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INTERVIEW | NEERAJ SAHAI

Recent regulations, such as MiFID in 
Europe 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

OPINION |
Taking a holistic view of 
trading costs

Eli Lederman, CEO, Turquoise

MiFID is having a major impact 
on execution venues in the 

European securities market. Much of 
the focus has been on the bene�ts 
that competition is bringing to 
trading ef�ciency as incumbent 
exchanges begin to respond to the 
advent of multilateral trading 
facilities. By also opening up the 
clearing process to new competitors, 
however, MiFID is also bringing a 
much needed overhaul of the post-
trade environment.

Page 6

Who knows their IBAN 
and BIC?

Chris Skinner, CEO, Balatro

The fact that IBAN and 
BIC are dif�cult to 

remember is no excuse for the 
lack of interest in the bene�ts 
they can bring to account 
holders. Banks need to �nd 
ways to raise customer 
awareness about how they can 
be used. This will require 
greater visibility for these 
identi�ers. They should not 
simply be a line or two on a 
bank statement.

Page 8

Accessing corporate 
banking services: who 
should lead?

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

Any attempt by banks to 
streamline communication with 

their corporate customers is 
hampered by the multiplicity of 
standards across the corporate 
landscape. Banks are faced with either 
imposing a data communications 
standard on their customers or 
investing in the costly technology to 
handle these multiple formats. There 
is, however, another option…

Page 12
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Reports
The obligations and limits of the corporate conscience

 Is there an accepted template for corporate social 
responsibility?

 How industry-speci� c are CSR programmes?
 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
 How committed are market participants to 
TARGET2-Securities?

 What will its impact be on the revenue streams of CSDs?
 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
 How much pain is the credit crunch causing in OTC 
derivatives operations?

 How are attitudes to collateral management changing?
 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
 How are traditional asset managers� and hedge funds� 
strategies converging?

 How far do they need different services from banks?
 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.
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In search of the gold standard
 What is the � nancial messaging investment roadmap?
 How far has buy-in for ISO 20022 been achieved across 
the industry?

 Is 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. ISO 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
 To what extent have corporates so far embraced the 
bene� ts of SEPA?

 Are industry timeframes realistic?
 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
 How are global institutions growing their presence in 
Asia?

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

 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.
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Asian derivatives markets � a work in progress
 How widespread is derivatives trading across the Asian 
region?

 What are the key regulatory concerns for foreign 
investors?

 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?
 How precise is the term, �emerging markets�?
 Who decides who�s in the club?
 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.
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How will Europe’s new trading platforms affect the total cost of trading?

 Eli Lederman, CEO, Turquoise

Taking a holistic view 
of trading costs
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The introduction of the Markets in Financial 
Instruments Directive (MiFID) in Europe on  
1 November 2007 has paved the way for new 

trading platforms, in the form of multilateral trading 
facilities (MTFs), to set up and compete with the 
continent’s incumbent exchanges. Early indications 
point to regulatory success as the new entrants will 
deliver better execution and better overall economics to 
market participants.

In Europe, we can expect innovative new platforms 
to emerge in each of several segments of trading, where 
different services will cater to different trading 
objectives. One end of the spectrum will see platforms 
appropriate for small orders at high frequency; the 
other will have block-crossing mechanisms and there 
will be systems in between. There will be enough 
service providers for competition, but not so many that 
we have fragmentation for the sake of fragmentation.

A broader view of ef�ciency
There has been much discussion in the market about 
the faster trading speeds and lower costs of new 
entrants compared with the existing players. Not 
enough attention though is paid to the overall 
ef�ciency of these platforms. MTFs such as Turquoise, 
for example, have introduced the concept of the 
maker-taker fee structure to Europe, where those 
taking liquidity from the trading platform are charged 
a fee and those posting liquidity to the platform are 
paid a rebate. This encourages price improvement.

While there is deserved focus on MTFs and the cost 
bene�ts of their trading service, the clearing part of the 
trade process is no less important. After all, to support 
pan-European trading, one needs a complementary 
pan-European clearing capability.

The MTFs have also been instrumental in driving 
ef�ciency at this stage of the trading cycle. The new 
clearers offer better pricing than the legacy providers, 
not to mention the simplicity of interfacing with a 
single counterpart across multiple markets.

Turquoise, for example, is using EuroCCP, a 
subsidiary of the US’s Depository Trust & Clearing 
Corporation (DTCC), to clear its trades. DTCC 
provides clearing for virtually all US trading, after all, 
so they know about service, capacity and economies of 
scale. Chi-X, another pan-European MTF, is using the 
European Multilateral Clearing Facility (EMCF), 
which was developed by Fortis. These initiatives clearly 
represent meaningful competition to the incumbent 
clearing mechanisms. What is more, they are not 
exclusive to any particular trading platform – anyone 
can use them.

A fresh perspective
A year or two ago, much of the incumbent post-trade 
infrastructure seemed immutable. But people are now 
looking at this part of the trading cycle with fresh eyes 
and are seeking commercial opportunities. The upstart 
MTFs have been an important part of creating viable 
new solutions.

Thanks to the alternatives, and the European 
Code of Conduct for Clearing and Settlement, 
introduced by Charlie McCreevy, the European 
Commissioner responsible for internal market and 
services, we would expect the trade processing part 
of the cycle to open up dramatically to competition 
over the next year or so.

Now that new clearing mechanisms have been 
introduced, people will soon recognise that that they 
can deliver scale and simplicity on a level 
unprecedented in European markets. It is dif�cult to 
imagine the users of other trading platforms, 
including members of the incumbent exchanges, 
accepting higher clearing fees going forward. The 
solutions put forward by EuroCCP and Fortis 
EMCF represent viable clearing mechanisms with 
better economics and are open to other trading 
platforms. We would expect clearing to migrate to 
them, unless the current providers become more 
competitive.

We are in the early stages, but liquidity has begun 
to shift to the MTFs. We expect that to accelerate 
with the launch of Turquoise. The market will then 
begin to see real economies of scale kick in. When 
that happens, EuroCCP’s volumes will rise and 
their economics will become even more attractive, 
so there will be greater pressure for platforms to 
use their services. As with many enterprises, the 
more business they do in a competitive market, the 
more aggressive they can be on pricing, resulting in 
a positive feedback loop where they attract still 
more volume.

Taking centre stage
In this industry, as in many others, services and 
functions are being unbundled. Participants want to be 
able to do every part of a transaction with the best 
provider at the best value. Thanks to technology and 
the ability to link up one function to another, this is 
now possible.

The groundwork has been done to make the clearing 
and settlement part of the trading cycle much more 
competitive. I do believe that this is the year when it 
stops being a hopeful thought and starts to become the 
central theme of the story. 
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Are banks doing enough to promote standard identi� ers?

Chris Skinner, CEO, Balatro

Who knows their 
IBAN and BIC?
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There are regular debates about the IBAN 
(International Bank Account Number) and BIC 
(Bank Identi�er Code) as a standard for 

identifying accounts. The reason is that they are hard 
to remember, numerically based and forced upon 
banks and their customers through regulations.

EC regulation 2560, introduced in 2001 to eradicate 
cross-border fees on cash withdrawals, card payments 
and credit transfers, also made IBAN and BIC a 
standard for European payments. This was followed by 
the European Payments Council (EPC) Resolution of 
May 2005, which made IBANs and BICs mandatory 
from 1 January 2007.

This has made us all much more aware of the need to 
use these identi�ers, although we still have some way to 
go as the European Central Bank (ECB) executive 
board member Gertrude Tumpel-Gugerell pointed 
out*: “In the German retail payments market, speci�c 
attention should be given to IBAN/BIC conversion, 
the use of existing mandates for the new Single Euro 
Payments Area (SEPA) Direct Debit and the general 
service level, such as the processing time. Moreover, 
German banks need to rethink their business strategies 
to survive and thrive in the new payments market.”

Germany has a range of issues with IBAN and BIC, 
not the least of which is that corporate customers 
cannot update their bank account databases with 
IBANs and BICs automatically. This is blocking the 
use and implementation of SEPA Credit Transfers and 
will be even worse when SEPA Direct Debits are 
implemented in November 2009.

But even if the Germans can sort their issues out, a 
question came up recently when Joe Pawelczyk, vice 
president for international relations at CHIPS, the 
American clearing house, was asked: “Why don’t 
Americans use IBANs for their bank account numbers?”**

Joe looked a little surprised by the question and I 
thought he was going to say, “Because we don’t like it 
and use the Universal Payment Identi�cation Code 
(UPIC) because it is portable and easy to remember.” 
Rather than say this, Joe responded with: “Because we 
cannot de�ne a standardised account number.”

IBAN and BIC are standardised account numbers 
aren’t they? SWIFT is the registrar for IBANs, and 
manages the IBAN standard ISO 13616. Equally, 
SWIFT looks after ISO 9362 which covers BICs. So, 
with ISO standards awash, we have an easy way of 
doing this, don’t we?

Oh wait. I just noticed.
IBANs and BICs are not standardised.
Sure, the structure of an IBAN is sound, with the idea 

that it always starts with a two-letter country code 
representing the country of origin, followed by a couple 

of check digits, and then the domestic bank account 
number. It’s that last bit that is non-standard, and is why 
IBANs are 16 digits in Belgium, 22 digits in Germany 
and Britain, 27 digits in France and 28 digits in Cyprus.

Equally, BICs (ISO 9362) are not standardised, as 
these can be either 8 or 11 digits.

So where is this standard for international transfers?
Well, let’s rationalise this a bit further.
IBAN and BIC usage at least de�nes a common data 

structure as a standard, even though the number of 
digits may differ. This should allow us to make it easier 
to move money between markets because we will know 
the data �eld structures at the very least.

But ask any citizen of Europe: “Do you know your 
IBAN and BIC codes?” and you will get a “Non”, 
“Nee”, “Nein” and “No”.

I happen to know mine because I’m a banking nerd but, 
for most people, if they do not know these codes, why 
not? Because they are hidden on a bank statement and the 
banks have not educated people to know what they mean?

If we are all now meant to mandatorily be using 
IBANs and BICs, we need to make their usage and 
importance much more visible. For example, many 
countries have made the use of IBAN and BIC 
mandatory, but only a few, such as Luxembourg, 
proactively educate customers on their usage. For 
example, when Dexia migrated all accounts to IBAN, it 
sent all of its account holders a letter asking customers to 
visit the bank to receive their new documentation. 
When visiting the branch, the clients were given a new 
account card, sporting the IBAN number.

This is key therefore: the IBAN and BIC should be 
clearly marked on things you carry in your wallet and 
purse, such as debit cards, not just on bank statements.

Making IBAN and BIC an integral number on a 
debit card would start to get the point across, 
alongside explanations and lea�ets detailing what 
these codes are for.

Until then, most citizens will think IBAN and BIC 
are nothing to do with them, and corporates will only 
see them as relevant for cross-border payments, leaving 
it to the banks to remember and use those long and 
complex codes. 
* The European Finance Forum, Frankfurt, October 2007

** EBAday, Helsinki, June 2008

Chris Skinner is an independent commentator on the �nancial markets and 
chief executive of Balatro. He is chair of the European networking group, the 
Financial Services Club, and a co-founder of the website Shaping Tomorrow. 
He is the author of several books including “The Future of Banking”, “The 
Future of Finance after SEPA” and “The Future of Investing after MiFID”.

This article is from his daily blog, which can be found at  
www.swiftcommunity.net 
A discussion on BIC and IBAN is ongoing at  
www.swiftcommunity.net/bic_iban

https://www.swiftcommunity.net/members/blogposts.cfm?userid=548
http://www.swiftcommunity.net/bic_iban
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What are the relative roles of banks and IT vendors in delivering 
innovation to corporates?

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

Accessing corporate 
banking services: 
who should lead?
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Corporate banking service provision has been a 
hot topic at �nancial sector conferences over 
the last two years as the pressure for improved 

corporate banking connectivity continues to grow on 
all sides. Finance sector change and evolution is 
traditionally conservative, risk-averse and slow. 
However, with so much in�uence being brought to 
bear on this particular issue, one might think that the 
challenges presented could be resolved with unusual 
speed. Unfortunately, due to a tactical focus and not 
enough strategy, this has not been the case.

An obvious signi�cant interest group is the 
community of �nance professionals within the major 
multinational corporate enterprises. Within each 
enterprise, the CFOs, treasurers and other senior 
�nance executives preside over numerous departments 
in many countries. Each department may require 
multiple local banking relationships. Each relationship 
may feature a diversity of communications relating to 
different �nancial services including trade services, 
funds management, insurance, foreign exchange orders, 
payroll, payments and collections. Lastly, many of these 
communications are conducted through a variety of 
channels from telephone to �le transfer and web portal.

Global �nancial regulation, legislation and 
implementation of best accounting practices compel 
corporate executives to be ever more accountable and 
�nancially vigilant. Given the operational matrix 
described above, it is no surprise that they are primary 
stakeholders and in�uencers in any initiative that will 
help to consolidate and standardise their �nancial 
control environments. Where multinational enterprises 
have achieved globally comprehensive and compliant 
�nancial control, it is probably accurate to say that 
they have done so with very high operational costs – 
costs that could be reduced with standardised 
communications, processes and the extended 
automation of e-commerce activity.

Whilst seeking a convenient way to outsource a 
solution to this problem, there has been a recurring 
suggestion at a number of corporate conferences that 
the whole commercial service communication issue 
belongs to the banks. The banks are the undisputed 
pivotal providers of corporate banking services. It has 
therefore been proposed that they should collaborate to 
establish a consistent global standards framework 
supporting business process integration with their 
corporate clients.

Time for the banks to step up?
As service providers, the banks are certainly key 
in�uencers in the ef�cient delivery of a wide variety of 
corporate banking services, which represent by far the 

most valuable part of their customer service revenue. 
Banks want to gain wallet share from each of their 
multi-banked commercial customers. They want to 
deliver a service performance ‘edge’ that will win new 
commercial customers from their competitors. They 
want to grow revenue by introducing new services to 
their portfolios and also by connecting these services 
online to corporates as ef�ciently as possible.

They have an advantage over their multinational 
corporate customers through the global banking 
community facilities such as SWIFT that have evolved 
over a number of decades and have the experience of 
processing increasingly complex international �nancial 
services. It is now relatively easy for banks to establish a 
reliable and secure bank-to-bank operating relationship 
just about anywhere in the world. True, they have to 
navigate diverse regional �nancial standards and 
processes to execute international commercial business 
activities and transactions, but at least those standards 
and processes exist. Business continuity is generally not 
at optimal ef�ciency, but bank-to-bank service 
connectivity can be delivered.

So why has an international banking consortium not 
stepped up to own the shared problem of establishing 
corporate banking service standards and connecting 
commercial customers to the communications 
infrastructure that the banks already have?

The main barrier is the extreme diversity of 
technology and communications capability that 
exists across the global community of corporates 
outside the �nance sector. Unlike the interbank 
world, there are neither consistent rules nor 
consistent standards governing communication 
between commercial trading partners and between 
commercial enterprises and their bankers. For a 
single bank that aspires to deliver a portfolio of 
consistent and holistic �nancial services to its top 

�Unlike the interbank world, 
where e-connectivity can 
usually be achieved, there are 
neither consistent rules nor 
consistent standards governing 
communication between 
commercial trading partners 
and between commercial 
enterprises and their bankers.�



OPINION | RIcHARD SPONG, StERLING COMMERcE

12 DIALOGUE Q2 2008

200 commercial customers, that bank has two main, 
though unattractive, options:

 �Impose a data communications standard that the 
bank’s technology will support on each of the 200 
customers.
 �Invest within the bank in front-of�ce technology 
that can emulate and integrate the separate 
transmission formats that each of the 200 customers 
is able to generate and receive.

Option one imposes varying levels of systems 
investment on each customer. Many will be unable to 
justify such investment, so will not join the scheme. 
The cost of entry will also deter new business, 
compromise the bank’s business development 
opportunity, and weaken its competitive position.

Option two represents high investment and 
maintenance costs for the bank, which is already 
exposed to reducing pro�t margins on routine services. 
The requirement for individual customisation is not 
easily extensible to rapidly bring new commercial 
customers on board. The in-house facility adds a 
signi�cant development and test overhead for every 
new or modi�ed e-service that the bank wishes to 
introduce to its commercial customer base, and does 
not provide any ability to publicise services to, or 
directly engage, commercial organisations that are not 
signed-up customers.

So the banks are very keen to participate in solving 
the corporate banking service dilemma, but however 
strongly the corporates appeal to them, there are real 
communication obstacles.

Other solution providers
Respected professional associations and equally 
respected business network providers have proposed a 
number of corporate banking standardisation solutions 
over the past three years. These have included some 
promising options to move forward, but they have all 
depended on proactive community collaboration to 
become dominant best practices and to secure universal 
and global acceptance and adoption. The problem 
seems to have been that the proposals were either 
regional, or partial, covering only a part of the required 
service bandwidth, or they in�icted unacceptable 
technology cost on the end-user/member organisations. 
As a result, although some of these initiatives are still in 
play, they are con�ned to relatively modest pilot 
schemes or localised communities in individual 
countries or country-groups.

Global economic in�uences
In 2008, a series of pro�t warnings and shareholder 
calls arising from business activities mostly way outside 

the corporate banking arena have adversely impacted 
planned technology budgets in banks and many other 
�nancial institutions, particularly in the US and 
northern Europe. The corporate banking dilemma 
continues, but for the next year or two, investment 
dollars that might have addressed the problem in 
incremental stages are now in very short supply.

Creating a framework for change
We now have an environment in which the motivation 
for comprehensive corporate banking integration will 
come through the creation of truly integrated cross-
vertical �nancial partnership communities with critical 
mass. However, the cost of their creation, which was 
already an issue, is now even more signi�cant, and the 
instigators will be the participants with the largest 
potential communities that generate or receive the 
most banking business activity and have the most 
revenue to gain.

