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EXECUTIVE | SUMMARY

INTERVIEW | NEERAJ SAHAI

REcent regulations, such as MiFID in
urope and Reg NMS in the US,
together with advances in trading
technology, have radically altered the
trading environment for fund managers
and brokers. These changes are imposing
new challenges on securities service
providers, who are attracting expertise from
upstream in the transaction chain to help
them expand their offering. As a result,
says Neeraj Sahai, global head of Securities
and Funds Services, Citi, traditional
distinctions between front, middle and
back of ce are eroding and economies of
scope rather than scale are becoming
increasingly important.

Page 14 Neeraj Sahai, global head of Securities and Fund Services, Citi
Taking a holistic view of Who knows their IBAN Accessing corporate
trading costs and BIC? banking services: who

should lead?

Eli Lederman, CEO, Turquoise Chris Skinner, CEO, Balatro Richard Spong, solutions manager,
nancial services EMEA, Sterling

I\/I iFID is having a major impact e fact that IBAN and Commerce

on execution venues in the BIC are dif cult to

European securities market. Much ofremember is no excuse for the ny attempt by banks to

the focus has been on the benets lack of interest in the bene ts treamline communication with

that competition is bringing to they can bring to account their corporate customers is

trading ef ciency as incumbent holders. Banks need to nd hampered by the multiplicity of

exchanges begin to respond to the ways to raise customer standards across the corporate

advent of multilateral trading awareness about how they canlandscape. Banks are faced with either

facilities. By also opening up the be used. This will require imposing a data communications

clearing process to new competitors, greater visibility for these standard on their customers or

however, MiFID is also bringing a  identi ers. They should not investing in the costly technology to

much needed overhaul of the post- simply be a line ortwo ona  handle these multiple formats. There

trade environment. bank statement. is, however, another option...

Page 6 Page 8 Page 12
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Reports

The obligations and limits of the corporate conscience

O Is there an accepted template for corporate social
responsibility?

O How industry-speci ¢ are CSR programmes?

O How much can individual rms achieve on their own?

Corporate social responsibility (CSR) has moved to the

forefront of business strategy, but there is signi cant diversity

in the way different rms de ne their CSR objectives.

Page 18

Breaking the ice on settlement
O How committed are market participants to
TARGET2-Securities?
O What will its impact be on the revenue streams of CSDs?
O Will competition in settlement services improve
ef ciency?
There is a consensus that the complexity of Europe s
securities settlement infrastructure imposes unacceptably high
cross-border trading costs on market participants. Will T2S
provide the necessary impetus to inter-CSD competition?

Page 22

Taking the squeeze off derivatives
O How much pain is the credit crunch causing in OTC
derivatives operations?

O How are attitudes to collateral management changing?

O What is the status of the SWIFT FpML pilot?

Serious worries over credit risks and margin calls have

shifted priorities in OTC derivatives trading. With the
nancial losses reported by many of the major institutions

over the past year, the focus is now equally on reducing

operational risk and increasing processing ef ciency.

Page 26

Breaking down the service barriers

O How are traditional asset managers and hedge funds
strategies converging?

O How far do they need different services from banks?

O Does it still make sense to treat the two client groups
separately?

Having co-existed for many years, hedge funds and

traditional long-only asset managers are becoming more

alike as they borrow investment strategies from one another.

Page 30

In search of the gold standard

O What is the nancial messaging investment roadmap?

O How far has buy-in for ISO 20022 been achieved across
the industry?

O s there suf cient commercial input in the standards
development process?

This May saw the launch by SWIFT, ISDA, FIX Protocol Ltd

and ISITC of a nancial messaging investment roadmap,

laying the groundwork for a move over time towards one

common nancial messaging standard. 1ISO 20022, or

UNIFI, has been proposed by ISO as the platform for the

development of all nancial messages. How smooth is the

path likely to be?

Page 34

Corporates and SEPA  avoiding the rush

O To what extent have corporates so far embraced the
bene ts of SEPA?

O Are industry timeframes realistic?

O Is SEPA living up to its billing for those who have made
the effort?

Most corporates agree that the long-term bene ts of SEPA

promise to override the short and medium-term pain.

Standardising cross-border and domestic payment ows onto

a single platform should bring a host of bene ts. No one

expects the process to be without its challenges, however.
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The Asian nancial magnet

O How are global institutions growing their presence in
Asia?

O How is operational ef ciency being advanced in the
absence of regional infrastructure?

O What are the implications of growing intraregional ows?

Like their corporate counterparts, Asia s banks are making

their presence felt through acquisitions. At the same time,

global banks active in the region are coming to terms with

the changing demands of their regional clients.

Page 42

Asian derivatives markets a work in progress

O How widespread is derivatives trading across the Asian
region?

O What are the key regulatory concerns for foreign
investors?

O What are the bene ts of the ISDA master agreement?

Rising share prices in Asia over the last few years and fast-

growing economies in the region have led to increased

appetites for exposure to derivatives for risk management

and investment purposes among nancial institutions,

corporations and high-net-worth individuals.

Page 46

Do markets ever emerge?

O How precise is the term, emerging markets ?

O Who decides who s in the club?

O What is the purpose of emerging market indices?
Whether countries transition from emerging to developed
markets may be a question of who is doing the measuring
and the criteria they are applying. From an investment
perspective, everyone has their own yardsticks.

Page 48
Industry roundtable

Are ACHs rising to the SEPA challenge?

SEPA promises to change the dynamics of the European
payments industry in the longer term. If SEPA were starting
with a clean slate, what role would be assigned to ACHs and
how many would the market need to handle low value
payments ef ciently? How are existing infrastructures
adapting to new conditions? Dialogue brought together four
industry experts with differing perspectives to discuss these
issues.

Page 52
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OPINION | ELI LEDERMAN, TURQUOISE

Eli Lederman, CEO, Turquoise

How will Europaisw trading platformsaffect the totabst of trading?
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OPINION | ELI LEDERMAN, TURQUOISE

e introduction of the Markets in Financial A fresh perspective
Instruments Directive (MiFID) in Europe on A year or two ago, much of the incumbent post-trade
1 November 2007 has paved the way for newinfrastructure seemed immutable. But people are now

trading platforms, in the form of multilateral trading looking at this part of the trading cycle with fresh eyes
facilities (MTFs), to set up and compete with the and are seeking commercial opportunities. The upstart
continent’s incumbent exchanges. Early indicationsMTFs have been an important part of creating viable
point to regulatory success as the new entrants wilhew solutions.
deliver better execution and better overall economicslioanks to the alternatives, and the European
market participants. Code of Conduct for Clearing and Settlement,

In Europe, we can expect innovative new platfornistroduced by Charlie McCreevy, the European
to emerge in each of several segments of trading, WWlmemenissioner responsible for internal market and
different services will cater to different trading services, we would expect the trade processing part
objectives. One end of the spectrum will see platfoimfishe cycle to open up dramatically to competition
appropriate for small orders at high frequency; the over the next year or so.
other will have block-crossing mechanisms and thereNow that new clearing mechanisms have been
will be systems in between. There will be enough introduced, people will soon recognise that that they
service providers for competition, but not so many tet deliver scale and simplicity on a level
we have fragmentation for the sake of fragmentatiomnprecedented in European markets. It is dif cult to

imagine the users of other trading platforms,

A broader view of ef ciency including members of the incumbent exchanges,
There has been much discussion in the market abatcepting higher clearing fees going forward. The
the faster trading speeds and lower costs of new solutions put forward by EuroCCP and Fortis
entrants compared with the existing players. Not EMCF represent viable clearing mechanisms with
enough attention though is paid to the overall better economics and are open to other trading
ef ciency of these platforms. MTFs such as Turquoipigtforms. We would expect clearing to migrate to
for example, have introduced the concept of the them, unless the current providers become more
maker-taker fee structure to Europe, where those competitive.
taking liquidity from the trading platform are charged We are in the early stages, but liquidity has begun
a fee and those posting liquidity to the platform areto shift to the MTFs. We expect that to accelerate
paid a rebate. This encourages price improvement.with the launch of Turquoise. The market will then

While there is deserved focus on MTFs and the cbegin to see real economies of scale kick in. When
bene ts of their trading service, the clearing part of that happens, EuroCCP’s volumes will rise and
trade process is no less important. After all, to suppbgir economics will become even more attractive,
pan-European trading, one needs a complementargo there will be greater pressure for platforms to
pan-European clearing capability. use their services. As with many enterprises, the

The MTFs have also been instrumental in drivingmore business they do in a competitive market, the
ef ciency at this stage of the trading cycle. The newmore aggressive they can be on pricing, resulting in
clearers offer better pricing than the legacy provideaspositive feedback loop where they attract still
not to mention the simplicity of interfacing with a more volume.
single counterpart across multiple markets.

Turquoise, for example, is using EuroCCP, a Taking centre stage
subsidiary of the US’s Depository Trust & Clearing In this industry, as in many others, services and
Corporation (DTCC), to clear its trades. DTCC functions are being unbundled. Participants want to be
provides clearing for virtually all US trading, after alible to do every part of a transaction with the best
so they know about service, capacity and economigsavider at the best value. Thanks to technology and
scale. Chi-X, another pan-European MTF, is using the ability to link up one function to another, this is
European Multilateral Clearing Facility (EMCF),  now possible.
which was developed by Fortis. These initiatives cleaflye groundwork has been done to make the clearing
represent meaningful competition to the incumbentand settlement part of the trading cycle much more
clearing mechanisms. What is more, they are not competitive. | do believe that this is the year when it
exclusive to any particular trading platform — anyongtops being a hopeful thought and starts to become the
can use them. central theme of the sto#y.
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OPINION | CHRIS SKINNER

Chris Skinner, CEO, Balatro

Arebanksdoing enough to pronstd@dard identi ers?
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OPINION | CHRIS SKINNER

ere are regular debates about the IBAN of check digits, and then the domestic bank account
(International Bank Account Number) and Bl@umber. It's that last bit that is non-standard, and is why
(Bank Identi er Code) as a standard for IBANs are 16 digits in Belgium, 22 digits in Germany
identifying accounts. The reason is that they are haadd Britain, 27 digits in France and 28 digits in Cyprus.
to remember, numerically based and forced upon  Equally, BICs (ISO 9362) are not standardised, as
banks and their customers through regulations.  these can be either 8 or 11 digits.

EC regulation 2560, introduced in 2001 to eradicat&o where is this standard for international transfers?
cross-border fees on cash withdrawals, card paymernitgell, let’s rationalise this a bit further.
and credit transfers, also made IBAN and BIC a IBAN and BIC usage at least de nes a common data
standard for European payments. This was followedthycture as a standard, even though the number of
the European Payments Council (EPC) Resolution difgits may differ. This should allow us to make it easier
May 2005, which made IBANs and BICs mandatoryo move money between markets because we will know
from 1 January 2007. the data eld structures at the very least.

This has made us all much more aware of the neediat ask any citizen of Europe: “Do you know your
use these identi ers, although we still have some wHAN and BIC codes?” and you will get a “Non”,
go as the European Central Bank (ECB) executive “Nee”, “Nein” and “No”.
board member Gertrude Tumpel-Gugerell pointed | happen to know mine because I'm a banking nerd but,
out*: “In the German retail payments market, specifor most people, if they do not know these codes, why
attention should be given to IBAN/BIC conversion, not? Because they are hidden on a bank statement and the
the use of existing mandates for the new Single Eubanks have not educated people to know what they mean?
Payments Area (SEPA) Direct Debit and the general If we are all now meant to mandatorily be using
service level, such as the processing time. MoreovéBANs and BICs, we need to make their usage and
German banks need to rethink their business stratagipsrtance much more visible. For example, many
to survive and thrive in the new payments market.”countries have made the use of IBAN and BIC

Germany has a range of issues with IBAN and Bl@andatory, but only a few, such as Luxembourg,
not the least of which is that corporate customers proactively educate customers on their usage. For
cannot update their bank account databases with example, when Dexia migrated all accounts to IBAN, it
IBANs and BICs automatically. This is blocking the sent all of its account holders a letter asking customers to
use and implementation of SEPA Credit Transfers aglt the bank to receive their new documentation.
will be even worse when SEPA Direct Debits are  When visiting the branch, the clients were given a new
implemented in November 2009. account card, sporting the IBAN number.

