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granted by their parliaments to take these kinds of short-
term prohibitive measures, powers that they would not 
have in the absence of that label.”

French banks’ share prices were hit particularly hard in 
early August, with some suffering double-digit losses, 
when market rumours spread about a potential down-
grade of France’s sovereign debt. All three major rating 
agencies denied this was the case.

On August 18, French regulator, the Autorite des march-
es financiers (AMF), was forced into ingnominious re-
treat when it could not impose restrictions on traders roll-
ing over short positions on indices operated by Stoxx.

The resulting market frustrations meant Fox spent the 
whole of last week talking about nothing but short selling 
with his primarily buy-side clients.

The ban prohibits net short positions in an underlying 
stock in an index, explains Fox, but each regulator has 
also introduced exemptions for the purposes of hedging 
risk of exposure to European equity markets.

readmore p3
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SBL should be part of global 
liquidity hub - Kurt Salmon
Securities lending and repo desks should 
be part of a global liquidity hub for lend-
ers, wrote Kurt Salmon.

The consultancy firm notes that Basel III 
regulations will increase the costs of se-
curities financing activity, requiring high-
er capital buffers and haircuts as well as 
more accurate measures of counterparty 
risk exposure.

Meanwhile, regulations will also increase 
demand for highly liquid or AAA assets 
with priority given to high-liquid assets 
on balance sheets.

readmore p3

Busy summer for SBL in 
Sweden - Data Explorers
Securities lending activity has been 
relatively busier than normal during 
Sweden’s summer months on the back 
of disappointing economic news, write 
Data Explorers.

Looking at securities lending flow data 
over over the last month, though activity 
has dropped by 1.8 per cent, the expected 
decline would be in the neighbourhood of 
10 per cent, according to Data Explorers.

This is against the backdrop of falling global 
markets while, in Sweden, industrial pro-
duction and export demand have slumped.

All four European nations which introduced short sell-
ing bans in mid-August extended those decisions, while 
market participants struggle to adapt to disparate rules.

Belgium, France, Italy and Spain released state-
ments detailing the companies affected by the ban, 
as well as limits and exceptions under the coordina-
tion of the European Securities Markets Authority 
(ESMA). Authorities in all four countries will review 
the bans at the end of September and, in an attempt 
to harmonise, Greece announced its intention to do 
so as well. In total, authorities in 29 European coun-
tries have an assortment of short selling restrictions 
of varying lengths.

Regulators stressed that the measures are intended 
to prevent market abuse.

“I don’t think there is a genuine concern among regu-
lators that there is widespread market abuse using 
the mechanism of short selling,” said Darren Fox, 
partner at law firm Simmons & Simmons. “Often, 
market abuse is a convenient label for regulators 
to use in order to exercise powers they have been 
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Euro short selling bans extended
Continued from page 1

“We have had literally hundreds and hundreds 
of enquiries by phone and email every day since 
the bans were introduced,” he says. “There is an 
enormous sense of confusion and the market 
needs clarity, while regulators have been very re-
luctant to give any ground in terms of explaining 
the finer details of their hedging exemptions.”

Though the law firm has a regular quarterly on-
line product (called Navigator) to inform clients 
about the varying regimes, changes during the 
latest European short selling ban have been so 
frequent that over and above regular website 
updates, Simmons & Simmons has started a 
twitter feed.

“We thought Twitter would be an efficient deliv-
ery mechanism to communicate changes quick-
ly to clients, particularly as they might be trading 
one minute but the regulator changes its mind 
and then it becomes a problem,” said Fox.

The majority of ban enquiries, he noted, have 
related to indices - particularly the EuroStoxx50 
SX5E contract, a broad based index containing 
nine of the banned stocks. Hedge fund manag-
ers are unsure about whether their portfolios 
meet the required standards in order to be able 
to use that index in accordance with the various 
hedging exemptions.

Responding to that market need, US-based de-
rivatives exchange OneChicago offered futures 
in the four country specific ETFs a week after 
the ban was implemented.

“We listed these products to provide an avenue for 
market participants to gain or adjust short delta ex-
posure to equities in the countries that instituted the 
ban,” wrote Tom McCabe, COO of OneChicago.

“Our securities futures products were not sub-
ject to that ban, and in fact do not have any 
short delta restrictions,” he said.

Fox says that this kind of product, which rep-
licates an index but without the banned stock, 
will be interesting to traders that typically use 
the Eurostoxx50 to go directionally short in the 

eurozone countries. The problem, he says, is 
whether liquidity will be there when a trader 
wants to exit the position.

Meanwhile, critics of such bans point out the inef-
ficacy of the strategy in stabilising asset prices.

Before the short sale ban was even implement-
ed, global securities lending flow data showed 
that the scale of short selling was dwarfed by 
the supply of shares to short and nowhere near 
the levels reach ahead of the last credit crisis in 
2008, according to Data Explorers.

Moreover, the securities lending research firm 
states that there is little discernible pattern when 
comparing price changes in the week with lev-
els of short interest for European large caps.

That, according to Data Explorers, reinforces 
the argument that the price drop in the first week 
of August, immediately after the US debt down-
grade and about week before the short sale 
ban, had little do with short selling. 

SBL should be part of global 
liquidity hub - Kurt Salmon
Continued from page 1

“Borrowers decrease cash and increase equity 
collateral impacting the global exposure of the 
institution,” wrote Kurt Salmon, adding that as 
a consequence, it becomes strategic for market 
participants to re-design in-house or outsourced 
collateral management processes.

Meanwhile, the number of agents providing au-
tomated securities lending and borrowing solu-
tions is increasing, confirming the strong inter-
est of the market in services such as facilitating 
real-time transactions, collateral monitoring and 
optimising costs while mitigating risks, the con-
sultancy firm added.

SBL “key” for Northern Trust’s 
new mandate
Baerum Kommune identified Northern Trust’s 
securities lending programme as a key factor 
in awarding a NOK600 million (€76.4m) asset 
servicing mandate.

“As a municipal investment fund, our selec-
tion must stand up to public scrutiny. Northern 
Trust’s robust securities lending programme 
and processes were amongst a number of key 
factors in our decision making, together with its 
long track record in, and commitment to, the 
Nordic region,” said Astrid Auran Nesbo, direc-
tor of finance at Baerum Kommune.

