
 

      
 

The European post-trade space: What should we be worried about?  
The first meeting of the DTCC/CSFI’s Fellowship programme, with Peter Norman, Dr. 
Werner Frey (AFME), Diana Chan (DTCC/EuroCCP), Natasha de Teran (LCH Clearnet) 

and Jeremy Grant (FT). 
 

Held on Tuesday, July 12, 2011, from 12:30-2.15pm. 
At Innholders’ Hall, 30 College St, London, EC4R 2RH 

 
The first of the DTCC/CSFI Fellowship round-tables was intended as a tour d’horizon of the 
challenges currently faced in the post-trade space and as an agenda-setter for the next 12 
months. The fellow began by outlining his plan for the fellowship, which would culminate in a 
report. One of the broad questions he raised was, in this era of re-regulation, what was the 
vision for the post trade architecture? 
 
Much of the subsequent discussion focussed on CCPs and clearing, in both securities and 
derivatives markets. However the meeting also considered the lack of progress towards 
removing the barriers to a single European market for securities clearing and settlement, 
nearly 10 years after the first Giovannini report, and touched on the ECB’s T2S project.  
 
One of the panel stated that there was a lack of knowledge of clearing and that, in itself, was 
a worry. The post-trade architecture needed to be rigorously tested and better understood. 
The fellowship, she felt, would make an important contribution to this understanding.  
 
One of the issues raised and commented on by the entire panel were the implications of a 
horizontal versus a vertical model. Two of the speakers felt that it wasn’t the model, in and of 
itself, that was important but that the key issue was competition. One of the panel felt that 
both models (horizontal and vertical) were valid and emphasized that the crucial issue was 
market power and the choice available to the user; which affected profit margins. A closed silo 
model, however, was not valid and must be opened to competition. Problems were created 
when users were forced to use a service. 
 
She also felt that the US and European models were not that different. The central issue was 
the impact of a competitive vs. a monopolistic model. In the US, for example, equities clearing 
was now concentrated in one CCP, whereas previously there had been seven competing 
CCPs. They had merged over a period of time following legislation mandating a national 
market in 1975. It was, however, a user owned, non-profit entity; which countered some of the 
bad behaviour associated with monopolies. 
 
The panellist compared that to the model used for derivatives clearing (in both the US and the 
EU), which was a vertical (exchanged owned) model in which profit margins were much 
higher- with pre-tax profits of around 50%.That was evidence of market failure and 
competition was needed to bring prices down. Another panellist, addressing the concern of 
whether or not CCPs were run for profit, did not view it as an area of concern and felt that the 
difference between for-profit and at-cost models didn’t have much of an impact.  
 
One clear area of concern raised by the panel and a number of audience members, was the 
degree to which excessive faith was increasingly being placed on clearing houses. This 
further highlighted the need for high standards and high quality supervision. One of the panel, 
although not overly concerned about the degree of regulatory control of the sector, felt that 
there were not enough experienced regulators and that could have an impact on the quality of 
supervision, particularly in some jurisdictions. 



 
This led on to the need to have a resolution regime in place for CCPs. The importance of this 
was also raised in the fellow’s opening remarks, referring to Paul Tucker’s speech, which he 
gave at the launch of the fellowship, on the importance of establishing a resolution regime for 
CCPs in trouble (a link to this speech can be found on the CSFI website). The fellow also 
agreed, in response to a query from one of the attendees, that this was an urgent matter. The 
financial crisis had highlighted the importance of CCPs and history had shown that clearing 
houses had failed in the past.   
 
One of the panellists noted that rule makers would make the decisions on resolution. Another 
speaker claimed that the route taken would depend on whether one was referring to banks or 
non-banks. From a regulatory perspective, one of the speakers felt that implementing a 
resolution regime for banks was the starting point and that CCPs should follow.  
 
An attendee wondered whether the failure of a CCP would be worse in a horizontal or vertical 
structure. A speaker responded that it would depend on what was being cleared and whether 
or not there were alternatives available. For example, a monopolistic government bond 
clearing house going bust would be serious. Who clears what and the existence of substitutes 
was more important than the market structure.  
 
