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Change Is the Only Constant

There Was a time—admittedly quite a while back—when | was

surprised by the announcement of a high-profile acquisition of a third-party technology
vendor. One of the first such instances | remember was ITG's acquisition of Macgregor
in July 2005, given that the buy-side order management (OMS) market at the time was
where much of the action was happening. Asset managers on both sides of the Atlantic
were looking to dilute their Excel dependencies by implementing their first ever OMS or
simply replace their proprietary and rudimentary front-office technology with off-the-shelf
platforms that offered better all-round performance, broader instrument coverage and
connectivity to a wider range of venuas,

Most of Waters' readers will have noted State Street's recent acquisition of Charles
River, one of the firms vying with Macgregor, Advent, LatentZero and Bloomberg for control
of the lucrative OMS market in the mid-2000s, Since then, just over three years ago, Advent
was added to SS&C Technologies’ ever-growing stable in one of the most noteworthy
acquisitions to have occurred in our market, while Fidessa snapped up LatentZero in April
2007, ilustrating the extent to which the vendor landscape is in a state of constant flux,

We at Waters are similarly not immune from change. The focus of my role, for example,
shifted recently to bacome far more client-focused, working with all types of capital mar-
kets firms to help them shape and deliver their various messages to their target market,
while Anthony Malakian, Waters’ long-term US editor, has taken on a more “roving” role as
editor-at-large, allowing him to do what he is best at and most passicnate about: investiga-
tive journalism and speaking to his extensive list of contacts to understand the issues most
affecting them. From next month, James Rundle assumes the editorship of this magazine,
in addition to his news editor role, while Max Bowie has taken on the role of managing editor
of Waters, having passed on the editorship of inside Data Management to Jamie Hyman, a
brand he built, shaped and managed outstandingly over the years.

Considering just how much change and consolidation has already transpired across
the technology vendor landscape, it's fair to assume that this trend will continue unabated.
To my mind, the only thing that will slow it is the dwindling number of tech firms ripe for
acquisition. But perhaps Blackstone Group's acquisition of Thomson Reuters' Financial
and Risk division in January this year—a mega acquisition by any measure, and which
a few days ago received the European Union's blessing for the deal to go ahead—might
become the norm?

That said, there are still a few tech gems that have already attracted and will no doubt
continue to attract acquisitive eyes, chief among which are StatPro and Rimes Technologies.
And just how long their resistance will last is anyone's guess. W

Victor Anderson
Editor-in-Chief
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Editor’s Letter
New Perspectives

End of Days Data: Climate Content
Heats Up

While ESG data is gaining prominence,
institutional investors are increasingly
looking to incorporate climate

change information into the portfolio
construction process. Anthony
Malakian explores how traders, portfolio
managers and vendors are working with
this information, and where room for
growth still exists.

Under the Water: How Mifid Il
Changed Trading

Policymakers hoped the double volume
caps would bring more trading onto the
lit markets. But measuring trades that
have been impacted is not an easy affair.
By Hamad Ali
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New Perspective

Northern Trust Re-engineers
Post-Trade Compliance Platform

Chicago-based Northern Trust unveils new compliance monitoring capabilities that provide independent
governance over external fund managers, with a focus on data-quality checks. By Jamie Hyman

cw  strategies  require  new
tools. Owver the past few
years, Northern Trust  has

re-engineered its compliance monitor
ing platform in response to a growing
number of clients investing in muluple

asset classes, cach with its own set of

compliance monitoring requirements.
“The primary use case of the
product is to provide independent gov
ernance over the external fund managers
that the asset owners appoint,” says lan
Castledine, global head of investment
risk and analytical services product
management at Northern Trust, adding
that when clhients employ its automated
monitoring  system,  Compliance
Analyst, and its online reporting and
workflow tool, Compliance Radar,
Northern Trust acts as a technology

partner, enabling “the monitoring of

individual mandate guidelines across
portfolios or in aggregate across [the
asset owner's| total plan.”

Noting that investment nmanagers
generally adhere to a “very prescrip
tve set of rules” around the
derivatives, Castledine says the platform
supports a daily workflow through
which Northern Trust and ats clients
share the responsibility of monitoring
those rules, “often several thousand per
chient per day,” while keeping an eye on
reports and noting any trends.

“The real drive 1s the need to evi
dence both internally and externally o
auditors that plan sponsors have adhered

to their internal governance policies,

which often include robust oversight of

thetr portfolio of external fund manag-
ers,” he says.

In response to client demand for a
way to make sense of an ever-increas-

ing volume of data, Castledine says

a4 | August 2018

use of

lan Castledine
Northern Trust

Northern Trust has built automated
data-quality checks into the founda
tional layers of the plattorm.

“We've got quality-checking data
dashboards that are internal processes,
which consultants use to assert and
input data quality, define data-quality
rules and, specific to the nvestment
compliance monitoring use-case, flag
exceptions in a data quality dashboard.
All of that sits upstream, ahead of the
chient-facing comphance radar and the
associated reporting tools,” he says. The
client management funcoon sits with a
specialist team at Northern Trust but is
shared with the client, which “provides
avery clean and simple experience with
chients, many of whom focus across
multiple investment domains and need
sophisticated support to really be able to
menitor the aggregate of their portfolios
across multiple asset classes,” he adds,

Castledine says his team has “put a
lot of thought and detail into how we
aggregate from a compliance perspec-
tive, the various rules that we offer”
Wherever possible, he says, all of the
data thacsits across the bank is leveraged

and integrated—for example, there

is a separate risk engine that provides
Value-at-Risk calculations, stress test-
ing, and measures market sensitivities,

"Now, what we've done is brought
all of that data into this compliance
platform. When it comes to daily
exposures monitoring, we are looking
at that as well, pulling out broader data
coverage and supporting multiple data
sources,” he says, adding that Northern
Trust prefers to use Bloomberg data
wherever possible.

Castledine says this approach is an
evolution of early compliance platforms
that limited the mandate guidelines to a
single manager and the legal agreement
berween the client and the underlying
IMANAZLT,

“What we're doing here, through
the unique benefits that a custody bank
can bring, is aggregare all of the moving
parts—the equity, the fixed, the deriva
tives, the alternatives, and paint a broad,
overarching picture of what's going
on in the plan” he says. “So, global
sensitivity analysis, global credit, global
exposure analysis, and [managers can|
really drill down into what's going on
as various mandates aggregate up. From
a top-down view—which 1is argu-
ably the most important that a pension
scheme manager or a chief mvestment
officer would want to see on a true daily
basis—it offers fresh msights into their
world.”

Northern Trust is gradually rolling
out analytical products it already ofters
and integrating those into the platform,
Castledine says the firm is migrating
all of its exasting business and has plans
tor further integranon, with environ
mental, social and governance factors,
as well as socially responsible investing

tactors, included in its next release, W



New Perspective

Thomson Reuters Partners with
Finbourne for Cloud Investment Platform

Startup signs major data deal for cloud-based portfolio management. By James Rundle

nformation  giant  Thomson

Reuters has announced that it

will use Lusid, a cloud platform
developed by London-based startup
Finbourne, for client and transaction
data. Thomson Reuters clients will
use the plattorm o manage their
portfolio and transaction data, which
will incorporate Lusid’s event-based
ledger system.

The platform has elements of

mmvestment book of record (Ibor)
and connectivity-layer functionality.
Part of its design ensures that data on
the platform is stored bi-temporally,
meaning that users are able to sece
information both as it is now, but also
as it was at any pointin the past. This
has applications to all forms of invest-
ment data, ranging from pricing and
reference data through o porttolio
information, and can be used in
compliance  with  record-keeping
requirements.

At its heart, the plattorm ulei-

mately aims to become a form of

market utilicy. Hosted in the cloud,
initially  through  Amazon  Web
Services, 1t has been buile with
an “Application Programming
Interface-first”™ (API) approach, using
the same approaches for APIs inter-
nally as externally.

Pradeep Menon, global head of

mvesting and advisory at Thomson
Reuters, says that “the rechnology and
fit to our technical stack, the market
experience of the team that started
Finbourne, time to market and the
scalability of the end solution™ were
all key factors in deciding to use

Lusid, which will be “an integral part
of the portfolio analytics solution™
in the company’s Eikon platform,

Finbourne, founded by bank veterans

including senior technologists from
UBS, Morgan Stanley and  other
institutions, has an existing relation-

ship with Thomson Reuters, having
been backed by the information and
tech provider at an early stage after its
incorporation in 2016,

Dermot Shortt, CEO and co
founder of Finbourne, and the
former head of UBS Delta, describes

l'homson Reuters as “a great part

ner” up to this point, but says the deal

marks “a significant turning point”
in the relationship. “We believe the
investment industry has woken up
to the fact that institutions need to
save their I'l firepower for technol
ogy which genuinely sets them apart
from their peers, and not waste their
clients’ money on ‘utility’ funcrion
ality. Historically, the buy side hasn't
been as good as the sell side when it
comes to mutualising costs—banks
were sharing back offices years ago,”
he says.

Finbourne has had a busy year to
date, after releasing software develop
ment kits in various languages onto
popular software community github,

and publishing its APl documenta
tion. Looking ahead, says CTO Tom
McHugh, the firm s preparing to
release a sandbox environment where
developers are able to test various
code packages.

In addition to Thomson Reuters,
McHugh says, Finbourne 15 also
working with “a large asset servicer
and some vendors,” which he says nes
in with the firm’ objective of Lusid
being available on an open basis,

On a higher strategic level, the
objective for Finbourne is “straight
forward,” Shorte says. “[We want|
to build an open platform to host
investment data so that we can lower
infrastructure and integration costs,
and let more vendors offer their ser-
vices into client portfolios. We publish
all our APIs to make sure everyone
can understand clearly how to interact
with Lusid, To have an mstitution the
size of Thomson Reuters acknowledge
this as part of their ‘open platform’
strategy is a huge validation for our
model.” The integration of Lusid is
expected to be in production by the
first quarter of 2019, W
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New Perspective

FCA to Tackle Big Data, Expects Firms
to Act Ethically

Charles Randell says data and technology usage by firms should “liberate” not “disenfranchize”
consumers, and regulation is “central to defining” ethical practices. By Amelia Axelsen

n his first address since being
appointed chair of the Financial
Conduct Authority (FCA) in April,

Charles Randell warned that firms
should act ethically when leveraging
big data.

Speaking at a Thomson Reuters
Newsimakers andell
principles-based  regulations and 2

event, said
center for data ethics may be on the
horizon to maintain the UK’ leader-
ship role in innovation and ethics.
“The UK already has a trusted legal
and regulatory system and contributes

to setting global standards of corporate
governance and business ethics. We
need to contribute to new standards
tor data efforts too. The FCA and PSR
[Paymient Systems Regulator| are fully
supportive of the governance propos-
als to establish a center for data echics
and innovation to ensure that the UK
sets the highest standards for ethical
conduct in harnessing the power of big
data,” he said.

In a world where rapid techno-
logical advances are allowing firms

o compile enormous  amounts of

personal data, Randell said consumers
are potentially at risk 1t the financial
services industry uses data science and
technological — efhciencies—such — as
advances in araficial intelhgence (AT)
and automation—to  targer and  dis-
criminate against individuals, rather
than for the purposes of financial
inclusion, He painted a stark picture
of a world where algorithms dictate
how humanity should be governed
by juxtaposing the prospect of firms
using data unethically with a British
science-fiction drama series from the
1960s, The Prisoner,

6 I August 2018 water
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Charles Randell
Financial
Conduct
Authority

“1 want to argue that we should
be optimistic,” he said. “Advances in
data science have already brought huge
benefits to society, such as smarter ways
of detecting financial crime and market
abuse, cheaper and faster transactions,
and greater aceess to affordable financial
advice and guidance, The UK fintech
industry is world leading, and bursting
with new ideas—but theres no room
tor complacency.”

Randell said that while the FCA
supports  financial innovation, it s
mindtul of possible harm to consumers.
He signalled the importance of con
tinuing collaboration with European
Union regulators while maintaining
EU standards, whatever the final Brexit
deal looks like.

“We

in the global standard-setting process

will remain very involved
in the area of data, the regulation and
oversight of big data, and the role of big
data corporations. It's almost more nec
essary than in most other areas that there
be an international standard developed,
because T don't think any country can
go at it alone very casily,” he said.

When pressed for specifics on new
regulation for data pracuces, he said UK
firms should set their own standards and
that he doesn’t expect a *15-page rule
book,” but, rather, a set of principles.
He anticipated more proacrive super
vision and enforcement for firms and
individuals that use unethical and unfair
data practices,

Behavior to Monitor

Innovation drives the industry in a
positive way, Randell said, but there
are areas that need to be monitored
closely to ensure firms acr with

ethical discretion when it comes to
data, One such problem area is the
amount
by very
tions, as well as the fact that Al and

vast of detailed datasers

controlled few corpora-

machine  learning delivering
huge increases in analytical power,
which means corporations can mine

are

big datasets for patterns more effec-
tively than ever betore,
the
could only rarget broad groups of

"Whereas in past, firms
consumers, these patterns can now

be turned into conclusions about

cach one of us as an individual,”
Randell said. “They can make pre-
dictions about our future behavior,
and then decide what products and
services we should be otfered and on
which terms.”

He also highlighted the use of
behavioral science to exploit deci-
sion-making bias informed by big
data as another potential problem
area.

Randell championed the FCA
as a global leader in incorporating
behavioral science into a "regulatory
toolkit,” but said that 1n order to act
in the interest of “good mnovation,”
firms must have sustainable business
models, in which “people, purpose,
and trust”™ are at the forefront. He
said thar because the UK is a “global
leader in both technological innova-
tion and financial services,” ethics is
an “important topic,”

“If we can combine these skills
with fair standards and wich public
trust, we can maximize the oppor-
tunities for the UK finance industry
to succeed in the global market,” he
said, W



New Perspective

CAT Contract May Need Amendments
to Protect Personal Data

If a House bill seeking to ban the gathering of Pll data passes, plan processor says it will wait for guidance
from the NMS committee. By Emilia David

ith the revised implementa-

tion date of November 2018

nearing, parties involved in
building the Consolidated Audic Trail
(CAT) may need to amend the contract
stipulating the gathering of personal
data, should a law seeking 1s ban be
passed.

The CAT NMS (national marker
system) plan committee said last week
that it is working toward implementing
the first phase of the CA'T in November
2018, However, a bill awaiting debate
in the MHouse of Representatives that
prevents the gathering of personally
identifiable informaton (P11} could
torce the CAT processor, Thesys CAT,
to stop taking in that darta.

Andre PFrank, president of CAT
processor Thesys CAT, notes it has
to wait for guidance from the CAT
NMS committee in the event the law s
«d. “Under the contract we signed,

pas
it was stipulated we had to gather PII

data so we will have to get guidance if

the bill passes,” Andre says. “The con

tract tells us what data to take in so if

we're not supposed to get P data then
it's the CAT NMS committee who tells
us what to do”

Frank says the CAT, by design,
already takes m data not previously
reported to the current reporting plat

form so 1t can create a beteer picture of

the rrading litecycle.

Devised  after the 20100 Flash
Crash, the CAT is expected o ingest
around 38 billion records per day and
15 expected to become the world’s
largest database. But House Bill 4785,
also called the Amernican Customer
Intormation Protection Act, secks to
prevent the Securities and Exchange

Commission (SEC)—and by extension

Andre Frank
Thesys CAT

the CAT processor—from taking in
PIl including social security numbers,
tax identification numbers, birth dates
and account numbers. Politicians have
become increasingly concerned about
the information collected by the CAT
since a number ot high-profile incidents
in 2017—including the admission of a
breach at the SEC itself—exposed the
personal details of millions of American
citizens, The SEC, through statements
made by its chairman, Jay Clayton, has
previously said it is Hexible as to what
information should be gathered.

The proposed bill, sponsored by
Bill Huizenga (R-Mich), has already
moved past the Fnancial Services
Committee and is awaiting scheduling
for debate on the House floor, Under
the contract, the CAT processor is
tasked to collect specific data, including
PI but it the law is passed, it does not
automatically supersede the contract.,

The CAT NMS

announced chat it is working towards

commiteee

the November 15, 2018 implementa
tion day. The CAT was supposed to
go live on November 15, 2017 but was

beser wich issues including the lack of

a chief information security officer to
double check securnity protocols, Thesys
and the SROs had asked the SEC to
extend the implementation tme frame.