Northern Trust will provide global custody, se-
curities lending, transition management and for-
eign exchange services.

“Northern Trust has a long heritage of working in 
the Nordics, combining our global strength and 
capabilities with local expertise and local language 
speakers,” said Madeleine Senior, managing di-
rector of Northern Trust in the Nordic region.

“Our Nordic client base is diversifying. We are 
able to offer optimal solutions to a range of in-
stitutional investors and asset managers that 
need to meet complex reporting requirements, 
as well as compliance and regulatory obliga-
tions, whilst also ensuring that their assets work 
hard through our global securities lending pro-
gramme, transition management and foreign 
exchange services,” she added.

State Street renews Lloyds 
Banking Group mandate
Lloyds Banking Group has renewed and ex-
tended its existing securities lending contract 
with State Street.

State Street will serve as the preferred single 
provider of middle office, custody, fund ac-
counting, depositary, securities lending and 
investment administration services for Scottish 
Widows and SWIP. The consolidated portfolios 
include investment accounting for more than 
£200 billion of assets and the services currently 
supported by other providers will migrate to 
State Street during the next 18 months.

Following the acquisition of HBOS in 2009, 
Lloyds Banking Group reviewed all its outsourc-
ing options to determine how best to develop 
a single operating model across the Group. An 
agreement has been reached to enhance the 
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existing working relationship already in place 
between State Street and Scottish Widows/
SWIP and extend the contract to cover legacy 
HBOS investment administration.

“We are delighted that we have been able to 
extend and strengthen our strategic outsourcing 
relationship with Lloyds Banking Group and feel 
it is a strong endorsement of our commitment 
to the securities servicing business,” said Joe 
Antonellis, vice chairman of State Street. “We 
believe we can assist Lloyds Banking Group 
to positively address the many changes taking 
place in the industry, such as Solvency II”.

“We are confident that both SWIP and Scottish 
Widows will benefit from our leading technology 
systems, depth of resources and commitment to 
excellence in client service.” continued Antonellis.

SecFinex cleared for take-off
CCPs are being “blown along by regulatory winds 
and pragmatism”, said Data Explorers, present-
ing the case of SecFinex, the first live centrally-
cleared multi-lateral trading facility (MTF) for se-
curities lending in Asia, Europe and the US.

The entry of clearing services for the securities 
lending market comes at a time when benefi-
cial owners have narrowed distribution pools in 
the wake of the Lehman collapse. But lenders 
should consider that both strategies can be ad-
opted, said Jonathan Lombardo, head of sales 
at SecFinex, speaking to Data Explorers.

“Does a beneficial owner want to lose out on 
that potential revenue because the agent lend-
er community might be a little reluctant to en-
gage?” said Lombardo. 

He points out that the latest ICMA figures show 
that 28 per cent of a $6 trillion fixed income 
lending industry trades via CCP – all broker-to-
broker dealing. 

And, in cooperation with trading partners LCH.
Clearnet and Six x-clear, SecFinex can provide 
full post-trade functionality while also provid-
ing cost savings on other transactions such as 
monthly reconciliations.  

Admittedly, Lombardo said it is early days yet - 
a reality punctuated by relatively low volumes. 
SecFinex currently has an estimated $300 – 400 
million on loan and $1.2 billion of liquidity on a 
daily basis. But, Lombardo said, the CCP is look-
ing to treble or quadruple that over the next year 
as regulation drives trades onto exchanges.

Apart from increased capital requirements from 
Basel III, other regulations intended to prevent 
systemic risk such as EMIR, MIFiD and Solvency 
II are set to hit the industry. Rules in Basel III are 
particularly pertinent to pointing the optimal route 
to market, however, since it states that any trans-
actions cleared via a CCP do not require any al-
location of capital, according to Lombardo.

“People will have to find different ways to distrib-
ute their business streams if they want to stay in 
the game,” said Lombardo, adding that sending 
trades to an exchange can also free up back of-
fices to focus on more exotic trades taking place. 

M&A uptick to drive demand 
for asset servicing and SBL
Mergers and Acquisitions (M&A) activity had 
solid growth in the second quarter of 2011, 
with EMEA in the double-digits, according to In-
traLinks deal flow indicator.

Global activity was up 24 per cent year-on-year, 
which was consistent with key drivers such as 
an uncertain future over the state of sovereign 
debt. That has prompted companies to sell in 
fear of a less favourable economic climate or 
missing out on a fast rebound.

“The increase in M&A activity should help drive 
the demand for securities borrowing as arbi-
trage funds and investors look to exploit the 
imbalance in full-entity public company sales,” 
said Matt Porzio, vice president of product mar-
keting at IntraLinks.

“However, this effect may be tempered as we saw 
a larger rise in private and divestiture deals as 
overall activity increased from two previous quar-
ters of essentially flat sequential performance.”

Latin America had the greatest increase at 43 
per cent quarter-on-quarter and 88 per cent 
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year-on-year, large driven by growth in Brazil. 
There were also significant increases in manu-
facturing, energy and life sciences sectors com-
pared to the previous quarter.

“As regions like Latin America and sectors like 
Energy and Life Sciences and Pharma showed 
significant growth in M&A activity in our Q2 Deal 
Flow Indicator, that will likely present opportunity 
for additional merger arbitrage and the associ-
ated securities lending as some of these deals 
become publicly announced in the next couple 
of months,” Porzio adds.

“Like stock lending, asset servicing should see 
demand for services grow in a market where 
corporate actions, proxy voting and custody 
changes will rise as M&A deal flow demonstrat-
ed a strong second quarter but tempered by a 
larger rise in private sales and divestiture deals 
as overall activity increased,” he said.

Oakpoint Advisors enhance services
Oakpoint Advisors has made its technology to negoti-
ate and manage trading agreements and other con-
tracts available to clients of Bloomberg Tradebook.

Oakpoint’s software is designed to allow users 
to execute and transact a multitude of financing 
and trade agreements including prime broker-
age, ISDA (International Swaps and Derivatives 
Association) and repurchase agreements. Users 
can readily access stored agreements or search 
for specific terms, at the touch of a button. This 
self-service model for contract management re-
duces legal expenses and hours spent search-
ing for and filing agreements.

