important factoniser, the only thing they need to

Her view is shared by Karl van know is to add ‘.swift’ at the end of Cost concerns
Gestel, director, head of departmenihe email address — it's as simple ashere are reservations, however.
ICSD and group connectivity, that,” explains Cole. “From a Some of the pilot banks interviewed
Clearstream Banking. He believes technical perspective, the installatitny Dialoguexpressed concern about
SWIFTNet Mail is proving vital in  was also relatively easy. The bene the pricing of the product, particu
maintaining the con dentiality of  of using SWIFT is that it leverageslarly the initial cost of EUR 8,000
information that is sent and re existing infrastructure; the security for the installation of the software.
ceived. “We have to make sure thamechanism is already in place.” “To bring people on board, SWIFT
any speci ¢ customer information  In Clearstream’s case, van Gestelneeds to minimise the initial costs —
goes through a secure channel,” heays that SWIFTNet Mail has fully otherwise people must go through
says. “Itis a fact that with standardmet business expectations. “For us.all sorts of internal approval cycles,
email you can have leaks or peopléhe main point is that we don't have which makes the implementation
getting information they are not  to change anything whatsoever on very dif cult,” says van Gestel. He
supposed to have. We don't want t@ur normal mail procedures,” he  believes the initial connection cost
have the risk of that happening.” observes. “We dont have to educatshould be as low as possible or even

Previous attempts to set up secureur people in any new way of doingscrapped completely. “SWIFT can
email foundered because of the  things.” As regards SWIFTNet Mail'snake a pro t later on through
administrative burden, adds van  per-message fee, he notes that the usage,” he proposes. Brooks at
Gestel. The problem, he says, has bank can simply select which emailHSBC concurs: “Key to any of the
always been agreeing with each
counterparty the speci c procedures

that need to be set up for a secure COUNTErMeasures such as phishing
channel. "Managing that with the  datection and take-down services deployed

number of partners we have threu

g . ; .
out the world becomes such an II1oy banks, internet service providers and
adminstrative exeraise ihat you cahther service providers are obviously not

manage it. That's what attracted us

SWIFT. We just setitup over the ~ SUFf ciently widespread or effective.”
existing SWIFT network and that's it

—done. Avivah Litan, vice president, Gartner
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“For the end-user, the only thing they
need to know is to add ‘.swift’ at the end
of the email address — it's as simple as
that. From a technical perspective, the
installation was also relatively easy.”

Jane Cole, head of solutions, FirstRand Bank

SWIFTNet functions is keeping that SWIFT’s Shetler, however, points
start-up cost low and charging a to the fact that SWIFTNet Mail
competitive ongoing traf c fee.”  comes with no expensive push-
In Cole’s view, pricing of servers or per-user charges and no
SWIFTNet Mail is key to ensuring costly and time-consuming end-user
its success, and she believes the regairting. “First, you don't need to  spending a lot of money to do so,”
50% price reductions will go a long pay between USD 150,000 and he says. “But when people are on
way to entice usage. “The technicalUSD 300,000 a year for the servic€WIFTNet Mail they are using the
solution is the easy part,” she says.of a transport layer security (TLS) existing SWIFTNet public key
“I's the other issues — pricing, gettingutsourcer to provide a secure poinitfrastructure, which is already
take-up in the marketplace in termsto-point protocol between institu  recognised by all the other people
of new users and business usage —tions. Also, if you look at our main on SWIFTNet. So, what the TLS
that are causes for concern.” competitors, their costs typically vendors are doing, SWIFT has
Van Gestel agrees on the need fiange between USD 80,000 and already taken care of.”
widespread take-up throughout th&SD 200,000 to set up. Our gures Brooks of HSBC agrees that
industry. For Clearstream, the are far below anything else on the SWIFT is ideally placed to provide

product will only be of value, he market,” says Shetler. the industry standard. “Many
suggests, if the bank can address alh addition, Shetler points to a  nancial institutions use SWIFT so
its counterparties. “If we can number of price incentives attachgeu've got the basic infrastructure
address Citibank, but not Deutsch® SWIFTNet Mail, including free already set up,” he says. “I'm
Bank, for example, then the software for the rstyearand a surprised SWIFTNet Mail hasnt
procedure becomes extremely  50% reduction in the cost of the had more of an impact already.
cumbersome,” he says. messaging. Customers who bring People think that because it is a

on additional counterparties will solution coming from SWIFT, it is
also receive a EUR 2,000 credit. “gbing to be complex, and dif cult
the end of day, the problem is howand expensive to install. But this

to manage all the connections witlservice is the complete antithesis of
your counterparties. It's a night  all those fears. | very much believe
mare for most people. That's why that it will be a success and it

they prefer to outsource, and are deserves to be a succé@ss.”

“To bring people on board, SWIFT needs
to minimise the initial costs — otherwise
people must go through all sorts of
iInternal approval cycles, which makes
the implementation very dif cult.”

Karl van Gestel, director, head of department ICSD and group connectivity, Clearstream Banking
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Coping with the
FX trading  surge

Advancing critical dialogue

How are rising FX How is CLS helping What role could

trading volumes to ease the burden? standardised
affecting back-of ce messaging play?
functions?

ore than any other trillion, compared with USD 167 managers that historically regarded
nancial market, foreignbillion in the global equity market. FX as an administrative headache

exchange (FX) has It is little wonder either, given for custodians are now more
thrown open its doors to the the increased access to the markptoactive in currency management,
world. Brick by brick, barriers to by non-banks, that client-to-dealewith some trading currency as a
entry have been dismantled. traf ¢ now accounts for half of all separate asset class.

Transaction costs have been foreign exchange transactions,

slashed by electronic trading, = compared with little more than a Giving it up

credit is readily extended by prim#hird a decade ago. The increas- Capricorn Advisory Management, a

brokerages, prices are available ingly active role of buy-side specialist FX hedge fund and

from multiple electronic trading organisations is having a dramaticommodity trading adviser, con-

venues, and settlement risk has effect on banks, particularly in theducts the vast majority of its USD

been eliminated by continuous middle and back of ce. 300 million to 500 million average

linked settlement (CLS). Most notably, hedge funds have daily trading volume electronically,
Little wonder then that average swept into the market, many usingvia single and multi-bank plat-

daily turnover in the global FX  automated and algorithmic tradingorms. Neither a user of algorithmic

market is widely predicted to reacimnodels pioneered in the equities or high-frequency trading tech-

USD 3 trillion when the Bank for markets to exploit price inef cien- niques at present, Capricorn’s focus

International Settlements (BIS) cies. In addition, corporates have on best execution demands close

releases its triennial survey in the automated and consolidated their monitoring of trading platform

third quarter of 2007. Foreign FX requirements, netting exposurgerformance and a high degree of

exchange already dwarfs any otheacross business units to conduct automation by its prime brokers.

nancial market. In 2004, BIS fewer, larger deals, and executing “From an operational as well as a

reported average daily trade volursealler transactions on single or credit line perspective, we want the

in foreign exchange at USD 1.8 multi-bank portals. And investmenprocess of giving out trades to our
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“Prime brokers need
to have superior
systems and high
levels of
automation, both
for our ease of use
but also to
eliminate errors,
particularly on
give-ups.”