The networks and external service providers carry 
massive data volumes to huge communities, but are 
not themselves the source or destination of business 
activity. The corporates meanwhile may have vast 
trading partner communities, they may be multi-
banked, and they may indirectly gain revenue through 
increased ef�ciency and automation of �nancial 
operations, but banking is not their core business, nor 
their core source of pro�t. The ball remains �rmly in 
the banks’ court.

To agree and �x comprehensive global standards is 
costly by being invasive to technology and processes 
across the global community. It is achievable, but not 
anytime soon. Yet for banks to develop service 
connections to the disparate technologies of their 
leading corporate customers is expensive, 
cumbersome and tactical. The solution is largely 
limited to that �xed community. There is no ef�cient 
strategy for growth through extension to their entire 
corporate customer-base, nor for rapid onboarding of 
new customers, nor for reactive delivery of new 
products and services.

The practical solution is for banks to accept the 
existing diversity of data standards and protocols and 
to make on-time investments in truly agile and 
effective edge-of-the-enterprise process integration 
technology. Technology that exists purely to enable 
multi-enterprise business transmissions through the 
application of sophisticated data analysis, validation, 
translation and routing; technology that is available 
right now, for immediate installation on site, or as a 
hosted service; technology that really can enable global 
on-line service ‘bridges’ between any number of banks 
and any number of businesses. 
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Institutional Clients Group and Global Transaction Services Management Committees. He was 
recently also elected to the board of the Depository Trust & Clearing Corporation (DTCC).
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overseeing �nance, risk, control, treasury and strategy and M&A, among other areas of the 
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in 1984. Dialogue spoke to him about the response of securities service providers to changes in 
the market landscape and the challenging environment in which their clients are now operating.

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

Securities 
markets: 
how 
far can 
automation 
go?



We know how regulations such as the Markets in 
Financial Instruments Directive (MiFID) and 
Regulation National Market System (Reg NMS) have 
affected traders and exchanges, but it’s less obvious 
how they have affected the post-trade environment. 
Have the regulations changed the nature of what 
clients are asking you to do?
MiFID and Reg NMS are having a profound impact 
on the evolution of market structures, though it will 
take a few years to properly assess the resulting changes 
in the marketplace.

Both sets of regulations are heavily focused on best 
execution, in turn driving electronic connectivity in the 
securities marketplace and pushing algorithmic trading. 
These two trends have downstream impacts on the 
capital expenditures and the technology required to 
service these capabilities. If we take Reg NMS, for 
example, broker dealers have to invest substantially in 
their platforms to deal with new market structure rules 
and new compliance and surveillance systems, as well 
as establish connectivity with alternative venues. 

Organisations that service these broker dealers have 
an opportunity to help them de�ate those costs. Citi’s 
Lava, for example, has been able to provide full service 
for these clients as it helps achieve economies of scale.

 MiFID has also created the platform for competition 
among exchanges in Europe and can be seen as the 
catalyst for the development of the multilateral trading 
facilities (MTFs). The MTFs, in turn, need central 
counterparties (CCPs). At Citi, we have expanded our 
clearance and settlement capabilities to service the CCPs 
and to give our clients access to them. Citi is acting as 
agent for EuroCCP by providing settlement in the local 
central securities depositories (CSDs). It’s important to all 
market participants that settlement follows established 
practices and takes place in a manner to allow the widest 
possible participation. We are pleased that EuroCCP and 
Turquoise share this view and have appointed Citi as their 
agent to provide the settlement services required in the 
local CSDs. We also provide clearing services for clients 
trading on Chi-X and Turquoise, and clearing on EMCF 
(Fortis’ European Multilateral Clearing Facility) and 
EuroCCP. These developments have been designed to 
allow our clients to capitalise on the ef�ciencies presented 
by these new platforms and facilities.

You mentioned algorithmic trading. Does that in itself 
provide any particular challenges, given that it results 
in signi�cantly more trades for the same volume?
Since the mid-1970s when there was deregulation of 
commissions, volumes in the cash equities market have 
exploded. With those increased volumes has come the 
need for great amounts of data. Moreover, connectivity is 
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required to all the alternative trading venues such as 
electronic communications networks (ECNs) and MTFs. 
As a result, trading and execution require investments in 
technology at various levels, in terms of crossing engines, 
connectivity, smart routing engines and infrastructures.

There is also a need for new talent. Along with the quants 
required for algos and the developers for the software, there 
is a need for network engineers to manage the bandwidth 
of the infrastructure, as well as client service people to deal 
directly with the institutional clients. 

Besides algorithmic trading, there is also the 
emergence of new asset classes. The lifecycle of an 
OTC derivative, for example, is very different from 
that of a corporate bond. To service these instruments, 
one requires new processes, new technologies, new 
kinds of talent and new risk control mechanisms. 

We view our platform as an integrated pre- and post-
trade platform that provides a seamless and comprehensive 
service. As an example, to deal with the trends coming out 
of algorithmic trading, Citi acquired Citi Lava and ATD, 
now branded as CitiMatch. These have had a substantial 
impact in the marketplace. Our volumes are regularly 
300,000 messages per second. We are seeing increased order 
�ow and reduced average trade size. 

Do you see the front, middle and back of�ce 
becoming less siloed?
The front end of the business is becoming very 
complex, and the complexity is �owing into the back 
of�ce. To deal with this complexity – especially where a 
buy-side �rm has to devote increasing resources to the 
front end of the business – we recognise a need for an 
integrated supplier for the entire value chain. Citi aims 
to knit all that functionality together. 

We also believe that architecture must be modular 
and open-ended since clients must be able to choose 
pieces that work together and mix and match over time 
as their strategies change. Citi’s strategy is to be a full-
�edged integrator of best-in-class solutions. That is 
fundamentally different from the way this industry 
grew up, as a manufacturer of widgets at lowest cost. 

In today’s world, it is more a question of economies 
of scope than economies of scale – and that is a 
paradigm shift. A client can then pick the best-in-class 
solution, and at the same time focus on its core 
competency. For example, as a hedge fund above a 
certain size tries to expand out of a single prime broker 
relationship to a multi-prime broker set of 
relationships, it needs a platform to manage prime 
brokers and, across that platform, to get the real-time 
P&L. We provide a platform called OpenPrime, which 
allows a hedge fund to manage its positions – in one 
place – across multiple asset classes, strategies and 
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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 AUMs. 

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�t is 
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.

�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.�
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Over the years there have been several industry 
initiatives aimed at improving ef�ciency in securities 
markets. Have they resulted in any sort of consensus 
on what should be done in a shared way and what are 
appropriate areas for competition?
Due to the differences in size, functionality and expertise, 
there really is no true consensus among players. However, 
increasing consensus is visible in selected areas such as 
messaging, trade pre-matching and settlement. Our 
experience has been that the larger players prefer a do-it-
yourself approach while the smaller players are more open 
to pooled utilities. Ultimately, a critical mass is required 
for a utility to be successful, and economics is behind that. 
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. 

You mentioned the big players preferring a do-it-
yourself approach. One thing that has traditionally 
distinguished Citi from its peers is the way it 
organises its agent network, relying more on its own 
branches and subsidiaries. Does that model still hold?
Our proprietary branch network of 52 markets continues 
to expand, and is core to our strategy because of the bene�ts 
it provides to underlying clients. For intermediaries that 
comprise broker dealers and global custodians, this model 
provides them with direct access to information and the 
added bene�t of our ability to work with local regulators to 
upgrade infrastructures in the emerging markets. For 
investors, it provides a single window to a globally 
consistent platform that allows them to better manage their 
�nancial positions, information and risk as well as avoid 
potential reconciliation issues. A result of our proprietary 
network is a consistent framework and minimum time 
latency for information. In 52 of the 90 markets we are in, 
our agent is proprietary, but in terms of market cap, it 
would probably be well over 90%. 

Everyone agrees that end-to-end straight-through 
processing (STP) would be a good thing, but does 
everyone agree on where to devote scarce resources 
to plug existing gaps?
Everyone agrees that a seamless straight-through-
processing environment in the pre- and post-trade 
world is the holy grail of securities processing. In 
certain areas like trade pre-matching, settlement and 
clearance, there has been quite substantial progress. In 
areas of asset servicing, such as proxy voting, voluntary 
corporate actions and tax reclaim services, progress has 
been sluggish. If one extends one’s horizons to cover 
the funds arena as well as newer asset classes, the 
progress has been even slower.

However, work is under way in various forums. In a 
highly competitive marketplace where there are 
different players with different objectives and priorities, 
economics drives convergence. When an asset class 
matures, and incremental spread and alpha is squeezed 
out, the players will quickly align their priorities to 
attain intra-company and inter-company STP, because 
that’s critical to handling large volumes at low cost and 
acceptable risk. 

Is the funds industry a special case? Is it always going 
to have a large element of manual processing just by 
virtue of the fact that in many markets there are a lot 
of small players for whom the economics of 
automation don’t stack up?
Automation in the funds industry is a thorny issue. 
Fund/SERV in the US provides a higher degree of 
automation than in Europe. But the US really is a single 
market, and the largest one for mutual funds. In Europe, 
the landscape is more complex. There are different 
languages, different securities frameworks, different 
investor preferences and different distribution models. 
Furthermore, European-domiciled funds are distributed 
in other markets like Japan, Asia and Latin America.

The lack of automation in the funds business has less 
to do with technology than with the fact that those in 
the supply chain still make healthy pro�t margins. So 
the economics are less compelling. Consensus is required 
among many more participants, including consumer 
banks. The industry is less consolidated than a broker-
dealer world or a custodian world. Having said that, we 
have seen a demand for greater automation and have 
launched a CitiConnect product that allows hedge funds 
and mutual funds to automate their order routing and 
the pick-up has been pretty encouraging. I also know 
that organisations like DTCC and SWIFT are working 
hard to help automate messaging and order routing in 
that arena, so there are grounds for optimism.

From your own business perspective, is SWIFT now 
doing what you would like it to do or are there areas 
where you would like to see it do more – or less?
SWIFT services are at the core of what we do. As its 
largest user, we enjoy a very close and strategic 
relationship with them. Since its inception, SWIFT has 
driven a lot of operational ef�ciency in the 
marketplace. From our perspective, SWIFT is central 
to the development of this industry.

We would like to see SWIFT expand its messaging 
standards into new asset classes, extend these standards 
into emerging markets where there are lower STP rates 
and �nally to remain competitive in terms of price, 
speed and ef�ciency with the alternative channels of 
communication that are emerging. 
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The obligations  and limits  of 
the corporate conscience

Corporate social responsibil-
ity (CSR) has evolved since 
its inception in the seven-

ties to become an integral part of 
any large � rm’s business model. The 
days when CSR was limited to 
engaging in a mild degree of 
philanthropy involving highly 
publicised donations with a promo-
tional underlay are long past. These 
days, with media attention on a 
broad range of environmental, 
human rights and globalisation 
issues, large � rms from every 
industry need to have robust CSR 
strategies in place that include a 
demonstrable awareness of any 
detrimental effects their own 
businesses may have on stakehold-
ers. Firms now need to consider a 
wide range of factors, from ethical 
practice to CO2 emissions, in their 
daily business decisions.

The advance of CSR has brought 
it to the forefront of business 
strategy. Many � rms have well 
documented corporate sustainabil-
ity strategies on paper, but ques-
tions remain about how far beyond 
the public relations arena � rms are 
willing to take these initiatives.

Best practice?
There are no broadly endorsed 
templates yet on how a company 
should approach CSR. The result is 
a signi� cant diversity in the way 
different � rms de� ne their CSR 
objectives. Some have set measur-
able targets. Two years ago, for 
example, UBS set a climate change 
strategy goal to reduce CO2 
emissions by 40% by 2012. HSBC 
meanwhile has invested in paperless 
statements and recently installed 
solar panels at its Canary Wharf 
headquarters in London to provide 
over 1.5 million kilowatt hours of 
green energy.

There are nevertheless a variety of 
guidelines and criteria that companies 
can choose to measure themselves 
against. The UN Global Compact 
lays out ten principles with which 
businesses can align their strategies in 
the areas of human rights, labour, the 
environment and anti-corruption. 
Sixty banks have also joined up to the 
Equator principles, drafted by the 
International Finance Corporation 
for a common set of environmental 
and social policies that can be applied 
globally and across all industry 

sectors. Signatories include 
JPMorgan, Credit Suisse and 
Citigroup.

The European Commission has 
established a European Alliance for 
CSR to provide a framework of 
cooperation for business-led CSR 
initiatives. In this context, it 
recently released a report by the 
Danish Commerce and Companies 
Agency on the role of small-to-
medium enterprises in sustainable 
supply chain management. The 
Dow Jones Sustainability Index, 
meanwhile, provides benchmarks of 
� nancial performance for sustain-
ability-driven companies.

Industry segments
The speci� c CSR strategies that 
� rms adopt will often depend 
largely on the industry they are in. 
Production and manufacturing 
companies have a more tangible im-
pact on their surroundings, while 
banks and other � nancial institu-
tions have to think about CSR in a 
different way. They will need to 
consider how they engage with the 
local communities in whose 
presence they operate alongside 

Is there an accepted 
template for 
corporate social 
responsibility?

How industry-
speci� c are CSR 
programmes?

How much can 
individual � rms 
achieve on their 
own?

Advancing critical dialogue
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environmental issues and questions 
of ethical investment.

Gary Hattem, president, 
Deutsche Bank’s Americas 
Foundation, is someone who 
recognises this need to connect with 
local communities. “We entered 
this marketplace with a foreign 
name and not much of a history 
here, so 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,” he says.

Among the Foundation’s initia-
tives he cites involvement in the 
urban regeneration of areas like the 
Bronx and Harlem in New York 
and partnering with not-for-pro�t 
organisations.

The sceptics
Even though CSR has advanced in 
the corporate consciousness, its 

growing pro�le is not unchallenged, 
with some arguing that it distracts 
businesses from their fundamental 
economic role.

Economist Milton Friedman 
considered the very notion of 
social responsibility as a personal 
choice and one that serves no 
interest to the business world. In 
an essay titled, ‘The 
Responsibility of Business is to 
Increase its Pro�ts’, he questioned 
the idea of a corporate conscience. 
“What does it mean to say a 
corporate executive has a ‘social 
responsibility’ in his capacity as a 
businessman?” he wrote. “If this 
statement is not pure rhetoric, it 
must mean that he is to act in 
some way that is not in the 
interest of his employers.” 
Friedman goes on to suggest that 
those in charge of CSR are in 
effect imposing taxes on one hand 
and deciding how the tax pro-
ceeds shall be spent on the other.

Many of those in charge of CSR 
programmes within corporations 
would probably disagree with 
Friedman’s assertion, and would 
add that business strategy and 
sustainability have started to go 

hand in hand. To this end, the 
majority of �rms with active CSR 
strategies have established separate 
sustainability departments.

“Some people continue to believe 
that CSR is just an ‘extra’,” says Dr 
Christian Leitz, executive director, 
corporate responsibility, UBS 
Communications Management. 
“Maybe when they think of CSR, 
they think solely of things like 
philanthropy and donations, rather 
than the much wider range of issues 
that CSR actually covers and that 
companies act upon.”

Spreading awareness
Those in charge of a �rm’s CSR 
strategy would no doubt acknowl-
edge that it is indeed an effective 
marketing tool, but even in terms 
of returns to the company, that is 
not necessarily the prime bene�t. 
Salvatore Gabola, head of global 

�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

�Some people continue to believe that 
CSR is just an �extra�� They think solely 

of things like philanthropy and 
donations.�

Dr Christian Leitz, UBS
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stakeholder relationships for Coca 
Cola, points, for example, to the 
bene�ts of greener refrigeration 
technology. “Putting in place better 
technology across the world for our 
refrigeration systems will undoubt-
edly be expensive,” he says. 
“However, it not only shows we are 
less energy hungry, but is also good 
for retailers who will have less 
energy costs from our systems than 
our competitors’ as a result. It goes 
well beyond CSR and into business 
strategy.”

In this respect, making sure 
people know about the kinds of 
initiatives a �rm is supporting can 
be as important as engaging in 
them in the �rst place. A natural 
result of this is competition and 
peer pressure arising from similar 
�rms’ CSR strategies.

Are corporate approaches to CSR 
initiatives now coming to resemble 
each other, at least as far as presenta-
tion is concerned? “CSR is becom-
ing the same as any other company 
activity,” says Leitz at UBS. “At the 
end of the day, it should be part of a 
company’s strategy. We are, however, 
in an area where responsibilities are 
not fully de�ned. This means that 
companies continue to apply their 
individual de�nitions and approach-
es to CSR.”

Hattem agrees. “I wouldn’t call 
our ambitious objectives simply 
good public relations, it’s an 
engendering and enduring relation-
ship,” he says. “However, I think it 
serves our interest well also for our 
employees – particularly for 
younger employees, who are very 
conscious about who they are 
coming to work for.”

Conversely, there are also dangers 
for large �rms in not marketing 
CSR strategies as effectively as 
possible or ignoring the issue 
altogether. Gabola notes the need 
for any �rm to be proactive in CSR 
rather than wait for criticism, which 
can be hard to shake off.

A recent example of this for Coca 
Cola emerged with sugar cane �elds 
in El Salvador, from which they 
took most of the produce. After 
Human Rights Watch brought 
child labour issues to their atten-
tion, this was highly publicised and 
risked tarnishing their image.

Dealing with such issues is not as 
simple as some may think, accord-
ing to Gabola. “We have strict 
guidelines on child labour in our 
operations and direct suppliers, but 
our supply chain can be quite long 
and we do know that child labour is 
endemic in certain countries,” he 
says. “We cannot eliminate child 
labour single-handedly by stopping 
purchases completely in a given 
country, because that would impact 
the economy and there is always the 
possibility that the children could 
get into worse situations. We need 
to act in co-operation with other 

companies, NGOs and public 
authorities to address the problem 
at a more fundamental level.”