But even if the Germans can sort their issues out, a This is key therefore: the IBAN and BIC should be
guestion came up recently when Joe Pawelczyk, viceclearly marked on things you carry in your wallet and
president for international relations at CHIPS, the  purse, such as debit cards, not just on bank statements.
American clearing house, was asked: “Why dont Making IBAN and BIC an integral number on a
Americans use IBANSs for their bank account numbersi&tit card would start to get the point across,

Joe looked a little surprised by the question and lalongside explanations and lea ets detailing what
thought he was going to say, “Because we dont likeliese codes are for.
and use the Universal Payment Identi cation Code  Until then, most citizens will think IBAN and BIC
(UPIC) because it is portable and easy to remembearé nothing to do with them, and corporates will only
Rather than say this, Joe responded with: “Becausseaecthem as relevant for cross-border payments, leaving
cannot de ne a standardised account number.” it to the banks to remember and use those long and

IBAN and BIC are standardised account numbersomplex code®’
arent they? SWIFT is the registrar for IBANS, and * The European Finance Forum, Frankfurt, October 2007
manages the IBAN standard ISO 13616. Equally,  ggaday, Helsinki, June 2008
SWIFT looks after ISO 9362 which covers BICs. S@nris skinner is an independent commentator on the nancial markets and

with 1ISO standards awash, we have an easy way odnief executive of Balatro. He is chair of the European networking group, the

doing this, don't we? Financial Services Club, and a co-founder of the website Shaping Tomorrow.
Oh wait. | just noticed. He is the author of several books including “The Future of Banking”, “The
IBANs and BICs are not standardised. Future of Finance after SEPA” and “The Future of Investing after MiFID”.

Sure, the structure of an IBAN is sound, with the idéé article is from his daily blog, which can be found at
hat it al tart ith a two-lett i d www.swiftcommunity.net
that it awgys starts with a O e ercountry COG€ 5 giscussion on BIC and IBAN is ongoing at
representing the country of origin, followed by a coupl@.swittcommunity.net/bic_iban
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OPINION | RICHARD SPONG, STERLING COMMERCE

Richard Spong, solutions marketing manager, nancial services EMEA, Sterling Commerce

What are the relative rolbard{s and IT vendori delivering
innovation to corporate®
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OPINION | RICHARD SPONG, STERLING COMMERCE

rporate banking service provision has bee”LaJnIike the interbank WOfld

hot topic at nancial sector conferences over

he last two years as the pressure for improyathere e—COI’]neCtiVity can

corporate banking connectivity continues to grow on

all sides. Finance sector change and evolution is usually be aChieved’ there are
traditionally conservative, risk-averse and slow. neither Consistent ruIeS nor

However, with so much in uence being brought to )

bear on this particular issue, one might think that tl60NSIStent standards governing
challenges presented could be resolved with unus ; ;
‘Eommunication between

speed. Unfortunately, due to a tactical focus and n

enough strategy, this has not been the case. commercial trading partners
An obvious signi cant interest group is the

community of nance professionals within the maj0|and between Commercial
multinational corporate enterprises. Within each enterprises and their bankers.

enterprise, the CFOs, treasurers and other senior

nance executives preside over numerous departments

in many countries. Each department may require most valuable part of their customer service revenue.
multiple local banking relationships. Each relationsianks want to gain wallet share from each of their
may feature a diversity of communications relating toulti-banked commercial customers. They want to
different nancial services including trade services, deliver a service performance ‘edge’ that will win new
funds management, insurance, foreign exchange octensyercial customers from their competitors. They
payroll, payments and collections. Lastly, many of these to grow revenue by introducing new services to
communications are conducted through a variety otheir portfolios and also by connecting these services
channels from telephone to le transfer and web podaline to corporates as ef ciently as possible.

Global nancial regulation, legislation and They have an advantage over their multinational
implementation of best accounting practices compedorporate customers through the global banking
corporate executives to be ever more accountable aochmunity facilities such as SWIFT that have evolved

nancially vigilant. Given the operational matrix ~ over a number of decades and have the experience of
described above, it is no surprise that they are primangcessing increasingly complex international nancial
stakeholders and in uencers in any initiative that wilervices. It is now relatively easy for banks to establish a
help to consolidate and standardise their nancial reliable and secure bank-to-bank operating relationship
control environments. Where multinational enterprigest about anywhere in the world. True, they have to
have achieved globally comprehensive and compliawgivigate diverse regional nancial standards and

nancial control, it is probably accurate to say that processes to execute international commercial business
they have done so with very high operational costsaetivities and transactions, but at least those standards
costs that could be reduced with standardised and processes exist. Business continuity is generally not
communications, processes and the extended at optimal ef ciency, but bank-to-bank service
automation of e-commerce activity. connectivity can be delivered.

Whilst seeking a convenient way to outsource a  So why has an international banking consortium not
solution to this problem, there has been a recurringstepped up to own the shared problem of establishing
suggestion at a number of corporate conferences tlatporate banking service standards and connecting
the whole commercial service communication issueommercial customers to the communications
belongs to the banks. The banks are the undisputethfrastructure that the banks already have?
pivotal providers of corporate banking services. It hahe main barrier is the extreme diversity of
therefore been proposed that they should collaboratectinology and communications capability that
establish a consistent global standards framework exists across the global community of corporates
supporting business process integration with their outside the nance sector. Unlike the interbank

corporate clients. world, there are neither consistent rules nor
consistent standards governing communication
Time for the banks to step up? between commercial trading partners and between

As service providers, the banks are certainly key commercial enterprises and their bankers. For a
in uencers in the ef cient delivery of a wide variety gingle bank that aspires to deliver a portfolio of
corporate banking services, which represent by fardbesistent and holistic nancial services to its top
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OPINION | RICHARD SPONG, STERLING COMMERCE

200 commercial customers, that bank has two m#ie, corporate banking arena have adversely impacted
though unattractive, options: planned technology budgets in banks and many other
O Impose a data communications standard that the nancial institutions, particularly in the US and
bank’s technology will support on each of the 20orthern Europe. The corporate banking dilemma
customers. continues, but for the next year or two, investment
O Invest within the bank in front-of ce technology dollars that might have addressed the problem in
that can emulate and integrate the separate incremental stages are now in very short supply.
transmission formats that each of the 200 customers
is able to generate and receive. Creating a framework for change
Option one imposes varying levels of systems We now have an environment in which the motivation
investment on each customer. Many will be unable flar comprehensive corporate banking integration will
justify such investment, so will not join the scheme.come through the creation of truly integrated cross-
The cost of entry will also deter new business, vertical nancial partnership communities with critical
compromise the bank’s business development mass. However, the cost of their creation, which was
opportunity, and weaken its competitive position. already an issue, is now even more signi cant, and the
Option two represents high investment and instigators will be the participants with the largest
maintenance costs for the bank, which is already potential communities that generate or receive the
exposed to reducing pro t margins on routine servigasst banking business activity and have the most
The requirement for individual customisation is notrevenue to gain.
easily extensible to rapidly bring new commercial  The networks and external service providers carry
customers on board. The in-house facility adds a massive data volumes to huge communities, but are
signi cant development and test overhead for everynot themselves the source or destination of business
new or modi ed e-service that the bank wishes to activity. The corporates meanwhile may have vast
introduce to its commercial customer base, and doémding partner communities, they may be multi-
not provide any ability to publicise services to, or banked, and they may indirectly gain revenue through
directly engage, commercial organisations that areinoteased ef ciency and automation of nancial
signed-up customers. operations, but banking is not their core business, nor
So the banks are very keen to participate in solvitigeir core source of pro t. The ball remains rmly in
the corporate banking service dilemma, but howevéne banks’ court.
strongly the corporates appeal to them, there are realo agree and x comprehensive global standards is

communication obstacles. costly by being invasive to technology and processes
across the global community. It is achievable, but not
Other solution providers anytime soon. Yet for banks to develop service

Respected professional associations and equally connections to the disparate technologies of their
respected business network providers have proposied@ing corporate customers is expensive,

number of corporate banking standardisation solutionsibersome and tactical. The solution is largely
over the past three years. These have included sorfimited to that xed community. There is no ef cient
promising options to move forward, but they have altrategy for growth through extension to their entire
depended on proactive community collaboration tocorporate customer-base, nor for rapid onboarding of
become dominant best practices and to secure univensatustomers, nor for reactive delivery of new

and global acceptance and adoption. The problem products and services.

seems to have been that the proposals were either The practical solution is for banks to accept the
regional, or partial, covering only a part of the requieadsting diversity of data standards and protocols and
service bandwidth, or they in icted unacceptable to make on-time investments in truly agile and
technology cost on the end-user/member organisatidfextive edge-of-the-enterprise process integration
As a result, although some of these initiatives are stdthmology. Technology that exists purely to enable
play, they are con ned to relatively modest pilot ~ multi-enterprise business transmissions through the
schemes or localised communities in individual ~ application of sophisticated data analysis, validation,

countries or country-groups. translation and routing; technology that is available
right now, for immediate installation on site, or as a
Global economic in uences hosted service; technology that really can enable global

In 2008, a series of pro t warnings and shareholderon-line service ‘bridges’ between any number of banks
calls arising from business activities mostly way outsideany number of busines8es.
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INTERVIEW | NEERAJ SAHAI, CITI

Neeraj Sahai, global head of Securities and Fund Services, Citi

Neeraj Sahais the global head of Securities and Fund Services, Citi, and a member of its
Institutional Clients Group and Global Transaction Services Management Committees. He
recently also elected to the board of the Depository Trust & Clearing Corporation (DTCC).

Prior to assuming his current role, Sahai was chief nancial of cer of Global Transaction Se
overseeing nance, risk, control, treasury and strategy and M&A, among other areas of the
business. Sahai has been with Citi for more than 23 years, starting as a management ass
in 1984 Dialoguepoke to him about the response of securities service providers to change
the market landscape and the challenging environment in which their clients are now oper
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INTERVIEW | NEERAJ SAHAI, CITI

We know how regulations such as the Markets in required to all the alternative trading venues such as
Financial Instruments Directive (MiFID) and electronic communications networks (ECNs) and MTFs.
Regulation National Market System (Reg NMS) haws a result, trading and execution require investments in
affected traders and exchanges, but it's less obviouechnology at various levels, in terms of crossing engines,
how they have affected the post-trade environmeniconnectivity, smart routing engines and infrastructures.
Have the regulations changed the nature of what  There is also a need for new talent. Along with the quants
clients are asking you to do? required for algos and the developers for the software, there
MiFID and Reg NMS are having a profound impactis a need for network engineers to manage the bandwidth
on the evolution of market structures, though it will of the infrastructure, as well as client service people to deal
take a few years to properly assess the resulting crdiregtg with the institutional clients.
in the marketplace. Besides algorithmic trading, there is also the

Both sets of regulations are heavily focused on beshergence of new asset classes. The lifecycle of an
execution, in turn driving electronic connectivity in tOdC derivative, for example, is very different from
securities marketplace and pushing algorithmic tradivad.of a corporate bond. To service these instruments,
These two trends have downstream impacts on theone requires new processes, new technologies, new
capital expenditures and the technology required tkinds of talent and new risk control mechanisms.
service these capabilities. If we take Reg NMS, for We view our platform as an integrated pre- and post-
example, broker dealers have to invest substantiallyrade platform that provides a seamless and comprehensive
their platforms to deal with new market structure rusesvice. As an example, to deal with the trends coming out
and new compliance and surveillance systems, as @felgorithmic trading, Citi acquired Citi Lava and ATD,
as establish connectivity with alternative venues. now branded as CitiMatch. These have had a substantial

Organisations that service these broker dealers hiaygact in the marketplace. Our volumes are regularly
an opportunity to help them de ate those costs. Citi200,000 messages per second. We are seeing increased order
Lava, for example, has been able to provide full sergigand reduced average trade size.
for these clients as it helps achieve economies of scale.