Mikkel Thorup, chief investment of cer and founding
partner, Capricorn

spoke banks via the prime breker capacity that is substantially in ~ Stemming the ow

age to be as smooth as possible,”excess of our daily average peak In the rst quarter of 2007, SWIFT
says Mikkel Thorup, chief invest volumes,” says Paul Houston, RB&nd TowerGroup interviewed
ment of cer and founding partner. Global Banking & Markets, FX  leading market participants to
“Prime brokers need to have Prime Brokerage. In the post-dealexplore how changes in the FX
superior systems and high levels @frena, the bank has automated market were impacting the use of
automation, both for our ease of functions such as deal allocationstrading and post-trade messaging.

use but also to eliminate errors, and averaging, and provides Although trading volumes have
particularly on give-ups,” he says.electronic con rmations and trade grown signi cantly, due partly to
Prime brokerage traf c has growreports in real-time. the entrance of hedge funds and the

rapidly as hedge fund clients such The give-up matching process, increased use of algorithmic and
as Capricorn trade greater volumeshereby hedge funds deal FX withautomated trading models by both
through electronic platforms. But execution brokers via the prime  buy- and sell-side traders, the
because most trades are closed oltoker’s credit line, demonstrates survey concluded that bi-lateral
prior to settlement, the industry is the current lack of back-of ce con rmations using MT300
still developing automated, stand standardisation. Although there is messages may start seeing declines.
ardised back-of ce processes.  widespread use of Traiana HarmonyThe widespread adoption of CLS
In common with the dozen or so for communicating transaction  for settlement of FX transactions
global banks with large prime messaging between executing bardnd the growth of electronic trading
brokerage businesses, Royal Bankapid prime broker, a variety of venues have already begun to
Scotland has already invested heafalymats are used on the client-to- reduce the need for third-party
in technology to handle increased prime-broker side, according to  con rmations. However, con rma
FX volumes. Practically all deals af@BS’s Houston. “We're capable of tion traf ¢ within CLS may also
received electronically, then auto receiving most messaging types aslecline as banks look to minimise
matically matched and credit long as the format is pre-agreed witie impact of the recent increase of
checked before being processed the client. We can then re-distributemall-ticket transactions generated
downstream, leaving staff to focus externally in a variety of formats toby computer-driven trading.

on exceptions and other services. ensure compatibility with third The question of pre-settlement
“The aim is to ensure we alwaysparties such as custodians and furreétting to reducing strains on prime
have a constant level of surplus administrators,” he explains. brokers’ back-of ce processing
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“Netting is not a
solitary activity; if a
bank gets a

signi cant
competitive
advantage, the
market will adopt
netting in a hurry.”

Jonathan Butter eld, executive vice-president,
marketing and communication, CLS Bank
International

capacities and message costs hascation, CLS Bank International.  because they're fairly sceptical that it
caused deep divisions both betweéihe half that don't have a capacitywill save a lot of money,” he says.

and within banks. When CLS’s  issue dont like the idea of netting “On the other side are those that
board decided to establish membebecause the gross model has servedlieve the necessary procedures can
banks’ views, it found “polar them well. They don't want the extrae automated relatively painlessly,
opposites” on capacity pressures awdrk needed to compute the thus enabling them to forgo the
pre-settlement netting, according tamovated net value, agree it with thenvestment in capacity.”

Jonathan Butter eld, executive viceeounterparty, and perform the necesNoting that a timetable for
president, marketing and communisary reconciliation and settlement industry adoption of pre-settlement

“‘Some asset managers are
executing transactions effectively
across the board, but others leave
their FX transactions to the
custodians and in some cases
this means transactions costs are
higher than they need to be.”

Peter Wake eld, managing director and chief operating of cer,
Record Currency Management
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“Netting is not a solitary activity; if a bank
gets a signi cant competitive advantage,
the market will adopt netting in a hurry.”

Jake Smith, head of marketing, FXMarketSpace

would “categorically not be wel biggest challenge. “If a trade is not

comed” at present, Butter eld saygyoing through CLS, the time and

that although other options are  energy spent sorting out a failed

currently being explored to reducetrade is a huge consumer of re

back-of ce traf c, market forces source,” he says.

will ultimately dictate. “Nettingis ~ Because most of Record’s trades

not a solitary activity; if a bank getsave to be settled with its clients’

a signi cant competitive advantageustodian banks, the rm’'s opera

the market will adopt netting in a tional ef ciency is heavily dependthe prime brokers need to be able

hurry,” he says. ent on the custodian's use of CLSp support these clients as well.”

not only to eliminate settlement  The transition to electronic

New role for asset managers risk, but also to avoid manual  trading is far from complete. Just

Although more asset managers arehecks on failed trades, cash owover half of all FX trading (56%)

investing in foreignh exchange as aamrrangements, con rmations and occurred electronically in 2006,

asset class in its own right, rather so on. “At a time when currency according to Aite Group estimates.

than an adjunct to equity trading, management is growing fast, mor€he rapid expansion of banks into

their FX operations typically leavewidespread adoption of CLS a retail FX market already reckoned

room for improvement. would make a huge difference forto be worth well over USD 1
Record Currency Management,all involved — clients, custodians, billion by research group

which manages over USD 40.5 counterparty banks, and of cours€lientKnowledge will only add to

billion in currency assets for currency managers,” says transaction volumes.

institutional clients worldwide,  Wake eld. Consensus is emerging, however,
offers an audit service to pension in favour of standardised industry-
funds that benchmarks transactioviery fast forward wide solutions that can further

costs based on data supplied by New waves of innovation in the facilitate transaction ows between
asset managers and custodians. front of ce continue to increase  market participants, as re ected in
“Some asset managers are execudressure on the back of ce. the recent SWIFT survey. For
ing transactions effectively acros$XMarketSpace, which was example, a pilot project was
the board, but others leave their launched in the rst quarter of launched by SWIFT and the
FX transactions to the custodians2007, has brought a new model tdnternational Swaps and Derivatives
and in some cases this means the FX market and, potentially, newssociation in February to improve
transactions costs are higher tharlients. As a centrally-cleared operational ef ciency in the
they need to be,” says Peter platform, participants can access altocessing of OTC transactions in
Wake eld, the rm’'s managing offer prices, not just those from which Financial product Mark-up
director and chief operating of cetiquidity providers with which they Language (FpML) trade noti-ca