“Hedge funds of any size are required to negoti-
ate, file and eventually access, documents and 
trade relationship agreements via secure chan-
nels,” said Peige Katz, partner and head of Oak-
point Advisors’ regulatory & compliance team. 
“With investors demanding more transparency, 
hedge funds - which are operating in a continu-
ously changing regulatory environment - need 
an efficient and cost-effective manner in which 
to easily execute and implement such docu-
ments. By integrating our offering, Bloomberg 
Tradebook clients will have access to a simple 
solution to continuously track terms across mul-
tiple counterparties and contracts.”

MX Consulting is currently delivering solutions to
clients within Agent Lending, Custodial and Principal
Securities Financing Programmes.
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“Bloomberg Tradebook is committed to find-
ing, vetting and providing solutions that allow 
our customers to spend more time on strategy 
and less on administration,” said Raymond Tier-
ney, chief executive officer and president of 
Bloomberg Tradebook. “Our customers expect 
us to move beyond basic execution services to 
a more consultative approach. Oakpoint’s solu-
tion supports that new approach.”

Quadriserv provides more 
securities lending data
Quadriserv, which operates the AQS securities 
lending platform, has expanded the data it offers 
on its websites.

Portfolio managers, hedge funds and trading 
desks that want to know how much the market 
is willing to pay to borrow securities will get a 
snapshot of market trends.

“This enables market players to better assess 
the rate at which their portfolios are being fund-
ed versus the AQS market,” a spokesperson for 
Quadriserv said.

FFastFill becomes ISV 
at OneChicago
OneChicago (OCX) has announced that FFast-
Fill is certified as an independent software ven-
dor (ISV).

Ryan McElvogue, managing director of FFast-
Fill, said, “The decision to reach out to OneChi-
cago resulted in a direct response to customers’ 
demand for access...The changing environment 
requires firms to look for more effective ways to 
participate in the equity markets.”

As an ISV, FFastFill customer will have direct 
market access to OCX’s fully electronic market-
place through the CBOEdirect API trade engine 
for order placement and related market data.

“FFastFill’s unique pre-trade risk management to-
gether with their [application service provider] solu-
tion offers clients the ability to trade global markets 
locally,” said Tom McCabe, CEO at OneChicago.

ASIC warns of securities lending 
disclosure for ETFs

The Australian Securities and Investments Com-
mission (ASIC) has issued guidance to inves-
tors on risks associated with exchange-traded 
fund (ETF) products.

“ETFs are growing in popularity and people 
should understand the different features and 
risks of ETFs before investing,” said ASIC 
Chairman Greg Medcraft.

ETFs are a type of managed investment that 
can be bought and sold like shares. They usu-
ally aim to replicate changes in the value of a 
share index, but are now also available for a 
wide range of assets including natural resourc-
es and foreign currencies.

The Australian regulator warned that securities 
lending practices should be outlined in the prod-
uct disclosure statement for both physical and 
synthetic ETFs, on its MoneySmart website.

No US short selling ban
The US will not be following in the footsteps of 
four European nations which banned short sell-
ing activities last week.

An SEC spokesman said that safety triggers are 
already in place when a stock is experiencing sig-
nificant downward pressures, wrote Bloomberg.

The short selling ban in France, Italy, Spain 
and Belgium followed curbs on the practice in 
Turkey, Korea and Greece as global markets 
plunged over economic growth and US and Eu-
ropean debt concerns.

Research on the European short selling ban 
from Data Explorers (DX) shows that, through-
out 2011, the average percentage of stock on 
loan for the stocks affected by the ban is below 
the market average in each country with the 

exception of Italy, where data are skewed by a 
very large outstanding loan. The data also sug-
gest low institutional ownership of the named 
financial stocks, wrote Data Explorers. Among 
France-based companies affected were Societe 
Generale, AXA and BNP Paribas.

J.P. Morgan not in breach in 
AFTRA lawsuit
A federal judge in New York ruled on 5 August 
that J.P. Morgan did not breach its fiduciary duty 
of loyalty by investing in pension plans’ and oth-
er entities’ cash collateral in medium-term notes 
of Sigma Finance, while at the same time ex-
tending repurchasing financing to the company, 
according to Lexis Nexis.

The AFTRA Retirement Fund, along with two 
other pension plans, were lead plaintiffs in the 
two-year old class action lawsuit related to J.P. 
Morgan’s role as a provider of securities lending 
services and its management of certain cash 
collateral on behalf of the Fund, according to 
AFTRA’s website. 
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Among other securities lending industry trends, 
communication and reporting are cited as the 
most important drivers of quality service from an 
agent lender, according to an annual survey by 
Finadium, now in its fourth year. Optimism over 
the future of the securities lending industry as 
an asset class also punctuated the survey re-
sponses, which were drawn from interviews with 
36 asset management professionals across 30 
firms which cover $16.5 trillion in assets.

Notably, using custodians as the dominant ser-
vice providers for some or all securities lending 
activity has declined over the last few years, at 
60 per cent in 2011 compared to 83 per cent in 
2008, while asset managers have largely adopt-
ed the practice of separating a request for pro-
posal (RFP) for custody and securities lending.

“Separating custody and securities lending in an 
RFP appears to have cemented itself as an indus-
try best practice,” wrote Josh Galper, managing 
principal at Finadium and author of the report.

When making a decision to leave a custodian’s 
lending programme, asset managers have been 
turning to third parties including other bank cus-
todians to provide services. “The perceived 
benefits of a third party include higher service 
levels and more customisation,” says Galper. 

Meanwhile, custodians recognise this challenge 
and have been making efforts to provide greater 
customisation to their own programmes as well.

Northern Trust, which in the UK and Europe is 
known for its expertise in local government man-
dates, is an example of a custodian carving out 
a strong position in this environment. Recently, 
it was selected for a NOK 600 million (€76.4m) 
mandate by Baerum Kommune in Norway to 
provide global custody, securities lending, tran-
sition management and foreign exchange ser-
vices for its municipal investment fund.

Meanwhile, boutique firms such as Albert Fried 
and larger operations such as Cantor have both 
invested heavily to compete for third party man-
dates and to meet current clients’ demands, 
predominantly in North America.

For asset managers, the top three consider-
ations in selecting a securities lending agent 
were: a bundled services offering (some com-
bination of custody, fund administration and 
transfer agency services) at 41 per cent of ex-
ecutives, while 27 per cent of executives looked 
for corporate affiliation, with the same number 
citing effective client relationship management.

