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EditorialComment

The Lehman default almost three years ago 
came at the height of the financial crisis - a cri-
sis that is not completely over even now. The 
default may have been the most famous part of 
the crisis, but it was by no means the only factor. 
Even now, we’re seeing crises with countries’ 
sovereign debt, and much of the Western world 
is still struggling to pull itself out of recession.

The Lehman collapse also changed the way 
both banks and regulators looked at the finan-
cial markets. Many financial institutions realised 
they didn’t fully understand their exposure, 
while regulators wanted to ensure there were no 
more instances of banks being bailed out by the 
governments, and as such tightened capital re-
quirements and increased the rules about what 
firms could and could not do.

Of course, not every institution with exposure to 
Lehman - or indeed other institutions that got 
into trouble - lost money. And many of these 
were firms that had effective collateral manage-
ment systems in place. Indeed one London-
based offshoot of an Asian bank has admitted 
it made a profit from the default, because the 
collateral it held was so strong. 

Whether collateral management - or optimisa-
tion - is a cost centre or a revenue generator 
remains a topic for discussion. But the savings 
that can be made by using your collateral to the 
best advantage can make a real difference.

Ben Wilkie
Editor

Ensuring you have - or have offered - enough 
collateral is no longer enough. Now it’s important 
that you give or receive the right capital. Even in 
the greenback friendly US, cash as collateral is 
slowly falling out of favour as treasuries realise 
that not only will this affect the bottom line, it 
could also affect your tier one capital ratios. 

So making sure you can give away the collat-
eral that won’t make you a huge amount of cash 
- or are becoming overweight in certain areas 
- means understanding both the collateral you 
have available and the requirements of other 
parts of the business is increasingly important. 

This importance grows even greater when we 
look at the changes to what were previously 
safe government debt markets. The downgrade 
of US Treasuries has probably had the big-
gest impact, with many counterparties requir-
ing only AAA collateral. But the downgrades in 
Spain, Ireland, Japan and Greece may prove 
to be even more significant as - while there 
are fewer of them and as such less exposure 
for most banks - the prospect of default is that 
much greater. 
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Given the focus of the Dodd-Frank Wall Street 
Reform and Consumer Protection Act and Eu-
ropean Market Infrastructure Regulation, collat-
eral optimisation has become a buzzword after 
collateral management. It is no longer seen as 
an arcane operational function, but a critical tool 
for risk mitigation, liquidity management and 
revenue enhancement.

In fact, a sponsored report published late last 
year by Finadium and sponsored by SunGard 
shows that collateral optimisation - including 
managing cross-product netting and the use of 
central credit counterparties - will be a major fo-
cus. The drivers behind the increased emphasis 
have been well documented. Although the regu-
lations are not finalised, there is no doubt that 
there will be a mass migration of over the coun-
ter products onto exchanges and through cen-
tral clearing. While the ink is still not dry on the 
final version, the result will be a significant in-
crease in the use of collateral and providers are 

As with any change, there are opportunities as 
well as challenges for service providers. Ac-
cording to data from Calypso, these include 
presenting a single and consolidated view 
across the different collateral positions as well 
as capturing and fulfilling all collateral obliga-
tions. It also means being able to model all the 
legal agreements and eligibility constraints so 
that collateral flexibility can be exploited. Last 
but certainly not least are employing advanced 
risk and scenario analysis tools to explore al-
ternative ways of meeting obligations and op-
timising collateral use and exploring revenue 
generating opportunities based on collateral 
trading and optimisation.

Although all are important, breaking down the 
walls of the silos ranks as one of the highest 
priorities. The Finadium study, which canvassed 
122 industry participants, found that over 60 re-
spondents believed a cross-silo view will be one 
of the keys to better management of collateral 

already leveraging their infrastructure around 
listed products to provide a similar service for 
centrally cleared OTC products. 

One of the issues is that optimisation can mean 
different things to different people. For example, 
it could cover rolling back and rebalancing as-
sets on a daily basis or simply fine-tuning the 
movement of collateral across different trans-
actions or structures to make better use of the 
collateral. However, the increased need to col-
lateralise will put pressure on providers to use 
the collateral inventory as efficiently as pos-
sible to avoid constraints on the balance sheet. 
For many firms, this means employing stricter 
eligibility requirements to ensure the collateral 
received can be re-used easily. It will also re-
quire firms to analyse the inventory more regu-
larly in order to use the most optimal assets 
to meet various obligations and avoid funding 
additional collateral, which can prove to be an 
expensive proposition. 

Stepping up
Clients are increasingly focusing on squeezing the best return from all their 
activities, including collateral management
LYNN STRONGIN DODDS REPORTS



5

CollateralOptimisation

www.securitieslendingtimes.com

and optimisation. Historically, firms have slotted 
their asset classes into different prisms such as 
fixed income and equities, each with their own 
operating procedures, technology and organisa-
tional structures. The situation has further been 
exacerbated by having not only vertical product 
but also horizontal regional silos which means 
there are geographical, currency and settlement 
issues to be taken into account. 

From an optimisation point of view, managing 
collateral across this type of landscape is chal-
lenging because the assets pledged must con-
tinually be monitored while the profile changes 
in different market conditions. Portfolios must be 
regularly viewed to see what has been pledged 
out already and to assess whether it is the most 
optimal assignment of assets to meet that obliga-
tion or if assets should be substituted to reduce 
the overall collateral cost. This ongoing calcula-
tion requires the various details of the collateral, 
including eligibility and haircuts across all asset 
classes to support the constant recalculation 
of asset assignment. Other factors to consider 
include settlement timings, failure and transfer 
processes which will vary depending upon if the 
collateral is included in a bilateral or CCP trade 
or if managed on a tri-party basis.

According to John Rivett, global head of col-
lateral management at J.P. Morgan Worldwide, 
“Increasingly clients will want an integrated ap-
proach and have a broad picture of all of their 
exposures. At the moment, firms have sets of 
inventory held in different silos and this is not 
optimal. Collateral optimisation should also be 
about fulfilling counterparty needs and having 
the flexibility to quickly substitute specific se-
curities wherever they may be located but with-
out ramping up the costs. We think the tri-party 
model is the one of the best ways because it not 
only enables firms to optimise inventory multiple 
times a day but to do so very quickly. Also it 
has been around for a long time and clients are 
comfortable with the way it works.” 

Olivier de Schaetzen, director & head of product 
solutions global markets in Euroclear’s commer-
cial division, also “believes that optimisation of 
collateral allocation on a daily and inter-day ba-
sis is increasingly important. We are also see-
ing an increase in the demand for granular and 
more detailed reporting as a direct effect of new 
regulations coming into force. One of the main 
attractions of the tri-party arrangement is that 
clients benefit from having as much business 
as possible conducted under one roof. This re-
quires a continual investment in the infrastruc-
ture and the ability to deliver new features.” 

Kurt Jarnagin, head of collateral optimisation at 
Royal Bank of Scotland, which offers clearing 
and collateral management services, says “col-
lateral optimisation is not just about posting the 
cheapest-to-deliver collateral and fulfilling the 
obligation in the fastest time. It is to also about 
being able to address the different requirements 
such as the upgrade trade and the “what if “ sce-
narios under the new regulations. Clients also 
want to mitigate settlement risk and have more 
detailed reporting on their collateral positions.”

Tri-party though is not the only route. Nicholas 
Bonn, head of the securities finance division of 
State Street, sees merits in the unilateral bank-
ing model. “We do offer tri-party arrangements 
but we feel that clients can move assets around 
markets much faster and cheaper through 
straight through processing.”

There are also technology vendors who are 
hoping to make their mark.  For example, Ca-
lypso Technology has been at the forefront in 
the collateral optimisation arena and recently 
developed a collateral optimisation solution de-
signed to help buy and sell side firms adapt to 
shifting regulatory requirements for OTC deriva-
tives. The offering includes a proprietary algo-
rithm that allows users to manage the collateral 
allocation process. Optimisation strategies are 
deployed based on substitution rules, targets, 
constraints and real-time information defined 
and governed by traders. Users may also plug 
in their own algos. The system provides over-
views of positions, collateral requirements and 
allocations. It also enables analysis of the cost 
of funding/collateral at the trade level, allowing 
users to reduce operational costs.  

According to David Little, director, strategy and 
business development at Calypso Technology. 
“Under the new rules, many buy side firms will 
have to pay initial margin whereas previously 
this was not the case. With many counterparties 
to a transaction, it becomes a difficult conjuring 
act to fit together the best possible allocation 
versus the new obligations. Calypso’s solution 
looks carefully at the user firm’s inventory, ex-
amines its obligations, and then chooses the 
best way to fulfil those collateral requirements.” 

As for the future, it is no surprise that regulation 
will be the main challenge. At the moment mar-
ket participants are waiting with bated breath to 
see how exactly the details will be hammered 
out. The main thrust will remain the same and 
all agree that there will be much more emphasis 
on the collateral that can be posted. 

According to Rivett: “Before there was a much 
wider classification but that will not be the case 
going forward. Also, clients will be looking at 
the collateral in a much more granular because 
they want a much more detailed understanding 
of the underlying assets.”

Bonn of State Street agrees, adding: “When the 
regulations are introduced, there will be a lot of 
assets that are currently used as collateral such 
as high yield and investment grade corporate 
bonds that will no longer be eligible for collat-
eral. We expect that there will be an increase 
demand for sovereign debt and US Treasuries. 
The view on Treasuries is that the supply will be 
scarce and spreads will narrow but we believe 
that will not be the case and spreads will wid-
en, creating opportunities. The other trend for 
collateral optimisation that we see is the grow-
ing importance of cross asset class margining 
across all transactions which can help firms re-
duce margin requirements and related collateral 
funding costs.” SLT

Historically, 
firms have slotted 
their asset classes 
into different prisms 
such as fixed income 
and equities, each 
with their own 
operating proce-
dures, technology 
and organisational 
structures. The 
situation has further 
been exacerbated by 
having not only 
vertical product 
but also horizontal 
regional silos
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A day in the l ife...
Collateral management is moving to a whole new phase, with consolidated 
positions and new technology leading the way
BEN WILKIE REPORTS

Although collateral has been used for hundreds 
of years across all forms of transactions, collater-
al management as we know it today began in the 
1980s when Bankers’ Trust and Saloman Broth-
ers started to take it against credit exposure. 

At the time, it was a completely manual pro-
cess and a very simple one - usually an amount 
of cash equal to or government bonds worth 
slightly more than the amount of exposure the 
counterparty had. 

Now, says Lombard Risk’s Martin Wingate, it’s 
all different. Wingate is a 10-year veteran of the 
industry, with a career at Societe Generale, Mor-
gan Stanley and Daiwa, before joining Lombard 
Risk. “It’s still not all automated but it’s definitely 
getting rarer,” he says.

At its heart, collateral management is very sim-
ple. It’s simply there to provide both parties in 
the agreement with protection against default. 
Thanks to industry standard agreements, pre-
paring a contract with a counterparty is straight-
forward and it’s easy to keep track of exposures 
and collateral. But the increasing focus on risk 
management, along with greater regulatory pres-
sures on financial institutions following the credit 
crisis means that managing and optimising col-
lateral has become much more important.

Collateral margining can essentially be broken 
down into four consituent parts. First, there’s the 
need to capture the data - take feeds of the static 

is using, while there will also be input from credit 
departments - especially in the current climate, 
where there is less trust about the stability of 
financial institutions - and operations. 

It’s likely to get more complex still, however, as col-
lateral management becomes collateral optimisation 
and moves from a silo-based approach into a more 
consolidated business centre for the institution. 

As listed futures and options, derivatives, repo 
and securities lending, all with different agree-
ments, different collateral strategies and differ-
ent teams with their own requirements come 
together, the consolidated collateral programme 
may require some leap of faith to implement, but 
promises far greater efficiencies - it will reduce 
capital requirements by allowing the netting of 
positions, while enabling the institution to save 
money through centralisation while at the same 
time being able to get a far clearer understand-
ing of assets and liabilities. 

This will of course require further automation. By 
creating a consolidated margin call, technology 
allows users to assess the collateral require-
ments and assign the ‘best for them’ to coun-
terparties. This frees up credit lines through the 
recognition of off-setting positions and makes 
best use of the cash - which with higher capi-
tal ratios has become the prime focus of many 
treasury teams - and collateral. A master netting 
agreement can significantly reduce the amount 
of collateral that goes out to the counterparties, 
freeing up huge value internally for other areas 
of the business. SLT

counterparty data, the legal agreements and the 
organisations and legal entities involved. Then 
there’s the live data on securities available, the 
market data and the mark to market.

Next is the requirement to calculate the call, to 
understand the margin requirements both intra-
day and overnight. Once that is known, the man-
ager can process the call - place and receive 
margin calls, deliver of mark to market state-
ments, book collateral movements, then carry 
out the reconciliation and manage any disputes. 
Finally, there’s the reporting function, to internal 
managers, to counterparties and for regulatory 
purposes. This will include mark to markets, col-
lateral balances and interest statement. 

As the role of collateral and the importance to 
the overall business has become better under-
stood, the function of the collateral management 
team extends into many more areas of the com-
pany. This is particularly true when it comes to 
ensuring regulatory compliance - in addition to 
the collateral management team itself, the front 
office will need to know about the capital calcu-
lations and the collateral used and remaining. 

The legal teams need to maintain the agree-
ments and - if they need to be changed in or-
der to best optimise the collateral - make the 
necessary amends. On the finance side, there’s 
the need for a full understanding of the collat-
eral used and the profit and loss. The IT team is 
responsible for ensuring data feeds in to which-
ever system the collateral management function 
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SLT: How big an issue is collateral 
optimisation at the moment?
David Little: It’s certainly much bigger on the 
sell side than on the buy side but interest is 
growing across the market. There are several 
catalysts for the change:

Firstly, in OTC derivatives clearing the biggest 
opportunities and challenges are being faced by 
general clearing members. A lot of the buy side 
and smaller institutions are looking at outsourc-
ing their clearing services, while the majority of 
action is taking place in larger sell side institu-
tions - the G14 banks, the big prime brokers, the 
big custodians.

I think collateral management is revenue gen-
erating for the big guys offering these services. 

outsource their provision. The larger organisa-
tions are saying that whichever way this thing 
breaks, we want to be at the heart of it. So they 
need to have the systems in place. 

SLT: Who has got it right at 
the moment?
Little: I don’t think anyone has the processes 
and procedures in place that they’re happy with. 
People are either buying, building or outsourc-
ing. If they’re building, they’re only at the very 
beginning of a long and arduous project. Within 
the architecture, you need to understand the 
scope of optimisation, the number of counter-
parties, the flexibility of the business rules, how 
to operate emergency systems and so on.

On the buy side, the move isn’t towards optimis-
ation, it’s about best practice collateral manage-

There is a bit of risk management and opera-
tional efficiency driving the optimisation in the 
rest of the market. So the need to protect your 
resources is more important than generating 
revenue. It’s potentially costly in terms of finding 
and allocating the right capital.

If you don’t go down the cleared route in regu-
lated capital markets, it’s liable to be constrain-
ing; if you don’t manage it well, you face poten-
tial difficulties with your regulatory capital and 
capital risk. 

SLT: What do you feel is the solu-
tion to this?

Little: The solution for much of the market is to 
wait and see. And that’s what’s driving people to 

Accepting change
Implementing a collateral optimisation system does not require the sea 
change that many institutions believe, says Calypso’s David Little
BEN WILKIE REPORTS
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ment. That means your daily process is about 
making sure you are calling brokers for margin 
and not just waiting to be called. This means 
having the flexibility to take and give multiple 
currencies and non cash as collateral. It means 
reviewing the terms of CSAs, and haircuts/eligi-
bility criteria.

SLT: What does the change involve?

Little: In part, collateral optimisation is a fancy 
name for understanding and balancing supply 
and demand. It could mean some CSAs will 
need to change, because that’s where the rules 
about what you can give and receive are. You 
need to understand which assets you should 
use and CSAs can be renegotiated to allow you 
to use the assets you do have available rather 
than the cash you don’t.

The whole market is swept up in clearing. They 
have to manage the way margins are called by 
CCPs - the processes are different. This means 
there are likely to be business process reviews 
as well as data and terms.