For its own trading activities,  have a credit line. tions for derivatives transactions
Record maintains a careful balance“Equity-focused prop shops andvere exchanged between asset
between phone-based and electraime larger asset managers are  managers and custodians.
ic trading, relying on its panel of coming into the market because “Having a single, standardised
relationship banks to maintain ~ they understand what we're messaging protocol in the market
access to liquidity at all times, butoffering better than they under would increase the speed and
also channelling increasing volumstand traditional FX,” says Jake security of data transmission and
via electronic means. Wake eld  Smith, head of marketing, thereby would be a further catalyst
asserts that post-trade is the secté¥¥MarketSpace. “The clearers amd growth,” says RBS’s Houstén.
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Separately
together

Advancing critical dialogue

Do nancial services What are the main What is the role

reforms across Latin drivers of change? of SWIFT in the
America follow a reforms?
common template?

America or the Americas asa middle of the spectrum, which maijmprove stability.
single entity. It is different from armave fully modernised their pay-  Now that the crisis has passed and

environment like Europe, where younents system, but which now neethe region is on a more even footing,
may have different systems and diffier-work on their securities market there is a new focus. “Today, in a
ent concepts, but standards, technigafrastructure. This evolution too isontext of greater stability, ef ciency
infrastructure and legal environmenat varying stages. issues are more present on the Latin
are at a similar stage of development:'With securities and securities American and Caribbean countries’

This is how Gregor Heinrich, settlement, there has been a lot ofagenda,” says Mario Guadamillas,
chief representative of the Bank foiprogress in recent years, but theresenior nancial economist, Latin
International Settlements’ (BIS)  still a wide range of standards andAmerica and Caribbean region at
representative of ce for the Americasactices across Latin America anthe World Bank. “In addition, recent
in Mexico, describes the widely varre Caribbean, ranging from delivfactors such as the increasing pres-
ing levels of nancial infrastructure ery versus payment (DVP) and deence of international banks in the
reform and development across thenaterialised securities to countriesegion, reduced cost of technology,
Latin American region. that, as far as | know, still make the growing importance of non-

Brazil, for example, has highly wide use of paper-based securitiebank payment services providers and
advanced payments and securi- and settlements,” says Heinrich. higher ows of international remit-
ties market infrastructures. On tances could bring integration of
the other hand, Venezuela has yeBig bang payment systems; reform efforts may
to implement a real-time gross  Although the Latin American counbe directed towards this objective.”
settlement (RTGS) system, often tries are now at different stages in Much of the pressure to change
regarded as the foundation of a the development of their nancial is coming from outside the region.
modern payments infrastructure. linfrastructures, the reforms had a Latin America is increasingly becom-
is implementing one this year, butcommon origin. The nancial crisisng an important member of the
is the only country in the region that swept through the region in global nancial community. Foreign
without such a system. the late 1990s prompted countriegnstitutions and investors seem to

(14 I tis dif cult to speak of Latin There are other countries in the to bolster their infrastructures to
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“With securities and securities settlement,
there has been a lot of progress in recent
years, but there is still a wide range of
standards and practices across Latin
America and the Caribbean, ranging

from delivery versus payment (DVP) and
dematerialised securities to countries that,
as far as | know, still make wide use of
paper-based securities and settlements.”

have forgotten their mistrust of

Latin America from a few years aggregor Heinrich, chief representative of the Bank for International Settlements’ (BIS) representative of ce f

and are playing an ever greater rol@mericas in Mexico

in the region’s nancial markets in

many different ways. Countries haweay to the region each year. Some countries. Why then are the ran

to make sure they can accommodagstimates suggest that this gure  cial infrastructures of the various

this. Equally, Latin American irsti could rise to USD 100 billion by ~ countries are at such different levels

tutions are becoming more involve@010. Mexico gets the biggest sharef development? The reasons are

outside the region. at between USD 20 billion and USDalmost as varied as the differences
“One of the reasons for the refornb billion.“Owing to the big impact themselves. “Although the coun

is the strong impact of globalisationpn countries’ GDP, better knowledgdries are affected by some common

where countries need standards, about these ows is importantto  trends, it is clear that all of them are

security and open technologies,” sagisannel them more ef ciently into  subject to domestic and idiosyn

Michel Corthouts, regional manageinvestments,” says Corthouts. cratic elements,” says Guadamillas

and head, Latin America, SWIFT.  The region is not just facing pres at the World Bank. “The size of the

“You also have a lot of domestie corsure to change from outside, howeveuntry, its sub-regional context, in

porates and banks, especially in Braie reforms have several intermal irvolvement in economic integration

and Mexico, acquiring cross-border uences, which some argue are eveprocesses, level of nancial markets

to go global. They are buying in  greater than the external stimuli. “Indevelopment and complexity and

places like the US and Europe, whichy opinion, the main driving forces other factors determine different

they didn'tt do before.” have been domestic pressures,” saysquirements for the Latin American
In addition, there is a big in ux Joaquin Bernal, chief banking operaand Caribbean countries.”
of foreign investment and a lot tions of cer, Banco de la Republica Diversity is evident in the irfra

more cross-border trading of natural Colombia, the country’s central banktructural frameworks that markets
resources. “The Latin American-cont\We permanently aim to serve the in the region have adopted. In the
panies sell to China, India and so oniieeds of the nancial community asarea of connectivity, for example,
explains Corthouts. “All that trading if ciently and as safely as possible.some countries still use proprietary
at a very high level at the moment, stve also aim to satisfy the needs of systems to connect banks to their
you have a lot of nancial ows in ancdbur market-based monetary policy.”market infrastructures rather than

out of Latin America.” He adds, “The sheer growth of solutions such as those provided
our domestic nancial markets hasby SWIFT. Colombia is one such
The remittance factor exerted an ongoing pressure on ourountry. “Most of our value transfer
The desire of Latin American payment system so that we have networks are based on propri
countries to get a handle on workerfaced a permanent challenge to brigry platforms, some of which
remittance ows is also prompting timely and creative solutions.” were developed in-house or are
change. According to Corthouts, highly customised to our particu
around USD 60 billion in remit Separate ways lar requirements,” says Bernal at

tance payments from Latin AmericaBuch in uences and pressures-argiBanco de la Republica Colombia.
workers in foreign countries nds itsably confront all Latin American  “This is partly due to historical
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reasons: when the core of ourmafThere is also more intra-regional He adds that under the WHI-

ket infrastructure was developed, trade in Central America, and oneWHF, 25 country assessments were
SWIFT was not allowing access taan observe that more banks fromundertaken between May 1999 and
its platform to a number of agentsone country are opening of ces in June 2006. “The initiative has led

which were direct participants in another country.” to the establishment of a high-

our domestic platforms.” Cost He adds, “That could explain  level regional policy forum for the
considerations have also played awhy the Central American central discussion of payments and securi
role, he adds banks are working on a project ties settlement issues — the Working