MIFID has also created the platform for competitiorDo you see the front, middle and back of ce
among exchanges in Europe and can be seen as thebecoming less siloed?
catalyst for the development of the multilateral tradingThe front end of the business is becoming very
facilities (MTFs). The MTFs, in turn, need central complex, and the complexity is owing into the back
counterparties (CCPs). At Citi, we have expanded oupf ce. To deal with this complexity — especially where a
clearance and settlement capabilities to service the CiiRsside rm has to devote increasing resources to the
and to give our clients access to them. Citi is acting afront end of the business — we recognise a need for an
agent for EuroCCP by providing settlement in the locahtegrated supplier for the entire value chain. Citi aims
central securities depositories (CSDs). It's important teoaknit all that functionality together.
market participants that settlement follows established We also believe that architecture must be modular
practices and takes place in a manner to allow the widest open-ended since clients must be able to choose
possible participation. We are pleased that EuroCCP pietes that work together and mix and match over time
Turquoise share this view and have appointed Citi as #seiheir strategies change. Citi’'s strategy is to be a full-
agent to provide the settlement services required in thedged integrator of best-in-class solutions. That is
local CSDs. We also provide clearing services for cliehiadamentally different from the way this industry
trading on Chi-X and Turquoise, and clearing on EMGirew up, as a manufacturer of widgets at lowest cost.
(Fortis’ European Multilateral Clearing Facility) and In today’s world, it is more a question of economies
EuroCCP. These developments have been designed tdf scope than economies of scale — and that is a
allow our clients to capitalise on the ef ciencies presepi@digm shift. A client can then pick the best-in-class
by these new platforms and facilities. solution, and at the same time focus on its core

competency. For example, as a hedge fund above a

You mentioned algorithmic trading. Does that in itseértain size tries to expand out of a single prime broker
provide any particular challenges, given that it resutedationship to a multi-prime broker set of
in signi cantly more trades for the same volume? relationships, it needs a platform to manage prime
Since the mid-1970s when there was deregulation of brokers and, across that platform, to get the real-time
commissions, volumes in the cash equities market haW&L. We provide a platform called OpenPrime, which
exploded. With those increased volumes has come thalows a hedge fund to manage its positions — in one
need for great amounts of data. Moreover, connectiviglé&ce — across multiple asset classes, strategies and
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For a shared utility to be
credible, it must be able to
demonstrate a great governance
model and also exhibit the
ability to steer reasonably clear
of competitive issues. DTCC
and SWIFT are good examples
of where that model has been
successful.

prime brokers. We also offer the full spectrum of hedge
fund administration services so the information ows
seamlessly to the middle and back end. This also allows
the client to segregate the assets it uses for leverage
from the other assets, which can be ring-fenced with us
as a custodian.

What about the general climate produced by the
subprime crisis/credit crunch? Obviously that has a
direct impact on certain types of business that a bank
handles, but less obviously on areas like securities
services.

The current nancial crisis has an impact at two
levels: the product-mix level and the business level.
From a product perspective, leveraged credit
products are de nitely retreating, because there is
less credit being provided by investors and banks.
The simple products, such as money market funds
and exchange-traded funds, are bene ting. This
change in product mix obviously calls for a
reallocation of resources, at least in the short run.

At a business level, the impact is on the revenue line
because structured products are generally higher priced.
There’s also a ow-through impact: as the equity
markets and real estate markets have dropped in value,
assets under management (AUMs) have dropped in
value and our revenues in this industry are directly
correlated to AUMSs.

On the plus side, there are still great opportunities to
trade assets and to provide custody and clearing in
the emerging markets. Another less-known bene tis
the battle for talent. With the challenges in the
investment banking industry, we're witnessing a move
from that part of the nancial sector to securities
services and buy-side rms. The securities services area
is also expanding to cover more of the value chain, so
there’s both a greater demand for and a larger supply of
the requisite skill set.
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Over the years there have been several industry However, work is under way in various forums. In a
initiatives aimed at improving ef ciency in securitieshighly competitive marketplace where there are
markets. Have they resulted in any sort of consensd#ferent players with different objectives and priorities,
on what should be done in a shared way and what ecenomics drives convergence. When an asset class
appropriate areas for competition? matures, and incremental spread and alpha is squeezed
Due to the differences in size, functionality and expertisg, the players will quickly align their priorities to
there really is no true consensus among players. Hovatagr intra-company and inter-company STP, because
increasing consensus is visible in selected areas suchhed’s critical to handling large volumes at low cost and
messaging, trade pre-matching and settlement. Our acceptable risk.
experience has been that the larger players prefer a do-it-
yourself approach while the smaller players are morelegér funds industry a special case? Is it always going
to pooled utilities. Ultimately, a critical mass is requiretb have a large element of manual processing just by
for a utility to be successful, and economics is behindvinate of the fact that in many markets there are a lot
For a shared utility to be credible, it must be able to of small players for whom the economics of
demonstrate a great governance model and also exhiittomation don’t stack up?
the ability to steeeasonably clear of competitive issuedwutomation in the funds industry is a thorny issue.
DTCC and SWIFT are good examples of where that Fund/SERV in the US provides a higher degree of
model has been successful. automation than in Europe. But the US really is a single

market, and the largest one for mutual funds. In Europe,
You mentioned the big players preferring a do-it- the landscape is more complex. There are different
yourself approach. One thing that has traditionally languages, different securities frameworks, different
distinguished Citi from its peers is the way it investor preferences and different distribution models.
organises its agent network, relying more on its owRurthermore, European-domiciled funds are distributed
branches and subsidiaries. Does that model still hali®ther markets like Japan, Asia and Latin America.
Our proprietary branch network of 52 markets continues The lack of automation in the funds business has less
to expand, and is core to our strategy because of the benddswith technology than with the fact that those in
it provides to underlying clients. For intermediaries thatthe supply chain still make healthy pro t margins. So
comprise broker dealers and global custodians, this mdldeleconomics are less compelling. Consensus is required
provides therwith direct access to informaiom the among many more participants, including consumer
added bene t of our ability to work with local regulatorshanks. The industry is less consolidated than a broker-
upgrade infrastructures in the emerging markets. For dealer world or a custodian world. Having said that, we
investors, it provides a single window to a globally have seen a demand for greater automation and have
consistent platform that allows them to better manage taeinched a CitiConnect product that allows hedge funds
nancial positions, information and risk as well as avoidand mutual funds to automate their order routing and
potential reconciliation issues. A result of our proprietarhe pick-up has been pretty encouraging. | also know
network is a consistent framework and minimum time that organisations like DTCC and SWIFT are working
latency for information. In 52 of the 90 markets we are imgrd to help automate messaging and order routing in
our agent is proprietary, but in terms of market cap, it that arena, so there are grounds for optimism.
would probably be well over 90%.

From your own business perspective, is SWIFT now
Everyone agrees that end-to-end straight-through doing what you would like it to do or are there areas
processing (STP) would be a good thing, but does where you would like to see it do more — or less?
everyone agree on where to devote scarce resourc8®IFT services are at the core of what we do. As its
to plug existing gaps? largest user, we enjoy a very close and strategic
Everyone agrees that a seamless straight-through-relationship with them. Since its inception, SWIFT has
processing environment in the pre- and post-trade driven a lot of operational ef ciency in the
world is the holy grail of securities processing. In  marketplace. From our perspective, SWIFT is central
certain areas like trade pre-matching, settlement and the development of this industry.
clearance, there has been quite substantial progressWa would like to see SWIFT expand its messaging
areas of asset servicing, such as proxy voting, volustamngards into new asset classes, extend these standards
corporate actions and tax reclaim services, progresstoasmerging markets where there are lower STP rates
been sluggish. If one extends one’s horizons to covand nally to remain competitive in terms of price,
the funds arena as well as newer asset classes, thepeed and ef ciency with the alternative channels of
progress has been even slower. communication that are emergifig.
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The obligations and imits of
the corporate conscience

Advancing critical dialogue

|s there an accepted How industry- How much can

template for speci c are CSR individual rms
corporate social programmes? achieve on their
responsibility? own?

ity (CSR) has evolved sinc@here are no broadly endorsed JPMorgan, Credit Suisse and

ts inception in the seven- templates yet on how a company Citigroup.
ties to become an integral part of should approach CSR. The result isThe European Commission has
any large rm’s business model. Tleesigni cant diversity in the way established a European Alliance for
days when CSR was limited to  different rms de ne their CSR  CSR to provide a framework of
engaging in a mild degree of objectives. Some have set measucooperation for business-led CSR
philanthropy involving highly able targets. Two years ago, for initiatives. In this context, it
publicised donations with a promoexample, UBS set a climate changecently released a report by the
tional underlay are long past. Thestrategy goal to reduce CO2 Danish Commerce and Companies
days, with media attention on a emissions by 40% by 2012. HSBCAgency on the role of small-to-
broad range of environmental, = meanwhile has invested in paperl@ssdium enterprises in sustainable
human rights and globalisation  statements and recently installed supply chain management. The
issues, large rms from every solar panels at its Canary Wharf Dow Jones Sustainability Index,
industry need to have robust CSRheadquarters in London to providaneanwhile, provides benchmarks of
strategies in place that include a over 1.5 million kilowatt hours of nancial performance for sustain-
demonstrable awareness of any green energy. ability-driven companies.
detrimental effects their own There are nevertheless a variety of
businesses may have on stakeholguidelines and criteria that companieslustry segments
ers. Firms now need to consider acan choose to measure themselvesThe speci ¢ CSR strategies that
wide range of factors, from ethicalagainst. The UN Global Compact rms adopt will often depend
practice to C@emissions, in their lays out ten principles with which  largely on the industry they are in.

Crporate social responsibil-Best practice? sectors. Signhatories include
[

daily business decisions. businesses can align their strategie®mduction and manufacturing

The advance of CSR has brougltihe areas of human rights, labour, tttewmmpanies have a more tangible im-
it to the forefront of business environment and anti-corruption.  pact on their surroundings, while
strategy. Many rms have well Sixty banks have also joined up to tbanks and other nancial institu-

documented corporate sustainabilEquator principles, drafted by the tions have to think about CSR in a
ity strategies on paper, but ques- International Finance Corporation different way. They will need to
tions remain about how far beyondor a common set of environmental consider how they engage with the
the public relations arena rms areand social policies that can be appliledtal communities in whose

willing to take these initiatives.  globally and across all industry presence they operate alongside
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CSR has been a wonderful way to
express ourselves as a fully- edged
citizen who will work closely with other
corporates and the local government.

