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Europe's post-trade sector: The view from Zurich. A round-table discussion 
with Urs Wieland, (SIX x-clear), Mark Estaugh (EuroCCP) and Reto Stutz (UBS).  

Held on Thursday, June 7, 2012 from 16.00 to 17.45. 
In the Auditorium (1st Floor), Convention Point, SIX Swiss Exchange Building, 

Selnaustrasse 30, 8021 Zurich.   

A joint event of the DTCC/CSFI Post-Trade Fellowship Programme and SIX 
Securities Services   

For this round table, the Post Trade Fellowship met in Zurich in partnership with SIX Securities 

Services of Switzerland. A high level panel, comprising Urs Wieland, Chief Executive Officer, of SIX x-

clear, Mark Estaugh, Head of Sales and Relationship Management for EuroCCP, and Reto Stutz, 

Executive Director and Regional COO for Swiss Equities at UBS Investment Bank, led the discussion 

on Europe’s post-trade future as seen from one of Europe’s most important financial centres - and 

one that is outside the EU and the eurozone.  

A focus of the meeting was interoperability among equity CCPs in Europe. The round table took place 

nearly six months after multiple clearing houses began interoperable clearing on several equities 

trading platforms in Europe. With two of the CCPs – SIX x-clear and EuroCCP - represented on the 

panel, it seemed a good time to assess how the policy was developing. In addition, the meeting 

discussed regulation, the outlook for OTC derivatives trading and clearing, and T2S. The panel also 

speculated on the shape of Europe’s post-trade sector some four years or so in the future. 

As usual, the Chatham House rule was applied, under which views expressed during the meeting 

could be reported but without attributing them to any of the participants. The following summary 

reflects this condition.    

Interoperability  

The meeting began with a brief reminder of the development of interoperability in Europe and the 

pioneering role played by SIX x-clear which cleared trades on Virt-x, a Swiss-owned London-based 

trading platform, in an interoperable arrangement with LCH.Clearnet as long ago as 2003. However, it 

was not until 2011-12 that the practice gained real momentum following the creation of MTF trading 

platforms with the entry into force in 2007 of MiFID, the emergence of new CCPs in Europe including 

EuroCCP and approval of interoperability of equities clearing by national regulators in the UK, 

Switzerland and the Netherlands. The meeting heard how interoperability had changed the landscape 

for clearing equities compared with 10 years ago. Clearing prices were down more than 90% at SIS X 

clear.   

Interoperability was applied by four CCPs (SIX x-clear, EuroCCP, LCH Ltd and EMCF) to the trades 

of two MTFs plus the Swiss exchange and the LSE. Following the fall in fees, users selecting CCPs 

were now said to be looking for other benefits besides price, including risk management, governance 
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and sustainability. There was concern that clearing was  becoming a loss-making exercise. It was 

made clear that SIX x-clear viewed this as unfair and that it would not operate a below cost model.  

Meanwhile, there were parts of Europe where interoperability did not apply. These included the 

Euronext markets and markets in Eastern Europe while plans for its introduction on NASDAQ OMX’s 

Scandinavian markets had been postponed.   

In part this reflected some entrenched business practices that enjoyed political support. These were 

holding back interoperability, especially in jurisdictions where domestic players favoured vertical 

structures. The challenge, according to one speaker, was for CCPs and their members to marshal 

plausible arguments to encourage exchanges to allow interoperability. 

A particular concern was Deutsche Börse’s Frankfurt silo for clearing equity trades. There had been 

hints in the weeks before the meeting that Deutsche-Börse might be moving towards interoperability 

for equities clearing.  The reaction in Zurich was one of resignation. While accepting that sooner or 

later Frankfurt would accept interoperability, it was a question of when. One speaker recalled that 

there had been a discussion in March or February in DB’s stock exchange council (Börsenrat) which 

came to a typical conclusion:  they didn't say no, they didn't say yes.  

X-clear had waited for many years to get into Germany. It held a licence to clear there. It was able to 

offer its services at any time in Germany. The question was when could it get a feed from the 

exchange?  One hope was that the elaboration of technical standards for EMIR, the European 

legislation that has authorised interoperability for equities clearing, would bring more clarity.   

Looking ahead, there was a broad consensus that interoperability would lead to consolidation of 

CCPs in Europe with perhaps two to three fully interoperable CCPs covering all platforms, but with 

national exchanges still linked to local CCPs serving local and regional clients. Within three to five 

years, perhaps 75% to 80% of Europe’s equities trades would be cleared by interoperable CCPs. 

Users would be able to consolidate their activities, trading the same cash instruments anywhere, 

using a single CCP of choice, and settling their trades in one place. The multiple CCP user-choice 

model was strongly supported by one bank user as a safe and simple way to aggregate trading in 

stocks across venues and reduce collateral costs. Interoperability would allow volume discounts, 

reducing costs. 

Another speaker saw users linking to one or two CCPs and focusing on their total costs per trade 

instead of just on clearing fees. Indeed, more than one speaker said prices for equity clearing were 

down to a level where there would be no further significant reduction.  

Choice of CCPs would also bring opportunities for exchanges by allowing them to take on board new 

international members and increase their scalable flow of business. 

OTC Clearing  

But interoperability was seen solely as a solution for equities clearing where the instruments were 

fungible, settlement was completed in two to three days and risks were correspondingly low.  The 

trading and clearing of OTC derivatives (scheduled from the end of this year according to the G20 

timetable) should be subject to different practical principles that balanced the interests of users and 

providers. Priorities for derivatives users of infrastructures focused on stability, efficiency and 

accuracy. 

