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Tech worries hit
dealing desks
There is a lag between the rate of change in the trading world and the speed
with which technology providers can help fund management firms cope, finds
Nicholas Pratt, who surveyed the heads of eight internal dealing desks 

28

In-house dealers have had much to keep
track of  lately. On top of  regulations from
Europe that force dealers to obtain ‘best
execution’ for equity trades (and which have
led to the creation of  more stock exchanges
for dealers to cope with), they also have to
support their firm’s growth plans that
typically span multiple geographies, time
zones and asset classes. 

The in-house dealing desk is, therefore, an
increasingly important component within a
fund managers’ organisation – as are the
individuals in charge of  it. 

For well over a decade now the majority of
firms have recognised that trading is
complex enough that it should be the
responsibility of  dedicated professionals and
not simply left to portfolio managers. But it is
perhaps only in the last five years that
managers have invested heavily in beefing up
these in-house dealing desks. 

Some of  this is down to the changing
nature of  fund managers, their global
ambitions and their desire to trade in
increasingly complex asset classes across all
available time zones. But there have also
been some changes in Europe’s securities
marketplace, such as MiFID, that have
forced dealing desks to invest in the tools
needed to keep track of  the various sources
of  liquidity and ‘execution venues’ that
spring up seemingly on a monthly basis. 

Technology and data providers have leapt
to support them, but this has led to a deluge
of  ‘solutions’ that heads of  dealing have had
to assess. And, as our survey suggests, dealing
chiefs have not always found the extra tech
help particularly helpful.

Smart order routing (SOR), the process by
which a trader’s order navigates the
marketplace to find the ideal match, is one
of  the innovations that technology providers
have responded with. But it is still a relatively
immature and unproven technology. Many

dealers are suspicious that the routers are not
as smart as they profess to be, but so far they
are unable to prove it.

This lack of  evidence is down to the
paucity of  transaction cost analysis (TCA) –
the data used to show how efficiently each
trade has been executed. Currently most
TCA data only includes the major exchanges
and not the raft of  new alternative venues,
leaving many dealers in the dark. Nigel
Coleman, UK head of  equity trading at
Credit Suisse’s asset management division,
said recently at the Trade Tech conference:
“The TCA industry has had it easy for 
too long. I want to know how smart my 
smart order routers are and I can’t do 
that until TCA vendors start including
alternative venues.”

Technology gap
We asked heads of  dealing where they 
would most like to see more development.
The answers show the dilemma facing 
the industry – and the vendors that supply 
it. MiFID, best execution, dark pools,
dispersed liquidity, algorithmic trading and
low latency have all created clear
opportunities for traders to expand their
reach, pursue more sophisticated strategies
and insist upon more efficient and low-cost
execution. But, right now, the immaturity of
the technology, the limitations of  the
products and the lack of  clarity around
regulatory changes mean that traders are
currently in that strange stage where they are
not sure if  things were better and easier
when they first set up their desks more than
a decade ago.

In time, of  course, technology will mature,
products will improve and the regulatory
landscape will become clear. In the
meantime, however, dealing desk heads must
continue their often unheralded but
increasingly appreciated efforts.  
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support dealers, but
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Allianz Global Investors was the first
German asset manager to set up its own
equity in-house dealing desk back in 1995.
Back then, equity trading had become a
much more complex undertaking thanks 
to the demands of  best execution, the 
search for liquidity, the need to reduce
operational risk and a whole host of  middle-
office issues. 

Christoph Mast, global head of  trading at
Allianz’s equity manager, RCM, says:
“Leaving all of  that to the portfolio manager
would have been a distraction and having
trading carried out by a dedicated team has
proven to be very positive in terms of
performance.”

In 2003 RCM set up a global trading
system with three dealing desks in Frankfurt,
San Francisco and Hong Kong to cover
every time zone. 

“In establishing the global desk there 
were two main issues that we faced,” 
says Mast. The first of  these was to do 
with technology and was solved by
implementing a global front-office tool in 
all locations. The second issue was to deal
with the different regulations for each
regional market, something that was
navigated by a global trading policy that
takes account of  the requirements of  the
different regulatory bodies.

