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Introduction
Our second edition has arrived in all its glory. A huge thank you to the team for all the effort
and hard work that has contributed to this successful publication.

We explore many themes, yet
kept our eye on the key areas that
you have told us you are most
interested in. Your feedback and
support in that regard has been
spectacular. We continue to be
thrilled with your contributions and
suggestions - we assure you that
we are listening.
In the last edition, I noted that
“The financial services industry
traditionally relied on manual
business processes, but as
these become digitised and new
technologies take root, it is crucial
for them to leverage technological
advancements such as blockchain

2

technology to improve operating
models and to meet clients’ needs
for better security and efficiency,”.
This was a precursor to some of
the content that you will find in this
edition and in an upcoming White
Paper on financial technology, that
focused on Securities Services.
Our interviewee, Mr Tim Theriault
is well qualified to provide thoughtprovoking commentary, having
previously run a global custodian
business and more recently worked
as CIO of Walgreens/Boots.
Our clients remain at the epicentre
of our strategy and innovation. We
continue to fine-tune the role and

value that our Market Advocacy
team brings to you, our clients and
prospects; we see this as a vital
piece of the client experience. In
addition to the current articles in
The Custodian, we have published
separately a piece on the changing
role of the relationship manager
and suggested some of the key
attributes that a forward-looking
relationship management function
should possess. Bringing a proactive,
insightful approach to our dealings
with clients is a key facet of our
Securities Services strategy. Again,
your feedback in this matter is
greatly appreciated.
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The financial services industry traditionally
relied on manual business processes, but as
these become digitised and new technologies
take root, it is crucial for them to leverage
technological advancements such as
blockchain technology to improve operating
models and to meet clients’ needs for better
security and efficiency.
Since the last edition we have
further enhanced the bench
strength of the Securities Services
team. Ying Ying Tan joined in
September 2017 as Regional Head,
Securities Services, ASEAN and
South Asia, bringing 22 years
of experience from her various
roles at Deutsche Bank. Ying Ying
has contributed to this edition at
“ASEAN regional growth and
Securities Services market
harmonisation: A T+2 deep dive”.

Survey 2017. Standard Chartered
has been voted as the Best
Custodian Bank in Greater China
and North Asia (GCNA) with top
scores and a record number of
votes in every GCNA market.
We are very proud of this
achievement and of the team
in GCNA who continue to lead the
industry with Standard Chartered
Bank (Hong Kong) Limited being
noted as adopting the most clients
for Bond Connect.

Our Securities Services business
has achieved an incredible result
in Global Custodian Agent Bank

We are not however settling on
our success and continue to
make significant investment in

our business; focussing on our
systems, our processes and our
people to ensure we bring the
latest and the best to our clients.
We expect our efforts to generate
further dividends for all our clients.
Thank you for your continued
support.

STANDARD CHARTERED HAS BEEN VOTED AS
THE BEST CUSTODIAN BANK IN GREATER CHINA AND
NORTH ASIA (GCNA) WITH TOP SCORES AND A RECORD
NUMBER OF VOTES IN EVERY GCNA MARKET.

Margaret Harwood-Jones
Global Head
Securities Services
Transaction Banking
3
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Content

FinTech 101
Keeping up with the latest developments in the post-trade financial technology is a fulltime role. We have attempted to provide our thoughts and those of others in three pieces
in this edition:

6

10

13

FinTech and Securities
Services… show me
the light!

Interview with
Mr Tim Theriault:
What is good FinTech?

Securities Services and
FinTech… where are we
really at?

Exploring various jurisdictional
link ups and sandboxes that are
being established to facilitate the
development of financial technology
cross border.

Gleaning insights from an experienced
Securities Services professional
who has also experienced and
developed technology outside of
the banking world.

With so much development it is
sometimes difficult to reconcile what
is actually being implemented and
what the impact might be. We have
started to look at this in a post-trade
environment in this article.

ASEAN in focus
18
ASEAN regional growth and Securities Services
market harmonisation: A T+2 deep dive
The new force in Asia, but is the market infrastructure ready to support
the growth trajectory?
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FinTech and Securities Services…
show me the light!
DLT, RegLab, AI, Sandbox, Blockchain, Cloud, Insuretech and FinTech…
what a fascinating maze of techie acronyms. It’s a far cry from the days of Pac Man,
King Kong and Space Invaders.
The thing about this new
technological craze is that even
as I am writing this, I have missed
about 1500 new articles on the next
whizz bang developments from the
plethora of communication being
pushed out and many new startup companies globally entering
the market. The speed at which
the domain of financial technology
is either developing, or saying it’s
developing, is mind boggling.
For most relatively non-tech people,
the race to produce and implement
ground breaking technology in
financial services is a little like
the space race with many more

contenders and much fewer oxygen
concerns. By way of example, there
are currently 2367 FinTech start-up
companies across 64 countries
globally1 and the forecast failure
rate of start-ups is estimated to
range between 50 - 90%2. That’s
a lot of trust and focus to place in
something so fragile.
This article is written for those who
are not FinTech gurus, blockchain
experts or computer scientists,
but who have an interest in how
technology can aid and assist
Securities Services. With that in
mind, the objective of this article
is to highlight from a Securities

Services perspective what
the global initiatives are, their
respective regulatory frameworks,
and further assess what has been
implemented, what is working and
how it may be further leveraged.
The focus is on technology in a
Securities Services’ post-trade
environment and in particular
what is tangible and credible
versus start-up ‘dream land’ which
is often shrouded in smoke and
mirrors and way too many acronyms.
‘FinTech’ is used in this article
as an umbrella term to describe
technologically driven initiatives
across all financial services.

