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There is a high risk of another 
financial crisis within the next 
15-20 years, according to a 

poll of delegates yesterday. Those 
attending the regulatory reform 
session voted 74 per cent to 26 per 
cent that another financial crisis 
within that period was a high risk.

Though crisis is seen as inevitable, 
Sylvie Matherat, director at Deutsche 
Bank (who once represented Banque 
de France on the Basel Committee 
on Banking Supervision), was quick 
to point out: “We cannot escape 
financial cycles. The objective is 
not [to avert crisis] by having the 
economy remain flat. You would 
not have growth. What we hope is 
that the regulations help make our 
economies safer and recovery better 
than in the past.” 

The sheer number of reporting 
agencies requiring data in various 
formats with little coordination 
among regulatory bodies will 
keep “lawyers very busy for years 
to come”, said Gillian Tett, US 
managing editor of the Financial 
Times, during the session.

The lack of coordination 
between regulatory bodies – both 
within the US and internationally 
– was identified as the biggest 
worry for banks. Another fear also 
emerged: activities that once 
took place in banks are moving 
to unregulated institutions, or the 
shadow banking sector, where they 
escape scrutiny. Moreover, pension 
funds are investing in risky assets 
that could negatively affect the 
future economy.

The sheer number of agencies 
is staggering. Annette Nazareth, 
a partner at international law firm 
Davis Polk & Wardwell, said she 
believes merging the CFTC and SEC 
would be a good start. Moreover, 
the political climate is preventing 
the kind of needed tweaks and 
modifications to US laws such as 
Dodd-Frank, with the Democratic 
Party fearing any discussion on 
modifying the law will result in 
Republicans calling for its full repeal. 

Matherat pointed out that while 
we are better off than we were in 
2007, the regulations were, “made 

in silos. When you add everything 
together you have to make sure it 
fits together. You have to check the 
interaction of all the regulations.” 

With regulation comes 
enforcement. Tett posed the question: 
have enforcements gone too far? 
At least 33 per cent of the audience 
thought fines should be higher, 29 
per cent thought they were at an 
appropriate level and 38 per cent 
thought fines were too high. 

Said Nazareth: “I think there is 
a lot of political pressure to show 
how tough they are and of piling 
on to show they are collecting 
[fines] from wrongdoing.” Using 
fines to remediate past ills was 
worrisome. Shareholders are being 
penalised and fines and over-
regulation have a chilling effect 
on foreign banks operating in 
the US by reducing employment 
and lending opportunities. In 
some cases the cost of mortgage 
settlements for homeowners 
caught up in the financial 
maelstrom are being born by banks 
that didn’t even own the debt. 
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How disruptive do Sibos delegates think ApplePay, Ripple, the new standalone PayPal and other such newcomers will be and will 
they monopolise the customer front-end? 

Mark Hartley, chief of innovation,Clear2Pay: “I cannot believe the complacency on the floor here. I think ApplePay, Ripple 
and so forth do provide a genuine payment alternative; they’re not a fad. Also, remember Ripple is not a cypto currency, it’s 
a payment protocol that has the potential to take the cost and complexity out of traditional correspondent banking and 
clearinghouse relationships.” 

Amanda Gilmour, product director, payments, Temenos: “I don’t think we can beat banks up with both sides of the same 
stick. In other words you cannot complain about a lack of innovation, while not providing a level regulatory playing field.  
Temenos did a survey recently of 220 corporates in the FTSE 500 comprising of global firms where 25 per cent of them said 
they’d considered using an alternative payment provider. In Europe, 47 per cent of respondents had investigated an alternative, 
so the issue is obviously on end-users’ radars.” 

R. Karthikeyan, chief general manager (international banking), State Bank of India: “These new technologies are disruptive. 
How quickly they’ll be adopted by banks and customers, however, is still the key unanswered question. End-users can be 
conservative when using these new payment mechanisms because it involves their money, so they’re naturally cautious. This 
means it can take time to get customer acceptance and entrench usage. In India we have many new mobile and other payment 
channels, a new ACH and authentication infrastructure, plus lots of other innovations, but these disruptive technologies could 
amount to another way to market.” 

Michael Vrontamitis, head of trade product management, transaction banking, Standard Chartered: “My view is that it’s 
all about the client experience. ApplePay, for instance, does that very well because they partner. They solve the interaction puzzle 
and provide a good customer front-end, but crucially they don’t disintermediate the bank or other providers in the payments 
chain.” 