Expanding responsibility
While such global problems cannot 
be solved solely through corporate 
initiatives, most large �rms now 
realise they have obligations that 
extend beyond the traditional ambit 
of CSR. The subprime crisis, for 
example, is presenting new chal-
lenges to CSR heads at �nancial 
institutions, especially those 
involved in urban regeneration. 
After all, what would be the point 
in investing in improving the 
environment in deprived areas, 
while simultaneously being per-
ceived as responsible for throwing 
the same people out of their homes?

At the same time, with banks 
suffering from billions in write-
downs and the associated economic 
crisis, CSR could be one of the �rst 
areas for banks to cut back on.

Hattem notes that compared to 
25 years ago, when banks seemed 
reluctant to lend to minorities and 
small communities, it is the satura-
tion of credit to these groups that 
has effectively taken the situation 
full circle. “At the end of the day, is 
liquidity and access to capital the 
right way to go for a community? 
Absolutely,” he says. “On the other 
hand, there have been some people 
who have been less than profession-
ally honest in the way they went 
about their work. Hopefully this is 
an aberration from which we will 
all learn.” 

�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
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Breaking the ice on 
settlement

Despite consensus that the 
complexity of Europe’s 
securities settlement 

infrastructure forces unacceptably 
high cross-border trading costs on 
market participants, the pace of 
reform has been glacial since the 
introduction of the euro. But there 
are signs that a thaw is under way 
that could unblock transaction 
� ows previously seen as prohibi-
tively expensive.

The European Commission has 
made no secret of its frustration at 
the lack of progress toward a 
uni� ed, harmonised European 
� nancial market since 1999 and has 
made this a key objective of its 
Lisbon agenda. As with Single Euro 
Payments Area (SEPA) in the 
payments market, regulatory 
change is reshaping Europe’s 
securities sector.

In the front-of� ce functions of 
broker-dealers and asset managers, 
the Commission’s Markets in 
Financial Markets Directive 
(MiFID) is fostering a pan-
European approach to trade 
execution by removing barriers to 
competition between national stock 

exchanges. But in the back of� ces, 
the instrument of central authority 
intervention is the European 
Central Bank (ECB). Having 
successfully launched TARGET2-
Cash, an upgrade to its centralised 
infrastructure for the real-time 
settlement of high-value cash 
transactions against assets held with 
central banks, the ECB has pro-
posed a similar solution for securi-
ties that will, at a stroke, remove the 
differences in domestic settlement 
processes that have helped to keep 
the costs of cross-border securities 
transactions arti� cially high.

Initial scepticism about the ECB’s 
ability to deliver such a large 
infrastructure project in a � eld 
outside its traditional areas of 
expertise is being overcome. As well 
as the bank’s detailed, inclusive 
work in de� ning the scope of 
TARGET2-Securities (T2S), there 
is also a growing view that the ECB 
is the one body with the necessary 
in� uence to bring change to both 
the public and private sectors. To 
proceed to realisation by 2013, its 
scheduled launch date, T2S still 
requires � rm commitment from 

Europe’s settlement providers – the 
national central securities deposito-
ries (CSDs) – but it is increasingly 
seen as a potent catalyst for national 
governments, regulators and tax 
authorities to push through changes 
that will eventually remove hitherto 
impenetrable barriers to a single 
securities settlement market in 
Europe.

The cost of complexity
At present, a cross-border securities 
transaction in Europe – say, a Greek 
institutional investor purchasing 
stocks listed in Madrid – involves 
numerous counterparties. 
Custodians, agent banks, clearing 
counterparties and central securities 
depositories are all involved in the 
post-trade process chain, often in 
both locations due to the need to 
abide by local tax, legal and regula-
tory stipulations.

In 2003, the Giovannini Group 
identi� ed a list of barriers to a 
harmonised post-trade environment 
in Europe, but precious little 
progress has been made to over-
come these. Rather than a new 
directive, the European 

How committed are 
market participants to 
TARGET2-Securities?

What will its impact 
be on the revenue 
streams of CSDs?

Will competition in 
settlement services 
improve ef� ciency?

Advancing critical dialogue
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Commission introduced a Code of 
Conduct in 2006 designed to 
increase interoperability, transpar-
ency and competition among 
clearing and settlement providers.

But for many, the Commission’s 
insistence on competition as the 
best route to post-trade ef�ciency 
comes at the expense of coordinated 
action. “What we have now is a 
very fragmented infrastructure and 
a lack of harmonisation in stand-
ards and processes. It is very 
expensive for those of us that work 
in multiple markets,” says Göran 
Fors, head of custody services at 
SEB, the Swedish bank. “A more 
harmonised settlement infrastruc-
ture would allow us to reduce our 
infrastructure investment, both in 
terms of operating costs and the 
development of new functionality.”

In the face of such long-term, 
seemingly intractable dif�culties, 
will T2S and other harmonisation 
initiatives led by Europe’s interna-
tional central securities depositories 
(ICSDs) – Euroclear and 
Clearstream – really lead to a 
reduction in cross-border trading 
costs that will in turn unleash new 
transaction volumes and investment 
opportunities on the European 
�nancial markets? Anthony Kirby, 
director, regulatory and risk 
management, �nancial services 
advisory, Ernst & Young, believes 
T2S could be the big stick that 
encourages custodians, central 
counterparties (CCPs) and central 
securities depositories (CSDs) to 
�nd new ways of doing things. 

“With north of 20 depositories 
serving 27 EU member states and 
three European Economic Area 
(EEA) states, we’re faced with 
mixed currencies, standards, 
regulators and even cut-off times. 
For the banks that need to maintain 
interfaces to all these destinations, 
T2S brings some much-needed 
simplicity by allowing them to 
connect to fewer CSDs,” he says. 
“When you also consider the 
creation of a single asset pool and 
more ef�cient use of collateral, the 
bene�ts of T2S are not in doubt. 
The question is the journey – can 
we get from here to there?”

The ECB’s plan for a central 
settlement utility would mean that 
CSDs outsource trade settlement 
processes to a single entity gov-
erned by a common set of prac-
tices. Market participants can 
connect directly to T2S, but must 
retain their business and legal 
relationships with local CSDs. 
This simpli�cation should cut 
post-trade costs and processing 
times signi�cantly, but many 
questions remain. Who will run 
T2S? What are the cost and 
revenue implications for CSDs? 
How will their business models 
change? Will custodians change 
their requirements on CSDs?

A new model
According to the ECB, many CSDs 
are only slowly appreciating the cost 
implications of T2S. “We asked 
them to estimate all elements of the 
investment required either to adjust 

to T2S or to duplicate it. But we 
only received �gures from two 
CSDs, one of which under-
estimated the cost at two cents per 
transaction, in our view, while the 
other over-estimated it at 22 cents,” 
says Jean-Michel Godeffroy, 
director general, payment systems 
and market infrastructure at the 
European Central Bank.

Adjusting to T2S means not only 
developing interfaces, but also 
adapting existing systems to con-
tinue to deliver other services 
following the separation of settle-
ment. From a data management 
perspective, outsourcing settlement 
to T2S potentially slows the inter-
change of time-critical information 
that is essential to the asset servicing 
functionality offered to custodians, 
says Juergen Zeuss, managing 
director, direct custody and clearing, 
EMEA, Citi. “If a trade is happening 
up to the last minute of a corporate 
action, you need to have near-real-
time information. A lot will depend 
on the technical design of T2S and 
of systems that CSDs put in place to 
ensure harmonised and fast informa-
tion exchange,” he says.

The ECB’s Godeffroy suggests 
that outsourcing settlement will 
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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.�
Göran Fors, SEB
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give CSDs additional resources to 
invest in asset servicing, such as cor-
porate actions, custody services, 
fund administration and securities 
lending. Mark Kirby, head of 
Euroclear’s business model and 
harmonisation division, says an 
overhaul of asset servicing is 
inevitable. “We have always argued 
– and now the ECB have taken this 
on board – that modi�cation of 
settlement processes must be done 
in conjunction with harmonisation 
of asset servicing unless T2S is to be 
a very expensive way of replacing 
one domestic settlement system 
with another,” says Kirby.

Custodian banks are watching 
developments closely to identify 
opportunities for savings and 
process streamlining. Chris 
Rowland, head of global custody 
product management, EMEA at 
JPMorgan Investor Services, which 
focuses predominantly on clients’ 
cross-border OTC transactions, 
says a key strategic question for the 
bank is whether to contract 
directly with CSDs, or continue to 
use its agent network to manage 
connectivity, either into T2S 
directly or via CSDs. “There is an 
opportunity to consolidate our 
agent network, thus enabling 
clients to bene�t from the ef�cien-
cies we would derive from working 
with fewer providers,” says 
Rowland. “But we’re unlikely to 
connect directly into a CSD and 
develop a truly local capability. 
We’ll be looking at how both 
CSDs and agents deliver a harmo-

nised product offering so that we 
bene�t from a consolidated 
settlement process across Europe.”

Perhaps the most pressing 
question is: will the CSDs give 
suf�cient backing to the project to 
ensure continued ECB investment? 
At the end of May, the ECB made a 
formal proposal containing details 
requested by CSDs on T2S’s 
economic impact, user require-
ments, contractual arrangements 
and governance as well as an outline 
of T2S’s contribution to harmonisa-
tion of clearing and settlement in 
Europe. The ECB has asked for a 
commitment by CSDs ahead of a 
decision by the bank’s governing 
council in July to approve the next 
speci�cation stage of T2S.

End of the ice age
With their post-T2S business plans 
far from complete, it is widely 
expected that CSDs will nevertheless 
encourage the ECB to sanction the 
next phase of the project. Katja 
Rosenkranz, head of business 
strategy, Clearstream, says a “soft” 
rather than a legally-binding 
commitment will prevail while issues 
of governance, pricing and timing 
are �nalised. “There are voices on 
the political and supervisory level – 
which Clearstream supports – that 
the ECB/Eurosystem should look 
into establishing a separate legal 
entity and avoid potential con�icts 
of interest,” she says.

While some have proposed a 
stronger voice in T2S’s governance 
structure for CSDs that commit at 

an early stage, others believe price 
incentives would strengthen the 
CSDs’ collective commitment. 
“How do you remove �ows from 
local markets? If you’re undercut-
ting the existing market by one 
euro cent the business case is harder 
than if you undercut by 20 cents,” 
says Kirby of Ernst & Young.

Other developments suggest that 
CSDs have already accepted T2S 
and are now taking steps to move 
up the value chain. Link Up 
Markets, for example, is an initia-
tive led by Clearstream that aims to 
provide a single point of entry to 
both T2S and related services, such 
as asset servicing and issuer services, 
across its current seven participant 
CSDs. “Some CSDs have cross-bor-
der servicing capabilities, some 
don’t. Link Up Markets will help 
them all adapt their business 
models in time for the introduction 
of T2S,” says managing director 
Tomas Kindler.

Link Up Markets aims to absorb 
the differences in communication 
standards between member CSDs 
via a hub that converts and routes 
messages by mapping existing 
formats against common standards. 
“The alternative is to replace all the 
existing sockets with a standard 

�Some CSDs have cross-border servicing 
capabilities, some don�t. Link Up Markets 

will help them all adapt their business 
models in time for the introduction of 

T2S.� 
Tomas Kindler, Link Up Markets
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model, which we believe requires too 
much cost and investment,” says 
Kindler. “We can’t wait for the 
Giovannini barriers to come down. 
We can absorb and harmonise now.”

Such a pragmatic approach to 
dismantling the Giovannini barriers 
is not without its risks, according to 
Charles Welham, head of securities 
and treasury initiatives, EMEA, 
SWIFT. “Such a converter mecha-
nism that allows CSDs to interop-
erate ahead of their adoption of the 
Giovannini protocol is de�nitely a 
step in the right direction, but we 
must be careful that it does not 
replace the market imperative to 
adopt the Giovannini protocol,” he 
says. “Ultimately, ef�ciency is about 
removing layers, not adding them.”

Snowball effect
Before the ECB proposed T2S, 
Euroclear had already outlined 
plans for its Single Platform for 
settlement across Belgium, France, 
Ireland, the Netherlands and the 
United Kingdom. The �rst stage, 
now fully complete, saw the 
implementation of a single settle-
ment engine in Euroclear’s �ve 
domestic markets and Euroclear 
Bank. The second, due for comple-
tion in October, will provide 
‘domestic-like’ securities settlement 
and harmonised market practices 
for clients in Euroclear’s three 
Euronext markets, using a combi-
nation of existing and new plat-
forms. The third phase introduces a 
new platform for custody and 
corporate actions for all �ve 

countries. The �nal phase, sched-
uled for completion in 2011, will 
include settlement and collateralisa-
tion capabilities.

Euroclear conducted a consulta-
tion exercise to ensure the Single 
Platform establishes market-neutral 
processes that could be adopted by 
any CSD, but such a private-sector 
solution cannot push an entire 
region toward harmonisation. 
JPMorgan’s Rowland acknowledges 
Euroclear’s contribution to harmo-
nisation in its core markets, but 
says that – despite the �rm’s 
agreement in June to buy the 
Nordic CSD – commercial impera-
tives prevent it from offering 
harmonised settlement services to 
all. “Extending the Euroclear model 
to some lower-volume countries 
does not deliver the returns re-
quired to justify the investment,” 
he says. “T2S has had the ability to 
take a pan-eurozone view because 
it’s backed by the Eurosystem and 
as such all markets have the oppor-
tunity to join up and bene�t from 
harmonisation.” Equally impor-
tantly, T2S has the potential to 
push the harmonisation agenda in 
the public as well as private sector. 
If progress toward harmonisation 
has been glacial among clearing and 
settlement providers, change in the 
public sector has been virtually 
non-existent. “The public sector is 
lagging behind,” says Citi’s Zeuss. 
“Pressure can only come from the 
Commission and the Eurosystem. 
T2S is part of the momentum that 
will generate a response.”

National central bank involvement 
in T2S is already accelerating the 
timetable for legislative change in 
countries where it is required to 
harmonise settlement processes, says 
the ECB’s Godeffroy. “Indirectly, it 
will be increasingly hard for the 
public sector to insist on keeping 
20th century solutions while the 
private sector is driving settlement 
into the 21st century,” he adds.

While the exact route toward a 
more harmonised and ef�cient post-
trade environment is not yet 
�nalised, there is renewed hope that 
fewer, more competitive providers in 
the post-trade space will forge a 
more streamlined clearing and 
settlement infrastructure that lowers 
transaction costs. Price pressure has 
been building for many years. 
Global custodians, investment banks 
and broker-dealers are continuously 
under pressure, which in turn places 
pressure on agent banks, who cannot 
pass it on to CSDs because they are 
monopolies. “By establishing a 
playing �eld in which CSDs will 
have to compete with each other, 
T2S will have an impact on pric-
ing,” says Citi’s Zeuss. “All market 
participants need to put a lot of 
thought into where they see the 
opportunities going forward.” 

�We�ll 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
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Taking the squeeze  
off derivatives

Over-the-counter (OTC) 
derivatives are all about 
balancing risk and opportu-

nity and the recent market turbu-
lence has really put these � nancial 
tools to the test. “Trade volumes 
have increased but not hugely, 
while collateral balances have grown 
signi� cantly in some cases,” says 
Colm Gaughran, global product 
head for derivatives collateral 
management at JPMorgan. “Call 
activity has increased dramatically.”

Serious worries over credit risks 
and margin calls have shifted 
priorities. According to Frank De 
Maria, managing director, the 
Depository Trust & Clearing 
Corporation (DTCC) and chief 
operating of� cer, DTCC Deriv/
SERV, 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.

However, it is not all doom and 
gloom. “The credit crunch has 
actually created opportunities for us,” 
says Jez Bezant, head of business 
management at Morley Fund 
Management. “The banks are 
strapped for cash and need liquidity.”

There is also a bene� cial change 
in attitude with regard to common 
solutions. “When markets are good, 
organisations tend to automate 
themselves as they see competitive 
advantages,” observes Michel 
Keulemans, head of pre-settlement 
programmes at SWIFT. “When 
markets fall, people try to work 
more together on common pain-
points, and they look for a trusted 
industry utility like SWIFT. We 
have found enormous support to 
build out our new services in these 
challenging times.”

Gaughran believes things have 
now calmed down a bit. “But there 
is still a lot of uncertainty,” he says, 
noting that the focus is on better 
management information and 
exposure reporting. “Eventually 
we’ll see cross-product margining 
and maybe more exchange-traded 
products,” he says, “but that won’t 
happen immediately.”

Calculating collateral risks
The new focus on risk is already 
having an impact on approaches to 
collateral. “Some asset managers 
used to view collateral management 
as an inconvenience,” says 
Gaughran, “something that had to 

be done to allow them to trade 
OTCs. Now they see it as protec-
tion and are much more proactive.”

His team emphasises the impor-
tance of daily collateralisation. The 
terms are agreed in the Collateral 
Support Annex (CSA) to the 
International Swaps and Derivatives 
Association (ISDA) standard agree-
ment, and they can be daily, weekly 
or monthly. “Buy-side � rms may not 
realise that anything less than daily is 
considered unsecured exposure,” 
notes Gaughran. “This signi� cantly 
affects execution prices.”

Custodians too are involved in 
collateral management as they move 
the securities to the broker on a 
margin call. “If required, we run a 
tripartite account so the securities 
pledged to the broker stay with us 
but the brokers and asset managers 
can view the positions,” says Cherie 
Graham, global head of the deriva-
tives product group at Brown 
Brothers Harriman (BBH). “In this 
situation, the broker has control 
over securities movements, but 
ownership of course remains with 
the fund.”

Until recently Graham tended to 
see asset managers in one of two 
buckets: very large derivative users, 

How much pain is the 
credit crunch causing 
in OTC derivatives 
operations?

How are attitudes 
to collateral 
management 
changing?

What is the status 
of the SWIFT FpML 
pilot?

Advancing critical dialogue
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who had their own collateral 
management systems, and small 
users, who waited for the broker to 
call them. “Now,” she believes, 
“�rms are more aware of collateral 
considerations, and margin calls go 
both ways. Firms are looking for 
robust outsourcing options.”