1

https://www.venturescanner.com/financial-technology

2

See paragraph 2.4(iii)(1) on page 17 of the IOSCO report: https://www.iosco.org/library/pubdocs/pdf/IOSCOPD554.pdf
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Collaboration with
regulation: Technology has
consistently moved at a
faster rate than regulation
FinTech developments often
purport to be plagued by regulatory
obstacles and stumbling blocks.
But this is not a new type of
challenge; regulation frequently
lags behind developments in the
financial markets and there is
a need to catch up. We are still
in the midst of a new cycle of
regulatory reform in areas such as
LIBOR, governance, bank capital,
derivatives trading, shadow banking
amongst a whole host of areas that
are recognised as being underregulated in the aftermath of the
financial crisis. As highlighted in the
development of sandboxes and
other initiatives, regulators are now
taking action and there is recognition
that widespread and deep industry
engagement, consultation and
collaboration are required.
Despite the pace of development
in FinTech against existing legal
and regulatory frameworks, the
FinTech sector and regulators are
working together to align the gap.
This is critical and needs to occur
for the mass adoption of FinTech;
it must come with an optimal level
of regulation that encourages
technological innovation whilst
maintaining regulatory certainty
and consumer protections. Whilst
the specific approach to FinTech
regulation has differed country to
country, all engaged regulators,
regardless of sophistication of
the market in the FinTech space,
are trying to achieve this balance
of interests.

One still widely held sentiment
is that the banking and financial
services industry has always
incorporated technological
developments and FinTech doesn’t
present a new phenomenon. The
difference now however is the
unprecedented level of consultation
and industry response, and a fresh
examination of the global regulatory
framework. This is a function of the
scale of disruption to “traditional”
financial services offerings and the
inexorable momentum prompted
by emerging technologies such as
DLT, AI, machine learning.

A global snapshot of the
FinTech regulatory landscape
aiding Securities Services
Jurisdictional link-ups are
increasing in frequency and we
will explore this in greater detail in
a forthcoming White Paper, but
the unwavering pace of FinTech
developments has prompted a new
wave of collaboration arrangements
between various regulatory agencies.
Our research suggests that Asia
is leading the way in this regard
with the Middle East not far
behind. The level of jurisdictional
engagement is actually extensive
and we are seeing tri-party and
multiple country connections
being established via co-operation
agreements. Typically these take
the form of Memorandum of
Understandings (MOU’s) between
the different locations. Interestingly,
we are also seeing countries
signing MOU’s with Associations
(an example being Singapore and
the Association of Supervisors
of Banks of the Americas or with

corporates (ADGM signed a MOU
with social-entrepreneurial impact
firm TechPreneur Africa in June
2017). This broad reaching level
of connectivity is, as we suggest
in this paper, required to establish
and benefit cross-border viable
FinTech solutions.
Complementing this development is
the establishment by regulators of
sandboxes and dedicated FinTech
teams that assist in the creation of
the regulatory environment.
Since the UK’s launch of the initial
formalised “regulatory sandbox”
for FinTech start-ups3, regulators
globally have been quick to follow
suit. In a regulatory sandbox,
financial institutions, both traditional
and non-traditional, can test new
products, services and business
models in a live environment,
allowing innovations to be trialled
under controlled conditions and
for regulators to have time to
adapt regulations as required and
provide guidance. This means that
FinTech user cases relevant to
Securities Services can be trialled,
tested and aligned to the regulatory
environment, which should result in
a faster and more robust product
reaching the market.
Like the sandbox concept, the
Philippines has been deploying
“test and learn” approaches for
more than a decade. Rather than
issuing predetermined regulations,
the country empowered prominent
businesses to pilot products and
models under close monitoring.
So, while the UK is famed for the
‘sandbox’ term, the original regulatory
sandbox is in the Philippines4.

3

https://www.fca.org.uk/firms/regulatory-sandbox

4

Back in 2004 a large business approached Bangko Sentral ng Pilipinas with a proposal akin to the innovation we are now seeing.
The BSP allowed the company to move ahead under the test and learn approach
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The scope of sandboxes is broad
and doesn’t always focus on the
post-trade environment. The Middle
East for instance seems to have
a focus on payments, ICO’s and
crowd funding while Africa, with the
exception of South Africa, seems to
be lagging behind the other regions,
whilst Asia is very diverse. Not
surprisingly, specific regulators are
focusing their sandboxes initiatives
on their prudential oversight
responsibility for banking services5
and financial services licensees6.
To date a regulatory sandbox has
not been formally established in
China. There have however been
efforts to move in that direction
with the government investigating
a “regulatory approach” test in
Fangshan District. This will test
the application of new FinTech
in the demonstrative zone and
different models of regulatory
sandboxes, including provincial
and nationwide sandboxes7.
The US, Europe and the UK all
have developed sandboxes and
continue to focus on the banking
industry, with the FCA in the
UK recently called for views on
the merits of creating a global
sandbox, which, if it occurs, could

be a solid step forward for the
development of FinTech in posttrade. The European Securities
and Markets Authority has noted
the challenges of utilising DLT in
Securities Services against existing
regulatory frameworks8 whilst new
regulations have potential to create
complications (for instance, a DLT
system effecting settlement would
have to be authorised under the
Central Securities Depositories
Regulation9, and be a designated
system under the Settlement
Finality Directive10 if they are not
acting as settlement internalisers
and plugging into a traditional
central securities depository).
Along with the challenges
however11 the positives have also
been highlighted, notably:
1 There could be an increasing
role for DLT systems in the
context of margining of
uncleared OTC derivatives;
2 In transaction reporting, DLTbased solutions could provide a
transformative effect particularly if
regulators are given direct access
to the information stored on the
DLT network, a possibility that is
only being conceptualised now.