Paul Thomalla, senior vice-president and managing director, ACI: “In regard to your specific examples, ApplePay is partner-based, 
linking in to all the major cards schemes; Ripple is a rip and replace solution that in my opinion is still looking for a problem to solve; and 
PayPal is problematic because of its 3 per cent fee. Out of all of them I’d say ApplePay is potentially the most disruptive.” W
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Banks defend their payments turf
By Paul Skeldon

The launch of Apple Pay, the re-launch 
of PayPal as a separate company and 
the move to allow mobile operators to 

add payment for goods to phone bills across 
Europe are all threatening the hegemony of 
banks. But is it going to be as disruptive as 
many outside the banking world hope? 

Without Apple, PayPal or anyone else 
outside the banking world represented on the 
panel, yesterday’s session ‘Will we be sending 
payments by iTunes?’ took the stance that, 
while these new entrants – and the many 
other alternative payment service providers 
out there – were shaking things up, the role 
of the bank was still central to payments. 
Panellists suggested that none of these new-
fangled ways of paying for stuff can work 
without them. 

“I don’t see any possibility of banks being 
uninvolved,” said Michael Fiore, senior vice-
president and group head personal payments 
and mobile money, emerging payments, 

MasterCard. “Apple Pay is really a collaboration 
between Apple, merchants and the banks 
to create a good service. This is exactly what 
should be happening.” 

Gail Hodges, global head of mobile 
payments and retail product digital 
capabilities, HSBC, was more specific: “Banks 
are absolutely key. Customers want banks to 
look after their funds. These other players are 
just driving payments.” 

Both Fiore and Hodges agreed that banks 
need to work harder to understand where 
their customers are and what they want. Both 
conceded that the impetus to handle small-value 
payments, remittances and other peer to peer 
payments was lacking since these account for 
such a small percentage of banking profits. 

But these services, being delivered cheaply 
and conveniently through the digital world of 
mobile and the Web are what consumers are 
increasingly coming to expect from their own 
money. 

And this is the dichotomy in the world 
of payments currently. There is a huge push 
outside the banking community to create and 
implement mobile payment solutions and 
services and these brands – led now by Apple 
Pay, but also featuring Amazon, PayPal, Zapp, 
Square and Boku – are looking to make a play 
as the consumer facing brands that customers 
come to use. Even mobile network operators 
are getting in on the act, rolling out the ability 
to pay for digital, quasi-physical and physical 
goods by charging them to the user’s mobile 
phone bill. 

Some 68 per cent of the session audience 
believe that, while Apple Pay lies at the front end, 
it is going to be disruptive to banks. Three per 
cent thought it would have no impact at all. 

The panel disagreed. “Apple’s value 
proposition comes from having 800 million 
customers, but those 800 million customers 
want to see their bank logo in the corner of 
the payments screen to feel secure,” said Fiore. 
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DCPs look beyond cost savings to user benefits
By Heather McKenzie

Direct connectivity to the Target2-
Securities settlement platform will 
give participants the opportunity 

to build new business models, access new 
markets more easily and deliver new services 
to clients, said a white paper, Taking the 
Direct Route to T2S: the industry view, released 
this week by Swift. Ten representatives of 
organisations that have decided to become 
directly connected parties (DCPs) were 
interviewed by Swift about their decisions 
to become DCPs and their plans for T2S 
participation.

“As a large harmonisation project, T2S 
does not come without challenges for 
market participants,” said Isabelle Olivier, 
head of clearing and settlement Emea at 
Swift. “Many of the organisations that have 
chosen to become DCPs have done so in 
an environment of competing industry and 
regulatory initiatives.”

The research stated that the work of the 
DCP Forum, an informal group of entities 
that are DCPs or interested in becoming so, 
provided an example of how complex the 
changes required by T2S will be for these 
institutions. Many will have to prepare clients 
and be ready for each wave of migration and 
the testing procedures, but in the long-term 
T2S is a catalyst for innovation and change, 
to help clients overcome key regulatory 
challenges in areas such as asset protection, 
collateral and liquidity management.

Some institutions have adopted a ‘wait 
and see’ approach to T2S, preferring to assess 
their response to the initiative once it is under 
way. However, those that have chosen to go 
direct cite advantages such as better access to 
markets (which will enable them to offer the best 
deadlines to their clients) and quick reaction to 
any settlement issues that may arise. 

