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a

In this edition, we look at some 
unresolved issues with MiFID II, 
Europe’s new data protection 
regime (GDPR) for an industry that 
is awash with data. And, we look 
at the business decision-making 
processes involved in optimising 
new technologies. 

Indeed, technology is an important 
key to unlocking some of the bigger 
business challenges at a macro 
level. There are numerous changes 
coming through from shifts in the 
existing dynamic between industry 
players and the threats posed by 
new, disruptive, business models – 
mobile and peer-to-peer or simply 
the rise in passive products.
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All of this can only work if the industry 
comes together and that is the goal for 
Euroclear FundsPlace in 2018. Through  
our consultative approach, we are delivering 
industry led workshops and roundtables 
with the aim of building solutions to help  
us all put trust back into ‘the system’. 

The need for transparency is increasing at 
every level – from regulators to millennial 
investors. With this also comes a growing 
demand for immediacy and trust.

Stephan Pouyat
Global Head of Funds,  

ETFs and Capital Markets

Euroclear

➥
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are investment  
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Unless you’ve been living in a cave for the past couple of years, you’ll know that MiFID II – designed 
to improve transparency and competition in the funds market – went live on January 3, 2018.

Mohamed M’Rabti, Deputy Head of FundsPlace and Head of ETFs, Euroclear, notes:  
“The industry won a year-long extension to do its homework. There can be no more excuses 
now it is live.”

Still areas of concern 

Before the go live date, asset managers and regulators 

seemed to be struggling to be fully prepared for the 

second iteration of MiFID. Luxembourg’s regulator, the 

Commission de Surveillance du Secteur Financier (CSSF), 

one of the more dynamic EU regulators, was, and still 

is, actively engaging into the topic and addressing 

the relevant questions for the investment fund sector, 

according to Evelyne Christiaens, Head of Legal at ALFI, 

the funds industry association of Luxembourg.

While the industry itself has generally worked hard to 

prepare for the advent of MiFID II, two principal areas  

of concern and areas of concern remain:

• how to define the target market; 

• how to deal with the question of inducements  

and research costs.

The target market template
Under MiFID II, financial product manufacturers and 
distributors will have to define a target market, which is in-
line with the client’s needs and requests, for each product.

This entails a shift of mindset and communications, with 
funds now needing to work with intermediaries to ensure 
a product’s suitability for various types of clients. The 
question of whether the fund or the intermediary initially 
establishes the target market is, in many cases, unresolved.

EFAMA has produced a target market template, which 
is a good starting point and has been endorsed by many 
fund associations. 

➥
➥
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But, asked Florence Stainier, a Partner at law firm Arendt 
& Medernach, will this EFAMA document be sufficient  
for compliance purposes or should manufacturers provide 
more substantial detail on their funds? Some distributors 
may wish to receive additional details.

ALFI set up a working group to address this question. 
The thinking emanating from it so far is that 
manufacturers and distributors will have to compromise 
on who does the work. Although manufacturers – 
asset managers – are often not present at point of 
sale, they will almost certainly bear responsibility for 
ensuring a product is suitable. Another grey area is the 
responsibilities (or otherwise) of retail platforms offering 
execution-only services.

The creation by manufacturers of bespoke suitability 
documents is a possible alternative to the EFAMA 
template, said Ms Stainier. “But would that be recognised 
by intermediaries?” she asked. “And how should 
feedback be given to manufacturers about the type and 
quality of information provided?”

Apart from potential compliance issues, manufacturers 
have a vested interest to engage in the debate. This 
vested interest even applies to intermediaries who are not 
captured by MiFID, said Gary Janaway, COO of KNEIP, a 
data management company. “Some people think that if 
they don’t fall under the regulation, there is nothing to 
do,” said Mr Janaway, who chaired the roundtable.

“Strictly speaking, that is true, but commercially maybe 
not. You still need a commercial relationship - people 
won’t distribute your funds if you don’t fall in line. 