3 Greater efficiency e.g.
compressing and accelerating
clearing and settlement;
safekeeping and record-keeping
of ownership of assets through a
single ‘golden’ record;
traceability of transactions and
ownership changes of securities
could be enhanced; smart
contracts could automate
back-office processes;
4 Enhanced reporting to regulators
and supervisory oversight;
regulators could be granted
special access rights to the
ledger. Greater resilience and
safeguards against cyber-risks;
5 Reduced counterparty risks
through possibly less need for
central clearing and collateral;
6 Reduction of overall costs.
With the sandbox initiatives has
come consultation and revised
legislation12. Most of the latter is
in an early development stage, but
it is forthcoming and will cover
post-trade; in the interim we are
seeing guidelines being developed13.

5

The HKMA launched the FinTech Supervision Sandbox in September 2016 aimed at authorised institutions and their partnering technology firms.
Start-ups alone are prohibited from this programme and the initiative is limited to banking services

6

The ASIC launched the Innovation Hub (“Hub”) in March 2015, which was expanded to include regulation-driven use cases (“Regtech”) in mid-2016. To
date, the Hub has worked with a total of 233 entities, and has provided 197 entities with informal assistance and granted 38 Australian financial services
licences (“AFSL”) or Australian credit licence (“ACL”). In December 2016, ASIC introduced a regulatory sandbox where eligible start-ups are able to test
new products and services without an AFSL or ACL

7

https://www.ey.com/cn/en/industries/financial-services/ey-as-fintech-evolves-can-financial-services-innovation-be-compliant

8

ESMA Report: The distributed ledger technology applied to securities markets (7 February 2017): https://www.esma.europa.eu/sites/default/files/
library/dlt_report_-_esma50-1121423017-285.pdf. The FCA on 14 February published on their website a paper seeking views on the merits of creating
a global sandbox. See www.fca.org.uk

9

The Central Securities Depositories Regulation (Regulation (EU) No 909/2014)

10

The Settlement Finality Directive (Directive No 98/26/EC)

11

To expand on this point, where DLT use cases purport to provide clearing of transactions, the clearing obligation for OTC derivatives, for example,
would still require a CCP to be interposed in the middle of a trade. This is a challenge for DLT systems that rely on decentralised and shared networks

12

An example being Indonesia where both the BI and OJK to issue FinTech regulations to govern payment services and P2P lending in 2016 due to
the surge in FinTech start-ups (78% increase since 2015) and similarily, Thailand

13

FinTech Regulatory Sandbox Guidelines were issued in November 2016 by the MAS

8
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What is beyond the sandbox?
There is a growing recognition that
for FinTech to become mainstream
requires strategic reform. A widely
held industry view is that if FinTech
businesses are purporting to offer
the same services as traditional
market players, services which
involve the same inherent risks,
then they must follow the same
rules and standards that apply to
the rest of the industry; FinTech
business should not be afforded
any relaxation or dispensation.
Some FinTech developments are
easy to implement as they neatly
fit within a mainstream regulatory
framework, such as enhancements
utilising technology for payments14
and technology being implemented
to achieve greater efficiencies15.
Whilst many regulators have
approached FinTech regulation
cautiously, and are still establishing
committees and consulting the

industry on the various risks,
prohibitions and ways to bring
regulation up to speed (themes
we will explore in detail in our
forthcoming White Paper), others
have moved at a faster pace,
running sandboxes in parallel
to developing regulation16. In
Securities Services, it appears that
regulators are generally willing to
accept that traditional processes
within Securities Services could
be disrupted but are not yet
comfortable as to the nature and
extent of the risks.
This article began by noting the
level and rate at which developments
in FinTech are taking place. Yet in
Securities Services, a report issued
by the European Central Bank
October 201717 did not reveal
any meaningful advances since
the preceding report in 2016.
Hence, change is not as rapid
as might appear.

The conclusion
therefore is that
there are ongoing
challenges in
Securities Services
in terms of disruption
by FinTech.
To address these challenges and
move beyond localised post-trade
solutions requires buy-in across
jurisdictions and intermediaries.
Without this, regional advancement
will continue to stall. Hence the
welcoming of the concept of the
possible global sandbox.

The US, Europe and the UK all have developed sandboxes and
continue to focus on the banking industry, with the FCA in the UK
recently called for views on the merits of creating a global sandbox,
which, if it occurs, could be a solid step forward for the development
of FinTech in post-trade.

14

Recent example is the new service between Singapore and India, revamping corporate supply chains between the two countries by improving the
speed, transparency and cost of international payments from clients of Standard Chartered (Singapore) in SGD to accounts in Axis Bank, in
real-time, with end-to-end visibility into the journey and cost of the transaction

15

As an example, in January 2018, the Securities and Exchange Commission (SEC) of Thailand announced information disclosure on the capital
market through the SEC application programming interface (API). The aim is to enhance the private sector’s access channels for data analysis

16

See Article “Securities Services and FinTech… where are we really at?” in The Custodian, second edition

17

https://mclagan.aon.com/insights/articles/2017/Securities-Services-on-Blockchain-The-Disruption-of-the-Custodian-Banks?elqTrackId=5b741430b
4dd4cb19e0c9ebaff88cc7a&elq=5be625aa76344286b96017d94fb488a4&elqaid=1745&elqat=1&elqCampaignId=532 and https://www.ecb.europa.
eu/pub/pdf/scpops/ecbop172.en.pdf
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Interview with Mr Tim Theriault:
What is good FinTech?
Mr Tim Theriault, former President of Northern Trust and
CIO of Walgreens/Boots

