railway i ;
from one tate couId never cross into

; Lakmg cargo

- next state. Clezrly,
- portwould be slow and oosdy, 4ndthe’
- growth of -r.mnspon-depen.dent busi:

ness wouid be retarded.

agreedtoa standard wid
f quently ca.nnot do busm

. '-Thcre are twc type.
“issue—tachnical standards defined by
the computer and communications

and formats defined by the securities
and commercial banking industries.
Historically, the first major vendorina
field often attempts to set a standard,
as with IBM and PC.DOS and SNA.,
.Now, increasmgly. standards are
being setby mdusmrmde and often
international committees..The CCITT..
is one such body, operatmg atthe
level of technical communications:
matters. The Group of Thirty is anoth-
er, operating at the level of bus
practices. i
Examples of lack of technical
standardization are the competing
MNP and CCITT approaches to
- error correction and data compres: .
sion, the SNA: and.l.'{ 25 data ner
work architectures, and rhe

file from another...

 Commercial standards operate at a
h1gJ1er level and typically refer to for-
mats for storing and transferring data,
or conventions for identifying objects.

- and reloading it onto the‘crmhs of the - i

* and errors.

industries, and commercml standards :

" mulgate them actively: iAdJ.fﬁcult}r‘
" that, with several competing:!

¢ bet must ba made aboutwhfch wil
: ulnmate!)' domina

. ties-related messages, and it. sce
" likely that SWIFT's standards will ulti
* mately become the: lnclustry.srandards
. They are.in. geneml weLL

inability of one database I.é fead a |

-.=.I'herc_js no smﬁe

(ISIN versus SEDOL, for example),

T wu
ing on esmbhshmg fcrmata for sccun

mumcanon and usmg SWTFT'S n-

work to communicate, are two.quite:

different decisions. SWIFT's-formats

and standards, which are of course:

 other systems

‘group '_h1'ch set thc CCITT V_l-i and
42bi stzndards for modems Cl'.l'i'

till. on 1:: a qnccpt Several majo
puter makers, m-:luding IBM
eamed together to form the
pen Software Foundation, wh:m is
emptlng to developa Dlstnbuted
mputing Environment (DCE) that
set standards for the :nl.erchange— !
ility of data between minicomputers
andworkstal;fons running UNIX besed
pplications. Part of the development
__rciau_ng to securities industry
dards being done at Columbia

wherever [ poss;b]e Unforrunatelv,""
'Iea.ve alot um:overed 'Ihe best

ake ttns easy to do. The.
industry is now mcreasmgly aware.of
Lhe, need for “open systems, *which
| means systems that can easnly talk to
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action. Double check, try to prevent
known problems, follow through on
your checklist of problem areas. This
“intelligent communications task” is by
nature one in which record-keeping
and information must be shared with
others, in which databases must be
simultaneously updated on several
continents, and in which it really pays
to process trades simultaneously in

New York, London, and Tokyo.
Indeed, the more decentralized your
information is, the more efficient your
experts will be. Your Tokyo office will
perform better if it has immediate
access to the same information as your
New York office, Mini-supercomput-
ers—small, fast, inexpensive, and flexi-

ble—are made to order for these
paralle] tasks,

Yetany decentralized system is orily
as efficient as its communications
channels. Supermodems multiply
many times the speed of communica-
tion between existing processors via
existing networks. This is accom -
plished through data compression and
error correction, as well ag through

Continued on page 142

Nothing will lower the costs and raise
the potential of communications as
much as the effective integration of
fiber-optics into long-distance net-
works. Currently, most long-distance
communications signals are sent as
electrical impulses down copper
wire.

In a fiber-optic networlk, the si gnal
travels as a pulse of light along a thin
glass fiber. As Einstein taught the
world, nothing goes faster than
light—186,000 miles per second. At
that rate, it takes only eight minutes to
get from the sun to the earth. The data
throughpur that ean be achieved with
fibreoptics borders on the incredible:
for example, with a fiber-optic link
the entire Encyclopedia Britannica
can be sent from London to Tokyo in
wo seconds.

With such cxtraordinary perfor-
mance available, network capacity
will be superabundant. Equally strik-
ing, glass fiber is cheaper than cop-
per. So the expectation is that
widespread use of fiber will lead to
almost unlimited low-cost high-
speed communications. Everything
that is now done with communica-
tions will be done at a fraction of the
current cost and in a fraction of the
current time.

More important will be the new
possibilities opened up. Clearly there
will be an enormous boost to dis-
tributed and decentralized processing
architectures: it will be cheap and
easy to send information to anyone
(agent, client, trader), anywhere, for
them to work on it themselves, Pro-
cessing on networks of small
machines communicating with each

Speed merchants
High-speed networks come of age

other will replace centralized pro-
cessing on large machines. It will
become realistic to maintain separate
but fully synchronized databases in
London, New York, and Tokyo.
Equivalent decreases are occur-
ring in the cost of desktop comput-
ing. The amount of computer power
bought per dollar spent on worksta-
tions roughly doubles every 18
months. IBM recently announced

e —

Large centralized

8lobal custody systems
will become things
of the past: the global
custodian will become
more of an electronic
Dbost office and
sorting office.
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decreases of up to 60% in the prices
of its workstations.

