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CountryFocus

Although some investors take political consider-
ations in mind when looking whether to operate 
in Israel, the market has done surprisingly well 
over the past few years.

It’s one of the few countries to have survived the 
credit crisis relatively unscathed - Israeli inves-
tors are comparatively conservative and didn’t 
invest in the riskier markets that have brought 
down their international counterparts. 

“Israel is one of the strongest markets in the 
world, and has recently become an OECD mem-
ber as well as being part of the MSCI developed 
world indices and has hardly been affected at all 
by the credit crisis,” says Ofer Abarbanel, CEO 
at Contact (ISR) Management and Consult-
ing. “Clients have made only a few very simple 
CDOs and the CDS transactions we have done 
have tended to be the vanilla-type trades, we’ve 
steered clear of the complicated structures both 
as funded and unfunded trades.”

Israel has a vibrant technology and medical ser-
vices sector, with an educated workforce and an 
international outlook when it comes to financial 
markets. It’s also a comparatively wealthy mar-
ket, with large numbers of well-to-do retirees 
moving to the state. 

Cautious investments
Although short selling and securities lending are es-
tablished and approved features of the Israeli mar-
ket, local investors have traditionally avoided short 
sales - the cautious culture of investors means they 
are just not a popular investment option. 

Short selling is permitted provided that a cor-
responding securities lending transaction is in 
place to cover the short position, in accordance 
with the Tel-Aviv Stock Exchange rules.

“We’ve been able to have a successful market 
without short selling being a major factor,” says 
one manager. “However, the fact that it is avail-
able adds stability - we certainly wouldn’t want 
to see the option taken away from us.”

Two tier
While securities lending is alive and kicking 
within Israel, there are two distinct types of mar-
ket. The first is the local trading, which is pretty 
much controlled by the Israeli banks. Here, they 
tend to trade within themselves, with few exter-
nal transactions taking place. 

In part, this is down to the way the banks work. 
There is little standardisation even between the 
local banks, let alone with the international play-
ers. Industry standard contracts are not com-
mon, and are often in Hebrew, while the tech-
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says Abarbanel, little desire on the part of the 
banks to change their systems, and they are 
happy to work with the OTC market. 

“The banks are not looking to develop securities 
lending,” he explains. “One reason for this is the 
fact that any time you try to develop a market it 
creates competition within that world.

“They are maintaining the market but they’re not 
making the effort to improve it. Their systems 
don’t work with other systems. We use systems 
that are up to international standards. It’s two 
different attitudes.

“We are not trying to get the international market 
to transact with Israeli banks, but with Israeli pen-
sion funds and insurance companies. There are 
more securities for us to work with than all the Is-
raeli banks have put together. The pension fund 
and mutual fund market is valued at $1.2 trillion, 
that amount is more than enough for everyone.”

Regulation
Securities lending is permitted. At present, the 
SECH is not a party to the lending transaction. 
TASE rules prohibit intentional short selling un-
less there is a lending/borrowing agreement in 
place prior to the short sale. TASE regulations 
require that all intentional short sales not covered 
by a securities lending agreement, be covered 
within 24 hours of the creation of the position.

The regulations for short selling and securities 
lending appear in the TASE and SECH regula-
tions. As noted above, the SECH is not a party 
to securities lending transactions. These are 
concluded between members and their custom-
ers or between two customers directly. All se-
curities lending agreements must be reported 
to the SECH, whether they are transacted di-
rectly between two end customers without the 
involvement of the local custodians, or whether 
the lending is from the custodian.

The requirement to report stock borrowing 
transactions applies only in the event of short 
positions at the borrower’s account. If borrower 
and lender made an agreement overseas and 
the lender delivers shares to the borrower’s ac-
count, the borrower is not is short position, and 
in this case- the borrower’s local custodian does 
not need to report the transaction to SECH as 
borrowing transaction.

Israeli companies trading on the Tel Aviv Stock 
Exchange will now be able to list on European 
stock exchanges without publishing an additional 
prospectus. An Israeli company seeking to list on 
one of Europe’s stock exchanges will be able to 
use its Israeli prospectus, with an additional list 
of 15 disclosures required by the ESMA. Finance 
Minister Yuval Steinitz welcomed the decision, 
saying that the EU’s regulatory standards were an 

http://www.sungard.com/securitiesfinance
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RuleFinancial

Big Interview

BEN WILKIE

In the first of a two-part feature, SLT speaks to Rule Financial’s Alec Nelson 
and Kevin Neville to gauge their views on the industry

SLT: Firstly, could you tell me a little 
about Rule Financial?