The CAT NMS ]‘l.ln
committee—which of selt-

COnsIsts
regulatory organizations (SROs) like
the exchanges—declined to comment,
However, a source close to the matter
noted the contract might need to be
amended in order to comply with the
law 1f it ever passes.

“If PIT is deemed no longer to be a
data element that can be collected via
the bill, then my gur reaction is thar it

will simply amount to an impossibil-
ity and the rest of the contract and the
rule will still be valid meaning that
all other required data elements will
still be collected,” the source says. “*So
probably not necessary to have a new
contract—maybe an amendment or a
new addendum.™

“By the way, the bill is nidiculous
and misses the mark—it's trying to fix
a problem that doesnt exist and the
umntended consequences will add inef:
ficiencies and costs that will ulumately
be paid for by the industry. This is what
happens when a congressman tries to
use the legislative process to try and
make a name for himself)” the source
adds.,

Even before the bill was discussed,
CAT NMS and Thesys had already
begun exploring alternatives o PIL
CAT NMS said inan update on June 29
that it was considering allowing Thesys
to retain social security numbers using
non-reversible secure hashes instead of
the actual number for an individual.
I'he final details of this method have
not been polished including whart other
information will be pare of the hash.

The committee will decide by
August 15 1f 1t will use any of the PII
alternatives,

Along with the November 2018
go-live date, the CAT committee 18
pushing for a phased-in reporting time-
line tor other industry participants, It is
working with the trade associations like
the Securities Indusery and Financial
Markets
Informacion Forum and the Security

Association, the Financial
Fraders  Association to develop  the
phased timeline and figure out how
to fold in existing industry reporting

protocols, W
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New Perspective

Dark Trading Caps Not Responsible for
Periodic Auction Growth, Study Finds

FCA report finds that growth in periodic auction trading is not a result of dark-trading bans. By Hamad Ali

experts  believe  that

Financial Conduct  Authority’s

(FCA) study is a positive step for-
ward in understanding the changing
market landscape, the impact of Mihid
IT and the reasons behind the growth
of periodic auction trading,.

On June 25, the UK regula-
tor published a study on the surge
in  periodic-auction  trading
the implementation of the revised
Markets  in Markets
Directive (Mifid 11). and 1ts continued
growth tollowing the introduction
ot double volume cap (DVC) data on
March 12.

According to the DVC, if four
percent of total trades in a single stock

ndustry

sinee

Financial

are conducted via a dark pool, that
stock can’t trade in that dark pool for
six months, If the amount reaches eight
percent of volume across all dark pools,
then that name is banned from trading
on dark venues entirely tor six months.

Market participants and regula-
tors have both queried whether an
expanded use of periodic auctions,
which allow batches of trades to

take

impact during specified periods, have

place with minimal market
become a means of circumventing the
DVC and any caps on dark trading,
which s typically used for large-in
scale orders.

The findings indicate chat peri
odic auctions remain a small portion
of the market landscape and that the
most recent data fails to suppore the
theory that DVC is the sole reason for
its increasing popularity,  Christian

Voigt, senior  regulatory  adviser
at PFidessa says that FCA's report
acknowledges the shift in trading

practices and that the recent results lay
the foundacion for further research,
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Christian Voigt
Fidessa

“These analysis reports are the
right way forward because it enables
us to have a fact-based discussion,
he adds. “As it stands right now and
FCA

is that they don't see

what the report concluded
any major
concerns and that they [periodic
auctions| indeed  provide  good
hquidity, If anyone disagrees with
that point then they should use this
now to speak up.”

The report outlines that, although
there is some evidence to suggest that
a small share of market participants
have switched from dark trading
to periodic auctions in response to
DVC, there are muluple other expla
nations to consider, Periodic auctions
have proven attracuve in  recent
months due to their suitability for
large-size trades, aligning with a
growing trend in block trading.

Additionally, the trading venue
removes the need for high-speed
trading, by quening orders and ena
bling market participants to make
well-informed

trading  decisions,

This, in turn, reduces the burden
of investing in costly high-speed
technologies, such as servers located
near exchanges and direct fiber-optic
connections.,

“One of the key reasons for the
growth of periodic-auctions trading
is that order size is prioritized over
speed and many market participants
really appreciate this feature,” says
Mark Hemsley, president of Choe
Europe. "It means that they don't
need to have the fastest connections
or latest technologies to get to the
frone ot the order queune, they simply
have to be willing to trade in larger
size.”

Following the adoption of Mifid
[ regulacions this year, the market
landscape has changed with the intro-
duction of further trading venues. As
some of these shifts have yet to be
fully realized, the move to periodic
auction trading is welcomed as a
compliant and secure way of trading
large orders.

“We find the quality of execution
in periodic auctions to be increased
dark

s Duncan Higgins, head of

over and above traditional

pools, s:

electronic sales at I'T'G. * And while
fragmentation of liquidity across the
VATIOUS  CXCCUHION  venues  creates
more complexity, it also allows for
more choice and we welcome that
aspect of the change.”

I'he FCA outlined rthat this 1s
the first of many reports, and as
market participants adjust to  the
new regulatory environment further
analysis will be carried out on the
impact of Mifid II and the changing
market landscape.

For more on the DVC and its impact
on trading in Eurepe, see page 18, W



New Perspective

Digital Reasoning Readies Public
Release of Model-Training Platform

To solve the old needle-in-a-haystack problem, Digital Reasoning is developing a tool dubbed Cognition to
improve the training process for machine-learning models. By Anthony Malakian

ognitive computing  services
provider Digital Reasoning
is gearing up to release
version 10 of s new  platform,
Cognition, which is stll in beta. It is
a lightweight app that enables domain
experts to create and iterate custom
machine-learning models. It is installed
on-premises, ingests a firm’s internal
data, 1s industry-agnostic, and is being
tested by companies in the healtheare,
government and security industries, in
addition to financial services.
Cognition 15 in its eighth itera-
tion and Brandon Carl, head ot artificial
mtelligence  (Al) research at Digital
Reasoning, says 1.0 will be released at
the end of September. The vendor has
been using the product internally on its
own proof-of-concept (PoC) engage-
ments with its data science teams, and
on its own pre-trained models in order
to climinate any bugs, Carl says there
are more than 10 participants using it,
though some are on older versions, with
a handful of “very acove users” provid
ing feedback—which the vendor plans
to increase after the public release,
In May, the Bank of England

completed a successful evaluation of

Cognition, The wvendor has  global
deployments at Goldman Sachs, UBS
and Point72 Asset Management, and
received 830 million in March via a
funding round led by BNP Paribas,
which will, in part, go toward get-
ting Cognition to 1.0, and expand
Synthesys, its cloud-based computing
plattorm,

Carl says Cognition helps firms
solve the needle-in-a-haystack
problem, in which a researcher, com
pliance expert, portfolio manager or
rrader is trying to find a specific piece

of information in a sea of data, by
streamlining the training process.

“Our goal is to move toward
democratizing  model  building  and
driving the cost of creating models
down for custom use-cases, and driv-
ing down the tme to create that,” he
says. “If we do that and do i well, it
will be people’s own imagination and
creativity that is the limie”

Cognition, was built on academic

research and incorporates two types of

machine learning, The first is guided
learning, orsupervised learning, where,
through a series of basic yes-or-no
questions, a client can use the mnter-

face to indicate if the scarch result was

applicable or not. The second type of

learning is active learning, where, based
on of the user's input and learning from
previous results it begins to make sug-
gestions tor additonal words or phrases
to scarch on its own, This process
helps with the problem of imbalanced
datasets, where classifications are not
represented  equally, such as posinve
responses compared to negative ones
when evaluating customer experience,
“Active learning, which reduces the
amount of data needed, doesn’t really
work on imbalanced data unless you
employ guided learning first,” Carl says.
“When we started bualding Cogmition,
we took a look across all the analytics
we offer in Synthesys and one of the
things we discovered was that almost
the gateway drug to analytics was
text classification for very imbalanced
datasets—essentially, finding a needle
in a haystack. Once you had that, there
were all sorts of things you could do.”
The  platform  delivers  results
immediately—Carl says it was vital to
make sure that there wasnt a lag time

in generating the results, or clse users
would become frustrated—and it cuts
the model-training process down from
months to days or even hours, depend-
ing on the data field in question.

With the release of 1.0, users will
be able to take all annotations they've
made, combined with everything
they've searched for, to create a full-
Hedged machine-learning model that
they can run across their data, whether
tor trading and portfolio-management
purposes, for surveillance and compli-
ance needs, for regulatory reporting
requircments, or for othersearch-related

processes. Cogmition supports 10 lan
guages, including English, Mandarin,
Russian and Spanish,

Carl says the product does not aim
to replace data scientists; rather, its aim
is to provide that building-block layer
in order to free up their time, so that
skilled personnel can assemble a more
sophisticated model, This 18 important,
he says, because in building the plat
torm it began to highlight how much
disagreement there is even between
experts  about  classifications when
training a model.

“Part of the data annotation, the
benefits there, 15 1t begins to surface in
the firms just how much inconsistency
they already have in their process. What
surpriscd me the most 15 annotation
consistency, or annotator  disagree-
ment,” he says. “We don't have this
full-fledged in the product, bur we've
completed the nitial research for i,
which is simply how much two experts
disagree about the same thing when
you'd think it would be obvious to both
of them, We intend to make this a very
big part of the product going forward
because we think it's rampane.” W
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IHS Markit Preps for Uptick in Index

Admin Business

The vendor anticipates that many financial firms acting as "self-administrators” of proprietary indexes will
choose to enlist a third party to comply with the upcoming BMR regulation. By Max Bowie

HS Markit is bracing tor a wave of

new index administration business

following approval by UK regula-
tor the Financial Conduct Authority
(FCA) to operate as an authorized
benchmark  administrator under the
European  Benchmark  Regulation
(BMR), which governs the ownership
and management of financial beneh-
mark indexes.

Mark Schaedel, managing direc-
tor and head of index administration
services at [THS Markit, says the vendor
sixth

15 currently  onboarding ity

chient—where 1HS Markit calculates,
maintaing and operates an index on
behalf of but independently from its
owner—in addition to existing cli-
ents HSBC, UBS and Standard Life
Aberdeen, and other, unnamed firms.
In addivion, “several dozen”™ other
firms are considering written propos
als, he adds.

BMR, which comes fully into
force by January 1, 2020, aims to
bring more transparency to pro
prictary indexes run by banks and
investment firms—in this instance,
referred to as “self=administrators™—
by separating index owners, operators
and investors, So to be compliant
and independent from the running
of indexes in which they might
invest, some firms are enhsting index
administrators such as THS Markit to

take over the day-to-day operation of

their proprictary indexes,

“Many asset managers are not
prepared for the new requirements, so
they are looking to exit that business,”
Schaedel says. “Probably 90 percent
of indexes [t‘ul.l)’ are E\l'l\\'i&i('i] ]\}‘ self:
administrators, and we think that will

all disappear.”
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Mark Schaedel
IHS Markit
o

In other cases, a firm may simply
want to hive oft its index business alto-
gether, rather than face the compliance
burden associated with the new regu
lation, Schaedel says, adding that [HS
Markit has been active in acquiring
benchmarks from financial firms and
index operators.
aspect  of the FCA
approval is that it enables THS Markit

Another

to provide “endorsement™ for index
providers outside the European Union
who want to sell and run indexes
within the BEuropean financial mar
kets, and Schaedel says THS Markit 1s
already seeing interest from providers
outside Europe in working with the
vendor to provide validation for their
indexes,

“Seventy percent of the world’s
benchmarks are from outside the
EU. BMRI reaches Asia and the US,
and they are sull getting their heads
around how it will impact their abil-
il’}' o P'I'l'l\"il]{‘ indexes into the |:.U, for

consumption by Furopean investors,
That’s where endorsement comes into
play: an authorized benchmark admin-
istrator can provide endorsement for a
benchmark—like a real-time audit. We
wouldn’t be running the calculations
ourselves, but we would be answering
every question, and addressing every
exception,” Schaedel says.

Index  operators  from  outside
Europe can operate within the region
without endorsement from a partner
by achieving “recognition™ through
their own existing local regulated
entity—or by setting one up—though
both options take time, whereas 1HS
Markit has been operating its index
administranion team for four years, and
has doubled headcount every year so
that 1t 18 now upwards of 60 people,
Schaedel says, But even that may not
be enough to meet the demand
expects,

“We're talking to many providers

. who may have explored ‘recogni
non’ and found it too hard,” he says,
“But they need to be willing to let
us into their shop... and our index
governance committee needs to be
confident that we can perform that
oversight,” to ensure the independ-
ence 18 genuine and chat THS Markic
understands what it 1s endorsing,

[HS Markit pro
vides a service dubbed Know Your

In addition,

Benchmark, which tracks and pro-
vides reference data on more than
300,000 indexes worldwide, includ
ing details such as which indexes are
authorized to operate in particular
regions, and who the adminmstrators
are for specific indexes, so that anyone
trading those indexes can ensure they
are compliant, W
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State Street Launches News Insight
Application

Named Verus, the application scores news articles based on their potential impact on a portfolio. By Emilia

_

“"We spent time talking to clients and found
that they suffer from information overload,
struggle to filter news that is relevant to
them and most importantly need to know
how much exposure they could have when
news hits.” Stephen Marshall, State

David and James Rundle

tate Street has launched a new

mobile solution aimed towards

providing news insights and
measuring their potential impact on
client portfolios.

The application, called Verus, uses
machine learning and natural-language
processing to determine the relevance
and impact news articles could have on
a stock holding or a whole portfolio.
It harnesses articles from  Thomson
Reuters and processes more than 1,000
articles per day, determining their rel-
evance and comparing their probable
impact on holdings,

Stephen Marshall, head of Verus
at State Street, says the application was
made to ensure hedge funds and asset
managers were able to clearly see how
news, such as the release of a new prod-
uct, could impact a specific holding or
the rest of their pnr[ri\lin_

*Two years ago we were interested
in building something transformational
and get into mobile,” Marshall says.
“We spent ume talking to chients and
found that they sutfer from intormation
overload, struggle to fAlter news thart 1s
relevant to them and most importantly
need to know how much exposure they
could have when news his.”

Verus will take an article, and with
machine-learning  algorithms,  figure
out 1t 1t 1s newsworthy, and if so, how
high a priority it should be given in
the context of its effect. Then, through
natural-language  processing, it will
extract information such as a company
name, products, officials, and even
the location of corporate headquarters
before placing cthese into context within
a portfolio, such as whether or not these
key words correlate with a specific
investment or set of investments, It will

Street

then compare the news with third-
party data, tor example, supply chain
data, and then come up with what the
bank calls a “V score,” signaling 1ts
likely relevance.

Marshall uses the example of a
product launch article, say, a new
iPhone released by Apple. The applica-
tion will take into account the content
of the article that covers this launch,
and determines if holdings that include
Apple will be directly atfected by the
news, It goes further by also considering
iff invesuments into either a compettor
or supplier will have an indirect impact.

“It tells mvestors how much they
should care about the article and even
become an indicator of any systemic
risk,” Marshall says,

The algorithms are guided by an
editortal team, which Marshall says

essentially “replicates the mindset of

CNBC, and acts as if you have a per-
sonal Anancial news ream.” He adds
State Street has had to develop this new
capability in the firm, by effectively
building a newsroom, in order to
develop and continue improving Verus,

Verus currently only  processes
articles on equities, but Marshall notes
that State Street has already begun
development  on  macroeconomic
news insighes for investors who focus

onspecific sectors, as well as for passive
investors. Eventually, the application
will also have the capability to look at
news around corporate fixed-income
assets and Treasurys.

“Our goal is to build up Verus
to cover all assets and provide the
insights clients need,” Marshall says.