“Weighted by AUM, 44 per cent of the partici-
pating firms lend out at least some assets inter-
nally,” writes Galper in the report. “All of these 
desks were set up years ago and are not grow-
ing in popularity; in our four years of surveying 
asset managers, we have never found a newly 
set up internal securities lending desk.”

Still, participants are sanguine about the future 
of the securities lending market, with 90 per 
cent actively lending securities, compared to 75 
per cent in 2009. Of that overwhelming majority 
currently engaged in a lending programme, all 
indicated an expectation to continue.

In addition, none of the managers reported end-
ing a securities lending programme in that time 
and indicated it was likely that asset pools not 
currently lending would investigate a return over 
the next 12 months.

“Managers across different types of firms gen-
erally expect a better environment and im-
proved margins for their lending programmes, 
and several noted investments made to sup-
port operations, reporting and risk manage-
ment,” Galper wrote.

However, managers from different kinds of firms 
had varied reasons for continuing lending pro-
grammes. Mutual fund managers indicated that 
securities lending continues to provide useful 
revenue for both returns and to offset expenses, 
and saw securities lending as a way to outper-
form their peers, especially for index funds.

Insurance companies responded that the rela-
tionship between securities lending and central 
credit counterparties presents an opportunity for 
advantageous arbitrage in the collateral upgrade 
trade, meaning securities that cannot be posted 
as collateral on a CCP are exchanged for eligible 
government securities or cash, wrote Galper.

US insurance companies favour corporate 
bonds for their investments, leaving some firms 
with insufficient cash or treasuries to post on 
a CCP as new OTC derivative clearing rules 
come into effect.

“Insurance companies are large users of OTC 
derivatives for hedging their portfolio risk, while 
mutual funds and other asset managers are 
not. Life insurance companies in particular have 
portfolios based on the annuities they owe to 
their policy holders and are managing their as-
sets to their liabilities, whereas long or short as-
set managers have no such built-in liabilities,” 
he added.SLT
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IMN’s annual conference in Scottsdale, Arizo-
na earlier this year attracted a standing room 
only crowd.

As one of the many beneficial owners in at-
tendance, The Texas Municipal Retirement 
System’s (TMRS) Dev Outlaw came to hear 
experts discuss the securities lending market. 
TMRS provides retirement, disability, and death 
benefits to employees of 842 participating cities 
and, as of 2010 year-end, the statewide agent 
had over 140,000 employee accounts, and over 
38,000 retired members. 

SLT: What prompted you to take a 
closer look at securities lending? 

Dev Outlaw: First, some important back-
ground about TMRS’ investments. Prior to 
2008, TMRS was entirely invested in high 
grade fixed income instruments for an income-
based strategy. The TMRS pension plan de-
sign prior to 2008 did not allow the crediting of 
unrealised gains to member or city accounts 
and the income-based investment strategy 
was appropriate for the plan. TMRS made its 
first equity investments in 2008 and, following 
the passage of legislation in 2009 that allowed 
the crediting of unrealised gains to employer 
accounts, moved to a total return strategy and 
expanded the diversification of investments.

That diversification will continue over the next 
few years. TMRS began its securities lending 
programme in 2003. With the income strategy in 
place at that time, securities lending potentially 
added incremental income to the portfolio.

SLT: How did you find the informa-
tion presented in terms of making 
you feel confident pursuing securi-
ties lending?

Outlaw: TMRS attended the conference to 
expand our knowledge of the current issues 
affecting securities lending and to help us de-
termine additional opportunities given our ex-
panding diversification.

The key takeaway from this year’s very informa-
tive conference was the movement toward risk 
reduction through focusing securities lending 
programmes more on the intrinsic value of lend-
ing instead of cash collateral reinvestment. This 
knowledge will influence TMRS’ focus on the 
securities lending component of our custodial 
review in 2012.

Historically, we have incorporated securities 
lending as part of a bundled overall custodial 
service. However, we will be evaluating securi-
ties lending on both a bundled and unbundled 
basis in our planned 2012 custodial review.

SLT: Does securities lending make 
sense for TMRS?

Outlaw: Currently TMRS only lends to agencies 
and treasuries from our fixed income portfolio. 
No decisions on other asset classes or types of 
fixed income have been made. Our attendance 
at the conference was part of the research and 
fact-finding process that will culminate in recom-
mendations to the Board at some future date.

SLT: How do current market condi-
tions fit in with any decision on pur-
suing securities lending?

Outlaw: Diversifying our portfolio in the current 
market provides both challenges and opportuni-
ties, but our overall strategy has not been sig-
nificantly changed by market conditions.

We think the entire sec lending market is chal-
lenged by the current low rate environment, es-
pecially in reinvestment of cash collateral.  This 
is one of the key drivers of our desire to focus 
our sec lending programme on the intrinsic val-
ue of lending.  However, the challenge TMRS 
currently faces is difficulty in finding consistent 
intrinsic value in the asset classes we currently 
lend, treasuries and agencies. We see poten-
tial opportunity in adding corporate and foreign 

bonds as assets to lend, however, we are 
reluctant to add to the reinvestment risk of 
our securities lending programme in the cur-
rent environment.

SLT: How has your programme 
been adjusted in recent years and 
for what reasons?

Outlaw: TMRS’ equity allocation is invested 
through commingled passive index funds and 
TMRS initially selected funds that were permit-
ted to lend securities. In 2008, at which time 
the total equity allocation was approximately 
7.5 per cent of the total portfolio, liquidity is-
sues within the collateral pool surfaced. TMRS 
determined that the benefit from securities 
lending within those funds did not outweigh the 
liquidity risk, and so transitioned those invest-
ments to comparable but non-lending passive 
commingled funds.

SLT: What would you need to see 
happen to expand your securities 
lending activities to include other 
instruments such as stocks? 