This lack of a standard plat to interlink their countries pay Group on Payment System Issues of
form in some countries makes  ment systems. Another interesting_atin America and the Caribbean
regional integration dif cult. project, in operation since summe# which can be invaluable to foster
Interconnectivity between the 2005, is the interlinking of the increased cooperation as the region
countries’ payment systems was US-American and Mexican centrabecomes more integrated,” he says.
arguably not necessary in the pashank payment systems to facilitate Another organisation of note is

but there is a growing need for it cross-border payments.” the Americas’ Central Securities
now that interaction between the Depositories Association. This
countries is growing. Moving closer association brings together deposi

“Some people initially saw-im  Despite the different stages of de tories in North, Central and South
pediments to introducing inte velopment of countries in the LatirAmerica as well as South Africa.
grated regional payment systems,American region, they are workind This forum was put in place 10
and considered them of little together to some extent on their years ago and throughout all of
practical use,” says Heinrich at BlSancial infrastructure reforms.  those years we have been discuss
“People would say: ‘Why embark There are region-wide initiatives ing and exchanging experience and
on complicated technical invest aimed at sharing knowledge and knowledge among those countries,”
ments? Most cross-border paymemtgeriences and promoting the says Monique Moura, head of
are related to trade with the US orbene ts of modernisation. the development division at the
with remittances from the US, and In 1999, the Western HemispherBrazilian Clearing and Depository
we do not really do this with our Payments and Securities Clearan€gorporation (CBLC).
neighbouring countries.” You hearand Settlement Initiative (WHI) Latin American countries are also
that a lot in Central America and invas formed, led by the World Bankvorking together outside of these or
other smaller countries.” and the Centre for Latin Americanganisations to share knowledge. “We

Heinrich points out, however, Monetary Studies. In 2003, this interact a lot with our colleagues
that institutions in Central Americebecame a permanent regional fo from Latin America,” says Amarilis
are beginning to see scope for  rum called the Western Hemisphe&ardenberg, chief operating of cer,
change. “The regional press reporEorum (WHF). CBLC. “We talk to each other, we
that the new free trade agreements “The WHI-WHF has been a€o exchange a lot of experience and we
with the US are making borders aordinated effort supported by €en receive many requests from other
little bit more transparent,” he saysral banks and securities comamis countries wanting to know what

sions inside and outside the regiomye are doing,” she comments. “We
as well as international nancial travel a lot to the other countries
and standard-setting institutions,” to obtain experience and we have a
says Guadamillas. strong relationship with the DTCC.

“The sheer growth of our domestic
nancial markets has exerted an ongoing
pressure on our payment system so that
we have faced a permanent challenge to
bring timely and creative solutions.”

Joaquin Bernal, chief banking operations of cer, Banco de la Republica Colombia

46 DIALOGUEQ2 2007



REPORT |FINANCIAL REFORM IN IATIN AMERICA

“Some countries are more automated
than others, but it is still a heavily paper-
based environment.. We have a new
pricing and product solutions proposal
that caters for these needs. We now have
a better offering for the smaller players.”

Michel Corthouts, regional manager and head, Latin America, SWIFT

to be boosted by growing domestisays Sardenberg at CBLC. “We
interest, has boomed, ooding the have talked to SWIFT frequently to
This has helped improve the markeharket with transactions that needdentify how SWIFT can help the re
conditions and infrastructure.” to be processed quickly, ef ciently,gion.” She explains that the country’s
Some countries are going further at the lowest cost and with highesbanks use SWIFT to communicate
than simply sharing knowledge andsecurity. “But in many countries  cross border, but not domestically.
experiences. “Special mention shouldere is not a high level of autema“*SWIFT is not used inside Brazil,”
be made of the Central American tion,” he notes. “Some countries says Sardenberg. “So we have been
countries, who are heading in the are more automated than others, talking to SWIFT and to market
direction of harmonising their pay but it is still a heavily paper-basedparticipants to understand why.”
ments platforms,” says Bernal at  environment.” He believes SWIFT No conclusions have yet been
Banco de la Republica Colombia. can assist. One challenge in the reached, but Sardenberg believes
securities markets infrastructure iSSWIFT’s reinforced presence in the
Next steps getting the local broker communityregion will move the process along.
Given the varying stages of market onto SWIFT. “We have a new pric“This will help increase SWIFT’s
development, there is still work to ding and product solutions proposatialogue with local institutions,”
to revamp Latin America’s nancial that caters for these needs,” says she says.
infrastructures, though some eom Courthouts. “We now have a better
mon goals are apparent. Guadamillaffering for the smaller players.” A never-ending task
at the World Bank acknowledges thatin February, SWIFT reinforced its Whatever stage the various countries
reform programmes in the region regional presence, opening a new are at in reforming their nancial
have allowed for better integration ce in S&o Paolo, Brazil. The coop structures, one thing is certain — the
between the banks and Central Bardgtive sees big opportunities in thejob will never be done. Improvements
and have enabled them to reduee skigion to assist small and medium- can always be made, and the market
tlement delays and improve generabized countries. “We are looking at is constantly changing. Equally, new
settlement ef ciency. But he adds, market infrastructure reforms using tools and business practices are being
“Elements such as improvements irthe SWIFT building blocks in coun developed continuously.
the legal framework, integration of tries like the Dominican Republic,  “The development of a pay
systems, introduction of new and  Uruguay, Paraguay, Peru and ments infrastructure is an ongoing
ef cient payment instruments and e¥enezuela is currently implement process,” says Bernal at Banco de
tablishment of the oversight functioring its RTGS with SWIFT,” says  la Republica Colombia. “We have
for payment and securities settleme@brthouts. But SWIFT can also playnade good progress over the past
systems have not been fully includea greater role in the larger, developede years, but in the meantime new
in the reform projects.” countries like Mexico and Brazil in pressures have emerged, so the end
Corthouts at SWIFT expects  speci ¢ “niche” market infrastructuregoal is a moving target.”
both payment and securities marketforms, either to lower costs based At the same time, he suggests,
infrastructures to be the focus of on the secure ‘all-in’ offer of SWIFT “We can learn how to face those
the biggest reform initiatives of  or to facilitate cross-border, global pressures from more advanced
the next few years. In the past veand standardised secure networkingconomies and adapt their expe
years, he says, foreign investment “We want to accelerate the use rience to our environment and
in Latin American securities, soonof international message systems,” capabilities #
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A hands-off approach
to Asian funds