The tool s similar to  other
machine-learning-powered pro-
jects at  other institutions,  Last
December,  JPMorgan Asset and
Wealth Management told Faters that
it too had been working for years on
a plattorm, known as NewsFilter,
which uses artificial ntelligence to sift
through unstructured information in
news articles, idenafying its relevance
to the bank’s investment activities,

“The NewsFilter picks up words
from unstructured news  articles
in free text format and fleers out
uninformative components, forming
a  domain-specific  vocabulary and
rr.msli)rming the Input into a struc
tured form,” said Kent Zheng, head of
global research technology for EMEA
at the firm. “We use a distribuced rep-
resentation to translate the words in
the text to predictive features,”

While the asset manager does
not also employ news staff, it 18 con-
tinually expanding its use of machine
learning,

“On top of relevance, we are also
expanding the classification  frame-
work to be able to distinguish between
actionable news items versus rumors,”
Zheng said, “We are also looking to
develop a novelty factor component
that can verify whether a news arncle
contains new deal information that
wis not captured by articles that pre-

(l‘ci('d i[." w
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END OF DAYS DATA:

Climate Content Heats Up

While ESG data is gaining prominence,
institutional investors are increasingly
looking to incorporate climate change
information into the portfolio construction
process. Anthony Malakian explores how
traders, portfolio managers and vendors
are working with this information, and
where room for growth still exists.

12 | auqust2018

urricane scason in the Atlantic
Ovcean typically lasts from June
to November, with the brunt

usually hitting in the months of August
and September. In recorded  history,
there have been a total of 33 Category
5 hurricanes, which are storms that
have sustained wind speeds of over 157
miles per hour, or 136 knots, Between
1924 and 2002, there were 22 Category
5 hurnicanes recorded in the Atlantc.
From 2003 chrough 2017 there were
11, with three coming in the last two
years, In addition, since 2001, there

have been 24 Category 4 hurricanes

(storms with wind speeds of 130 to 156
mph)—compared to a total of 47 over
the previous 50 years, Whatever your
pohacal beliefs are relaung to climate
change, 1t's a proven fact that cata
strophic storms have become bigger,
more frequent, and more costly in the
21st century,

Led ln,' Hurricanes Harvey, Irnmna
and Mara, the 2017 hurncane scason
was the most costly 1n the history of the
US, with damages exceeding more than
£200 billion, besting 2005—which
included the single most costly storm
in history, Hurricane Katrina—which,



all told, cost $139 billion. And these
caleulations do not take into account
the lives lost as a result of these storms,

Founded in 2012 after Hurricane
Sandy crippled islands in the Caribbean
and parts of New Jersey and New
York, Four Twenty Seven—based in
Berkeley, Calit, and taking 1ts name
from the state’s goal of lowering its
greenhouse gas emissions to 427 mil-
lion metric tons of carbon dioxide by

2020-—is one of a growing number of

data vendors looking to provide more

concrete metrics around the effects of

climate change and, specifically, on
physical climate risk. Four Twenty
Seven'’s flagship product, Equity Risk
Score, takes inan ensemble of elimate
models that are available via open-
source tools and various other scientific
agencies to produce torward-looking
predictions for data points such as aver-
age precipitation, extreme precipitation
or heat, sea-level rise, and hurricane,
typhoon and tornado activity.

From there, it has more than 1 mil-
lion facilities mapped around the world
and provides an exposure score for a
facility exposed to climate risk, based
on its location and industry sector. A
portfolio manager or trader would
then use that information to determine
it they have ousized nsk, whether
it makes sense to trim positons thae
are  disadvantageously  positioned  to
climate-change events going forward,
or add positions where they feel like
there is relatively less risk either in total
space or relative to their benchmark,
says Frank Freitas, chief development
officer at Four Twenty Seven,

“The market 15 maturing to the
point where it makes sense to focus a
lot of energy on it. You've got Article
173 in France that mandates reporting
of climate risk, you've got the Financial
Stability Board’s task force for climate-
related financial disclosure that’s very
prescripve about telling people that
they need to be aware of, and reporting
on, their climate risk exposure from
both a transition risk perspective and a

physical risk perspective,” Freitas says.

“So theres a lot of demand for this
information  because  regulators are
telling people that they need to prepare
to be able to discuss meamngfully what
their exposure is, but also because as
chmate change intensifies, and as you
go from one Hurricane Sandy every

50 years to three hurricanes in the Gulf

ot Mexico that cost over §1 hillion in
damages in a year, people are begin
ning to realize that they really need to
account for this,”

The chimate change data space
s growing. In addinon w  Four
Twenty Seven and other specialists
like TruValue Labs and RepRask, data
giants Bloomberg, Thomson Reuters
and MSCI

environment, as well as Sustainalytics,

are also active n this

which 18 40 percent owned by
Morningstar, and Trucost, part of S&P
Dow Jones Indices,

The indusery is expanding rapidly
because investors in Furope, Canada,
Australia, New Zealand, Japan, and the
US are starting to ask more and more
questions about climate risk and how

it's being incorporated into the mvest-

ment process, says Rob Furdak, chief

investment officer of Man Numeric,
the quantitative equity management
arm of Man Group. “Over the last

Alternative Data
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“As investors, and especially as quants,
we're on the hook to really be forward-
looking and thinking about how might the
future look different than in the past. And
we see climate change—and its ancillary
impact on production, on human capital, on
even big things like migration or economic
participation—as being much more important
going forward than it has been in the past.”
Kathryn McDonald, Axa Investment
Management

three to four years, things have been
ramping up in terms of investor inter-
est on all ESG metrics, but particularly
climate change,” he says. “If it’s on the
top of asset owners” minds, it's on the
top of investment managers” minds.”
Kathryn McDaonald, head of sus
tainable nvesting at Axa Invesument
Axa

Equities unit, sees the same interest,

Management’s Rosenberg
and says that while ESG data has been
around tor decades, the climate risk
Space 18 growing in nmportance.

“As nvestors, and  especially as
quants, we're on the hook to really be
forward-looking and thinking about
how might the tuture look different
than in the past,” she says, “And we
see climate change—and its ancillary
Impact on producrinn‘ on human capi-
tal, on even big things like migration
or cconomic participation—as  being
much more important going forward
than it has been in the past.”

Risk/Reward

Climate change data falls under the
“EY sector of environmental, social
and governance (BESG) data. Ower
the past 15 years or so, investors have
increasingly incorporated ESG infor-
mation into their decision-making
scientific

Processes as NUNerous
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reports have shown that firms with
superior  performance  on  material
sustainability issues outperform firms
with inferior performance on these
issues,

For instance, a 2015 report by the
University of Hamburg, in conjunc-
tion with Deutsche Asset and Wealth
Management, looked at abour 2,200
individual studies to examine  the
entirety of research directed toward
the field of ESG and financial perfor-
mance. The report found that roughly
90h percent of studies find a “non-
negative ESG-CFP (corporate financial
performance) relation,” and that “the
Lirge majority of studies report posi-

tve findings.” In total, 47.9 percent of

vote-counted studies and 62.6 percent
of meta-analyses studies found a positive
relation berween ESG and CEP, while
only 6.9 percent and 8 percent, respec-
tively, found negative results, with the
remainder falling between neutral and
mixed results.

seill, most of the outperformance
gains have been found in the “govern-
ance” arena, followed by “social” with
“environmental™ traditionally pulling
up the rear. ESG s, after all, a wide
ranging field, and the incorporation
of physical risk factors stemming from
climate change is still in its early days.

Craig  Davies, head of ¢l
mate  resilience investments for  the
European Bank of Reconstruction and
Development (EBRD), blames a lack
of standardization for the slow rollout
n this space. In May, the EBRD, along
with the Task Foree on Climate-related
Financial — Disclosure  (1CEFD)—a
committee set up by the Group of 20
(G20) nations—released a set of recom-
mendations for companies reporting on
physical climare risks and opportunities,

Davies says that what became “very
obvious™ as EBRD put together the
5U-plus page report was that carbon
transicion, as a topic, 18 much better
understood by the markers because a
whole system of metrics exists that can
be used o quantfy and assess those
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risks, and the same system and metrics
can be used to quantify the improve-

ments that are being made—or not
made—to manage those risks, such as
for greenhouse gas accounting,

“They are very widely disbursed
across the market, they're very well
understood by the market, and eve
ryone 1s speaking the same language
when 1t comes to measuring green
house 248 CIMISSIONS Or reductions in
greenhouse gas emissions. So whether
you're a bank, a business, or a regulator,
you're all talking about the same thing
and we have a comparable and wadely
understood system of methodologies
and metrics behind carbon transition
risk,” he says, “We don’t have anything
like that for physical climate risk. As
we see it that’s a barrier on market
action, That’s one of the reasons we're
not seeing the same kind of widespread
market action on understanding and
tackling physical climate risks as com
pared to carbon transition risk.”

One surprise, Davies says, is that
the marker doesn’t quite understand

that while there are clear and present

risks related to climate change, it also
presents opportunities, For example, he
notes that tarmers in the Chiltern Hills,
abour 35 miles west of central London,
are starting to think about growing
new crops and, specifically, stepping up
cultivaion of Chardonnay and Pinot
Noir grapes in the assumption that
within 50 years, the region will have a
stunilar climate to that of ceneral France

today—ideal for making Champagne.
“Climate change is overall a bad
thing, but we as businesses need w
think about what the opportunities
are so we can be more mobile than our
competitors are, so that we can we be
more resilient,” Davies says. T was quite
surprised at how difficulr it was for the
firms and financial institutions that we
engage with to understand how physi-
cal climate can present opportunities,”

Emissions Mission

As a result of increasing numbers of
players in the climate change space
as more vendors look to capitalize on



investor interest, firms often have to
do their best to blend this information
to obtain a useful signal,

Furdak says Man Numeric uses
data from Sustainalytics, MSCI and
Trucost, among others, and the quants
take that messy data, synthesize it,
clean it, then automate the incorpora-
tion of that data into its system to see
where the sources are consistent and
agree, where they disagree, and how
they disagree. Then the quants try to
incorporate that blended look into the
quantitative equity manager’s portto-
lio construction process.

So, for example, Man Numeric
has a client with specific investment
criteria that the amount of carbon
emitted by companies in its portfolio
must not exceed a certain level, Based
on its holding in a stock, what per-
centage of the company it owns, and
how many tons of carbon a company
emits i total, the quants can imply
how many tons of carbon the client’s
overall portfolio emits based on those
third-party data sources.

“So, if we have two stocks that
we like equally based on our models
and one is a big carbon emitter and
one sn't, we tend to favor the one
that emits less carbon,” he says. “You
can apply a similar approach 1n terms
of gallons of water used, or simlar
metrics.”

The other way to incorporate
climate data is to create more generic
constraints by coming up with some
combined measure of environmental
scores from different data provaders
and then—say, 1f you're managing
a long-only fund on a benchmark-
W(."il_‘:hl:l‘tl the
benchmark score by 10 or 20 percent.

basis—try to  beat

Furdak says one of the bigger chal-
lenges still facing the space 1s that there
4I¢ [WO segiments (ir'\l;lm o manage—
slow-moving, long-term data, such as
that produced by MSCI, Sustainalytics

and Trucost, where the frequency of

updates is quarterly or annually and
the dara is fairly static over time; and

Michael Lewis
Deutsche Bank

then shorter-term data, such as that
of RepRisk, Four Twenty Seven or
TruValue Labs, which provide much
shorter-term information with more-
frequent updates,

“For us, it’s about trying to strike
the right balance between the stabil-
ity and constancy of the longer-term
data and trying to marry it with a
shorter-term signal that may be more
dynamic to a specific event, such as a
Facebook data breach or a big chemi-
cal spill, which will take a while to
fileer into  Sustainalytics, where a
TruValue or other shorter-term signal
will pick it up the next day. But one
also shouldn’t want to be trading on
every little story and rumor, because
that will incur a lot of turnover,” he
says. “You need to be able to serike the
right balance berween being reactive
to what's going on in the world, but
not so reactive that youre spinning
your portfolio based on things that
aren't relevant,”

Future Risk

In the carbon transition space, firms

are able to take in public sources of

informarion to create their own scores,
Last year, UBS Asset Management

Life

World Equity Fund, which attempts

launched the Clhimate  Aware
to push CO2 benchmarking a step
further by accounting for the future
risk of climate change over the next
10, 15, 20 or more years, For it, UBS
created a “ghde  path  probability
score” that looks at the trajectory of
CO2 emussions reductions over time
and compares that to the International
Energy Association estimates of how
much energy is used, and how much
CO2 needs to be reduced per indus-
try and sector to be on a glide path
of a two-degree carbon reduction
scenario, says Chris Greenwald, head
of sustainable and 1mpact investing
research at UBS Asset Management,
“That's a kind of proprietary scor-
ing with a future-oriented approach,”

he says. “It takes a bit more work

Alternative Data .

than just looking at the current CO2
tootprint in a portfolio. So you have ta
be a bit more analytical to account for
future climate change risk.”

The fund is built around green-
house gas emissions, and  considers
Scope 1 emissions (emissions that occur
from pollution sources such as station-
ary combustion, mobile combustion or
process emissions) and Scope 2 emis-
stons  (indirect emissions  that occur
through the use of purchased electricity,
steam, heat, or cooling, according to
the Environmental Protection Agency),
and, to a far lesser extent, Scope 3 emis-
sions (all other indirect emissions).

“Intensity levels, as well as the
absolute levels, are the most important
factors in reweighing the portiolio,”
Greenwald says. “But, again, we are
looking at change over time compared
to a standard benchmark of where the
industry needs to get to in a two-degree
carbon reduction scenario, There are—
tor certain industries, like ol and gasand
utilicies—other factors that we'll look
mnto, like the energy mix, the percent-
age of energy coming from renewable
sources versus fossil fuel sources, the
exposure to fossil fuel reserves for oil
and gas companies, There are some
more granular datasets that we also look
at for very carbon-intensive industries
where we have additional information
that can be used in the scoring process.”

Francis  Condon, a  sustainable
and impact investing rescarch analyse
at UBS Asset Management, says he
expects even greater use of climate
change data mn the future, when coupled
with another growing sector of alterna-
uve data, that of geospanal data, This
will be particularly useful in the physi-
cal climare risk space,

“It’s now possible for data providers
to replicate the location of company
assets. And they can place that on top of
a chimate-related grid or a water-stress
grid and those sorts of things. That's one
of the more interesting areas of devel-
opment in the field that we're seeing,”
Condon says,
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Greenwald concurs, adding  that
while no vendor has “cracked” this
space yet, “using alternate data sources
from a variety of different areas to
account for physical climate change
risk 15 something that 15 an emerging
area that we're quite interested in. And
the strategy is meant to incorporate
those new datasers over time. So as
new datasets become available, we can
incorporate them into the rules and
how we rebalance the portfolios.”

In additon to geospatial infor-
mation, another  major  factor in
the proliferation of ESG datasets is
improvements in—and access to—nat-
ural language processing (NLP) tools
and other forms of artificial intelligence
and (to a lesser, but growing, degree)
machine learning.

Mauricio Bustos, a data architect at
Axa Rosenberg Equities, says that not
only is the number of data providers in
this space growing quickly—the qual
ity of their offerings is also improving
quickly. Having data delivered in usable
formats makes it easier for quants to
mcorporate that informacion into the
INVESLINCNE Process.

“When we talk about alterna-
tive data and, specifically the NLP
techniques used, those are techniques
that really only matured in the last
tew years. The availabilicy of those
techniques to be useful in our process
only came around in the last couple
of years,” Bustos says. “And so, quants
can have this access to be able to picce
out ESG data from things like 10-Ks
and 10-Qs—it really 15 a very recent
phenomenon.”