Gary Hattem, Deutsche Bank

growing pro le is not unchallengedhand in hand. To this end, the
with some arguing that it distracts majority of rms with active CSR
businesses from their fundamentastrategies have established separate
economic role. sustainability departments.
Economist Milton Friedman “Some people continue to believe
considered the very notion of  that CSR is just an ‘extra’,” says Dr
social responsibility as a personahristian Leitz, executive director,
choice and one that serves no corporate responsibility, UBS

environmental issues and questionsterest to the business world. InCommunications Management.

of ethical investment. an essay titled, ‘The “Maybe when they think of CSR,
Gary Hattem, president, Responsibility of Business is to they think solely of things like
Deutsche Bank's Americas Increase its Pro ts’, he questioneghilanthropy and donations, rather

Foundation, is someone who the idea of a corporate conscientigan the much wider range of issues

recognises this need to connect withWhat does it mean to say a that CSR actually covers and that

local communities. “We entered corporate executive has a ‘sociakcompanies act upon.”

this marketplace with a foreign  responsibility’ in his capacity as a

name and not much of a history businessman?” he wrote. “If this Spreading awareness

here, so CSR has been a wonderfstiatement is not pure rhetoric, it Those in charge of a rm's CSR

way to express ourselves as a fulljaust mean that he is to act in  strategy would no doubt acknowl

edged citizen who will work some way that is not in the edge that it is indeed an effective

closely with other corporates and interest of his employers.” marketing tool, but even in terms

the local government,” he says. Friedman goes on to suggest thadf returns to the company, that is
Among the Foundation’s initia  those in charge of CSR are in  not necessarily the prime bene t.

tives he cites involvement in the effect imposing taxes on one har@hlvatore Gabola, head of global

urban regeneration of areas like thend deciding how the tax pro

Bronx and Harlem in New York ceeds shall be spent on the other.

and partnering with not-for-prot ~ Many of those in charge of CSR

organisations. programmes within corporations
would probably disagree with
The sceptics Friedman's assertion, and would

Even though CSR has advanced iadd that business strategy and
the corporate consciousness, its sustainability have started to go

Some people continue to believe that
CSRis just an extra  They think solely
of things like philanthropy and
donations.

Dr Christian Leitz, UBS
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We cannot eliminate child labour
single-handedly We need to act in
co-operation with other companies, NGOs
and public authorities to address the
problem at a more fundamental level.

Salvatore Gabola, Coca Cola

Hattem agrees. “l wouldn't call companies, NGOs and public
our ambitious objectives simply authorities to address the problem
good public relations, it's an at a more fundamental level.”
engendering and enduring relation
ship,” he says. “However, | think itExpanding responsibility
serves our interest well also for olVhile such global problems cannot
employees — particularly for be solved solely through corporate
stakeholder relationships for Cocayounger employees, who are veryinitiatives, most large rms now
Cola, points, for example, to the conscious about who they are  realise they have obligations that
bene ts of greener refrigeration  coming to work for.” extend beyond the traditional ambit
technology. “Putting in place better Conversely, there are also dangefsCSR. The subprime crisis, for
technology across the world for odor large rms in not marketing  example, is presenting new-chal
refrigeration systems will undeubt CSR strategies as effectively as lenges to CSR heads at nancial
edly be expensive,” he says. possible or ignoring the issue institutions, especially those
“However, it not only shows we araltogether. Gabola notes the needinvolved in urban regeneration.
less energy hungry, but is also godar any rm to be proactive in CSRAfter all, what would be the point
for retailers who will have less  rather than wait for criticism, whiclin investing in improving the
energy costs from our systems tharan be hard to shake off. environment in deprived areas,
our competitors’ as a result. It goes A recent example of this for Cocavhile simultaneously being-per
well beyond CSR and into busine<sola emerged with sugar cane eldsived as responsible for throwing
strategy.” in El Salvador, from which they the same people out of their homes?
In this respect, making sure took most of the produce. After At the same time, with banks
people know about the kinds of Human Rights Watch brought suffering from billions in write-
initiatives a rm is supporting can child labour issues to their atten downs and the associated economic
be as important as engaging in  tion, this was highly publicised andrisis, CSR could be one of the rst
them in the rst place. A natural risked tarnishing their image. areas for banks to cut back on.
result of this is competition and Dealing with such issues is not asHattem notes that compared to
peer pressure arising from similar simple as some may think, accord25 years ago, when banks seemed
rms’ CSR strategies. ing to Gabola. “We have strict reluctant to lend to minorities and
Are corporate approaches to CSRuidelines on child labour in our small communities, it is the satura
initiatives now coming to resembleoperations and direct suppliers, buion of credit to these groups that
each other, at least as far as preseata supply chain can be quite longhas effectively taken the situation
tion is concerned? “CSR is becom and we do know that child labour i&ll circle. “At the end of the day, is
ing the same as any other compangndemic in certain countries,” he liquidity and access to capital the
activity,” says Leitz at UBS. “At the says. “We cannot eliminate child right way to go for a community?
end of the day, it should be part of Ebour single-handedly by stoppingbsolutely,” he says. “On the other
company’s strategy. We are, howeymiychases completely in a given hand, there have been some people
in an area where responsibilities areountry, because that would impaetho have been less than profession
not fully de ned. This means that the economy and there is always #&/ honest in the way they went
companies continue to apply their possibility that the children could about their work. Hopefully this is
individual de nitions and approach get into worse situations. We needan aberration from which we will
esto CSR.” to act in co-operation with other all learn."@

20 DIALOGUE Q2 2008



REPORT | EUROPEAN SETTLEMENTS ‘

Breaking the ice on

settlement

How committed are What will its impact Will competition in

market participants tadbe on the revenue settlement services
TARGET?2-Securities8treams of CSDs? improve ef ciency?

omplexity of Europe’s the instrument of central authority national central securities deposito-
ecurities settlement intervention is the European ries (CSDs) — but it is increasingly
infrastructure forces unacceptablyCentral Bank (ECB). Having seen as a potent catalyst for national
high cross-border trading costs onsuccessfully launched TARGET2- governments, regulators and tax
market participants, the pace of Cash, an upgrade to its centraliseduthorities to push through changes
reform has been glacial since the infrastructure for the real-time that will eventually remove hitherto
introduction of the euro. But there settlement of high-value cash impenetrable barriers to a single
are signs that a thaw is under waytransactions against assets held vatturities settlement market in
that could unblock transaction  central banks, the ECB has pro- Europe.
ows previously seen as prohibi- posed a similar solution for securi-
tively expensive. ties that will, at a stroke, remove tHée cost of complexity
The European Commission has differences in domestic settlementAt present, a cross-border securities
made no secret of its frustration aprocesses that have helped to kedpmnsaction in Europe — say, a Greek
the lack of progress toward a the costs of cross-border securitiemstitutional investor purchasing

Dspite consensus that the exchanges. But in the back of cesEurope’s settlement providers — the
s

uni ed, harmonised European transactions arti cially high. stocks listed in Madrid — involves
nancial market since 1999 and hasinitial scepticism about the ECB’asumerous counterparties.
made this a key objective of its  ability to deliver such a large Custodians, agent banks, clearing

Lisbon agenda. As with Single Euinfrastructure projectin a eld counterparties and central securities
Payments Area (SEPA) in the outside its traditional areas of depositories are all involved in the

payments market, regulatory expertise is being overcome. As wadist-trade process chain, often in
change is reshaping Europe’s as the bank’s detailed, inclusive both locations due to the need to
securities sector. work in de ning the scope of abide by local tax, legal and regula-

In the front-of ce functions of TARGET2-Securities (T2S), theretory stipulations.
broker-dealers and asset manageris,also a growing view that the ECBIn 2003, the Giovannini Group

the Commission's Markets in is the one body with the necessarydenti ed a list of barriers to a
Financial Markets Directive in uence to bring change to both harmonised post-trade environment
(MIFID) is fostering a pan- the public and private sectors. To in Europe, but precious little
European approach to trade proceed to realisation by 2013, itsprogress has been made to over-

execution by removing barriers to scheduled launch date, T2S still come these. Rather than a new
competition between national stoctequires rm commitment from  directive, the European
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What we have now is a very fragmented
infrastructure and a lack of harmonisation
in standards and processes. It is very
expensive for those of us that work in
multiple markets.

Goran Fors, SEB

Commission introduced a Code of‘With north of 20 depositories
Conduct in 2006 designed to serving 27 EU member states and
increase interoperability, transpar three European Economic Area
ency and competition among (EEA) states, we're faced with
clearing and settlement providers.mixed currencies, standards,

But for many, the Commission’s regulators and even cut-off times.
insistence on competition as the For the banks that need to maintain
best route to post-trade ef ciency interfaces to all these destinations,
comes at the expense of coordinai&zts brings some much-needed
action. “What we have now is a simplicity by allowing them to to T2S or to duplicate it. But we
very fragmented infrastructure andonnect to fewer CSDs,” he says.only received gures from two
a lack of harmonisation in stand “When you also consider the CSDs, one of which under-
ards and processes. It is very creation of a single asset pool andestimated the cost at two cents per
expensive for those of us that worknore ef cient use of collateral, thetransaction, in our view, while the
in multiple markets,” says Goran bene ts of T2S are not in doubt. other over-estimated it at 22 cents,”
Fors, head of custody services at The question is the journey — can says Jean-Michel Godeffroy,
SEB, the Swedish bank. “A more we get from here to there?” director general, payment systems
harmonised settlement infrastruc  The ECB's plan for a central  and market infrastructure at the
ture would allow us to reduce our settlement utility would mean thatEuropean Central Bank.
infrastructure investment, both in CSDs outsource trade settlement Adjusting to T2S means not only
terms of operating costs and the processes to a single entity gov developing interfaces, but also
development of new functionality."erned by a common set of prac adapting existing systems to con

In the face of such long-term, tices. Market participants can  tinue to deliver other services
seemingly intractable dif culties, connect directly to T2S, but mustfollowing the separation of settle
will T2S and other harmonisation retain their business and legal ment. From a data management
initiatives led by Europe’s interna relationships with local CSDs.  perspective, outsourcing settlement
tional central securities depositori@his simpli cation should cut to T2S potentially slows the inter

(ICSDs) — Euroclear and post-trade costs and processing change of time-critical information
Clearstream — really lead to a times signi cantly, but many that is essential to the asset servicing
reduction in cross-border trading questions remain. Who will run  functionality offered to custodians,
costs that will in turn unleash newT2S? What are the cost and says Juergen Zeuss, managing

transaction volumes and investmemvenue implications for CSDs? director, direct custody and clearing,
opportunities on the European  How will their business models EMEA, Citi. “If a trade is happening
nancial markets? Anthony Kirby, change? Will custodians change up to the last minute of a corporate

director, regulatory and risk their requirements on CSDs?  action, you need to have near-real-
management, nancial services time information. A lot will depend
advisory, Ernst & Young, believes A new model on the technical design of T2S and

T2S could be the big stick that ~ According to the ECB, many CSDsf systems that CSDs put in place to
encourages custodians, central are only slowly appreciating the castsure harmonised and fast inferma
counterparties (CCPs) and centraimplications of T2S. “We asked tion exchange,” he says.

securities depositories (CSDs) to them to estimate all elements of theThe ECB’s Godeffroy suggests
nd new ways of doing things. investment required either to adjushat outsourcing settlement will
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Some CSDs have cross-border servicing
capabilities, some dont. Link Up Markets
will help them all adapt their business
models in time for the introduction of
T2S.