SLT: How does this affect the human 
resource needed within the business? 

Little: In the future, I feel that the operations 
personnel will have a critical role to play when 
it comes to margin call processing, delivery 
and receipt of collateral and so on. But in an 
organisation doing collateral optimisation, you 
also need the front office mentality, who will be 
setting the parameters of the optimisation and 
communicating that to the back office. 

The back office still needs to do its job efficient-
ly, but the front office needs to explore the flex-
ibility in CSAs, as well as the capabilities and 
objectives of what it wants to achieve and then 
communicate that. 

SLT: Is it possible to manually op-
timise collateral, or is it solely the 
preserve of the systems?

Little: Calypso can set the parameters, which 
can be amended as conditions change. So if, 
for example, 50 per cent of counterparties won’t 
accept Greek or Spanish debt, if US debt gets 
downgraded further or if interest rates change, 
the system gives users the opportunity to under-
stand how it could move further towards non-
cash collateral. 

A good system will allow the user the flexibility 
to use different instruments, such as corporate 
debt, set best to worst, set optimisation rules on 
matters such as substitutions and let them use 
their positions to be more or less aggressive on 
rehypothecation. 

Whatever system you are using, the distribution 
of your collateral today is not optimal. Things 
are changing all the time, which means that 
what you’re trying to achieve is also changing. 
So the front office is always asking how far it 

SLT: Does this change the position 
of collateral within an organisation?
Little: Collateral trading will become a front of-
fice function and a lot of banks are already treat-
ing it that way. It doesn’t change the back office 
collateral management process but it’s about 
what you can do beyond that. It’s making mon-
ey out of collateral and providing client services, 
transformations and collateral flow processes. 

SLT: If an institution wants to move 
towards collateral optimisation, 
what do they need to do?
Little: Assuming it keeps all the processing as 
it is, we can install the Calypso system, which 
will take a feed from the back office system for 
the available inventory. We need to capture the 
static data - the CSAs - and understand issues 
such as concentration limits. Then it’s all about 
how much detail of the trades you want to im-
port into Calypso.

If you bring the entire trade in you can use Ca-
lypso to do the whole process from valuation to 
margin call. But you already have systems do-
ing much of that, and you don’t necessarily want 
to duplicate everything. 

If you want a minimal install to achieve optimi-
sation, it’s a matter of bringing in a very small 
amount of data to assess all your collateral obli-
gations. You need the inventory so you can see 
what you’ve got to deliver and you need the legal 
agreements and the haircuts and the collateral 
requirements. With that minimum amount you 
can run the optimiser in Calypso and continue 
to use pre-existing systems for valuations and 
to manage the margin calls. 

Instead of operations  asking the front office 
which is the  best collateral to use, Calypso will 
tell you the best. You can start using the system 
with a minimal amount of information and only 
using the basics of it, and then later, if you wish, 
you can move towards managing the whole 
process on there - the whole margin call and 
dispute process. 

Such a setup would give the front office a very 
powerful new tool for optimising. SLT

can move each day - can it deliver optimally, can 
it offer substitutions? But it’s never going to be 
able to do all of them, so they need to do the 
most optimal substitutions. Then the next day 
it will do more, and the following day more and 
so on. 

One of the challenges with optimisation is not 
to make the back office function more difficult or 
complex than it already is. It’s vital that the two 
different user groups work together seamlessly.
 
SLT: Is it possible for everyone to 
optimise their collateral, or is it the 
case that to optimise your collater-
al, you require a counterparty that 
does not do so?

Little: That would be the case if the system was 
inflexible but it’s not. It’s about what the firm is 
long of, what’s cheapest for it to deliver. May-
be the whole market is short on something so 
that’s at a premium, but everyone has different 
haircuts and eligibility criteria. And funding rates 
are different, which means what’s good for one 
party isn’t necessarily good for the other. 

SLT: How much of this is driven by 
increased regulation?

Little: Governments are saying that as part of 
the liquidity rules they are obliging banks to put 
huge buffers aside as a fungible pool of collat-
eral. But they are able to substitute eligible se-
curities within these buffers. 

So it’s a regulatory burden but it’s also an op-
portunity - you’re able to replace 10-year bonds 
with something else. But the systems have to 
support it, there are thousands of agreements 
and millions of trades so it’s a big task to sort 
out and get your arms around it. The tools we’ve 
built allow them to do that. 

SLT: Can it improve a company’s 
risk management?

Little: Collateral optimisation is intimately con-
nected with risk management. It’s all part of credit 
risk and if the risk department isn’t able to show 
regulators it has good quality collateral manage-
ment in place then the firm will be penalised. D
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the front office 
which is the best 
collateral to use, 
Calypso will tell 
you the best
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As the financial crisis enters a new and uncer-
tain phase, collateral management has taken on 
a new and profound significance. For an insid-
er’s view on the issue, Securities Lending Times 
turned to Paul Harland, managing director with 
BNY Mellon Broker-Dealer Services, who char-
acterises the current environment as one of  
“evolution, revolution and regulation.”

SLT: BNY  Mellon is one of the larg-
est global collateral managers so I 
imagine you have a pretty good feel 
for what market participants are 
looking for?

Paul Harland: That’s right, we have been one 
of the world’s leading collateral managers for 

to be self-funding, an aversion to reliance 
upon unsecured lines with a need to diversify 
funding sources.   

The financial crisis caused revolution – a col-
lapse of counterparty confidence, a scramble to 
quality and an increased focus upon collateral. 
More collateral is being called and on a more 
frequent basis. I will give you an example; in the 
OTC derivatives market many buy side firms 
had not previously considered calling collateral. 
In addition, Credit Support Annexes (CSA’s), if 
signed, were rarely reviewed or relied upon.  I 
can assure you, that’s no longer the case and 
many of those firms  - as many as 50 percent 
according to our research  - have passed their 
collateral management to third-party providers 
like BNY Mellon.  

many years now.  We pioneered this business 
in the early 1980’s and have built the industry’s 
most comprehensive collateral management 
platform, managing over US$1.8 trillion in collat-
eral transactions every single day.  We service 
dozens of major institutions including every ma-
jor investment banking business in Europe and 
16 out of the 20 primary dealers in the US.

SLT: What are the main drivers of 
client demands in the aftermath of 
the financial crises?

Harland: We would perhaps characterise with 
the words evolution, revolution and regulation.  

We have seen evolution of the financing mod-
els driven by many things, including a desire 

A critical moment for collateral management
BNY Mellon’s Paul Harland assesses the changing environment for 
collateral management
SPONSORED INTERVIEW
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Which brings us to regulation, something that 
has perhaps consumed more time and energy 
than anything else over the last couple of years 
and is going to significantly shape the markets 
over the next decade.

SLT: Can we talk about how the se-
cured financing markets have be-
haved since the financial crises?

Harland: The equity financing market consists of 
multiple trade structures; stock loan short cover-
ing, equity collateral against stock borrows, up-
grade trades, total return swaps, repo, etc.  All 
trade independent of each other, and each has 
proven resilient thus far.  

Doubtless in the immediate aftermath of the cri-
sis we saw balances fall, but we are back well-
above record highs.

SLT: Looking at the regulatory 
changes, what do you anticipate?

Harland: One thing is certain – collateral is 
going to be more important than ever before. 
Let’s look at the proposals; we have Dodd 
Frank, ok it’s been deferred for six months, but 
is going to happen, then we have EMIR and 
the detailed rules under ESMA due at the end 
of June 2012.  

All swap dealers and major swap participants 
are going to be impacted and each of these enti-
ties will be obligated to post margin either to its 
clearing member, who will in turn have margin 
obligations to the CCP. 

The gross numbers are potentially huge, as 
much as US$2 trillion has been suggested, 
though in reality no one can say with certainty 
yet and that’s going to raise all sorts of issues. 

The only thing that is certain is that there will be 
a cost, a cost that ultimately is paid by reduced 
yield and as much as 200 basis points have 
been suggested, but plenty is unclear.
 
Eligibility, for example: how does an equity-
based institution faced with a requirement to 

of post-trade services. That includes not just 
collateral management, valuation, screening, 
margining and optimisation, but also middle and 
back office services and safe keeping and seg-
regation of assets as well.

We are talking to buy side firms about fulfilling 
their obligations and helping them shape post 
trade infrastructure. We are talking to sell side 
FCM’s because they also face infrastructure 
challenges and increasingly are looking to BNY 
Mellon to deliver on our core competencies 
whilst they focus upon theirs. Finally we are 
talking to CCP’s who recognise that, whilst they 
may want to call margin many times a day, the 
requirement is challenging and a tri-party collat-
eral manager is uniquely positioned to deliver.

SLT: Looking forward, what do the 
next ten years have for us?

Harland: Well, that’s the $64,000 question, isn’t it?  

Perhaps I’m being overly pessimistic, but as 
George Bernard Shaw once said, ‘If history 
repeats itself, and the unexpected always hap-
pens, how incapable must man be of learning 
from experience.’

Perhaps the thousands of pages of committee-
generated rules will create the Nirvana of sta-
bility and certainty.  An alternative view could 
be that regulators and authorities are creating 
a framework with potential for a systemic per-
fect storm.

What do I mean by that?  Well all the CCPs 
are, relatively speaking, thinly-capitalised rela-
tive to value of business transacted. In addition, 
given their global business models, most do not 
benefit from a definitive lender-of-last-resort or 
support from any nation state.  Similarly, their 
default funds, whilst large, are not limitless and 
though they comprise high-quality fixed income 
securities, we have all seen this summer every-
thing has risk.

As Alan Greenspan said at the time ‘This decade 
is strewn with examples of bright people who 
thought they had built a better mousetrap’. SLT

post cash or G7 debt accommodate the collat-
eral obligation?

Then there are timing issues. CCP’s are sug-
gesting multiple intraday margin calls and that is 
not something that’s easily achieved outside of 
a book entry tri-party collateral manager.

That’s why we are sure that collateral managers 
like BNY Mellon are going to be increasingly im-
portant and collateral optimisation critical for ef-
ficient operation of the post-trade infrastructure.

SLT: What is BNY Mellon doing in 
light of all these new changes?

Harland: Our clearance and collateral manage-
ment services have been crucial to the sell side 
infrastructure and increasingly, over the last few 
years, our expertise and robust platforms have 
been relied upon by the buy side.

What does all that mean? We have a significant 
securities processing business and are a tech-
nology-based infrastructure provider.  We have 
the scale, focus, expertise and long-term com-
mitment to address market needs during this 
period of unprecedented change.

We are also consulting across all market par-
ticipants in order to leverage our broad range 

Paul Harland
020 7163 3246
paul.harland@bnymellon.com
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SLT: How has collateral management 
changed since the financial crisis?

Paul Wilson: The market crisis and subsequent 
events have thrown risk mitigation of counterpar-
ty risk by the use of collateral management into 
the spotlight. The first trend has been the use of 
collateral by a broader base of users as well as a 
broader use of collateral in different scenarios. 

The most evident changes have been in the 
broader use of tri-party to support the collateral 
process and exponential growth of collateral in 
support of OTC derivative transactions. In all 
instances, we have seen greater customisation 
and parameterisation in the collateral eligibility 
schedules across the board, as users look to 
set collateral parameters to more detailed and 
granular levels. 

Tri-Party Repo Infrastructure Reform Taskforce 
are being implemented.

Olivier de Schaetzen: Collateral management 
has clearly emerged from the crisis as a pillar 
of strength within the new financial market land-
scape. With the unsecured market drying up and 
regulators pushing banks to increase the term 
of their funding activities, many institutions are 
looking to optimise their collateral management 
capabilities in order to secure their business and 
remain competitive in such a volatile and fast-
changing environment. Thus, collateral manage-
ment has already increased in importance.

We’re also seeing a new trend in how cash in-
vestors with term liabilities are massively turning 
to the repo markets to secure their investments. 
With this decision comes the requirement of man-

The industry is becoming more complex given 
the broader use of collateral. Collateral users 
are looking to maximise the effectiveness of 
collateral, via the use of a combination of op-
timisation and re-use tools, as balance sheet 
and capital costs increase. The demands on 
collateral providers to stay ahead of the curve is 
becoming more challenging as the markets and 
users demand greater levels of granularity, like 
quicker optimisation tools. 

The regulatory environment is also driving 
changes to the business and operating environ-
ment. Regulations like Dodd Frank, EMIR and 
Basel III need to be understood and solutions 
developed to accommodate them. This is partic-
ularly evident in both the derivatives market and 
the US tri-party repo market where the changes 
evolving from the Federal Reserve sponsored 
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aging collateral on a bigger scale. Many firms are 
naturally channelling this responsibility to profes-
sional triparty collateral managers, such as Eu-
roclear Bank. The entry of corporate treasuries 
within the triparty service environment is clear 
recognition of the resilience and dependability 
of triparty solutions when it comes to investing 
excess cash. This trend is significantly changing 
the composition of the repo markets, where cor-
porates and money-market funds are overtaking 
commercial banks as cash providers. 

Another trend that will soon have a substantial 
impact on collateral management follows from 
new regulations, including the Dodd-Frank bill 
in the US and the European Market Infrastruc-
ture Regulation in Europe. The OTC derivatives 
market will undergo a major transformation, with 
exchanges attracting a significant amount of this 
business. This shift will inevitably have collat-
eral management implications and increase the 
challenges of managing collateral efficiently.

Olivier Laurent: Since the financial crisis, coun-
terparty risk being a major concern, the need for 
collateral has risen. In March 2010, ISDA pro-
duced a market review of OTC Derivative Bilat-
eral Collateralisation practices: 78 per cent of 
derivatives are collateralised (73 per cent if we 
considered only buy-side counterparties). Since 
the crisis the  usage of  ISDA with CSD annex 
has been systematised.

Martin Wingate: Collateral management has 
seen significant change post-financial crisis. On 
the one hand by firms increasing volume of collat-
eralised trades to secure transactions and ensure 
risk management and compliance – ISDA Margin 
Survey 2011 shows that 70 per cent of OTC expo-
sure is now collateralised vs 59 per cent and 30 
per cent in 2007 and 2003 respectively. 

On the other hand – regulators are set to imple-
ment changes over the next 12-18 months which 
will have a considerable, operational, legal and 
commercial impact on the OTC derivatives mar-
ket, the result of which will be that market partic-
ipants will have to post more collateral and face 
collateral calls more frequently from a broader 
spectrum of counterparties – with trades collat-
eralised with high-liquid instruments. 

During the Lehman crisis, many buy-side clients 
never recovered the independent collateral they 
had pledged. Post-crisis, firms have started to 
insist that independent collateral is held at a 
segregated, highly-rated tri-party agent. 

Collateral management systems need to cater for 
separate independent and variation margin calls and 
provide the ability to reflect segregated collateral.

Jane Milner: Collateral management has been 
propelled to centre stage as the importance of 
collateral from a risk mitigation perspective be-
came apparent. Financial services firms now re-
alise that they need firm controls around the col-
lateralisation process and that the risks involved 
in the collateral process must also be properly 
managed. More recently, collateral management 
is being discussed as a way to increase liquidity 
and hold down the cost of doing business. 
 
SLT: Is collateral management now 
considered a business where prof-
its can be made rather than just a 
risk mitigation strategy?

Rozental: In most cases, not. However the col-
lateral combined with cash reinvestment activi-
ties could be a profit generator for the players 

Morosini: Well, it has always been both, it is 
just that compared to other types of investments 
or products, the spreads were lower. But the 
spreads have always been there, especially in 
repo and securities lending as a financing tool. 
But it is true that most of the time these days the 
first priority is risk mitigation, quality of the as-
sets, pricing, haircuts and concentration criteria 
far more than pre-crisis. 

We have seen new customers rushing to put 
agreements in place in order to protect se-
curities lending transactions by setting up a 
guarantee in the form of securities to protect a 
business that was done on a partial or fully un-
secured basis. The trading of collateral remains 
lucrative but cannot be compared with pre-crisis 
P&L: firms have more difficulties to refinance 
their less liquid assets and the flight to quality 
we have seen since the crisis is pushing rev-
enue targets down.