You still need your information to be correct, you need 
product governance and a target market. It will become 
an industry standard, much like a kitemark.”

All aboard
Fund board members will need to keep abreast of this 
key MiFID II issue. They should be demanding concrete 
evidence, said Mr Janaway. That includes evidence of 
agreements, reviews and in particular action points.  
“As a board member, I would want to know straight 
away when things are going wrong, not three months 
after,” he added. The potential for non-compliance is 
particularly high when the risk profile of a fund is altered, 
potentially changing the target market.

It is clear, then, that defining the target market is not 
a one-time activity. “You need to know if the product 
is performing, if it is maintaining its risk limits,” said 
Mr Janaway. “The industry is moving to this level of 
transparency. It’s clear that January 3 2018 was just the 
start of a process rather than the end.

Deep into 2018, manufacturers and distributors alike will 
need to know if the right products were, after all, sold to 
the right people. If data collection and analysis was not 
in place before the January 3 start date, fund managers 
cannot hope to have this information to hand a year later.

➥
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Paying to play
The second area of confusion is around inducements 
and research. Under MiFID II, brokers must price research 
separately from execution, instead of bundling the two 
together with a single fee. Investment research must 
either be paid from a fund manager’s own account, which 
may be offset by increased fees, or through a separate 
research account. In other words, research cannot be used 
as an inducement to trade.

Asset managers have mixed views on how to deal 
with this requirement. Some are passing the costs of 
unbundled research through increased fund fees, while 
others are waiting to decide or plan to absorb the costs. 

Important considerations are how research is valued and 
how payment is made. The UK’s FCA wants to see full 
transparency in fund prospectuses. 

The costs of research, said Ms Stainier, have probably 
been underestimated until now. “It seems that currently 
about 70%-80% of bundled costs (transaction and 
research) consists in research costs”, she said. “So this may 
completely change asset management business models.”

More transparency, more 
competition

The increased transparency will allow comparisons 
between funds and create an additional measure of 
competition. In particular, investors will be able to judge 
the effect on performance of higher (or lower) spending 
on research. 

M’Rabti concludes: “Asset managers should not be 
surprised if this is an outcome of MiFID II: improved 
competition is, after all, one of the key objectives. It is 
a reminder that we are all here to act as stewards of 
investors’ capital. It must be positive for the end-investors. 
At Euroclear FundsPlace, transparency is the core of our 
entire solution. Making sure everyone in the chain has the 
level of control they need is paramount.”

In summary

• Principal areas of concern are:  

-  how to define the target market;  

-  how to deal with the inducements  

   and research costs.

• In defining target markets, manufacturers 

have a commercial interest to engage in  

the debate, even if they are not captured 

by MiFID. 

• Increased transparency will allow better 

comparisons between funds – in particular, 

investors will be able to judge the effect on 

performance of higher (or lower) spending 

on research.
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Amid the din of MiFID and PRIIPs roaring into view, another piece of major EU regulation is 
following them quietly down the road. This is the General Data Protection Regulation (GDPR). 
Its thrust is to prevent the misuse of EU citizens’ personal data.

As such, it reinforces the move to improve / control transparency and should enhance clients’ 
trust in the investment funds industry. It should be positive for the individual and for the 
industry alike.

There is one big challenge. Investment management is conducted across borders, with chains 
of intermediaries ensuring that the data of individuals are stored in numerous locations.  
Take the case of a Luxembourg management company with a distribution partner in Japan.

“Even distributors outside the EU may be covered by this regulation,” Frederic Vonner,  
a partner at PwC Luxembourg told participants at a Euroclear roundtable event.

“There is a whole series of questions about how the Japanese distributor can comply with  
the regulation, if it is aware of the regulation at all.”

Data 
protection 
drive  
moves  
up a gear
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The EU gets personal
First things first. What is GDPR and why does it exist?

GDPR was adopted by the EU as far back as April 2016 
and is enforceable from 25 May 2018. From May, firms 
must notify the authorities of any breaches of ‘high-risk’ 
data within 72 hours and the penalties for failure to do 
so will be severe.

