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MiFID: Anniversary

Alex Walker, global head of GL TRADE’s post-trade for securities
business line, looks at challenges and rewards that MiFID - now a year
old - can bring to the back office.

Given the generation of revenue in the
frent end it & oot surprising that most of
the attention of the impact of the Markets
in Financial Instramenss Directive (Mi-
FID} has focused there Howewer, ax the
effects of the dirsctive start to be f2lt, post
trade processss are slarting to he reganded
as equally impartant

The eficiency of back offce operations
past=-MIF[L is important because the frag-
menigtion of mackels, particularly in el
aities, mecans that clearing and setifement
functions are inevilably diee 190 become
ETETE |."'§.|:|||:'I|.'H|

s well as all the m':.;lz|.'|l:|:-r'|-' require-
ments around  client classification, hes

execution and transaction r|_'|,:ua-rri11g. mar- |

ket participants also have to cope with (e
technological complexities of connecting:
nit only toa prester range of trading wen-
e, but akse to multiple contral counter-
parties [CCPsh, which act as Entermediary
betwien security market participants,

In addition, we see taday the emergence
of the pew multilateral trading facilities
{MTFs), sach &8 Chi-X, Equideer and Froj
ect Turguadse, s well as numerows: dack
pools. creates competitian right throggh
the deal chain.

For years, a debate has raged ahout the
meerits af vertical and horizontal excleamnge
clearing meodels. Until the imtraduction ol
MIFID, these were mainly academic. How-

| ever, hoeizental and vertical models have

at times allowed the incumbent exchanges
te display a degree of morepalistic behav-
icner, The control of clearing has allawed
thesm, o a la rge extent, o dictate where
trading takes place.

Mow MIFIY is changing this and the
concept of inter-operability” between
vatious L0Fs 18 starting to become a
reality, Tndustey watchers will have seen

20

the success Chi-X is having with its pan-
European clearing selution. Ironically
though, sources say Chi-X agproacled
some of the c:-:ixliub'_ estahlished CCPs
for clearing purposes, but none of e
was able ar willing to deliver what the
MTF needed, Chi-X eventually imple-
mented a novel solution wsing Fortis'
Furopenn Multilateral Cleaning Facalivy
{EMCFE)L

This pan-Eurapean CCP s provid-
g competition at the clearing level,
which maost [nstitutions will embrace;
however, this implementation has in-
troduced more complexity in the post.
trade arena. The purpose of new trad-
ing venues is o provide sccess 1o hetter
pricing and a wide range of markets, It is
very possible that Eevope will eventually
fexllinw the American model with a pan-
European clearer. Cerizinly Euroclear
Single Sertlement Engine is taking us in
the right direction. Uneil we gat there
though, without appropriate back office
ayslems, 2oy gains achieved in the fromt
office could be soaked up in increased
clearing and settlement costs, with the
risk of becoming uncompetitive.

Sertlement  instructions and  their
routing remain the ‘coown jewels’ of the
back office world, Middle and back of-
fice: systems neod 10 be able to handle
complesity in this aren catering for cus-
todians and clearers proferences, and
|:|Er|'|:-|'|:|| netting. Lisers must have a flex-
ide interface allowing them in real time
L see the status of their wades. coun-
terparty exposures, stock and cagh posi-
ticens all at their Angertips. After all, why
stay with a systein that will stop vouor
front affice from taking advantage of the
new business apporiunities
now availahle? m