Advancing critical dialogue

What is prompting How much work What role is

the need for fund needs to be done? SWIFT playing in
automation in Asia? automating funds?

ry has grown rapidly in the80% of these funds are distributedain character-based handwriting
past 10 years. And while thby local banks, it is becoming evewhich, when they are processed
front of ce may be keeping pace more apparent that automation is by transfer agents in places like
— especially in mature markets the key to competitively servicing Ireland and Luxembourg, leaves a

I he Asia Paci ¢ fund indus- Asia Paci ¢ operation. “Since up to “These documents often con-
t

like Australia, Japan, Singapore, those volumes.” lot of room for error, not to men-
Taiwan and Hong Kong (which tion much slower, less ef cient
currently boasts the highest con- Paper problems processing,” says Gourlay. “With
centration of international fund Automating Asia’s fund business deal transaction volumes on the
managers in the region) — funds will be no small task, but it is rise across the region, pressure is

processing still involves a high  becoming increasingly urgent givemow mounting for both the in-
degree of manual intervention the dif culties caused by the old ternational fund houses and their
when it comes to the back of ce. fax-based system. According to Bitlistributor network of retail banks,
Not to mention the other classic Gourlay, SWIFT’s regional head ofFAs, insurance companies and
STP-inhibitors: legacy systems, funds markets, up to 90% of the others, to automate the transaction
proprietary connectivity platforms26 million mutual fund orders thatlife cycle.”
and diverse local regulations.  are processed annually in Asia are Chua adds, “Just as SWIFT in
As transaction volumes increasestill handled manually by fax. Asiathe early days helped banks re-
across the region, the calls for  accounts for 10% of the global totalace telexes with secure and safe
automation get louder. In the of mutual fund orders. payments, we will soon see the
past year especially, there has been

growing evidence that the industrYWith our transactiona| Vo|umes

leaders are listening. “We have segen .

the mutual fund industry in Asia INCr€asing by 20% year on year, capacity
experiencing a massive growih OVR unsustainable without signi cant fund

the past 10 years and it is forecas

to reach USD 2 trillion by 2010,” gutomation.”
says Eric Chua, regional head of

investment funds sales for SWIFTI;@Ajesh Atal, head of institutional fund services, HSBC Institutional Trust Services, Singapore
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“Just as SWIFT in
the early days
helped banks
replace telexes
with secure and
safe payments,
we will soon see
the fund industry
In Asia replacing
their faxes with
automated order
con rmations.”

fund processing because operationatgulatory concerns like late trad
errors are either generally low or going.” This is especially important
unreported,” he says. “Reduction inas bank distributors are faced with
manual input, con rmed hand-offs increasing volumes. Automation
and a straight through process fromoffers a scaleable solution.
fund industry in Asia replacing end investor to fund register are all
their faxes with automated orderimportant areas where risk can be Coping with growth
con rmations.” reduced.” As more rms become aware of the
The risk aspect of manual fund For Chua, the business bene tsbene ts of automation, the more
processing is an issue that concerosautomation are compelling.  the pressure increases to imple
Rajesh Atal, head of institutional “If we can replace manual aspectment it. “Our larger distributors are
fund services at HSBC Institutionalith standardised and automateddemanding automation so they can
Trust Services in Singapore. The processes that allow transactionsmeet the STP needs of their end cli
company is a major consolidator to occur at the touch of a button, ents,” says Dean Chisholm, director
for Asia Paci ¢ fund managers thaeverybody wins, including the  of operations, Asia Paci ¢, at Hong
is already ahead of the automa  fund investors,” he says. “It also Kong-based INVESCO - one of
tion curve as the largest user of allows fund houses to extend theiAsia’s leading spokespeople on fund
SWIFTNet Funds in Asia. cut-off time for placing orders. automation. “In time, the smaller
“Risk reduction is perhaps the mo$tis creates a longer business players will also have to follow suit
overlooked area of importance in  window for investors and addresséthey are to remain competitive.”
Chisholm is well aware of the
“\A/i i bene ts of automation. It has
With deal transaction volumes on the ~ >*"° dy holped INVESCO shrink

rise across the region, pressure is NOW its equity processing staff by

half, and even with a ve-fold

mounting for both the international fund ;;crease in volume, the rm has

houses and their distributor network of  nothad to raise its headcount.
For INVESCO, automation is

retail banks, IFAs, insurance companies  not just important to keep costs
and others, to automate the transaction competitve. “itis crucial for us,

says Chisholm, “since, given the

Eric Chua, regional head of investment funds
solutions, Asia Paci ¢, SWIFT

life CyC|e." region’s tight labour market, there
just aren't enough people available
Bill Gourlay, regional head of funds markets, SWIFT to expand the main Asian hubs.”
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“Our larger
distributors are
demanding
automation so they
can meet the STP
needs of their end
clients. In time, the
smaller players will
also have to follow
suit if they are to
remain competitive.”

Dean Chisholm, director of operations, Asia Paci c,
INVESCO

This is a view shared by HSBC'dng up thanks to initiatives such called the Asian Fund Automation
Atal. “With our transactional as Luxembourg’s Findel Group, Consortium (AFAC) was estab
volumes increasing by 20% year set up to establish a standardiselished towards the end of 2006
on year, capacity is unsustainableEuropean fund processing meth to de ne a common automation
without signi cant fund autoraa  odology based on ISO 20022  strategy for each country in the
tion,” he says. “Experienced transfeML. The association representsAsia Paci ¢ region. Although run
agency people are at a premium, some of the largest fund managenslependently, AFAC is comprised
so being able to consolidate theseand transfer agents in the world,mostly of Findel member rms.
volumes into one or two global including Alliance Bernstein, Together, AFAC members account
‘factories’ creates additional capa@aring Asset Management, for over 70% of all funds sold in
ity and facilitates entry into new BlackRock Merrill Lynch, Fidelitythe region.
markets using standard processednternational, Franklin Templeton The group’s strategy was to stand

where possible.” Investments, INVESCO, ardise on SWIFTNet Funds 20022
As Atal sees it, in this new-fac  JPMorgan Asset Management aXML messages — taking advantage
tory’ model, scale is king. BringingSchroders. of the fact that unlike Europe, which

volumes together to reduce unit  Inspired by Findel's success in straddles both the interim ISO
costs can bring competitive ad  Europe, a parallel organisation 15022 and ISO 20022 standards,
vantages, but only if the model is

scaleable — that is, only if no extra

headcount needs to be added as“\\/ithin Increased transaction volumes

transaction volumes increase. Fu

automation therefore provides forrE()rneS the pOtential for more errors.
scalable model. Automating the dealing and reconciliation
Gathering pace processes will reduce this risk and at the
pne funds market generally has same time enhance the level of service

lagged behind both the payment
and FX industries when it comesyye can offer to our customers.”