Mohamed M’Rabti, Deputy Head of FundsPlace and 
Head of ETFs, Euroclear, observes “There appear to be 
two main drivers behind GDPR. The first is transparency: 
the EU aims to give citizens greater control over     how 
their personal data is used. This will limit the swapping 
of personal data between companies, particularly in the 
social media space.”

The second driver is pro-business: the EU aims to provide 
a simpler legal environment in which to operate, making 
data protection rules identical across the EU single market.

“The consent issue worries investment firms,” says 
Vonner. “They have data in multiple places and they are 
all looking for legitimate purposes to process it. They 
need guidance.”

Questions revolve also around the format in which 
investment firms should inform investors on the use of 
their personal data. That might be via the prospectus, 
on the application form, or more directly by sending out 
letters explicitly for the purpose or setting up a website 
consent form.

Other concerns centre on matters such as how to handle 
data in the form of visitor logs, training notes, the 
collection of business cards and CVs. Emails are a topic 
all of their own: email chains are particularly problematic, 
with the personal information of dozens, sometimes 
hundreds of people in your own firm and within others 
made visible.

To handle this necessitates an email management policy, 
but few investment firms have worked out how this 
policy might operate in practice.

If data cannot be fully protected this could be damaging 
to the firm in question. Data should be secured as 
carefully as possible to avoid causing harm or risk to  
an individual.

Keep your control
No analysis of the impact of GDPR can ignore the key 
terms the Directive introduces: controllers and processors. 
Into which category you fall will define your obligations 
under GDPR.

In essence, the controller has the responsibility over the 
individuals’ data and gives instructions to the processor 
on how to use that data. 

So the division of duties seems clear. Until you consider 
that GDPR holds controllers responsible for the proper or 
improper handling of personal information, even if they 
outsource the processing of the data.

In a further twist, if the processor exceeds the bounds 
of its instructions from the controller, it becomes the 
controller and assumes the key responsibilities.

Let’s map that slightly complex situation to the 
investment management industry. First funds. The issue 
is fairly clear-cut, with the personal data of investors 
remaining the responsibility of the fund entity. The fund 
is the controller.

If a company outsources the computation of salaries, 
the company is the data controller and the outsourcing 
company is the processor for such purpose only.

So far, so good. But what about Mancos? They might 
argue they have no role given their distance from the 
day-to-day operations of the funds.“The issue for them 
arises if something goes wrong with the investors’ data,” 
said Vonner. 

With this in mind they should probably be considered 
co-controllers - jointly responsible for controlling data 
alongside the fund entities.

Next up, transfer agents. “Transfer agents must wear 
the two hats of a processor and a controller,” says 
Vonner. They perform processing for funds, but they are 
controllers in that they must do know-your-customer 
checks for their own business and manage their 
employee data. 

They should keep a register of all their data processing to 
see if they stray into the area of controller for the funds 
they service.

They are also responsible for the processing chain and, in 
particular, making sure that sub-processors comply with 
the data protection rules.

➥
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Compliance in the real world

“The investment industry is floating on a lake of data. 

The question is, on a practical level, how it can avoid 

drowning. That is, how firms can set out to comply with 

the rules,” comments M’Rabti.

There are four building blocks of compliance, argues Vonner.

1. Understand all the processes in your organisation 

and make sure contracts are up to date in terms of 

personal data processing.

2. Handle the data of others as if it were your own. 

Introduce procedures for collecting, using and deleting 

data, transferring it to other companies, and for handling 

questions and complaints about the use of data. 

3. Update IT systems so they can enforce data security 

and establish data mapping and labelling in line 

with the risks to the data subjects. This is about how 

to control its propagation across systems and only 

collecting what is needed for specific, legitimate 

purposes. When developing new applications, input 

only relevant data. 

4. Implement solid governance procedures. Investment 

firms may need to appoint a data protection officer 

(DPO). Those that do need to decide where the 

DPO stands within the organisation to ensure the 

procedures are efficient and effectively applied.