Why are we respectfully
listening to you today?
Tim Theriault (TT): That’s funny.
You tell me!
Julia McKenny (JM): Well I met
you at Northern Trust when you
were the President of C&IS. I
witnessed phenomenal client
engagement and skill across all
client segments. I certainly learnt
a lot from the matters we worked
on, as I am sure many others
did. You then went to Walgreens,
developed their technology, joined
the Technology Hall of Fame and
10

did the Walgreens/Boots merger as
CIO. I am assuming you did get to
sleep a little during that time!
TT: That about sums it up. I am
currently consulting, undertaking
non-executive roles and advisory
roles on boards and generally
watching and investing time in the
technology space. I remain focused
and passionate about innovation
and technological change and
aiding progressive companies to
achieve that. The new era is here.
We must embrace it.

JM: Awesome. Thank you.
Now some questions if I may.

Technology is changing a lot
things today. In your view,
what does good technology
look like?
TT: You must have constant and
thoughtful transformation of your
business - as every industry and
business is getting disrupted
- mostly by technology. If a
company focus is on ‘continuous
improvement or cost cutting’, I
would suggest they need to be
bolder in their planning.
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Transformation of how a company
works today should be driven
through thoughtful exploration
and understanding - then driven
with imagination and commitment.
This does not suggest taking
on large risks, just define a new
way to drive value to customers
and key stakeholders. Any major
transformation should increase
revenue, reduce expenses, AND
create a new customer experience
- collectively. The financial services
in the early stages of major
transformation and winners and
losers will be determined by those
that boldly create a new future for
their organisation.
There has never been a more
exciting and challenging time
for securities processing and
post-trade. The trends in Cloud,
Blockchain, CryptoCurrencies,
Artificial Intelligence, CyberSecurity,
Mobile, and Analytics present
incredible opportunities at the same
time firms are operating on decades
old - yet proven - technology.
While scale may not have been
that important in the past, scale will
become increasingly important due
to the large amount of investments
required to remain competitive. That
said, while significant investments
are required, it is critical the right
investments/choices are made at
the right time.

An organisation that is embracing
best practices in adopting
Financial Services technology
is an organisation that truly
understands technology and how
best to innovate and deliver high
quality, cost effective solutions
to customers. This requires the
leadership to understand disruptive
competitive forces, anticipate
trends, and to invest appropriately
to remain competitive, and by
investment, I mean the people, the
product and the old latent systems.
The stakes have never been higher
- organisations that fail to do this
will become obsolete. Other
industries have a large number
of examples of firms who failed to
do this.
JM: Legacy systems seem to also
be a concern. So, developing new
tech capability on an old system, is
that fraught with issues (if you think
about what effective transformation
needs to look like)?
TT: Not entirely. There is some
merit in the notion that building
new technology on tired and latent
technology may not enable your
technology solution to become
a meaningful, robust and longterm proposition, but that is very
generic and depends on many
factors. In my view, the better way
to approach this is to focus your

technology with your customer
in mind - exclusively. The future
race is not about bricks and
mortar - it will be about capability
delivered through strong customer
based capabilities.

What does good technology
look like in Securities
Services?
TT: In order for a firm to have
good technology, they must have
good technology leadership. To
me, this is reflected by the quality
of the Board, the CEO and CIO,
and where technology participates
in the leadership of a company.
For companies where technology
is critical, they have a seat at the
Table with the other leaders to set
strategy for the company.
With advancements in technology
in many industries, it remains
puzzling why it took so long for
settlements to go from T+5 to T+3
to T+2. To accelerate progress, I
would suggest it will not be running
the same processes faster to get to
T+1 - but require a transformation
of the industry. It is clear blockchain
has the ability to create this progress
faster, cheaper, and more secure
than today.

An organisation that is embracing best practices in adopting
Financial Services technology is an organisation that truly
understands technology and how best to innovate and deliver
high quality, cost effective solutions to customers.

11
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What does/could good
FinTech look like in
Securities Services?

JM: what do you think about Data
Intelligence and the usage of this
(with assistance of AI)?

TT: Good FinTech is looking at
existing operating models and
transforming these models into
platforms which are more flexible,
scalable, cheaper, more secure, and
relevant to the needs of modern
investors. For example, Bitcoin has
been developing over several years
and in my view hitting the peak of
the hype cycle (per Gartner Group).
This reminds me of the early 90s
when we deployed technology
over the Internet years before our
competitors and the skeptics and
those who did not understand
questioned the strategy. Bitcoin is
happening - and will continue to
happen - as it finds its place for
value. For financial institutions, this
will create significant opportunities
for those who anticipate this
opportunity and those that chose
to ignore or chose to be a follower,
will struggle.

TT: It is already in play and is
already making such an impact.
In Securities Services this will be
very powerful and will eventually
eradicate human errors in
processing where it is fully
implemented. Utilisation of data
is a game changer in Securities
Services. It’s impact within the
post-trade environment is limitless.