Wilson: First and foremost, collateral manage-
ment is a risk mitigation tool. But within this mod-
el the efficient use, re-use and optimisation of 
collateral is paramount. Maximising the efficiency 
of collateral and reducing the cost of collateral 
provision can be a way in which “profits” can be 
made by way of reduced financing costs.

de Schaetzen: Collateral management will pre-
dominantly remain a strong risk mitigation busi-
ness practice that will be increasingly necessary 
to sustain financial market confidence and resil-
ience. It is here to stay. The growing demand 
for and the different challenges associated with 
managing collateral to meet a broader range of 
needs will surely create new opportunities for 
collateral management service providers with 
experience and know-how. 

Tri-party involvement in the collateral manage-
ment process is evolving further as regulation to 
clear derivative transactions at a central counter-
party (CCP) develops. CCPs will all require in-
dependent collateral from each clearing member 
with the ability to make intra-day variation margin 
calls. Firms will need to be able to compare their 
own exposure calculations to those that the CCP 
uses to ensure complete transparency. 

COLLINE fully supports intra-day margin calls 
and is the only collateral management solution 
that has CCP functionality already in use.

Gilbert Scherff: There is certainly much more 
focus on the legal aspect of the industry, as well 
as a drive towards optimising and automating 
the collateral process.

Pascal Morosini: As the leading collateral 
agent in Europe with €600 billion under man-
agement, we have seen a drastic change in the 
approach of our customers towards collateral 
management. It is no longer considered as a 
back office function but has now the attention of 
every boardroom and senior management. 

This is a critical function by which a firm could 
optimise the usage of its collateral but also reach 
priority source of liquidity as well as new source 
of liquidity. We see more and more firms mak-
ing sure that they have access to central bank 
liquidity, whether it is the FED or central banks 
in the Eurozone or outside of the Eurozone in-
cluding in the Asia Pacific region. 

On the other hand, since we have launched a 
partnership with the Brazilian CSD Cetip to in-
source the collateral management for their OTC 
derivative business, we have been approach by 
several market infrastructures wanting to offer 
collateral management to their customers but 
without the systems to do so and with little bud-
get to develop it. 

So collateral management since the crisis is 
gaining a great deal of attention especially 
since unsecured business is drying up and 
regulations are bringing additional pressure 
pushing for more secured business. We can 
say that the scope of collateral management 
has widened but also that it finally got the at-
tention it deserves.

Philippe Rozental: In the past two or three years, 
the different controls related to collateral man-
agement have been increased and fine-tuned. 
Different alerting systems have been implement-
ed, especially for the counterparty exposure fol-
low up. The haircut requirements by counterparts 
has changed on some types of equity or bonds. It 
has become more and more difficult to use bonds 
or equity to be used as collateral. 
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For example, firms active in derivatives may 
need to manage collateral transformations to 
ensure compliance with central counterparty re-
quirements, an aspect of doing business which 
will challenge many firms. At Euroclear Bank, 
we are currently helping our triparty collateral 
management clients to design efficient collateral 
management solutions for their underlying clients 
to meet these new types of collateral demands. 

Laurent: Collateral Management Agent is a 
service provided by securities services depart-
ments (position reporting, handling of margin 
calls, reconciliation and dispute resolution, col-
lateral transformation). It is a relatively low profit 
margin activity for those firms, but would strictly 
be risk mitigation strategy for investment firms, 
and a mixture of the two for brokers.

Wingate: Running collateral management as 
a cost-centre is not a new concept. Funding of 
collateral has always impacted a firm’s P&L but 
as the volume of collateral pledged has grown 
and cost of funding cash increased, opportu-
nities to optimise collateral usage have devel-
oped. With some firms now having billions of 
USD of collateral outstanding, what was once 
an almost immaterial cost is fast becoming key 
to profitability. As is the ability to rehypothecate 
held assets but transparency regarding where 
assets are is becoming key

Scherff: Collateral management is mainly risk 
mitigation. By optimising the collateral process 
one can lower costs but keep in mind collateral 
management is a cost centre not a profit centre.

Milner: While it is not being seen as a profit 
centre per se, it is true to say that the trad-
ing aspect of collateral management is now 
considered more of a front-office role, and the 
number of desks dedicated to collateral trading 
has increased. In addition, pro-active collateral 
management is certainly seen as a way of mini-
mising collateral costs, thereby increasing the 
profitability of the underlying trading activity. 
There is also an opportunity for the sell side in 
providing more collateral management-related 
services, tri-party arrangement, liquidity provi-
sion, collateral upgrades, outsourcing, etc.
 
SLT: How has collateral optimisa-
tion affected the market?

Wingate: Or has the market impacted collat-
eral optimisation? 

The increasing cost of funding collateral has led 
firms to optimise it and larger firms now have ded-
icated collateral optimisation operations in place 
- analysing the firm’s asset base and selecting 
the best (often the cheapest but increasingly the 

Euroclear Bank, in partnership with domestic 
agents, is improving collateral mobility across 
Europe and beyond by putting in place a struc-
ture that moves collateral seamlessly between 
various domestic markets and Euroclear Bank’s 
triparty platform. Moreover, firms using the ser-
vices of domestic CSDs that are part of the 
Euroclear group for their financing needs will 
be able to manage collateral within those do-
mestic market CSDs through a triparty collateral 
management service. This is the case at Euro-
clear UK & Ireland today. Clients of Euroclear’s 
ESES platform, covering the Belgian, Dutch and 
French markets, will be able to manage their col-
lateral needs for open market operations by the 
end of this year. In 2012, the ESES and Euro-
clear Bank collateral management platforms will 
become fully interoperable, enabling clients to 
avail and optimise their use of collateral across 
multiple systems. All in all, the potential pool of 
collateral at Euroclear is €22 trillion.

Laurent: Optimisation lowers the cost of imple-
mentation of collateral management as risk miti-
gation strategy. It gains in importance and benefit 
when haircuts are high or increasing. It mitigates 
the deleveraging impact of posting collateral.

Scherff: Liquidity is getting more expensive in 
combination with a volatile market this has a 
impact on the daily process of the bank (keep 
Basel III in mind)

Morosini: The collateral movements to optimise 
the collateral allocation making sure it is at the 
right place at the right time has a cost and also 
puts pressure on collateral givers on a daily basis. 
This is for the simple reason that these days any 
piece of collateral is used and optimised because 
it is also becoming a scarce resource. On top of 
that, most of the collateral receivers change their 
eligibility criteria more frequently than pre-crisis, 
adding an additional stress on collateral givers to 
make sure they have the right quality to comply 
with these new criteria. 

We can see this in our collateral management 
engine: the movements of collateral have also 
increased due to these eligibility changes and 
optimisation needs across different contracts 
and counterparties. We also receive more re-
quests for sample forecast reports. This helps 
the collateral givers to have an idea if some of 
the assets they hold in other collateral locations 
are eligible with the network of counterparties 
they have in our Global Liquidity Hub. 

Every little piece of collateral has to be financed 
or used to cover various types of exposures 
such as repo, lending, OTC derivatives loans, 
allocation to central banks and other type of 
structured transactions. Certainly new regula-
tions and liquidity measures imposed by regula-

most efficient) collateral to deliver. Also, the type 
of collateral is now being factored into the pricing 
of derivative trades, with businesses looking to 
use CVA swap curves in their valuations.

To further assist funding and reduce risk, banks 
have become even more selective about the col-
lateral they accept, increasingly declining lower-
rated securities in favour of more liquid AAA 
Governments or cash. Ironically, this increase in 
demand for better quality collateral contributes 
to the increase in cost of funding.

At the other end of the spectrum, firms are look-
ing harder for opportunities to rehypothecate 
previously under-utilised esoteric collateral. 

Technology plays a large part in optimisation as 
the collateral management system can calculate 
the optimum collateral to pledge for a specific cli-
ent, based on configurable rules and parameters 
such as cost, efficiency and client acceptability. 

Milner: The optimal assignment of assets to 
collateral obligations is now an imperative due 
to three factors: increased collateral require-
ments, rigour around the definitions of eligible 
collateral, and increased capital requirements. 
But while there is certainly a drive for greater 
collateral optimisation, particularly from the sell 
side, optimisation means different things to dif-
ferent people. It is not possible to group all of 
the different interpretations together when con-
sidering the impact on the market. 

At this point I would say that it is more a case 
of seeing a lot more discussion about how to 
achieve optimisation, rather than clear results from 
its implementation. Full optimisation is still the holy 
grail that many are seeking, rather than being 
something that is out there and fully operative.
 
Wilson: The demand for collateral optimisation 
from our clients has increased. We have devel-
oped and implemented Global Longbox and Ex-
ternal Longbox as part of our Global Collateral 
Engine initiative to help clients better leverage 
our existing robust optimisation tools. The key 
components of our overall service offering are 
helping our clients reduce their financing costs 
and source new funding. Optimisation was 
perceived as a siloed function. But today, it is 
viewed as an enterprise wide activity. 

de Schaetzen: With the growing need for col-
lateral, collateral managers are constantly look-
ing to optimise increasingly scarce collateral 
resources. Optimal and dynamic collateral allo-
cations are vital, but this is not enough. In Eu-
rope, the fragmentation of collateral resources 
is a real issue that collateral managers confront 
every day. 
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tors have an impact on the way the collateral 
is allocated and optimised, we see regular re-
quests to tweak the collateral allocation to com-
ply with new liquidity regimes modifying the al-
location between prime and non-prime assets.

Rozental: Most players are looking how to opti-
mise the use of cash through different cash rein-
vestments programme that has been developed 
internally or in collaboration with service providers 

SLT: Have the sovereign debt crises 
in Europe and potential problems 
with US ratings changed the way you 
look at different types of collateral?

Milner: The perception of ‘quality’ collateral has 
certainly changed over the recent times – and 
there has been a good deal of collateral schedule 
updates taking place. One direct impact of recent 
activity has been to increase the focus on the stress 
testing requirements of a collateral system in order 
to predict the impact of potential downgrades.
 
Wilson: We act as a tri-party agent and it is our 
clients who determine what securities and what 
parameters they wish to have in place for each 
of their counterparties. Eligibility schedules 
tend to be dynamic and automatically cater for 
changes in ratings. 

de Schaetzen: Reacting to rating changes 
is an essential part of the role triparty agents 
play in the management process. At Euroclear 
Bank, we receive feeds directly from the major 
rating agencies, which means that we can im-
mediately update collateral positions should the 
rating change for a specific issue. Securities 
falling below the rating floor, as defined in the 
underlying agreement between the two counter-
parties, will automatically become ineligible as 
collateral. AutoSelect, our collateral manage-
ment algorithm, will then select alternative eligi-
ble collateral to cover the transaction and return 
the ineligible asset to the collateral giver. This 
automated collateral substitution process can 
occur within an hour of receiving notification of 
the rating change since AutoSelect runs almost 
every hour during the business day. 

As a result of the sovereign debt crisis, we have 
seen repo counterparties making changes to 
eligible collateral profiles by eliminating spe-
cific sovereign issuers. Some sovereign issu-
ers, such as Greece, have virtually disappeared 
from the collateral pool used in the repo market. 
This trend has been confirmed by the most re-
cent ICMA repo survey. 

Laurent: Some organisations do apply haircuts 
on sovereign. Others don’t. It is pretty hard to find 
a consensus right now, especially right after the 

more and more collateral receivers willing to 
use equities as collateral, we cannot say that 
the market has yet digested the fact that gov-
ernment bonds are maybe no more a point of 
reference for being the most secured assets. 

Actually, people start to realise that if the single 
A range were exhausted, very few countries in 
the AA range would remain before reaching the 
AAA range. We don’t think that a deep exercise 
on which collateral alternative to AA and AAA 
government bonds has yet started within the 
most conservative organisations.

SLT: What effect do you feel the 
emergence of CCPs will have on 
collateral management?

Wilson: The use of central counterparties 
(CCPs) for vanilla derivatives is changing the 
way the buy and sell side view collateral man-
agement. The level of complexity for buy and 
sell side clients is changing. There is an ever 
increasing need for collateral management ser-
vices to provide holistic solutions across CCP 
and non CCP cleared derivatives, across bilat-
eral repo as well as a need to provide collat-
eral transformation in order to assist clients in 
meeting their obligations to the CCP. Regulation 
will change the way collaterisation of non vanilla 
derivatives occurs. 

de Schaetzen: The emergence of CCPs will 
have considerable effect on collateral manage-
ment. For many years now, CCPs have given 
their members the opportunity to pledge securi-
ties as collateral for margin management purpos-
es. Some CCPs are working with triparty agents 
to help their members optimise their collateral 
usage. More recently, CCPs in Europe, such as 
LCH.Clearnet, have expanded their repo prod-
ucts to include repos in collateral baskets. This 
innovative service is intrinsically linked to collat-
eral management as the selection, transfer and 
management of the collateral is outsourced to 
triparty collateral management platforms.

In the securities lending markets, the business 
case for CCPs has still to be confirmed, but prog-
ress is being made and new providers of non-
cash securities lending solutions are coming to 
the market. These providers are also leveraging 
triparty collateral management platforms. 

And, of course, CCPs will play a crucial role in 
the derivatives business. As derivatives trading 
moves from the OTC market to exchanges, there 
is little doubt about the future importance of ef-
ficient collateral management to manage deriva-
tive trade exposures. New regulations will only 
increase the demand for and use of collateral.

S&P downgrade on US debt. Knowing that CME 
announced earlier in August they have increased 
the haircut  that applies to US government debt 
posted as collateral, we could easily infer it will 
tangibly impact collateral management rules. 

Wingate: Yes. Many firms have placed accept-
ability restrictions on debt issued by the PIIGS 
counties (Portugal, Ireland, Italy, Greece and 
Spain) – many simply unable to accept it.

Firms are increasingly using concentration and 
correlation rules to ensure portfolio diversifica-
tion and minimise risk. (For example, an Irish 
bank pledging Italian debt as collateral is less 
desirable from a credit risk perspective than an 
Irish bank pledging AAA-rated security with no 
correlation to the Euro debt crises). Where firms 
are declining PIIGS debt, collateral pledgers 
are sometimes faced with having to offer higher 
quality collateral such as cash or AAA rated se-
curities – again increasing the demand and as-
sociated funding cost.

Although US treasuries may still be regarded 
as perfectly acceptable collateral firms are now 
looking to increase the haircut of the collateral in 
light of the fact that US has lost its AAA rating.

COLLINE currently maintains acceptability crite-
ria such as asset class, correlation and concen-
tration rules and ratings and tenor based haircuts, 
so preventing a collateral analyst from agreeing 
collateral that conflicts with a firm’s internal credit 
policy, and report on discrepancies.

Scherff: An agreed collateral acceptability in 
the master agreement has to be updated more 
often. Also in the pricing of a treasury deal 
changes happen more often also on the back of 
the accepted collateral.

Morosini: As a market infrastructure, we have 
strict risk management guidelines reflecting our 
conservative approach towards business and 
the responsibility we have in the financial mar-
ket. With our principal role hat on, we have strict 
guidelines for both our treasury business and 
our securities lending business with minimum 
rating set at A + combined with other concentra-
tion criteria and exclusion criteria. 

The European debt crisis and the US rating 
change pushed us to reinforce some concentra-
tion criteria but overall we did not change our cri-
teria but reinforced our liquidation procedure. With 
our collateral agent role hat on, we reinforced our 
rating selection process to make sure we consid-
ered any changes happening on the market. 

So far we must admit that very few collateral 
receivers have changed their collateral eligibil-
ity criteria or excluded some countries as long 
as they are investment grade. Although we see 
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All these trends confirm the increasingly central 
role that collateral management will have in our 
future financial markets. This will be most evi-
dent in the evolution of triparty services as an 
integrated part of the CCP collateral manage-
ment process.

Laurent: CCP for OTC products (and more pre-
cisely new regulations for OTC products) will 
increase collateral and margin requirements. 
Collateral related services such as enhance-
ment & segregated accounts will be needed. Col-
lateral quality will also be something to look at, 
since strong eligibility constraints will occur.  

Wingate: Clearing derivative trades through 
CCPs was a requirement introduced by regula-
tors to reduce counterparty risk post financial-
crisis. However the impact of this on firms is that 
the collateral departments will be faced with an 
increase in the number of processes involved: 
more agreements, more margin calls – more 
costs, and firms are turning to technology to fa-
cilitate these demands. 