It may also be possible to mitigate compliance risks 

through GDPR-related insurance, but at this stage  

it is not clear if such products are regulatory-proofed.

➥

In summary

• Investment firms looking to provide information to 

investors must seek consent to use their data via the 

prospectus, application forms, mailshots or websites.

• Under GDPR funds are clearly ‘controllers’ and firms 

handling data tasks are clearly ‘processors’. The role 

of Mancos and transfer agents are less easily defined.

• The four building blocks of compliance are: 

understand all your processes, introduce procedures, 

update IT systems; and appoint a Data Protection 

Officer (DPO).

• Despite its complexity, GDPR is positive in extending 

transparency and building trust in the industry.
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Suitability risk

The first question fund managers should ask 

themselves is whether or not to implement a new 

technology. If this sounds obvious, Hugo Larguinho 

Brás, a director at PwC, believes the question is not 

adequately considered by many firms. 

“The first step is to understand the technology 

itself – the potential, its functionalities and 

limitations,” Larguinho Brás told participants  

at a Euroclear roundtable event in Luxembourg.

Sometimes a technology is still in an assessment 

phase. It helps to get information about its take-up 

and success in other sectors and other countries 

before committing to a contract with a vendor. 

Not only does a technology need to be suited to a 

particular investment firm, but also to clients and 

suppliers of the firm, who may have to adapt or 

change their systems too. They may be reluctant 

to do so.

“Take blockchain,” says Mohamed M’Rabti, 

Deputy Head of FundsPlace and Head of ETFs. 

“It is a dream at the moment. But you will need 

agreement over using blockchain with other 

participants. This is critical because once you’ve 

made the change, it’s very hard to go back.”

Investment firms are being bombarded with 
warnings about how technology may disrupt 
their business models. That disruption is coming 
looks an odds-on bet. Its shape and form, 
however, and its eventual impact, remain to be 
seen. The simplistic message of ‘adapt or die’ 
needs to be tempered by some clear thinking 
about the possible consequences – not least 
because technology may be only one factor in 
the development of the new business model.
Investment firms can be panicked into making 
rash choices, but they should resist the urge to 
instantly rebrand as a technology-investment 
complex, and bear in mind the risks involved in 
the adoption of technology.

New 
technology 

Consider 
risks as well 

as reward
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Outsourcing risk
“With technology developing at warp speed, rather than 
incrementally as in the past, more investment firms are 
leveraging vendor platforms. This reduces cost and allows 
faster adoption of new technologies,” notes Elisabeth 
Meyers, Director for FundsPlace Product and Sales 
Solutions, Euroclear.

But every time a human action is replaced by technology, 
a sphere of expertise migrates from the firm to the 
vendor. Although efficiency is increased, this migration 
can cleave the firm from key value-adding processes. 

If the vendor’s infrastructure is compromised by hackers 
or a major climactic or geopolitical event, the firm may 
not have sufficient expertise to deal with the fallout. This 
highlights the need for a disaster recovery plan which goes 
beyond having a back-up system in a secondary location.

Regulatory risk
Meyers: “Regulation is not necessarily addressed during 
discussions between investment firms and vendors.  
A technology which has been approved in one region  
or country may not be welcome in others.”

Take blockchain, to which there is considerable antipathy 
in some jurisdictions, but which has attracted a cautious 
welcome in others. 

While many regulators are sceptical about blockchain, 
history shows that the regulatory environment tends 
to adapt to technologies that can be shown to have 
beneficial effects and future potential.

Technology developments often outpace regulators’ 
ability to process them, so a direct discussion with the 
local regulatory body is useful for the avoidance of doubt. 
This approach can bear fruit particularly in the case of 
technology that is not explicitly compliant. 

“It’s a bit chicken and egg,” said Larguinho Brás.  
“You can’t build product if the regulator doesn’t allow it. 
But, equally, the regulator can’t give its view until  
a product is developed and working.”

