
United States +1.617.204.4500
Europe +44 (0) 207.469.6000
Asia Pacific +61 (0)2 9220.3610

info@eseclending.com
www.eseclending.com

Securities Finance Trust Company, an eSecLending company, and/or eSecLending (Europe) Ltd., authorised and regulated by the Financial Services Authority, performs 
all regulated business activities.   eSecLending (Asia Paciý c) - ABN 16 134 096 147,  AFS Licence 333334, is an ofý ce of Securities Finance Trust Company (incorporated 
in Maryland, U.S.A.), the liability of the members is limited. 

Disciplined, Transparent, Repeatable 

Differentiated Lending Process:

SLTSECURITIESLENDINGTIMES
www.securitieslendingtimes.com

ISSUE037
25.10.2011 TU

ES
DA

Y

Finadium publishes best  
execution guidelines

Short sellers in Asia bet on slowdown :: :: :: BNY Mellon launches Solvency II solution :: :: :: Lightspeed to provide prime brokerage services :: :: :: 
Citi to provide securities lending to AGF :: :: :: UK collateral upgrade trade eyed by FSA :: :: :: Interview: Chris Poikonen :: :: ::  J.P. Morgan collateral 
management focus :: :: :: Data analysis :: :: :: Country focus: Indonesia :: :: :: Industry training :: :: :: People moves :: :: :: 

or better rates compared with the market average without 
fully comprehending the reasons behind the results.

Multiple factors inþuence such results and affect returns, 
explained Galper, as individual mandates from beneýcial 
owners’ boards may place restrictions on programmes 
such as what proportion of securities can be loaned out.  
Another common scenario which causes mismanaged 
expectations is the confusion between collateral returns 
and returns from the intrinsic value of the loan itself. 

The Finadium methodology  for identifying best execution in se-
curities lending recognises the unstandardised attributes of  this 
market and provides a means for evaluating risk versus return.

“It has been said many times that securities lending and 
collateral management need the same level of supervi
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BlackRock sees securities 
lending lift revenue
Continued from page 1

ñInvestment advisory, administration fees and 
securities lending revenue of $1.9 billion in third 
quarter 2011 increased $155 million, or nine 
per cent, from $1.8 billion in third quarter 2010. 
The increase in fees reþected growth in aver-
age long-term AUM which included the beneýt 
of net new business, partially offset by a decline 
in fees from cash management products due to 
lower average AUM,ò wrote BlackRock.

Long-term AUM of around $3.0 trillion de-
creased $308.3 billion during the quarter, largely 
driven by market and foreign exchange declines 
of $298.7 billion. Cash management AUM of 
$244.7 billion declined one per cent.

Naked short sale ban “diluted” 
- European parliament
A short selling regulation deal has been reached 
by the European parliament in a bid to beef up 
standards and requirements.

Naked CDS trading will be banned if the agree-
ment is ratiýed next month and enters into force, 
predicted in November 2012. This is considered 
a major victory by regulators who fought to put 
an end to sovereign debt speculation by entities 
that do not own the related bonds.

The sole exception to the proposed naked CDS 
ban is an option for a national authority to lift it 
temporarily in cases where its sovereign debt 
market is no longer functioning properly though 
the circumstances under which this is allowed 
are heavily prescriptive.

Also key to strengthening the Commission pro-
posal is stepping up reporting requirements. 
For example, supervisors would be informed 
of large short positions when this position ac-
counts for 0.5 per cent of the issued capital.

The MEPs’ wish that naked short sales would 
no longer be possible for more than one day 
was however diluted. The hard “locate and re-
serve ruleò, whereby a trader must not only no-
tify from where it plans to borrow the shares in 

question but must also have a guarantee that it 
will indeed be able to borrow them, was diluted, 
requiring the trader to locate and have a “rea-

http://www.northerntrust.com/securitieslending
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customers fairly and that the churning of a port-
folio ought to be disclosed more widely than it 
is and there ought to be a better spread of the 
fees earned from such transactions because 
they accrue to the manager rather than to the 
investors,ò Henry said. ñBut it would have been 
helpful if the FSA could have spent a bit more 
time talking to participants and giving us some 
clear conclusions based on a pool of transac-
tions…so we can start thinking about how this 
plays into ýnancial stability.ò

Apart from banks feeling pressured by Basel 
III and the capital requirement directive CRD 
IV, the insurance fund industry is facing regu-
lations under Solvency II, which could make 
these transactions ñuneconomicò according to 
the FSA.

“These rules are being developed in isolation 
and that silo [mentality] leads to issues not being 
addressed, because they fall through the gaps, 
but also unintended consequences,ò Henry says, 
adding that if banks cannot swap riskier pools of 
assets with pension funds and insurance compa-
nies, it is not clear where those assets will go to 
relieve pressure on balance sheets.