Building Resilience

Michael Lewss, head of ESG themate
research at DWS (previously known as
Deutsche Asset Management), says that
while sustainability has been top-of-
mind for the better part of two decades,
the climate arena has picked up pace in
part because of the Montreal Carbon
Pledge of 2014 and the Paris Agreement
of 2016, The former is a commitment
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“For us, it's about trying to strike the right
balance between the stability and constancy
of the longer-term data and trying to marry

it with a shorter-term signal that may be
more dynamic to a specific event, suchas a
Facebook data breach or a big chemical spill.”
Rob Furdak, Man Numeric

by more than 150 investors worldwide
to annually measure and publicly dis.
close their portfolios” carbon footprin,
The latter is a global effort to combat
climate change with the aim of keeping
global temperature rise in the 21st cen-
tury to below 2 degrees Celsius above
pre-industrial levels, and to pursue
efforts to limit the temperature increase
even further to 1.5 degrees Celsius,
according  to  the United Nations
Framework Convenoon on Climate
Change (UNFCCC). Though the US
has backed our of the agreement, 178
other parties (including nation states
and supranational entities, such as the
European Union) worldwide have rati-
fied the agreement.

While DWS has a mulatude of
data providers, such as such as MSCI,
Sustainalytics and RepRisk to assess
ESG risks, it uses Four Twenty Seven
and Trucost to better understand

physical risk and transition risk as a
result of climate change.

“The new innovation, | guess, is
this physical climate risk mapping.”
Lewis says. “We spoke to a number
ot clients and people and they've been
trying to look at this topic for a while.
So we were very fortunate to find Four
Twenty Seven, really, because a lot
of investors were interested and keen
to get this sort of information. Four
Twenty Seven has filled a very big
gap, and we're building on that data o
embed physical climate resilience into
investment portfolios.”

Lewis says that abour 18 months
ago, an insurance client came to the
group. While the client was an expert
on underwriting for catastrophic events
and pricing climate risk and physical
extreme weather events, 1t wasn't as
adept at doing that on the asser side.
DWS' job was to bridge that disconnect
between the lability side of the insur-
ance company and its investments,

This extends to ol and gas compa-
mies, as well. There have been advances
in attribution science for measuring
carbon emissions, and Lewis says that
in the future, offending companies may
well pay fines similar to those faced by
tobacco companies in the US in the
1990s,

For a client looking to buikd client
resthence o its portfolio, DWS starts
by looking at a particular region, just to
narrow down the risk involved. “From
here, we can then start to solve the
entire picture globally,” Lewis says,

“So, for example, we started by
looking at an  Asia-ex-Japan listed
equity index, with Four Twenty Seven
and Trucost data providing a physical
climate and transition risk score to each
company, respectively. We are then
able to map those Asian companies in
a quadrangle, or a matrix, with the top
right being very resilient companies to
both transiion and physical risks, and
the bottom lett being less so. In rerms of
developing a passive index, we assigned
a higher weight to the physical climate



risk score compared to transition risk
because the former is happening right
now, and we don’t have much control
over it, while the latter is more about
risk over tume, over which we have
perhaps greater control.”

What you find, he says, is that you
can't use transition risk as a proxy for
physical climate risk, as these data points
are uncorrelated. So next, you look at
the universe and start attaching weights
to more resilient companies and, in a
sense, overweighting the portfolio so
you're weighting toward more physi-
cal chimate-resilient companies, and
underweighting less  climate-resilient
COMpanies.

From there, you conduct your
back-testing. The aim is to link extreme
weather events and supply-side distup-
tions to financial market performance.
So, for example, if a Korean manutac-
turer has the majority of its hard-drive
production in facilities in a floodplain in
Thailand, they are at risk of disruption
even if the company, itself, is headquar-
tered in a less suscepuble location,

"So what your strategy is trying to
do is to then take into account those
operationaland supply-chain risks and to
MINimize your exposure to companics
that are going to suffer big draw-down
events i the event of extreme weather
events and the transition to a low
carbon economy. Consequently, this
strategy 18 not to profit from extreme
weather events, ather, this is more of a
risk management tool to build resilience
into a porttolio so that when extreme
weather events strike, your portfolio
15 more resilient to those events when
they happen,” Lewis says.

While it's stll “early days,” the asset
manager has been onboarding Four
Twenty Seven'’s dataser into ity ESG
Engine to improve its purrrhliu con-
struction for the Asia ex-Japan index,

and will use 1t to launch a famly of

passive indexes “during the remander
of the year,” which would then lead o
spin-off indexes oprimized for regional
climate risk for listed equities.

“So at the moment, we've gone

from Asia to the listed equity in Asia,

then  we're  building  regionals  of

Europe, the US and global. And then
we would move into fixed income,
But that's some way off)” Lewis says,
“T'his way, though, we will have for a
company [through our Aladdin system)|
information where any portfolio man
ager would be able to see the ESG
risks—and specifically, chimate-related

risks.”

The Beginning

While US President Donald Trump's
decision o back the US out of the
Paris Agreement came as a major blow
to environmentalists, the whims of a
government are unlikely to dissuade
institutional investors  from wanting
climate risk incorporated into the port
tolio construction process,

First, it is a manager’s fiduciary
responsibility to make sure a portfolio
is resilient against catastrophic events,
There 15 a Lrowing consensus that it
would simply be irresponsible not to
factor in chimate effects. Second, while
the US might not be as keen to rackle
the effects of climate change under the
current administration, Furope and Asia

Alternative Data

are. In addition to the Paris Agreement
and the "TCFD's voluntary framework
tor disclosing climate-related impacts
and  opportunities,  the  European
Commission (EC) recently took its first
concrete actions to push the financial
sector “to throw its full weight behind
the fighe against climate change.”

And in Asia, Japans Government
Pension Investment Fund (GPLE), the
world’s largest pension fund with about
$1.5 trillion in assets, has sad chat its
asset managers “should give careful
consideration to BESG 1ssues™ to raise its
allocation ot socially responsible invest
ments from 3 percent in 2017 w10
percent of its stock holdings, though it
dhdn't give a deadline. And in Austraha,
the Responsible Investment Association
Australasia  says  socially  responsible
investment in the continent is up 9 per
cent from 2015, pulling in $622 billion
in assets under management,

“Climare change is just undeniable
now—you just can't ignore it,” Davies
says. “The markert is really taking this
issue seriously, When you ger enough
muarket acton, it means that you don'
have to rely on the government to
give vou the signals and instructions
anymore,” W
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UNDER THE WATER:

_How Mifid Il

Policymakers hoped the double volume
caps would bring more trading onto
the lit markets. But measuring trades
that have been impacted is not an easy
affair. By Hamad Ali
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f you pour a cup of water into the

Atlantic, would the sea level nse asa

result? Probably, ves. But because of
the size of the ocean it would be almost
impossible to measure,

This is the analogy that Christian
Voigt, senior regulatory  advisor at
Fidessa, uses to deseribe the difficulties
m measuring ncreases in trading on lit
markets since the first data that governs
the double volume cap mechanism
(DVC) was published by European
regulators on March 12, *The problem
is that measuring any impact on the lit
market is really difficult because the lie
market is very large,” he says.

Under the DVC, which was ushered
mn by the revised Markets i Financial
[nstruments Direcave (Mifid 1), if tour
percent of total trades in a single stock
are conducred wvia a dark pool, that

stock can’t trade in that dark pool for
six months. If the amount reaches cight
percent of volume across all dark pools,
then that name is banned from trading
on dark venues entirely for six months,
Trends in equity trading during
2018 have been indelibly changed by
the introduction of Mifid 11, with a rise
m large-m-size, or block trades, the
use of periodic auctions, and trading
through systematic internalizers (SIs).
Questions have been asked about
how much ot this shift can be acrib-
uted to the enactment of the DVC,
Pertodic auctions, tor instance, allow
traders to move large orders during
specified  periods while  minmmizing
market impact, and have emerged as a
tocus of this debare.
The  European
defines a periodic auction as a “system

Commission



that matches orders on the basis of

a periodic auction and a  trading
algorithm operated without human
intervention.” According to a source
at a European regulator who spoke to
Waters on the condition ot anonymity,
what seems to be happening now is
some market participants are creating
a “new hybrid of auction type” that
can be called up on very short notice.
The auction period tself can then just
last for 100 milliseconds or so.

There has been a signibicant
growth in these types of periodic auc-
tions this year. “There does indeed
seem to be a direct sort of associa-
tion between the double volume cap
coming into play, and then certain
periodic auction systems being cre-
ated and gaining some traction in
terms of volume,” says the regulatory
SOUTCE,

According to data from Fidessa,
this growth has been from under
I billion shares traded to around 6
billion by the middle of July. Yet a
recent report from the UK Financial
Conduct Authoricy (FCA) found chat
dark-trading caps were not responsi-
ble for this, with growth in the use
of periodic auctions observed in both
capped and uncapped stocks.

According o the regulatory
source, most European dark pools are
based in London. Of course, those
venues are alse trading shares or

Regulation

b (AME), finding a definitive answer

“In the old days where you only had humans,
you know what a dark pool was? Effectively,

it is a pocket of the traders. It was never
written down anywhere. But in effect, it was
very similar trading practices, because they
know if they had a very large order they can't
immediately disclose it to the market because
it would harm the client.” Christian Voigt,
Fidessa

other instruments from, for example,
France or the Netherlands, “There
you can envisage that indeed dif-
ferent regulators may have different
views on what to do with periodic
auctions,” the expert says.

According to a UK-based market
analyst at a brokerage, there are dif-
terent schools of thought on periodic
auctions emerging from regulators,
“T'he FCA 15 the only one | have seen
that has done a data-driven analysis
like they presented in that paper,
The other regulators haven’t really
looked at [it] deeply. They just look
at certain features in the perodic
auction and think they are copying
or replicating what 1s going on in the
dark pools that are capped,” they say.

Despite the findings of the FCA
study, some say certain traders are
trying to circumvent the DVC by
creating these new types of periodic
auction markets,

“The French regulator is kind of
concerned about how these peniodic
auctions work, how the prices are
tormed within them, and they are
kind of doing a further investigation
into them,” the analyst says.

Yes or No?

According w0 Philippe
executive director of the
directorate  at  French
Autorité Marchés

Guillot,
markers
regulator

des Financiers

to this question would require a vast
amount of analysis work.

*“This answer is more subtle than
4 yes or a no,” he says. In order to
properly analyze the impace, Guillot
explains, he would need information
on all trading flows prior to the original
Mifid and then the ability to compare
those with trade Hows from atter Mifid
II’s enactment in January 2018,

The European
Markets Authority (Esma) is conduce-

Securities  and
ing a fact finding exercise on periodic
auctions, checking how they are being
set up and what the features are. The
regulator is then expected to discuss its
findings with member states and decide
whether there are any addinonal regu
latory or supervisory steps to be taken,
and the outcome of that process at this
point is very much open,

Another  significant  contributor
to changing trading patterns has been
the prohibition of broker crossing
networks (BCNg), which have instead
been replaced largely by Sls, entities
used to transact client orders againse
a broker’s own capital. According to
Guillot, the reason for banning BCNs
was to bring back on more lit venues
those flows that have been increasingly
confined to smaller and smaller crosses
in those BONs,

*It seems that some of those Hows,
moved from BCNs to 818" he says.
“But I do not have the order books
on Sls and so on, and 1 cannot tell you
today with absolute certainty that the
Hows that were going to the BCNs
yesterday, are now going to the Sls, It
you wanted me to make that assertion,
I would need proper pre-Mifid T dara
to compare to pre-Mifid T data, Mifid
[T gives me more data than Mifid [, so [
will never have comparable data, but it
I wanted to be able to do that, I would
need comparable data from the order
books, between Mifid 1 and Mifid 117

It is also difficule to judge how
much of the SI volume is actually
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SALIENT POINTS

= Many analysts don't know how the
4 and 8 percent double volume cap
thresholds were determined.

* The UK and Nordic markets have
more capped stocks than France
and Germany.

firm, addressable liquidity, traders say,
meaning that even the data gathered
under the enhanced requirements in
Mifid IT does not always paint a truth-
tul picture.

“Under the SI regime, trades are
often tagged as SI whether they are
addressable or not. So while SI volumes
have ostensibly increased, much of it
may not be real, addressable liquid-

ity,” says Joelle Tarrant, global head of

market structure at HISBC.
On the hit markets it
even harder to tell what impact there

would be

has been, even if the complete Mifid
[ order books Guillot referred to were
available, along with a computational
platform powerful enough to accurately
parse, compare and analyze the results,
That’s not to say data was missing under
Mifd [, but rather, it was aftected ina
major way by one particular event—the
global financial crisis,

“The same problem happened with
Mifid 1 if you will remember,” says
Fidessa's Voigt. “So when Mifid [ was
done, after three years it was supposed
to be reviewed, right? But the problem
was that when the Mifid 1 review was
supposed 1o take place, we had the
global financial erisis, So all of a sudden
nobody was able to do any statistical
analysis anymore, because you had this
massive financial crisis, which nobody
blamed on Mifid I, but obviously any-
thing done under Mifid T was heavily
impacted by 1e,”

Yet the answer to this puzzle—
and indeed, the puzzle itself—s far
more complicated than it seems.
The very construction of the DVC
is shrouded in a sense of mystery that
makes judging its utility difficulr,

* Block trading, periodic auction and
systematic internalizer (S) trading
volumes have all increased.

Dark Forces

A key objective of the DVC is to
move more trading from the dark
to the lit markets, ostensibly for the
But
there are valid reasons for trading
in the dark, with a long history
attached.

sake of market transparency.

“In the old days where you only
had humans, you know what a dark
pool was? Effectively, it 15 a pocket
of the traders. It was never written
down anywhere. But in effect, it
was very similar trading pracrices,
because they knew if they had a very
large order they can't immediately
disclose it to the market because it
would harm the client,” says Voigt.

But dark pools really began to
take off in Europe when Mifid |
2007, At
point, trading was largely confined

wias introduced in that
to national exchanges and speed
was less of an issue. Mifid 1 allowed
for an explosion of trading venues,
such as mulalateral trading facilities,
BCNs—and of course, dark pools.

“The fact that you see smaller
trades in the dark pool is just a func-
tion of how e¢lectronic trading has
developed,” says the market analyst.
“And you can use algorithms to look
across a lot of dark pools to maxi-
mize access to liquidity and control
marketr impact, So I think it is just
the way that algorithmic trading
has developed, which has adjusted
how people trade within these dark
pools. So rather than posting a large
order there, you post lots of small
orders across different dark pools,
to make sure you can capture all the
available liguidicy, *
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Philippe Guillot
Autorité des
Marchés
Financiers

Duncan Higgins
TG

But even though the point of the
DVC is to increase transparency, con-
cerns remain about its construction.
The DVC is not a very clegant way of
trying to control dark pool trading, the
analyst says.

“There was no real analysis done
beforehand on why four percent and
eight percent were the best numbers

"

to use,” they say. “I have never seen a
European regulator stand up and say
‘well we chose eight percent because
we looked at how much dark trading
would be detrimental to the market.
They just seem to have picked those
numbers out of thin air. [ also looked
at  other regions—Australia  and
Canada—where they have taken a
slightly different approach to control-
ling dark trading and it is all based
around whether dark pools can provide
you with a better price than you would
with trading in che lie.”

While that is not a pertect means of
analyzing the impact of dark trading,
the analyst suggests it 18 perhaps “a more
thoughtful way of doing " rather
than simply introducing  hard  caps.
The emphasis, he says, should be on
execution quality rather than arbicrary
numbers, Even the regulators agree,

“When the parliament voted on
Mifid 11, those caps of four percent and
cight percent were written in the text
of Mifid I1. 5o 1t 1s not something that
comes trom Brussels nor from the regu-
lators,” says the AMIE's Guillot. The
regulatory source concurs, describing it
as a political 1ssue,

Indeed, few people seem to have an
idea of exactly where the numbers came
from, or why they have been widely
;lcﬂ‘]m‘t!, outside ni-pulilir;l] dikeat,

“I have asked this question a mil-
lion times, and so tar 1 have not gotten
asatistying answer,” says Fidessa’s Voigt,
“It is an absolutely valid question. And
for the life of me 1 don't know. All T can
tell you 1s there was a draft document
published that initally said, [ think, in
the beginning, 5 and 10 percent. And
then it was miraculously changed w
tour and ecight some time later.”



Some market participants  are

unhappy with the DVC because of

the price they have to pay based on
these seemingly arbitrary numbers.
“You can imagine that certain trading
venues that operate dark pools are very
unhappy with this because it means
the amount of valume they can do is
effectively curbed,” says the regula-
tory source. “And it is also curbed in
a kind of unpredictable way because a
suspension can hit at any given time.
And then you have to adapt and then
the volume that you do in the next
month can be restricted.”