Collateral management can, 
however, be very complex and �rms 
are always looking for simpli�ca-
tion. “We operate an optional ‘long 
box’ service for collateral manage-
ment customers,” explains 
Gaughran at JPMorgan. “They put 
collateral in the long box, which we 
use to respond to margin calls 
without having to call our clients 
for collateral each and every time. 
That reduces operational overhead 
without losing control.”

Gaughran admits that there is not a 
lot of cross-margining between OTC 
derivatives and other exposures. “But 
we can rehypothecate collateral 
between counterparties to ensure an 
ef�cient use of capital,” he adds. “In 
time, cross-product margining will 
further reduce funding costs.”

Another bank seeing “healthy” 
interest growing for their middle 
of�ce solutions is HSBC. “This 
service, which leverages the strength 
and scale we have in the Hedge 
Fund Administration area, has seen 
particular demand from our clients 
where they require independent 
pricing of OTC instruments that 
are held within their daily priced 
funds,” says Alan Plom, head of 
operations, HSBC Securities 
Services, Institutional Fund Services 
Europe. “As well as using these 
valuations for net asset value (NAV) 
purposes, we are also using them to 
validate the reasonableness of 
broker margin calls.”

Con�rmations and beyond
The push to automate OTC deriva-
tives began in 2005 when the 
regulators, led by the Federal Reserve 
Bank of New York (NY Fed), put 
pressure on dealers to reduce their 
con�rmation backlogs. “While 
outstanding con�rmations declined 
steadily from 2005 through to the 
summer of 2007,” says De Maria at 
DTCC, “the subsequent volatility 
showed that there were still scalability 
problems in the industry. It wasn’t 
any one thing, just the aggregate 
effect of various issues.”

While backlogs have improved, 
even during the last 12 months, 
Plom sees the growth in trade 
volumes putting greater emphasis on 
the need for automation of trade 
af�rmation and con�rmation 
matching. He admits, however, that 
fax and e-mail continue to be a 
relatively common method of 
communication despite the new 
electronic solutions for the buy-side.

Bezant at Morley describes how 
the process is adapting. To calculate 
the daily unit price on their funds 
they currently need the trades 
entered and con�rmed using 
utilities like SwapsWire and T-Zero 
on trade date, but counterparties 
are only entering data into the 
utilities on T+1 or even T+2 or 3. 
In a recent letter to the NY Fed the 
banks said they are aiming for T+1. 
“This is unacceptable for retail 
regulated funds,” says Bezant, 
“where trades have to be included 
in the price on trade date. So we are 
now building our own order 

�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/SERV

�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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management system (OMS) to be 
able to achieve this independently 
of the utilities and the sell-side.”

Using an OMS for OTC is a 
growing best practice. “Our statistics 
with DTCC are pretty good,” says 
Chris Sims, head of investment 
operations, Gartmore Investment 
Management. “Everything is mostly 
con�rmed within �ve days, but we 
put everything through our OMS to 
�ow into the outsourced back of�ce 
and be matched on DTCC, so we 
can do our valuations and update 
things if there’s a mismatch.”

Meanwhile, the pressure is 
growing on valuations. “There is 
much more attention to independ-
ent pricing,” says Graham at BBH. 
“Asset managers who relied on just 
the broker for valuation now want 
an independent view. Those who 
had both now want a third quote.” 
She also con�rms increased attention 
to reconciling on a regular basis.

To control costs, the larger buy-
side �rms are increasingly turning 
to outsourcing. “We have inde-
pendent pricing as well,” says Sims, 
“but that’s all run by the fund 
administrator too on our behalf. 
We only get involved if there’s a 
dispute with the counterparties.”

Sims describes the big push this 
year around as improving the data 
to enable better risk management. 
“Here we’re limited by our account-
ing systems,” he adds, “but we’re 

�nding ways to store and analyse 
more information in the front end.”

“We are also seeing a lot of errors 
on trades,” agrees Bezant, “espe-
cially 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.”

So despite all the progress, is the 
market still in some sense ‘broken’? 
Hugh Daly, CEO, Message 
Automation, a technology vendor 
focusing on post-trade processing of 
OTC derivatives, thinks it might be. 
“From what we’ve seen, there are a 
lot of missing or inaccurate data still 
circulating,” he says. “The opera-
tional risk issues will hit people 
downstream in settlements or 
collateral management. Fixing that is 
the current focus for many �rms.”

The expanding ecosystem
OTC derivatives have seen a 
growing ecosystem of utilities and 
service providers like DTCC, 
Markit/SwapsWire, T-Zero, 
Trioptima, and now SWIFT, not to 
mention the fund administrators, 
custodians and independent valuers.

“Services are still quite fragment-
ed, although it is getting better,” 
says Daly, “and competition keeps 
people honest.”

Graham at BBH argues that the 
current landscape is confusing and 
complex to the buy-side, because 
many of the utilities grew up on the 
sell-side and are very product-
oriented.

“For the moment there’s enough 
activity to go round and a need for 

innovation,” concludes Gaughran 
at JPMorgan. “Eventually we’ll see 
consolidation but in the short term 
more proliferation is not unlikely.”

Keulemans at SWIFT sees a 
familiar historical process. “New 
players typically invent their own 
messaging standards to be quick to 
market,” he says. “However, as 
volumes grow people look for 
interoperability and straight-
through processing across service 
providers. So we are now talking 
seriously with some of the market 
infrastructure companies about 
standards.”

Standards are also key for technol-
ogy vendors struggling to support all 
the interfaces. “Our relations with 
the service providers are critical,” 
explains Geoff Harries, vice presi-
dent, product strategy at CheckFree, 
now part of Fiserv, a global provider 
of securities operations solutions. 
“We get early visibility of change 
and have to lock that down to meet 
implementation timeframes, but 
there is also pressure to standardise 
across platforms to provide a 
consistent post-trade process. That’s 
a more dif�cult challenge. We need 
to be able to accommodate the 
different rates of change by all 
market participants and infrastruc-
ture players.”

SWIFT’s role
SWIFT initially focused on the 
traf�c between the buy-side and 
their custodians as one of the major 
gaps in the market. “Our pilot was 
launched last year,” says Keulemans, 
“but it takes time for people to get 

�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
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geared up for FpML (Financial 
products Markup Language).”

“Once SWIFT put a stake in the 
ground on FpML,” says Graham at 
BBH, “the buy-side started to 
invest. We expect volumes to start 
in the next couple of months. 
Reconciliation messages are then 
the next priority. These are key for 
operations.”

Graham explains that the SWIFT 
pilot took longer than expected, 
when they discovered that the 
industry had not yet de�ned 
standard business processes. “It 
wasn’t just a technical matter of 
de�ning message formats,” says 
Graham. “So we �rst spent some 
time agreeing the business rules.” 
To help the process, SWIFT is 
providing the necessary advice and 
guidance with implementation.

Graham is very optimistic about 
the SWIFT FpML pilot. “Even if 
we just do credit-default swaps 
(CDS) and interest rate swaps for a 
few of our largest derivatives 
traders, that will take enough 
volume off the table to make it very 
worthwhile,” she says.

While the buy-side gears up for 
FpML, SWIFT is raising its 
investment in OTC derivatives. 
“Complementarity and coverage are 
the two key themes of all our 
initiatives,” says Keulemans. 
“However, instead of trying to 
balance all the interests, we are now 
organising around communities,  
like the prime brokers and execut-
ing brokers, the buy-side and their 
custodians or infrastructure compa-
nies like central counterparties, 
CSDs or trading portals for their 
post-trade requirements.”

SWIFT is trying to promote these 

community interests through a 
range of cost and risk-reduction 
initiatives. “For example,” says 
Keulemans, “prime brokers want to 
manage their hedge funds them-
selves, but look to us to connect up 
the executing brokers to con�rm 
trades for clearing or credit inter-
mediation and other services.”

For each community, SWIFT tries 
to work with an advisory group to 
agree priorities, messaging syntax 
and development plans. “We look 
much more at interoperable, end-to-
end solutions and can partner with 
other �rms to provide that,” says 
Keulemans. “People are encouraging 
us to support a wider range of asset 
classes, for example, and more 
geographical regions. It makes sense. 
Global players have a real push to 
automate right across the �rm.”

SWIFT communities are grow-
ing, with all the major sell-side 
�rms, inter-dealer brokers, top asset 
managers and most of the large 
hedge funds now on board. They 
are also introducing lightweight 
connectivity options to support 
smaller players or their asset-
servicing agents. “Our priority now 
is to work with the prime brokers 
and the smaller regional brokers as 
well,” says Keulemans, “where we 
can aggregate demand.”

Futures
DTCC and others are also building 
out their capabilities. “Our settle-
ment netting service has been a great 
success,” says De Maria. “We have 
used SWIFT to link to CLS Bank 
since last November. The service has 
been proven with the dealers and 
will roll out to other participants in 
the coming months.”

Successor events and corporate 
actions are coming this summer for 
CDS, along with coupon and credit 
event calculations for indexed 
tranches. Meanwhile DTCC is 
building out the existing functional-
ity on the trade con�rmation 
platform for OTC equity and 
interest rates derivatives. “Eventually 
as for CDS we would expect to offer 
deal warehousing and maintenance,” 
says De Maria, “then calculations 
and central settlement for other 
OTC derivatives asset classes.”

With other service providers 
showing similar ambition, the next 
couple of years will be busy, but 
Harries at CheckFree is a realist. 
“There are always ‘legacy systems’,” 
he says, “and it’s not always a bad 
thing. ‘Legacy’ often means it 
works.”

People want to consolidate but it 
takes time to change the process and 
with rapid product innovation and 
market change, �rms may �nd they 
are constantly chasing the latest 
initiative. “It’s sometimes easier to 
complement existing systems than 
reinvent,” concludes Harries.

Perhaps SWIFT’s strategy of 
complementarity and coverage is 
indeed the right one for these 
turbulent times. 
Bob Giffords, banking and technology analyst, 
welcomes comments on this article:
Bob.Giffords@btinternet.com

�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 
asset managers’ 
and hedge 
funds’ strategies 
converging?

People who spend a lot of 
time together often begin to 
assume each other’s manner-

isms. This also seems to apply to 
buy-side � rms. 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.

Many long-only managers are 
starting to invest in a wider range of 
� nancial instruments, venturing 
into equity derivatives, for example. 
Some are adopting hedge-fund-like 
long-short techniques such as 
130/30 funds and absolute return 
strategies. Equally, thanks to wider 
acceptance of their investment 
methods, hedge funds are blossom-
ing into larger institutions and in 
some cases are adopting long-only 
techniques to complement their 
more innovative trading and 
hedging activities.

The similarities between the two 
types of buy-side � rm look set to 
grow. “Convergence between long-
only funds and hedge funds is a 
reality and is going to be a theme 
for the medium term,” says Mike 
Ward, head of equity derivatives 
� ow sales, EMEA, at investment 
bank Merrill Lynch. “The historical 
barriers separating what a hedge 
fund does and what an institution 
does are gone.”

Drivers for change
A big reason for long-only funds’ 
broadening investment horizons, in 
Europe at least, is the introduction 
of the third revision of the 
Undertakings for Collective 
Investment in Transferable 
Securities regulations (UCITS III) 
in 2002. The regulation came into 
full force in February 2007. It 
allows mutual funds to invest in a 
wider range of � nancial instru-

ments, including over-the-counter 
(OTC) derivatives, and as such has 
enabled funds to participate in 
130/30 strategies, a structure that 
allows a fund to short a percentage 
of its portfolio for reinvestment at 
the long end.

Long-only funds have responded 
to these new-found abilities in a 
variety of ways. “Sometimes they 
just implement derivatives strategies 
within their existing mandates; 
sometimes they create new man-
dates where their investment 
strategies are much more akin to 
those of a hedge fund,” says Ward. 
“People will look back and think of 
UCITS III as being the catalyst for 
this change.”

Client demand is also playing a 
role in long-only funds’ desire to 
invest in new asset classes. Now 
funds have the ability to use 
instruments such as derivatives to 
hedge away risk, their investors are 

How far do they 
need different 
services from banks?

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

Advancing critical dialogue
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understandably keen to take 
advantage of them.

The emergence of a new genera-
tion of traders and portfolio 
managers, well-versed in hedge 
fund techniques, is also encourag-
ing funds to be more adventurous. 
“Up-and-coming fund managers 
are being educated on derivative 
strategies while they gain experi-
ence on trading desks around the 
world,” says Pete Townsend, head 
of fund service operations at BNP 
Paribas in Dublin, Ireland. “The 
traders with good track records 
should be able to use this experi-
ence with derivatives for the bene�t 
of investors when they �nally get 
their own fund mandates.” The 

sophistication of the market 
generally is growing. “Derivatives 
strategies are more widely accepted 
and investors are more sophisti-
cated and are calling for them as 
well,” he adds.

Know your customer
The convergence of hedge funds 
and long-only managers is prompt-
ing banks to revisit how they deal 
with the two sets of clients. Not 
only are the two groups increasingly 
sharing strategies; there is now 
more crossover in the services they 
demand from the banks that cater 
to them. Banks are �nding that the 
products offered to hedge funds by 
their prime brokerage departments 
can bene�t long-only customers 
and that the global custody divi-
sions set up to service traditional 
asset managers can offer useful 
functions to hedge funds.

At Deutsche Bank, for example, 
hedge funds have traditionally been 
dealt with solely by a speci�c prime 
brokerage division – Prime Finance 

– which combines global custody 
with �nancing. But now several 
departments, including the domes-
tic custody unit, are involved in 
serving them. “We now work with 
Prime Finance very closely, because 
from the sub-custodian and trustee 
side we can offer special-purpose 
offshore vehicles and other struc-
tures for hedge funds entering 
domestic emerging markets,” says 
Michael Gedigk, managing director 
and head of sales and client rela-
tions, domestic custody services, 
Deutsche Bank.

The bank’s domestic custody 
services unit also offers information 
to hedge funds wanting to access 
particular markets. “As margins 

�The historical barriers separating what a 
hedge fund does and what an institution 
does are gone.�
Mike Ward, Merrill Lynch

�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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within the hedge fund industry 
become tighter, and funds are 
racing to �nd the next new oppor-
tunity, they need local expertise to 
�gure out how best to enter or 
work with a market,” says Gedigk. 
“In some cases they have decided 
that Prime Finance is the preferred 
but not necessarily the only way to 
invest in a market. We work very 
closely with Prime Finance to �nd 
the optimal solution for our clients, 
which can be a mix between the 
two groups.”

The sharing of services goes both 
ways. SWIFT is �nding that, 
thanks to the growing use of 
130/30 strategies, long-only manag-
ers are increasingly using services 
originally designed for hedge funds. 
“There is a convergence,” says Jean 
Sonneville, head of investment 
management services, SWIFT. “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.”

A big differentiator between hedge 
funds and traditional asset managers 
is the fact that hedge funds are 
subject to little or no regulation in 

many jurisdictions. But because 
acceptance of hedge funds is 
growing, and they are grabbing a 
larger share of investments, they are 
starting to catch the eye of regula-
tors. If they do become regulated, 
they may require even more of the 
services traditionally offered to long-
only managers. “There are certain 
jurisdictions that do not allow hedge 
funds to invest directly in their 
market unless they are regulated,” 
says Gedigk. “If they were regulated, 
then obviously they would have 
direct access into those markets and 
that would change our prospects for 
those clients quite considerably.”

Because of the blurring of the 
lines between traditional asset 
manager and hedge fund, some feel 
it no longer makes sense to offer 
services based on the type of 
institution, and that they should be 
offered based on need and strategy. 
To tackle the convergence, Ward at 
Merrill Lynch says his �rm has 
strengthened the account manage-
ment process to get a better grasp of 
what clients, regardless of the type 
of �rm, are trying to achieve. “The 
key thing is to get the account man-
agement right �rst, to truly under-
stand the client, because everyone’s 
needs are slightly different,” he says. 
“You can’t put �rms in buckets. You 
may be able to say that a particular 
group of portfolio managers has 
similar needs, but you can’t de�ne it 
by organisation now.”

SWIFT takes a similar approach. 
The cooperative serves hedge funds 
and long-only managers from the 
same team, but treats each client 
based on their needs rather than 
their heritage. “There is a consistent 
blurring of boundaries between 
�rms now,” says Bill Gourlay, head 
of global market management for 
funds, SWIFT. “It is absolutely 
impossible to put people into one 
particular box and say, ‘That’s what 
they are, so this is the service they 
want.’ I don’t think it will ever work 
like that and as the lines continue to 
blur, it’s going to be ever more 
incumbent on companies like 
SWIFT to understand exactly what 
each client wants and offer a breadth 
of service that covers all the needs.”

The convergence of product 
offerings is perhaps most apparent in 
the technology employed in the 
fund administration area. In some 
cases, hedge funds and traditional as-
set managers are using exactly the 
same fund administration systems. 
“We recognise that the needs of 
hedge fund managers and the way 
they want to be serviced differs from 
that of traditional asset managers, 
but the technology requirements and 
the operating models that are 
required to support the funds have 
de�nitely converged over the past 
�ve years or so,” says Townsend at 
BNP Paribas. “Our strategy is to be 
able to handle all of our clients from 
a fund management perspective – 

�Long-short strategies make up a 
maximum of 1% or 2% of long-only 
managers� overall asset allocation. I don�t 
want to say it is of no consequence but it 
is still very small.�
Bob McDowall, TowerGroup
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long-only managers and hedge funds 
– on the same platform. We are 
doing this today.”

Vive la différence
Despite the growing similarities 
between hedge funds and long-only 
managers, the gap between them has 
not disappeared. Although some 
long-only managers have begun to 
embrace techniques such as 130/30 
investing, it has yet to take off to the 
extent that many hoped and expect-
ed. “In the overall context, long-short 
strategies make up a maximum of 1% 
or 2% of long-only managers’ overall 
asset allocation,” says Bob McDowall, 
senior European analyst at research 
and advisory �rm TowerGroup. “I 
don’t want to say it is of no conse-
quence but it is still very small.” 
Sonneville at SWIFT agrees. “It is a 
nascent industry – it’s growing, but 
it’s not that big yet,” he says.