Some regulators are happy to thrust themselves into  
the middle of an issue, while it is possible to cajole others 
into engaging with individual investment firms about 
individual technologies.

Cost risks
Making the assumption that new technologies reduce 
costs can be a mistake. 

Investment firms are not all familiar with on-boarding new 
technology and don’t always see the need to build a business 
case for new technology that incorporates cost savings. 

“This can lead to bad surprises,”said Larguinho Brás, 
“and can affect the return on investment. It’s best not 
to let enthusiasm get the better of you.”Sometimes a 
technology can reduce cost, but increase other risks –  
and this needs to be included in the business case too.

The risks of non-adoption
Then there is the risk attached to not adopting new 
technology or adopting it way after competitors. 

It is natural that some firms are fast starters and others take 
time to follow because they don’t want to make mistakes, 
says Larguinho Brás. “The minimum every company 
must do is to take in interest in new technology, try to 
understand it and define a plan for it. Even if that plan is to 
wait, you must know why you have decided this.”

Much technology that is uniformly used in the investment 
industry today was taken up relatively slowly in its 
formative years. 

Examples include basic computing, exchanges of 
information by email and trade confirmations by instant 
messaging systems. “An email was not viewed as 
an official channel of communication until relatively 
recently,” noted M’Rabti.

Some firms are reluctant to use technology that will make 
jobs redundant. This is a false concern, argues M’Rabti. 
“Better software allows people to focus on other things 
where they can add more value.”

Evidence for this is available in the Luxembourg funds 
industry. Not long ago, all transaction confirmations were 
performed by fax, whereas SWIFT is now the universal 
technology for messaging.

“You might have thought this would have posed a 
risk to jobs,”said Larguinho Brás. But, in fact, since 
the introduction of automated messaging, AUM has 
doubled in Luxembourg while employees working in the 
Luxembourg financial industry have risen slightly too. 

➥
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“There is no need to be afraid,” Larguinho Brás added.

In summary, big changes are taking place in the 
investment industry, with technology one of the key 
drivers. But it is vital firms have a clear idea of what new 
technology can and cannot do for them and the many 
other factors that will be critical to the development of 
any new industry business model.

What it should not do is make the industry more opaque. 
More transparency and greater control are paramount 
to helping the industry function better and its ability to 
attract greater inflows in the future.

Operational controls and 
supervision
When implementing a new technology, it is crucial to 
look at the operational controls and supervision of the 
processes in scope, and to involve from scratch your Risk 
Management department.

Some controls of human actions – for instance four-eyes 
checks of data input – might no longer make sense once 
these actions will be automated by a new technology. 
Similarly, the focus of operational supervision will often be 
less on human actions and more on technology reliability.

The transition of operational controls and supervision 
from the previous model (“human”) to the new model 
(“technology”) can be progressive, especially if there is  
a risk of financial or client impact.

Explain to your Risk Management how the new 
technology works and how you plan to use it. It is the 
right way to preserve your company’s risk profile and 
supervision approach.

In summary

• Be wary of making a panicked, knee-jerk 

reaction to the message ‘adapt or die’. Any 

disruptive business model in the investment 

industry is likely to result from the 

convergence of many elements, technology 

being only one of them.

• Firms should improve their understanding 

of the functions and limitations of new 

technologies they are considering. They 

should also be wary of outsourcing risk – 

every time a human action is replaced by 

technology, expertise migrates from firm  

to vendor.

• A technology which has been approved 

in one region or country may not be 

elsewhere. Technology developments often 

outpace regulators’ ability to process them, 

so direct discussions with regulators can  

be helpful.

• Investment firms don’t always build  

a business case for new technology  

that incorporates cost savings. Where  

they do, the assumed cost savings may  

not materialise.
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The growth of passives appears unstoppable and is reshaping the fund management industry 
in ways few participants predicted a couple of years ago.