Tomas Kindler, Link Up Markets

give CSDs additional resources tonised product offering so that we

invest in asset servicing, such as t@ne t from a consolidated

porate actions, custody services, settlement process across Europe.”

fund administration and securities Perhaps the most pressing

lending. Mark Kirby, head of question is: will the CSDs give

Euroclear’s business model and suf cient backing to the project to

harmonisation division, says an ensure continued ECB investment?

overhaul of asset servicing is At the end of May, the ECB made a

inevitable. “We have always arguddrmal proposal containing detailsan early stage, others believe price

— and now the ECB have taken thigquested by CSDs on T2S’s incentives would strengthen the

on board — that modi cation of  economic impact, user require ~ CSDs’ collective commitment.

settlement processes must be domaents, contractual arrangements “How do you remove ows from

in conjunction with harmonisation and governance as well as an outlioeal markets? If you're undercut

of asset servicing unless T2S is todb@2S’s contribution to harmonisating the existing market by one

a very expensive way of replacingtion of clearing and settlement in euro cent the business case is harder

one domestic settlement system Europe. The ECB has asked for athan if you undercut by 20 cents,”

with another,” says Kirby. commitment by CSDs ahead of a says Kirby of Ernst & Young.
Custodian banks are watching decision by the bank’s governing  Other developments suggest that

developments closely to identify council in July to approve the nextCSDs have already accepted T2S

opportunities for savings and speci cation stage of T2S. and are now taking steps to move
process streamlining. Chris up the value chain. Link Up
Rowland, head of global custody End of the ice age Markets, for example, is an initia
product management, EMEA at With their post-T2S business plangive led by Clearstream that aims to
JPMorgan Investor Services, whiéér from complete, it is widely provide a single point of entry to

focuses predominantly on clients’expected that CSDs will nevertheldssth T2S and related services, such
cross-border OTC transactions, encourage the ECB to sanction theas asset servicing and issuer services,
says a key strategic question for tiext phase of the project. Katja  across its current seven participant
bank is whether to contract Rosenkranz, head of business ~ CSDs. “Some CSDs have cross-bor
directly with CSDs, or continue tostrategy, Clearstream, says a “soft'der servicing capabilities, some

use its agent network to manage rather than a legally-binding don't. Link Up Markets will help
connectivity, either into T2S commitment will prevail while issuabem all adapt their business
directly or via CSDs. “There is anof governance, pricing and timing models in time for the introduction
opportunity to consolidate our  are nalised. “There are voices on of T2S,” says managing director
agent network, thus enabling the political and supervisory level Tomas Kindler.

clients to bene t from the ef cien which Clearstream supports —that Link Up Markets aims to absorb
cies we would derive from workinthe ECB/Eurosystem should look the differences in communication

with fewer providers,” says into establishing a separate legal standards between member CSDs
Rowland. “But we're unlikely to  entity and avoid potential con icts via a hub that converts and routes
connect directly into a CSD and of interest,” she says. messages by mapping existing
develop a truly local capability. While some have proposed a formats against common standards.
We'll be looking at how both stronger voice in T2S’s governancéThe alternative is to replace all the

CSDs and agents deliver a harmatructure for CSDs that commit at existing sockets with a standard
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We Il be looking at how both CSDs and
agents deliver a harmonised product
offering so that we bene t from a
consolidated settlement process across
Europe.

Chris Rowland, JPMorgan

model, which we believe requires toountries. The nal phase, sched
much cost and investment,” says uled for completion in 2011, will
Kindler. “We cant wait for the include settlement and collateralisa
Giovannini barriers to come down. tion capabilities.
We can absorb and harmonise now.Euroclear conducted a consulta
Such a pragmatic approach to tion exercise to ensure the Single

dismantling the Giovannini barrier®latform establishes market-neutral
is not without its risks, according tprocesses that could be adopted by
Charles Welham, head of securitieeny CSD, but such a private-sector National central bank involvement
and treasury initiatives, EMEA,  solution cannot push an entire  in T2S is already accelerating the
SWIFT. “Such a converter mecha region toward harmonisation. timetable for legislative change in
nism that allows CSDs to interop JPMorgan's Rowland acknowledgesuntries where it is required to
erate ahead of their adoption of thEuroclear’s contribution to harmo harmonise settlement processes, says
Giovannini protocol is de nitely a nisation in its core markets, but the ECB’s Godeffroy. “Indirectly, it
step in the right direction, but we says that — despite the rm's will be increasingly hard for the
must be careful that it does not agreement in June to buy the public sector to insist on keeping
replace the market imperative to Nordic CSD — commercial impera 20th century solutions while the
adopt the Giovannini protocol,” hetives prevent it from offering private sector is driving settlement
says. “Ultimately, ef ciency is aboutarmonised settlement services tanto the 21st century,” he adds.
removing layers, not adding them.&ll. “Extending the Euroclear model While the exact route toward a

to some lower-volume countries more harmonised and ef cient post-
Snowball effect does not deliver the returns re  trade environment is not yet
Before the ECB proposed T2S, quired to justify the investment,” nalised, there is renewed hope that
Euroclear had already outlined  he says. “T2S has had the ability tiewer, more competitive providers in
plans for its Single Platform for take a pan-eurozone view becausthe post-trade space will forge a
settlement across Belgium, Francéts backed by the Eurosystem andmore streamlined clearing and
Ireland, the Netherlands and the as such all markets have the eppmettlement infrastructure that lowers
United Kingdom. The rst stage, tunity to join up and benet from transaction costs. Price pressure has
now fully complete, saw the harmonisation.” Equally impor  been building for many years.
implementation of a single settle tantly, T2S has the potential to  Global custodians, investment banks
ment engine in Euroclear’'s ve  push the harmonisation agenda inand broker-dealers are continuously
domestic markets and Euroclear the public as well as private sectounder pressure, which in turn places
Bank. The second, due for compldf progress toward harmonisation pressure on agent banks, who cannot
tion in October, will provide has been glacial among clearing graks it on to CSDs because they are
‘domestic-like’ securities settlemersettiement providers, change in thenonopolies. “By establishing a
and harmonised market practices public sector has been virtually  playing eld in which CSDs will
for clients in Euroclear’s three non-existent. “The public sector ishave to compete with each other,
Euronext markets, using a combi lagging behind,” says Citi's Zeuss.T2S will have an impact on pric
nation of existing and new plat  “Pressure can only come from theing,” says Citi's Zeuss. “All market
forms. The third phase introduces @ommission and the Eurosystem.participants need to put a lot of
new platform for custody and T2S is part of the momentum thatthought into where they see the
corporate actions for all ve will generate a response.” opportunities going forward?

DIALOGUE Q2 2008 25



REPORT | OTC DERIVATIVES ‘

Taking the squeeze

off derivatives

How much pain is theHow are attitudes  What is the status

credit crunch causingto collateral of the SWIFT FpML
in OTC derivatives management pilot?
operations? changing?

erivatives are all about in attitude with regard to common OTCs. Now they see it as protec-

alancing risk and opportusolutions. “When markets are gootlpn and are much more proactive.”
nity and the recent market turbu- organisations tend to automate His team emphasises the impor-
lence has really put these nanciathemselves as they see competitivance of daily collateralisation. The
tools to the test. “Trade volumes advantages,” observes Michel  terms are agreed in the Collateral
have increased but not hugely, Keulemans, head of pre-settlemergupport Annex (CSA) to the
while collateral balances have gropmegrammes at SWIFT. “When  International Swaps and Derivatives
signi cantly in some cases,” says markets fall, people try to work  Association (ISDA) standard agree-
Colm Gaughran, global product more together on common pain- ment, and they can be daily, weekly
head for derivatives collateral points, and they look for a trusted or monthly. “Buy-side rms may not
management at JPMorgan. “Call industry utility like SWIFT. We realise that anything less than daily is
activity has increased dramaticallyiiave found enormous support to considered unsecured exposure,”

Serious worries over credit risksbuild out our new services in thesaotes Gaughran. “This signi cantly

and margin calls have shifted challenging times.” affects execution prices.”
priorities. According to Frank De ~ Gaughran believes things have Custodians too are involved in
Maria, managing director, the now calmed down a bit. “But therecollateral management as they move
Depository Trust & Clearing is still a lot of uncertainty,” he sayshe securities to the broker on a
Corporation (DTCC) and chief  noting that the focus is on better margin call. “If required, we run a
operating of cer, DTCC Deriv/ management information and tripartite account so the securities
SERYV, with the nancial losses  exposure reporting. “Eventually  pledged to the broker stay with us
reported by many of the major  we’'ll see cross-product margining but the brokers and asset managers
institutions over the past year, theand maybe more exchange-tradedan view the positions,” says Cherie
focus is now equally on reducing products,” he says, “but that wontGraham, global head of the deriva-

Qer-the-counter (OTC) There is also a bene cial changebe done to allow them to trade

operational risk and increasing  happen immediately.” tives product group at Brown

processing ef ciency. Brothers Harriman (BBH). “In this
However, it is not all doom and  Calculating collateral risks situation, the broker has control

gloom. “The credit crunch has The new focus on risk is already over securities movements, but

actually created opportunities for ustiaving an impact on approaches townership of course remains with
says Jez Bezant, head of business collateral. “'Some asset managersthe fund.”

management at Morley Fund used to view collateral managementntil recently Graham tended to
Management. “The banks are as an inconvenience,” says see asset managers in one of two
strapped for cash and need liquidityGaughran, “something that had tobuckets: very large derivative users,
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While outstanding con rmations
declined steadily from 2005 through to
the summer of 2007, the subsequent
volatility showed that there were still
scalability problems in the industry.

Frank De Maria, DTCC Deriv/ISERV

Another bank seeing “healthy”  While backlogs have improved,
interest growing for their middle even during the last 12 months,
of ce solutions is HSBC. “This Plom sees the growth in trade
service, which leverages the strengtlumes putting greater emphasis on
and scale we have in the Hedge the need for automation of trade
who had their own collateral Fund Administration area, has seaf rmation and con rmation
management systems, and small particular demand from our clientanatching. He admits, however, that
users, who waited for the broker tavhere they require independent fax and e-mail continue to be a
call them. “Now,” she believes, pricing of OTC instruments that relatively common method of
“rms are more aware of collateralare held within their daily priced communication despite the new
considerations, and margin calls goinds,” says Alan Plom, head of electronic solutions for the buy-side.
both ways. Firms are looking for operations, HSBC Securities Bezant at Morley describes how
robust outsourcing options.” Services, Institutional Fund Servict® process is adapting. To calculate
Collateral management can,  Europe. “As well as using these the daily unit price on their funds
however, be very complex and rmsluations for net asset value (NAYHey currently need the trades
are always looking for simplica purposes, we are also using themeatered and con rmed using
tion. “We operate an optional ‘longvalidate the reasonableness of  utilities like SwapsWire and T-Zero

box’ service for collateral managebroker margin calls.” on trade date, but counterparties
ment customers,” explains are only entering data into the
Gaughran at JPMorgan. “They putCon rmations and beyond utilities on T+1 or even T+2 or 3.
collateral in the long box, which w&he push to automate OTC deriva In a recent letter to the NY Fed the
use to respond to margin calls  tives began in 2005 when the banks said they are aiming for T+1.

without having to call our clients regulators, led by the Federal Resef\iéis is unacceptable for retalil

for collateral each and every time.Bank of New York (NY Fed), put  regulated funds,” says Bezant,

That reduces operational overheagressure on dealers to reduce their “where trades have to be included

without losing control.” con rmation backlogs. “While in the price on trade date. So we are
Gaughran admits that there is not@utstanding con rmations declined now building our own order

lot of cross-margining between OTGteadily from 2005 through to the

derivatives and other exposures. “Bstimmer of 2007,” says De Maria at

we can rehypothecate collateral DTCC, ‘the subsequent volatility

between counterparties to ensure ashowed that there were still scalability

ef cient use of capital,” he adds. “In problems in the industry. It wasnt

time, cross-product margining will any one thing, just the aggregate

further reduce funding costs.” effect of various issues.”