Dario Locatelli, head of product 
management clearing and custody service, 
said: “By being a DCP, we can rationalise 

sending out all our instructions for settlement 
to the one place. While it is true we will 
have to maintain connectivity with each 
CSD for asset servicing, we can nevertheless 
rationalise a great deal and implement a 
different organisational approach.” 

The first wave of migration on to the T2S 
platform begins on 22 June 2015. T2S will 
deliver many benefits to users to improve 
settlement processing across Europe 
and harmonise the euro zone post-trade 
settlement landscape. Budget concerns, 
implementation costs and availability 
of resources have acted as hurdles to 
harmonisation but the introduction of T2S in 
a series of migration waves will help to move 
all European countries involved in the same 
direction.

The paper also explains that DCPs not 
only have to ensure their internal processes 
are adapted for T2S, but that their clients, the 
indirectly connected parties (ICPs), are also 
prepared for T2S. Many DCPs have chosen to 
shield their clients as much as possible from 
the impact of T2S, but there are still changes 
and adaptations that ICPs must make in order 
to operate in the T2S landscape. 

Hugh Palmer, product manager, financial 
institutions and brokers at Societe Generale 
Securities Services (SGSS), said a majority 
of the firm’s clients are buy-side institutions 
that rely on the bank, as their custodian, to 
cushion them from the major impacts of 
T2S. “We have focused on delivering usable 
information to them regarding the impact 
of T2S. For our financial institutions and 
other sell-side customers, we have taken a 
more strategic approach, detailing how they 
could handle their business in T2S and the 
impact it will have on network management 
and liquidity management. We have held 
bilateral discussions with these institutions 
to help them to forge a strategy for the T2S 
environment.”

During Sibos SGSS announced that it had 
widened the scope of its implementation of 
direct connectivity to T2S. When the first wave 
of T2S is launched in Italy and Switzerland in 
June 2015, SGSS, which has a long-standing 
presence in the major markets of the future 
T2S zone, will have direct connectivity for 
the settlement of Italian and Swiss securities. 
It intends to implement direct connectivity 
to T2S for all five markets which will join T2S 
in the second wave, scheduled for the end 
of March 2016: Euroclear Eses CSDs (France, 
Belgium and the Netherlands, Interbolsa and 
NBB-SSS in Belgium for fixed income). This 
will expand SGSS DCP capabilities to a total of 
seven T2S markets. 

Swift, via its Value Added Network 
(VAN) Solution for T2S is one of the two 
connectivity providers to the T2S platform. 
Alain Raes, chief executive Emea and chief 
executive Asia Pacific at Swift, said around 
90 per cent of the CSDs and central banks 
involved in T2S have chosen to connect via 
the Swift VAN. Swift’s presence in all of the 
T2S markets, combined with its involvement 
in domestic infrastructures in some of these 
countries along with its network, messaging 
and ISO 20022 expertise were proving to be 
compelling features for T2S participants, he 
said. “We can integrate these offerings into 
institutions’ back offices and we know this 
business. T2S participants are looking for 
operational efficiency and the combination 
of all of the elements we can offer, along with 
our pricing have played a part in our success.”

The Swift white paper concluded that the 
main players in the custody business already 
have defined strategies and know where 
they are going in the T2S world. When T2S 
was first mooted in 2006, the main focus was 
on savings and cost benefits. Now with the 
platform about to be launched, Swift identifies 
a realisation that T2S will deliver many benefits 
to users beyond cost savings. 

Nevertheless, Barbara Novick, vice-chairman 
of BlackRock, put the fines levied against 
US banks at $70 billion and foreign banks at 
$20 billion. “Some of the behaviour has been 
reprehensible. We need an ethics class.” 

Tett asked if enforcement would be 
effective in preventing future transgressions; 
41 per cent said yes, 31 per cent no.

At least one audience member asked 
why the panel on regulation was all female, 
wondering whether a crisis would have 
been averted if more women were in senior 
positions at the world’s financial institutions. 

It goes beyond gender. Matherat, who 
went from Banque de France to Deutsche 
Bank called for diversity of gender, culture and 

nationality for better outcomes. 
When asked had there been more senior 

women in banking whether the turmoil of the 
past five years and the reaction to it would 
have been different, the audience responded 
thus: yes, 78 per cent (female voters) and 57 
per cent men. Of the noes, 43 per cent were 
male and 22 per cent female.
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