A contributing factor to the perceived increase in 
volumes will be the requirement for firms to use 
more than one CCP (as no one CCP clears all 
products) and some counterparties can’t clear 
through CCPs. Both these factors will result in 
bilateral relationships remaining.

Clearing derivatives through CCPs will further 
increase margin-call activity with the emer-
gence of intra-day calls. Bi-lateral calls between 
counterparties have historically only ever been 
subject to one margin call per day.

The amount of collateral that firms need to 
pledge will further increase as CCPs will all 
require independent (up-front) collateral in ad-
dition to variation margin. At present under a 
bilateral agreement, interbank and pension fund 
relationships do not typically pledge indepen-
dent collateral. As CCPs evolve the associated 
increase in funding requirements will make col-
lateral optimisation even more key.

If the trade is not centrally cleared firms will face 
more rigorous margin and capital requirements 
by the regulator – to further discourage bi-lateral 
collateral relationships.

Further complications arise when clearing mem-
bers act as brokers – they not only face CCPs 
on behalf of themselves but as they are clearing 
trades on behalf of their clients they also need 
to call associated collateral from them. There-
fore from a broker’s perspective the ability to 
provide efficient post-trade reporting and clear-
ing services to the client remain key.

Scherff: It creates the danger of a complex 
black box calculation of margin. One can not 

Addressing internal fragmentation and the very 
territorial attitude some could have towards 
“their” collateral will be naturally challenged by 
organisations as regulations and as the need 
for better collateral optimisation increases. We 
have already seen many firms adapting a group 
wide approach towards collateral management, 
exploiting all the collateral pools available with-
in a group across different entities in different 
countries. We believe that the executive man-
agement of firms will more and more decide 
that collateral is a priority resource for liquidity 
management and quickly see decisions giving 
power to liquidity and collateral managers to 
mobilise collateral across the firm breaking any 
existing silos.

Wilson: Some firms are still operating on a silo 
basis but we have seen others create a centra-
lised funding solution across all financing func-
tions, to maximise the internal optimisation of 
collateral and funding.

de Schaetzen: Over the past few years, many 
firms have understood the benefits of managing 
all of their collateral needs under the responsibility 
of a single team. Growing demand for collateral 
when collateral resources are becoming scarce is 
driving firms towards the same conclusion: centra-
lise the collateral management function. 

From its place in the corner of the trading floor, 
collateral management is now a strategic dis-
cipline for many institutions. Triparty collateral 
management agents are continuously broaden-
ing the array of services on offer to make it as 
easy as possible for clients to outsource their 
collateral management needs for multiple types 
of transactions. Thus, clients can access triparty 
services for their repo and securities lending ac-
tivities alongside services for open market op-
erations with central banks and derivatives – all 
from the same service provider. 

However, the situation within the banking sector 
is imbalanced in that some banks have invest-
ed in strong and scalable collateral manage-
ment capabilities, working closely with triparty 
agents, while others will need to quickly build or 
outsource this function to remain competitive in 
such a fast-moving market.

Laurent: With the emergence of the new regu-
lation, we think that some synergies should be 
found across different business area (third-party 
custody accounts with middle-office function) 

Wingate: Historically, business lines within fi-
nancial institutions developed at different times 
creating silos for each business. However as 
firms began to consolidate their collateral assets 
to improve liquidity and reduce funding, syner-
gies between the ISDA derivative, GMRA repo 

check margin calculation of the CCP. Also the 
accepted collateral for a CCP in combination 
with Basel III could be an issue.

Morosini: A big effect - actually it has already 
started. We see, for example, in our tri-party 
collateral management service a lot of busi-
ness now flowing to CCPs, such as margining 
for on exchange derivatives but also for OTC 
derivatives and repos essentially. The collateral 
basket trading such as the LCH GC baskets or 
the Eurex GC Pooling are linked to our collat-
eral management engine and we are now talk-
ing of business peaking at the €200 billion mark. 
We are also very supportive of the Eurex CCP 
lending initiative that will also change the way 
securities lending is done where again the ef-
ficiency of triparty collateral management will 
play a major role. 

Rozental: Banks and services providers will en-
hance their collateral management services to 
support more sophistication in needs and better 
reactivity. They will also have to provide their cli-
ent a full cross-margining service to cover their 
risk.

Milner: A move to CCPs will have a signifi-
cant impact on the collateral management as a 
whole, although it will kick in for some products 
sooner than others. Rules for margining will be 
governed by the CCP, and the type of bi-lateral 
margin ‘negotiations’ that takes place now will 
be a thing of the past. In addition, most CCPs 
will have a conservative view on acceptable 
collateral, and the move to CCPs will therefore 
increase the cost of collateral on the underlying 
trades and reduce liquidity in the market. The 
effect will be felt most keenly in the OTC deriva-
tives market, where mandatory clearing for va-
nilla trades will significantly increase overall col-
lateral requirements for all market participants.

SLT: Is collateral management be-
ing consolidated across the busi-
ness or is it still operated on a silo 
basis for each business area?

Scherff: There is overlap but due to legal struc-
tures, many silo structures still exist. Also to 
avoid disputes on securities lending and bor-
rowing exposure one would avoid combining 
this with CSA collateral management.

Morosini: In a recent study we conducted with 
Accenture across 16 universal and investment 
banks, we found out that most of the collateral 
fragmentation is internal and due to business si-
los. As a market infrastructure, we believe in in-
teroperability and we will also continue addressing 
market fragmentation on a global basis to provide 
an efficient usage of collateral across time zones. 



PanelDiscussion

As the derivatives industry rides into the headwinds of the most 
sweeping set of changes in history, it’s a challenge to quickly 

Calypso is leading the way by providing the most sophisticated 

inception, Calypso has helped the world’s largest institutions 
safely manage their derivatives across all industry conditions and 

Contact us today to learn more about our innovative collateral 

allocation of available collateral across business lines and products 
leading to:

- Reduced collateral costs
- New revenue opportunities
- Global view of counterparty risk
- Improved reporting and control

http://www.calypso.com


20

PanelDiscussion

www.securitieslendingtimes.com

and GMSLA securities lending business pro-
cesses became apparent, leading to a desire to 
process them together for operational efficiency. 

COLLINE’s flexible workflow focuses on these 
synergies and makes it possible to consolidate 
the collateral management operational process 
onto a common platform where a firm’s entire 
collateral inventory can be accessed.

Dispensing of silos means that master netting 
(one call per counterparty across all business 
areas), which is not a new concept but one that 
has in the past been difficult to achieve across 
silos, can now be achieved – reducing calls and 
associated activity. 

COLLINE master netting functionality enables 
increased client service by allowing conve-
nience margining.

Using a single collateral management platform 
also provides credit risk managers with an ac-
curate and consolidated counterparty risk pro-
file across asset classes – without the need for 
them to collate information from multiple sys-
tems, which also facilitates consistent manage-
ment and client reporting.

If ISDA, GMRA and GMSLA collateral agree-
ments are all managed out of COLLINE by one 
department then why not consolidate these 
three margin calls into one master call? That is 
the next challenge for bilateral agreements and 
something COLLINE is equipped to support.

Rozental: Today the trend today is to consoli-
date collateral across different asset classes 
and different business entities. 

Milner: We are seeing a big drive to remove 
the silos in a bid to enhance collateral optimisa-
tion. However, this can be a rather slow process 
because it may require organisational changes 
that take time. This will, of course, also have a 
significant impact on the technology solutions 
used. Some point solutions can handle collater-
al management for specific silos, but not many 
can support the cross-product approach that is 
required for an enterprise-wide solution.
 
SLT: How important is automation and 
technology within collateral management?

Wilson: Technology and automation are criti-
cal to keep in step with all regulatory and client 
demand changes. Our Global Collateral Engine 
provides an end to end, enterprise wide collat-
eral management solution to our clients. We see 
greater globalisation of collateral, greater de-
mand for optimisation tools and consistent with 
this we have developed the afore mentioned 
Global Longbox and External Longbox func-

The collateral management process requires data 
from many sources - but one of the challenges 
has always been to quickly and accurately collate 
this data to produce a margin requirement.

COLLINE supports multiple data feeds from in-
ternal and external sources that can be sched-
uled to run at set times (when complete: the 
earlier the better, on a daily or intra-day basis). 
Margin calls can be automatically sent as soon 
as possible to ensure your call is given priority 
in the event of a default. It’s even possible for 
the collateral manager to send calls from an iP-
hone. Once the calls are sent, COLLINE’s flex-
ible workflow controls the rest of the margin call 
process and the integrated dashboard displays 
the real-time status of each call.

Scherff: Collateral management remains a very 
manual process, but if you want to optimise your 
collateral you have to automate. 

Morosini: We have offered triparty collateral 
management since 1992 with the launch of the 
first European triparty repo service. Since then 
we did not stop enriching our system with new 
features up to the point that it has now become 
one of the most sophisticated collateral man-
agement systems on the market. 

Offering real-time collateral allocation, substitu-
tions, margin calls, re-hypothecation and settle-
ment is something you cannot develop from one 
day to another. The more risk managers look at 
modelling their business the more demanding 
they are in terms of eligibility criteria such as con-
centration criteria on a multiple of asset classes, 
sectors, countries, ratings etc. Collateral givers 
are willing to have their collateral optimised and 
according to their rules and priority allocation, fol-
lowing their business settlement flows. 

Without automation you just cannot do a proper 
job. We cannot imagine that any collateral man-
agement service these days could only allow for 
same currency, monthly margin calls, no divi-
dend or coupon while allocated and no substi-
tutions and re-hypothecation rights, this would 
not satisfy any current market players. With new 
regulations, collateral optimisation, allocation 
across time zones and different settlement sys-
tems, you have no option than being automated 
and technology driven.  

Rozental: This is key for a good collateral 
management, specially to monitor intra-day 
exposure cross asset classes including OTC, 
managing collateral substitution during the day, 
capacity to process very detailed reports for risk 
and regulators... It’s also important to have the 
capacity to optimise cash accounts among the 
different custodians. To achieve those objec-
tives, the technology is really important.

tionality to enable our clients to more effectively 
manage their holistic collateral requirements. 
We have also been developing more tools to 
streamline the onboarding process and improve 
the speed and ability to provide greater cust-
omisation and granularity. Automating collateral 
management or outsourcing to a tri-party agent 
removes the administrative burden of managing 
many day to day operational issues. It enables 
a broader oversight of risk and credit and fa-
cilitates the use of more sophisticated collateral 
testing, therefore increasing volume without an 
increase in head count.

de Schaetzen: The complexities inherent in effi-
cient collateral management, particularly as the 
range of transactions requiring collateral contin-
ues to expand, demand expert use of technol-
ogy to automate and standardise as many pro-
cesses as possible. With the growing volumes 
of collateral movements we conduct everyday, 
automation is essential to fulfill our obligations 
to clients while giving clients the room to grow 
their business with us even further. 

Moreover, the substantial investment required to 
build state-of-the-art collateral management facil-
ities is pushing more and more firms to outsource 
the function to a neutral agent. As a result, these 
firms will be able to focus on more added-value 
and profit-oriented aspects of their business.

Laurent: Automation is  crucial for reconcilia-
tion. State-of-the-art pricing systems  are also 
essential to value complex OTC products 

Wingate: Firms will be unable to meet market 
initiatives and/or new regulatory requirements, 
such as those in the Dodd Frank bill, without 
using technology to automate the existing pro-
cesses which are largely manual and subject to 
human error.

Inefficiencies in the collateral management pro-
cess impact a firm’s exposure in the event of 
a counterparty default, funding, P&L, reputation 
risk and regulatory compliance – these can be 
addressed by automated workflows with audited 
and controlled processes.

As volumes increase, there’s a danger of risk 
transference where in trying to mitigate counter-
party risk, institutions create operational, repu-
tational and regulatory risk because they have 
inadequate technology in place. 

A high degree of automation can be quickly 
achieved when implementing COLLINE’s con-
siderable STP capabilities, which minimises risk. 
STP allows for data quality and completeness 
checks – enabling the collateral team to auto-
mate the majority of processes and concentrate 
on exceptions that require personal attention.

Lombard Risk
helping �rms excel while meeting the risk and regulatory demands 
necessary for a stable yet pro�table �nancial marketplace

Used by �nancial institutions around the world to monitor, measure 

and manage risk while achieving regulatory compliance

www.lombardrisk.com

 

C
o

lla
te

ra
l M

an
ag

em
en

t
Li

q
u

id
it

y 
A

n
al

ys
is

M
an

ag
em

en
t 

In
fo

rm
at

io
n

LISA: For liquidity stress 
testing and scenario 
analysis – helping �rms 
monitor and manage 
liquidity and meeting 
the regulatory demands 
to strengthen it

For business intelligence 
in reports or dashboards 
- enabling decisions to 
be made with con�dence 
that the information is 
complete and accurate

R
eg

u
la

to
ry

 C
o

m
p

lia
n

ce

For automated regulatory 
compliance at branch 
and head of�ce with 
global coverage – 
meeting the increase in 
volume and complexity 
of regulatory reporting 
while gaining �rm-wide 
insight into operations

COLLINE: For end-to-end, 
cross-product collateral 
management - mitigating 
credit risk while satisfying 
the growing demand 
for multiple global 
entities, margining, 
CCP, MIS reporting and 
electronic messaging

London, Hong Kong, Luxembourg, New York, Shanghai, Singapore

http://www.lombardrisk.com


PanelDiscussion

Lombard Risk
helping �rms excel while meeting the risk and regulatory demands 
necessary for a stable yet pro�table �nancial marketplace

Used by �nancial institutions around the world to monitor, measure 

and manage risk while achieving regulatory compliance

www.lombardrisk.com

 

C
o

lla
te

ra
l M

an
ag

em
en

t
Li

q
u

id
it

y 
A

n
al

ys
is

M
an

ag
em

en
t 

In
fo

rm
at

io
n

LISA: For liquidity stress 
testing and scenario 
analysis – helping �rms 
monitor and manage 
liquidity and meeting 
the regulatory demands 
to strengthen it

For business intelligence 
in reports or dashboards 
- enabling decisions to 
be made with con�dence 
that the information is 
complete and accurate

R
eg

u
la

to
ry

 C
o

m
p

lia
n

ce
For automated regulatory 
compliance at branch 
and head of�ce with 
global coverage – 
meeting the increase in 
volume and complexity 
of regulatory reporting 
while gaining �rm-wide 
insight into operations

COLLINE: For end-to-end, 
cross-product collateral 
management - mitigating 
credit risk while satisfying 
the growing demand 
for multiple global 
entities, margining, 
CCP, MIS reporting and 
electronic messaging

London, Hong Kong, Luxembourg, New York, Shanghai, Singapore

http://www.lombardrisk.com


22

PanelDiscussion

Milner: Having appropriate technology to ad-
dress the new enterprise collateral management 
requirements is key. As previously indicated, the 
breaking down of specialist collateral manage-
ment product silos, the move to proactive man-
agement of collateral, and the drive for asset 
optimisation all require systems to support ex-
tended functionality that is over and above what 
many point solutions can do today. Further auto-
mation of processes such as electronic margin 
call messaging and dispute management also 
require technology support. Most firms recogn-
ise that investment in robust and flexible solu-
tions is necessary in order to fulfill the new col-
lateral challenges in today’s market.

 
SLT: Are you seeing an increase in 
the use of standardised collateral 
management agreements in the 
emerging markets of Eastern Eu-
rope and South America?

Wingate: Helen Nicol, director of COLLINE at 
Lombard Risk sits on the ISDA collateral work-
ing group, which is encouraging standard agree-
ments (Credit Support Annexes).  Standard 
CSAs will remove ambiguity in collateral man-
agement terms and streamline related process. 
Once the market has agreed on the format, it’s 
expected that emerging markets will adopt the 
new ‘Standard CSA’.

The European Repo Council has also looked at 
standardising the GMRA repo document which 
should be adopted by emerging markets.

COLLINE’s flexible collateral agreement busi-
ness rules enable standard AND non-standard 
agreements to be supported.