There is much more attention to
independent pricing. Asset managers
who relied on just the broker for valuation
now want an independent view.

Cherie Graham, BBH
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We are seeing a lot of errors on trades,
especially those not captured on the
utilities. The sell-side often adds in terms
to the con rmation which we don't
expect and it slows down the process.

Jez Bezant, Morley Fund Management

nding ways to store and analyse innovation,” concludes Gaughran
more information in the front end.”at JPMorgan. “Eventually we’'ll see
“We are also seeing a lot of erroc®nsolidation but in the short term
on trades,” agrees Bezant, “espe more proliferation is not unlikely.”
cially those not captured on the Keulemans at SWIFT sees a
management system (OMS) to beutilities. The sell-side often adds iffamiliar historical process. “New
able to achieve this independentlyterms to the con rmation which weplayers typically invent their own
of the utilities and the sell-side.” don't expect and it slows down themessaging standards to be quick to
Using an OMS for OTC is a process.” market,” he says. “However, as
growing best practice. “Our statisticsSo despite all the progress, is thevolumes grow people look for
with DTCC are pretty good,” says market still in some sense ‘broken'thteroperability and straight-
Chris Sims, head of investment  Hugh Daly, CEO, Message through processing across service
operations, Gartmore Investment Automation, a technology vendor providers. So we are now talking
Management. “Everything is mostlfocusing on post-trade processing sériously with some of the market
con rmed within ve days, but we OTC derivatives, thinks it might beinfrastructure companies about
put everything through our OMS to‘From what we've seen, there are astandards.”
ow into the outsourced back of ce lot of missing or inaccurate data still Standards are also key for teehnol
and be matched on DTCC, so we circulating,” he says. “The opera ogy vendors struggling to support all
can do our valuations and update tional risk issues will hit people  the interfaces. “Our relations with

things if there’'s a mismatch.” downstream in settlements or the service providers are critical,”
Meanwhile, the pressure is collateral management. Fixing thategplains Geoff Harries, vice presi

growing on valuations. “There is the current focus for many rms.” dent, product strategy at CheckFree,

much more attention to independ now part of Fiserv, a global provider

ent pricing,” says Graham at BBH. The expanding ecosystem of securities operations solutions.

“Asset managers who relied on jusOTC derivatives have seen a “We get early visibility of change

the broker for valuation now want growing ecosystem of utilities and and have to lock that down to meet

an independent view. Those who service providers like DTCC, implementation timeframes, but

had both now want a third quote.” Markit/SwapsWire, T-Zero, there is also pressure to standardise

She also con rms increased attentidrioptima, and now SWIFT, not to across platforms to provide a
to reconciling on a regular basis. mention the fund administrators, consistent post-trade process. That's
To control costs, the larger buy- custodians and independent valueismore dif cult challenge. We need
side rms are increasingly turning “Services are still quite fragmentto be able to accommodate the
to outsourcing. “We have inde  ed, although it is getting better,” different rates of change by all
pendent pricing as well,” says Simsays Daly, “and competition keepsmarket participants and infrastruc
“but that’s all run by the fund people honest.” ture players.”
administrator too on our behalf. Graham at BBH argues that the
We only get involved if there’s a current landscape is confusing an@WIFT’s role
dispute with the counterparties.” complex to the buy-side, because SWIFT initially focused on the
Sims describes the big push thismany of the utilities grew up on thé&af c between the buy-side and
year around as improving the datasell-side and are very product-  their custodians as one of the major
to enable better risk managementoriented. gaps in the market. “Our pilot was
“Here we're limited by our account “For the moment there’s enoughlaunched last year,” says Keulemans,
ing systems,” he adds, “but we're activity to go round and a need forbut it takes time for people to get
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geared up for FpML (Financial ~community interests through a Successor events and corporate
products Markup Language).” range of cost and risk-reduction actions are coming this summer for

“Once SWIFT put a stake in the initiatives. “For example,” says  CDS, along with coupon and credit
ground on FpML,” says Graham akKeulemans, “prime brokers want tevent calculations for indexed
BBH, ‘the buy-side started to manage their hedge funds them tranches. Meanwhile DTCC is
invest. We expect volumes to starselves, but look to us to connect upuilding out the existing functional
in the next couple of months. the executing brokers to con rm ity on the trade con rmation
Reconciliation messages are thentrades for clearing or credit inter platform for OTC equity and
the next priority. These are key formediation and other services.” interest rates derivatives. “Eventually
operations.” For each community, SWIFT triess for CDS we would expect to offer

Graham explains that the SWIFTo work with an advisory group to deal warehousing and maintenance,”
pilot took longer than expected, agree priorities, messaging syntaxsays De Maria, “then calculations
when they discovered that the  and development plans. “We look and central settlement for other
industry had not yet de ned much more at interoperable, end-t@TC derivatives asset classes.”
standard business processes. “It end solutions and can partner with With other service providers
wasn't just a technical matter of other rms to provide that,” says showing similar ambition, the next
de ning message formats,” says Keulemans. “People are encouragioguple of years will be busy, but
Graham. “So we rst spent some us to support a wider range of asséfarries at CheckFree is a realist.
time agreeing the business rules. classes, for example, and more  “There are always ‘legacy systems’,”
To help the process, SWIFT is  geographical regions. It makes serfse says, “and it's not always a bad
providing the necessary advice an@lobal players have a real push tothing. ‘Legacy’ often means it
guidance with implementation.  automate right across the rm.”  works.”

Graham is very optimistic about SWIFT communities are grow  People want to consolidate but it
the SWIFT FpML pilot. “Even if ing, with all the major sell-side  takes time to change the process and
we just do credit-default swaps  rms, inter-dealer brokers, top asswiith rapid product innovation and
(CDS) and interest rate swaps formanagers and most of the large market change, rms may nd they
few of our largest derivatives hedge funds now on board. They are constantly chasing the latest
traders, that will take enough are also introducing lightweight initiative. “It's sometimes easier to
volume off the table to make it vergonnectivity options to support  complement existing systems than

worthwhile,” she says. smaller players or their asset- reinvent,” concludes Harries.
While the buy-side gears up for servicing agents. “Our priority now Perhaps SWIFT’s strategy of
FpML, SWIFT is raising its is to work with the prime brokers complementarity and coverage is

investment in OTC derivatives.  and the smaller regional brokers asdeed the right one for these
“Complementarity and coverage aveell,” says Keulemans, “where weturbulent times#
the two key themes of all our can aggregate demand.” Bob Giffords, banking and technology analyst,
initiatives,” says Keulemans. Welcomes comm.ents on this article:
“However, instead of tryingto  Futures Bob.Giffords@binternet.com
balance all the interests, we are n®@¥CC and others are also building
organising around communities, out their capabilities. “Our settle
like the prime brokers and execut ment netting service has been a great
ing brokers, the buy-side and theirsuccess,” says De Maria. “We have
custodians or infrastructure compaised SWIFT to link to CLS Bank
nies like central counterparties, since last November. The service has
CSDs or trading portals for their been proven with the dealers and
post-trade requirements.” will roll out to other participants in

SWIFT is trying to promote thes¢he coming months.”

Services are still quite fragmented,
although it is getting better, and
competition keeps people honest.

Hugh Daly, Message Automation
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Breaking down the

Service barriers

How are traditional How far do they Does it still make
asset managers’ need different sense to treat the

and hedge services from banks?wo client groups
funds’ strategies separately?
converging?

ime together often begin totypes of buy-side rm look setto (OTC) derivatives, and as such has

assume each other’'s manngrow. “Convergence between longenabled funds to participate in
isms. This also seems to apply to only funds and hedge funds is a 130/30 strategies, a structure that
buy-side rms. Having co-existed reality and is going to be a theme allows a fund to short a percentage
for many years, hedge funds and for the medium term,” says Mike of its portfolio for reinvestment at
traditional long-only asset managaféard, head of equity derivatives the long end.
are becoming more alike as they ow sales, EMEA, at investment  Long-only funds have responded
borrow investment strategies frombank Merrill Lynch. “The historicalto these new-found abilities in a
one another. barriers separating what a hedge variety of ways. “Sometimes they

Many long-only managers are fund does and what an institution just implement derivatives strategies

starting to invest in a wider range dbes are gone.” within their existing mandates;
nancial instruments, venturing sometimes they create new man-
into equity derivatives, for exampl@rivers for change dates where their investment
Some are adopting hedge-fund-lik& big reason for long-only funds’ strategies are much more akin to
long-short techniques such as  broadening investment horizons, ithose of a hedge fund,” says Ward.
130/30 funds and absolute return Europe at least, is the introductiorPeople will look back and think of

Pople who spend a lot of The similarities between the twoments, including over-the-counter
t

strategies. Equally, thanks to wideof the third revision of the UCITS Il as being the catalyst for
acceptance of their investment  Undertakings for Collective this change.”
methods, hedge funds are blossoimvestment in Transferable Client demand is also playing a

ing into larger institutions and in  Securities regulations (UCITS I1ll) role in long-only funds’ desire to
some cases are adopting long-onliyn 2002. The regulation came intoinvest in new asset classes. Now
techniques to complement their  full force in February 2007. It funds have the ability to use

more innovative trading and allows mutual funds to invest in a instruments such as derivatives to
hedging activities. wider range of nancial instru- hedge away risk, their investors are
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The historical barriers separating what a
hedge fund does and what an institution
does are gone.

Mike Ward, Merrill Lynch

sophistication of the market — which combines global custody
generally is growing. “Derivatives with nancing. But now several
strategies are more widely acceptéepartments, including the domes
and investors are more sophisti  tic custody unit, are involved in
cated and are calling for them as serving them. “We now work with

well,” he adds. Prime Finance very closely, because
from the sub-custodian and trustee
Know your customer side we can offer special-purpose
The convergence of hedge funds offshore vehicles and other struc
understandably keen to take and long-only managers is promptures for hedge funds entering
advantage of them. ing banks to revisit how they deal domestic emerging markets,” says
The emergence of a new generavith the two sets of clients. Not  Michael Gedigk, managing director
tion of traders and portfolio only are the two groups increasingind head of sales and client rela

managers, well-versed in hedge sharing strategies; there is now tions, domestic custody services,
fund techniques, is also encouragmore crossover in the services thdyeutsche Bank.

ing funds to be more adventurousdemand from the banks that cater The bank’s domestic custody
“Up-and-coming fund managers to them. Banks are nding that theservices unit also offers information
are being educated on derivative products offered to hedge funds byo hedge funds wanting to access
strategies while they gain experi their prime brokerage departmentgarticular markets. “As margins
ence on trading desks around thecan bene t long-only customers

world,” says Pete Townsend, headind that the global custody divi

of fund service operations at BNPsions set up to service traditional

Paribas in Dublin, Ireland. “The asset managers can offer useful

traders with good track records functions to hedge funds.

should be able to use this experi At Deutsche Bank, for example,

ence with derivatives for the benettedge funds have traditionally been

of investors when they nally get dealt with solely by a speci ¢ prime

their own fund mandates.” The brokerage division — Prime Finance

We now apply the same solutions to the
traditional managers that were previously
only needed by the hedge fund managers,

which were the only rms that went
short.

Jean Sonneville, SWIFT
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Long-short strategies make up a
maximum of 1% or 2% of long-only
managers overall asset allocation. | don't
want to say it is of no consequence but it
Is still very small.