12

We are all grappling with
future state. What do you
think it will look like in
Securities Services?
TT: I have touched on this
above. You need to invest and
invest properly and meaningfully;
investment needs to be effective
and thoughtful and clearly move
the dial. Firms cannot just talk
about being innovative firms or
being ahead of the innovative race
anymore, they need to produce
effective outcomes to remain
in the race. This means that a
clear strategy on technology and
transformation coupled with strong
leadership will be required. And,
finally, don’t be scared to critique.
It’s too late when the build is all
but finalised to seek constructive
feedback and many don’t.
JM: Thank you so much for your
time and the fantastic discussion. I
hope this is not a one-off and would
love to continue the dialogue.
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Securities Services and FinTech…
where are we really at?
We have researched high and low on this subject and have settled on the
Australian initiative in the post-trade space as being the most feasible
FinTech development that is occurring.
The Australian Stock Exchange
(“ASX”) announced on 7 December
2017 that it will proceed with its
plans to replace its clearing and
settlement infrastructure (“CHESS”)
using DLT18. This DLT solution, if
proven successful, will pave the
way for traditional equity clearing
and settlement to be supplanted
in other jurisdictions and it may
also help create momentum and
accelerate the take-up of DLT
solutions in other services in the
post-trade sphere such as custody.
At the time of its introduction in
1994, CHESS was the world’s first
dematerialised share settlement

system. Its creation led to the
development of a proprietary
electronic messaging standard
(as existing standards lacked
the message sophistication
to accommodate CHESS’s
functionality), enabled trades to
be settled in five business days
(which has since been lowered
to T+2 as of March 2016), and
improved the general efficiency
and effectiveness of post-trade
processing in Australia.
ASX is developing this new
“permission” based post-trade
processing system by partnering
with a DLT company19. The

replacement system will focus
on the cash equities market.
Currently, ASX’s licensed clearing
and settlement facilities, ASX Clear
and ASX Settlement use CHESS
to carry out three key post-trade
functions: central clearing, Delivery
vs. Payment settlement on a T+2
basis, and asset registration.
In relation to the latter, ASX
Settlement maintains a sub-register
of owners of financial products that
are listed or admitted to trading on
an approved listing market, and
updates the sub-register to reflect
transfers between buyers and
sellers and entitlements resulting
from corporate actions.

18

http://www.asx.com.au/documents/asx-news/ASX-Selects-DLT-to-Replace-CHESS-Media-Release-7December2017.pdf

19

Digital Asset Holdings, LLC
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The Impact?
There will clearly be an impact for
providers of clearing brokerage
and settlement services which
will have to adapt systems and
processes to align with the
replacement technology as well as
for custody and securities lending
for Australian cash equities and
possibly other cash products in
the future. In addition, there will
be impact for corporate actions
processing, account transfers
and securities conversions. The
potential range of use cases for
DLT in the context of settlement
enhancement is extensive. Not
all will be pursued by the ASX or
be available on Day 1, but the

possibilities include multi-currency
and multi-asset class capabilities
(beyond cash products to funds
processing and settlement, and
derivatives), the provision of a
centralised and definitive database
of information sufficient for
regulatory transparency and
reporting purposes, and optionality
for a range of reduced settlement
times (which may lead to added
capital and margin benefits) among
various other features.
Once successfully implemented,
this will be ground-breaking in
the exchange and clearing space,
not least because of the potential
for interoperability which would
enable other clearing houses and

exchanges to leverage off this
replacement technology. It will
equally be transformative for
providers of Securities Services
particularly if a DLT solution could
be adopted in other jurisdictions
in accordance with internationally
prevalent connectivity and
messaging standards20. The ASX’s
initiative may be perceived as a
defensive move inasmuch as it is
an attempt to take the mantle of
disruption away from peers and
other DLT companies, but there
is undoubted potential for this to
significantly change the complexion
of traditional Securities Services
in terms of reduced intermediation
and manual processing and
greater automation.

Australia
In Australia, the Sydney Stock Exchange (“SSX”) established a joint venture with
Bit Trade Labs to develop a blockchain based equities settlement and registration
system, initially intended for SSX’s equities and private markets platform but which
could later be available for other markets. One of the aims is to achieve real time
settlement and registration (T+0) which could herald the disappearance of traditional
clearing houses and settlement systems, at least for cash markets.
A further notable joint initiative between Computershare and SETL aims to establish
securities ownership registers using blockchain technology. The focus is initially on
the Australian market and will pursue establishing an immutable register of securities
ownership using blockchain technology. The idea is to bring together issuers, asset
owners, brokers, regulators and market infrastructure providers to propose an open
platform based on SETL’s blockchain technology.

“Standard Chartered thrives on taking opportunities where others
may hesitate. This is demonstrated by our commitment to expand
our footprint, by our unrelenting focus and enhancement of our
infrastructure and by our strategy on innovation, now further
strengthened by our SC Ventures unit headed by Alex Manson.”
Bill Winters, Group CEO, Standard Chartered Bank

20

ASX will migrate to the ISO 20022 standard for messaging as part of the replacement technology
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Looking further afield…
The UK and Europe
The European Union (“EU”) has an opportunity to establish the framework for the
development of a successful FinTech industry, but such development would be
hampered without substantial involvement from the industry. The question arises as
to whether the EU is embracing the opportunity and we mentioned the ESMA focus
earlier on consultation and post-trade.
There is recognition that DLT can be used to develop applications that seek to
replace parts of the transaction value chain and traditional elements of trading and
post-trade services extending to the custody and related processes21. Whether any
DLT-based solution could gain traction across the EU remains to be seen, although
there is some promise that EU-wide solutions in the post-trade arena could be
successful as judged by the TARGET2-Securities (“T2S”) initiative.
The 14 February 2018 announcement by the FCA seeking merits of creating a global
sandbox is possibly the most recent example of a pragmatic and tangible way
forward for the implementation of a robust regulatory environment post-trade.