Morosini: Yes, we see more customers willing 
to sign standard agreements such as the GMRA 
and GMSLA or the ISDA without any issues. On 
top, they have no problem signing our collateral 
management service agreement (CMSA) as 
the business is already more international and 
across continents. We have a privileged part-
nership now with Cetip, one of the Brazilian 
CSDs, to provide collateral management ser-
vices to them and their customers to cover OTC 
derivatives contracts. This was done with both 
industry contracts and local contracts but with 
standard international terms and conditions.

Rozental: Not really among our current clients 
however this could happen in the future 

Wilson: We see collateral agreements in these 
markets contracted under US or UK law. We 
also see an increasing need for local jurisdic-

ISDA are also finalising procedures to govern 
the way firms resolve margin call disputes (ISDA 
Dispute Resolution Protocol - DRP). Firms will 
have to adhere to the DRP and technology will 
play its part here too.

COLLINE has a dedicated “Dispute workflow” to 
support the DRP

Margin calls are generally communicated to cli-
ents via email but because of ever- increasing 
volumes and the desire for more automation, 
Electronic Messaging instead of email looks to 
be the way the market is heading. 

COLLINE has been designed and developed to 
support Electronic Messaging once the market 
is ready to go-live. 

Scherff: We are going to see further automa-
tion, the growing importance of CCPs and li-
quidity optimisation

Milner: I think we are still in the relatively early 
days of big changes in the collateral manage-
ment space as more firms adopt an enterprise 
wide approach in order to hold down collateral 
costs and minimise the impact of additional col-
lateral demands on liquidity. Many of the large 
sell-side firms have been focusing on this area 
for some years, but now this challenge is at 
the forefront of the minds of the management 
at many different types of financial market par-
ticipants. No doubt there will be many more 
roundtables, conference sessions and internal 
projects as firms seek to overcome these chal-
lenges and adjust to increased demand for ef-
fectively managed collateral. 

Morosini: We have been offering collateral 
services since 1992 and for the first time we 
believe that we are at the crossroads of some-
thing big for the secured financing industry. Our 
collateral under management continues to grow 
exponentially - needless to say, the crisis has 
accelerated a trend that was already on the up 
side. Regulations and the CCP franchise will 
continue driving the growth of collateral man-
agement but now not just in Europe or in the US 
but on a global scale. The recent European and 
US debt crisis and the stock exchange massive 
fall are not helping restore trust amongst mar-
ket participants. This is unfortunate because the 
lack of trust will continue and increase costs; but 
fortunately, it will push collateral even more to 
the centre of any future financial transactions 
going forward. How you manage and optimise 
your collateral, where your collateral is located 
and how quick you can mobilise it will be the key 
for a sustainable business for many firms from 
now on. SLT

tional requirements that involves the use of col-
lateral “locally” and under local law giving rise to 
substantial research and due diligence in order 
to ensure that collateral can be perfected under 
local law. 

Milner: As a solution provider, it is important that 
SunGard maintains support for market standard 
agreements and incorporates any changes as 
they arise. Our customers are successfully us-
ing our solutions to manage business in the 
emerging markets in Eastern Europe and South 
America. However, we are not in the best po-
sition to comment on the prevalence of use of 
standard paper.

 
SLT: What do you think the future 
holds for collateral management?

Wilson: We are very positive about the outlook. 
Over the last few years, there has been a posi-
tive increase in the use of collateral across de-
rivatives, securities and repo. But there has been 
a considerable divergence in client requirements 
as customisation has become commonplace. 

 
Clients are increasingly looking across their bal-
ance sheet to identify alternative forms of collat-
eral that can be used for financing. In February 
we announced the ability to accept physical gold 
on behalf of lender clients as collateral to satisfy 
securities lending and repo obligations.

 
de Schaetzen: The future for effective collateral 
managers will be bright, as collateral manage-
ment has now become closely integrated with 
liquidity management. In the future, clients will 
select the service providers that demonstrate 
superior collateral management skills. Service 
providers, on the other hand, must offer a one-
stop service to help clients cover exposures aris-
ing from multiple types of transactions and help 
clients pool collateral held in various locations. 

Laurent: With global leaders aiming to reduce 
systematic risks, we believe collateral manage-
ment will become more tightly regulated. 

Wingate: It is clear that collateral management is 
now a key focus area for financial institutions.

There is increased scrutiny both from the busi-
ness and regulators on inefficient processes so 
we can expect to see more rapid change and 
development in these areas.

We talked about optimisation, CCP and master 
netting above and we can expect to see ISDA 
standardising collateral agreements (CSAs) and 
hopefully the ERC and ISLA will follow suit. 

www.securitieslendingtimes.com
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A Growing Concern
Collateral management is a growing concern 
for the financial community. At a specific deal 
level, collateral pledging evolution can be antici-
pated based upon market evolution. However, 
complexity arises from large and growing vol-
umes of collateralised deals to manage. The 
2007/2008 liquidity drought unveiled the need 
to have a clearer and immediate view on col-
lateral availability and requirements to support 
funding decisions.

It is critical to have a full and detailed view of the 
collateral portfolio with up-to-date information 
on what is pledged and available, as well as to 
be able to have a view on how it will evolve over 
time. In addition, it is important to understand its 
behavior under stress tests and other scenarios 
to better anticipate and optimise pledging.

Quartet FS’ Innovative Solution
Quartet FS’ ActivePivot™ (www.quartetfs.com) 
cutting edge technology delivers a full solution 
for collateral management going beyond calcu-
lations and entering the decision making sphere 
with scenario analysis, stress tests and optimi-
sation algorithms.

In the first instance, ActivePivot’s rapid-fire 
in-memory OLAP cube lets users analye col-
lateral across any dimension and see how it 
could evolve over time. ActivePivot takes clas-
sic OLAP features to another level of business 
usability as it is continually updated by market 
data, rating changes and new trades. Our in-
cremental engine instantaneously pushes these 
new facts into the cube. Calculations are made 
on-the-fly based on the latest data sets remov-
ing the need for overnight batch updates. Ac-
tivePivot can then connect securities lending, 
funding, investment and collateral management 

teams together with a live cube reflecting vari-
ous business decisions in real-time.

Once the basic tool to analyse collateral instantly 
and intraday is in place, ActivePivot takes it a step 
further. Users can easily switch data sets and ap-
ply different variables to simulate stress tests or 
other scenarios. Scenarios may also be saved to 
allow users to select which scenarios they want 
to view and analyse at any given time.

ActivePivot doesn’t stop there. Users can input 
new trades, inventory changes, rating move-
ments or test specific assumptions regarding-
evolution and observe the impacts. The ‘what 
if’ capabilities of ActivePivot are unique and 
provide the insights required to engage in col-
laborative pre-deal checking.

ActivePivot provides end users with the productivity 
tool they need. Its powerful analytics delivers busi-
ness logic with unmatched performance to recom-
mend an optimised solution of securities to pledge, 
demand or rehypothecate with counterparties.

Quartet FS’ ActivePivot collateral proposition is 
designed to give your business more than just 
a workflow solution; it provides an interactive 
intelligent solution based on poweour online 
collateral optimisation demo at www.quartetfs.
com/contact/contact.

About Quartet FS

Quartet FS was founded in response to a demand 
by industries with complex business models and 
timely decision-making requirements. To date this 
has seen Quartet FS work largely with the finan-
cial sector but its technology crosses many disci-
plines including risk management, e-commerce, 
transportation, telecommunication, logistics, and 
of course financial markets, all of which demand 
accurate and current information to perform real-
time analysis and render timely decisions. 

ActivePivot, our real-time, event driven, object ori-
ented analytics platform can be easily and quickly 
integrated into existing architecture to provide prov-
en, flexible, true real-time answers that are adapt-
able to meet different business requirements.

Key Benefits:

Continuous, up-to-date information •	
about exposures, collateral positions 
and requirements
Optimise collateral combinations to be pledged•	
Evaluate in-depth impact of stress tests•	
Understand multi-variant scenario impacts •	
on collateral sufficiency
Monitor concentration rules•	
Measure impact of rating triggers, market •	
movements and rehypothecation assump-
tions on liquidity and credit risk
Concurrently analyse exchange and direct coun-•	
terparty agreement requirements concurrently

Key Features:

Sub-second projection over time and •	
across multiple dimensions of collateral 
pledged and available
Incremental OLAP cube with continuous •	
and instant updating of new facts
User based customisation and security en-•	
abling ‘what if’ functionality with no impact 
on other users
Powerful business logic calculations to •	
model agreements, netting rules and op-
timise collateral

The ActivePivot solution
Quartet FS’ innovative collateral optimisation solution for real-time analysis 
and better decision making

Figure 1: Collateral Inventory 

Figure 2: Scenario Testing with ActivePivot 
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SLT: Could you outline the impact 
that electronic messaging could 
have on collateral management?

Liam Cahilll: If implemented to its potential, 
electronic messaging has the power to redefine 
the complete industry business model, offer in-
creased automation/efficiencies and an oppor-
tunity to explore a complete interoperable solu-
tion for collateral management.

The immediate benefits centre around the re-
duction of manual effort in the margin call pro-
cess, ie, removing the dependency on timely 
email communications and manual processing 
of margin events through systems - the majority 
of which have their core development tailored 
to market needs from five years ago. Not only 
will there be a dramatic reduction in operational 
risk with the STP element but this also will allow 
for a realignment of the primary business focus. 
Margin exchanges will be confirmed early in the 

the first time provide a unique collateral trans-
action matching reference. There is potential 
here to use this reference in the physical settle-
ment of the agreed collateral and work towards 
further automating each movement as far as a 
real time link between settlement instruction (in-
transit movements) to actual settlement.

Independent audit management of each col-
lateral margin call. The ‘timestamp’ functional-
ity can be used for legal reference when trying 
to prove notification time issues. It can also 
prove the efficiency of the agreement and set-
tlement functions within the industry through 
an independent assessment of the audit trail 
of the timings.

Having the physical collateral settlements con-
firmed and saved through a secure third party 
solution for the first time provides an indepen-
dent inventory check for collateral balances 
on a daily basis – this provides the potential 
to automate the complete monthly interest ac-

working day (as soon as the slower of the two 
parties involved have approved their data) – this 
timesaving is where the industry can further de-
crease credit risk through the timely exchange of 
margin and in accordance, reshape what is con-
sidered best practice for collateral exchanges:

Early confirmation of margin exchanges pro-
vides an opportunity to move away from the 
standard T+1 settlement convention to same 
day settlement and potentially offer the facility 
for further exceptional intra day settlements. 

Establishing each collateral relationship in an 
Electronic Messaging platform provides an op-
portunity for each party to confirm agreement 
parameters from a common place – this will 
clear up any miscommunications over important 
agreement variables like threshold, MTA, eli-
gible collateral, eligible products etc. 

Using an independent secure third party offering 
to confirm collateral transaction details will, for 

On message
HSBC’s Liam Cahilll tells SLT why the future of collateral management is 
centred on technology. 

INDUSTRY VIEW
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crual process. Interest accrual is one of the long 
standing pain points and provides an additional 
unwelcome job during the first few crucial days 
of the business month – incorporating the appro-
priate index rates into the electronic messaging 
platform should allow for this basic calculation 
to not only return a result but potentially com-
plete the entire interest accrual process through 
to physical settlement. 

Electronic messaging is a critical step in redefin-
ing an efficient and effective industry wide model 
which by all admission was largely unregulated 
prior to the sub-prime crisis of 2008. Successful 
completion of this part of the ‘blue sky’ model 
can act as a powerful catalyst to further initia-
tives such as a complete custodian offering to 
the industry and decreasing settlement risk in 
the industry as much as possible (with potential 
restructure the housing of all intra-Fed 14 mem-
bers collateral at a third party, thereby removing 
all inherent settlement risk).

Successful electronic messaging infers a com-
plete communication between at least two par-
ties through a messaging platform. With the 
aggressive introduction of central clearing into 
the derivative market, linking to clearing houses 
provides an opportunity to complete the col-
lateral exchange on a high percentage of the 
complete derivative market in as much a STP 
fashion as possible. 

SLT: When it comes to understand-
ing the importance of standardisa-
tion and messaging to reduce op-
erational risk through automation 
what are some of the most common 
challenges faced and how do we 
overcome these challenges?

Cahill: The key challenge is not in agreeing 
that electronic messaging is the correct course 
of action for the future of collateral manage-
ment but being amongst the first institutions 
to align themselves to a particular technology/
procedure and in effect stake their reputation 
on the solution. 

The obvious temptation is to sit back and wait 
for someone else to discover the optimal solu-
tion, learning from any mistakes made along the 
way as well as unnecessary budget commit-
ments – after all there is no regulation around 
implementing an electronic messaging platform, 
at this moment and time it is a ‘nice to have’. At 
a time of heightened costing awareness, it be-
comes a ‘risk’ to develop towards an unproven 
solution; something deemed even ‘riskier’ when 
the requirement is to complete development is 
required on an in-house solution. 

The decision to build messaging capability 
should also consider the ability to make any 
connectivity agnostic – this is an extremely 
important factor when considering the industry 
goal of working in an interoperable world.

industry has in a sense playing ‘catch up’ on 
establishing best practices and implementing 
regulations so a lot of the potential in the busi-
ness has had to take a back seat to the former. 
The majority of people recognise the opportu-
nity to profit from optimal collateral selection 
and more efficient use of what is already held 
(perhaps, unknowingly) in inventory. Also in re-
lation to enhancing the balance sheet position 
is the ability the measure the immediate impact 
of bringing existing clients positions under the 
governance of a collateral agreement – this cur-
rently (in most cases) provides an untold benefit 
to the daily P&L.

It is my opinion that the industry as a whole 
could be more joined up – one of the defining 
characteristics of the collateral industry is that 
we are not in competition with each other but 
simply striving to achieve a best practice. Cur-
rently the CIWG is chaired by ISDA (formally 
the CFG) however this can be also operate to 
effect at a sub level in order to drive the analy-
sis behind the suggestions/hypothesis derived 
through the former communication forum. 

SLT: Going forward will we see 
technology continuing to play an in-
creasing role in collateral manage-
ment and how will this change the 
collateral management landscape 
going forward?

Cahill: Absolutely, technology will not only con-
tinue to drive the industry but also the nature 
of the business offering to a larger extent than 
before. I think we can all agree the collateral 
industry was to some degree, unregulated and 
seen very much as a back-office function prior 
to 2008. The emergence of clearing houses and 
the aggressive implementation timelines across 
the various products are telling us that final mar-
gin results have to automated, so the next logi-
cal step is to automate the process that gets us 
to that point. 

Another notable booking related issue emanat-
ing from the sub-prime crisis is the importance 
of independent amount on sensitive trades – 
currently, collection of this is owned by the col-
lateral management team, the is an argument 
that this ‘charge’ should form part of the initial 
trade settlement – for this to take effect, it would 
need a more complete technical link between 
trading and collateral systems.

The future of the industry is centered on tech-
nology especially if we are going to achieve 
the well advertised concept of ‘interoperabil-
ity’ – volumes can only go one way and the 
strategic answer is not for each institution to 
hire more heads to spread it out. My opinion 
would be that in five years we see a near com-
plete STP industry (amongst the Fed 14 at 
least) facilitated through a team of collateral 
relationship managers. SLT

A lot of the standardisation challenges were ad-
dressed through an ISDA published paper on 
electronic messaging best practices, published 
in November 2009. The document focused on 
each step within the collateral processes (mar-
gin call, interest and substitution) and their indi-
vidually related message attributes. Messaging 
vendors should strive to conform to this recog-
nised document.

There are some challenges are centred on le-
gality of communication – each collateral related 
notification is covered by a company disclaimer, 
however this can be overcome by seeking insti-
tutional approval to ‘house’ company disclaim-
ers in the messaging platform and referencing 
this in each subsequent margin event.

Another question raised was around product 
code alignment and how this can be stan-
dardised to fit the electronic messaging needs 
of all parties as well as messaging provider eg, 
collateral system A might report a movement as 
‘US Treasury, US123456789, 10mm, 5/15/11’ 
but collateral system B might report the same 
move as ‘UST, 123456789, 10000000, 15th 
May 2011’.

From a technology perspective, each institu-
tion will need to undergo their own due dili-
gence and third party vendor approval process 
– this can prove time consuming and costly es-
pecially on an initiative that may fall down the 
pecking order to onboarding new bank wide 
business initiatives and implementation of in-
dustry regulations.