Nelson: Rule Financial started out as a tech-
nology focused consultancy back in 1997, but 
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ERCSurvey

Euro trades

RESEARCH REPORT

Part two of the ERC-ICMA semi-annual survey of the European repo market

There were significant 
increases in the use of 
Italian, Portuguese and 
Spanish collateral in 
tri-party repo

The dramatic surge in the share of the US dollar 
in June 2010 to 28.3 per cent from 15.9 per cent 
in December 2009 – which was driven by the 
exceptional transactions recorded in June 2010 
– was substantially but not completely reversed 
by December 2010. The share of the US dollar 
fell back to 20.1 per cent.

Because the reversal in the share of the dollar was 
only partial, the shares of the euro and sterling did 
not recover all the ground lost in June 2010.

A notable feature of the latest survey was a 
sharp increase in reported cross-currency busi-
ness to a record 5.6 per cent from 3.2 per cent 
in June 2010. It has been suspected in the past 
that cross-currency business was being under-
reported (evidence included the fact that the 
proportion of dollar cash far exceeded the pro-
portion of US collateral, suggesting many US 
dollar repos were being transacted against col-
lateral denominated in other currencies). 

The recent increase in reported cross-currency 
repo would seem to be an indication of underly-
ing growth rather than wider reporting.

In data provided directly by the ATSs, there was 
a significant rebound in the share of the Swiss 
franc to 6.2 per cent from a record low of 2.6 per 
cent, mainly at the expense of the euro, which 
fell back to 89.1 per cent from 92.9 per cent. In 
contrast, the share of the euro in tri-party repo 
jumped to a record 81.8 per cent from 68.8 per 
cent, largely reflecting a fall in the share of the 
US dollar to 12.2 per cent from 22.6 per cent 
and, to a lesser extent, sterling (down to 4.9 per 
cent from 6.6 per cent). 

The euro also fell back in voice brokered busi-
ness (to 55.4 per cent from 58.6 per cent), as 
sterling, the dollar and the yen advanced (to 
35.9 per cent from 34.5 per cent, to 5.0 per cent 
from 4.0 per cent and to 1.9 per cent from 0.7 
per cent, respectively).

Just as the exceptional jump in the share of se-
curities issued in “other OECD” countries from 
10.5 per cent to 22.8 per cent dominated the 
June 2010 survey, so the (partial) retreat in the 
share of that collateral to 13.7 per cent domi-
nated the December 2010 survey. German, Ital-
ian, UK and “other EU” collateral in particular 
regained share, notably German and UK gov-
ernment securities. The recovery in the share 
of Spanish collateral (to 5.2 per cent from 4.0 
per cent)would seem to reflect the revival of the 
Spanish repo market. Greek collateral remains 
scarce (0.5 per cent). The growth in Japanese 
collateral (to 2.5 per cent from 2.0 per cent) 
matches the growth in the use of yen.

ical levels. The main beneficiaries of this fall in 
forward start transactions were very short-dated 
(1-day to 1-week) and 1 to 3-month transactions 
(all short dates increased to 62.5 per cent from 
55.3 per cent and 1 to 3-month transactions to 
15.2 per cent from 11.3 per cent).

Short-dated transactions also grew in voice-
brokered business, to 31.6 per cent from 26.9 
per cent.

It should be noted that the sharp increase in 
long-term tri-party repo shown in the data con-
tributed directly by tri-party agents (to 18.9 per 
cent from 1.1 per cent) was the result of an 
improvement in reporting by one triparty agent 
rather than a shift in the market. Otherwise, it 
can be seen that tri-party business is dominated 
by one-day and open repos.

There was a reduction in the concentration of 
surveyed repo business, again reflecting the 
unwinding of the exceptional transactions re-
corded in June 2010, which had produced a 
sharp increase in the reported concentration of 
the market. Thus, the top 10 survey participants 
accounted for 61.7 per cent of total surveyed 
business in December 2010, compared with 
68.8 per cent in June 2009. In terms of the Her-
findahl Index, market concentration in Decem-
ber 2010 had fallen back to 0.064 from 0.108 in 
June 2010. However, this is still well above the 
0.041 recorded in June 2007, prior to the crisis. 
The competitive advantage gained as a result 
of the crisis by institutions with strong balance 
sheets, which are able to exploit the weakness 
or disappearance of competitors, would there-
fore appear to have persisted.

The dramatic surge in the share of the US dollar 
in June 2010 to 28.3 per cent from 15.9 per cent 
in December 2009 – which was driven by the 
exceptional transactions recorded in June 2010 
– was substantially but not completely reversed 
by December 2010. The share of the US dollar 
fell back to 20.1 per cent.

Because the reversal in the share of the dollar was 
only partial, the shares of the euro and sterling did 
not recover all the ground lost in June 2010.