to automation. In the past few
years, hOWGVGI‘, it has been c';atctﬁordon Kao, manager, IT services division, Taishin International
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Asia as a younger marketis in A “AUStralla IS forglng ahead Wlth a
position to leapfrog to an eXCIUSiveMOIT]eStiC fU nds automation p”Ot

XML open environment.

why sWIFT? “Astandards ~ SCheduled for the end of July 2007.”
platform needs to be policed by a
major messaging network vendor Tim Hamer, commercial manager of funds, SWIFT, Australia
so people arent tempted to take
shortcuts,” explains Chisholm. “It tors in Taiwan to fully automate  agreed to move onto ISO 20022
also needs to be robust and securtieir fund processing environment.standards. They were joined in
because high volumes of con-den Inits rst phase, Taishin May 2007 by another four rms:
tial client information are being  International is automating its fundstate Street, Macquarie Bank,
transferred, which makes the interorder, switch, redemption, eon RBC Dexia Trust Services and
net unsuitable.” rmation, status report and auto Mainstream BPO. “Australia is

A milestone for Asian funds  dispatch functions. Soon the bankforging ahead with a domestic
automation was achieved last  plans to add cancellation featuresfunds automation pilot scheduled
July when Fidelity International on order, redemption and switch for the end of July 2007,” says
and HSBC Institutional Trust instructions, billing and pricing.  Tim Hamer, commercial manager
Services began exchanging ISO “With increased transaction-vol  of funds for SWIFT in Australia.
20022 messages. In January 2006mes comes the potential for moréRunning in parallel, ten organisa
the Investment Management errors,” says Gordon Kao, man tions are in the process of develop
Association of Singapore (IMAS) ager, IT services division at Taishiing a set of ‘rules of engagement’
signed a memorandum of under International. “Automating the for Australian market practice.”
standing with SWIFT to adopt  dealing and reconciliation processes
global standards for automation, will reduce this risk and at the sanore bene ts, lower costs
with a view to becoming the Asiatime enhance the level of service Wem reducing operational and set
hub for the funds industry. can offer to our customers.” tlement risk to handling increased

To support AFAC and the funds  Janice Lin, director of opera volumes and solving scalability is
industry, SWIFT has been hosting tions, Asia Paci ¢ ex Japan, Fidelitysues (by being a volume-insensitive
a series of master classes on procésernational, has also seen increaseet] cost), fund automation looks
ing, standardisation and autema interest. “Initially we faced hesita to be catching on.
tion in major Asian cities. In Japan,tion and resistance from distribu As automation gains acceptance
over 70 investment managers, trustors to automate fund processing across the Asian funds industry,
banks, distributors and brokers froras they werent certain automation and as players standardise around
36 rms recently attended one of would end up being used by fund SWIFT, the more cost-ef cient the
the sessions and two weeks later iscompanies other than Fidelity,” sheindustry will be for all. Not only
Sydney, a further 80 funds players says. “However our investment andio open-standard components
participated in a similar session. efforts over the past few years haveeduce everyone’s infrastructure
A session last December in Taipei paid off, with three of our distribu costs, but the more members that
resulted in two of the country’s  tors now exchanging live messageplug into the SWIFT network
largest banks — Taishin Internationatith us via SWIFTNet.” — either directly or through part
and Fubon Commercial — going live In October 2006, a group of ners — the more unit subscriptions
with Fidelity International on the  Australian nancial institutions,  are streamlined.
SWIFTNet Fund message platformincluding Barclays Global Investors Ultimately, as Atal observes, the
This makes them the rst distribu and National Custodian Services, investor will bene t most from

automation. “With STP-enabled

“Our investment and efforts over the transaction cycles, T+1 settlement

times for fund redemptions are

past few years have pald Off, with three within reach on a global basis,” he
of our distributors now exchanging live  S&s: ‘Imagine being able to receive

) ] an automated con rmation of trade
messages with us via SWIFTNet.” within seconds — that kind of serv
ice still doesnt exist in other parts
of the world!"&

Janice Lin, director of operations, Asia Paci ¢ ex Japan, Fidelity International
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SOA:
LIving up to the hype?

Service-oriented architecture (SOA) has been vaunted as the solution
the challenge of integrating banks’ new and old IT systems. But has it
met expectatiorialogueasked four experts to debate the relevance,
capabilities and future of SOA for the nancial services industry.

How crucial, in your view, is SOA banks to respond much more  industrialisation, banks will increase
to the future operating ef ciency quickly to changing business  speed and exibility to deliver their

of the banking industry? climates, customer requirementsproducts.
and information technology
Oliver Kling: It is very important, infrastructure. Frank VandammeAs with any

but it is starting slowly because ofIt's critically important to realise approach and any technology there
the IT legacy banks have. It is ndhat SOA is not a technology and is no single answer to this question.
possible to abandon the results @ not a technical decision; its a Banks have different architectures
decades of software developmeriiusiness strategy to achieve busirgsending on their strategic

that was partially following agility. As such it's importantto  objectives, their history, whether
completely different architecture any organisation, and certainly to they are a niche player or an all-
paradigms. Especially for the bigchanging industries like nancial purpose bank, and so on. If the

banks and their big IT-landscapeservices. current architecture ts the needs,
it is important to have some and if the offering of the bank is
measures around architecture toAbhijit Gupta: With increased suf ciently stable, it will not be in
keep or increase exibility and demand for innovation, greater desperate need of SOA.
agility. competition and reduced margins The situation will be very

in the nancial market, there different for banks that need agility
Richard Mark Soley: Though is an absolute need for banks’ — for example because they are
adoption is certainly slow front of ce and IT areas to work very active in innovative products
— probably too slow from the more closely. Together they — than for those that concentrate

point of view of some industry need to introduce new products on treating large volumes with high
vendors — SOA will eventually while effectively responding to performance, such as ‘payments

be very important to the market uctuation in an effort to factories’. SOA, when well thought-
future of banking services, maintain growth. through and when introduced

and therefore banks. Service SOA can make this happen under the right conditions, can
orientation, and especially the as SOA is poised to be an lead to more exibility and shorter
orchestration of services — both enabler to industrialisation of time-to-market, which will be

internal and external — will allow banking processes. Through this very important for the bank that is
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The participants