SLT: How will the move towards 
CCPs margining impact bilateral 
collateral management? 

Cahill: Again the impact of CCPs to the cur-
rent collateral landscape cannot be underes-
timated and for a ‘new’ process has the po-
tential to dictate a sizeable weighting in the 
operational flow.

Clearing as a concept removes the individual 
opinion of margining based on respective in-
stitution business models and its management 
becomes one more of efficient funding manage-
ment and ‘after the fact’ reconciliation of posi-
tions. What client clearing does is effectively 
pit the efficiency of each top tier collateral op-
erations department against each other for busi-
ness. The ability to offer a complete solution 
from trade execution to clearing, financing and 
custodial service is completely reputational and 
makes it essential that each offering does not 
make any errors visible by the client, in particu-
lar in the early days.  

SLT: What are some of the yet to be 
explored untapped opportunities in 
the collateral management sector?

Cahill: Since the financial crisis the collateral 
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SLT: Firstly, can you tell us a little about 
the history of 4sight and the range of 
products it provides to the market?

Palliser: The company was spun off from OM 
Technology in 2003 and historically has been 
a provider of integrated stock loan and repo 
systems across all market participant types – 
direct/agency lenders, niche and global broker 
dealers etc. Typically, for these institutions col-
lateral management was a function of the trade 
life cycle rather than a discipline in itself. 

Over the last two years, however, 4sight has 
become far more involved in collateral manage-
ment as a stand-alone discipline from a collat-
eral optimisation, liquidity management and fee 
generation perspective rather than as a mere 
risk mitigant. 

If we look back two or three years, traders in many 
houses were tasked to focus their efforts on P&L 
generation with only a secondary focus on the col-
lateral management of such trades. In this model, 
managing collateral was frequently seen as a re-
lated but autonomous back office operation. 

However, things have changed greatly over the 
recent past.  Our clients are increasingly seek-
ing to optimise their collateralisation processes 
to ensure that, wherever possible, they pledge 
the lowest quality non-cash collateral to their 
counterparts. This allows them to retain their 
internal liquidity and make use of their access 
to government debt for firm financing or fee gen-
eration purposes.

SLT: Is collateral management still 
run with a silo-based approach, 
or is it now a centralised function 
within many organisations?

Palliser: Historically it was very silo based. 
This was as a result of company structure and 
product lines and the difficulty faced in cross 
product netting. It frequently resulted in different 
departments within a given organisation having 
radically different eligible collateral schedules, 
minimum margin thresholds and operating pro-
cesses with the same market counterparts. 

However, this silo approach is being rapidly eroded. 

We are currently working with a number of 
clients who have decided to consolidate and 
centralise their collateral management. Their 

just counterparty, but also portfolio, liquidity and 
operating risks.

In this respect, we have increasingly worked 
with our clients to model their activities and de-
velop “What If” scenarios that they can run in the 
collateral management system to see the effect 
of a pre-determined event. For example, this 
event could be a counterparty down-grading, in-
creased market pricing volatility, or the general 
market reluctance to accept a given country’s 
securities or a given asset class etc. 

Risk managers within our client firms also want 
the system to send them automated daily re-
ports to highlight potential warning signs. For 
example, whether collateral being pledged to 
them is unacceptable to their own counterparty 
base, their exposure to a given country or as-
set class across their combined portfolios, and/
or the size of a given collateral holding vis a vis 
its free float. 

SLT: Is there any difference in col-
lateral management within differ-
ent areas - for example is collateral 
management different in say, OTC 
derivatives compared to securities 
lending?

Palliser: Historically yes, but our clients appear 
to be taking the best elements from each area 
and seeking to make them universal. 

For example, securities finance and repo mar-
kets used to operate with relatively low mini-
mum margin thresholds. They made active use 
of daily margining and the delivery of non-cash 
collateral. Conversely, OTC derivative collat-
eral management involved significantly higher 
thresholds and use of a limited range of col-
lateral. However, it allowed for a greater use of 
dynamic ratings related triggers. 

Now, within the centralised collateral model at 
least, such variances have become noticeably 
less marked. We have therefore implemented 
support for sophisticated eligible collateral ac-
ceptability, concentration limit calculation, and 
haircut criteria, regardless of the underlying 
product being traded.

This in turn is allowing our clients to transform 
their collateral management activity – which 
was previously seen as a primarily operational 

business model is now focused on ensuring the 
optimal use of collateral across a range of prod-
ucts, including repo, securities borrowing and 
lending, on exchange and OTC derivatives. 

In this respect, the centralised collateral depart-
ment is effectively acting as the single interface 
for their organisation with their external coun-
terparts across all relevant products and asset 
classes. It is also functioning as an internal con-
duit of collateral to/from a range of departments 
within their organisation. 

SLT: What market trends or charac-
teristics do you believe has caused 
firms to look at the centralisation 
of collateral and do you see these 
strengthening in near future?

Palliser: These are numerous and getting lon-
ger by the day. 

The Lehman default, the drying up of market 
liquidity, and the need to make better use of fi-
nite resource such as capital and balance sheet 
have all been key drivers of centralisation. In 
addition, the desire to better manage counter-
party, correlation and operating risk across all 
collateralised products is integral to any man-
agement decision to centralise such activity.

As firms realise there is a significant benefit to 
bottom line earnings from effective collateral 
management and optimisation through reducing 
costs and generating ancillary income they are 
quick to embrace this decision. The result is that 
institutions are now actively seeking technology 
solutions that can support this model.

SLT: Does moving to an integrated 
approach change the way firms 
look at the various risks within col-
lateral management?

Palliser: To some degree – yes. The primary 
risk focus, regardless of operating model, re-
mains the potential for a given counterparty to 
default and correlation of the collateral to that 
default. This hasn’t fundamentally changed.

However, what is being highlighted via the cen-
tralised collateral model is the ability of an or-
ganisation to look at its various risks across a 
range of products and on a portfolio basis. Not 

Changing lanes
4sight Financial Software’s sales director Robert Palliser explains how the 
market has changed in its attitude to collateral

BEN WILKIE REPORTS
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task - into a liquidity and balance sheet man-
agement function. It is now also a way for them 
to lower their operating costs and/or generate 
incremental revenue through a reduction in fi-
nancing costs or the creation of additional stock 
loan fees.

SLT: Does this change the human 
resource required for collateral 
management and the sales process 
4sight undertakes?

Palliser: To some degree – yes, but only in a 
positive sense. 

In the past, the primary function of a collateral 
manager within an organization was to ensure 
the successful delivery or receipt of collateral to 
mitigate that day’s counterparty exposure. This 
often resulted in the unnecessary use of cash 
and Govt bonds as collateral as they were easy 
to move on a same day basis in larger parcels 
than say corporate bonds and/or equities. 

Collateral management systems now allow users 
to forecast their future collateral needs, but also 
to identify potential shortfalls or surpluses in a 
given asset class or with a given counterpart. The 
collateral management focus has therefore been 
extended from that of exposure mitigation and op-
erational settlement to one of ongoing inventory, 
liquidity and balance sheet management. 

In addition, there is now a good deal of automa-
tion in mapping the underlying legal agreements 
with counterparties. This allows the system to 
determine the amount, type and quality of in-
ventory that can be pledged to a given counter-
party, and to then undertake the creation of the 
requisite delivery instructions on an automated 
basis. However, there will be instances on a 
daily basis where the collateral manager may 
need to over-rule its inherent logic.

For example, he/she may be aware that a given 
security is potentially to be sold or is part of 
a sensitive trading strategy and so not to be 
pledged. As such, firms require a greater in-
ternal knowledge of the source and stability of 
assets. The ability to immediately drill down on 
a given security in the system and identify its 
source and whether a colleague has annotated 
its potential use elsewhere can help to reduce 
errors in this respect.

Moving onto the sales process itself, the inte-
grated use of collateral management systems 
for securities lending, repo, OTC and on ex-
change collateral management is certainly mak-
ing the sales process longer and more compli-
cated. This is largely a result of the number of 
departments involved (traders, collateral man-
agers, risk personnel, operations, regulatory 
reporting, finance etc.) and the amount of data 
that needs to be extracted from technology sys-
tems for their day-to-day activities.

SLT: How much is regulation chang-
ing the way institutions manage 
their collateral?

Palliser: The effective use of collateral – in ad-
dition to enhancing the bottom line and mitigat-
ing risk – can also improve an organisation’s 
use of balance sheet and capital.

For example, we are currently developing the 
ability within our system to novate bilateral repo 
trades when passed to a CCP. This will support 
our clients as they move their activity to the 
CCP over time in order to take advantage of a 
reduced risk profile, enhanced netting capabili-
ties and lower capital usage. 

SLT: How automated is the collat-
eral management and optimisation 
process within the 4sight system?

Palliser:  Very - counterparty exposure is au-
tomatically calculated on a real time basis as a 
result of trades having previously been booked 
into our SBL or repo systems. Alternatively it is 
fed in automatically for OTC derivative transac-
tions. The user can then access his inventory 
and – as his legal agreements have already 
been mapped into the system –allocate his col-
lateral in line with the prevailing eligible collat-
eral, margining and concentration rule-sets. 

Furthermore, we are currently enhancing the 
system to allow a user to run “synthetic” alloca-
tions - based on the above and his available in-
ventory. This can be carried out on an intra-day 
basis to identify any potential collateral shortfalls 
or surpluses at contract, client, or portfolio level.

Once satisfied that the optimal use has been 
made of available collateral, the user can au-
tomatically undertake the physical allocation of 
securities. The system also sends the requisite 
settlement instructions and confirmations to 
each of his counterparts. This is across all com-
monly utilised asset classes, product types and 
settlement routes. 

SLT: How big a transition is it to 
make from the old way of doing col-
lateral management?

Palliser: Probably far less than market partici-
pants would initially imagine.

Firstly, there are no changes to the underlying 
legal agreement, merely a more detailed map-
ping of its core terms and a far enhanced analy-
sis of the user’s available inventory. 

The biggest change is probably in the user 
mind-set, with collateral managers now becom-
ing an integral cog in the management of a 
firm’s liquidity, balance sheet and capital. Whilst 
operational and settlement knowledge remains 
vital, collateral management systems now allow 
users to make greater use of technology to as-
sist them in their decision process. SLT

SLT: Is there a minimum scale a 
business needs to have before it 
can optimise its collateral? Can a 
client use 4sight for its collateral 
management activities but retain 
its existing trading and back of-
fice systems?

Palliser: Not really. Regardless of size, lever-
aged trading organisations require the ability 
to finance their activities in the optimal manner. 
The retention of cash and high quality Govt as-
sets – previously used as collateral to third par-
ties and/or exchanges – is thus of paramount 
importance. This applies whether the potential 
client is an internationally renowned global play-
er or a small regional bank or broker

Collateral optimisation is in itself a relatively easy 
concept to understand. However, it impacts upon 
all aspects of an organisation’s activities – from 
its ability to finance its ongoing activities, through 
to counterparty and market risk mitigation, the 
control of operating costs, capital and balance 
sheet. This is equally important regardless of the 
size of a client and is perhaps best demonstrated 
by the spread of enquiries we have received over 
the past eighteen months.

It is also possible for a client to make use of a 
collateral/exposure management and optimisa-
tion system on a stand-alone basis and merely 
integrate data feeds to/from its existing trade 
capture and settlement instruction delivery sys-
tems if required.

Typically however, projects involve the develop-
ment of a tailored solution that also makes use 
of our securities lending & borrowing and repo 
modules to closely integrate with the collateral 
management system.

SLT: Is this centralisation and 
optimisation of collateral as rel-
evant and/or prevalent in North 
America, which has traditionally 
preferred cash?

Palliser: Previously, the US model has been to lend 
stock on a callable basis against cash collateral. 

However, since Lehman, most US based agent 
lenders now operate both cash and non-cash col-
lateral programmes. US broker dealers are also 
making use of non-cash collateral in order to mini-
mise their balance sheet usage and in respect of 
their international activity. Furthermore, the larger 
North American broker dealers have substantial 
OTC client driven and/or proprietary derivative 
books that they need to optimally collateralise. 

As such, we are fielding more enquiries from 
North America than from any other part of the 
world. We have therefore broadened our scope 
to look at the collateralisation of ETF creation 
and FX forwards in the recent past to complement 
our clients’ traditional OTC derivative activities.
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One of the key components to risk mitigation in 
any securities lending programme is collateral. 
In managing a securities lending programme, 
both the collateral, including the haircut and 
marking to market the loans and collateral on a 
daily basis, as well as the combination of coun-
terparty quality and collateral mix, are highly 
important. But what is the current market trend 
for collateral?

Notwithstanding the market turmoil and issues 
raised by the Lehman default and ongoing 
credit crisis, we have seen a continued recovery 
in loan volumes over the past three years. De-
mand however remains suppressed despite a 
healthy appetite from beneficial owners to lend 
securities, in fact we have seen a positive trend 
in new beneficial owners lending their securi-
ties for the first time. This lack of demand is in 
part driven by over supply in the fixed income 
market, lower hedge fund activity, deleverage in 
the equities market and a changing and uncer-

As noted above this has typically been driven 
by the individual funding needs of borrowers. 
Additionally, we have seen many borrowers un-
dertake internal collateral/funding optimisation 
which has led those borrowers to display con-
trasting preferences as to the type of collateral 
they wish to provide. This is in contrast to the 
market several years ago, where we tended to 
see market shifts in waves with either cash or 
fixed income being more or less favourable. 

Today, there is no such consistent shift – each 
dealer has clear and distinct preferences to the 
type and term of collateral they want to deliver. 
It is possible that for the same transaction, in 
terms of collateral and duration of the loan, four 
different dealers will have four different require-
ments.  For example, term loans versus cash 
collateral, open loans versus equity collateral, 
or term loans versus fixed income collateral are 
just a few examples of the different types of cur-
rent loan and collateral structures.

tain regulatory environment that is impacting all 
market participants. Regulation, in particular, is 
really changing and driving the way in which bor-
rowers manage their balance sheet and capital, 
which in turn is driving the cost of borrowing and 
the manner and way in which borrowers collat-
eralise loans from beneficial owners.  Basel III, 
Dodd Frank, EMIR and FSA Liquidity Rules are 
just a few of the specific regulations that are im-
pacting the borrower side of the industry. This is 
manifesting itself in the ways we see different 
borrowers prefer to collateralise loans. This, in 
turn, is critical to understanding the forces that 
are driving demand for collateral itself as well as 
securities to cover various trading strategies.

If we look at J.P. Morgan’s overall program (see 
chart), cash collateral now accounts for approxi-
mately 50 per cent of all collateral. However since 
2008 the largest growth has been in equities, while 
overall there is a more balanced breakdown of the 
types of collateral we have been receiving.  

Diversification rules
J.P. Morgan’s Paul Wilson assesses the benefits of collateral diversification in 
securities lending programmes
SPONSORED ARTICLE
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The impact of these trends can be quite sig-
nificant for beneficial owners. Balances can be 
built, or lost, simply because of a borrower’s col-
lateral requirements.  As we have stated previ-
ously, while collateral is a prime risk mitigant, a 
beneficial owner who is able to accept a broad 
range of collateral types, will benefit significantly 
in terms of balances and revenues. 

The dynamics between the correlation of the 
underlying securities on loan and acceptable 
collateral is fundamental to understanding that 
collateral flexibility does not imply increased 
risk. On the contrary, the benefits of diversifica-
tion have long been recognised, this holds true 
for a portfolio of collateral as much as it does 
for a portfolio of investments. Risk can be re-
duced by diversifying collateral to several asset 
classes, differing or by higher margin levels.  
Equities are a good example, whereby the ac-
ceptance of correlated collateral, for example 
equities against equity collateral, enables ben-
eficial owners to benefit from increased utilisa-
tions and spreads. Borrowers who are actively 
trading in equities will pay a premium to use 
their own long positions as collateral against 
borrowed positions and benefit from higher hair-
cuts (7-10 per cent), and highly liquid and easily 
priced collateral.