A notable feature of the latest survey was a 
sharp increase in reported cross-currency busi-
ness to a record 5.6 per cent from 3.2 per cent 
in June 2010. It has been suspected in the 
past that cross-currency business was being 
under-reported (evidence included the fact that 
the proportion of dollar cash far exceeded the 
proportion of US collateral, suggesting many 
US dollar repos were being transacted against 
collateral denominated in other currencies). The 

The share of government bonds within the pool 
of EU-originated collateral fell slightly to 76.6 per 
cent from 77.6 per cent. The share of govern-
ment bonds within the pool of EU originated col-
lateral also fell back in directly-reported tri-party 
business, touching 49.3 per cent, down from 
54.3 per cent. There were significant increases 
in the use of Italian, Portuguese and Spanish 
collateral in tri-party repo (to 9.0 per cent, 1.2 
per cent and 8.7 per cent from 6.9 per cent, 0.6 
per cent and 3.5 per cent, respectively).

The historically low level of government securi-
ties in the main survey contrasts with the his-
torically high levels of government securities in 
directly reported tri-party repo. The contrast is 
paradoxical, given that the fact that the tri-party 
market is the traditional venue for repos of non-
government collateral. The increased use of 
non-government collateral in bilaterally-settled 
repo includes collateral issued in countries un-
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recent increase in reported cross-currency repo 
would seem to be an indication of underlying 
growth rather than wider reporting.

In data provided directly by the ATSs, there was 
a significant rebound in the share of the Swiss 
franc to 6.2 per cent from a record low of 2.6 per 
cent, mainly at the expense of the euro, which 
fell back to 89.1 per cent from 92.9 per cent.

In contrast, the share of the euro in tri-party repo 
jumped to a record 81.8 per cent from 68.8 per 
cent, largely reflecting a fall in the share of the 
US dollar to 12.2 per cent from 22.6 per cent 
and, to a lesser extent, sterling (down to 4.9 per 
cent from 6.6 per cent).

The euro also fell back in voice brokered busi-
ness (to 55.4 per cent from 58.6 per cent), as 
sterling, the dollar and the yen advanced (to 
35.9 per cent from 34.5 per cent, to 5.0 per cent 
from 4.0 per cent and to 1.9 per cent from 0.7 
per cent, respectively).

Just as the exceptional jump in the share of se-
curities issued in “other OECD” countries from 
10.5 per cent to 22.8 per cent dominated the 
June 2010 survey, so the (partial) retreat in the 
share of that collateral to 13.7 per cent domi-
nated the December 2010 survey. German, Ital-
ian, UK and “other EU” collateral in particular 
regained share, notably German and UK gov-
ernment securities. The recovery in the share 
of Spanish collateral (to 5.2 per cent from 4.0 
per cent) would seem to reflect the revival of the 
Spanish repo market. Greek collateral remains 
scarce (0.5 per cent). The growth in Japanese 
collateral (to 2.5 per cent from 2.0 per cent) 
matches the growth in the use of yen.

The share of government bonds within the pool 
of EU-originated collateral felt slightly to 76.6 per 
cent from 77.6 per cent. The share of govern-
ment bonds within the pool of EU originated col-

cent from 1.1 per cent) was the result of an 
improvement in reporting by one triparty agent 
rather than a shift in the market. Otherwise, it 
can be seen that tri-party business is dominated 
by one-day and open repos.

There was a reduction in the concentration of 
surveyed repo business, again reflecting the 
unwinding of the exceptional transactions re-
corded in June 2010, which had produced a 
sharp increase in the reported concentration of 
the market. Thus, the top 10 survey participants 
accounted for 61.7 per cent of total surveyed 
business in December 2010, compared with 
68.8 per cent in June 2009. In terms of the Her-
findahl Index, market concentration in Decem-
ber 2010 had fallen back to 0.064 from 0.108 in 
June 2010. However, this is still well above the 
0.041 recorded in June 2007, prior to the crisis. 
The competitive advantage gained as a result 
of the crisis by institutions with strong balance 
sheets, which are able to exploit the weakness 
or disappearance of competitors, would there-
fore appear to have persisted.

Conclusion
The December 2010 survey was dominated by 
the unwinding of most (but not all) of the excep-
tional transactions reported in the June 2010 
survey. These transactions propelled the head-
line number of the survey by over 20 per cent to 
EUR 6,885 billion in June 2010 and, being con-
centrated in forward-start repos of US dollar cash 
against “other OECD” collateral, had depressed 
the market shares of other types of transaction. 
But with most of these transactions apparently 
running off by December 2010, the pattern of 
business in the repo market swung back towards 
that of December 2009 (although the increases 
in the shares of the dollar and “other OECD” col-
lateral have only been partially reversed).

Adjusting for the unwinding of exceptional trans-
actions, it would appear that the market has re-
sumed a more modest (and sustainable) path 
towards recovery. Thus, the headline number 
in December 2010, although more than 15 per 
cent below June 2010, was about 6 per cent 
above the December 2009 total of EUR 5,582 
billion and close to that of June 2006. 