Bob McDowall, TowerGroup

many jurisdictions. But because SWIFT takes a similar approach.
acceptance of hedge funds is The cooperative serves hedge funds
growing, and they are grabbing a and long-only managers from the
larger share of investments, they asame team, but treats each client
starting to catch the eye of regula based on their needs rather than
tors. If they do become regulated, their heritage. “There is a consistent
they may require even more of theblurring of boundaries between
within the hedge fund industry  services traditionally offered to longrms now,” says Bill Gourlay, head
become tighter, and funds are  only managers. “There are certain of global market management for
racing to nd the next new oppor jurisdictions that do not allow hedg&unds, SWIFT. “It is absolutely
tunity, they need local expertise tofunds to invest directly in their impossible to put people into one
gure out how best to enter or market unless they are regulated,” particular box and say, ‘That's what
work with a market,” says Gedigk.says Gedigk. “If they were regulateithey are, so this is the service they
“In some cases they have decidedhen obviously they would have  want.” | don't think it will ever work
that Prime Finance is the preferredlirect access into those markets atile that and as the lines continue to
but not necessarily the only way tahat would change our prospects fdslur, it's going to be ever more
invest in a market. We work very those clients quite considerably.” incumbent on companies like
closely with Prime Finance to nd Because of the blurring of the SWIFT to understand exactly what
the optimal solution for our clientsjines between traditional asset  each client wants and offer a breadth
which can be a mix between the manager and hedge fund, some fexlservice that covers all the needs.”

two groups.” it no longer makes sense to offer The convergence of product

The sharing of services goes bo#ervices based on the type of offerings is perhaps most apparent in
ways. SWIFT is nding that, institution, and that they should behe technology employed in the
thanks to the growing use of offered based on need and stratedynd administration area. In some

130/30 strategies, long-only manago tackle the convergence, Ward atases, hedge funds and traditional as
ers are increasingly using serviceMerrill Lynch says his rm has set managers are using exactly the
originally designed for hedge fundstrengthened the account managesame fund administration systems.
“There is a convergence,” says Jeanrent process to get a better grasp\¢e recognise that the needs of
Sonneville, head of investment  what clients, regardless of the typéedge fund managers and the way
management services, SWIFT. “Wef rm, are trying to achieve. “The they want to be serviced differs from
now apply the same solutions to ttkey thing is to get the account mathat of traditional asset managers,
traditional managers that were  agement right rst, to truly under but the technology requirements and
previously only needed by the  stand the client, because everyon#® operating models that are
hedge fund managers, which weraeeds are slightly different,” he sagequired to support the funds have
the only rms that went short.” “You can't put rms in buckets. Youde nitely converged over the past

A big differentiator between hedgmay be able to say that a particulave years or so,” says Townsend at
funds and traditional asset managegsoup of portfolio managers has BNP Paribas. “Our strategy is to be
is the fact that hedge funds are  similar needs, but you can't de ne éble to handle all of our clients from
subject to little or no regulation in by organisation now.” a fund management perspective —
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long-only managers and hedge furldag-short strategies and points ouseparate mutual fund and hedge
—on the same platform. We are  that during the research for a recerfind teams in its Dublin securities

doing this today.” TABB study, several hedge funds services operation, which was set up
indicated that they were launching in 2001 as an extension of the bank’s
Vive la différence long-only investment strategies. BUEuropean investor services business.

Despite the growing similarities he feels there is still much separating he two groups of clients also
between hedge funds and long-onithe two groups. “There are signi  differ in how quickly they want
managers, the gap between them heant differences in the way they lookformation and feedback from
not disappeared. Although some  at the investment,” he says. fund administrators. “UCITS
long-only managers have begun to “Relatively speaking, hedge funds Byeg-only managers want daily
embrace techniques such as 130/30@etter known for capturing short- valuations and hedge funds
investing, it has yet to take off to theerm glitches in the market throughgenerally want weekly or monthly
extent that many hoped and expectquantitative and statistical means, valuations,” says Townsend.

ed. “In the overall context, long-shorather than playing the role ofa  “From an operational perspective
strategies make up a maximum of 1étg-term investor.” you have to structure your teams
or 2% of long-only managers’ overall The result is that while banks malgased on what you are delivering
asset allocation,” says Bob McDowdlg offering similar products to botheach day.”

senior European analyst at researctypes of client, and in some cases Some feel hedge funds and long-

and advisory rm TowerGroup. “I  have stopped segregating customearsly managers will never be seen as a
dont want to say it is of no conse by company type, the two groups single, homogeneous client base,
gquence but it is still very small.”  are still treated differently in many regardless of how much the needs of

Sonneville at SWIFT agrees. “It is arespects. Despite using the same the two groups converge. “There
nascent industry — it's growing, but technology, for example, hedge  will always be two types of groups,”
it's not that big yet,” he says. funds and asset managers look forsays Gedigk at Deutsche Bank. “Just
Simply adopting some long-  different levels of service from fundhe ability to leverage is a huge
short investment tactics does notadministrators. “Generally, hedge difference. Even if you start regulat
necessarily transform a traditionalund managers already have a printegy hedge funds, they will still be
asset manager into a hedge fundbroker picked out and are looking distinctly different from the tradi
“The traditional investment for a hedge fund administrator tional funds. They serve a different
manager is still in the elementarysecond or third down the list,” sayspurpose and they use different
stages of being able to do some dbwnsend at BNP Paribas. “The investment philosophie&?”
the same types of investing as a long-only manager comes to you for
hedge fund,” says Matthew Simothe whole package. They want a
an analyst at research and consutiustodian, they want a fund admin
ing rm TABB Group. istrator, they want daily position-
He acknowledges that long-only keeping and reporting.” He explains
managers are increasingly using that as a result, BNP Paribas has

Relatively speaking, hedge funds are
better known for capturing short-term
glitches in the market through
guantitative and statistical means, rather
than playing the role of a long-term
Investor.

Matthew Simon, TABB Group
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In search of the
gold standard

Advancing critical dialogue

What is the How far has buy-in Is there suf cient
nancial messaging for ISO 20022 been commercial input

investment achieved across the in the standards
roadmap? industry? development
process?

services industry has spent  nancial messages. As such, it doe$ the industry as well as perceived

innumerable hours lamenting not describe the messages them- competitors within each segment.
the existence of multiple standardselves, but is rather a ‘recipe’ to Interest is also evident across
where one would do. At the same develop message standards, comgeographies. “Even parts of the
time, there is a broad recognition prising three main ingredients: a world that are big users of domestic
that individual communities need development methodology drawinfprmats like the US are now

I n recent years, the nancial  platform for the development of albeen in engaging different segments

to be able to ensure that any on business ows; a registration discussing moves to ISO 20022,”
standards developed match their process; and a central repository. says Gottfried Leibbrandt, head of
Speci ¢ processing needs. The The roadmap is a result of Markets, SWIFT. “In Europe, on

industry has therefore been grap- collaboration among standardisathe payments and securities side, we

pling with how to reconcile these tion bodies working across a widsee a real momentum for ISO

two objectives. Is ISO 20022 the range of asset classes. “Part of tB@022. In Asia too, I've had

answer? promise of ISO 20022 lies in thediscussions with the central deposi-
This May saw the launch by breadth of industry buy-in to the tory and the payment system in

SWIFT, the International Swaps endeavour,” says Bob Blair, vice Japan, where they're both looking

and Derivatives Association president, channel managementahead to what comes after their

(ISDA), FIX Protocol Ltd and the JPMorgan Chase. “A large current domestic standards.”

International Securities Associationumber of standards bodies are

for Institutional Trade participating in ISO 20022 and Reasons to migrate

Communication (ISITC) of a the result is a broad family of ~ While actual take-up of ISO 20022

nancial messaging investment XML-based standards covering avaries across domains, the rationale

roadmap, laying the groundwork wide range of business processesr migration is not dif cult to

for a move over time towards one In part, ISO 20022 has its genesfathom. On the one hand, the new

common nancial messaging in SWIFT standards, but it has aXML format that results from the

standard. ISO 20022, or UNIFI, life beyond that.” ISO 20022 standardisation process

has been proposed by ISO as the UNIFI's greatest success so far allews for greater precision and
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A large number of standards bodies are
participating in ISO 20022 and the result
Is a broad family of XML-based standards
covering a wide range of business

pProcesses.

Bob Blair, JPMorgan Chase

between standards. Such translatiaoross all areas of nancial services
requires mapping data directly fromctivity is not without obstacles.

one application to another and

Even where implementation has

vice-versa. Apart from the cost, theeen achieved, there is still a need
process is not easily scalable. If, foo ensure that the standard
example, seven different standardsemains abreast of business

each need to communicate back

and forth with the other six, this
therefore leaves less room for ~ would require 42 translation
differing, incompatible interpreta interfaces (7x6). If another three

developments. “Having created

the standard, we need to have a
mechanism to engage with the
users on an ongoing basis, because

tions. “ISO 20022 has far more  standards were introduced, there the payments landscape does

speci city around the use of data would now be ten standards

change,” says Blair’s colleague

elements,” says Blair. That does naltogether, each needing to commBrian Wedge, global product

mean, of course, that there is no nicate with the nine others. The
room for bad practice and bilaterahumber of interfaces required
agreements, but the possibilities an®uld then double to 90 (10x9).
considerably decreased.

Beyond the quality of the messaljérvana postponed
content, there are clear advantagebhat said, the path to global,
in terms of both cost and time in  comprehensive and consistent
minimising the need for translationmplementation of ISO 20022

manager, JPMorgan Treasury
Services. “We've just got Faster
Payments in the UK, for example.
If we don't work with the corpo
rates and the vendors, then as
soon as the standard doesnt meet
a particular need, people will
make bilateral arrangements.”

We are mobilising
experts around the
globe, but their top
management at an
enterprise level is
not necessarily
aware of what they
are doing.

Gerard Hartsink, ABN AMRO
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We re going to
have to keep
working to provide
standards where
there are no
standards right now,
but where there are
existing standards
we re going to have
to focus on
interoperability.

Gottfried Leibbrandt, SWIFT

The fact that UNIFI decouples applications, but where we have Reaching the top
the underlying business model fromell-established standards —and Overall management of the use of
the actual message syntax ensuresecurities clearing and settlement the ISO 20022 standard is assigned
that the resulting messages in theiwith ISO 15022 is a great examplete a Registration Management
physical representation corresponthe migration costs are thought by Group (RMG), comprising senior
to real business ows. Yet, even many to outweigh the bene ts of industry experts under the auspices
where standards have been de nechoving to a new standard.” of Technical Committee 68 —
for a speci c set of activities, take- This has direct implications for ~ Financial Services (TC68) of the
up is dependent on other criteria. SWIFT, which is both a developer arldternational Organization for
“New standards often represent a promoter of standards for its commuStandardization (ISO). The RMG
fairly signi cant investment on the nity in general as well as the ISO  monitors the overall registration
part of our clients,” says Wedge. “[B0022 Registration Authority, the  process, including the performance
it, for example, worth them guardian of the UNIFI Financial of the other registration bodies.
changing their software vendor anBepository. “We're going to haveto  For Gerard Hartsink, senior
taking on a new package just to keep working to provide standards executive vice president, ABN
take advantage of a new standard®here there are no standards right AMRO, and convenor of the ISO
It's not usually the standards that now, but where there are existing 20022 RMG, the majority of
drive these decisions,” he suggeststandards we're going to have to focpgople in the transaction-banking

Leibbrandt at SWIFT nds that on interoperability,” says Leibbrandt.arena are convinced that ISO is the
customers from different industry Blair meanwhile acknowledges that,way forward, but there remains a
segments respond with varying  “ISO 20022 provides a mechanism foommunication gap. “We need the
degrees of enthusiasm to the convergence, but that is a long-termengagement of the top management
possibility of ISO 20022 adoption, project for which patience is requiredas well as those who implement the
depending to some extent on how For individual banks, the challengestandards from a nancial institu
well their existing needs are cateredf handling multiple message formatspn and technology provider
for. “I'm responsible at SWIFT not while not ideal, is hardly new. “Todayperspective,” he says.
just for the standards but also for tlvee support a vast array of different  There is also a heed to widen
value proposition to our customersformats,” says Wedge. “MT is one, penetration of the standard-geo
he comments, “and if we talk to  EDIFACT is another, as are local in-graphically to avoid the risk of
some of our largest customers, for country formats.” ISO 20022 would creating a regional American and
example, the custodians, they are betone more, he says, ‘though the European standards environment.
convinced of the case for migratinghope is that the number goes up by He points to areas where language
to 20022. It's seen as great for newone and then starts to come down.” characters are an issue and where
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First you have to convince people that
standards are valuable in and of
themselves. That s not as easy as you
think it would be.