With immense data handling
power on each desk, and instanta-
neous and inexpensive communica-
tions links, there will be little
advantage to centralized processing.
A global custodian will no longer
produce reports for its clients on its
mainframe and download them to
the clients. Clients will have powe:r-

ful database systems on their desks,
and the custodian will just send all
data relating to a client to thac
database, and leave the client to ana-

. lyze it in whatever way is conve-

nient.

Large centralized global custody
systems will become things of the
past: the global custodian will
become more of an electronic post
office and sorting office, routing data

. to and from agents and clients after

making basic consistency checls
against positions. The cost differen-
tial between global and domestic
custody will decrease, and custodi-
ans will be looking for new services
to maintain their margins.

These cheap, ultra-fast communi-
cations and cheap, super-powerful
desktop computers are changing
totally the preferred architecture for
global custody computer and cori-
munications systems. Some foresee
that the global custodian will do less
for clients: it will pass entire data sets
onto them and leave themto do their
own analysis in-house. Here less is
more, for although the custodian will
do less work, the client equipped
with its own workstation and
database will get more value from the
data then it previously got from the

. custadian’s reports.

S0 global custodians need to
improve client interfaces, encourage
decentralization to client desktops,
and focus on where they can really
add value. Probably this is in areane
areas like tax reclamation, in manag-
ing and monitoring subcustodians,
and in providing banking and trading
services in an integrated package.
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Continued from page 93

higher basic data transmission speeds,
SWIFT messages are transmitted in a
universal payments language; but
some are asking whether the SWIFT
network is as speedy, efficient, and
cost-effective as that offered by mini-
supercomputers, and whether SWIFT
will be superfluous when high-speed
networks become available, Here, one
must distinguish between the two
communications services offered by
SWIFT. One is a universal language,
the so-called “standardization” that is
so valuable when parties wish to
understand each other's messages
without translating them. The second
is the actual message delivery. Yet
SWIFT's networks are by no means the
state-of-the-art when speedy commu-
nications are called for. Even as SWIFT
2 is made to run on Northern Tele-
com'’s X.25 network, fiber-optic net-
works are stealing the show. Fact is, in
five to ten years time—approximately
the time it took to bring SWIFT 2 to
life—wvirtual networks ru nning on
fiber-optic cables will outstrip by a
large margin the speed and delivery
capacity of today's X.25 networks—at
the same time undercutting the cost.
Installation costs remain the princi-
pal reason for using SWIFT. Interfaces
are in place already. Most correspon-
dent banks use SWIFT, as do most bro-
ker clients, New installations take time,
As more subcustodians install auro-
mated systems and more markets con-
form to the Group of Thirty's
recommendations, clearance and cus-
tody may become more of a buyer's
market. At that point, it will be possible
to private-label a specialized nerwork
management facility without buying
expensive network services from an
established bank. Inexpensive high-
speed networks will enable special-
ized vendors to offer “turnkey” global
custody networks at a fraction of
today's prices, and even give them an
information provision capability that
today’s global custody services lack.
For instance, few custodians today
can give a client access to the same
type of portfolio information on a
client's own terminal thar a custodian
bas. Fewer still can give clients corpo-
rate action reports and the ability to
Lquery them on-line. A client which

wants portfolio reports in all curren-
cies, updated for market changes
throughout the day for all countries in
which it trades, is bound to be disap-
pointed. Likewise the client which
wants the ability to analyze this data
historically overa two- to three-year
timespan, or who wants to monitor its
position in each geographical area or
in each stock sector will be frustrated.
There will be no joy either for clients
wanting immediate reports of all settle-
ments in all the relevant currencies and
of all open positions, or for clients
wanlting to analyze their portfolio of
bonds versus equities for risk.

Clearly, clients would switch toa
service that offered such capabilities.
Nor need it cost that much. Indeed, the
new technologies of mini-supercom-
puters and high-speed networks will
make this simple and easily affordable
if the overall technology architecture
adopted by the global custodian is
right. The key is gerting it all straight,
deing itin a coordinated fashion,
meshing properly in-house accounting
and analysis systems with decentral.
ized processing in all offices and with
all clients and subcustodians, Brokers
must get the technologies right as well,
“The analysis of international synthetic
asset-based securities and multi-cur-
rency trading must be updated on a par
with domestic techniques,” says Gold-
man Sach's David Mann.

The technology layers of such a
decentralized system are straightfor-
ward [see "Layering technology”]. The
key issue is that, while accounting and
analysis systems may live physically at
a client's site, communications and
subcustodian management systems
may live at the site of a vendor who can
utilize increasing returns by servicing
many users at once and ing rock-
bettom prices. This way, one of the
largest costs of the global custody
industry today—the spare capacity of
global custody systems that ean nun up
to 50% to 60% even at busy custodi-
ans—can be eliminated.

Global custody is now 500% more
expensive than domestic custody, and it
does not offer the Teporting services that
clients need to manage complex portfo-
lios successfully, This yawning gap
between costs and services cannot Jast,
The new technologies will ensure that the
future forces the present into compliance.

Global custody is now
500% more expensive than
domestic custody, and it
does not offer the reporting
Services that clients need to
manage complex portfolios
successfully. This yawning
gap between costs and ser-
vices cannot last. The new
technologies will ensure
that the future forces the
Dresent into compliance.
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