P Oliver Kling
solution architect, IBU banking and FSP, SAP

P Richard Mark Soley
chairman and CEO, Object Management Group

P Abhijit Gupta,
enterprise architect and SOA programme lead, Deutsche Bank

P Frank Vandamme
senior manager, standards, SWIFT

looking for agility, but far less so | would say it is the right way  existing systems. Depending on
for the high-performance bank. forward. A lot of the European  the cleverness of the design, the

One driver that can make SOA banks, for example, have strong level of documentation and the
very important is the outsourcing in-house development. Combininghoroughness of the analysis, this
trend. Indeed, in order to outsourcen-house development and standagsercise has ranged from business
it is important to be able to identify products from software vendors as usual to an extremely tough
and isolate exactly what you want would bene t from standardised job. Just as it is wrong to assume
to outsource and to nd a provider interfaces by decreasing integratidhat the use of SOA will make all
that offers you what you are lookingost. integration extremely easy, it is
for. This will become much easier if wrong to think that integration
the processing inside an institutionAbhijit Gupta: If banks want to growhas always been a nightmare in
is organised around services. their business without increasing the past.

complexity in the IT landscape, | SOA is in this perspective

What alternatives are there to agree: there is no real alternative nothing more than the logical
SOA for the challenges you've  to this enterprise architecture evolution of trying to do things

been describing? approach. better and more ef ciently. SOA
Having said that, we must is the result of common sense

Oliver Kling:I'm not sure if there  appreciate that SOA can mean and ts alongside structured

are alternatives. One alternative idifferent things to different programming, object orientation

to do nothing — stick with what ~ organisations. And this means  and so on. | would like to stress
youre doing right now. But 'm  there are options or variations on here that SOA, just like the other
not sure if in the long run this how SOA can be implemented. Asapproaches mentioned, is more

is really possible. Only investing an organisation, you must make than technology. SOA is a way

in functionality leads to a point  a decision on the objective and  of thinking that is supported by

in time where you have a hard  approach that makes sense. technology.

time changing anything. Change

frequency is increasing, not Frank VandammeBanks, as well Richard Mark SoleySOA isnt a
decreasing, so | would say there iss other types of companies, havechnology. So the alternative is
almost no alternative. always updated and integrated poorer, less exible operations.
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What challenges do companies
face in implementing SOA? What many enterprise architects start atsolved completely, but you will be

pitfalls are there?

Abhijit Gupta: SOA is a paradigm
shift from an application-centric
view to one that is portfolio-
centric. This requires a change
of mindset both in front of ce
and back of ce business areas
and a move away from building,

“It is has been proven to work on a
smaller scale, but it can take some years
to do this on a global scale. One of the
biggest issues is: this is not something
that pays off in the next quarter.”

Oliver Kling

focus on the wrong level rst. Too addressable. It will probably not be

the bottom and work their way  able to address it better.

up. And believe me, your choice of

middleware is generally irrelevant Frank Vandammelt is important

to your SOA implementation. Webto recognise that SOA is much

Services, CORBA, .NET, J2EE  more than a technical exercise.

— use what you know how to use t@®ne of the pitfalls is that people

integrate systems. will consider SOA as the sum of
The second obvious pitfall is ~ Web Services, UDDI and SOAP,

the absolute need for executive and will therefore consider it as a

enhancing and maintaining on an support to succeed in an SOA  pure IT topic that does not require
application-by-application basis toimplementation, whether discussions at the business or
a more service-oriented enterpriseenterprise-wide or across the strategic level.

(SOE) model.

Besides the typical funding
challenges for similar
transformational projects,
SOA also faces the hurdle of
expectation management. It is
absolutely important to have a

supply or service chain. Without a On one side, this approach can

commitment to recognise, capturemake it very dif cult to obtain

precisely de ne, store, categorise the budgets that may be required

and optimise existing business  to get a company-wide move to

processes, it simply won't happen.SOA, leading to very little progress.
Third, and certainly affected On the other side, it may lead to

by the rst two, is the need to a piecemeal approach where SOA

consistent message on what SOAtruly share de nitions across the gets introduced in silos and where

is — and is not — expected to
deliver. At Deutsche Bank, SOA
is an IT architecture supporting
industrialisation of banking
processes.

This new process demands a
signi cant change not only in
IT application but the complete
organisation model — the biggest
challenge that SOA brings.

Richard Mark SoleyThe most

obvious pitfall in implementing
SOA is the natural tendency to
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organisation. If you and | cant  services are de ned within small
share a meaning for ideas like ~ domains, without taking into

‘customer’ and ‘order’, we will account the broader needs of the
nd it awfully dif cult to share entire company. Such an approach
information. will not yield the promises of SOA

as it will not result in company-
Oliver Kling:That's right. We have wide agility: each new project will
to agree on a global semantic lead to maintenance of previously

language. If we agree that de ned services and/or to a
everybody will not reinvent their duplication of similar services.
own de nition of an account or Another challenge is the

of a customer, but will stick to a de nition of the correct set of
central view, then the biggest hurdéervices. This may seem relatively
of semantic integration might be easy and straightforward if you
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“The most obvious pitfall in implementing
SOA is the natural tendency to focu

on the wrong level rst. Too many
enterprise architects start at the bottom
and work their way up. And believe me,
your choice of middleware is generall
irrelevant to your SOA implementation.

Richard Mark Sole

introduce the SOA approach in Oliver Kling:We are in the rstlull — as can be expected today — the
a small domain but it becomes after the hype. People have realisegerger could be used to start off a
far more complex if you want this is not for free. And on a globaSOA project in those domains that
to identify a set of services at  scale | dont know of very many have long-term strategic value and
a company level or even at an  projects that have already delivergtiat need most integration.
industry level. As the bene ts on the type of global promises

of SOA increase when the scope needed to support, for example, aRichard Mark SoleyFirstly it's
increases this challenge is very merger scenario. important to understand a simple
real. It has to do — amongst other It is has been proven to work onfact about banking or any industry:
things — with de ning the right  a smaller scale, but it can take somi&er bullets don' kill the vampire;
level of granularity. If you make years to do this on a global scale.they only make him angry!