Outlaw: Market changes in cash collateral re-
investment risk or non-cash collateral oppor-
tunities would provide more incentive for us to 
expand our programme to add other assets. 
Also, working with our lending agent to adopt 
more conservative investment guidelines for 
TMRS cash collateral reinvestment strategies 
would provide additional incentive to expand 
the program. SLT

Big Interview

ANNA REITMAN REPORTS

Dev Outlaw, director of fixed income at the Texas Municipal Retirement System 
talks to SLT about how his views on the market have developed
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The Austrian economy’s recovery has started to 
sputter. As a whole, GDP is expected to rise 3.1 
per cent this year. However, this is a reflection 
of a strong first half followed by a slump, accord-
ing to Bank Austria’s latest business indicator 
report, which notes that dampened consumer 
and industrial sentiment persist, and that foreign 
trade, which had fuelled the upturn to this point, 
has lost momentum. 

“Economic sentiment has worsened across the 
board during the summer...both consumers and 
industry alike are taking a less optimistic view 
of the coming months,” wrote Walter Pudschedl, 
economist at Bank Austria. 

And the outlook for 2012 shows an expectation 
of GDP growth under two per cent on the back 
of volatile international conditions that will “bur-
den Austria’s economy”. 

In other words, after pre-crisis levels were 
reached in many areas, it is becoming clearer 
that there is not enough momentum for a lasting 
upswing as the eurozone debt crisis, the US fis-
cal outlook and bearish market sentiment take 
hold. In addition, consumer sentiment turned 
downwards in Germany, Austria’s largest trad-
ing partner. 

One of the bright spots in the economic outlook 
was an optimistic labour market – Austria, with 
a population of about 8.5 million, added 30,000 
people to the working ranks during the first half 
of the year - but the trend has been reversing 
since April, writes Bank Austria. 

Moreover, a one per cent hike in inflation is 
hampering any recovery and it is expected to 
stay over three per cent in the coming months, 
adds Bank Austria. 

Though this evidence points to faltering business 
confidence, at the same time, investment growth 
is expected to continue throughout this year at a 
“more or less stable rate of a little below one per 
cent quarter-on-quarter, wrote Pudschedl. For 
2011 as a whole, Bank Austria forecasts more 
than seven per cent growth year-on-year in terms 
of gross fixed capital formation. 

“The mood in the industry...is still good, a further 
expansion is planned and necessary as during 
the 2008/2009 crisis investments were post-
poned and the revival started late and slow,” he 
wrote, adding that the pace of investment recov-
ery is not anticipated to be very fast. 

Despite the gloomy mood, certainly not unique 
to this European country, Austria gets top scores 
for global competitiveness. The World Econom-

Austria

ANNA REITMAN REPORTS

Though securities lending activity has stalled in Austria, as has the country’s 
economic recovery, the market appears due for a boost.
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ic Forum ranks it 18th of 139 economies overall 
and sixth for business sophistication in its Glob-
al Competitiveness Index (GCI) 2010/11. 

However, in terms of financing through local eq-
uity markets, Austria’s ranking drops to 58th in 
the GCI. 

Part of the reason for this might be because 
some aspects of securities financing, such as 
securities lending, though regulated and prac-
tised, is not offered by the Central Depository 
and there is no lending pool in the market. If 
needed, an investor has to agree with his cus-
todian bank if such services can be offered, ac-
cording to a UniCredit country profile. 

The Austrian financial regulator, the Financial 
Markets Authority (FMA) explains that, with re-
gards to securities lending within UCITS funds, 
especially within ETFs, three supra-national 
bodies – the Bank for International Settlements 
(BIS), the International Monetary Fund (IMF) 
and the Financial Stability Board (FSB) – have 
indicated serous concerns. Particularly in the 
context of “counterparty risk and abuse as a 
cheap refinancing tool for illiquid assets”. 

The FMA indicates that it shares these concerns 
and will closely work with the European Securi-
ties and Markets Authority (Esma) to find appro-
priate measures to avoid and mitigate systemic 
risks in that particular area. 

With regards to the Vienna Stock Exchange, 
which enforced a general ban on short selling 
transactions for trades executed on the ex-
change, the regulator presumes that “securi-
ties lending is performed to avoid the prohibited 
uncovered short sales”, and though the FMA 
states that it has not verified the information, 
market participants indicate there is no liquid 
lending pool in Austria. 

In the domestic market, Austrian equities cur-
rently have 173 million shares out on loan worth 
$2.5 billion and inventory stands at 453 million 
shares worth $8.7 billion, according to Data Ex-
plorers, while market utilisation stands at 15.7 
per cent, reflecting that Austria is the most heav-
ily borrowed European equity market though 
this is probably due to lack of supply. The most 
borrowed stocks, according to its data, are Im-
mofinanz, Intercell, Conwert Immobilien Invest 
and Wienerberger with with between five and 
nine per cent of shares on loan respectively. 

One of the reasons that the Austrian domestic 
market is so small, is that consolidation has led 
banks to move their securities lending desks to 
other regions, for example Bank Austria moved 
its desk to Munich after becoming part of the 
UniCredit Group, according to a local trader. 
Meanwhile, funds are looking outside Austria for 
trading, he adds. 

That means equity financing is dominated by a 
few players, such as Raiffeisen Bank Internation-
al (RBI), one of the Austrian banks selected for 
the most recent European bank stress tests. RBI 

remained well above the five per cent threshold 
for its tier one capital ratio in the adverse scenar-
io, at 7.8 per cent, ranking it among the top half of 
all 90 participating banks across Europe. 

Though the domestic market is undeniably 
small, Austrian banks are well-integrated inter-
nationally, says Eugen Puseizer, head of rates 
at RBI, emphasising that cross-border trade is 
the prevailing means of business, amounting to 
between €1 and €2 billion average outstanding 
volumes at the bank depending on the season. 

As opposed to more insulated countries like Is-
rael, the Austrian market is without barriers and 
not as such a domestic business, except when 
borrowing securities, he explains, adding that 
major players in this respect are the larger as-
set managers such as Raiffeisen Capital Man-
agement (RCM), which, along with a number of 
other asset managers, are the main providers of 
stock to Austrian banks. 

In terms of the wider Western European secu-
rities lending market, Puseizer notes that rules 
are well harmonised and the country follows in-
ternational legal frameworks such as the Over-
seas Securities Lending Agreement (OSLA) 
and Global Master Securities Lending Agree-
ment (GMSLA). 

However, a boon to participation, he says would 
come from better integration of the Central East-
ern European (CEE) securities lending market, 
where RBI has been traditionally involved. 