The first task was to define and identify which sub-set of OTC derivatives were suitable for trading 

and clearing in a manner akin to exchange traded derivatives. Indicative of differences between the 

two markets, the OTC open interest was eight times that of exchange traded derivatives (ETDs) while 

the notional values of ETDs traded was larger because of their multiple roles and shorter expiry dates. 
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It was suggested that CCPs handling OTC derivatives would have to meet the following conditions:  

1) Some high level principles, including (a) criteria to ensure a high quality of clearing members, (b) 

appropriate levels of initial margin and (c) inclusion of the CCP’s own resources in the default 

waterfall (“skin in the game”). 

2) A rigorous rating of CCPs by objective criteria to allow investors to compare their offerings and 

understand their workings, including their risk models and default procedures. 

3) A harmonised implementation across the world of the Basel III capital rules (that still have to be 

finalised for CCPs) to ensure a level playing field.  

Such precautions still left concerns. The proliferation of OTC derivatives CCPs around the world was 

a worry. One intervention from the floor raised the issue of whether interoperable CCPs would be the 

next “time bomb” to shake financial markets.  

In mitigation, it was suggested that CCPs in an interoperable environment would offer users an 

alternative clearing provider to which they could rapidly switch in the event of looming CCP failure.  

More positively, CCPs handling derivatives had generally performed well after Lehman’s collapse, 

while regulation since then was aimed at making market infrastructures as safe as possible.  

Regulatory issues 

But while the new regulations aimed at establishing a safe framework across the world, a lack of 

harmonisation was creating problems. One speaker was concerned about EMIR being stronger than 

the CPSS-IOSCO Principles for market infrastructures while confusion surrounded rules over account 

portability and segregation and collateral. There was a risk of European providers being put at a clear 

disadvantage. This speaker could live with each and every rule, so long as competitors faced similar 

conditions. Different laws and regulations brought with them a danger of regulatory arbitrage.   

It was forecast that regulation would become more onerous as EMIR, the CPSS- IOSCO principles 

and Basel III took effect. It was clear that all the regulatory changes of the previous 12 months were 

causing growing need of collateral from clients.  

One speaker highlighted the likely impact of the emerging Basel III regulations. Proposals that banks 

should carry a risk weighted 2% capital charge instead of zero for assets in a CCP would have a big 

effect. There was a question mark as to how many big banks would be able to fulfil the Basel III 

conditions. In an extreme scenario, there might be only a handful of players who would dominate the 

market across continents, which was not especially desirable.  

The discussion touched on extra-territoriality and heard encouraging news from one US participant.  

Amid fears that the US Dodd-Frank act would impact adversely in Europe, it was reported that the US 

was beginning to put legislation through Congress to align some aspects of its legislation with the 

EU’s EMIR regulation even though 2012 is an election year. New regulations in Singapore and Japan 

also mirrored EMIR. 

T2S 

The round table briefly discussed T2S, the European Central Bank’s project to create a single 

securities settlement platform. A month before the meeting, T2S passed a significant milestone in its 

long gestation from conception (in 2006) to birth (possibly 2015).  On May 8
th
 the first CSDs signed 

the T2S framework agreement with the ECB in Frankfurt to become members. 

Not that this prompted any great enthusiasm for the project in Zurich, although it was still expected to 

go ahead if only to maintain the ECB’s prestige. The large custodian banks have been among the 
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biggest supporters of T2S, but, as one of their representatives pointed out, the world has changed 

since 2006.   

The emergence of the pan European MTFs, which net their trades, had cut the anticipated Eurozone 

settlement volume while the EU’s agent banks had cut their settlement fees. Interoperability also 

made netting more effective. These factors reduced the benefits to be expected from T2S while costs 

had spiralled upwards.  

That said, another speaker forecast big changes among CSDs in the Eurozone once T2S comes on 

stream, with only the bigger and more competitive surviving.  

There was a strong belief that settlement costs were where the next major savings were to be made 

in the post-trade space. Interoperable CCPs had enabled enormous savings in settlement obligations.  

But settlement fees could be as high as 40 times clearing fees. The challenge for clearing members, 

therefore, was to lobby incumbent exchanges in cases where broader interoperability would bring 

benefits.   

Looking ahead 

This summary has already touched on the expectations of consolidation among interoperable CCPs 

clearing equities to perhaps two or three large clearing houses during the next five years and the 

spread of interoperable clearing to venues accounting for 70% to 80% of total equities trading in 

Europe. 

Another forward looking issue was portfolio margining, where one speaker forecast great potential 

benefits for Europe if CCPs could offer cross margining of derivatives and cash instruments.  While 

acknowledging that this model was nowhere in operation, it was suggested that it could yield 

substantial savings from netting across venues. Europe could take a lead in world markets. However, 

as pre-conditions, there would have to be a more or less harmonised environment and rules for 

clearing as well as the opening up of national silos. 

Another speaker, thought a better priority would be to complete the process of interoperability among 

Europe’s equity CCPs and trading venues. It was pointed out that even large clearing members are 

still only consolidating part of their flow in the MTFs as clearing members. They needed to sort out 

their cash equities business and make the exchanges cut their fees. 

While quite rapid change was forecast in equities markets, there was a warning that change would be 

much slower than many expect in the derivatives space – although some new players were thought 

likely to emerge. An important pointer to future trends would be whether the London Stock Exchange 

group would maintain a policy of open access at LCH.Clearnet after it has completed its planned 

acquisition of the Anglo-French CCP operator. 

Meanwhile, it was predicted that the flow of new legislation and regulation would continue. The 

resulting increased complexity of Europe’s post trade sector would bring challenges for clearing 

member banks and custodians but provide fertile ground for growth among the many providers of 

ancillary services which supply the pipes, links and other services among Europe’s established 

financial market infrastructures.   
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