Simply adopting some long-
short investment tactics does not 
necessarily transform a traditional 
asset manager into a hedge fund. 
“The traditional investment 
manager is still in the elementary 
stages of being able to do some of 
the same types of investing as a 
hedge fund,” says Matthew Simon, 
an analyst at research and consult-
ing �rm TABB Group.

He acknowledges that long-only 
managers are increasingly using 

long-short strategies and points out 
that during the research for a recent 
TABB study, several hedge funds 
indicated that they were launching 
long-only investment strategies. But 
he feels there is still much separating 
the two groups. “There are signi�-
cant differences in the way they look 
at the investment,” he says. 
“Relatively speaking, hedge funds are 
better known for capturing short-
term glitches in the market through 
quantitative and statistical means, 
rather than playing the role of a 
long-term investor.”

The result is that while banks may 
be offering similar products to both 
types of client, and in some cases 
have stopped segregating customers 
by company type, the two groups 
are still treated differently in many 
respects. Despite using the same 
technology, for example, hedge 
funds and asset managers look for 
different levels of service from fund 
administrators. “Generally, hedge 
fund managers already have a prime 
broker picked out and are looking 
for a hedge fund administrator 
second or third down the list,” says 
Townsend at BNP Paribas. “The 
long-only manager comes to you for 
the whole package. They want a 
custodian, they want a fund admin-
istrator, they want daily position-
keeping and reporting.” He explains 
that as a result, BNP Paribas has 

separate mutual fund and hedge 
fund teams in its Dublin securities 
services operation, which was set up 
in 2001 as an extension of the bank’s 
European investor services business.

The two groups of clients also 
differ in how quickly they want 
information and feedback from 
fund administrators. “UCITS 
long-only managers want daily 
valuations and hedge funds 
generally want weekly or monthly 
valuations,” says Townsend. 
“From an operational perspective 
you have to structure your teams 
based on what you are delivering 
each day.”

Some feel hedge funds and long-
only managers will never be seen as a 
single, homogeneous client base, 
regardless of how much the needs of 
the two groups converge. “There 
will always be two types of groups,” 
says Gedigk at Deutsche Bank. “Just 
the ability to leverage is a huge 
difference. Even if you start regulat-
ing hedge funds, they will still be 
distinctly different from the tradi-
tional funds. They serve a different 
purpose and they use different 
investment philosophies.” 

�Relatively speaking, hedge funds are 
better known for capturing short-term 

glitches in the market through 
quantitative 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

In recent years, the � nancial 
services industry has spent 
innumerable hours lamenting 

the existence of multiple standards 
where one would do. At the same 
time, there is a broad recognition 
that individual communities need 
to be able to ensure that any 
standards developed match their 
speci� c processing needs. The 
industry has therefore been grap-
pling with how to reconcile these 
two objectives. Is ISO 20022 the 
answer?

This May saw the launch by 
SWIFT, the International Swaps 
and Derivatives Association 
(ISDA), FIX Protocol Ltd and the 
International Securities Association 
for Institutional Trade 
Communication (ISITC) of a 
� nancial messaging investment 
roadmap, laying the groundwork 
for a move over time towards one 
common � nancial messaging 
standard. ISO 20022, or UNIFI, 
has been proposed by ISO as the 

platform for the development of all 
� nancial messages. As such, it does 
not describe the messages them-
selves, but is rather a ‘recipe’ to 
develop message standards, com-
prising three main ingredients: a 
development methodology drawing 
on business � ows; a registration 
process; and a central repository.

The roadmap is a result of 
collaboration among standardisa-
tion bodies working across a wide 
range of asset classes. “Part of the 
promise of ISO 20022 lies in the 
breadth of industry buy-in to the 
endeavour,” says Bob Blair, vice 
president, channel management, 
JPMorgan Chase. “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 processes. 
In part, ISO 20022 has its genesis 
in SWIFT standards, but it has a 
life beyond that.”

UNIFI’s greatest success so far has 

been in engaging different segments 
of the industry as well as perceived 
competitors within each segment. 
Interest is also evident across 
geographies. “Even parts of the 
world that are big users of domestic 
formats like the US are now 
discussing moves to ISO 20022,” 
says Gottfried Leibbrandt, head of 
Markets, SWIFT. “In Europe, on 
the payments and securities side, we 
see a real momentum for ISO 
20022. In Asia too, I’ve had 
discussions with the central deposi-
tory and the payment system in 
Japan, where they’re both looking 
ahead to what comes after their 
current domestic standards.”

Reasons to migrate
While actual take-up of ISO 20022 
varies across domains, the rationale 
for migration is not dif� cult to 
fathom. On the one hand, the new 
XML format that results from the 
ISO 20022 standardisation process 
allows for greater precision and 

What is the 
� nancial messaging 
investment 
roadmap?

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

Is there suf� cient 
commercial input 
in the standards 
development 
process?

Advancing critical dialogue
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therefore leaves less room for 
differing, incompatible interpreta-
tions. “ISO 20022 has far more 
speci�city around the use of data 
elements,” says Blair. That does not 
mean, of course, that there is no 
room for bad practice and bilateral 
agreements, but the possibilities are 
considerably decreased.

Beyond the quality of the message 
content, there are clear advantages 
in terms of both cost and time in 
minimising the need for translation 

between standards. Such translation 
requires mapping data directly from 
one application to another and 
vice-versa. Apart from the cost, the 
process is not easily scalable. If, for 
example, seven different standards 
each need to communicate back 
and forth with the other six, this 
would require 42 translation 
interfaces (7x6). If another three 
standards were introduced, there 
would now be ten standards 
altogether, each needing to commu-
nicate with the nine others. The 
number of interfaces required 
would then double to 90 (10x9).

Nirvana postponed
That said, the path to global, 
comprehensive and consistent 
implementation of ISO 20022 

across all areas of �nancial services 
activity is not without obstacles. 
Even where implementation has 
been achieved, there is still a need 
to ensure that the standard 
remains abreast of business 
developments. “Having created 
the standard, we need to have a 
mechanism to engage with the 
users on an ongoing basis, because 
the payments landscape does 
change,” says Blair’s colleague 
Brian Wedge, global product 
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 doesn’t meet 
a particular need, people will 
make bilateral arrangements.”

�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 
processes.�
Bob Blair, JPMorgan Chase

�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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The fact that UNIFI decouples 
the underlying business model from 
the actual message syntax ensures 
that the resulting messages in their 
physical representation correspond 
to real business �ows. Yet, even 
where standards have been de�ned 
for a speci�c set of activities, take-
up is dependent on other criteria. 
“New standards often represent a 
fairly signi�cant investment on the 
part of our clients,” says Wedge. “Is 
it, for example, worth them 
changing their software vendor and 
taking on a new package just to 
take advantage of a new standard? 
It’s not usually the standards that 
drive these decisions,” he suggests.

Leibbrandt at SWIFT �nds that 
customers from different industry 
segments respond with varying 
degrees of enthusiasm to the 
possibility of ISO 20022 adoption, 
depending to some extent on how 
well their existing needs are catered 
for. “I’m responsible at SWIFT not 
just for the standards but also for the 
value proposition to our customers,” 
he comments, “and if we talk to 
some of our largest customers, for 
example, the custodians, they are not 
convinced of the case for migrating 
to 20022. It’s seen as great for new 

applications, but where we have 
well-established standards – and 
securities clearing and settlement 
with ISO 15022 is a great example – 
the migration costs are thought by 
many to outweigh the bene�ts of 
moving to a new standard.”

This has direct implications for 
SWIFT, which is both a developer and 
promoter of standards for its commu-
nity in general as well as the ISO 
20022 Registration Authority, the 
guardian of the UNIFI Financial 
Repository. “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,” says Leibbrandt. 
Blair meanwhile acknowledges that, 
“ISO 20022 provides a mechanism for 
convergence, but that is a long-term 
project for which patience is required.”

For individual banks, the challenge 
of handling multiple message formats, 
while not ideal, is hardly new. “Today, 
we support a vast array of different 
formats,” says Wedge. “MT is one, 
EDIFACT is another, as are local in-
country formats.” ISO 20022 would 
be one more, he says, “though the 
hope is that the number goes up by 
one and then starts to come down.”

Reaching the top
Overall management of the use of 
the ISO 20022 standard is assigned 
to a Registration Management 
Group (RMG), comprising senior 
industry experts under the auspices 
of Technical Committee 68 – 
Financial Services (TC68) of the 
International Organization for 
Standardization (ISO). The RMG 
monitors the overall registration 
process, including the performance 
of the other registration bodies.

For Gerard Hartsink, senior 
executive vice president, ABN 
AMRO, and convenor of the ISO 
20022 RMG, the majority of 
people in the transaction-banking 
arena are convinced that ISO is the 
way forward, but there remains a 
communication gap. “We need the 
engagement of the top management 
as well as those who implement the 
standards from a �nancial institu-
tion and technology provider 
perspective,” he says.

There is also a need to widen 
penetration of the standard geo-
graphically to avoid the risk of 
creating a regional American and 
European standards environment. 
He points to areas where language 
characters are an issue and where 

�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
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convertors, though in use, are a less 
than perfect solution.

Hartsink identi�es two levels at 
which communication needs to 
take place. “At the ‘micro-level’, 
standardisers need to understand 
the required content of the mes-
sage, but the business people have 
broader concerns,” he says. “They 
need to understand the impact of 
standardisation – or the lack of it – 
on their business.”

Today, says Hartsink, “We are 
mobilising experts around the globe, 
but their top management at an 
enterprise level is not necessarily 
aware of what they are doing.” Buy-
in at that level is needed to ensure 
that the requisite resources are made 
available. At a recent Standards 
Forum meeting, for example, he 
found that a number of participants 
are not authorised by their �rms to 
�y to London, as their institution 
does not have a business there. “But 
if you don’t �y to London, you will 
be excluded from a key part of the 
standards dialogue,” says Hartsink.

The business angle
The standards development process 
does not itself lack input from the 
business users – far from it. “Some 

80-90% of the members of the RMG 
are people who have a commercial 
interest in the spaces covered by the 
standard,” says JP Morgan’s Blair, 
who is vice-convenor of the group.

“I think we have to dispense with 
the myth that standards are commer-
cially agnostic,” says James Whittle of 
APACS, the UK trade association for 
institutions that deliver payments 
services. “There is a commercial edge 
to standards,” he points out. “From a 
collaborative point of view, therefore, 
the �rst thing we need to understand 
is what the signi�cant business 
problems are that standards can solve 
and for which it is commercially 
viable to put in the investment to 
make the solution work from a 
standards point of view.”

Collaboration in standards 
creation and development does not 
imply any less competition in the 
commercial sphere. “There are some 
who suggest that standards are anti-
competitive since they level the 
playing �eld and reduce ‘stickiness’ 
in client relationships,” says Blair, 
“but what we as banks do with 
SWIFT is evidence of the fact that 
standards need not limit competi-
tion.” Reducing the cost of switch-
ing from one format to another, he 

suggests, actually promotes competi-
tion among service providers.

Richard Soley, chairman and CEO 
of the Object Management Group, 
which maintains the UML model-
ling language used to de�ne the 
business processes that the message 
formats then express, has been 
involved in standards in some two 
dozen vertical markets. He suggests 
that the success of any standards 
initiative needs to be measured over 
the long haul. “It’s hard; it just takes 
time,” he says. “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. 
Then you have to explain why this 
new standard is a quantum leap 
towards lower costs, greater volumes, 
better pro�t and more �exibility in 
the face of constant change.” Using a 
modelling infrastructure such as that 
underpinning ISO 20022, says 
Soley, allows the �nancial services 
industry to continue to be respon-
sive in the face of that change. 

�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

Share your views on  
this topic:
www.swiftcommunity.net/
standards
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Corporates  and  SEPA 
� avoiding the rush

Most corporates agree that 
the long-term bene� ts of 
the Single Euro Payments 

Area (SEPA) promise to override the 
short- and medium-term pain. 
Standardising cross-border and 
domestic payment � ows onto a single 
platform should bring greater 
operational ef� ciencies, lower costs, 
improved transaction speeds and the 
freedom for corporates to negotiate 
the most cost-ef� cient banking 
services and gain access to more 
banks across the SEPA zone. Indeed, 
once SEPA is a reality, corporates will 
be able to choose from any bank 
across Europe rather than having to 
rely on the two or three domestic 
‘usual suspects’. And while the 
growing pains may seem acute, the 
ultimate aim of SEPA is to fashion 
out of diversity a harmonised 
payment landscape to rival the US. 
Given that the eurozone wrestles with 
diverse local regulatory requirements, 
a host of different legacy data 
forrmats and other challenges, no-one 
ever thought it was going to be easy.

Inhibiting factors
So far, launching SEPA Credit 
Transfers, which went live in January 
2008, has been straightforward. 
Volumes are limited, relating 

essentially to cross-border transac-
tions, and banks have been able to 
convert existing standards into the 
SEPA formats. When it comes to 
more complex issues – such as 
migrating direct debit mandates, 
applying Bank Identi� er Code (BIC) 
and the International Bank Account 
Number (IBAN) to domestic 
transactions and duplicating central 
bank and SEPA reporting require-
ments – the market is likely to be 
more reticent. Until there is certain-
ty on these issues, corporates and 
public administrations appear 
reluctant to take the migration leap.

Stages of readiness
Corporate readiness varies dramati-
cally, which is hardly surprising, given 
the deadline for corporate migration 
to SEPA has not yet been decided, 
Some � rms are actively working with 
their banks to prepare their platforms 
for SEPA or are using it as a catalyst 
to restructure operations. Others are 
collectively trying to lobby for 
changes to the SEPA rulebook. Still 
others have decided to park the 
project until national regulators and 
central banks provide further clari� -
cation; or they have so many other 
priorities that migrating to SEPA 
standards is not at the head of the list. 

A few corporates are simply unaware 
of SEPA requirements whilst others 
are waiting until the migration 
transition time runs out before 
making a move.

Volumes to rise with Direct Debit
Some banks, including Deutsche 
Bank, Citi, Barclays, BNP Paribas and 
JPMorgan, have substantial invest-
ments in SEPA and are now waiting 
patiently for transaction volumes to 
increase. “We’ve invested now for 
future volume and the price advan-
tages that come with greater scale,” 
con� rms David Aldred, co-head of 
corporate sales EMEA, JPMorgan 
Treasury Services. “Volumes are still 
modest, but they are above our 
forecast.” Momentum is expected to 
gather pace when the SEPA Direct 
Debit scheme goes live in November 
2009 and high-volume retail organisa-
tions with hundreds of thousands of 
domestic customers come on board. 
Another major bene� t of SEPA Direct 
Debit is that it will also allow many 
corporates to do their collections from 
a single account, which will enable 
them to reduce working capital. In the 
meantime, a number of banks are 
looking at alternatives to SEPA Direct 
Debit in case the mandate prooves to 
costly to operate. 

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

Are industry 
timeframes 
realistic?

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

Advancing critical dialogue
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Banks are also looking to leverage 
their investment by offering value-
added services like Edifact and 
IDOC conversion to XML, SEPA 
compliance consultancy services 
and the provision of domestic BIC 
and IBAN directories.

For many corporates, especially 
those outside of the EU, this IBAN 
service is especially important since 
many are struggling to include payees’ 
IBANs – and BICs within the 
payment instruction. In the short 
term, this gives banks an opportunity 
to provide a value add, but in the 
future consistent use of IBANs will 
increase straight-through processing 
(STP) since it reduces cross-border 
transaction errors.

Education is all
Tom Buschman, chairman of the 
Transaction Work�ow Innovation 
Standards Team (TWIST), feels that 

corporate adoption is largely a matter 
of education. “At a recent conference 
for the 200 EU subsidiaries of one 
large US organisation,” he says, “only 
10% of the company’s 70 payment 
specialists were aware of SEPA and 
only a few had been contacted by 
their bank about it.” Karoline von 
Richthofen, head of corporate 
payments, Deutsche Bank Global 
Transaction Banking, agrees that 
education and communications are 
vital. “If corporates are reluctant, it’s 
most likely due to poor communica-
tion,” she suggests, citing large direct 
debit users who face a frustrating wait 
to receive feedback from regulators 
on their legacy mandate queries. As 
part of its SEPA commitment, 
Deutsche Bank has been running 
education campaigns since 2005 with 
workshops, global presentations and 
sitting with clients’ IT and opera-
tional teams to assess SEPA readiness.

Another four years?
“Another challenge to take-up,” says 
Aldred, “is that corporates have a 
lot on their plates because of 
current conditions with audits, 
other compliance issues and 
pressures on their systems, all of 
which pushes SEPA to the back-
ground.” He is con�dent that 
momentum will accelerate when 
the complete SEPA solution, 
including direct debits and collec-
tions, are in place, which he 
estimates to be in 2010.

Gianfranco Tabasso, coordinator 
of the European Association of 
Corporate Treasurers (EACT) 
Payment Commission, thinks 2012 
is a more realistic date for a fully har-
monised eurozone to be up and 
running. “To begin with, the 
corporate community isn’t going to 
make any moves until the Payment 
Services Directive (PSD) – which 

�[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
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goes beyond SEPA to include all 
new instruments – comes into law in 
November 2009,” he says. “To force 
the issue, banks have been putting 
pressure on the regulators to set 
compliance cut-off dates to force 
corporates off the fence – a tactic 
that worked successfully with the 
euro.” Tabasso doubts, however, that 
trying to enforce a date for all SEPA 
users would stand up legally.

Bank-to-corporate collaboration
In the meantime EACT members 
have been lobbying banks and 
regulators to make changes to the 
SEPA rulebook and PSD guide-
lines, neither of which, predicts 
Tabasso, are likely to happen with 
great speed. “The good news is 
there is a change of attitude within 
the banks. They 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.” 
Hopefully, this dialogue will hasten 
the development of corporate-to-

bank SEPA communications, which 
at the moment is mostly limited to 
interbank transfers.