The Middle East
As noted earlier, the FinTech market in the Middle East is not as established as
in APAC in the post-trade space market and is currently dominated by payments
and crowdfunding activity. However, given the opportunities in the market and the
support from local governments, it is expected that other areas of FinTech will catch
up relatively quickly. The development of Middle East start-ups is being accelerated
particularly through the regulatory sandboxes in the UAE (the DIFC and the ADGM)
and Bahrain.

China
In September 2016, the Chinese government announced that it had been working on
developing and eventually using DLT for social security payments. But can we bank
on China? China’s FinTech industry has grown exponentially in recent years, with
more than 500 million internet finance users, China is home to the largest FinTech
market in the world. Its regulatory approach differs considerably in comparison to the
Asia Pacific countries discussed above. Whilst China’s traditional financial system
operates under a sophisticated regulatory regime, the Chinese government initially
adopted a relatively lenient approach to the FinTech industry in order to encourage
innovation and development. However, the industry’s rapid but unsupervised growth
led to several fraud scandals, including one of the biggest Ponzi schemes in modern
Chinese history where a P2P lender Ezubao fraudulently took USD7.6 billion from
over 900,000 lenders22. As a result, the Chinese government’s focus has shifted from
encouraging innovation and development in FinTech to enhancing supervision and
risk control.
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http://marketsmedia.com/esma-publish-dlt-paper-month/ considers the advancements in the US, Switzerland and Germany

22

https://www.reuters.com/article/us-china-fraud/leader-of-chinas-9-billion-ezubao-online-scam-gets-life-26-jailed-idUSKCN1BN0J6
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What about Artificial
Intelligence and
robo-services?
The increased focus on Artificial
Intelligence (“AI”) in the post-trade
space is aimed at achieving a
removal or reduction in the cost of
human capital and the minimisation
of errors due to the substitution
of machine-based analysis. This
could further translate into various
improvements in processes
thereby permitting greater resource
allocation to trading and profit
opportunities in other areas. There
is potential for disruption in the
following areas:
• Data Analysis: The assessment
of root causes of issues
and errors enabling firms
to transform processes that
typically rely on humans carrying
out repetitive tasks. Combing
the often non-aligned
technologies that have been
developed on latent systems
with numerous interfaces would
be a valuable advance.
• Removal of manual processes:
AI can be implemented in
clearing, settlement, payments,
static data maintenance,
custody, treasury, trade
reporting, compliance, risk and
regulation functions.

As the wholesale adoption of DLT
is some years away, in the interim,
addressing cost and accuracy with
new machine-based tools is given
greater priority by many institutions.
Standard Chartered is deeply
involved in developing AI in the
post-trade space. AI for Securities
Services involves a few areas
including robotics process
automation, cognitive automation
and predictive analysis based on
data collected. Standard Chartered
uses workflow monitoring tools
to track user activities over a
period to identify potential areas
for automation. Once identified,
a decision is made as to whether
the particular user’s activities are
suitable for assisted automation
or unassisted automation. We
are currently focussing efforts
on operational efficiencies such
as process automation that
includes OCR, automated billing,
auto funds/stock check, eFX
automation among other tools. AI
enables the Bank to predict and
prevent potential problems before
they happen.

Data
Data and the utilisation of data is
the new vogue in the post-trade
arena. How data can be used,
how it can be leveraged and how

it can be cleansed are the current
challenges and opportunities.
Combining data technology with AI
can result in a dynamic means of
using sophisticated algorithms to
transform data. Standard Chartered
is implementing a Hadoop Data
Fabric where raw data is stitched
from multiple data sources across
different systems and countries to
create a standardised and modelled
data access layer. At the same time,
the Bank is utilising multiple tools
for data search and visualisation
including some tools which make
use of ELK stack, creating a unique
and personalised client experience
through a single touch client view
on the entire relationship.

And finally….
At a forum, last year, a clever and
seasoned Securities Services
professional stated, when asked
about technology dismantling the
custody chain of intermediaries,
“Well... not in my time”. We are
not so sure. Admittedly, significant
technology transformation will
continue to thrive easily in a
domestic setting, but developments
are on the horizon for global
cooperation that will enable
structural changes and legal
harmonisation. How much time that
will take? It will happen in my time.

Standard Chartered is deeply involved in developing AI in the posttrade space. AI for Securities Services involves a few areas including
robotics process automation, cognitive automation and predictive
analysis based on data collected.
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ASEAN regional growth and
securities market harmonisation:
A T+2 deep dive
The economic success of China and India has long dominated the headlines of the
Asia growth story and one might overlook the Southeast Asian economies if evaluated
individually - in terms of GDP, the largest Southeast Asian economy is approximately half
the size of India and less than one-tenth of China.
Yet as a region, the ten economies
that make up the Association of
Southeast Asian Nations (ASEAN)
is a force to be reckoned with,
representing the sixth largest
economy globally in terms of GDP
and is projected to continue on its
growth trajectory to become the
fourth largest economy in the world
by 2025, behind the US, China
and Japan23.
General sentiment on the ground
echoes a similar positive undertone.
A recent poll conducted by
the Standard Chartered Global
Research team during its annual
Global Research Briefings held in
seven ASEAN cities showed that
clients are at their most upbeat
in years. A key question that was
posed to the audience: “Relative
to 2017, how do you see your
business growth prospects in
2018?”. Optimists far outweighed
pessimists this year with Vietnam
and the Philippines leading
the pack in positive sentiment.
Optimism in Indonesia and Thailand
has also picked up24.