Accepting these concepts is one thing, but 
diversification in collateral requires more re-
sources and technology, for two reasons. First, 
diversification requires appropriate reporting to 
clients about the nature and whereabouts of the 
collateral that is being accepted and second, di-
versification of collateral needs to be monitored, 
marked accessed, liquidated and realised in a 
rapid time frame if required. The Lehman de-
fault proved that securities lending processes 
around these events actually worked, the new 
landscape and the rise of collateral trading 
techniques to optimise balance sheet usage 
has renewed the challenge to ensure process, 
procedure, documentation and controls are suf-
ficiently robust .

Without transparent reporting beneficial owners 
are limited in their ability to satisfy their inter-

In the same way that borrowers have disparate 
collateral preferences so too do clients. The trend 
has been for a greater desire for customised 
collateral schedules, particularly in the central 
bank, sovereign wealth and insurance sectors. 
Traditionally agency programmes have adopted 
pooled collateral techniques to maximise effi-
ciencies and the scalability of their models. This 
still holds true, but in today’s environment there 
is a clear need to offer customised solutions for 
specific trade types. 

These forces have consequently fed the de-
mand for the need for a tri party collateral agent 
who can manage, clear, and rehypothecate col-
lateral among many different counterparties in 
the market. A tri party collateral agent amongst 
other services, can hold securities (security, 
safekeeping and reporting), mark to market, op-
timise the use of long inventory, test for collater-
al eligibility and issue margin calls. Because the 
tri party collateral agent acts as a centralised 
exchange between lenders and borrowers the 
benefits include but are not limited to:

Reduced costs for both lender and bor-•	
rower as back office and IT are effec-
tively outsourced.
Lender and borrower can invest in core busi-•	
ness instead of collateral management.
Scalability and ability to trade at higher vol-•	
ume more frequently.
Diversification in acceptable collateral as tri-•	
party agents handle a much wider variety of 
collateral instruments than would typically 
be the case in a bi-lateral arrangement.
Standardisation; collateral agreements and •	
protocols are typically dealt with in industry 
standard agreements across the whole 
spectrum of collateral givers and receivers 
helping to eliminate inefficiencies and un-
certainties that can exist due to variances 
in legal interpretations.

The use of an organisation with the depth of re-
source to invest in efficient collateral manage-
ment is a prerequisite to positioning a lending 
programme to enable its optimum performance 
in today’s securities lending and collateral trad-
ing market. SLT

nal due diligence and governance requirements 
that enable them to broaden the scope of ac-
ceptable collateral. J.P. Morgan provides a wide 
breadth of client reporting through Views Port-
folio Reporting, with key functionality including 
report customisation, data drill-though, flexible 
output formats, and alternative delivery options 
(e-mail, auto-save, file ftp, auto print). The re-
porting function also provides a scheduler fea-
ture that allows data and time dependant re-
porting events to be created and automatically 
e-mailed to recipients.

The Securities Lending Dashboard has been 
introduced to allow beneficial owners to view all 
key reporting parameters and information in a 
single customisable view. The continued invest-
ment in reporting enhancements for beneficial 
owners has been important in assisting benefi-
cial owners with evolving compliance checks in 
a changing market environment. Historically, the 
oversight of the securities lending programme 
had been carried out as a back office function 
but this has progressed to a front office and risk 
and compliance function. Transparency of col-
lateral parameters has clearly been an integral 
part of beneficial owners’ additional oversight of 
the program with the following reports typically 
being interrogated:

Daily Securities Collateral Detail – de-•	
tailing the security collateral allocated to 
the lenders’ loans
Investment Daily Accounts Statement – •	
detailing the lending client’s collateral 
investments with key features including 
settled and pending investments, ratings 
and maturities including a summary pro-
viding sub totals for various categories 
with weighted yields
Investment Mark to Market – proving •	
the latest market value of investments 
within the lenders cash collateral invest-
ment portfolio
Reverse Repurchase Collateral Detail •	
– providing underlying collateral on the 
repo buy counterparty.

J.P. Morgan has always offered segregated 
cash collateral investment guidelines which al-
low the lender to tailor the guidelines accord-
ing to their risk parameters and appetite. This 
flexibility has allowed lenders to tailor their in-
vestment guidelines according to a changing 
environment, for example, amending maximum 
tenor, quality guidelines, products and concen-
tration guidelines.

As noted, collateral flexibility ensures diver-
sification of collateral and borrowers while 
aiding optimum performance. The securities 
collateral schedule focuses on high qual-
ity, diversification and concentration of non 
cash collateral. Securities collateral includes 
US government and agency debt in addition 
to minimum AA- rated Eurozone, OECD and 
UK Government debt. Beneficial owners also 
have the ability to add equity collateral to their 
schedules where appropriate. Pa
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The impact of these 
trends can be quite 
significant for benefi-
cial owners. Balances 
can be built, or lost, 
simply because of a 
borrower’s collateral 
requirements
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Taking the strain
Banks are rethinking their collateral management, writes SunGard’s head of 
strategy Jane Milner

A huge liquidity strain and increased demand for 
collateral assets have made collateral manage-
ment a critical component of bank’s trading ac-
tivity. An enterprise-wide approach to collateral 
management can help banks optimise their col-
lateral inventory and generate revenue as well 
as reduce costs

Collateralisation has traditionally resided in a 
bank’s back-office, where it has been used to 
secure financial transactions and to mitigate 
credit and operational risks. The Lehman Broth-
ers default and the ensuing financial crisis, how-
ever, have ensured that collateralisation swiftly 
moved to the top of banks’ agendas.

While its use as a risk mitigation tool has not 
essentially changed, post-crisis changes to the 
conditions around collateral have forced banks 
to reconsider their whole approach. With the 
demand for collateral assets increasing, and 
a widening of funding spreads due to liquidity 
constraints, collateral optimisation has become 
a very important issue for many institutions. This 
has forced many institutions to look more closely 
at aligning their collateral teams with their trad-
ing desks. This closer alignment highlights the 
evolving role of collateral in not only reducing 
counterparty credit risk but also controlling the 
cost of trading, revenue generation, and deriva-
tives pricing. 

But market changes such as the mandated use 
of central clearing for over the counter (OTC) 
instruments and a greater awareness of coun-
terparty risk have increased the cost of using 
collateral and curtailed the ability to raise rev-
enue from its reuse. In the wake of these pres-
sures, it is more important than ever for banks to 
develop an enterprise-wide collateral manage-
ment programme that offers the benefits of as-
set optimisation and the assurance of a robust 
risk management framework.

The rising cost of collateral
When Lehman Brothers descended into Chap-
ter 11 bankruptcy, it left a trail of defaults in its 
wake and a market full of nervous investors 
unsure of the creditworthiness of their clos-
est counterparties and the value of their own 
assets. This unease was especially evident in 
the less regulated environs of the over-the-
counter market. 

The market’s participants reacted to the unease 
by placing far greater demands on collateral 

lateral assets. The updated Accord mandates 
that banks must have collateral management 
policies and stress models in place to monitor, 
control and report on the risks they are exposed 
to by various margin agreements and the use 
of non-cash collateral. These risks relate to the 
changing market value of the trade portfolio and 
the underlying collateral covering the portfolio. 
It also highlights the importance of monitoring 
and controlling the concentration risk of using 
particular asset classes. 

The Accord is particularly concerned with 
the liquidity implications inherent in collateral 
agreements from downgrade triggers, rehy-
pothecation practices and the use of non-cash 
collateral. It therefore requires that banks em-
ploy scenario stress testing to their collateral 
agreements (eg, a ratings downgrade for the 
bank) trade portfolios and underlying collateral 
assets, with a view to project future collateral 
movements and values and ensure that suf-
ficient liquid asset reserves are maintained to 
cover these projected collateral obligations un-
der stressed market conditions. 
 
One effect of the rise in collateral costs is that 
banks will pay more attention to the cost of col-
lateral at a transaction level pre-deal as part of 
pricing calculations. So rather than the general 
cost of collateral being absorbed by the bank at 
a group-wide or division-wide level, banks will 
allocate these costs to individual trading desks. 
In order to do this, banks will need a much more 
granular level of reporting and be able to drill 
down to each and every transaction and the col-
lateral used. It would then be possible to see 
which desks are creating which exposures. Just 
as credit valuation adjustments (CVAs) are used 
to capture the credit risk implications of individu-
al trades, banks are also looking to factor in the 
collateral funding implications of those trades. 
The collateral funding costs can then be built 
into the pricing of the trade and ultimately into 
the decision regarding where to place a trade. 

Collateral optimisation
As outlined above, the post-crisis pressure 
on balance sheets and squeeze on liquidity is 
acutely apparent in the industry’s use of collat-
eral. Consequently, banks are now much more 
demanding of their collateral management 
processes. They want to see what collateral 
is available for each and every business line, 
and they want to assess the relative costs and 

requirements. The increased demands lead to 
more frequent collateral calls and a move to-
wards 100 per cent collateralisation. In addi-
tion, global regulators have responded with new 
rules (Dodd-Frank Act, EMIR, MiFID II, CPSS 
IOSCO) that introduce central counterparties 
(CCPs) in an attempt to reduce systemic risk 
and bring transparency to what are perceived to 
be opaque practices of the bi-lateral OTC world. 
And while this in theory has greatly reduced 
counterparty and credit risk, the collateral pro-
cess involved with central clearing has created 
a huge liquidity vacuum for trading firms.

Adapting to a CCP environment involves direct 
costs through operational and system changes, 
as well as paying to be a clearing member or 
trading through a clearing broker. However, 
the added costs of collateral are also consider-
able. Clearing members will now have to pay 
initial margin on transactions, which involves a 
greater amount of collateral than a conventional 
bilateral OTC agreement (many clearing mem-
bers pay no initial margin under bilateral OTC 
agreements). End clients may also have to pay 
higher initial margins under CCP arrangements 
if margins are segregated versus omnibus ac-
count structures. In addition, as there is no 
single global CCP that covers all jurisdictions 
and products, netting efficiency under a CCP 
arrangement is reduced as compared to bilat-
eral OTC arrangements, further fuelling an in-
creased demand for collateral assets.

As well as higher demand for collateral assets 
through increased initial margins and inefficient 
netting sets, CCP arrangements will limit the 
level of rehypothecation of collateral. Under 
traditional bilateral OTC arrangements, institu-
tions often use the practice of rehypothecation 
as a source of funding collateral. Under CCP ar-
rangements, collateral posted would be frozen 
(estimated to total around US$1 trillion), putting 
further strain and additional costs on funding 
and sourcing collateral assets. This is exacer-
bated by provisions in the Dodd-Frank Act that 
allow end users to request segregation of initial 
margins for bilateral OTC agreements. 

In addition, the eligibility criteria for acceptable 
collateral have tightened considerably. For most 
CCPs, acceptable assets will be restricted to 
cash or high-grade bonds such as US Treasur-
ies or eurozone securities. 

Collateral liquidity is also addressed by Basel 
III, further increasing demand and costs for col-
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quality of all collateral in order to best match the 
available assets for each transaction. 

This is commonly referred to as collateral op-
timisation. Extracting the maximum value from 
available assets has always been a worthy 
objective. However, banks have not always ac-
tively pursued it or used the assets given over 
for collateral purposes in the most efficient way. 
In some cases, the quality of collateral has 
been higher than required, or expensive forms 
of collateral were used when cheaper alterna-
tives were available. Other times, long collateral 
has been left to lie dormant rather than be rein-
vested for trading purposes such as securities 
lending and repo or through rehypothecation to 
satisfy the firm’s own collateral posting obliga-
tions. Financial institutions are now looking to 
address this situation. 

The first step to achieving a more optimised us-
age of collateral is to establish a global, holistic, 
real-time view of a bank’s inventory of assets. 
This will provide an up-to-date list of available 
collateral for every business line’s funding 
requirements. The firm must then be able to 
match this single view of available assets with 
a single view of the various collateral require-
ments across all business lines and the relative 
eligibility criteria of this collateral for all counter-
parties across all business lines. Collateral op-
timisation algorithms (for example cheapest to 
deliver) can then be applied to the pool of avail-
able eligible assets when pledging collateral in a 
transaction to determine the best possible com-
bination of assets to use as collateral from both 
an economic and an operational perspective.

This enterprise-wide view of the collateral 
function provides many obvious benefits – a 
firm-wide view of assets for trading and col-
lateral, a cross-enterprise holistic view of 
counterparty risk, reduced operational risk, in-
creased visibility, better liquidity management, 
more effective stress testing, collateral optimi-
sation, funding cost control and management, 
and revenue generating opportunities. But it 
also presents a number of operational and or-
ganisational challenges.

Many financial institutions are constructed as 
composites of multiple silos, each with its own 
separate cultural, operational, and technologi-
cal identity. Melding these often conflicting prop-
erties into one firm-wide system is therefore a 
complex task and must be approached realisti-
cally, through gradual steps rather than one ‘big 
bang’ initiative. 

Flexible technology
Once the business processes themselves have 
been adapted to work in an enterprise way 
rather than across silos, and once the firm has 
established a single, visible, enterprise-wide 
inventory of available assets which can be 
mapped to the list of collateral requirements and 
conditions, even then there are additional steps 
that must be taken in order to enable effective 

brokers and global custodians, an enterprise-
wide collateral management system must meet 
their need to service clients more effectively 
and with increased transparency. Such systems 
must have a flexible and hierarchical structure 
to support multiple entities and the different re-
quirements within each one. Simple workflow 
management and clear segregation between 
multiple clients are also essential, as are sup-
port for cross-netting and transparent and ad-
hoc reporting requirements. The collateral man-
agement system must also be able to support 
an intermediary’s commercial ambitions by en-
abling them to offer the solution directly to their 
own clients on a white label basis, this providing 
them with the opportunity to differentiate them-
selves from their competition. 

Collateral management is clearly in a state of 
accelerated evolution in the new reality of the 
post-crisis world. Rapidly changing regulatory 
regimes, increased margin requirements and 
reduced access to short term liquidity mean 
firms are reassessing how they manage their 
collateral processes and control the demands 
made upon them. Taking the holistic, enterprise 
view is key to creating a coherent response to 
this new paradigm.

SunGard’s solutions for enter-
prise collateral management
SunGard’s solutions for enterprise-wide collat-
eral management combine all asset silos along 
with the front-, middle- and back-office function-
ality in order to manage the collateral lifecycle 
effectively. Only by seeing the whole picture can 
banks deliver next-generation collateral man-
agement that satisfies the needs for risk mitiga-
tion while at the same time providing the signifi-
cant competitive advantage of the infrastructure 
to support all business lines;

Combined collateral trading and management •	
Single view of counterparty exposure•	
Optimal asset usage•	
Integrated cross silo transparency and pro                    •	
cess management
Algorithmic collateral allocation•	
Maximum operational efficiency. •	 SLT

asset optimisation and allow active manage-
ment of collateral to thrive. All of these changes 
have significant technology implications and will 
require advanced enterprise solutions to enable 
them to be effective.

Banks will require business logic engines that 
can look at both the asset inventory and the col-
lateral requirements and make intelligent and au-
tomated decisions on a frequent basis. The col-
lateral allocation process will need to be linked 
to the various trading and post-trade systems so 
that collateral arrangements which accompany 
every transaction can be swiftly acted upon. 

The ideal system offers a suite of fully integrated 
and flexible modules that offer specific, detailed 
functionality for the separate divisions involved 
in collateral management – be they securities 
lending, OTC and listed derivatives or repo. 
Such an approach offers the best way to build a 
flexible and enterprise-wide foundation for col-
lateral management that will meet a firm’s grow-
ing requirements, from a centralised inventory 
of assets through to global risk management. 

The benefits
An improved, enterprise-wide collateral man-
agement programme will produce sizeable ben-
efits for all counterparties in the capital markets. 
For the sell side banks and brokers looking to 
minimise their balance sheet impact and meet 
the demands for profitability, an enterprise-wide 
collateral management programme gives them 
the ability to view all available inventory across 
multiple asset classes and to fund collateral or 
trade directly from these positions. Additionally, 
they can view all counterparty exposures, maxi-
mise netting opportunities, minimise collateral 
pledges and produce comprehensive reporting 
to satisfy both internal demands and the trans-
parency requirements of external regulators 
and investors.