Who wins when?
Who stands to gain from SEPA? 
“We haven’t encountered any large 
corporate that is not convinced 
about SEPA’s long-term advantages,” 
says von Richthofen at Deutsche 
Bank. As to when these bene�ts will 
be realised, this seems to depend on 
the individual corporate pro�le. 
“Some companies will bene�t now 
while others are better advised to 
take a step-by-step approach and 
wait for direct debits,” she believes. 
For smaller and domestically focused 
corporates, or for large insurance 
�rms that view SEPA exclusively as a 
regulatory issue, there may be no 
immediate business bene�ts. That 
said, given that SEPA will be 
mandated at some point in the 
future, there are those opting to 
migrate now to achieve an early win 
with cross-border payments.

In Aldred’s view, the �rst to 
bene�t will be large organisations 
that already have systems integra-
tion and best practice in place. 
Other bene�ciaries are multination-
als who leverage SEPA to restruc-
ture their cash management or 
make operational improvements. 
These companies tend to have 
complex operations across many 

countries and want to harmonise 
their platforms – they may not be 
doing XML payments today, but 
are in preparation. One such case is 
European Aeronautic Defence and 
Space (EADS), which has made 
SEPA the cornerstone of a global 
restructuring programme.

SEPA-inspired payment factories
Based on XML SEPA standards, 
EADS’ new payment factory, which 
pilots in June 2008, will ultimately 
link around 30 worldwide of�ces and 
70 production sites – with their 
diverse enterprise resource planning 
and other legacy applications – onto a 
single centralised payment platform. 
“To base our payment factory on the 
new XML format was a natural 
choice, supported by the fact we are a 
long-term SWIFT user and so are 
able to leverage our established and 
successful corporate-to-bank commu-
nications,” says Andreas Drabert, 
treasury controller at EADS. In 
addition to creating a secure, uni�ed 
enterprise-wide payment environ-
ment, Drabert sees that providing 

�We haven�t encountered any large 
corporate that is not convinced about 
SEPA�s long-term advantages.�
Karoline von Richthofen, Deutsche Bank

�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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banks with a single, standardised data 
stream will reduce charges and give 
EADS the freedom to change 
payment factory banks more easily if 
required.

“Some banks feel it is in their 
interests to preserve the status quo 
for as long as possible because they 
view payments as a cash cow,” 
believes Buschman. “Others are 
focused on internal cost-cutting to 
survive the credit crunch and many 
will choose to outsource.” But for 
those banks that have committed to 
implementing SEPA, the bene�ts are 
signi�cant. Given they can no longer 
charge a premium for cross-border 
payments, SEPA provides tools for 
banks to make services more 
competitive through enhanced 
ef�ciency and to preserve margins 
through reduced costs. A single 
standard platform, both between 

banks and from corporate-to-bank, 
means less customised interfacing 
and IT maintenance costs, which are 
often dif�cult to pass on to custom-
ers. SEPA also brings with it a range 
of value-added services that can be 
parlayed into new revenue genera-
tion. However, as Tabasso warns, 
“Pricing will be an issue. Banks can’t 
charge more for SEPA than corpo-
rates are paying today for better 
national services. They can’t expect 
to recoup their investment in the 
short term by hiking up costs.”

Proving the concept
So is SEPA living up to its billing? 
As EADS’ Drabert puts it, “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 anoth-
er two years.” According to von 

Richthofen, SEPA is living up to 
the industry’s expectations. It was 
launched on the appointed day in 
January 2008 and has landed 
without issues. “What is important 
now is to keep the momentum 
going and to continue accelerating 
migration.” she says. “The SEPA 
launch has provided the proof of 
concept and has succeeded in 
laying the foundation for a totally 
new end-to-end process.” 
Considering the scale of the 
concept, and the amount of 
ground to be covered, this is no 
small achievement. 
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The Asian  
� nancial magnet

In China, 2008 is the year of the 
rat. For this year’s celebrations 
in Hong Kong, the Walt Disney 

company re-branded Mickey 
Mouse to be indistinguishable from 
a rat. Notwithstanding the number 
of Chinese � rms now in the 
Fortune 500 or reversals in tradi-
tional investment or acquisition 
� ows, the transformation of one of 
the most enduring icons of 
America’s global cultural and 
economic in� uence tells you all you 
need to know about the extent of 
the shift in economic power from 
west to east.

“If you’d mentioned some of the 
big Chinese names to most people a 
few years ago, you’d have drawn a 
blank. Now � rms like Lenovo, 
Haier, CNOOC and China Mobile 
are beginning to be household 

names,” says Anthony Nappi, 
regional head, Asia-Paci� c at Citi’s 
global transaction banking business. 
And like their corporate counter-
parts, Asia’s banks are making their 
presence felt through acquisitions. 
While industrial giants such as 
India’s Tata have been buying up 
luxury car brands from Ford, banks 
like ICBC of China have been 
acquiring strategic stakes in institu-
tions across the world, including 
South Africa’s Standard Bank.

Regional integration?
The growth in � nancial activity in 
Asia Paci� c is also re� ected in 
SWIFT message volumes. Outward 
SWIFT message traf� c from Asia 
grew by 29.4% in 2007, compared 
with a 21.9% increase in the 
volume of messages sent to the 

region. But securities message 
volumes from the region leapt by 
42.7% over the same period, while 
44.4% more external securities 
messages were received by Asian 
users than in 2006.

The progress made by China’s 
major banks in developing their 
international cash management 
capabilities is described as “stun-
ning” by John Ball, regional head of 
cash management for � nancial 
institutions, Asia Paci� c, Deutsche 
Bank. “There’s a huge appetite for 
education and training,” he says. 
“Already two Chinese banks have 
obtained membership of CHIPS 
(New York Clearing House 
Interbank Payment System) and 
others will follow as Chinese banks 
continue to expand their payments 
capabilities.”

How are global 
institutions growing 
their presence in 
Asia?

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

What are the 
implications of 
growing intra-
regional � ows?

Advancing critical dialogue
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Although the appetite of Asia’s 
economic powerhouses – notably 
India and China – for developing 
stronger �nancial markets in the 
region cannot be doubted, the pre-
eminence of London or New York 
are not yet under threat. The large 
number of IPOs issued by Chinese 
companies in the last 18 months 
has swelled the market capitalisa-
tion of the Hong Kong Stock 
Exchange, but Asian �rms still 
typically tap the debt markets in 
Europe and North America. While 
the new century has brought a 
willingness to seek partnerships 
beyond traditional or colonial 

alliances, most attempts to develop 
a more integrated �nancial infra-
structure have not moved beyond 
the negotiating table. “For Asia to 
be the global �nancial hub that it 
aspires to be, there needs to be 
continued progress at the regulatory 
level as well as further cooperation 
on infrastructure development,” 
says Nappi.

“Europe has had 40-50 years of 
working together toward a com-
mon goal, but there is not that 
commonality of purpose in Asia 
just yet,” says Ian Johnston, head 
of Asia Paci�c, SWIFT. “Each 
country still has its own regula-
tions, taxes, currencies and barriers 
to investment.”

Given the dif�culties in harmo-
nising different countries’ �nancial 
market infrastructures, agreement 
on common minimum standards 

offers a path forward. “Minimum 
standards between market partici-
pants on interoperability, common 
processes and market practices 
would remove a lot of the inef�-
ciencies that exist in the market 
today,” says Johnston.

Catering to local tastes
In the meantime, banks are work-
ing with the reality of fast-changing 
and diverse client needs from global 
multinationals to local corporates 
and �nancial institutions across the 
region. Walt Disney’s willingness to 
adapt Mickey Mouse for Asian 
tastes gives non-domestic banks in 
the region an indicator of the 

�Two Chinese banks have obtained 
membership of CHIPS and others will 

follow as Chinese banks continue to 
expand their payments capabilities.�

John Ball, Deutsche Bank

�For Asia to be the global �nancial hub 
that it aspires to be, there needs to be 
continued progress at the regulatory level 
as well as further cooperation on 
infrastructure development.�
Anthony Nappi, Citi
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�exible, localised strategies required 
to succeed in the region.

The large global corporates that 
have expanded their operations to 
take advantage of growth in Asian 
economies now have deeper 
relationships with local suppliers 
and customers, and thus require 
more local banking services. A 
related development is the shift 
toward conducting international 
trade via open account, rather than 
documentary methods such as 
letters of credit, driven by the closer 
supply-chain relationships between 
Asian-based suppliers and western 
corporates. “Trading on open 
account gives �rms from OECD 
countries an opportunity to support 
the working capital needs of their 
Asian partners in return for im-
proved terms of trade,” says Jiten 
Arora, global head, client access, 
transaction banking at Standard 
Chartered.

Supporting the �nancial ‘ecosys-
tem’ of large corporates in Asia has 
required Standard Chartered to 
deepen its local presence in a 
number of countries across the 
region. The bank has invested in 
local clearing memberships and has 
established dedicated teams respon-

sible for supporting the �nancing 
needs of the local businesses. “The 
challenge is to build standardised 
solutions in a non-standardised 
banking environment across the 
region,” says Arora. “That means 
handling the local regulations and 
practices so the client can have a 
clear global view of his business 
from his home country.”

While Arora acknowledges a rise in 
east-to-west transactions and invest-
ments, he says the importance in 
intra-regional �ows must not be 
underplayed. “A large number of 
Asian businesses no longer just want a 
bank that can help them in their local 
market; they want a partner that can 
help them reach cross-border,” he 
says. “Indian �rms are looking to 
extend their businesses into China 
and Korea. They need advisory 
services from banks when going into 
new Asian territories, as well as input 
on pan-regional structures such as 
shared services centres and regional 
treasury centres.”

For local �nancial institutions, 
growth across their retail, small-to-
medium enterprises (SME) and 
wealth management businesses in 
several Asia-Paci�c markets has 
increased demand for greater 

sophistication and differentiated 
services. In response, Deutsche 
Bank has customised its dollar and 
euro clearing and payments serv-
ices, including the provision of 
services on a white- or private-
labelled basis. Ball says an on-the-
ground presence is fundamental to 
understanding and ful�lling those 
needs. Indeed, Deutsche Bank has 
switched in recent years from an 
Asian presence based on its 
Singapore hub to a more truly local 
model. “We’ve pushed people out 
into the local markets over the last 
three years. By being more visible in 
local markets and talking in local 
language we’ve been getting closer 
to our clients,” he says.

The ability to tailor products to 
local needs may be increasingly 
important in Asia, but this depends 
on cost-effective delivery to the 
most dynamic, high-growth 
markets. “Financial institutions are 
facing the challenge of understand-
ing the right areas for investment,’” 
says Johnston. “Legacy systems and 
ways of thinking can be a barrier to 
responsiveness, which will be 
exploited by the increasingly 
nimble �rms in the Asian markets 
looking to grow market share.”

�A large number of Asian businesses no 
longer just want a bank that can help 
them in their local market; they want a 
partner that can help them reach cross-
border.�
Jiten Arora, Standard Chartered
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Citi is among the non-domestic 
institutions currently adapting their 
services to a wider range of client 
needs. While the bank has tradi-
tionally served large OECD-based 
multinationals in Asia, the opportu-
nities presented by the region’s 
sustained economic growth means 
Citi now counts many large locally-
owned large corporates and SMEs 
among its client base and partners 
with an increasing number of 
banks, non-bank �nancial institu-
tions (NBFIs) and public sector 
organisations to meet their needs.

Collaboration
According to Nappi, the traditional 
correspondent-banking model, 
where large global banks would offer 
USD, EUR and GBP clearing in 
Asia, has been replaced by a new 
paradigm built on partnerships. In 
this new climate of collaboration, 
Citi is distributing its product range 
beyond its own branch network and 
providing white-label solutions to 
other banks. The bank supplies 
international cash management 
capabilities to New Zealand’s Kiwi 
Bank on a white-label basis and has 
recently partnered with Australia 
Post on an international money 

order service that leverages Citi’s 
WorldPay international payments 
platform. “All �rms should constant-
ly re-evaluate their strengths and 
weaknesses,” says Nappi. “Any bank 
large or small might decide that its 
trade platform, for example, no 
longer warrants additional invest-
ment and then look for a partner 
that can add value. In traditional 
correspondent banking, there was 
always an element of both competi-
tion and partnership. But while 
some are stuck in the era of reciproc-
ity based on clearing and in-country 
banking services, others are looking 
to collaborate in new areas.”

Collaboration has also been a core 
element of Standard Chartered’s 
strategy for expanding its physical 
footprint to meet changing client 
needs. The bank splits its Asian 
coverage model into two categories: 
franchise markets in which it is seen 
as a local player with a “deep and 
broad presence”; and limited 
presence markets in which geo-
graphic reach is established in 
association with local partner 
institutions. “In some franchise 
markets, we might not be able to 
open as many branches as an 
indigenous bank and so have to 

integrate with third-party service 
providers; for example, a domestic 
institution or the post of�ce 
network,” says Arora. “In Japan or 
Australia, on the other hand, we 
work with local providers to deliver 
solutions to our clients that are 
seamlessly integrated into our 
overall product range.”

Citi’s Nappi acknowledges that 
even global banks cannot be “all 
things to all men” and partnerships 
support the bank’s own Asian 
capabilities. Citi has established a 
dedicated bank services group in 
the region, tasked with developing 
the bank’s strategic platform. “As 
part of an ongoing strategic 
assessment, we review our own 
strengths, then look for world class 
partners to supplement those 
where we have gaps in our distri-
bution or product range,” he says. 
The bank follows a rigorous 
process to ensure partnerships are 
mutually viable based on a range 
of criteria including relationship 
dynamics, client interaction 
arrangements and commercial 
bene�ts. “Any partnership has to 
add value to the client,” he says. 
“If we build it and no one comes, 
we re-evaluate immediately.” 

�Financial institutions are facing the 
challenge of understanding the right 

areas for investment� Legacy systems 
and ways of thinking can be a barrier to 

responsiveness which will be exploited by 
the increasingly nimble �rms in the Asian 

markets looking to grow market share.�
Ian Johnston, SWIFT
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Asian derivatives  markets 
� a work in progress

From an investment perspec-
tive, Asia’s 37 countries form 
a region in name only. In the 

area of derivatives, differences are 
even more pronounced because 
many Asian countries do not yet 
have legal frameworks governing 
complex � nancial instruments. Yet, 
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 � nan-
cial institutions, corporations and 
even high-net-worth individuals.

“The regime can change very 
fast,” says William Lee, head of the 
equity derivatives group for Asia ex-
Japan at JPMorgan in Hong Kong. 
“It is still an emerging market after 
all and there are a lot of regulatory 
issues. For us, it’s a matter of what 
kind of risk we want to take on.”

Rules for setting up a derivatives 
house in Asia differ vastly across 
the region. Some countries only 
require an onshore banking licence 
for any institution to sell and trade 

derivatives. For others, there are 
speci� c derivatives trading permits 
and foreign exchange trading 
licences that need to be obtained 
before businesses can begin 
operating. In some jurisdictions, 
institutions must also apply 
separately for licences to trade 
offshore products. Given such 
complex rules, � nancial institu-
tions need to employ staff with in-
depth local knowledge to establish 
an operation in the region. The 
process can be time-consuming 
and costly. “A strong compliance 
team is a must, and, in addition, 
traders need to be educated on 
local regulations,” says Lee.

Regulatory impact
Even after start up, differences in 
regulatory environments pose 
challenges for market participants. 
Perhaps the most critical issue is 
that the lack of an internationally 
recognised regulatory framework 
exposes investors to counterparty 
risks. Investors could � nd they have 
no recourse to action in the event 

of insolvency, if their investments 
are only governed by domestic 
rules. An example of this was the 
collapse of China’s Guangdong 
International Trust and Investment 
Corporation (Gitic) in 1999. 
Chinese authorities rendered 
invalid several swaps transactions 
the organisation had conducted 
with foreign banks, because those 
trades were deemed to be of a 
speculative nature. Those foreign 
banks suddenly found they had no 
claims on Gitic and no way of 
offsetting their related losses.

The Gitic case showed that where 
derivatives are concerned, lack of 
legal precedent in many Asian 
countries is a potential source of 
concern for investors. There may be 
no certainty in the enforceability of 
the local bankruptcy law, especially 
if the collateral backing the transac-
tions is issued locally. Some overseas 
� nancial institutions require 
transactions to be backed by 
offshore collateral so that potential 
claims could be made in interna-
tional courts should either party 

How widespread is 
derivatives trading 
across the Asian 
region?

What are the key 
regulatory concerns 
for foreign investors?

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

Advancing critical dialogue
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become insolvent, though the 
viability of that depends on the 
willingness of both sides to agree 
such a deal.

Such problems highlight the 
importance of the master agreement 
drawn up by the International 
Swaps and Derivatives Association 
(ISDA). This is an attempt to 
standardise markets and provides a 
safeguard for derivatives counter-
parties across the globe. To date, 
however, it has only been fully 
adopted in the more developed 
markets such as Hong Kong, 
Singapore and South Korea.

Speci�cally, the ISDA master 
agreement provides guidelines to 
market participants on key issues 
such as close-out netting and single 
agreement. The close-out netting 
clause ensures that all transactions 
are settled or netted at market value 
in cases of liquidation. In countries 
where netting can be enforced, all 
transactions under the ISDA master 
agreement then form a ‘single 
agreement’ between bi-lateral 
parties, rather than separate con-
tracts. These two guidelines, where 
enforceable, are key in providing a 
safety net for market participants.

“In terms of the development of 
the Asian derivatives markets, a 

major issue is counterparty risk and 
how to mitigate that,” says David 
Dredge, ABN AMRO’s head of 
local markets trading for Asia in 
Singapore. “Issues of netting and 
bankruptcy laws reside within the 
legal structure, but the tax regime is 
also an issue. The solution is a 
complex one and involves a four-
way dialogue between market 
participants, central banks, tax 
departments and legislative bodies.”