It is now easier to discern once again the major 
trends within the market. These are the continu-
ing growth of electronic trading, the shift towards 
greater use of CCPs (accessed not only through 
electronic trading but also by post trade registra-
tion) and a recovery in tri-party repo. The grow-
ing use of CCPs and tri-party repo reflect the 
continued greater sensitivity to risk following the 
recent crisis. SLT

lateral also fell back in directly-reported tri-party 
business, touching 49.3 per cent, down from 
54.3 per cent. There were significant increases 
in the use of Italian, Portuguese and Spanish 
collateral in tri-party repo (to 9.0 per cent, 1.2 
per cent and 8.7 per cent from 6.9 per cent, 0.6 
per cent and 3.5 per cent, respectively).

The historically low level of government securi-
ties in the main survey contrasts with the his-
torically high levels of government securities in 
directly reported tri-party repo. The contrast is 
paradoxical, given that the fact that the tri-party 
market is the traditional venue for repos of non-
government collateral. The increased use of 
non-government collateral in bilaterally-settled 
repo includes collateral issued in countries un-
affected by sovereign credit concerns, so does 
not appear to be driven by a wish to diversify out 
of government securities issued by countries in 
fiscal difficulties.

The share of Spanish collateral increased in 
electronic trading (to 7.0 per cent from 3.8 per 
cent), while the share of Irish collateral fell back 
(to 0.8 per cent from 1.7 per cent).

The share of floating-rate repos fell back to 7.6 
per cent from 10.1 per cent in the main survey 
and to 12.8 per cent from a record 14.3 per cent 
in directly-reported electronic business. This 
may reflect growing expectations of official in-
terest rate changes.

There was an unwelcome increase in Decem-
ber 2010 in undocumented sell/buy-backs to 3.6 
per cent from 2.6 per cent.

Anecdotal reports of increasing volumes of long-
term repos by banks seeking to lock in liquidity, 
in part, to meet regulatory requirements, are not 
reflected in the survey data.

The unwinding of the exceptional transactions 
recorded in June 2010 pushed the share of for-
ward-start repos down to 6.7 per cent from a re-
cord 18.2 per cent in June 2010, closer to histor-
ical levels. The main beneficiaries of this fall in 
forward start transactions were very short-dated 
(1-day to 1-week) and 1 to 3-month  transac-
tions (all short dates increased to 62.5 per cent 
from 55.3 per cent and 1 to 3-month transac-
tions to 15.2 per cent from 11.3 per cent).

Short-dated transactions also grew in voice-
brokered business, to 31.6 per cent from 26.9 
per cent.

It should be noted that the sharp increase in 
long-term tri-party repo shown in the data con-
tributed directly by tri-party agents (to 18.9 per 

The December 2010 
survey was dominated 
by the unwinding of 
most (but not all) of the 
exceptional transactions 
reported in the June 
2010 survey

http://www.standardbank.co.za
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ConferenceReview

Despite exciting developments in the world of 
non-traditional ways to predict share price move-
ments (Twitter can now predict the Dow Jones 
movements), it remains the case that value, 
growth and momentum remain the core factors. 

Many funds who are masters at screening finan-
cial information assembled at the FactSet Invest-
ment Process Symposium in Florida this week 
to discuss and share their views on the state of 
investing. Quant style investing has had a tough 
few years, but this event proved they are rebuild-
ing their models, which are set to pay dividends.

FactSet Research Systems (consolidators of 
financial and economic information to support 
the investment process) were the hosts and re-
invigorated an event that had taken a two-year 
sabbatical. We were there to speak and partici-
pate in a place where many of the United States’ 
largest asset managers had gathered. Most at-
tendees worked for companies who lent their 
shares, but very few were major short sellers. 
Some had launched 130:30 funds but the con-
sensus was that these strategies were facing an 
uphill struggle at present.

It is worth repeating one or two of the messages 
given by Blackrock’s managing director, Ronald 
Kahn in his opening address, since these themes 
ran through the whole event. He laid bare the 
lessons that people are trying to learn after the 
credit crunch. There is a tacit understanding that 
quantitative investing has struggled ever since 
the redemption-led wobble in August 2007. For-
tunately, the momentum gained by the steady 
and strong returns achieved from this group in 
the years prior ensure that they retain the faith 
of many investors.



http://www.comit.ch/web/en/index.php


14

PeopleMoves

Abel Aronovitz, director, institutional sales at 
OneChicago and the company have parted 

ways after two years, it 
is understood Aronovitz 
felt the time was right 
to move on to the next 
step in his career, his 
next move is not known 
at present.

This is the second re-
cent departure; Don 
Horwitz, general coun-

http://www.finsettleconnect.co.za/