“We face a lot of homework to be done in those 
countries, like Romania or Russia, where legal 
issues are not fully sorted out yet, there is still 
a netting issue and harmonisation in this region 
would definitely result in more participants in 
the market, as well as a much better supply of 
stock,” Puseizer says. 

In the same vein, a central depository would 
increase market participation, but the question 
is, he says, how and to what extent. Puseizer 
argues that an international central depository 
accepted by national banks in Europe would 
simplify settlement procedure significantly and, 
though Clearstream or Euroclear operate as 
central custodians, there is no infrastructure in 
place which works in all European countries. 

At the same time, on the bond financing side, he 
is optimistic about an “encouraging” project be-
ing conducted by European central banks which 
will allow ECB eligible bond tenders irrespective 
of where they are held. “If this becomes effec-
tive, it will be helpful because it would no longer 
be a requirement to place ECB eligible bonds 
with the local central bank...this will be an effec-
tive instrument for the securities lending indus-
try when conducting tender activities,” he says. 

Though there are no particular restrictions in Aus-
tria placing barriers on securities lending, there are 
some prohibited shorts with regards to banks, as 
there are in most countries in Europe, as regula-
tors place bans on the practice in a bid to maintain 
asset prices in the financial services sector. 
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If there is a restrictive law unique to Austria, he 
notes, it is associated with mutual funds, which 
prohibits those mutual funds that are public 
funds to lend more than 30 per cent of their to-
tal assets. Compare this to Germany, where the 
limitation is that no more than 10 per cent can 
be borrowed by any one single counterparty, 
though the entire portfolio can be loaned. 

“[The German mutual fund rules ] allow [fund 
managers] to utilise the total assets...and the 
risk is spread...this provides additional liquidity 
and an additional source of income for the fund and 
I don’t believe it is much riskier,” Puseizer says.

From RBI’s vantage point, the securities lend-
ing market at the moment is showing less ac-
tivity, surprising considering the bearish mood. 
There is even flattened demand with respect to 
government bonds, though in general ECB eli-
gible securities are increasingly being used for 
financing needs. 

“It is worth mentioning that we have been facing 
quite a rise over the last few months in activ-
ity in government bonds, which is understand-
able under the current circumstances,” Puseizer 
says. “Asset managers have been approached 
to a much higher extent by borrowers request-
ing government securities.”

He notes that aside from the current crisis, this 
increase is the result of Basel III regulations, 
which will require banks to have a greater por-
tion of holdings in the safest assets, among 
them ECB eligible government bonds. 

“People on [trading desks] are not particularly 
well informed about the  impact on their busi-
ness [of Basel III]...maybe the controlling units 
know exactly what is going to happen, but talk-
ing trader-to-trader, I have been quite surprised 
that there is not much interest or knowledge 
about the details of Basel III...particularly in 
terms of liquidity,” he says. “Definitely the busi-
ness models of securities lending will have to be 
adopted if not significantly changed.”

Puseizer reckons that cash collateral will be-
come more expensive and thus, less frequently 
used, while the size of up and down grade trades 
will be done on a much larger scale compared 
to the levels today as such trades are balance 
sheet neutral.

This too is in light of the fact that Austria has 
introduced a bank tax which poses a “signifi-
cant competitive disadvantage” for the country’s 
banks, as the tax is related to the size of the bal-
ance sheet, also true for countries like Hungary 
and Switzerland.

“Securities lending is a most important instru-
ment to provide necessary liquidity into securi-
ties trading, to fix settlement failures and to gen-
erate an additional source of funding,” he says, 
adding that because of balance sheet neutral 
transactions, the market is due for a boost in 
the future. SLT



Tailor-made solutions in Prime Finance.

www.zkb.ch

We are the perfect choice when it comes to prime finance. Our central Prime Finance Desk will deliver a bespoke solution  
that is sure to lead you to your desired goal in the shortest time. Nowhere else will you find more expertise than on  
+41 (0)44 293 62 62 or at primefinance@zkb.ch.

Prime Finance_203x267_RA.indd   1 17.12.2010   7:18:48 Uhr

http://www.zkb.ch


15

TradeAnalysis

While investors short stocks that they believe will 
decline in value, it’s often assumed that short sellers 
choose companies that they think are poorly man-
aged. As the case of Coffee Holding demonstrates, 
however, there can be many reasons why a stock is 
overvalued, and it may have nothing to do with the 
competence of the company’s management.

Coffee Holding Co., Inc. (NASDAQ:JVA) is a coffee 
wholesaler with its executive offices in Staten Island, 
New York, and its production facilities in Ohio and 
Colorado. Almost half of the company’s revenue 
is generated by selling unroasted coffee beans to 
Green Mountain Coffee (NASDAQ:GMCR). Coffee 
Holding has benefited from the recent success of 
Green Mountain Coffee, including the announce-
ment on March 11, 2011, that Starbucks would 
make its coffee available in Green Mountain Cof-
fee’s Keurig system.

Coffee Holding’s stock price has averaged $5 for 
the past several years. Beginning in 2008 through 
to early 2009, the stock price declined from $5 to 
less than $1. From a low of $.60 on March 3, 2009, 
Coffee Holding’s share price quickly rebounded to 
$4.24 on May 24, 2009. Even this increase of 600 
per cent in three months, however, was less than 
the 630 per cent rise from $4.02 on March 9, 2011 to 
more than $30 on July 11, 2011. 

Without conducting a survey of buyers and sellers of 
a stock, it’s difficult to attribute a rise in share price to 
any specific cause. But it’s safe to assume that the 
rise in share price on March 17 and 18, 2011 was 
related to Coffee Holding’s announcement of record 
earnings on March 17. The company stated that it 
“double[d] net income as compared to the same pe-
riod last year” due to its “horizontal integrated busi-
ness structure combined with [its] hedging policies.” 
While the price of coffee recently hit a thirty-year 

high, Coffee Holding’s “cost of sales only slightly 
increas[ed] by 0.02 per cent.” Coffee Holding’s net 
income for the three months ending January 31, 
2011, was $1,041,000, while for the three months 
ending January 31, 2010, it was $557,000. How-
ever, while the market reacted favourably to Coffee 
Holding’s earnings release, if you take into account 
net gains from hedging, net income from recurring 
business actually declined from quarter to quarter.