the services too small, you will  One of the biggest issues is: this is SOA isn't a silver bullet. It's an
get too large a set to maintain  not something that pays off in the approach that takes effort and time

and if you make the services too next quarter. to implement, requires changes in

large you will get services that can executive thought and managerial

hardly be reused. Frank VandammeNevertheless,  behaviour, and has an impact on
The nal challenge | would like | think that SOA is capable of IT infrastructure as well. Most of

to mention is the standardisation. delivering much of the value that the technology offerings that claim
SOA should make it possible for is hoped for, on condition that it to be in the SOA space solve the
each institution to focus on those is introduced and used in the righteasier problems of communications
services that are part of its core way. This requires that institutionsintegration between applications,
competency and to use services take the time to de ne and set up but cannot possibly completely
from other service providers for the necessary framework, which solve the semantic integration
their non-core competencies. means that there will usually be a problems of real supply/service
This can only work if there is an  signi cant lead-time and an initial chains, nor fully automate your
agreed understanding on the exadhvestment. business.
purpose, input and output of these In the concrete case of a merger,
services — ie., a standard. the full bene t can only be Abhijit Gupta: SOA is not

expected if at least one and idealgomething that can be implemented
Ideally, it seems, SOA could help both institutions have adopted once and then forgotten. Neither

solve many of the industry’s SOA and - on top of that — if theiican it be nished in a six-

problems, such as speeding up approach to SOA is compatible. month period. It's a journey — a
new services to customers and This means that it must be transformation. Signi cant results
helping to integrate systems after possible to identify similarities  cannot be expected in the short

a merger. How well are the SOA between services in both term — it may take three to ve
offerings living up to this? institutions. If this is not the case years from its start. 1
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“Almost anything that has great potential
has signi cant risk too. SOA has a

high risk of failure if it is not properly
managed and not supported by
governance.”

Abhijit Gupta

Deutsche Bank started its organisation can outsource all of of costs, bene ts and timing will
SOA programme as a pilot its business processes to best-oftherefore be crucial.
offering direction to other futurebreed providers, we already can do
projects. By 2006, we had firmedo for some of our services — thogéhijit Gupta: Almost anything that
up the SOA toolkit, which offersservices that have clearly-de nedhas great potential has signi cant
a number of tools including functionality, semantics and risk too. SOA has a high risk of
the SOA Governance Model. service levels. Human resources failure if it is not properly managed
This is a critical component for is again a great example —if it and not supported by governance.
succeeding in transformational makes sense for your business, yfuenable SOA in Deutsche Bank,

initiatives. can outsource nearly all of your we have implemented the Business
In 2007, we continue to human resources infrastructure, and Domain Architecture Model
implement SOA in a few but rst you have to understand to drive this transformation. In this

more projects across different  the business process functionalitynodel, the architecture function
business areas and also make thesemantics and service levels teams up with our business partners
SOA Governance Model fully provided by the outsourcer. while also working hand-in-
operational across the organisation Eventually the tools will help  hand with the IT delivery units
By end-2007, we will also have aus capture, precisely de ne and and Operations to in uence and
bigger pool of SOA experts in the reuse services even more easily, implement the IT architecture
organisation who are being trainedvhich will enable a worldwide  in a service-oriented way. This
through existing projects, allowingmarketplace of services; in the structural change, together with the
us to implement SOA into more meantime, the shorter-term win process-centric approach to demand
domain portfolios and programmewill be cheaper, better and faster management, drives the realisation
in 2008 and 20089. integration within enterprises andof the long-term bene ts of SOA
across existing value chains. such as increased IT exibility and
Given the experience to date, do speed to implement IT projects.
you believe SOA has the potentialFrank Vandammel agree it has this
to deliver on its promises? potential, but there are conditions Oliver Kling:As Richard says, SOA
attached to it. A big challenge is tas not the silver bullet that solves all
Richard Mark Soley: | certainly do. manage the expectations around problems. You still have to cut off
There are already organisations SOA. As SOA is often marketed a bit of the over-expectation and
succeeding using SOA, decreasiras the latest and greatest there is the hype. But there is de nitely
both the time and effort necessarthe risk that people get unrealisticpotential if you go down the road
to offer new services to internal expectations which are bound to neatly and in a concise manner.
and external customers. While  be followed by huge disillusions. This is not done in a few months or
we’re probably a very long time Providing senior management  weeks. It is a medium-term thing.
away from a world in which everywith a realistic and correct picture But then it will start paying off.
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“It would be to everyone’s bene t to
agree on a common de nition, a common
approach and common objectives and to
let the competition between the services
rms and providers play within these
agreed limits.”

Frank Vandamme

It sounds as if you think there is  from the silver bullets and face owhanging. We have to understand
still too much hype about SOA andnonsters. No software package that we have at least the same
too many overambitious claims? is going to optimise your entire challenges in the semantic space,
business. They can help, but in the language that has to be
Oliver Kling:De nitely. One of the without executive decisions and aspoken within the IT. We have to
pieces of hype is that business is managerial process to recognise,look at this as well and address it.
now controlling IT again. If you capture, precisely de ne, store, The banks might have understood
start de ning services only from categorise and optimise businesshat earlier. But the vendor parties
a business perspective without  processes, all of the hype will jusaind the market have to understand

looking at IT you will not bridge  be hype. that this is needed.

the chasm between business and IT We should accept that this is not

as in the past. How much more work needs to bea half-year project, and we should
done by nancial services rms  not say to businesses, ‘If you buy

Frank Vandammel would and the SOA providers to make product XYZ, that will solve all

compare it to the early days of SOA live up to expectations? your problems’ because it isnt true.

XML where XML was claimed That's a promise we cant ful I.

to be the ultimate and complete Abhijit Gupta:As we see SOA as

solution to the ‘semantic a transformational journey, and  Frank Vandammel believe that a

problem’. In reality XML — as a since we are all at the initial phasdot of education needs to happen.
technology — offers some help with not many vendors having thelf we want to turn SOA into a
in solving that problem, butit  maturity to demonstrate signi cantlong-term success it should be
requires various other things results, we should not expect majalone the right way and it should
around it (such as standardised results in the short-term. But with be done in a compatible way across
dictionaries). In the same way, the speed of adoption and businesbe industry. Financial services
SOA should not be seen as the acceptance in the nancial industryyms and SOA providers should
ultimate and complete solution we are con dent that we will see realise that this is also in their
to integration and/or exibility. some sizeable results by 2009 antbest interest and should not rush
SOA offers parts that are very by 2010, SOA is expected to be nancial institutions into ‘quick
useful to support integration part of daily life at major nancial and dirty’ technology-only SOA
and exibility but it also requires institutions. solutions. It would be to everyone’s
other things around it. bene t to agree on a common
Oliver Kling: It was often reduced, de nition, a common approach
Richard Mark Soley: One of the at least in the past, to technologyand common objectives and to
primary reasons for the existence- you buy, for example, an let the competition between the
of the SOA Consortium is to enterprise service bus and you'reservices rms and providers play
control that hype — back away done — although this is slowly  within these agreed limis.
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