Asset managers and institutional investors op-
erating on the buy side are looking for a more 
efficient collateral management process that will 
improve risk mitigation controls. An enterprise-
wide approach enables holistic real-time expo-
sure management and risk calculations that re-
flect up-to-the-minute changes in the risk profile 
of their counterparties. Structured and automat-
ed workflow management, standardised across 
asset classes, will ensure that no collateral calls 
are missed. The quality of collateral can be veri-
fied through a profiling programme of the vari-
ous eligibility criteria. 

For the various intermediaries operating be-
tween buy- and sell-side firms, such as prime Ja
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Collateral manage-
ment is clearly 
in a state of 
accelerated 
evolution
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Collateral management is now under sharp 
focus like never before. Historically a support 
function, it has come to the fore, in part, due to 
high profile examples of what can happen if you 
lose control.

New regulations require banks to demonstrate 
control of their own and their clients’ assets, and 
to strengthen their balance sheets by maintaining 
higher levels of capital adequacy. However, most 
banks don’t have sophisticated collateral man-
agement systems and they are very unlikely to 
be integrated across the enterprise. Existing col-
lateral management is often manually intensive, 
time-consuming, error-prone and not scalable.

Many banks manage collateral in business si-
los: prime services; equity finance; repo and 
treasury. Recent events have forced banks 
to introduce new processes and procedures 
- many of which are highly manual due to the 
lack of technology – so collateral management 
departments are stretched even with today’s 
volumes. It is therefore difficult to imagine how 
they will cope as volatility and volumes increase 
– many banks have no clear vision of this. A 
recent report estimated that $2,000 billion of 
extra collateral will be needed to meet margin 
demands for Central Counterparty (CCP) clear-
ing. A ‘squeeze’ of this nature surely means that 
all banks - even if they do already - must look to 
further optimise their use of assets.

Common challenges 
We often see the same top three collateral chal-
lenges for banks:

inadequate reference data quality•	  - es-
pecially the codifying of Legal Agreements 
and Credit Support Annexes (CSAs) into 
margin and collateral systems
entrenched “business silo” based col-•	
lateral operating models – frustrating 
the enterprise requirements 
inadequate technology•	  – few banks have 
the systems integration to provide the tools 
required by collateral managers and trad-
ers for the new regulatory world

The collateral implications of future regulatory 
requirements (Dodd Frank, EMIR etc) are still 
not completely clear, but most banks have con-
cluded they cannot wait and must act now. As 

(ownership, availability, eligibility, cost, priority) 
must be codified and made available on time to 
the people and the systems that need it.

The three peaks challenge
True collateral optimisation requires banks to 
scale the “three peaks”, moving from the founda-
tion through management and control, to optimisa-
tion - resolving the issues of operational efficiency 
and business silo fragmentation along the way - in 
order to deliver real value to the enterprise.

A structured approach
With the complex nature of collateral and its 
use, all such projects require a well-managed 
and structured process to ensure success.

Adopting a proven and structured approach for 
the collateral management journey helps banks 
to get the results they want by aligning thinking 
across business divisions and geographies, and 
between business and technology. This strate-
gic phase of a project is typically followed by a 
mobilisation and execution phase to deliver the 
strategy. We call this approach ‘Dynamic Pro-
cess Modelling’ (DPM).

Using experienced practitioners trained in DPM, 
collateral management improvement projects 
can be executed quickly and efficiently, maxi-
mising communication with key stakeholders 
whilst minimising distraction of staff from other 
day-to-day priorities.

Each of the steps results in clear deliverable 
milestones, demonstrating visible progress at 
every stage, and ensuring the required improve-
ments occur.

well as implications for front, middle and back 
offices, we are seeing big impacts across a va-
riety of bank functions:

Risk functions are seeking more trans-•	
parency into collateral holdings to bet-
ter calculate exposures
Legal functions face a huge challenge •	
renewing and renegotiating agreements 
and CSAs
Finance functions don’t have the •	
tools or the data to produce “collat-
eral P&L” reports
New regulatory reporting is anticipated to •	
become a significant cost requiring many 
more people.

Many banks are therefore focusing on the tech-
nology around collateral that is needed to stay 
compliant, control risk and reduce costs – but 
this focus then introduces its own mix of costs, 
risks and challenges.

A vision for effective collateral 
management
Banks cannot continue to merely ‘manage’ col-
lateral operations. There is a mountain to climb 
as banks think through and set clear goals for 
cross-asset, cross-silo margining and collateral 
pooling across geographies. We see three lev-
els of maturity for collateral management:

Foundation•	  – getting the basics right: docu-
mentation; pricing and valuation; inventory; 
reference data; exposure; clearing and set-
tlement; asset servicing and compliance.
Management•	  – extracting value by im-
proving the operating model; workflow; 
reporting; risk; reconciliation; availability; 
trade-automation and STP.
Optimisation•	  – competitive differentiation 
through re-hypothecation; risk weighted 
assets/balance sheet optimisation; trader 
tools and P&L; “what if” scenario/portfolio 
modelling; risk analysis; collateral opti-
miser “trading engines”.

The collateral operating model
A “collateral operating model” aligns people, 
processes and technology, informed by: goals 
and objectives; products and services; organi-
sation; and well-framed controls. Collateral data 

Moving towards 
a new vision?
Rule Financial’s Alec Nelson and 
David Field examine the challenge 
of optimising your collateral management
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Such a process needs to be supported by archi-
tecture modelling and road-mapping tools which 
can facilitate rapid scenario planning, enabling 
the bank to evaluate alternative approaches and 
to quickly make informed decisions on the opti-
mal and bespoke approach for the enterprise.

The ‘Dynamic Process Model-
ling’ (DPMTM) approach
Business direction. The political challenges of 
optimising collateral management across diverse 
business units and geographies should not be 
underestimated. Whilst ‘bottom-up’ tactical initia-
tives undoubtedly contribute, banks will fail to fully 
seize their opportunities unless there is an agreed 
business vision and direction, such as what con-
stitutes “optimisation”. Direct engagement with se-
nior stakeholders is essential to facilitate.

Operating model. A new business direction or vi-
sion is likely to impact the bank’s operating mod-
el. New products and services, such as collateral 
transformation and client clearing are likely to be 
created, affecting customers, not least through 
renegotiating CSAs. Pricing models will be need-
ed to enable collateral pooling or aggregation 
across business units. Some roles, responsibili-
ties and objectives are likely to be affected and 
new organisational structures may be needed 
in addition to the new collateral trading function. 
End-to-end processes, activities and controls will 
undoubtedly change. An effective, fast process 
for modelling business impact and driving out a 
target operating model is essential.

Technology model. The target operating model 
must be supported by enhanced technology, 
beginning with a logical application architecture 
that supports the new business direction. Utilis-
ing pre-existing reference architectures cover-
ing derivatives, securities, futures and options 

forward business benefits; minimising the impact 
on customers; avoiding the overload of internal 
functions; hitting an internal hurdle rate etc. Ex-
perience shows that once a PAR is submitted 
there is a need to create and analyse multiple in-
vestment / implementation scenarios until senior 
level buy-in and sponsorship is established. By 
ascribing each PBB with not only cost and ben-
efits, but also a business disruption score, cus-
tomer impact, resource/skill requirements and 
dependencies, it is possible to rapidly and ac-
curately assemble multiple scenarios to address 
the concerns and goals of key stakeholders. This 
is often essential for aligning senior sponsorship 
for the programme to proceed.

Mobilisation and Execution. Following the 
planning and modelling phases of the project, 
and once stakeholder and budget approval is 
agreed, the mobilisation and execution phase 
can commence, leading to the development and 
implementation of the agreed solution. 

Conclusion
Many banks already have some initiatives un-
derway to address elements of collateral man-
agement and optimisation, notwithstanding the 
uncertainties of Dodd Frank and central clear-
ing. However, there are still many differing 
strategies, with leading banks adopting greater 
aspirations to manage collateral on a global 
basis, across asset class, and across business 
silos, whilst some are struggling to define what 
they mean by “optimisation”. What is being opti-
mised: risk? profit? Some view full optimisation 
as politically too difficult, preferring to focus on 
single asset classes or primary geographies.

However, it is clear that a structured approach 
and a material investment in technology is es-
sential - not just to reduce operating costs – but 
to exploit new opportunities. SLT

etc, will dramatically reduce the time and cost 
of developing a target architecture for the enter-
prise. The new model will incorporate key func-
tions such as eligibility initial and variation mar-
gin management, data management, collateral 
pricing, collateral transformation, re-hypotheca-
tion etc. Such a model is invaluable in provid-
ing a common language and fostering better 
understanding, collaboration and partnership 
between business and technology. An assess-
ment of existing technologies against the logical 
model helps to identify duplicate components 
and gaps that must be filled by buying or build-
ing new components, with decisions captured in 
a physical application architecture.

Roadmap. The gap analysis enables identifica-
tion of Project Building Blocks (PBBs); normally 
20-50 units of work with clear objectives to imple-
ment the physical architecture and target operat-
ing model. This may include further upgrades to 
existing applications such as Collateral Aggrega-
tor. It may also highlight the need for a collateral 
optimisation engine. There are a number of third 
party solutions beginning to emerge, hopefully 
reducing the need for custom development.

Business case. The roadmap and its PBB 
components provide a sound basis for the busi-
ness case. Each PBB can be allocated a cost, 
resources, duration and expected benefits, 
enabling the business case to be created for 
submission into the budgeting process. The fi-
nalised roadmap should be highly informing to 
the PAR the bank wishes to submit.

Scenario planning. Business case submission 
inevitably triggers demand for further refinement, 
typically by considering alternative scenarios 
targeted at different goals and outcomes. Ex-
amples include testing hypotheses for prioritisa-
tion including: reducing year 1 spend; bringing 
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Collateral challenges
Enterprise collateral management - Banks 
may seek to optimise collateral utilisation 
across the enterprise by creating new central 
functions, but aging fragile silo-based systems 
make this a challenge.

Administrative cost reduction - Banks are very 
focused on cost reduction, and the desire to au-
tomate the high cost, manual administrative pro-
cesses associated with collateral management.

Legal spotlight - True “golden source” mar-
gining and collateral eligibility rules are defined 
in the signed legal agreement and a CSA. But 
the rules from these documents are often 
poorly codified into multiple disconnected sys-
tems, making it hard to manage and optimise 
collateral when retrieval is manual, costly, slow 
and held in silos.

Collateral arbitrage - Some banks already arbi-
trage CSA terms. Banks need to spot when they 
are being arbitraged and act. This is impossible 
without better information and processes. For in-
stance, tools to identify “weak” agreements and 
CSA’s provide benefit in this regard.
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Karim Chabane, director of collateral manage-
ment regional securities finance for Citi’s Asia 
Pacific region spoke to SLT on the key drivers 
for the rise of interest in effective collateral man-
agement in Asia. He also gave us his take on 
the collateral management & securities lending 
market in Asia, and how it may evolve over the 
next 18 months. 

SLT: Could you please outline the 
global economic landscape and its 
implications for Asia’s collateral 
management & securities lending? 

Karim Chabane: The current global economic 
landscape, post credit crisis, is leading to a 
new regulatory environment focusing on reduc-
ing exposures from OTC trading activity, and in 
APAC, we are seeing the confirmation of a trend 
towards collateralisation going across lending 
as well as capital markets products.

This new regulatory framework is taking shape 
primarily under US and European initiatives, how-
ever some practical implications remain uncertain 
and the future outlook is difficult to predict. 

It makes no doubt more products will be cleared 
but the actual scope and timeline has remained 
unclear. In particular in Asia, we are likely to end 
up with multiple national initiatives, each with 
their own characteristics and little or no interop-
erability. Mandatory clearing for certain products 
and according to different rules depending on the 
jurisdictions will push for bifurcation of flows. This 
will increase the importance of collateral man-
agement to meet margin requirements of CCP as 
well as to mitigate counterparty risk exposures bi-
laterally. This increase in collateral management 
will push up the demand for adequate assets, 
potentially leading to liquidity squeeze and its in-
creased capital costs implications. In this context, 
operational efficiency will be key and considering 
the use of an outsourcing specialised provider 
can help getting the right risk management tools 
and address complexity.

To give some perspective, the ISDA Margin 
survey 2011 shows that, over the last 10 years, 
counterparty risk exposure in the OTC deriva-
tives market has grown at annual rate of 14 per-
cent while the growth in collateral assets used 
to mitigate such exposure has grown annually 
by 30 percent (to reach an estimate of $3 trillion 
of assets used as collateral in 2010 as reported 
in the survey from 83 respondents, mostly bro-
kers, banks and few investors/asset managers). 
This shows good signs of progress but there is 

profile and credit quality requirements. Asia be-
ing the driver of economic growth currently, many 
firms have such assets in their portfolio and mak-
ing it possible to use those as collateral would only 
improve efficiency and liquidity of the market.

SLT: When it comes to manag-
ing counterparty risk effectively 
through collateral management 
what are some of the challenges 
that are often faced? 
Chabane: Collateral management can repre-
sent many challenges for certain firms especial-
ly when they are less sophisticated. It is often 
seen as operationally difficult to manage and it 
requires to be done in the proper way otherwise 
it creates more risks than it mitigates (increased 
activity, false impression of safety). When vol-
umes increase, it requires automation, hence 
investments in IT and development. It is some-
times difficult for firms to identify where exactly 
to fit it into their organisation: it is a transversal 
function across different areas including risk, 
operations middle or back office with impacts on 
trading and accounting. All those reasons have 
left firms to resist changing and staying uncol-
lateralized unless absolutely necessary, those 
times are over now.

SLT: Going forward how do you ex-
pect the collateral management & 
securities lending market in Asia to 
evolve over the next 18 months? 

Chabane: I believe clearing initiatives will grad-
ually make their way and develop in a number 
of countries, Korea, Hong Kong, Singapore, 
among others, have all their own initiatives. 
One common aspect of clearing is that it leads 
to margining and use of collateral, therefore I 
see huge benefits for firms who are going to im-
prove their collateral capabilities already as they 
will implement the right, multipurpose, collateral 
and margining processes right away. 

They will have limited additional work to cope 
with CCP margin calls when their use become 
mandatory. Also, I think it can be expected that 
there will always be products that would not fit 
into the clearing models for various reasons (non 
standard, new products, low volume not justifying 
CCPs to build the clearing models), so being able 
to operate collateral across products, business 
lines and asset classes will be required for firms 
willing to manage the process efficiently. SLT

still room for improvement even if at the same 
time clearing initiatives are rolled out. 

SLT: In your opinion what are some 
of the key drivers in Asia for the 
rise of interest in effective collateral 
management? 

Chabane: Even if in Asia, markets have been more 
resilient during the crisis, the situation has outlined 
pockets of significant counterparty risk exposures 
can’t remain without creating a systemic threat in 
global financial market place. In this region, regula-
tors are also considering setting up new rules in re-
lation to counterparty risk exposure mitigation and 
introduction of central counterparties.

Consequently, effective counterparty risk miti-
gation has become a must everywhere. A ‘wait 
and see’ approach is not an option anymore and 
resources will need to be optimised globally.

SLT: How do you go about under-
standing the characteristics of 
Asia’s fragmented market & its 
implications for collateral manage-
ment & securities lending? 
Chabane: I think fragmentation brings sig-
nificant challenges for infrastructures, it almost 
does not exist in North America and Europe 
has undertaken its transformation into a single 
harmonised market in the Eurozone. However, 
APAC will remain fragmented for the foresee-
able future which means initiatives in each 
country will not be interoperable before long, 
especially with regard to clearing infrastructures 
(different membership criteria, different regula-
tory frameworks and rule books). 

However, if you look at counterparty risk mitiga-
tion from a collateral management perspective, 
to some extent, players are already used to work 
in a multi-jurisdictional framework as they may 
have signed ISDA agreements governed by a US 
or UK law and are dealing with collateralisation 
using assets sitting in other countries. So far, the 
model works but it is fair to say we are only at the 
beginning of the process and that consequently, 
the scope of assets being used as collateral in 
the OTC derivatives space has remained limited 
to cash and sovereign US and European bonds. 

Therefore, an increase in collateralisation will 
gradually put a drain on that restricted pool of as-
sets pushing players to raise liquidity or diversify 
across other asset classes that match their risk 

Asian moves
In the lead up to IQPC’s Collateral Management and Securities Financing Asia 
conference, Citi’s Karim Chabane explains how the market has developed.
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