Will the DVC Be a Success?
When it comes to the long-term
impact of the DVC, Guillot says regu-
lators have always been very bad at
predicting the future. He says if he had
been good atit, he would have worked
in the stock market instead of being a
regulator.

A theme that remains consistent is
that most see the DVC as a political
tool, rather than a means of ensur-
ing  best execution or  enhancing
LrANSparency.

“I would say there was a policy
objective for Mifid 11 and the dark
caps to make more trading happen in
the it markets. And our data shows
that has been achieved,” says Duncan
Higgins, head of electronic sales at
TG I don't agree with the policy
objective, but that is another matter.”

Fidessa's Voigt says the legislation
has been a compromise. “1 hope it is
Just going to be an annoying footnote,
Because the way Isee the DVC 1s that
it was a political compromise done ata
time when politicians were desperate
to ger a deal and an agreement across
very diverse parties,” he says. “If you
compare the US with Europe, what
you need to consider is in Europe
effectively you have 28 countries at
the moment that all need to agree on
a financial market regulation. So you
have 28 diverse views that you need to
bring under one hat. And I don’t think
anyone really liked the DVC.”

Despite grousing over the nature

of how the DVC was put together,
however, the regulatory perspective—
leaving aside, perhaps, the hedging from
the AMF—seems to be that the system
as constructed 18 working well so far,
inastuch as the calculations are being
produced consistently and the questions
are being asked about the wider impact.

“From  our  discussions  with

regulators and from public dialogue at

BREXIT'S DVC BLUES

The Nordics and the UK market have a high
proportion of capped stocks, but France and
Germany have only a few stocks capped.
“You have many reasons for that,” says the
Autorité des Marchées Financiers' (AMF's)
Philippe Guillot. “1 will not be able to men-
tion all of them, but | can mention one for in-
stance: In France, retail investors have been
less present in the equities market than in
the UK. You have a different proportion of re-
tail, and retail flows have been internalized

in the UK for ages because of the way that
market has functioned over the years. Be-
cause of that extra internalization of this retail
flow, you would probably have different prod-
uet mixes in the UK and France. Because in
France, we have a rule concerning concen-
tration of venues, which means that the re-
tail investor generally goes on the central-
ized market.”

Another development to watch is Brexit.
There is uncertainty as to whether the UK will
be a part of the single market, or how it will
be able to access European investors. Ac-
cording to the brokerage analyst, it is difficult
to tell with something as specific as the DVC
whether that will be kept when the UK de-
cides whether to simply gold-plate Europe-
an Union rules to be 100 percent equivalent
on the day of Brexit, or to pursue its own reg-
ulatory regime.

“If the UK wants to continue doing business
with the EU it is likely that there will have to
be some alignment in terms of rules, but one
thing | would say is that Switzerland is obvi-
ously not in the EU. And they have equiva-
lence. They have their own version of Mifid,
and that doesn’t include the double volume
caps,” he says.

The analyst notes that the Swiss exchange
has a dark pool based in Zurich. It can trade
Swiss stocks, but it doesn’t have volume
caps applied to it. A trader sitting in London
can trade on this venue in Zurich because it
has equivalence even without the double val-
ume cap.

Regulation

conferences, regulators seem relatively
confident that DVCs have been suc-
cessful in their implementation,” says
HSBC's Tarrant. *They are now exam-
ining secondary ramifications, such as
rises in periedic [auctions], and rises in
S volumes™

But from the markets perspective,
there is still probably bit of a hesita-
tion around the benefits that the DVC
can bring. W

“I am not saying that means UK will get
equivalence if they decided to scrap the
caps, but it is just one example to look to. |
imagine the equivalent discussions between
Switzerland and the EU, and the UK and the
EU will be very different and will take place
also,” the analyst says.

The double volume cap is certainly a
“unique measure” that isn’t found anywhere
else, according to the regulatory source. In
this respect, Brexit will be an important de-
velopment to watch.

“Of course if we had a hard Brexit at the end
of March of next year, we would then [have
a separate double volume cap system in
the EU27 system,” the source says. “"And the
UK would run its own double volume cap
system. It of course leads to funny results,
funny effects. That goes for the double vol-
ume cap but also for many other items in fi-
nancial regulation if you then tear apart a
very much integrated financial market. From
then on markets would run next to each
other, which for the time being operate on
the same regulatory framework. It is some-
thing quite complex.”

Would there be an incentive for the UK not
to stay with the DVC? “It is difficult to spec-
ulate on that given how volatile the situa-
tion seams to be at the political level,” the
source says.

HSBC's Joelle Tarrant says other non-

EU regulators have been watching Mifid |1
closely. “It's clear global regulators have
been closely watching how Mifid Il has un-
folded, particularly in the areas that had
cross-border ramifications. This will have in-
cluded the double volume caps, but we're
not aware of any who are planning anything
sirnilar in the near future.”

She notes there is some regional variation
as to how regulators view dark trading, and
that the implementation of the DVC in Eu-
rope should provide “an interesting case
study for them to review.”
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Despite stepping away a number of times, Peter Noll
finds himself constantly pulled back into the financial
services industry to mentor the next generation of
>TOs. By Emiilia David

When Al Pacino said,

“1 thought 1 was out, then they pulled me back
in,” in The Ceodfather 111, you wouldn’t think it
could apply to financial technology. But Peter
Noll, CTO of Boston-based Acadian Asset
Management, thought he was already retired
from the financial services industry when the pull
of shaping the next generation ot technologists hit
him with tull force.
“When [ came back to Acadian, there were
two things | missed: I missed leading people, and
I missed developing people,” Noll says. “Doing
consulting, it's very much by yourselt, providing
advice, but development of people is something
I always took very seriously, and I actually
derive more satistaction from developing
talent than just about anvthing else.”

Noll took on the t'|LIHL‘:'I;;t‘ of mentor
ing employees with aspirations of becoming
CTOs or chief information officers (CIOs)
and bringing about greater change in the
companies they work for as well as the finan
cial services sector as a whole. And he did
this on top of the myriad responsibilities he
assumed as a top executive, including helping
to lead a technology transformation at a major
asset manager,

“I set a goal for myself about 15 years ago
to develop 12 CIOs for the industry,” he says.
“I won't tell you who they are, but I've done
nine, I've got three left to go, and 1 think all
three are here in Acadian. So when [ retire for
good, my intention is that the company picks

sood choices,”

[the next CIO] from about three g

he adds.

Throughout his years of molding young
talent, Noll says he has seen many people start to
develop the traits of good leaders. And mentor
ing is something Noll knows is important in an

Peter Noll, Acadian Asset Management ; _ ; ) ; _‘
industry that perhaps doesn’t always provide the
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opportunities o “Nl\.l”tl experience

and knowledge sets. Over decades of

working in the financial technology
sector, Noll has dabbled in software,
hardware and pure finance, develop
ing an understanding of what exactly
companites are looking ftor. This

experience has shaped his view of

financial technology and the work
involved to get the industry to where

it needs to be in the modern age.

Boston Born
Born and raised in Boston, Noll
developedan interestin data and tech

nology as a student of markert research

and advertising at the University of

I hode Island, at a time when, he says,
not many colleges were even offering
computer courses, Upon graduation,
he started his career working in the
minicomputer industry where he was
able to get exposure to technology by
working for Burroughs, now Unisys,

He says the experience helped
him learn a lot about technology and,
crucially, how businesses were begin-
ning to use it, “When [ was getfing
out of college, there were only a few
choices for employment ac the time,”
he says. “You either worked for
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Procter & Gamble to help sell soaps

or something like that, or you ended
up working for one of the phone
companies  or the minicomputer
industry that was just starting up. So
I ended up working for Burroughs,
which was a dominant player in the
electronic bookkeeping business back
in the 19605 and 19708,

I'he job was to sell some of the
first commercially available comput
ers to small firms and “mom-and-pop
shops,” he says. “lc was a hodgepodge

of different industries, so it was a

great learning ground in terms of

learning technology, how companies
benefited from computers, how to
implement them and how to train
people to use them,” he adds.

Noll says he has always been

hired by his customers, which s

how he transitioned to working in
the financial services industry from
minicomputers, Following his stint
at Burroughs, he moved first to
Data Architects, then to Tandem
Computers, before finally moving
fully to finance when he started
wnlkin; for State Street, which hired
him after he helped set up electronic

wire transter Systems tor the bank.

“As our cloud adoption
increases, we have the
opportunity to put more of
our staff to work solving
business problems and
providing solutions to the
business, not just running
hardware and software.
We're really trying to figure
out how to train our staff
in different things so that
as time goes on our people
become more adoptive of
our future needs.”

He spent the nexe 10 years ar State
Street as a senior vice president tor client
integration, before moving to MIS,
where he was one of the senior man
agers reimaining after then-New York
Attorney General Eliot Spitzer alleged
the firm had permitted trade abuses.

After MES, Noll decided to take
more time for himself and chose a
“semi-retirement,” although it didn't
stick, Having always been an athlete,
he could often be tound playing golf,
satling, or spending tme with his
family, but this period out of work

led him to end

by his own admission
up “playing more golfthan I enjoyed.”

He therefore decided to re-engage
with technology, In between rounds
of golf, Noll and a friend founded a
consulting business where they would
advise companies on their technology
strategies, Through chis consultancy,
Noll met with executives from Pioneer
Investments where he ultimately came
out of retirement by agreeing to work
as Pioneer’s global CTO, the only
US-based executive in the Milan
headquartered firm.,

After seven vears at Pioneer, Noll
hung up his CTO hat to focus on con

\ulling and went into semi-retirement



again. But once more he found the pull
of working on transformation projects
and mentoring the younger generation
too strong to resist. [t was through his
consulting work that Noll first worked
with Acadian. He was consulting with
the firm on its 'l strategy after it parted
ways with its former CT10O, when
Acadian made the decision to take him
on full-time in 2014,

Introducing Change

His strategy for identitying future
leaders is relatively simple, he says.
People within the industry don't
otten have the chance to gain experi-
ence in many of its parts. Either the
opportunity is not offered or employ-
ees get comfortable and don'’t want
to stray from their comfort zone, so
Noll actively looks for people with
the drive to gain more experience
and lets them take the lead on certain
projects. This strategy is not without
its risks—one way he and his man

agement team train potential leaders
is by throwing them straight into the
deep end on projects like datacenter
migrations, things Noll says they may
not be ready for buc have the willing-
ness to attempr.

For him, technology is the casy
part of the job. What he wants to see
from future technology leaders—and
from people in the industry in gen
eral—is the institutional knowledge
that comes with working closely with
peers in a firm,

Once Noll was permanently hired
at Acadian, he set about changing the
development and technology culture
of the company, as well as improving
some practces already set in place.

“A lot of people up to about five
years ago had always worked here
and the experience they had to rely
on was a little bit himited, so when 1
arrived [ took a different approach,”
he says. “When I arrived there were
about 35 staff and a single consultant;
we're now abourt 70 staff and abour 30
to 40 consultants, based on the project

appetite we have on any given year.”

Despite Acadian’s reputation as
being heavily invested in technol-
ogy—after all, it was one of the first
buy-side firms to start writing its own
trading models and algorithms
Noll saw an opportunity to push the
boundaries even further. Part of his
plan for Acadian 1s to guide 1t on a
multi-yvear transtformational journey
to improve its I strategy.

As a quant firm, Acadian has two
development teams: the  investment
team develops its own plattorms and
the technology team tests products.
This setup allows the investment team
to create plattorms that meet its specific
needs without the need tor lengthy
development tmes. Acadian relies on
good quality data, much like the rest

of the industry, so it has large demand

The Waters Profile

for data governance processes as well
as strong data-gathering projects. At
present, Noll has four priority projects
for Acadian: improving data govern
ance and management, streamlining
trade processes end-to-end, overseeing
a move to a new portfolio accounting

system, and cloud adoption.

Priorities

I'ransformational  projects  bring
with them attendant challenges, and
these goals are far trom complete.
Noll says it becamme important for
him to convince the asset manager
to rely more on third-party software
providers for non-core competencies
like portfolio accounting, Betore he
arrived at Acadian, the firm wanted
to build much ot its software, even if
it was not adding value for its clients.
It is now in the process of moving to
a new porttolio accounting system
after its old one was mothballed by
its provider,

Noll says Acadian, like many
firms, 1s still in the process of moving
to the cloud. He says the company
was interested in migrating to the
cloud as the technology allows it to
scale up and down for cach project
or product it releases. Moving to the
cloud also frees up technology statf’
to focus on projects wichin the com
pany, rather than constantly having
to maintain infrastructure,

Of course, this means a funda
mental change in the worktoree,
not just for Acadian but also for the
industry, “One of the factors that we
also have to think about 1s how this
changes the workforce and how we
manage that over time,” he says, “As
our clond adoprion increases, we have
the opportunity to put more of our
staff’ ro work solving business prob-
lems and providing solutions to the
business, not just running hardware
and software. We're really trying to
figure out how to train our staff in
different things so that as time goes
on our people become more adoptive
of our future needs,”
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The largest, most complex project
Acadian has to undertake 1s its data
governance, especially as it plays such
a key role in how the firm identifies
potential investments. Acadian uses
data  from commercially  available
resources but also develops its own by
finding investment signals chat can act
as indicators of performance. There 1s
an element of experimentation here,
and not everything works, of course,

For example, in 2017, Acadian
partnered with Microsoft Bing to try to
create investment signals from social
media posts. The project faled to yield
meaningful signals, however, and was
dropped, although the firm continues
to look for mnovative ways to use data.

Data, according to Noll, is an ongoing

issue that all in the fAinancial services

industry must work on improving, The

capital markets are sall behind other

industries when 1t comes to using,
gathering and storing information.
“Data 1s this industry’s Achilles
heel actuallv; and 1it’s not limited
to- Acadian,” he says, “The invest
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ment industry is a lictle bit behind
on that and ahead of many others,
but the problem has not been solved
systemically by any streteh of the
imagination. It will continue to be
an opportunity for firms that take it
seriously and invest in their data”

Moll is also working with the

o
team looking to improve the types
of data Acadian uses as the firm
embarks on extending its data stores.
I'his includes moving away from a
mainly equities-centric data model to
support different products,

Acadian 1s also exploring projects
around machine learning and artifi
cial intelhgence, though Noll points
out that these also involve good data
gathering and governance practices at
a toundational level, He estimates the
transformation projects at Acadian
will go on for at least three or four
more years, After that, it's possible
that he will not be leading the charge
for the next phase of the company,
but handing the reins over to the next

team of people he has cultivared,

Stepping Back

Though Noll has done much to
encourage the next generation of
technologists, he says nobody in his
family has tollowed in his footsteps.
His two children are already grown:
FHis daughter works 1n asset manage
ment and his son s a lawyer. His
son-in-law 1s also in the financial
services industry and works with his
old k‘lll}‘l|ﬂ}'k‘r. State Street. He _iﬂkt‘ﬁ
that he extends his CTO responsibili
ties at home because he still acts as his
family’s I'T" help desk, to the point
where he set up a remote system
like the one that his team vuses—to hx
any technology issues on his family’s
computers,

But he doesn't mind being called
up to address his family’s technol
ogy issucs. He's an engineer at heart
and still likes to experiment with
technology at home, Sometimes on
his own time he plays around with
the suggestions his colleagues give
him to investigate how they got to
the solutions and to gain a liccle bit of
knowledge himself. “I'm an engineer
by trade so T have a little lab at home
and in [a vacation home in| Cape Cod,
[ play games with storage to see whar
works, It's the only way 1 keep shop
and ensure that the people who work
for me can't mislead me. The way my
brain works, [ need some engineering
problem to solve,” he says.

Once the transformation project
in Acadian finishes, however, Noll
says 1t will be time to move on and
fully hand over the reins to one of the
people he’s mentored, perhaps finally
retiring for good. “I will gracefully go
off into the sunset when I'm finished
here and I'll be happy to do 1t,” he
says, *T've dl‘\’vlul\t‘d additional hob
bics, my kids are getting ready to start
their own families, and there will be
plenty for me to do, And 1 will still
have a couple of my labs,”

Of course, as Noll has demon
strated several times, it remains to be
seen whether he'll be our of the game

for long, W
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ETFs

ETFS: Priming the '
$5 Trillion Pu

!'