More work lies ahead to transform
ASEAN into a single market to
enhance the region’s competitiveness
owing partly to the fact that the
ASEAN member states are at
varying stages of development with
differences across the political,
socio-cultural and economic
landscape. Setting aside ASEAN’s
agenda to focus on more immediate
goals, the member states share
a common objective: To spur
economic growth.
Market capitalisation data as of
December 2017 indicated that the
combined market capitalisation of
seven ASEAN stock exchanges
stood at USD2.7 trillion, a 24%
increase compared to the same
period last year. As statistics and
market sentiment seem to indicate
that ASEAN is poised to attract
more international capital, perhaps
the questions to ask are:
• Is the market infrastructure ready
to support the growth trajectory?

• What are the steps taken to
harmonise regulations and
market practices within
ASEAN’s securities market
and the extent of alignment
to global standards?
The ASEAN Financial Integration
Framework (AFIF), adopted by
ASEAN Central Bank Governors
and endorsed by ASEAN Finance
Ministers in 2011, envisages a
more integrated financial region
by 202025. Indeed, much has
been done to encourage capital
markets integration, such as
the establishment of the ASEAN
Disclosure Standards, the launch of
the ASEAN Collective Investment
Scheme Framework and most
recently the announcement by
Singapore and Malaysia to establish
a BM-SGX trading link by the end
of 2018. However, not all initiatives
bore fruit; the ASEAN Trading Link
that offered a single-entry point to
Singapore, Malaysia and Thailand’s
stock markets was shut down five
years after its debut, begging the
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Capturing the multi-trillion dollar asset management opportunity in Southeast Asia, Deloitte, 2017 [Online]

24

ASEAN - We are all bulls, Standard Chartered Research, 9 February 2018

25

ASEAN Financial Integration: Where are we, where next, Keynote address by Mr Ravi Menon, Managing Director, Monetary Authority of Singapore,
at ASEAN Banking Council Meeting on 12 June 2015
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ASEAN markets settlement cycles
Myanmar

Laos

Countries with
T+3 settlement cycle

Thailand
Cambodia

Vietnam

Philippines

Countries transitioning to
T+2 settlement cycle in 2018
Countries with
T+2 settlement cycle
No stock exchange

Brunei
Malaysia
Singapore

Indonesia

Market capitalisation of stock exchanges in ASEAN (USD millions)
as of December 2017
Vietnam
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Thailand
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Singapore
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Source: World Federation of Exchanges

The combined market capitalisation of Cambodia, Laos and Myanmar is just 0.3% of that of the Thai exchange:
https://asia.nikkei.com/magazine/20180208/Business/Thai-stock-exchange-to-launch-panMekong-board-andindex?page=1
There is currently no stock exchange in Brunei: https://wpqr4.adb.org/LotusQuickr/asean3abmf/Main.nsf/0/4B3837547
0B78E5748257CA800103914/$file/SF2%20Part2%20Brunei%20Darussalam%20(BN).pdf
* Thailand’s stock exchange plans to promote the Mekong region, Nikki Asian review, 8 February 2018 [Online]
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question of whether not enough
was done to facilitate its success or
perhaps there never was a gap to
begin with.
In this article, we focus on one
major development that has
garnered the considerable interest
of our clients - ASEAN securities
exchanges’ move to a T+2
settlement cycle.

The move to a T+2
settlement cycle
Setting aside Laos and Cambodia
as the stock exchanges are in the
nascent stages of development,
Vietnam is the only market in
ASEAN on a T+2 settlement cycle
(T+2). Thailand and Singapore
have announced plans to move
to T+2 by March and December
2018 respectively. Since the
announcement, the Stock
Exchange of Thailand (SET) has
taken active steps to engage
industry and market participants,
focusing on the enhancement of its
Pre-Settlement Matching System
(PSMS) function to recognise
turnaround trades in a bid to
eradicate manual pre-matching as
well as the implementation of the
pending settlement mechanism
to increase the efficiency in failed
trade management. At the time
of print of this article, the SET
appears to be on track to meet the
transition deadline of 2 March 2018.
In a similar move, the Singapore
Exchange Limited (SGX) issued
a consultation paper seeking
public views on the transition to
T+2. In addition to the move to
T+2, the SGX is also proposing
improvements for risk reduction.
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These include the simultaneous
settlement of cash securities and
money settlements; as well as
enhancements to various settlement
processes with an intent to align
Singapore to international standards.
In February 2018, Bursa Malaysia
announced its intention to move to
a T+2 settlement cycle by Q3 2018
and the formation of a technical
group to discuss the operational
processes and cut-off times.
Indonesia authorities are examining
the move to T+2 settlement with
no concrete timeline shared while
the Philippines, currently on a T+3
settlement cycle, has been thus far
silent on the subject.
The movement to a shorter
settlement cycle as well as the
harmonisation of the securities
settlement infrastructure is a global
phenomenon. With the United
States, Canada, Mexico, Peru and
Argentina on T+2 and participating
countries in Europe fully operational
on TARGET2-Securities (T2S);
linking up 20+ central securities
depositories across Europe, a move
to T+2 would put ASEAN markets
on much more competitive ground.
Moreover, across Asia Pacific, more
than a handful of markets (India,
South Korea, Taiwan, Hong Kong,
Australia and New Zealand) are
already on T+2. China’s settlement
cycle is the shortest at T+0 and
what remains to be seen is whether
this would be a strong enough push
factor for other markets to further
shorten their settlement cycle and
how far would they go in their
quest for global competitiveness.
One needs to recognise that an
Asia Pacific move to T+0 comes
with its own set of challenges.

Owing to time zone differences,
investors residing outside of Asia
would either need to pre-fund or
compromise on true Delivery Versus
Payment (DVP), which might be
counterproductive.