Currency controls
Apart from the regulatory environ-
ment, the other major concern in 
the market is the imposition of 
local currency controls. Malaysia, 
for example, took the extreme 
measure of pegging its currency, the 
ringgit, to the US dollar at the end 
of 1998 following the Asian 
�nancial crisis of 1997/1998. The 
ringgit was previously in free �oat 
but had fallen substantially during 
the crisis. In addition to the peg, 
the Malaysian government also 
banned offshore trade in the ringgit 
to deter currency speculation. 
Although the peg was �nally 
abandoned in 2005 after China 
revalued its currency, the govern-
ment still requires that the ringgit 
be maintained in a managed �oat.

The Hong Kong dollar is also 
pegged to the US dollar and the 
value of the Chinese yuan is 
determined by the government. 
Other Asian administrations have 
also been known to intervene 
rapidly in the currency markets to 
keep prices within what they 
consider to be a fair range.

Market participants have to keep 
their �ngers on the pulse. “You 
have to be very quick to react and 
very �exible because the situation 
can change fast,” says JP Morgan’s 
Lee. “During the 1997/1998 Asian 
�nancial crisis, for example, some 
markets imposed controls on 
overseas ownership of stock and 
currency.”

Another concern for derivatives 
players is the lack of liquidity in 
some markets, which could make it 
both dif�cult and costly for inves-
tors to unwind positions if and 
when they need to. The severity of 
this problem varies from market to 
market. The comparatively mature 
South Korean won spot market sees 
an average daily turnover of around 
USD 7 billion, while the 
Vietnamese dong and the Pakistani 
rupee average a mere USD 36 
million. The Indian interest rate 
market has a daily volume of 
around USD 2 billion, while that 
of Indonesia is only around USD 
100 million.

Although the degree of maturity 
differs from country to country, 
participants agree that the deriva-
tives market in Asia is still in its 
early stages of development. For 
this reason, most structures still 
tend to be plain vanilla, with 
products such as forwards, swaps 
and options the mainstay of the 
markets. But as a sign of the 
growing popularity of derivatives 
products, banks are expanding 
beyond the institutional, private 
banking and corporate markets into 
the retail space. 

�In terms of the development of the Asian 
derivatives markets, a major issue is 
counterparty risk and how to mitigate 
that.�
David Dredge, ABN AMRO



REPORT | EMERGING MARKETS

48 DIALOGUE Q2 2008

Do markets  ever 
emerge ?

The term, ‘emerging market’, 
was � rst coined by the 
International Finance 

Corporation, an arm of the World 
Bank, in 1981 to refer to developing 
economies with a low-to-middle per 
capita income. Why ‘emerging’, 
rather than ‘developing’? “I have 
always referred to developing 
countries as ‘emerging’ because the 
term is more respectful to their 
status and challenges,” says Massimo 
Cirasino, head of the Payment 
Systems Development Group at the 
World Bank. In 2001, Goldman 
Sachs identi� ed four of the most 
rapidly expanding of these emerging 
economies: Brazil, Russia, India and 
China, and created the term BRIC. 
Morgan Stanley also de� ned what 
constitutes an emerging market 
when it created the MSCI Emerging 
Markets index – a list of 25 countries 
that serves as a universal benchmark 
of developing markets. And there are 
other indices of emerging markets, 
including those offered by Standard 
& Poor’s (S&P) and the FTSE. They 
vary according to the evaluation 
criteria used, but for the most part 
cover the same countries. Who 
decides which, and when, markets 

are ‘emerging’? Indexes like the 
MSCI, S&P and FTSE make de 
facto decisions by virtue of their 
inclusions and exclusions. But there 
are also many other factors that 
come into play. UK-based Thomas 
Murray provides ratings, risk analysis 
and advisory services to institutional 
investors and audits 88 countries, 
focusing speci� cally on their custody 
and settlement infrastructures. 
“When it comes to evaluating the 
fund investment potential of 
developing markets, everyone has 
their own set of priorities,” explains 
Tim Reucroft, research director at 
Thomas Murray. “For example when 
making allocations, Calpers, the 
Californian teachers’ pension fund 
(and one of the largest in the world), 
includes a country’s political trans-
parency and human rights record in 

their valuations.” From per-capita 
income to political structures, the 
criteria for determining investment-
worthy emerging markets may vary, 
but most focus on ease of investing. 
Such features as post-trade clearing 
and settlement capabilities, � nancial 
transparency, asset security, banking 
sector maturity and the number of 
large cap companies play a part in 
the weightings. “In the end,” says 
Reucroft, “fund managers have their 
own priorities.” 

Index construction
For its emerging market indices, a 
segment of its Global Equity Index 
Series, the FTSE Group reviews 
1,700 large- to small-cap stocks 
across a selection of emerging 
markets. “We look at each country 
independently against a matrix of 

How precise is the 
term ‘emerging 
markets’?

Who decides who’s 
in the club?

What is the purpose 
of emerging market 
indices?

Advancing critical dialogue

�Since 2000, GDP in S&P�s Select 
Frontier Index has � outpaced the 
growth of both the emerging and 
developed markets.�
Keith Loggie, Standard & Poor’s
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criteria that includes settlement 
periods, information transparency, 
how many stocks can be invested in 
and whether they are on or off the 
exchange, stock lending practices 
and much more,” says Cameron 
MacDonald, head of investment 
data solutions at FTSE.

FTSE also distinguishes between 
‘advanced’ and ‘secondary’ markets, 
with some surprising inclusions and 
omissions. As an example, of the six 
countries within the FTSE Advanced 
Emerging Countries, Brazil is the only 
BRIC member present (the others 
are Israel, Mexico, South Africa, 
South Korea, Taiwan). The other 
BRICs are in the FTSE Secondary 
Emerging Countries along with 
countries like Pakistan, Morocco 
and Peru. It is also possible for an 
emerging market to get demoted. 
Venezuela and Sri Lanka, both 
members of the original MSCI 
Emerging Markets index, have since 
been deleted.

How does an economy emerge?
One measure of a country’s ‘emer-
gence’ is its per capita income or 
GDP – information that S&P uses 
to compare degrees of development. 
Using data from the 2007 World 
Bank World Development Indicators 

(based on 2005 statistics), S&P 
calculates that per capita GDP 
amongst so called ‘frontier’ markets 
(the most recently developing 
nations) averages USD 1,845.61, as 
compared to USD 2,390.90 in the 
more established emerging markets 
and USD 37,530.84 in developed 
economies.

Asked how countries transition 
from developing to developed, 
Mario Guadamillas, senior �nancial 
economist for Latin America and the 
Caribbean at the World Bank, sees 
one important element as the 
process of creating more secure and 
ef�cient �nancial infrastructures. 
“Development involves, among 
many other things, improving and 
standardising a country’s payment 
and securities clearing and settle-
ment infrastructures,” he notes. In 
response, the World Bank is expand-
ing its role from lender into that of 
an infrastructure consultancy, 
working with partners like SWIFT 
to help countries develop their 
�nancial service platforms.

Expanding BRIC by BRIC
Most would agree that if growth is 
happening anywhere today, it is in 
the four BRIC countries. This view 
is reinforced by the rising tide of 

foreign investment �owing into 
BRIC countries. Goldman Sachs 
predicted that BRIC would com-
prise more than 10% of global 
economic output by the end of the 
decade – it has already reached 15%. 
How is this happening? There is no 
single formula for growth, according 
to Guadamillas. “Each of the BRIC 
countries has its own socio-econom-
ic drivers and is evolving differently. 
Brazil and Russia have large com-
modity resources, China has a huge 
manufacturing base and India has a 
highly intelligent population and is 
exporting this intellectual capital,” 
he says.

The term ‘frontier market’ was 
invented by State Street to identify 
those markets now following up 
behind the �rst wave of developing 
economies. “A frontier economy 
could be described as any country 
with a stock exchange that isn’t 
already an emerging market,” says 
Reucroft. One of the benchmarks of 
the new ‘emerging emerging’ class of 
country is S&P’s new S&P Select 
Frontiers Index. It includes Asian 
economies like Vietnam, which is a 
low-cost manufacturing base for 
China, Eastern Europe including 
Bulgaria, Romania and Croatia, and 
Middle East countries such as Jordan, 
Oman, Bahrain and the UAE. 
Thomas Murray also favours Africa. 

�I have always referred to developing 
countries as �emerging� because the term 

is more respectful to their status and 
challenges.�
Massimo Cirasino, World Bank

�China has been doing a lot to improve its 
IPO market and in terms of capital 
market sophistication is ahead of many 
developed countries.�
Tim Reucroft, Thomas Murray
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Says Reucroft, “Botswana is the jewel 
in the central African crown (it’s rich 
in diamonds) but it has a weak 
depository system. Nigeria, on the 
other hand, has done a lot of work on 
the pensions front and borrowed the 
successful Chilean model to build up 
its custody business, so it is coming 
along nicely – aside from the corrup-
tion issue, of course.”

For Keith Loggie, director, global 
index research and design at S&P, 
“Frontier markets are a subset of 
emerging markets deemed to be 
relatively small and illiquid even by 
emerging markets standards.” The 
appeal of these markets is that while 
they are prone to shocks associated 
with political and macroeconomic 
risk, they also provide the possibility 
of greater returns. “Since 2000, GDP 
in S&P’s Select Frontier Index has 
grown at an annualised rate of 5.6%, 
which has outpaced the growth of 

both the emerging and developed 
markets,” says Loggie.

Within the attribution of ‘emerging 
market’ there are some major 
anomalies – such as the fact that 
while India and China are indisput-
ably two of the world’s fastest-
growing economies, and boast some 
of the wealthiest individuals and most 
highly capitalised companies such as 
Tata and PetroChina, they seem 
doomed by some criteria to remain 
‘emerging’ economies for the foresee-
able future. Based on per-capita 
income, and with many millions of 
their population still in poverty, this is 
a situation not likely to change soon. 
However, as Reucroft points out, in 
many other ways both countries are 
as advanced as the developed world. 
“China has been doing a lot to 
improve its IPO (initial public 
offering) market and in terms of 
capital market sophistication is ahead 
of many developed countries,” he 
notes. “It provides T+1 trade settle-
ment, where in Europe we are still 
looking at T+3, and both India and 
China enable online access to 
nominee accounts, something not yet 
available with CREST.”

Does anyone still care?
Given these anomalies, and the 
divergent opinions about which 
countries qualify, it is reasonable to 
ask whether the ‘emerging market’ 
label is still relevant. From the 
perspective of the global investment 
community, most would answer 
positively, since many of those 
involved in de�ning emerging 
markets – notably investment banks, 
rating agencies and stock exchanges – 
act on behalf of the securities indus-

try. In fact, the ‘packaging’ of 
emerging and frontier markets into 
indices for ETFs, managed funds, 
and so on has proven to be an 
effective marketing tool for those 
investors looking to add diversity and 
increased risk/reward to their hold-
ings, while the continual monitoring 
of each country’s performance and 
market conditions by S&P, FTSE, 
Thomas Murray and others is vital to 
the industry’s risk management 
activities.

FTSE’s MacDonald believes that 
the countries comprising the 
emerging markets universe – 
including BRIC – have not signi�-
cantly altered since the term was �rst 
assigned, even though they may have 
seen recent market growth and their 
status may rise and fall. Guadamillas 
on the other hand sees some of the 
emerging markets undergoing 
unprecedented change, citing Brazil, 
which recently received investment 
grade status from S&P.

Distributing the wealth
While investment may strengthen a 
country’s capital markets, it does not 
necessarily mean that the bene�ts 
feed through into domestic econo-
my. “At the end of the day foreign 
investors are interested in making 
money, not necessarily helping the 
domestic market,” says Reucroft. 
“Today’s hot emerging market is not 
necessary destined to be tomorrow’s 
most developed country.” This 
transition will be depend on a broad 
matrix of in�uences including sound 
�scal policies, developed market 
structures, the rule of law, enlight-
ened leadership and a healthy and 
growing middle class. “Ultimately”, 
says Guadamillas, “if a country’s 
GDP is not expanding, it is very 
dif�cult to improve the living 
standards of the majority of the 
population. However, the mark of a 
truly evolving market is that this 
should eventually lead to a more 
even distribution of wealth.”  

�The mark of a truly evolving market is 
that [it] should eventually lead to a more 
even distribution of wealth.�
Mario Guadamillas, World Bank

Cameron MacDonald, FTSE: Countries comprising 

the FTSE emerging markets universe – including BRIC 

– have not signi�cantly altered since the term was �rst 

assigned.
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Are ACHs rising to the 
SEPA challenge?

Given where we are today, would 
you prefer to see cooperation or 
competition among automated 
clearing houses (ACHs) in Europe? 
What do you think the market 
wants?

Martin Wilson, VocaLink: Since the 
introduction of SEPA we have 
entered a new competitive market. 
SEPA and the PSD (Payment 
Services Directive) are giving banks 
the opportunity to source their 
services from a smaller number of 
consolidated markets infrastructures. 
In due course, ACHs (if that term 
survives) will be less distinguishable 
by the local markets that they serve 
(given the standardisation across these 
markets), than by the volume of 
transactions that they process and the 
additional services that they offer.

I see cooperation for those basic 
services such as clearing and 
settlement and competition for 
services that add value, enabling 
banks to realise their own strategic 
objectives. The term ACH has less 
relevance in the pan-European or 
global market that we are moving 
towards. In VocaLink, whilst we 

provide ‘ACH’ services such as 
clearing and settlement to domestic 
and pan-European markets, we do 
far more than that through our 
value-added services, expertise and 
scale, enabling our customers to 
leverage our capabilities to drive 
their own commercial strategies. 
Let’s not forget that competition 
drives innovation.

Manfred Schuck, Equens: SEPA 
expectations include ef�ciency as well 
as competition, which constitutes a 
sort of contradiction in itself. If there 
were only one single provider for 
ACH services, it would probably be 
quite ef�cient, but there would be no 
competition. On the other hand, if a 
number of competitors would not 
cooperate on infrastructure to a 
certain level, it would be impossible 
to create an ef�cient SEPA.

I therefore believe that cooperation 
on infrastructure and competition 
on services, combined with a 
consolidation in the processing 
market, will lead to a limited 
number of very cost-ef�cient 
competitors. So I do not prefer one 
over the other, I am convinced we 

have to do both! Market feedback 
supports this vision.

Arthur Brieske, Deutsche Bank: The 
successful implementation of SEPA 
Credit Transfer has already 
demonstrated the real value in 
cooperation between banks and PE-
ACH (pan-European ACH). The 
establishment of harmonised basic 
schemes, business rules and technical 
standards provide a common 
framework and new options for 
banks regarding how to clear and 
settle their SEPA transactions.

The ability to have choices gives 
banks much needed competition 
amongst infrastructure providers 
regarding operational ef�ciency, 
reach, breadth and depth of services, 
including quality and customer 
service levels. Competition is healthy 
for driving innovation and keeping 
prices low, which is what the market 
demands. For example, a core 
objective of SEPA – providing an 
ef�cient, low-cost, and competitive 
payments landscape – is predicated 
on sticking to the SEPA principles of 
using market forces and network 
effects.

The Single Euro Payments Area (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.
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Vincent Questiaux, SWIFT: I would 
agree with my colleagues: both 
cooperation and competition are 
crucial to build a better market 
place to the bene�t of our common 
customers banks.

Cooperation is important to build 
that common base service layer that 
enables true competition, bringing 
enhanced product offerings and 
better pricing to the customer. 
Without the common base layer, 
competition does not deliver the 
expected bene�ts as the 
differentiation is based on standards, 
formats and schemes rather than on 
services that add value.

SWIFT is well positioned to 
comment on this: the company is 
delivering in both spaces on a day-
to-day basis. We develop standards 
and interoperability enablers (SEPA 
testing platform, SEPA directories, 
CSM (clearing and settlment 
mechanism) market practices) 
supporting the construction and 
the operations of an interoperable 
infrastructure, and at the same time 
we are enriching our FileAct 
messaging services (new pricing per 
payment, �le header copy 
mechanism), bringing more value 
at a better price to the customers 
adopting the service.

To what extent do legacy national 
instruments still represent an 
obstacle to rationalisation in the 
European ACH landscape?

Arthur Brieske, Deutsche Bank: 
Rationalisation has already begun in 
some markets as the cost of 
maintaining legacy local/national 
ACHs far outweighs bene�ts of a 
few remaining legacy national 
instruments not covered by the core 
SEPA schemes and planned 
Additional Optional Services. 
Legacy national instruments should 
be viewed as opportunities for banks 
to provide value-added services on a 
pan-European basis and not as 
obstacles for rationalisation.

Martin Wilson, VocaLink: While 
legacy instruments will prevent some 
ACHs from progressing, the most 
advanced infrastructures are able to 
handle a variety of formats and 
standards. For example, in our own 
case, the VocaLink platform is 
capable of processing the UK, SEPA 
and Swedish formats whilst also 
offering a host of legacy services for 
markets across Europe. This places 
ACHs in to a position whereby they 
need to decide to invest, in order to 
extend the range and geography of 

their services, or focus solely on their 
domestic market. In VocaLink we 
have developed the capability to 
manage multiple currencies and 
schemes and introduced new ones 
such as the Faster Payments service 
which has already processed over 6 
million transactions.

Manfred Schuck, Equens: The 
SEPA Credit Transfer proves that 
SEPA is alive. Although the 
transaction numbers still seem 
relatively small, there is no 
precedent of any payments 
instrument growing this fast. If this 
growth continues, the increasing 
ef�ciency of SEPA payments will 
attract additional users, leaving 
hardly any room for legacy national 
instruments �nally.

On the other hand, we will have 
to deal with local legacy instruments 
for quite some time. But if the 
rationalisation goes along the lines of 
current ACHs and other providers, 
legacy instruments will hardly be an 
obstacle as the respective services can 
still be supported during the period 
of migration to SEPA.