The company has not always been so lucky when 
it comes to predicting the future of the commodities 
market. In the company’s 10K for the period end-
ing October 31, 2008, Coffee Holding announced a 
net loss of more than $2.5 million for the year. The 
company stated that “the decrease in net income 
primarily reflects hedging losses when the price of 
coffee surged to a 10 year high and subsequently 
collapsed during February and October 2008.” Be-
cause the company does not have a great track re-
cord in the derivatives market, investors should not 
hope that Coffee Holding’s luck with derivatives in 
2010 and 2011 will continue.

While Coffee Holding’s stock increased on March 
17, 2011, from $4.45 to $5.95 after the company 
announced its earnings, the more significant stock 
price increase did not start until June 8, when the 
stock jumped from $8.50 to $12.14 in one day. Sav-
vy short sellers who were aware of the non-recurring 
nature of Coffee Holding’s earnings started shorting 
the stock en masse after June 8. Shares borrowed 
in SunGard Astec’s Lending Pit system increased 
from 127,000 shares on June 8 to 429,000 shares 
on June 21. Short sellers who correctly picked up on 
the issue but shorted the stock prior to June 8 timed 
the trade incorrectly. If these early short sellers were 
lucky, they quickly exited the trade, because over the 
next month, the stock increased 147 per cent to over 
$30 per share.

While the stock never closed above $30, a direc-
tor at Coffee Holding named Daniel Dwyer made 
a nice trade on July 11, 2011, and sold 700 shares 
at $30.54. Coffee Holding’s CEO, Andrew Gordon, 
and his brother David, the company’s executive vice 
president, did not time the market as well as Mr. Dw-
yer did, but the brothers sold 150,000 and 140,000 
shares, respectively, at around $24. One wonders 
what the Gordon brothers were thinking as the mar-
ket bid up what once was a $28 million market capi-
talisation wholesale coffee company to $165 million. 
The company’s current market value is $85 million.

According to a roaster in Bloomfield-Hills, Michigan, 
who was quoted in a Crain’s Detroit article on August 
7, 2011 it’s much harder for wholesalers and roast-
ers to raise prices when selling to coffee shops than 
it is for coffee shop owners to increase the price of 
a cup of coffee to consumers. So there is an argu-
ment that wholesalers such as Coffee Holding need 
to hedge against coffee price increases. However, 
the case can also be made that wholesalers should 
not worry about hedging against price increases. 
In fact, this case is made by Coffee Holding itself. 
While the company has certainly benefited recently 
by hedging, the company routinely states in its SEC 
filings that “historically, we generally have been able 
to pass green coffee price increases through to cus-
tomers, thereby maintaining our gross profits.”

As it stands on August 23, Coffee Holding’s share 
price is $15.33, almost 50 per cent off its July peak.

According to Astec’s Lending Pit, shares borrowed 
on July 21, 2011 was 781,000. Over the next two 
weeks, short sellers returned 258,000 shares. How-
ever, since August 4, the number of shares bor-
rowed has increased to 713,000, so short sellers be-
lieve that the shares still have further to fall. What this 
case demonstrates is that short sellers test anoma-
lies. Sometimes they win, other times they lose, but 
short sellers should be considered a sanity check on 
over-excited investor sentiment. SLT

Green beans

MARKET PERSPECTIVE

SunGard Astec Analytics’ Andrew Shinn examines the curious case of 
Coffee Holding Co.
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RMAConference

THE ORIGINAL SECURITIES LENDING CONFERENCE

The conference officially begins MONDAY, OCTOBER 10 with our “Welcome to Naples 
Reception” and commences Thursday evening with our Closing Reception. 

October 10‒13, 2011 | The Ritz Carlton | Naples, Florida

The ORIGINAL industry-wide conference sponsored by and developed by securities lending 
and borrowing professionals for securities lending and borrowing professionals.

Pre-conference sessions will include: 

Conference Co-Chairs:

Michael McAuley  
Leslie Nelson   
 

 
 

INTERESTED IN 
ATTENDING? 

Visit the RMA Website, www.

to register for the conference, 

Ritz-Carlton Naples and get 
more conference information.  

http://rmahq.org/securities-lending
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IndustryEvents

5th Annual Collateral 
Management 2011

Date: 5-6 October 2011
Location: Barcelona
Website: http://finance.flemingeurope.com

The Fleming Group brings you Collateral Man-
agement, already in it’s fifth year.  Collateral 
managers from major European financial institu-
tions will gather in the beautiful city of Barcelona 
to discuss latest trends and developments.

16th European Beneficial 
Owners’ Securities Lend-
ing Conference 

Date: 26-27 September 2011
Location: London
Website: www.imn.org

For nearly 20 years we have been dedicated to 
meeting the needs of the European beneficial own-
er community and are proud to continue assisting 
beneficial owners in mapping a strategic course to 
navigate the opportunities and challenges.

28th Annual RMA 
Conference on 
Securities Lending

Date: 10-13 October
Location: Naples, FL
Website: www.rmahq.org

RMA’s Annual Conference on Securities Lending 
last year held in Boca Raton, Florida, rebounded 
from previous years and the effects of the unprec-
edented financial market events with over 425 SBL 
professionals from across the industry attended.  

The Finadium 2011 
Conference

Date: 20 September 2011
Location: New York
Website: www.finadium.com

Themes for this year’s conference include ETFs 
in securities lending, transparency in financing 
for hedge funds and their investors and the im-
pact of CCPs on collateral management. Lunch 
is provided and networking is encouraged.

12th Annual Collateral 
Management

Date: 7-9 September 2011
Location: London
Website: http://www.marcusevans.com

This collateral management event, brings to-
gether senior figures from the collateral world in 
order to address key topics including regulatory 
reform, automisation, optimisation and how to 
attain best practice in operational procedures.

Collateral Management & 
Securities Financing Asia

Date: 21-22 September 2011
Location: Hong Kong
Website: www.collateralmanagementasia.com

Collateral management & securities financing 
framework is now a top consideration for Asian fi-
nancial institutions. 

Sibos 2011

Date: 19-23 September 2011 
Location: Toronto
Website: www.sibos.com

Sibos brings together influential leaders from 
financial institutions, market infrastructures, 
multinational corporations and technology part-
ners to do business and shape the future of the 
financial industry. 