Take ETFs, for example. Once seen primarily as a cheap and quick way to invest passively 
in stock markets, ETFs now provide access to a dizzying array of both passive and active 
strategies. They are even driving the move to more transparent and efficient markets, while 
intensifying the focus on market infrastructures.

Stephan Pouyat, Global Head of Funds at Euroclear says: “Regulators of the investment 
industry are focused on cost and transparency. Investors want thes efactors as well as 
returns. This focus, together with the shift in investment needs will determine a new shape  
for the market and how it is supported.”

Reshaping
the investment 
industry

The ETF Age 

Investors are increasingly seeking investments that can be 

traded at short notice, with high levels of transparency, at 

cheap prices. They want to manage these investments on a 

single platform and via a single dashboard. For millennials, 

among others, the ability to trade funds and communicate 

with fund providers via the smartphone is essential. 

Structures like ETFs perfectly support this mindset. 

For anyone doubting that this is the era of the ETF, 

consider this: more than USD 4.83 trillion of new money 

flowed into ETFs in 2017, taking the value 

of all outstanding ETFs close to USD 4.8 trillion. E&Y 

believes ETFs will amount to USD 7.6 trillion by 2020, 

partly driven by new strategies that are attractive 

to millennials, such as Environmental, Social and 

Governance (ESG) investment themes. 

Another driver will be the growth of emerging market 

ETFs. “When we discuss with Hong Kong, China, India 

representatives about how they might further open their 

markets, the listed story is essential. It gives investors 

confidence to invest by connecting them to local issuers 

in the most efficient manner possible. And, it promotes 

their stock exchanges,” notes Pouyat.
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Focus intensifies on scalable 
infrastructure 
As the ETF marketplace becomes internationalised, so the 
distribution model is globalising, with investors demanding 
multiple listings in multiple currencies combined with an 
efficient and centralised post-trade infrastructure. 

The infrastructure across Europe is still fragmented, but 
it is starting to coalesce around a few service providers. 
In Europe, for instance, over 40% of Europe’s ETF market 
has moved into Euroclear’s international structure, which 
went live in 2014. 

“It’s becoming very clear that the industry needs a 
model that is sufficiently scalable to meet the needs and 
future growth of the industry. This will work to meet 
the evolving risk, transparency, control and regulatory 
requirements,” says Pouyat.

Transparency is a helpful friend of distribution, especially 
since the regulators are increasing their transparency 
requirements. It even allows fund managers to identify 
underlying investors and improve how firms market their 
funds to investors.

One eye on the future 

Euroclear is leading a French industry working group  
to explore new ways to help make the fund distribution 
model even more efficient and responsive  
to international investor expectations. 

“This means collaborating with the entire funds 
ecosystem to build solutions that offer more transparency 
to everyone. For some investors, this probably cannot 
come soon enough,” continues Pouyat. 

“Whether these solutions deploy new technologies or deliver 
new business models, they are vital to the future success of 
the industry. This is why we at Euroclear FundsPlace, a neutral 
funds infrastructure, are working to deliver open solutions 
that connect the entire funds value chain.”

Tech is not the only answer 

The buzz around blockchain has naturally led industry 
participants to wonder if it, or other fintech solutions, 
will dislodge existing providers.

On paper, blockchain appears to answer the industry’s quest 
for more transparency. Yet, incremental modernisation may 
be the most pragtmatic and cost effective way for a number 
of issues.

For the ETF market, the creation of an international structure 
helped to improve transparency. Perhaps, as international 
structures in other areas evolve, so the industry and its 
investors will reap the benefits.

Euroclear FundsPlace – 
Sweden

We are digitising the administration of funds trades in 

Sweden to bring our clients more transparency, a wider 

range of funds and improved service.

As part of Euroclear FundsPlace, our business, which provides 

the settlement infrastructure for the Swedish financial 

market, offers an automated solution for the management of 

funds based on the Euroclear FundSettle technology.

This means fewer manual processes, a reduction in operational 

risk and a faster, more efficient funds trading environment.
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