Exchange-traded funds have seen
extraordinary growth in recent years,
thanks to a confluence of investor
appetite for passive investment, a
friendly regulatory structure and
aggressive marketing from providers of
these products. Now, technology may
provide the fuel that will rocket them
into the stratosphere. By Josephine
Gallagher
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xchange-traded  tunds,  or
ETEs, are, to quote Derck
Zoolander from the epony-

mous film, so hot right now. Some-
thing is definitely happening in this
space, and 1t mirrors a wider shift in
general investor behavior,

The reasons behind this are com-
plex, including the relative simplicity
of trading ETFs and the fee structure
associated with them, as well as a
destre for diversification 1in buy-side
portfolios. But there’s more,

“I think we've seen  active
managers on the back foot over the
last few years because of industry-

wide outflows trom their products
into passive vehicles and ETE”
says Mark Fitzgerald, head of ETFE
product management, LFurope at
Vanguard.

Put simply, the growth of ETFs
looks like it isn't going to run out of
road any time soon, and that's thanks
in large part to technology's influence
over future generations of investors,
Accessibility, user friendliness, cost
and transparency are the key words
for modern investors, and techno-
logically suitable investments such as
ETFs hit a sweet spot that traditional
instruments struggle to find.



“It’s tough to deny the etficiency

of technology,” says Steve Sachs,
managing director and head of capi-
tal markets at Goldman Sachs Asset
Management (GSAM). “Particularly
as you know how certain gen-
erations—Millennials being a great
example—love to interact with that
type of technology for all aspects
of their life, and financial services

won't be any different.”

The New Age Investor
Twenty-five years on trom the first-
ever US histing of an E'TE, the passive
product has grown staggeringly over
the years, taking huge strides in the
last decade. Globally, ETFs are now
listed on 68 exchanges and across
56 countries worldwide and are
expected to soar past $5 rcrillion in
assets under management (AUM)
this year,

In 2017, the instruments—which
provide exposure for investors by
tracking indices, bonds, or a basket
of assets without the need for direct

ownership

grew by 81 erillion in
2017, or 25 percent in terms of assets
under Inflows into
TTEs $460
shattering the previous year's record

management,
reached over billion,
of $288 hillion, according to data
from State Street Global Advisors.

of the
growth over the years have emerged

Some core

drivers of

“I think we've seen active managers on the

back foot over the last few years because of

industrywide outflows from their products
into passive vehicles and ETFs.”

Mark Fitzgerald, Vanguard

from a newfound awareness of the
modern-day investor, relating to
costs, asset allocation and alpha
generation. Now, as younger inves-
tors are making more sophisticated
portfolio decisions, appetites appear
to be growing for products that
allow for greater exposure to wide
guaranteeing

ranging  scecurities,

profitable returns in a fracton of

the time—in other words, fast, casy
money.
con-

Ag'rnnling to 4 survey

ducted by US bank and brokerage

firm Charles Schwab, 91 percent of

Millennial investors would select

ITEFs as their investment vehicle of

choice and 80 percent would see it
as their primary investment vehicle
in the future.

“What we are seeing is many
investors rationalizing where they
can generate alpha themselves either
through picking securities or buying
active funds, or where they can't,
they are increasingly using E'TFs to
generate alpha chrough gecting the
asset allocation righe,” says Deborah
Fuhr, managing parener and co-
tounder at ETFGI, an independent
research and  consultancy  firm,
“Because asset allocavon delivers

about 90 percent of the variation of

the returns you're going to achieve
and that's something more investors
are likely ro ger right.”

Deborah Fuhr
ETFGI

ETFs

Unlike mutual funds, ETFs are
listed products, meaning they can be
traded on a stock exchange during
trading hours. This enables inves-
tors to have access to thousands of
securities at any one point through
a single transaction.  Vanguard’s
Fitzgerald explains that new waves
of investors are drawn to E'TTs as
they offer a level of exposure and
efficiency that traditional products
and asset managers are unable to
I'L'}'Ilit'nl[t‘.

“So an institution, for example,
might spend several hundred mil-
lion dollars, curos or pounds on a
given exposure, whereas individual
retail investors could buy that same
product and invest maybe a few

“And
the key thing: They pay the same

hundred.” he adds. here’s
amount, and that 1s very unusual.”

With wised-up investors honing
in on price and performance, it's dif-
ficult to deny the visible shift from
active portfolio managers, who are
paid large fees to outperform the
marketr, 1nto passive instruments
such as E'TFs, which are purchased to
track an index at fraction of the cost,
The past several vears has scen the
fight to passive intensity, enriching
the likes of ETF heavyweights such
as BlackRock and Vanguard, and
dragging the spotlight away from
active portfolio managers.

“They're going to have to try
to be better at outperforming and
I suspect many of them will not
persist into the future, because
now the cat's out of the bag around
costs,” says Pitzgerald, “These types
of conversations are raking place
every day and I don't think people
are going to wake up and forget
the power of cost, transparency and
understanding what you're buying.”

But cost alone s not the only
driver  for  modern  investors.
Transparency has claimed a fromt
months  because

seat  in recent
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ETFs

regulatory steps taken in Europe.
The revised Markets in Financial
Instruments  Directive (Mifid 1),
which came into effect on January 3,
has been a champion for transparent
pricing products and the disclosure
of investor costs. In other words, the
regulatory pendulum appears to be
swinging in favor of products such

as E'TTs. Although the effects of

regulations have yer to fully bed in,
some say the latest shift has already
nudged ETFs to the front of the
queue for professionals secking to
muake hassle-free investments.

“I would argue most regulation
is favorable to ETFs because they
are  broadly distributed  products.
So anything that lowers the bar-
broader
intormation—when you use Mihd

riers to

I1 to standardize how information
can be disseminated and through
what mechanism—actually makes
it casier for someone who 1s trying
to scale their business life,” says
Michael John Lytle, CEO of Tabula
Investment Management.
Additionally, on the US front,
the ETF industry has been given a

green light in terms of relaxing of
rules surrounding the approval of

ETE products. In late June this year,
the US Securities and Exchange
Commission (SEC) voted to propose
modernization of the regulatory

ETFs,
currently obliges creators of a new

tramework  around which
product to apply for an exemp-
the Investment
1940, GSAMY’s

Sachs says the proposed ruling will

tive order under

Company Act of

help create a level the playing field
for ETE providers in the US and

enable a clearer understanding of

the nuances between ETF and other
traditional products,

“Broadly speaking it does help
to turn a quilt inte a blanket,” he
explains, “Before it was this patch-
work of all these rules, regulations
and interpretations, and [now| chis

dissemination of

will help turn it into a cohesive
framework for ETFs. It
answer all the questions but it cer-

doesn't

tainly is going to clarify a lot of

things that has always be a bit of an
issue for ETF issuers.”

But new-age
alone in their quest for quick, cheap
and hassle free
the years developments in technol-

investors are not

investments. Over
ogy have been made to modernize
the ETT space and drive this product
into the 21st century.

Digital Advisors
With the newest generation of inves-
tors entering the fray, robaotic advisors
have been touted as one of the core
reasons for growth in the ETE indus-
try over the last decade. Following
years of development, research has
shown that Millennial investors have
been keen to adopt automated advi-
sory services to build portfolios and
make important investment deci-
stons. Using data and algorithms, the
robo-advisors manage and fill port-
folios, commonly using low-cost,
low-risk products such as E'TTs,

GSAM’s Sachs explains that as
far as technology advancements go,
robo-advisors have played a key role
in the uptake of ETF investments.
He highlights that “current market
condinons” coupled with “demo-
graphic trends” of new investors
have been significant drivers in its
SUCCEss in recent years,

Since the advent of robo-advisors
in 2008,
crisis, demand for cheaper alterna-

following the financial

tive to traditional advisors has grown
steadily over the years. According
to Statista.com, digital advisors cur-
rently have $1.5 wrillion in assets
under management and are projected
to reach a massive $4 crillion by 2019,
doubling that again by 2020,
ETFGI's Fuhr further explains
that investors are using robo-advi-
sors on a regular basis to make better
informed investment decisions tai-
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Gavin Nangle
State Street
Global Advisors

Michael John
Lytle

Tabula
Investment
Management

lored to their circumstances. The
robotic platforms operate by pro-
cessing vast amounts of data—ofien
too difficult for a human to con-
sume—to provide in-depth market
knowledge and portfolio options.

“So they go to a robo to think
abourt asset allocation and what kind
of products they buy,” she adds.
“They may not give their money
to the robo, but now they're in
empowered to have conversations
with someone about how and where
they might invest and often they
will use E'TFs.”

In a bid to modernize ETTs and
streamline  trading  processes  and
practices, providers have also taken
significant steps  to update  their
technology to digital and automated
systems, Struggling to keep up with
the growth of the E'TF space over the
years, investment firms arce only just
getting around to upgrading their
systems and transterring their data
to modern technologies—to  date,
they have often relied on emails and
Microsoft Excel spreadsheets.

Gavin Nangle, head of asset
manager solutions at State Street
Global Advisors, explains that the
bank 1s currently in the process of
ETF

across the wider business in an effort

automating s technology
to improve efhciency and enhance

transparency between issuers and
investors, He says the firm is also
developing an ETF portal chat will
enable investors to access their data
through a State Street placform.

“The ETF products and our
efforts toward diginzation, auto-
mation, and provision of increased
real-time  transparency into  the
calculation process, the interaction
with investors, and interaction with
the community—all of cthat stuff
15 hugely important for what we're
doing overall,” he says.

Bur now, as asset management
firms are just coming to grips with

modern technologies and upgrading



their systems, the onset of emerging
technologies and the appetite for
alternative products are flickering
on the horizon.

New Tech Era

As dollars pour into E'TFs at a furious
pace, buy-side firms are fully aware
of the opportunities that emerg-
ing technologies can offer. Smart
algorithms and artificial intelligence
(A1) have been widely deployed in
multiple areas across firms to facili-
tate trading analytics, surveillance
and regulatory compliance, to name
a few areas. Industry experts believe
that technologies such as machine
learning can be used process vast
amounts of ETE data and apply it to
tasks such as trading analysis, asset
allocation, the creation of indices
and tracking securities.

Tabula’s Lytle says Al technology
works best in areas of the market
that are already rich in robust data.
One example is the equities market,
where vast amounts of data on the
underlying securities being traded
are widely available on exchanges
New  York  Stock
Exchange or Nasdag, as opposed

such as  rthe

to less-liquid markets where patchy
data and gaps in analysis are more
likely to occur,

“The idea with Al is that you
can actually give enough informa-
tion to a machine so it can make a
decision, and 1t can make a better
decision perhaps eventually than a
human being can,” he adds "1t 1s a
tip-of-the-iceberg sort of thing; it's
only possible in the most data-heavy
environments,”

SALIENT POINTS

Steve Sachs
Goldman

Sachs Asset
Management

Other  emerging
which have dominated the industry’s
attention over recent years include
blockchain  or  distributed-ledger
technology (DLT). In the US,
heavyweight investment firms such
as Vanguard are currently experi-
menting with the use of blockchain
to transmit accurate index data. Seill
in its nascent stages, the technology
could be developed to create a global

technologies

network connecting thousands  of
constituents and recording multiple
calculations.

“Imagine all the calculatons for
all the characteristics of each of those
constituents for that one benchmark
and then imagine you've got lots of
benchmarks in trying to  transmit
this data accurately, says Vanguard's
Fitzgerald, “Blockchain could be very
interesting for making that process
hyper-accurate. So that’s an interest-
ing story developing—early stages,
but that's out there”

In recent weeks, the prospect of
a new type of ETF product has ruf-
fled feathers across the industry. In
late June, Vankck teamed up with
SolidX to file their third bid with the
SEC to hist a bitcoin ETTF on Choe's
BZE exchange, dividing opinions on
whether the industry was ready for a
new wave of digital products.

“I don't think from a regulatory
perspective  they  have their  heads
wrapped around it enough” says
GSAMYs Sachs, 1 think questions still
remain in the crypto space in general.”

The primary concerns surround-
ing an ETF product invoelve arcas such
as liquidity, price valuation and cus-
tomer protection, The SEC is expected

ETFs.

to take eight months to decide its ver-
dict on the latest application to allow
for a thorough assessment,

“Its going to be pretry tough for
me to buy a crypto ETFif Tknow thata
certain amount of the value could pos-
sibly vaporize overnight due to theft,
because that's not a problem that I have
to think about as it relates to holding
stocks, bonds, commodities or things of
that nature,” Sachs says.

(For an in-depth look at Vankick's
efforts to kick-start cryptocurrency ETTs,
see page 320)

What's on the Horizon?

Now, as modern investor appetites,
shifts, and
advancements pave the way for further

regulatory technology
growth in the ETE space, some ques-
One
concern relates to the Hood to passive

ons still remain unanswered.
investments and the possibility ot creat-
ing a bubble. As E'TTs cover multiple
securities it is vet to be seen how this
may impact the wider markee and
regulators are keeping a watchful eye
on the activity.

Ome of the most common perspec-
tives from market participants is that
education is key to trading E'TTs and
understanding its impact on the wider
market.

“For many it's about becoming
educated,” say ETEFGIs Fuhr, “Wich
ETFs you have to learn about how
when and where to trade them. |1
think that's an added thing—because
there are so many different product
benchmarks to understand. So [ think
you need to do your homework, you
need to come up with a due diligence
tramework to compare and select
ETFs just like you would compare in
selecting a mutual fund.”

As tor whether some of the wilder
predictions in the market, such as ETFs

= Kay drivers of ETF growth are arising from
the rising appetite of Millennial investors,
regulatory shifts and technology advance-
ments.

* Robo-advisors and digitization are also

breathing new life into the ETF space reaching an AUM of $20 trllion in the
next few years, come to pass, ome will
tell. But with the confluence of investor
appetite and technology, they're clearly
well on their way, W

= Developments in Al and blockchain show
promise for the future and the potential of a
bitcoin ETF lurks on the horizon.
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Bitcoin

A new application to list a bitcoin ETF
has reignited the debate over these
products, but traders say the solution is
far from easy. By Anthony Malakian
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f at first, you don’t succeed, try,

try again,

In late June, Vankck, which
has 537 US-listed  exchange-traded
funds (ETFs), applied for the third
time to list a bitcoin ETT, its previous
two proposals having been shot down
by the US Securities and Exchange
Commission (SEC). For this iteration,
the money manager is partnering with
SohdX and the product—the VanEck
SolidX Bitcoin Trust, under the ticker
XBTC—would trade on Choe's BZE
exchange.

The company 1s hoping to suc-
ceed where several others have failed
by targeting the offering to institu
rional and accredited investors, with

cach share costing approximately

$200,000, says  Daniel  Gallancy,
CEO  of SolidX, a blockchain
provider.

“|'T'he share price| was primarily to
address the SECs concerns around what
they refer to as Main Street, mom-and
pop investors; the SEC 15 concerned
about retail customers investing in
bitcoin,” he says, “We heard those
concerns loud and clear, and the way
that we addressed those concerns is
by increasing share price to around a
$200,000 price level, bearing in mind
the fluctuation in the price of bitcoin.
lhereby, 1t becomes a product that s
accessible to insotunions and accredited
investors. [oes that mean that de facto
retail investors are precluded? No, but
it also increases the likelihood that only



s L

mvestors that are accredited are invest-
ing in the product.”

Additionally, the product will be
insured against the loss or theft of bit-

coin by the trust, up to a maximum of

$10 million. The insurance will cover
the loss of bitcoin in the case of thett,
destruction,  bitcoin lost in transit,
certain hacks, and the loss of numeri-
cal codes known as private keys, which
are necessary to access the bitcoin held
by the trust, according to a regulatory
filing with the SEC.