Addressing the issue of competition and CCP failure, one of the speakers said there would be 
different consequences between the failure of a CCP in a vertical silo and the failure of a 
vertically structured CCP where the exchange also allowed clearing by other CCPs. In the 
latter case, business could move in the event of a failure and the market keep trading.  
Certain conditions had to be fulfilled for a CCP to fail: A clearing member could go bankrupt, 
although if a bank failure was followed by an orderly resolution then the CCP should be fine. 
Failure could also occur if the CCP had collected insufficient margin to cover losses – which 
would indicate competency issues. There could also be a case when the market was not on 
the side of the CCP. The speaker noted that most CCPs would have other financial resources 
– from surviving members – to tap into.  
 
Another speaker also pointed to investment risk: what margin is taken and what is done with 
it? She felt that this issue was not often analysed. One speaker asked where the margin 
should be held, noting that Central Banks did not want to manage collateral.  
 
In circumstances of the multiple failures of CCP members, as raised by an audience member, 
one of the panel felt that CCPs should prepare for the failure of their largest members but how 
many was a matter for debate. This raised issues about the interconnectedness of CCPs and 
how stability was/should be monitored. Another issue was the fragmentation of liquidity and 
margin in global markets such as swaps, given, as one of the speakers pointed out, the 
political pressure for nationally owned infrastructure, especially in Asia.  
 
But, as one speaker reminded the attendees, interoperability of equities CCPs in the US had 
led to consolidation. One of the panellists noted that true interoperability was needed, not a 
master/slave relationship. Ensuring a level playing field was necessary to gain the optimum 
results from competition.  
 
Turning to the Giovannini agenda, another speaker felt that the unfinished work of the last ten 
years had to be completed before new regulatory initiatives were undertaken and that 
included establishing true interoperability for cash securities markets.  
 
He followed on to say that part of that unfinished regulatory agenda was the removal of 
national specificities in the settlement process; the implementation of market standards in 
corporate actions (which was a very risky and complex area), the provision of a harmonized 
legal environment in the EU for securities and to make Commission withholding tax proposals 
a reality.  
 
Finishing this process would be a very important factor influencing Europe’s  post-trade 
architecture. Harmonisation would allow true competition, that would boost efficiency and 
lower risk. The global competitiveness of European markets was at stake because 



fragmentation had a negative impact. He also felt that the credibility of public and private 
sector organisations was at stake unless each constituency lived up to its promises. This was 
especially true of the proposed EU Securities Law Directive where a blocking minority of 
member states was halting progress.  
 
Another panellist argued that since the crisis, streamlining infrastructures was a third or fourth 
order priority compared with concerns over systemic risk.  Although the previous speaker 
accepted that the post-crisis landscape and priorities had changed, he felt there was a need 
to move forward. Another panellist noted that a beneficial goal of T2S was for collateral to be 
able to move across markets without delay or risk, akin to a pan European highway.  
 
One panellist felt that the agenda going forward would be characterized by complexity and 
self-interest. Following on from the G20 proposals at the Pittsburgh summit, interests were 
diverging among regulators, industry and politicians and across regions. This changing 
agenda would drive regulatory outcomes and the investments that market participants would 
make. Factor in differences between regulators and types of regulators and one could foresee 
an intense politicization of the issues. Another factor, noted by the Fellow, was the 
intervention of competition authorities in post trade issues.   
 
In closing, the panel offered their thoughts on what the priorities should be for the DTCC CSFI 
Fellow over the coming year. One noted that getting the issues ‘out there’ and disseminated 
was crucial. Another stated that the infrastructure did not have to be a monopoly and that the 
means to unleash competition and ensure safety must be examined. Another felt that risk 
management in CCPs was misunderstood and not sufficiently examined. There were clearly 
many gaps in thinking that needed to be filled and that would provide lots of fodder for 
discussion at forthcoming fellowship events.  
  
 
 


