
Direct custody and clearing has long 
played an integral role in the 
international capital markets by 

providing the local market backbone for 
securities settlement and asset servicing. 
For institutional investors and their global 
custodians, it is a critical element in the 
global custody supply chain, and for 
broker-dealers it has become the most 
effective way to expand global market 
access.  

Sometimes depicted as a �boring� 
infrastructure business, direct custody and 
clearing has become anything but. The 
custody and clearing landscape has been 
transformed by the wave of globalisation, 
growth, innovation and risk taking that has 
characterised the global securities markets 
over the last several years. These 
developments have spawned a remarkable 
wave of change across the custody 
landscape, not only in terms of capabilities 

and services required 
but also in the 

role custodians 
play across 
market 
participants.  
Without 

question, the 
capital markets 
have become 
truly global, 
characterised by 

massive 
invest-

ment �ows, both to and from, mature and 
emerging markets. As evidence, during the 
last �ve years, the US market has gone from 
almost one half of global equity market capi-
talisation to just over one third. As capital 
has gone global, many emerging markets are 
now becoming signi�cant net capital export-
ers themselves.  

Responding to needs
Against this backdrop, direct custodians 
must respond to the expanding needs of 
clients for services not only in the 
traditional emerging markets but also into 
the �frontier� or newly emerging markets 
that have yet to develop into major 
investment centres. Importantly, custodians 
must also be able to integrate services 
effectively across markets to provide clients 
with a globally consistent, but locally 
focused capability that can facilitate 
successful transfer and provide economic 
bene�t. Providing this global/local offering 
will continue to be a point of focus in the 
industry going forward and remains a major 
challenge due to the market-speci�c nature 
of the direct custody and clearing business.

At Citi, we have responded to this 
globalisation trend by opening seven 
markets in the last two years, bringing our 
global proprietary network to an industry-
leading 51 markets. Having recently opened 
Morocco and Kazakhstan, we have plans to 
expand further this year into the Ukraine, 
Dubai, and Nigeria among others. 

It is no secret that recent growth in the 

securities markets has been dramatic. In the 
equities markets alone, global market 
capitalisation has grown at over 20 per cent 
a year since 2002, with Asian markets up 
approximately 33 per cent annually during 
this period. Transaction volumes have 
shown a similar trajectory with sharp 
worldwide growth last year, especially for 
on-exchange trading activity in Europe. No 
discussion of market growth would be 
complete without mentioning the rise of 
hedge funds and their increasing in�uence 
on the global capital markets. Hedge fund 
assets have been variously reported to have 
surged to approximately $3trn. While this 
represents just a fraction of global securities 
assets, hedge funds have been estimated to 
account for as much as a quarter of trading 
in global major markets.

To support the explosive growth in 
market activity, custodians must 
continuously invest in capacity and 
technology to support increasing volumes 
and numbers of client positions. Combined 
with the inherent local market complexity 
borne by custom systems requirements and 
market interfaces, these infrastructure 
requirements are substantial and ongoing. 
However, they remain at the core of the 
direct custody and clearing service offering. 
While the entire industry faces this 
challenge, Citi in particular has embarked 
upon a multi-year effort to enhance our 
global infrastructure and provide clients 
with the resulting bene�ts that accrue from 
growth and scale.

On the move
Although rarely viewed as a glamorous sector, direct custody and clearing is transforming itself to 
become a vibrant and increasingly important business, writes ANDREW GELB 
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