"By obtaining the insurance,
what we're doing 15 mitigating the
operational risk around the truse ‘cus-
todying™ its own bitcoin,” Gallancy
says. “In our view, this is superior
to anything else in the marketplace
right now because the rtraditional
custodians—along the lines of BNY
Mellon, Northern Trust, US Bank,
State  Street—they’re not  custody-
ing bitcoin. That may change in the
future—and that's great; we would
invite that—Dbut currently, our posi
tion is that given the insurance that
we've obtained, we provide a mean-
ingful mitigation ot the operational
risk associated with holding the pri-
vate keys associated with bitcoin,”

The physically backed fund will
track an MVIS bitcoin index, which 1s
monitored by Vanlick subsidiary MV
Index Solunons, BNY Mellon will
serve as the administrator.

While Vankck has tred twice
betore to launch a bitcoin E'TE, SohdX
was also rejected by the SEC last
year when it tried o launch its own
exchange-traded  bitcoin product.
Gallancy says that wich this application,
the truse is also looking to quell the
SEC's concerns over pricing.

“We had been using a price index
with constituent  components  from
various bitcoin exchanges around the
world,” he says. “Although that price
index made a lot of sense, the SECs con-
cern was that those bitcoin exchanges
were not regulated in the traditional
sense and that the consequence of that is
that if there were manipulative activiry

on those exchanges and a lack of sur
veillance, and there s no accountabality,
how do you protect investors from that
sort of activity? We heard them loud
and clear”

MVIS, he contends, is a well
estabhished index, comprised of pricing
tfrom various over-the-counter (O'1'CY)
desks that trade bitcoin, and those
OTC desks are voice desks in the
US, meaning they are very clearly
under the jurisdiction of US regula
tory agencies. “If ever there were any
concerns about misbehavior in terms
of pricing, it’s very, very clear as to
who you would call,” he says. ““There's
no ambiguity here, Desk A, Desk B,
Desk C and those desks are rading as
principal.”

The SEC did not respond to a

n'qucsl for comment.

Long Road Ahead

Even as Vankck and SolidX team up
to strengthen their pacch, the applica
ton faces an uphill battle, and there
are those who are skepuical as w
whether this application will swing
the SEC in their favor,

John Hyland spent 10 years over
seeing the creation, launch, and rollout
of the firstand largest crude-oil ETFin
the United States (USO), and natural-
gas ETE (UNG), while serving as the
chief nvestment officer of United
States  Commodity  Funds,  Earlier
this year, he joined Birwise Asser

John Hyland
Bitwise Asset Management

Bitcoin

Management, a cryptocurrency index
fund, as its global head of exchange-
traded products (ETPs). He described
the $200,000 threshold as being “a bit
of a gimmick™ and says that he’s “not
sure the SEC goes for it as a major step
forward.”™ But for him, the more curi-
ous addition 1s that of insurance.

“That will likely give the SEC
even more pause,” Hyland says. “The
details of the insurance in the filing do
not inspire me with confidence and it is
not exactly like Vanlick could not just
arrange for third-party custody—you
know, like every single other E'TE in
the US. Sure, getung custody from a
third party, regulated under either US
bank law or brokerage Law, is expensive
since only a few firms quality, but it
is not impossible. 1 would give credit
for Vankck thinking outside the box,
but 1 don't know that this materially
improves their chances of being live
any sooner than other [33 Act] filers
looking to hold physical coins, [such as|
the Winklevoss twins.”

Maxim Nurov, fund manager of
Black Square Capital, a Washington,
DC-based hedge fund that invests
exclusively in the crypro space, says
that while he thinks this application
has a stronger chance to succeed than
previous attempts, he believes that the
nascent bitcoin futures market needs
further time to mature before the SEC
will pull the trigger on biccoin ETTs,

“Compared to previous applica
tions, this application has a higher
chance [of approval] for sure, but it's
probably too early to approve [this ET1
product],” Nurov says. “For gold, oil
and stocks, it ook hke eight to 10 years
for the SEC approval of the ETF prod
uct atter the futures were approved., So
it's probably oo early,”

Dmitri - Nemirovsky, a co-
founder of Solid X, on the other hand,
says it will take the SEC about eight
months to decide on their applica-
tion—and he expects the regulator
to take the full eight months—so
that by the time the agency issues
its verdict, it will be February 2019,
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“By the tme the SEC rolls around
to making its decision, in our view
there will be a significant derivatives
market for bitcoin,” he says,

There are also those in the crypto
space who believe that traditional Wall
Street practices will not be appropriate
in the crypto space, or will yield disap-
pointing results, thus hampering the
industry in the long term, For example,
Zach Hamilton, managing partner
at Airfoil Capital, an investment firm
focused on crypro assets, says simart
contracts serve the same purpose as that
of an ETT.

“Diragging traditional finance back
into the crypto universe s counter-
productive,” he says. “Smart contract
solutions can do exactly what ETTs do
but with tiny fees, no custodian issues,
pertect transparency and instant liguid-
ity. [ see a lot of Wall Street trying o
play the same old game when in reality
the world s changing around them.
Crypto is new, so it's not going to fit
neatly into existing boxes; it’s like
trying to put traffic lights in the sky for
airplane tratfic.”

IN THE ETHER

While bitcoin is likely to serve as the under-
lying instrurment for what will eventually be-
come the first crypto ETP to be launched in

Counterpunch

Many have tried to get the SEC to
embrace their vision of a bitcoin ETF,
and many have failed. VanEck filed its
first application in August 2017, before
withdrawing it because bitcoin futures
had vet to be launched. That situation
wuas resolved when, at the end of the
year, both the Chicago Mercantile
Exchange Group (CME Group) and
Cbhoe Global Markets launched their
tutures contracts on bitcoin. As a result,
Vanlck put forth its second attempt,
but withdrew the application a month
later—along with several other ETF
providers—at the request of the SEC as
the agency tried to assess the market-
place after the launch of futures.

For SolidX, it attempted to
launch an ETP on NYSE Arca and
filed tor a rule-change in February
2017, bur the SEC denied that appli-
cation, “because 1t does not find
the proposal to be consistent with
Section 6(b)(5) of the Exchange Act,
which requires, among other things,
that the rules of a national securi-
ties exchange be designed to prevent

The key to seeing other cryptos becoming
appropriate for the exchange-traded prod-
uct world is whether or not they fall under

the US, the door will be open for others to
follow—whether that happens in 2018, 2019,
or beyond. The favarite to follow bitcoin, ac-
cording to sources, is ether, which was—

as noted previously—boosted by the SEC's
William Hinman's statement that “the pre-
sent state of ether, the Ethereum network
and its decentralized structure, current offers
and sales of ether are not securities trans-
actions.”

One source at a US exchange says that while
Hinman's statements on bitcoin “were inter-
esting,” the company was “more engaged
with his discussion of ether.”

Airfoil Capital's Zach Hamilton said he's look-
ing to Gemini for what would come next, be-
yond bitcoin. “Any asset liquid enough could
conceivably work,” he says. “l would look at
Gemini for what could come next. They are
leaders in the space, in my eyes, especially
with their ZEC listing.”
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the SEC's definition of decentralized, says
Bitwise Asset Management's John Hyland.

“Assuming that coins other than bitcoin are,
or become, decentralized enough and have
enough volume and interest, yes there will
be ether ETFs and ripple ETFs and litecoin
and bitcoin cash and on and on,” he says.
“There are already both bitcoin and ether
ETPs listed in Europe. We, in fact, current-
ly operate a private crypto index fund that
holds 10 different coins and we have plans
to htgve_a listed version in Europe and else-
where.”

The key from Hinman's remarks, says Hy-
land, was that a coin that could be deemed
a security at inception and, in particular, an
unregistered security, but it “could, in fact,
stop being a security. This has a lot of im-
pact for many other coins such as ether
and ripple.”

fraudulent and manipulative acts and
practices and to protect investors
and the public interest.”

And one of the more headline-
grabbing applications was  that  of
Cameron  and  Tyler Winklevoss—
otherwise known as the Winklevoss
twins, who are the founders of Gemini,
the digital asset exchange, Winklevoss
Capital attempted to list an ETP that
tracked bitcoin on what was then Bats
Global Markets’ BZX exchange in early
2017, and Bats subsequently filed a rule
amendment to allow the listing with
the SEC, which was rejected on March
10. The regulator cited concerns over
the sophistication of bitcoin’s market
structure and its vulnerability to abuse,

However, the SEC announced on
April 24 that it would reconsider its
initial decision, following a petition
by Bats. In that appeal, the exchange
described the SECs concerns as “over-
stated and  largely theoretical”™ “The
issue s still under consideration,

Adding to the ETT woes, in various
public statements, SEC officials have
mentioned concerns over the bur-
geoning asset class’s high voladlicy and
liquidity concerns around redemptions.

The crypto space, as a whole,
has  largely  been  the domain  of
the  Commodity  Futures  Trading
Commission (CFIC) in the US, after
it determined that biecoin fic the defim-
tion of a commaodity in 2015, The SEC
has not looked to push back on this so
far, but 1t holds jurisdiction over listed
products such as E'TFs, and has weighed
in on how 1t regards cryptocurrencies
in the past.

Despite hesitancy to hicense prod-
ucts, both agencies have been generally
bullish on the potential applications of
digital currencies. In fact, while speak-
ng at a conference 1 San Irancisco
in June, William Hinman, director of
the division of corporate finance at the
SEC, made it quite clear that, ar this
point, bitcoin and the other big cryp-
tocurrency, '..".'h("l". are not securities in
their own righr,



“Putting aside the tundraising that
accompanied the creation of ether,
based on my understanding of the
present state of ether, the Ethereum
network and its decentralized structure,
current offers and sales of ether are not
securities transactions,” he said. “And,
as with bitcoin, applying the disclosure
regime of the federal securities laws
to current transactions in ether would
seem to add little value.”

Hinman did, however, add that this
determination did not necessarily apply
when cryptocurrencies were packaged
into investable instruments or funds, in
which case the Howey Test—a tunda-
mental picce of case law that determines
the status of investments as securities—
would need to be reapplied.

Chris Concannon, president and
COO at Choe Global Markets, noted
at the time that the decision “clears a
key stumbling block for ether futures,
the case for which we've been consider-
ing since we launched the first bitcoin
futures in December 2017.°

(For more on the potential for other
crypto ETEs in the US outside of the bitcoin
.\'phrn'. see box on }'qu’(' _’4_)

Cboe and CME's attempts to create
a bitcoin futures market were major
steps forward in the push for the even-
tual launch ofa bitcoin ETE. Butits sull
carly days, traders say, and there are sull
hurdles.

Is It the Right Time?
Barring a catastrophic event i the
crypto space, it's not a question of “it™
bitcom ETEs become a reality, but
“when.” Bitwise's Hyland, while skep-
tical of the VanEck filing, handicaps the
odds of a US ETP in the crypto space
launching as such: 15 percent in 2018,
60 percent in 2019, and 25 percent in
2020 or later,
Back in

Commuodity

Us

considered

2013, while at
Funds, he
building a bitcoin ETE He decided
against it because the ETF ecosystem
would not support it, but that has
changed, he says.

Maxim Nurov
Black Sg

Capital

uare
|

First, he says a number of major
ETF market-making shops are set-
ting up crypto trading desks, while
some of the biggest stock exchanges
are, at the very least, considering
opening their own digital currency
exchanges, Even the incumbents,
long stereotyped as being cowboy
operations run from dorm rooms
and garages, have stepped up their
game in recent months by deploying
institutional-grade trading tools and
surveillance software.

“Thus, a crypto ETF, and its
market-makers,
transact on platforms that have simi-
lar regulatory status to what they do
with equities. This will all happen
this year, or next year at the latest,”
he believes. "This also means that
reliable third-party pricing will be

will be able to

available for setting indicative net
asset values (INAVsS) and NAVs.”

He also says advancements have
been made in the custody space.

“The *big five’ ETF custodians
are looking at—Dbut not yet jumping
into—offering the service,” Hyland
says. “However, 1 spent half an hour
last month talking to one ofthe three
largest ETE custodians, and 1 think
the way forward tor them will be to
hire existing regulated custodians,
like ours, as ‘subcustodians’ while
they build up their own expertise.
That solves one major issue  for
the SEC. Of course, any ETFE that
holds futures or swaps on the coins,
and not the coins themselves, could
already be “custodied’ by any one of
the ETE custodians that also handles
futures-based commodity or cur-
rency ETFEs.”

Finally, he says produces outside
of the US will serve as the proving
ground for ¢rypto ETPs in the US,
The SEC’s Division of Trading and
Markets has expressed concerns over
how these instruments will behave
in real lite situations, and Hyland
notes that four already exist in
Furope with $500 million 1n assets

Wi

Bitcoin .

under management, the oldest being
an exchange-traded note listed on
Nasdaq Nordic by XBT Provider,

“Unless these funds have some
sort of major failure to function
as ETPs, this will actually be the
SEC’s live experiment,” he says. “So
I think we ger them sooner rather
than later, but [ also think that if we
don’t see any action by the SEC in
the next month or so, we'll jump to
2019 and beyond. I don’t see the SEC
going from red light to green light
anytime near the [US November|
midterm election, It will make them
gun-shy.” As this issue went to press,
Bitwise filed its own application to
list a bitcoin ETL

Chris Yoo, pertfolio manager
tor Black Square Capital, says that
whether or not Vankck and SohdX
are successtul, their application will
be important in pushing the indusery
toward the realization of a bitcoin
ETF in the US.

“If it passes, it can be applied to
other assets, but even it e fals, 1t can
show what needs to be improved.”
he says. And to Hyland's point abour
Europe embracing these products,
Yoo says that “what we see in the US
can also be replicated from the les-
sons learned from other countries, so
that 1t’s not just a national phenom-
enon, but it goes to a global level.”

But ETFs
are secemingly inevitable, it will be

even  while  bitcoin
umportant to avold irrational exu-
berance, Airfoil's Hamilton says,

“I think whoever gets the first
ETE through the process 1s going to
see a huge swell in AUM, but hope-
tully the investors know what they
are investing in, and that the entire
purpose of the crypro market is to
move past these wory towers that
people have worked so hard to pre-
serve,” Hamilton says. “I think Main
Street investors deserve access to this
asset class, bur they need more edu-
cation, rather than more financial
produces,” W
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Anthony Malakian

A New Day

As environmental, social and governance data is finding a home on
Wall Street, Anthony believes the next wave of useful information will

he problem with talking about
climate change is that it’s hard
to keep people tfrom darting
to their particular political corners.
This is a subject that demands hard
analysis and the removal of emotion,
even if the effects of climate change
are emotional. Perhaps that’s why it’s
a subject that can work well on Wall
Street, which, by design, 1s cold and
calculating.
While many in
don’t like to be so blunt about it, the

the industry
entire objective of trading is to make
and protect money. The reason why
environmental, social and govern-
ance (ESG) data is increasingly being
incorporated into  the 1nvestment
decision-making process is because
there's a litany of academic rescarch
ouit there that shows that companies
with superior performance on mate
rial sustainability issues outpertorm
firms with inferior performance on
these issues,

Soitis that climate change data—

which falls under the “E” category of

ESG—is being incorporated into the
mvestment process at more and more
investment houses, 1 wrote a feature
on this and spoke with representatives
from Man Group, UBS, Deutsche
Bank, Axa and the European Bank
of Reconstruction and Development
(see page 12).
Theyre  all  using  climate
change datasets from an increasing
number of vendors in myriad ways.
I'hey use this information to both
manage a portfolio’s risk exposure
to chimate-related events and to seck
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come from climate change data.

out companies that could stand to
benefit

yes, benefit!—from climate

change.

Forget the Politics
One thing that 1 didn’ hit on in the
but talked to

about was whether or not investors

feature cach source
need to worry about changes in

political regimes across the world,

&

While Trump'’s about-face on the environment
has been disheartening, there's more climate
change data available and, thus, investable.

Will money
trump politics on

climate?