Vincent Questiaux, SWIFT: The go-
live of the SEPA Credit Transfers 
was a very positive sign to the 

The participants

Arthur Brieske, head of global 

payments strategy and ACH 

infrastructures, Global Transaction 

Banking, Deutsche Bank

Vincent Questiaux, low value 
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program manager, SWIFT

Manfred Schuck, general manager, 
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Martin Wilson, chief commercial 

of�cer, VocaLink
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Martin Wilson, VocaLink: No, there 
are other issues. Whilst the EPC has 
developed common standards, the 
real challenge now is to build upon 
those common foundations to 
develop services on a pan-European 
basis for banks and their customers 
that are at least as sophisticated and 
accessible – if not more so – than 
the services that these users receive 
today in each of their local markets.

Manfred Schuck, Equens: Basically 
any provider that is not able to 
perform well on these services will 
be out of business. However, several 
providers will be able to do so, and 
they will have to distinguish 
themselves on services and quality.

Vincent Questiaux, SWIFT: 
Delivering new products to the 
market is always a challenge, but 
ensuring adoption of the new 
products by a critical mass of 
customers is another one... This is 
the next barrier in making SEPA a 
reality. Today, banks seem to 
struggle in building and selling 
SEPA value propositions, in 
particular when it comes to SEPA 
direct debits, and corporate 
customers do not want to jump 
without a clear business case.

There are a number of open 
issues on the table: the functional 
regression with respect to legacy 
instruments; the lack of clarity 
around the corporate-to-bank 

market, showing that SEPA was 
more than a set of rulebooks. But 
this is just a start: for SEPA to 
deliver its full bene�ts to the end-
customers, the ef�cient legacy 
payments instruments that are in 
place today at the level of the 
domestic markets need to be 
‘SEPA-ised’ as well. Success in this 
next step is as crucial as the go-live 
was for the SEPA vision to deliver 
its full bene�ts.

Infrastructures and banks have to 
continue working closely with the 
EPC (European Payments Council) 
in this regard in order to ensure 
that differentiation among the new 
SEPA products is built on levels of 
service, product innovation and 
functionality rather than on 
standards, formats or legacy features 
with no value added.

The creation of the so called 
‘mini-SEPAs’ should be avoided at 
all costs. The EPC has a driving 
role to play here by de�ning and 
conducting a transparent process 
for the de�nition and registration 
of the Additional Optional Services 
that Arthur refers to, at a pan-
European level.

The EPC has de�ned common 
positions for the banking 
community on core payments 
services in a SEPA context. Is the 
only real issue therefore how best 
to deliver those services?

interface; and the risk management 
issues related to the use of the new 
SEPA direct debits, to mention the 
major ones.

A so called ‘end date’, forcing 
banking communities to phase out 
legacy instruments, has been 
requested by a number of market 
players for months and today the 
idea seems to be supported by the 
regulators as well. De�ning such an 
end date will probably accelerate 
the resolution of these issues. But 
who will de�ne what end date and 
when? That’s the question.

Are ACHs talking to each other 
directly about how interoperable 
they could or should be?

Martin Wilson, VocaLink: Yes, ACHs 
have been cooperating for many 
years through the EACHA 
(European ACH Association) 
initiative that has in turn led to the 
development of an interoperability 
framework. More importantly, we 
have the ability to interface with 
banks’ back of�ce systems to manage 
all their payment types through our 
payments bureau and reach all 
destinations in Europe and beyond.

Manfred Schuck, Equens: Equens is 
one of the founding members of 
EACHA, which �lls a natural space 
next to the EPC, which represents 
the market of �nancial institutions 

�The introduction of SEPA offers banks 
new and more ef�cient options for pan-
European clearing and settlement, such 
as PE-ACH and bi-lateral �le exchange, 
and marks the beginning of the end to 
legacy local/national ACHs within the 
eurozone.�
Arthur Brieske, Deutsche Bank
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as well as the ECB/EC, representing 
the governments and supervisors. 
Each covers its own space, but all 
three are needed to cover all 
relevant aspects of SEPA. For that 
matter, Equens already has the �rst 
interoperability connections with 
other ACHs up and running.

Vincent Questiaux, SWIFT: From a 
technical perspective, I strongly 
believe that interoperability is a key 
enabler of SEPA, and this for all 
payments �ows: bank-to-ACH, 
ACH-to-ACH, ACH-to-bank and 
bank-to-bank. In this speci�c case, 
EACHA has recognised the value of 
interoperability delivered by the 
SWIFTNet messaging platform 
across SEPA by selecting FileAct for 
inter-ACH connectivity. I also see a 
number of banks following the 
same route.

Arthur Brieske, Deutsche Bank: 
Interoperability between legacy 
local/national ACHs is not a 
sustainable model considering the 
introduction of costs associated 
with non-value-added activities that 
are unable to be absorbed in a low 
margin business. This is more of an 
issue as compliance and regulatory 
costs are already beginning to 
squeeze margins even further. 
Additionally, the complexity 
associated with returns and 
investigations in such a model 
increases indirect costs to banks and 

creates added points of failure that 
can also potentially reduce STP 
(straight-through processing) rates.

With most people anticipating 
increased competition among 
existing ACHs, is there scope for 
large banks and/or IT companies 
to offer competitive processing 
services? Is that an attractive 
idea?

Manfred Schuck, Equens: 
Obviously there is. ACHs, banks 
and IT companies have their own 
speci�c capabilities, which they can 
use to distinguish their services 
from competitors with a different 
background. However, competition 
between them already exists. Each 
plays a role in certain market 
segments. SEPA will offer scale 
opportunities for all three of them, 
but the basic positions will not 
change drastically because SEPA 
doesn’t differ that much from 
current domestic markets, apart 
from its scale.

Arthur Brieske, Deutsche Bank: The 
introduction of SEPA offers banks 
new and more ef�cient options for 
pan-European clearing and 
settlement, such as PE-ACH and 
bi-lateral �le exchange, and marks 
the beginning of the end to legacy 
local/national ACHs within the 
eurozone. Bi-lateral �le exchange 

provides a highly ef�cient way for 
banks to clear and settle 
transactions amongst themselves 
and will act as a competitive 
processing service to PE-ACH.

Martin Wilson, VocaLink: Many 
banks and IT service providers 
already offer a range of payments 
services. However, the majority of 
banks procuring these services 
struggle with giving core processing 
business to organisations that are 
themselves competitors (for example 
other banks) or to organisations that 
cannot be held to the same industry 
standards and protocols as the banks 
themselves (for example IT 
companies). In the past, ACHs 
offered a secure and trusted basis for 
transactions processing – particularly 
in the non-compete space. As the 
market forces consolidation, these 
newly emerging payment processors 
will be able to offer superior volumes 
than banks themselves, a better 
breadth of service than basic 
correspondent banking and a more 
relevant range of value-added 
services than the IT companies – all 
via existing channels which have 
been proven over many years. 
Having said that, we will also see the 
term ‘ACH’ drifting out of usage as 
the larger and successful expand the 
range and depth of services that they 
provide to the payments industry 
and the function of clearing and 
settlement becomes a commodity 

�From a technical perspective, I strongly 
believe that interoperability is a key 

enabler of SEPA, and this for all 
payments �ows: bank-to-ACH, ACH-to-
ACH, ACH-to-bank and bank-to-bank.�

Vincent Questiaux, SWIFT
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that is expected of any player in the 
space, not a differentiator in itself.

Manfred Schuck, Equens: I believe 
that the ACHs are in a good 
position to retain or even enlarge 
their market share. They have the 
experience and speci�c knowledge 
that IT companies lack, and, as 
Martin says, they are not in 
competition with their customers in 
the way large processing banks are.

Vincent Questiaux, SWIFT: I am 
convinced that this increased 
competition is a reality and is 
positive overall. Value propositions 
and customer segments may differ 
across transaction banks, ACHs or 
IT processors, but in the end, all 
payments service providers will be 
competing for the same portion of 
the pie, which will foster innovation 
and drag prices down.

However, increased competition 
should not come with increased 
operational risks: the domestic retail 
economies are entirely based on the 
reliability and the resiliency of these 
infrastructures. All processors 
should take this into account when 
building new services, and 
regulators should monitor it.

Can ‘reach’ compensate for lack of 
volume to sustain the ACH 
business model?

Manfred Schuck, Equens: No! If 
there is a lack of volume a costly, 
non-competitive central solution 
for reach is �ne. But how can there 
be a lack of volume? ACHs can 
combine their current domestic 
volumes in a smart way with the 
SEPA volumes by making use of 
EACHA-like infrastructures. So 
the volume already exists.

Arthur Brieske, Deutsche Bank: 
Reach is an important ingredient 
for a successful ACH model. 
However, the ef�ciency of the 
model is what will drive its 
sustainability and volume will play 
a signi�cant role in driving 
ef�ciency.

Martin Wilson, VocaLink: Reach, 
like clearing and settlement 
capability, is a hygiene factor, 
expected from any provider in this 
space. Cross-border traf�c 
accounts for less than 2% of bank 
traf�c and these banks have 
existing connections via a CSM or 
bilateral and correspondent 
channels for this traf�c. For those 
ACHs that respond to the 
changing market they will be able 
to compensate for any lack of 
volume by developing better, faster 
or cheaper value-added services 
that are either pan-European in 
applicability or interoperable on a 
pan-European scale.

How can ACHs provide reach? How 
can a strict implementation of 
standards amongst ACHs be 
organised? Will it happen naturally 
or should an institution like the 
EPC or the ECB organise it?

Martin Wilson, VocaLink: Reach can 
be achieved by connecting to other 
CSMs, by connecting to local 
ACHs or by developing your own 
connectivity through other 
partnerships. VocaLink uses all of 
these methods and can reach all 
destinations in Europe. Ultimately 
banks will have freedom to choose. 
If the local ACHs fail to keep pace 
with demand, they will be 
overtaken by more advanced 
payments providers and 
infrastructures.

Manfred Schuck, Equens: In 
EACHA’s interoperability 
framework, ACHs have created 
their own, open standards to 
provide reach in a self-regulating 
manner. They have �lled the gap 
and now take their natural position. 
The implementation is taking place 
as we speak – even without central 
initiatives.

Arthur Brieske, Deutsche Bank: 
With the launch of the SEPA 
Credit Transfer, pan-European 
clearing via PE-ACH was 
introduced, which provides reach to 
the vast majority of market 

�In EACHA�s interoperability framework, 
ACHs have created their own, open 
standards to provide reach in a self-
regulating manner. They have �lled the 
gap and now take their natural position. 
The implementation is taking place as we 
speak � even without central initiatives.�
Manfred Schuck, Equens
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participants. This model should be 
used as a benchmark for ACHs 
interested in competing on a pan-
European basis. Now is the time to 
focus on the growth of SEPA while 
setting �rm end-dates regarding 
legacy local/national schemes and 
infrastructures.

Vincent Questiaux, SWIFT: Banks, 
ACHs and PE-ACH are all in a 
position to provide reach within 
their community. The key resides in 
guaranteeing interoperability 
among operators across the 
communities to avoid the creation 
of mini-SEPAs. To achieve this, all 
operators should systematically test 
their SEPA implementations against 
a common reference, and share the 
same minimal set of reference data 
and market practices. But 
experience in the �nancial industry 
is that this hardly ever happens 
naturally. It needs to be proactively 
managed.

Beside interoperability, reach 
requires a messaging solution. Has 
the internet now gained the 
necessary resilience and security 
to allow ACHs to service any 
�nancial institutions in Europe?

Manfred Schuck, Equens: I would 
like to make a distinction between 
the internet as a network 
infrastructure and the open standards 

that are used on the internet. The 
internet infrastructure is a perfect 
solution for small-to-medium scale, 
non-critical, added-value services. 
Combined with additional security 
features the internet also offers 
ef�cient messaging solutions for 
services with high numbers of end 
users, like internet banking or 
internet payments.

For medium to high volume, 
critical messaging services between 
�nancial institutions, dedicated 
infrastructures, such as the SWIFT 
service offering, are still more 
ef�cient, more secure and more solid. 
But these dedicated solutions should 
be based on open standards and 
protocols as much as possible. The 
internet protocols, however, are 
mainly meant to serve large 
communities of low-scale users, 
which make them not yet particularly 
suitable for SEPA reach solutions.

Martin Wilson, VocaLink: It’s true 
that the internet is gaining 
credibility as a trusted means of 
handling payments and the success 
of services run by VocaLink such as 
its Euro Payments Capture service 
and Bacstel-IP are evidence of this. 
However, banks will also want 
certainty that the requisite security, 
fraud and anti-money-laundering 
measures have been put in place by 
the relevant ACH, so you do have 
to build additional resilience 
around the channel.

Vincent Questiaux, SWIFT: The 
internet as a network is already 
largely used in a banking context 
and is probably the right solution 
to connect to a large number of 
heterogeneous and small-volume 
users. In line with this, the new 
SWIFT Alliance Lite interface will 
leverage the reach of the internet to 
securely connect small-volume 
�nancial institutions and corporates 
to the SWIFT network.

Using the internet end-to-end as 
a channel to transport payments 
messages bank-to-bank or bank-to-
ACH is a different story: our 
experience at SWIFT shows that 
the bene�ts of using a reliable and 
secure central messaging platform 
like SWIFTNet clearly outweighs 
the potential savings that can be 
achieved with the internet on traf�c 
costs. In addition, using SWIFTNet 
allows for additional services to be 
rendered on payments �les by the 
messaging infrastructure such as 
archiving, copying, validation, 
standards conversion and routing.

Open messaging protocols and 
architectures used over the internet 
like SOAP are also entering the 
business space. SWIFT is currently 
working on different adaptors that 
would allow customers to re-use these 
over the SWIFTNet platform. But 
there again the key resides in 
maintaining the interoperability of 
the messaging platform across 
businesses, borders and communities.

�It�s true that the internet is gaining 
credibility as a trusted means of handling 

payments� However, banks will also 
want certainty that the requisite security, 
fraud and AML measures have been put 

in place by the relevant ACH.�
Martin Wilson, VocaLink
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To what extent are we dealing with 
perceived rather than actual 
problems? After all, are bank 
customers up in arms about the 
quality of service they are 
receiving from their banks when it 
comes to the processing of non-
urgent payments?

Martin Wilson, VocaLink: Bank 
customers are not ‘up in arms’ 
about the quality of service but 
many have publicly expressed 
frustration about a range of issues. 
These include the cost of banking 
across many countries, the lack of 
common products and services for 
one customer operating in many 
jurisdictions, the inability to 
manage multi-country liquidity 
centrally, and the need for multiple 
relationships and banking 
interfaces. There is also a concern 
over the lack of new services that 
re�ect the increasing internet, 
mobile and international features of 
modern-day living. Payment 
providers with central 
infrastructures, such as VocaLink, 
enable banks to overcome these 
customer challenges by offering 
services which cater for these 
customer demands at a lower cost, a 
lower risk and with a faster time to 
market.

Manfred Schuck, Equens: The 
quality of the basic services around 
the processing of non-urgent 
payments isn’t perceived as 
problematic, at least not in the 
markets we are currently active in. 
There is, however, a widespread 
awareness of risks related to 
payments, especially with cards and 
on the internet. This awareness may 
be based on incidents rather than 
on structural problems, but the 
�nancial industry, including 
processors, has to deal with it. We 
are in a business in which trust is 
essential, and a lack of trust will 
tremendously decrease the 

ef�ciency potentials of electronic 
payments.

Vincent Questiaux, SWIFT: Maybe 
the basic service on retail payments 
is satisfactory, but banks need to 
respond to new market 
requirements. On the consumer 
side, there is a clear need to make 
‘making payments’ more 
convenient, using new channels like 
mobile phones, for instance. 
Corporate customers, meanwhile, 
want to achieve cost savings and 
improve their STP rates by better 
integrating �nancial processes like 
e-invoicing into the end-to-end 
supply chain. If banks do not move, 
others players like PayPal, telecom 
operators or IT providers will eat 
the pie.

Now let’s face it: we are starting 
to see competition between various 
players that used to operate in more 
protected environments. That will 
demonstrate whether the basic 
services should be improved or not. 
And it will also show whether these 
improvements are being made with 
the support of or around market 
infrastructure providers.

If you were starting with a blank 
slate, how would you structure the 
processing of bulk and low value 
payments in the eurozone?

Martin Wilson, VocaLink: A small 
number, probably three or four, 
providers of payments services, 
offering interoperable pan-
European payments processing. 
Having more than one offering 
ensures competition, innovation 
and product diversity. Each 
infrastructure would compete on 
price, quality of service and the 
ability to bring new products and 
services to market. I would also 
look to a new governance structure 
where these payment providers were 
able to operate with the commercial 

freedom to respond to market 
needs, providing choice to their 
customers, the banks.

Vincent Questiaux, SWIFT: I think 
that SEPA will help us to get there. 
But the industry will probably need 
a programme-management-based 
approach to SEPA implementation 
that would include, for instance, a 
clear decision on the end-date, a 
stricter de�nition of the minimum 
requirements to achieve 
interoperability, and more. This 
would require not only cooperation 
between market players but also 
strong leadership by some 
stakeholders.

Manfred Schuck, Equens: Currently 
the majority of payments take place 
within national boundaries. The 
introduction of SEPA will not 
change that because payments are 
merely bound to the natural 
boundaries of the markets. And 
these boundaries will not change 
suddenly because of SEPA.

On the other hand we have to 
make sure that the structure of the 
payments industry does not restrict 
the development of SEPA. Creating 
speci�c, small-scale and therefore 
less ef�cient SEPA infrastructures 
will hinder the cross-border 
development of the underlying 
markets.

I therefore think that the new 
SEPA processing and the old 
domestic processing should be 
integrated as far as possible. This 
will lead to ef�cient SEPA 
payments, because of their 
integration with large amounts of 
payments within national 
boundaries. Furthermore, it will 
also lead to a single perception of 
payments, national or cross-border, 
which helps to overcome national 
boundaries and develop one 
European internal market. I believe 
that is the most important reason 
for the development of SEPA. 
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