NSE to deliver securities lending 
rules in December
Rules on securities lending are expected to be is-
sued in December by management of the Nigerian 

http://www.secfinex.com
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If you think Treasury isn’t sexy,
look at these numbers.
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Fresh off successful technology enhancements 
to meet U.S. tri-party repo reform deadlines, J.P. 
Morgan Worldwide Securities Services (WSS) 
is eager to complete market reforms and help 
clients grow their tri-party business. And, though 
the impact of global regulations injects uncer-
tainty, some things are certain ï collateral man-
agement is going to be a big deal. 

In this interview with SLT at October’s Risk 
Management Association (RMA) conference in 
Naples, Florida, J.P. Morganôs representatives 
at the event talk about the enterprise-wide ap-
proach to collateral management taking shape 
and how it might affect the future of the securi-
ties lending market. 

Just as Anne Sylvester joined WSS, collateral 
management was thrust into the spotlight. She 
reckons it was good timing. 

Sylvester is the Americas head of client man-
agement and technical sales for Financing 
and Market Products and, in this role based in 
New York, she works in partnership with prod-
uct teams across J.P. Morganôs business lines 
while maintaining dialogue with clients about 
industry developments. 
  
ñTo me, itôs really pretty exciting, because col-
lateral is the centre of all of the reform require-
ments. Collateral management has gone from 
being a sleepy business to being at the fore-
front of investorsô and dealersô minds,ò Sylves-
ter says. 

That is because a number of global regulations 
pushing for central clearing of most OTC deriva-
tives  have made clients have to think about the 
future in a new way ï how are they going to post 
margin and to whom? At least, those clients not 
in total denial.

Sylvester admits that there are varying levels of 
engagement by swap dealers while Dodd Frank 
rule writing continues, particularly as the impact 
of a combination of global regulations remains 

Sylvester explains that pre-crisis, securities 
lending in the US became a business with a 
signiýcant focus on generating yield in reinvest-
ment pools as opposed to exclusively on the 
intrinsic value of the loan itself ï something that 
she notes is a reversing trend. 

ñGetting back to basics, really focusing on the 
value of the loan itself and not deriving the ma-
jority of the yield from the reinvestment is a very 
healthy return to a more sensible business prac-
tice,ò she notes. 

Sec lending demand
Still, Judy Polzer, global head of securities lend-
ing product based in New York, is concerned 
about the potential for indirect impact of the 
combination of regulations on the demand side 
of business. 

“The changes you are seeing in securities lend-
ing over the last couple of years are really being 
driven by the demand side as brokers de-lever 
and take risk off. Many of them are focused on 
capital and balance sheets to a greater degree 
ï the question becomes, are they going to have 
an appetite for securities?ò Polzer says. 

Meanwhile, the regulations keep piling on. 
Dodd Frank alone started with some 300 to 
400 rules across a dozen agencies and there 
are still scores yet to be written. It is hard to 
tell, explains Polzer, how rules written and yet 
to emerge will affect the industry. This includes 

hazy. Still, she sees an increasing need from 
investor clients to be walked through solutions 
being developed, though at the moment there 
seems to be little sense of urgency in imple-
menting strategic changes.

“Swap dealers are assessing their own collat-
eral needs going forward. They are focused on 
how their ýnancing needs will change in addi-
tion to how they will accommodate their client’s 
needs,ò Sylvester says. ñWeôve been working 
with our beneýcial owners to help them under-
stand how the new collateral requirements will 
impact them. For example, how will the new 
rules affect their performance, their infrastruc-
ture needs and their potential need to hold high 
quality collateral?ò

It is precisely this need for transformation to 
post high quality collateral accepted by CCPs 
that is plaguing some and creating opportunities 
for others. 

Securities lending, though not in the trade þow, 
is one route broker dealers take to upgrade col-
lateral and, though it is early days, beneýcial 
owners are looking at the opportunities offered 
by lending as a consequence of that increasing 
demand to enhance returns.

In general, the securities lending market has 
emerged from relative obscurity to become bet-
ter understood as a liquidity mechanism. But 
the Lehman crash hangover and accompanying 
stigma from cash reinvestment portfolios going 
bad continues. 

As collateral management becomes an even more integral part of the market, 
J.P. Morgan’s senior team speak to SLT about how the market is changing
ANNA REITMAN REPORTS

www.securitieslendingtimes.com

Anne Sylvester
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Dodd Frank, Basel III, Solvency II, short sell-
ing rules from the European Commission and a 
myriad of other regulations such as those from 
Germany and the UK. 