Richard Soley, OMG

convertors, though in use, are a le€0-90% of the members of the RMGuggests, actually promotes competi
than perfect solution. are people who have a commercialtion among service providers.

Hartsink identi es two levels at interest in the spaces covered by the Richard Soley, chairman and CEO
which communication needs to  standard,” says JP Morgan's Blair, of the Object Management Group,
take place. “At the ‘micro-level’, who is vice-convenor of the group. which maintains the UML model
standardisers need to understand *“I think we have to dispense with ling language used to de ne the
the required content of the mes the myth that standards are commebusiness processes that the message
sage, but the business people hawgally agnostic,” says James Whittlefofmats then express, has been
broader concerns,” he says. “TheyAPACS, the UK trade association fanvolved in standards in some two
need to understand the impact of institutions that deliver payments dozen vertical markets. He suggests
standardisation — or the lack of it services. “There is a commercial edipat the success of any standards
on their business.” to standards,” he points out. “From @itiative needs to be measured over

Today, says Hartsink, “We are  collaborative point of view, thereforehe long haul. “It's hard; it just takes
mobilising experts around the glob#he rst thing we need to understandime,” he says. “First you have to
but their top management at an  is what the signi cant business convince people that standards are
enterprise level is not necessarily problems are that standards can soladuable in and of themselves. That's
aware of what they are doing.” Buyand for which it is commercially  not as easy as you think it would be.
in at that level is needed to ensureviable to put in the investmentto  Then you have to explain why this
that the requisite resources are magahake the solution work from a new standard is a quantum leap
available. At a recent Standards standards point of view.” towards lower costs, greater volumes,
Forum meeting, for example, he Collaboration in standards better pro t and more exibility in
found that a number of participantscreation and development does nothe face of constant change.” Using a
are not authorised by their rms to imply any less competition in the modelling infrastructure such as that
y to London, as their institution =~ commercial sphere. “There are soraaderpinning ISO 20022, says
does not have a business there. “Barho suggest that standards are angoley, allows the nancial services
if you don't y to London, you will competitive since they level the industry to continue to be respon
be excluded from a key part of the playing eld and reduce ‘stickiness’sive in the face of that charige.
standards dialogue,” says Hartsinkin client relationships,” says Blair,

' “but whz_alt we as banks do with Share your views on

The business angle SWIFT is evidence of the fact that ;g topic:
The standards development processtandards need not limit competi
does not itself lack input from the  tion.” Reducing the cost of switch
business users — far from it. “Some ing from one format to another, he

www.swiftcommunity.net/
standards
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Corporates and SEPA
avoiding the rush

Advancing critical dialogue

To what extent have Are industry  Is SEPA living up to its
corporates so far embracedimeframes  billing for those who
the bene ts of SEPA? realistic? have made the effort?

the long-term bene ts of tions, and banks have been able taf SEPA requirements whilst others

the Single Euro Paymentsconvert existing standards into the are waiting until the migration
Area (SEPA) promise to override th8&EPA formats. When it comes to transition time runs out before
short- and medium-term pain. more complex issues —such as  making a move.
Standardising cross-border and ~ migrating direct debit mandates,
domestic payment ows onto a singlpplying Bank Identi er Code (BIC)Volumes to rise with Direct Debit
platform should bring greater and the International Bank AccounSome banks, including Deutsche
operational ef ciencies, lower costs,Number (IBAN) to domestic Bank, Citi, Barclays, BNP Paribas and
improved transaction speeds and theansactions and duplicating centralPMorgan, have substantial invest-
freedom for corporates to negotiatebank and SEPA reporting require- ments in SEPA and are now waiting
the most cost-ef cient banking ments — the market is likely to be patiently for transaction volumes to
services and gain access to more more reticent. Until there is certainincrease. “We've invested now for
banks across the SEPA zone. Indedy,on these issues, corporates andfuture volume and the price advan-
once SEPA is a reality, corporates viliblic administrations appear tages that come with greater scale,”
be able to choose from any bank reluctant to take the migration leapcon rms David Aldred, co-head of
across Europe rather than having to corporate sales EMEA, JPMorgan
rely on the two or three domestic  Stages of readiness Treasury Services. “Volumes are still
‘usual suspects’. And while the Corporate readiness varies dramatimodest, but they are above our
growing pains may seem acute, thecally, which is hardly surprising, givéarecast.” Momentum is expected to
ultimate aim of SEPA is to fashion the deadline for corporate migrationgather pace when the SEPA Direct
out of diversity a harmonised to SEPA has not yet been decided, Debit scheme goes live in November
payment landscape to rival the US. Some rms are actively working witt2009 and high-volume retail organisa-
Given that the eurozone wrestles witheir banks to prepare their platform#ons with hundreds of thousands of
diverse local regulatory requirementsy SEPA or are using it as a catalystomestic customers come on board.
a host of different legacy data to restructure operations. Others arénother major bene t of SEPA Direct
forrmats and other challenges, no-or@llectively trying to lobby for Debit is that it will also allow many
ever thought it was going to be easghanges to the SEPA rulebook. Stillcorporates to do their collections from

others have decided to park the  a single account, which will enable

Inhibiting factors project until national regulators and them to reduce working capital. In the
So far, launching SEPA Credit central banks provide further clari - meantime, a number of banks are
Transfers, which went live in Januacgtion; or they have so many other looking at alternatives to SEPA Direct
2008, has been straightforward.  priorities that migrating to SEPA  Debit in case the mandate prooves to
Volumes are limited, relating standards is not at the head of the ligbstly to operate.

M ost corporates agree that essentially to cross-border transacA few corporates are simply unaware
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[Banks] are showing a greater willingness to collaborate with
corporates to shape SEPA, not just presenting us with a fait
accompli on how it's going to be.

Gianfranco Tabasso, EACT

Banks are also looking to leveragerporate adoption is largely a mattémother four years?
their investment by offering value-of education. “At a recent conferencnother challenge to take-up,” says
added services like Edifact and for the 200 EU subsidiaries of one Aldred, “is that corporates have a
IDOC conversion to XML, SEPA large US organisation,” he says, “orityt on their plates because of
compliance consultancy services 10% of the company’s pAyment  current conditions with audits,
and the provision of domestic BICspecialists were aware of SEPA andther compliance issues and
and IBAN directories. only a few had been contacted by pressures on their systems, all of
For many corporates, especially their bank about it.” Karoline von  which pushes SEPA to the back
those outside of the EU, this IBAN Richthofen, head of corporate ground.” He is con dent that
service is especially important sincgpayments, Deutsche Bank Global momentum will accelerate when
many are struggling to include paye&sinsaction Banking, agrees that the complete SEPA solution,
IBANs — and BICs within the education and communications areincluding direct debits and collec
payment instruction. In the short  vital. “If corporates are reluctant, it'stions, are in place, which he
term, this gives banks an opportunityost likely due to poor communica estimates to be in 2010.
to provide a value add, but in the tion,” she suggests, citing large directGianfranco Tabasso, coordinator
future consistent use of IBANs will debit users who face a frustrating waitthe European Association of
increase straight-through processingp receive feedback from regulatorsCorporate Treasurers (EACT)
(STP) since it reduces cross-borderon their legacy mandate queries. A¥ayment Commission, thinks 2012

transaction errors. part of its SEPA commitment, is a more realistic date for a fully har
Deutsche Bank has been running monised eurozone to be up and
Education is all education campaigns since 2005 witlinning. “To begin with, the

Tom Buschman, chairman of the  workshops, global presentations andorporate community isnt going to
Transaction Work ow Innovation  sitting with clients’ IT and opera  make any moves until the Payment
Standards Team (TWIST), feels thational teams to assess SEPA readiressrices Directive (PSD) — which
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We haven t encountered any large
corporate that is not convinced about
SEPAs long-term advantages.

Karoline von Richthofen, Deutsche Bank

bank SEPA communications, whiatbuntries and want to harmonise
at the moment is mostly limited totheir platforms — they may not be

interbank transfers. doing XML payments today, but
are in preparation. One such case is
Who wins when? European Aeronautic Defence and

Who stands to gain from SEPA? Space (EADS), which has made
“We havent encountered any largeSEPA the cornerstone of a global
corporate that is not convinced  restructuring programme.
about SEPA's long-term advantages,”
goes beyond SEPA to include all says von Richthofen at Deutsche SEPA-inspired payment factories
new instruments — comes into law Bank. As to when these bene ts wiBased on XML SEPA standards,
November 2009,” he says. “To forcbe realised, this seems to depend &ADS’ new payment factory, which
the issue, banks have been puttinghe individual corporate pro le. pilots in June 2008, will ultimately
pressure on the regulators to set  “Some companies will bene t now link around 30 worldwide of ces and
compliance cut-off dates to force while others are better advised to 70 production sites — with their
corporates off the fence — a tactic take a step-by-step approach and diverse enterprise resource planning
that worked successfully with the wait for direct debits,” she believesand other legacy applications — onto a
euro.” Tabasso doubts, however, tHadr smaller and domestically focussidgle centralised payment platform.
trying to enforce a date for all SEP&orporates, or for large insurance “To base our payment factory on the
users would stand up legally. rms that view SEPA exclusively asaw XML format was a natural
regulatory issue, there may be no choice, supported by the fact we are a
Bank-to-corporate collaboration immediate business bene ts. That long-term SWIFT user and so are
In the meantime EACT members said, given that SEPA will be able to leverage our established and
have been lobbying banks and  mandated at some point in the successful corporate-to-bank commu
regulators to make changes to thefuture, there are those opting to  nications,” says Andreas Drabert,
SEPA rulebook and PSD guide migrate now to achieve an early witteasury controller at EADS. In
lines, neither of which, predicts  with cross-border payments. addition to creating a secure, uni ed
Tabasso, are likely to happen with In Aldred’s view, the rst to enterprise-wide payment environ
great speed. “The good news is bene t will be large organisations ment, Drabert sees that providing
there is a change of attitude withirthat already have systems integra
the banks. They are showing a  tion and best practice in place.
greater willingness to collaborate Other bene ciaries are multination
with corporates to shape SEPA, nats who leverage SEPA to restruc
just presenting us witHait ture their cash management or
accompbn how it's going to be.” make operational improvements.
Hopefully, this dialogue will hastenThese companies tend to have
the development of corporate-to- complex operations across many

EU projects contain plenty of hurdles
and tend to take quite a long time. So far
we ve run the rst mile of a journey that
IS likely to take another two years.

Andreas Drabert, EADS
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