Market reaction to a shorter
settlement cycle
Transitioning to a T+2 settlement
cycle brings ASEAN economies
a step closer to international
harmonisation. Its associated
benefits include reducing
counterparty, market and liquidity
risk and the move is largely
welcomed by market participants.
For investors, it enables better
liquidity management and the ability
to free up capital for reinvestment
or redeployment. With an expected
decrease in settlement risk, the
broker-dealer community may
also benefit in the long run via a
potential reduction of default
fund contributions required of
clearing members.
However, before the full benefits
can be reaped and to ensure
a seamless transition, there
needs to be strong push towards
the automation of the trade
matching process in a consistent,
industrialised framework due to
the greater time pressure imposed
on trade affirmation. This may
require modifications of industry
participants’ order processing
systems, upgrading of securities
exchange and depository platforms
as well as an inspection of
downstream implications. The
legal and regulatory framework
needs to be aligned too; the
guidelines issued by the CPSS-
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IOSCO (Committee on Payment
and Settlement SystemsInternational Organisation of
Securities Commissions)26 should
also be taken in consideration
to instil the confidence of
international investors.
Intermediaries, such as custodians,
have an important role to play by
creating a link between investors,
securities exchanges and regulatory
bodies to identify roadblocks and
provide feedback. Their involvement
in industry wide testing is also highly
critical in facilitating a smooth
transition. Standard Chartered is
a member of the Association of
Global Custodians and is actively
involved in industry discussions
regarding the subject of T+2
across the region as we endeavour
to engage closely with our
clients to prepare them for the
upcoming changes.
Another essential factor to consider
is the impact of digitisation. As it
pervades the entire spectrum of the
securities chain and its processes,

it is not inconceivable that it would
serve to tip the scales of the costbenefit analysis in favour of a global
movement to a T+0 settlement
cycle in the near future, or perhaps
even to the transcendent state
of T+0 with true DVP breaking
down time-zone barriers that were
discussed above.

for ASEAN to further encourage
investments into this region
once ASEAN markets are fully
harmonised to T+2 in the very near
future (barring Philippines as plans
are unknown yet)? Whether it will
be a resurrection of the ASEAN
Trading link in a renewed form or a
replica of T2S remains to be seen.

Concluding thoughts

As a key player in the Securities
Services space with a presence
in Asia of over 150 years,
Standard Chartered is proud to
be an active leading participant
in these developments. We look
forward to having an open dialogue
to share our views in further
detail, explore how we can extend
our partnership to support your
evolving requirement.

Given that this article set out
to cover a singular major trend
observed in ASEAN, we barely
scratched the surface of the
ongoing developments; suffice to
say that ASEAN is marked by an air
of positivity with regulations moving
in the right direction to enhance
liquidity and build on stability in the
market. The precursor to T2S was
The Central Securities Depositories
Regulation (CSDR) T+2 adopted
by the European Parliament
which fostered coordination and
harmonised settlement periods
amongst European markets. In lieu
of a similar initiative or task force,
what would be the next steps

Ying Ying Tan
Regional Head
Securities Services
ASEAN and South Asia

Before the full benefits can be reaped and to ensure a seamless
transition, there needs to be strong push towards the automation of
the trade matching process in a consistent, industrialised framework
due to the greater time pressure imposed on trade affirmation.

26

Principles for Financial Market Infrastructures (IOSCO Principles), Bank for International Settlements and International Organisation of Securities
Commissions, 2012
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Conclusion
Putting together this edition of The Custodian was in some respect tougher and more
challenging. We wanted to demonstrate our understanding of the markets and at the
same time learn from your fantastic feedback, which we greatly appreciate.
We were thrilled to learn that many
of you found our content relevant
and enjoyed the new innovative
take on existing themes that are
specific to the Securities Services
business. We heard you on keeping
our insights short, punchy and
digestible. There was also a plea for
us to speak our mind and tell you
exactly what Standard Chartered
thinks. So essentially, be brave and
put a strong view forward! We hope
we have achieved that also in this
edition.
We opined on developments
in ASEAN and courageously
attempted to digest the plethora
of developments in financial
technology (and in doing so
clocked up over a hundred hours
of research) in the Securities
Services business. We learnt
that despite being a developed
industry we still need to evolve
and transform; the fire side chat
with Tim Theriault captured this

sentiment in no uncertain terms.
Outside of this publication, we have
provided some thought leadership
and consideration of South Africa
and its possible downgrade to
below investment grade, and Client
Relationship Management, as noted
by Margaret in the introduction.
As a Bank, we continue to invest
in our truly unique footprint and
Securities Services is reaping the
rewards of its sound strategy and
clear priorities focused on capturing
opportunities in our network. The
articles highlight the focus and
growth and the reward of hard work
by our entire team.
Just as important, we are behaving
differently as a Bank. We are far
more rigorous, systematic and
going back to the key basics of
banking. This change will ensure
we are transforming to a highperformance culture to deliver
for our clients and the Bank.

I hope you have enjoyed this
second edition and please continue
to share your feedback and thoughts.
We want to continually enhance
this publication, and in doing so, to
address key areas of interest.
We leave you with this thought,
from the youngest Nobel Peace
Prize winner, Malala Yousafzai,
who in 2012 the Taliban tried
to assassinate,

“We were scared,
but our fear was
not as strong as
our courage.”
The change and innovation in our
industry is not scary, per se, but
the courage to embrace it cannot
be underestimated.

Julia McKenny
Head of Market Advocacy
Securities Services
Transaction Banking
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