At the time of writing, inýghting among ýve sep-
arate agencies working on the Volcker Rule has 
been reported by the New York Times.

Even before any mandated regulatory compli-
ance, however, Polzer has identiýed an inherent 
duration mismatch. Brokers are looking to put 
on term trades but some lenders are more com-
fortable with shorter durations and the market is 
still working through this. 

Notably, the equity markets continue to show 
stable balances as the business is more a value 
than volume proposition, says Polzer, though 
short selling rules and tax harmonisation re-
quires constant monitoring. Despite market 
jitters and massive volatility over the summer 
months, equities are doing okay.  

The big story is in the ýxed income space, where 
changes are taking place amid competing forces.  
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While slowing growth in Asia hits the headlines, 
some commentators are pointing to bright spots 
such as Indonesia, where strong fundamentals 
are prompting economists to forecast a robust 
economy for the long-term. 

In October, the Bank of Indonesia (BI) unex-
pectedly cut interest rates 0.25 basis points to 
6.5 per cent, as the countryôs central bank turns 
more upbeat about the outlook for inþation.
 

So far this year, Indonesiaôs CPI headline inþa-
tion rate has been trending downwards and fell 
to 4.6 per cent in September compared to the 
same month in 2010. BI expects inþation to be 
below ýve per cent at the end of this year and 
sees it even lower in 2012.

In a recent report, Standard Chartered notes 
that Indonesia is set to become one of the 
worldôs fastest growing economies ï with full 
potential of eight to nine per cent from a current 
6.5 per cent annual growth in GDP - in part due 
to a rising middle class and urbanisation. 

“We expect Indonesia to enter the club of world’s 
largest economies in 2020 and the top six in 
2030,ò write Standard Chartered analysts. 

In particular, the bank notes that Indonesiaôs 
large domestic market cushions the economy 
from external shocks and fosters the develop-
ment of banks, non-bank ýnancial institutions 
and ýnancial markets.

Indonesia is the worldôs largest archipelago, 
covering over thousands of islands and kilome-
tres along the equator, throwing up challenges 
in the development of infrastructure to knit the 
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10 to 20 years,ò notes Standard Chartered.

Insurance is one of the most developed NBFI 
sectors with  growth driven by two independent 
segments: the government social security pro-
gramme and private life insurance. 

In 2010, the ýve social and public state-owned insur-
ance funds made up 42 per cent of Indonesia’s total 
insurance assets in 2010; they are non-competitive, 
invest in ýxed income, and are growing steadily on 
the back of compulsory annual contributions.

Sec lending market
There is an OTC securities lending market in Indo-
nesia, however, it is unclear what the size and scope 
of this market is. Brokers can enter into bilateral ar-
rangements with approval from the BAPEPAM as 
long as they use a standardised agreement.

That is where Indonesian Clearing and Guaran-
tee Corporation (KPEI) comes in. Operating since 
2002 and trading since 2004, KPEI received a push 
as a result of regulatory mandates towards market 
development for growth and infrastructure.  

As the CCP, it provides centralised services 
through electronic clearing (e-clear) as well as 
the standardised agreement to borrowers and 
lenders, which are also members of the clearing 
facility. Currently, there are 117 clearing mem-
bers, of which 98 brokers and three custodian 
banks are participants in the SBL market.

At the moment, it has 118 stocks eligible for SBL 

http://www.sungard.com/securitiesfinance
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SLT: Could you explain where eSe-
cLending fits into the securities lend-
ing market? 

Chris Poikonen: eSecLending is a full-service 
global securities lending agent providing cust-
omised securities lending solutions for institu-
tional investors worldwide. We are the only in-
dependent agent in the market and one of the 
largest third party providers. Our philosophy ap-
plies investment management practices to the 
securities lending industry. Our differentiated 
process utilises a transparent, disciplined and 
repeatable auction process to determine our cli-
ents’ optimal lending strategy and facilitate best 
execution. Our performance is driven by inno-
vation and validated by client satisfaction and 
industry recognition. Our people are committed 
to delivering thoughtful solutions and develop-
ing long standing partnership with clients. 

With over ten years of experience we are active 
in 33 markets and have over 100 employees 
dedicated to securities lending who are located 
in our ofýces in the US, Europe and Asia. 

eSecLending pioneered the use of auctions in 
securities lending. Having auctioned over $2 tril-
lion in assets for beneýcial owners since incep-
tion, we have more experience than any other 
provider in the industry in structuring optimal 
securities lending programmes utilising a disci-
plined and transparent process. We believe in 
the auction process. We have spent years per-
fecting the model and investing the knowledge 
and capital ne to proed the process. 
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PeopleMoves

HazelTree Fund Services has appointed Wil-
son Pringle as a managing director in its New 

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