Data Explorers Securities 
Financing Forum

Date: 16 November 2011
Location: Hong Kong
Website: www.dataexplorers.com/hongkong

For nearly 20 years we have been dedicated to 
meeting the needs of the European beneficial own-
er community and are proud to continue assisting 
beneficial owners in mapping a strategic course to 
navigate the opportunities and challenges.

NeMa Asia 2011

Date: 15-16 November 2011
Location: Singapore
Website: www.informaglobalevents.com

NeMa Asia (Network Management Asia) - the 
sister event to NeMa, has now become the most 
important gathering of network managers, sub-
custodians and brokers in the industry.

http://rmahq.org/securities-lending
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PeopleMoves

Mehdee Reza has been appointed Asian head 
of prime brokerage at Morgan Stanley. He will 
take up the role at the end of next month and will 
move from his current position in London where 
he has worked in prime brokerage sales since 
2005. “Mehdee’s wealth of experience in Asia 
and specifically with Asia hedge funds will help 
ensure we continue to offer the very best ser-
vices to our global and regional client base,” said 
Alex Ehrlich, global head of prime brokerage.

Citi’s global transaction services has hired Sam 
Ahmed as head of collateral management 
sales for Asia Pacific.

Ahmed will be joining Karim Chabane, hired ear-
lier this year as product head of collateral servic-
es, and report to Pierre Mengal, regional head of 
collateral services for Citi in Asia Pacific.

“The growth in OTC derivatives globally has 
resulted in institutional investors and broker 
dealers looking to effectively mitigate credit 
risk...I am extremely excited by the opportunity 
that these appointments present in helping Citi 
grow its collateral management business,” said 
David Russell, regional head for Asia Pacific at 
Citi Securities and Fund Services.

Ahmed joins Citi from Merrill Lynch in Singapore 
where he managed regional collateral manage-
ment and derivatives client services teams for 
the private banking division.

Deutsche Bank has hired Paul Winter as the new 
head of collateral management and valuations.

Winter has 23 years of experience in financial 
services, specialising in financial derivatives 
and collateral management.

He was most recently the managing director at 
Chromozome Consulting.

Citigroup has appointed Stewart Aldcroft in 
the role of managing director and senior ad-
viser for its Investor Services business. As a 
senior adviser, Aldcroft will help to develop new 
initiatives and grow Citi’s client base and reach 
across the Asia Pacific region.

Aldcroft joins Citi from Enhanced Investment 
Products (EIP) where he was head of business 
development for beta products since May 2010. 
He will be based in Hong Kong, where he has 
over 25 years of experience in various fund 
management houses such as Schroders, HSBC, 
Franklin Templeton, Investec and Horizon21.

Aldcroft will report to David Russell, Asia Pacific 
head of Securities and Funds Services.

“Stewart brings...a deep knowledge of the as-
set management industry in Asia that will help 
us further enhance our focus in the Investor 
Services segment,” Russell said.

Aldcroft has also been actively involved with 
traditional mutual funds, hedge and alternative 
investment funds, structured products and re-
cently with Exchange Traded Funds (ETF).

HSBC Securities Services (HSS) has an-
nounced three appointments in Asia Pacific in 
its Client Management Group.

Hazel Lai, Khalid Salim, and Sue Shim have 
been appointed senior vice president, sales and 
relationship management for the Asia Pacific 
region and will be based in Hong Kong. Lai and 
Salim are responsible for providing services to 
global custodian banks and broker-dealer clients.

“We are delighted to welcome Khalid, Hazel 
and Sue to the team. These appointments fur-
ther strengthen our Client Management Group 
in the Asia Pacific region drawing on both in-
ternal and external talent to provide service 
excellence to our clients,” said Dan Massey, 
regional head of Client Management Group in 
Asia Pacific.

Shim is responsible for sovereign wealth funds 
as well as South Korean financial institutions. 
She joins from Citibank and has over 13 years 
of experience in the securities services industry 
in South Korea and Hong Kong.

Salim joins from Deutsche Bank with over 12 
years experience in the securities services in-
dustry in Europe and the Middle East.

Lai joins from HSBC Payments and Cash Man-
agement where she was working closely with 
HSS broker dealer clients.

Redkite Financial Markets has appointed Mat-
thew Coupe in the role of sales director. He 
joins the specialist financial markets surveil-
lance firm at a time when global regulatory ini-
tiatives are driving market demand.

Coupe joins Redkite from FTEN, where he was 
director of sales, focusing on high frequency 
trading, real-time risk and execution systems. 
He is an expert in the post-MiFID regulatory 
landscape, how it has affected electronic trad-
ing and micro market structure and the im-
plications for trading desks and compliance 
departments. Coupe has previously worked 
for Turquoise Execution Services, Ullink and 
Thomson Financial.

The appointment follows Redkite’s recent invest-
ment from leading European VC firm DFJ Esprit.

Citi Global Transaction Services has announced 
the appointment of Marcia Rothschild as head 
of Latin America securities and fund services 
client and sales management.

Rothschild brings over 18 years of global industry 
and product experience, including senior positions 
in Brazil, Luxembourg and the United States.

“Marcia brings a keen understanding of client 
needs and will be instrumental in enhancing in-
dustry visibility for our products and ensuring 
clients and prospects have full access to our 
complete capabilities,” said Alejandro Berney, 
head of Latin America Securities and Fund Ser-
vices at Citi.

Rothschild joins from BNP Paribas, where she 
was most recently the head of securities servic-
es in Brazil, and will report to Alejandro Berney, 
head of Latin America Securities and Fund Ser-
vices, and Dirk Jones, global head of financial 
institutions client sales management, Global 
Transaction Services.

HedgeServ has appointed senior business de-
velopment executive Farnaz Milani as manag-
ing director in its sales team. Milani will be re-
sponsible for building relationships with leading 
hedge fund managers, funds of hedge funds, 
private equity funds, and institutional investors.
“Farnaz is a proven veteran in fund administra-
tion with an industry-wide reputation for integ-
rity,” said Justin Nadler, president of HedgeServ. 
“We enthusiastically welcome Farnaz as a sig-
nificant addition to the HedgeServ team. Farnaz 
brings extensive experience in partnering with 
prime brokers, audit firms, and due diligence 
professionals and is a trusted resource to in-
vestment managers for tailoring complete fund 
administration solutions.”

Industry Appointments
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