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The fissuncnl :nl].l.Lﬂ'r:.r: HT-hlmﬂD:d e of
mfvermation techmology is undisputed. Having
enjoved the many berefis of its early adaption
of computer and communicarions services, the
financial sector is now saddled wath the lnmoy
systerns and  processes —enhanced  though
they may be-that have peemitted it o cope with
phenomenal  growth im0 made  wolume,
Concurrent with wolume incresse has been the

luwiening ol ke rmade sslomosr Eressd in
securies exctm from fne |_T+5:I o theee
(T+3) business days. Perer Aiken of Vieginia

Commoemealth Unmorsity and the Vanguard
memmberhip dscomed the inkerens challemzes
and opportunities presented By a further
COmpAEssing pricessier Bime. both o
next-day seithement (T+1) and ultimarely 1w
nzal-time (T+0} trade and serdement.
The securiries transaction lifscwcle inchades
rrurrmms steps: place onder, erade, ]:H'Iﬂmn
keepeng, clearing, settiement, scconnting, and
rting, Eich sage involves two parties,
r they be 1 ossomer-benker pair or
|:'|'1:|.|-H1:: I comira lel'l.nns:. Sh.n-rl:s:rl.l.l':l; the E}'l‘:h:
time: requires all parties o maintain pace with
one gnathen, whilke semltaneously manntaining
fulil risk euragemest under the guidance of
regulitory ashorities, Whersss the sevurities
andustry respanded ta the paper crunch of 1968
by instituting ssamerous amorreted and electmnic
procedusal shortcuts, the Te 3 seislement perind
1 kengthier than might be anticipaed from asch
u digrtad fonem. (It should be noted, however,
chat Aiken's point of view was highly U5, -cen-
rric. For instance, & recenify a5 1999, India was

bisedisniiall by @ T'o A5 transsciton el doe e

irs baracrable vl uf hamdled.) Today
in the 115, mmﬂ w:::ll:.rkqm
beoker- h:ll] cash management aocounis, insoesd
tfﬁhnhpfﬂl‘iﬂ.i‘l;lﬂﬂ}'ﬂ{fm'ﬂltﬂihlf
veder = pliced. Simiarly, the securities are
typically ot physically held by mdividual
isvestars, but ame kept of the hrokerage,

CASE STUDY & DISCUSSION: FROM T+3 TO T+1

Cenralwed boak-entry seftlemens ander the

af the Depository Tree Comnpany
mﬂmul.ﬂ'm withement affirmation by
‘l""“!!“'ﬁdthﬂ name ssociired with a st of
shares. Within-bowse end-of-day netting of
transctions is ourrenthy endorsed, and, although
the exchanges are st up foc bow trade volumes,
ﬂ1.|.‘:|-' hcbd up i.l].mjr..lH:.-' under ihe SHkfald

inenzase witnesed in che e half cenniry
With T+3 and wid cad lrsdeznci ooy,

qualirative changes in trading behavior are
evident, Individuals micromanzge partfolics
from their MNet-enabled devices, laptop-toting
furitiers sell thetr coups om the commidiny famues
markes, and day mading his become 25% of
earked actnaty, et the movernens fram T3
T+ 1 isfraught with challenges. Tighaer provosir
comEtrAiTs PR i6 stneed the batch-
wnficuated asterns that have jom overcome the
VIK hurdle. Rebang o mednmilion-Ene
programs—often with pamenss ized
instantizings 10 sccount for distne busines
needs, vegivenl laws, and differing plarfoem
requirernents —resoaling todays T ety for
tomamow’s needs is andesd 2 d:unl]ng task
Nevertheless, the finandal ndusrry melizes thar
ation i mnperative, even if faster oyele time
winikd replice neting by trade-In-trade electomnic
clering, Adding o the melee, individual
processing B apeded fn incrase mssadion
wolurme |:l:|r ordess of magnifde, daa structure
reenginesning is imnpecative, wnd deamalimtion
th::nmamrammdmumdmwﬂm
meimize gain by leveraging the power of
continuons ve discrete parhematics, Als

thea rarger dave s seasbeing T 0 b JHEL, some

plaees see 2002 as the earliest dae, with 2005
beimg not out of the geestion, Altwough the
equities market i 3 hugs beast o maove, 1t should
be nated that T 1 & wot fontign to the industry:
Indeed, curency and mwtual Fonds achisve
next-day senlenent

“T+0and T+1 are completely different antmals:
one is an elepbant, the other is a fish,”

— WANGUARD MEMAER
MRA. dOHM "BakEr™ COREY,
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Fur u.r.u‘h'u, historic metheds for credin risk
merapement depend on substantial birency m be
buslt into the erade - settlememt tmeframe. Time
is needed tovenify the existence of finds prior to
deaning the transaction. As puarantors of the
trade, financal mstigutions an: simphy unwilling
o accepe thee kevel of rek inkenent in processing
a mmmb&qmﬁdw ﬁl.,l-ung_[h:
iame lines. dhares chat ares noc ver sweed cansce
bz ol wachour o vane lag A a corllary, with

any 1zme lag T + m, where o & O}, &n wmethical
seller simultancoosly promése verified
shares 1w mone chan o 1 this were
ocoar, a scrupuloas Cand sufficientdy lengthey)
settlement process wanild expose the di :
A nivved by Duavid Rewd, “The ri:k:u::e-tnin'hqn
oo the ancient system, por un astifict f seality”
However, i dirsor progress 1o neal-time T + 0
Trrctms dcoared, mary dﬂup&unrgmr
risks worald become nonissues. [fir were possible
o have InFrETan oo kiow uf the verecity
Efmtpm}'mmﬂ’hjz.ﬂuriﬁh-.m-l
and courmterparty-risk. mansgemenr would all
become obsalens neverthces, morket
[|.t ':h: Lixst eradde price) hecome oo,
tal cash, digial certi mffhmﬁ. and diggal
rment over the Incemer aoe almest certain bo
be parts of the soluten. From a process poine of
view, the mire e of direct mransition o Te0 &
diffiusk fr the imdustry o digest, given is loegg
histary of inherent latency. John Perry Bariow,
however, belbeves that the pam invahed with
making the T+3 to real-time sextdement iz Timde
Enmr than that ssecciared with going m T+ 1.
this view i3 socurate, why not move direcche
mha imevimabd F YW hee hirsvoyven waldl fake il G
After all, a5 one Vanpussd particrpas
emphasized, Tt} meass thar lircrally ot oeky
o veas have whan ir cakes 1o make 2
but that the other sde does, o™ Wi 111.;
regalantony agencies endane ond ermpover such a
change, or will 3 mngle potent plaver (or a
comsurtium} place 3 stake i the ground? The
amswers b0 these questions e e, with
nce canfendier Jet ey it mientans.