C U at
waterstechnology.com

As an example, in the US, President
Barack Obama
energy, raised fuel efficiency stand

pushed for clean

ards and formally entered the Paris
Agreement.  Meanwhile,  President
Donald Trump has backed the US
out of the Paris Agreement, disman-
tled Obama'’s Clean Power Plan and
has pledged his support tor the coal
industry. Omne election led to a 180-
degree turn,

Rob Furdak, the chiefinvestment

officer of Man Numeric, the quan-

titative t't]ll!l)“ i]l'r]l'l.l;.:l‘l]ll‘nl arm of

Man Group, told me that no matter
the politics, it’s a provable face that
storms are becoming bigger and more
costly, and drastic weather events—
such as extreme heat, which leads
to more forest fires, similar to what
we're seeing 1":2,.:]" now in Greece—
are leading to more catastrophic
events. Investors aren't going to care
as much about the whims of politi-

cians as they are about managing risk
in their portfolio.

“It’s generally our experience that
investors have two  priorities:  They
WAL tO generate sSUperior excess returns
and they want their investments to
make a difference in the future, [ think
ESG tries to marry those two,” he says,

Craig Davies, head of climare resil
ience investments at the European Bank
of Reconstruction and Development,
says you just can’t ignore the effects
of climate change anymore. “It's just
undeniable now,” he says. He notes that
even as the Trump admimistration has
repealed some of the environmental
gains made under Obama, the private
sector, along with some cities and states,
are taking the reins,

“T'he market is really taking this
issue seriously. So the political signal
of whomever happens to be in power
at the tme matters less, The US 152
really good example of this,” Davies
says. “When you get enough market
action, it sorc of means thar you don't
rely on the government to give vou
the signals and instructions much
anymore.”

While Trump’s about-face on the
environment  has  been  dishearten
ing, there's more climate change data
available and, thus, investable. I'm not
naive enough to think that Wall Street
wants to do what's good for the planet
by investing in companies that are
green or pushing boards of directors
to change policies and embrace mate
rial sustainability pracrices, bur every
now and again the hunt for alpha can
have positive side effects, W



James Rundle

Even as the political front collapses in the battle over Brexit,
companies are quietly making preparations for when (or,
perhaps, if) the UK leaves the European Union. James finds, ﬂgﬁi’sﬂﬁbnn@ i
from those he talks to, a mix of exasperation and resignation.

Will tech amplify Brexit’s bite?

For more informe

back

“ ight, boys, what is the
plan then, really?™ a sen-
ior ex-UK government

othcial asked recently, when invited to
come back to the Home Office fold to
help the UK with its impending divorce
from the European Union. “And don't
tell me its a blank piece of paper with
*Brexit” written at the top.”

The story, as relayed to me, had
the panel ot three civil servants who
were interviewing this particular per-
son looking at each other with nervous
grins in licu of an answer. Needless to
say, the person in question declined the
mvitation and instead took a sensible
private-sector job, far from the madness
currently engulfing Whitehall,

Outside of the Home ()H-Il'l', the
UK financial sector is more or less doing
the same, albeit quictly. Few inquiries
to media relations folks seem to gener-
ate as much irritaton as those secking
confirmation that company X has reg-
istered new entities in country Y, even
though they have perfectly servicea-
ble facilitics in London. [ts become a
tresome hietle dance between journal-
1sts and press officers—everyone knows
that you're going to have to be in the
EU27 come March 2019, but few want
to admir thae they're jumping ship,

Not that the UK negotiating team
has done much to inspire confidence,
of course, initially making wild prom-
1ses that the country will somehow be
allowed full single-marker member-
ship without any of the other elector-
ally unpalatable freedoms of the EU,
like unrestricted migration.  Then,
just as England prepared to lose spec-

tacularly to Croatia in the World Cup
semi-finals, the UK Brexit minister
unceremoniously quit, followed by the
toreign secretary, both of whom could
be called architects of the Brexit vorte,
and have once again run away atter set-
ting fire to the house.

Clear favorites are beginning to
emerge among firms, and none of them

are located within striking distance of

_

It's possible that a sad future awaits London
as little more than a commuter belt to
Brussels, Amsterdam, Paris and Dublin.

the Home Counties. The Depository
Trust and Clearing Corp.,, for instance,
recently announced it was setting up
shop in Dublin. Bloomberg, Market
Axess, Tradeweb and others have all
picked Amsterdam as their bestemming
van preferente, while Frankfure and Paris
are eagerly dancing around London's
dinner table, ready to catch whatever
falls their way,

London’s position as a financial
center existed long before the UK
joined the then-FEuropean Economic
Community in 1973—10 years after
the French scuppered its first application
in 1963 and its second in 1967, But the
situation seems somewhat bleak now—
yes, English law is still the preferred
Jurisdiction under which finance is
governed, and yes, English 1s stll
the international language of busi-
ness, But there’s no Imperial might
to back London these days as a hub

of trade, no heavy industry that isn't
reliant on foreign investment, and very
little outside of the tertiary and quater-
nary economics to otfer,

Spare a thought, too, for those
locations outside of London that were
once so important to big US firms—
Bournemouth, Chester, Wrexham to
name a few—which will surely be on
the chopping block long before the UK
headquarters goes.

The singular lesson that Brexic
should have taught is that technology
has made geography largely meaning-
less. Servers can be provisioned at a
moment’s notice, and office space can
be moved overnight, assuming it has a
strong enough internet pipe.

Indeed, it's possible that a sad future
awats London as lietle more than a
commuter belt to Brussels, Amsterdam,
Paris and Dublin—a httle infrastruc-
ture here, a token othice there, but the
real action is happening in the destina-
tion, not in the terminus. And even it
the final “deal™ is put to a vote and the
UK remains in the EU, there’s likely
to be a dove to diversify geographical
concentration regardless. No one wants
to be held hostage to the internal pol-

itics of a governing party agiin, not
when the stakes are this high. And
thanks to the wonder of cloud, the
internet, and every other rechnolog-
ical marvel we've created .., well,
they don't have to be. W
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Schwab, E*Trade, TD Execs Join
SIP Advisory Committee

The Securities Information Processors’
Operating Committees, which govern
the CTA and UTP consolidated

tapes of US equities data, have added
three new members to their advisory
committee: Charles Schwab’s Chris
Nielsen, E*Trade’s Todd Watkins, and
T Ameritrade’s Matt Billings.

Nielsen has served as managing
director of market data management at
Schwab since 2015, prior to which he
Wils A senior executive at SmartStream,
and previously worked at Capeo and
Iverson.

Watkins is director of product
management at E*Trade, responsible
for market data products, prior to
which he was head of risk darta services
at Thomson Reuters, and held senior
data posiions at NYSE and Nyfix.

Billings is managing direc-
tor of market data serategy ac 1D
Ameritrade, which he joined via the
firm’s acquisition of Scottrade, where

Eran A\

Steinberg

he was senior vice president of trading
services, prior to which he held senior
roles at Automared Trading Desk,
Envestnet Asset Management, and
Web Street Securities. He was also
CEO of Billings and Co., where he
was a floor broker on the Chicago
Stock Exchange.

The three join existing committee
members trom Thomson Reuters,
Morgan Stanley, Goldman Sacks,
BlackRock, Citigroup, Jordan &
Jordan, and Glenmede Investment
Management.

OptionMetrics Shuffles
Management Roles
Options pricing and analytics provider
OptionMetrics has reorganized its
management structure to better reflect
its growth and enable it to serve
chents more etfectively, according
to officials. Founder and president
David Hait becomes CEO, expand-
ing his responsibilities for leading
and managing the company and its
technology direction, while vice
president of sales and marketing Eran
Steinberg becomes COO and chief of
staff, responsible for project manage-
ment and day-to-day implementation
of business goals, in addition to his
current responsibilines overseeing
sales and marketing, Stemberg joined
OptionMetrics in 2014 from S&P
Global Marker Intelligence, where he
was vice president and head of account
management for the Americas,
Garrert DeSimone was pmnmwcl
to head of quantitative research,
He joined the company last year as a
quantitative research associate, after
completing his PhID i financial eco-
nomics at the University of Delaware,
where he also served as an instructor
on various financial and economic
subjects,

Todd Watkins

Russell Read

Investment Vet Read Joins MSCI
to Cement Client Focus

Index provider MSCI has hired Russell
Read as managing director and global
head of chient solutions, effective

from the beginning of September,

to “strengthen MSCIs investment-
tocused culeure,” and lead the vendor’s
etfores to deliver integrated solutions to
asset manager and asset-owner clients,

Read was previously chief invest-
ment officer at the Alaska Permanent
Fund Corp., responsible for overseeing
the investment teams running the
state’s $65 billion Permanent Fund,
Previously, he was a senior advisor
to Bellvue, Wash ~based investment
manager Mountain Pacific Group, and
served as chiet investment officer and
deputy CEO of Gulf Investment Corp,
i Kuwait, prior to which he was
chief investment officer at CalPEIRS,
and deputy chietinvestment officer
for the Americas at Deutsche Asset
Management. He also SPENL seven years
as senior vice president of quantitative
research and investment product design
at ( )ppvnhvmwrl'u nds.

Based in London, Read wall also sic
on MSCI's executive committee, and
will report to COO and chief client
officer Laurent Seyer.
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TP Icap’s Rising Costs Force
CEO OQuster

Spiraling bills associated with Brexir,
technology, and compliance have led
TP Leap to fire its CEO, two years after
the merger between Tullett Prebon
and [cap Brokers made it the world's
largest interdealer broker.

John Phizackerley has been replaced
by Nicolas Bretau, the head of TP
[cap’s global broking business, and
Robin Stewart has been named as the
firm’s CEO,

The firm warned that ongoing costs
related to T security and the imple-
mentation of the revised Markets in
Financial Instruments Direcoive (Mifid
1) would create “cost headwinds™ of
around /10 million ($13.3 million)
this year, and /25 million ($33.1
million) in 2019,

*The evolving landscape 1s driving
up costs across our industry. The
acquisition of leap has given us greater
scale to withstand this pressure,” said
Rupert Robson, TP leap’s chairman,
i a statement. “The potential for
these combined businesses remains
extremely compelling and this will
be evidenced in the coming years.
However, it has become clear that a
change of leadership is required to
execute our medinm-term growth
strategy and deliver the detatl of the
integration process.”

Robson himself announced that
he intended to reare by the end of the
year on May 30, meaning the most
senior ranks of the firm will be subject
to full change by 2019,

Fenergo Taps Ex-RBC Asset
Manager to Lead New Buy-Side
Unit

Dublin-based chent onboarding

and data lifecycle technology
platform vendor Fenergo has created

Style Analytics Appoints
New Sales, Marketing Chiefs

Style Analytics, a London-based invest-
ment analytics provider, has appointed
Richard Son head of sales operations.
Son, who joined the London-based
team in March, was previously sales
operations officer for the investment
management division at Finastra, which
was originally Sophis UK before it was
acquired by Mysis. He was responsible
for enhancing Finastra's sales capabili-
ties and supervised the implementation
of multiple projects. Son also held the role
of program manager for the Global and
Strategic Accounts team at Mysis.
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|

Richard Son

Style Analytics has also hired Sylvia
Kwok as chief marketing officer. Kwok
has more than 15 years' experience in the
financial services industry, including roles
at SimCorp, Markit and FactSet, formerly
known as Vermilion Seoftware.

a new buy-side division focused
on extending its onboarding and
compliance services to asset manag-
ers, and has hired Kevin O'Neill,
a former senior executive at Royal
Bank of Canada, to run the division.
O'Neill was previously managing
director of US asset manager business
and global client coverage at RBC
Investor and Treasury Services,
prior to which he was managing
director of sovereign wealth funds
and central banks at RBC.

Based in Dublin, O'Neill reports
to Fenergo CEO Marc Murphy.

“The establishment of our new
buy-side division will build on
the extensive work we have done
and continue to do with a number
of leading asset managers. | am
extremely confident that O'Neill
will be a key contributor in success-
fully developing and expanding our
buy-side presence,” Murphy says,
“We will be deploying the same
innovative methodologies to the asset
management sector that we have
used 1n creating the global onboard-
ing standard for the sell side. A
significant part of that approach is our
collaboration with our client com-

munity through our established set of
Regulatory and Technology Forums.
The inclusion of representatives from
the asset management community
will enhance our solution set even
further.”

Credit Benchmark Taps
Pastoressa for Product,
Technology Roles
Consensus credit ratings pn:-\'idcr
Credit Benchmark has hired Nick
Pastoressa as chief product and technol-
ogy officer, responsible for leading
strategy and development of the
vendor's data and analytics products,

Pastoressa was previously global
head of product and platform ac
Nasdaq'’s Corporate Solutions division,
prior to which he was global head
of product for the Investors division
of Thomson Reuters, and held a
similar role 1n the vendor’s Investment
Banking division, Before that, he was
a semor vice president at Thomson
Financial, where he oversaw product
management for the vendor's 1/ B/E/S
carnings estimates business.

“Having led product management,
technology, user experience and
content strategy teams, and driven
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Nick Pastoressa

program integration initiatives across
multiple businesses, Nick is ideally
suited to help Credit Benchmark
implement the next phase of our
evolution,” savs Credit Benchmark
CEO William Haney.

YCharts Adds TT President to
Board

Chicago-based investment research
provider YCharts has added Trading
Technologies’ president and CFO
Michael Kraines to its board, pointing
to his experience of building and
scaling sales orgamizations, According
to officials, Kraines” experience in
investment banking, venture capital
law, and his "extensive network™ in
the financial industry will allow him
to “spearhead YCharts” sales growth,”
adding that he will “factor heavily
into the development of large strategic
opportunities,”

Kraines jomned Trading
Technologies at the start of 2017 as
CFO and chief commercial officer and
became president and a board member

in February this year, Previously, he
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spent 12 years at Sandler O'Neill as
managing director, prior to which he
was a managing director at Wasserstein
Perella, where he also spent 12 years.
Betore that, he was a venture capital
attorney at Kirkland & Ellis,

FTSE Russell Names Latin
America Head

London Stock Exchange-owned
index provider FTSE Russell has
hired Jesus Togno as regional director
for Latin America, responsible for
business development and for manag-
ing and growing client relationships in
the region.

Betore joiming FTSE Russell in
April this year, Togno spent eight years
at index provider MSCI, most recently
as vice president and head of Mexico
and Central America for the vendor’s
equity index business. Prior to that,
he was a strategic planning analyst
at building matertals manufacturer
Cemex, and a process engineer at Jatco

Mexico, a Nissan owned manufacturer

of car transmission components.

Based in Mexico City, Togno
reports to Brian Rosenberg, managing
director and head of Americas sales at
FISE Russell.

“FI'SE Russell 15 focused on
growing the business in Latin America,
and ... [Togno's| industry and market
knowledge, along with strong client
relationship management experience,
will be highly valuable as we expand
our business in the region,” Rosenberg

Savs.

Davies Departs Avox, Thomson
Reuters

Entity data specialist Mark Davies
has left Avox and Thomson Reuters
for an unannounced new project.
“After almost six years leading the
Avox business, I have decided o

Michael Kraines

move on to pastures new,” Davies
says in an article posted to Linkedin.
“I'm extremely proud of everything
that we have achieved together
during that time, delivering new
data, services and technologies to
help banks and investment manag
ers navigate their various reg and
reporting challenges.”

Prior to the Thomson Reuters
deal, Avox was a subsidiary of
the Depository Trust & Clearing
Corp. (DTCC), where it provided
legal entity data on global financial
entities and matched and main
tained legal entity reference data,
Thomson Reuters acquired Avox
in March of 2017 for an undisclosed
sum to bolster its know-your
customer and anti-money laundering
services, alongside Clarient Global, a
client data and document utility,

Davies” role evolved from general
manager of Avox to head of RMS
data services for Thomson Reuters,

Davies declined to provide
turther details about his upcoming
role. W
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financial market.
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Combining the elements
for highly respons1ve
solutions
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At SmartStream we believe that starting with a solid foundation of
elements is vital when creating new operating models. As a result, it’s
never been easier for firms to access highly responsive, tailored solutions
which can be deployed at speed and with immediate impact.

Our innovative technology delivers an unparalleled range of
reconciliation and exception management options to monitor
and manage all transaction types; lowering cost, reducing risk and
creating more agile operations.

So, whether you are looking to replace legacy systems, build an internal
processing utility, utilise the cloud or outsource your entire operation,
partnering with SmartStream is the perfect chemistry.
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