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Much of the potential of global custody is still untapped.

The first custodian to grasp its full potential will dominate
an increasingly pivotal industry.

An alternative vision

dominate their industry will be
those thar have the vision 1o take
the initiarive in the settlement area, re-
defining the global custodian’s role in
this process. Indications of the appro-
priate direction are given in the Group

# T he global custodians who come to

- of Thirty's report, which emphasizes
- the need for posi-trade communica-

tion to ensure marching and affirma-

' tion of trades well before settlement.

The profitability of the undemand-
ing global custody operation accounts
for the popularity of the global custody
area amongst commercial banks: italso
contains the seeds of far-reaching
changes. Global custody, if it is to sur-
vive, will have o be redefined via the
emergence of a more explicitly custo-
dian-centered internarional settlement
system.

International clearance and settle-

| ment is inefficient, risky, and expen-
| sive. International cooperation by of

ficial institutions is unlikely to resclve
all the problems. CEDEL, Euroclear, and
SWIFT, all once considered possible
fulerums for an effective international
sertlement system, are clearly going to
keep low profiles. That said, it remains
obwvious thar a much more efficient in-
ternational settlement system can
emerge; the technology is available, and
what needs to be done is known.
Redefinition of global custody is
needed where most client dissarisfac-
tion exists, in the process leading to

- settlement of the trade. One of the rec-

ommendations of the Group of Thirty
is thar by 1992 all fund managers should
be in a pesition to confirm trades pos-
itively by T+ 1. This is the only one of

 their recommendations on which no

progress is yet in sight. Tris not difficult
o see why: a fund manager may trade
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market had its own clientside trade
comparisan system, major fund man-
agers would have o parucipate in 23
of these.

Imaginative approach

Here is where there s room for an
imaginative approach by custodians. A
standard part of processing a settle-
ment instruction should be to send out
confirmations to the counterparty and
its agent by fax, telex, SWIFT, elec-
tronic mail, or even voice mail. Sys-
tems exist which can do any or even
all of these automatically without man-
ual intervention. The same systems to-
day could receive and process an an-
swer by any of these communications
methods, Thus a universally accepred
Commuications syvstem is not neces-
sary o confirm and march rrades ef-
fectively, standardization of formats
would be helpful, bur there is no need
for universal membership of an inter-
national [D or its equivalent.

If a global custodian were w provide
an electronic instruction entry system
to its customers, then as this system
captured the data on a trade it could
send our confirmations o principals
and banks on the other side of the trade,
If responses could be sent back via any
convenient communicarions medium,
serious professionals in the market
would surely respond, and a signifi-
cant portion of the international trades
of this bank’s clients would be con-
firmed or D/Kd prior to settlement.

One custodian making a move -
ward instituting this tvpe of commu-
nication will force others ta follow suit.
The technology can be bought or li-
censed—massive resources are not
needed to make this move.

The scene is set for a change in the

in 25 different markets, so thae if each | global custody industry and its prod-

ucts, and for the industry to play a more
pivotal role in the settlement process.
These shifis will make the successful
custodians much more profitable than

| the leaders now, because active in-

volvement in settlement will lead to
more floats, more intermediation, and
the ability to offer delivery versus pay-

ment and the associated risk reduc- |

tion, Ultimately it will be possible for
two or three industry leaders to settle
trades berween their cusiomers
through reciprocal accounts on their
own books, bypassing the local settle-
ment processes altogether. There will
be decentralized international book-
entry settlement: the management of
this will be a franchise really worth
competing for.

Geographic shift
There will also be changes in the
geographical balance of the industry.

Japanese firms will clearly take a more |

prominent role, and so will Europe-
ans. 1992 will also lead to a dramatic

| increase in demand for custodial ser-

vices in Europe.

In sum, leadership of the global cus-
tody industry 1s going to become im-
mensely valuable. Leadership requires
appreciating what a global custodian
can really contribute o processing its
clients” trades, and the right technol-
ogy to implement this, First movers will
probably be winners, and winners, as
in other walks of life, will take all.

Chichilnisky and Heal are directors of
Science inrernational, a New York-
based group providing consultanoy
and rechnology-based products 1o the
internatioral finarcial sector,
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