A growing trend 
The growth of  electronic trading has been
one of  the most noticeable industry trends.
RCM is no different, says Mast, and routes
all orders electronically to brokers and has a
growing appetite for direct market access
(DMA) and broker-supplied algorithms. 

Yet the potential efficiencies promised by
electronic trading, as well as the explosion of
new liquidity sources and execution venues,
are being thwarted by a lack of  available
market data.  

BUYSIDE TRADING

Too dark to trade
Christoph Mast, of RCM, tell Nicholas Pratt there is a need for more data
from brokers and vendors if electronic trading is to reach its full potential

Christoph Mast, RCM
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“The key issue for us, as far as market
transparency is concerned, is having
consolidated volumes and prices,” says Mast.
“At the moment there is no industry standard
for a consolidated tape in Europe. The buy-
side community is on the case and the
pressure is coming from the IMA [Investment
Management Association, a UK trade body]
and other buy-side associations and hopefully
we can establish the same kind of
consolidation of  tape in Europe as there is in
the US.”

There is also a need to improve the
availability of  trade reporting data, Mast
says, particularly now that brokers have so
many execution options in this post-
MiFID environment.

“It is very important to have the right data
provided. I would like to see what venues my
broker uses for over-the-counter (OTC) trade
reporting. How can I be sure that the trade
report reflects what has actually happened?
What does Bloomberg show? Is Boat 
data included?” 

Too dark 
The lack of  available data is also evident
when it comes to dark pools – the new sources
of  off-exchange liquidity, which Mast believes
would be much more widely used if  they were
not so ‘dark’. 

“With dark pools I want to know what is out
there. How do they work and how much is
really done in dark pools? Are there any anti-
gaming rules? This would help us to see what
kind of  liquidity is out there.”

During the panel discussions at the recent
Trade Tech event involving heads of  dealing,
the issue of  transaction costs analysis (TCA)
came up repeatedly. “The ability to compare
our trades to everyone else is very important
in seeing where liquidity actually is and what
has been traded. Most vendors are on the case
but they are yet to deliver a product that can
provide all the data from all of  the venues.”

The increase in the number of  venues is a
direct result of  MiFID, the European
Commission’s ambitious directive aimed at
creating a pan-European securities market.
Although we are less than two years into the
post-MiFID area, have asset managers seen
benefits? Has MiFID made trading cheaper?
“On the one hand we have reduced the cost
of  execution at the exchanges but actually
might have increased the overall cost of
trading in terms of  liquidity aggregation and
smart order routing,” says Mast.

“We haven’t really seen commission costs
come down from brokers but it is a difficult
time for the broking community and they
have seen their profitability eroded. So it is a
trade-off  between a lower commission pool
for the buy-side and a reduction in operating
costs for the brokers. We need to have an
ongoing conversation with the brokers so
that we can finally benefit from lower trading
costs at the exchanges.”

And how has the relationship between 
the dealers and the portfolio managers
evolved since the creation of  an in-house
dealing desk? “The portfolio managers
respect our work,” says Mast. “We are given
more than 90% of  our orders with complete
discretion. This suggests that there is a lot of
trust there.”

This trust has grown out of  the fact that
portfolio managers realise that modern
trading with its use of  modern electronic
trading tools is a complex task and not
simply a matter of  resolving settlement
queries. The relationship between dealers
and portfolio managers is also helped by the
fact that, as head of  dealing, Mast has
regular contact with the CIOs and is part 
of  both the European and the global 
RCM investment management groups. “We
are all on the same floor and trading is
considered as important a part of  the RCM
value chain.”

Into the future 
For the immediate future, Mast is concerned
with migrating the trading desk of
Cominvest – one of  Germany’s largest asset
management firms, which was acquired in
2008 by Allianz Global Investors. “Within
our trading team we have fostered the
relationship between the cash equity and the
FX and derivatives traders,” says Mast. “I
assume changing the profile of  the cash
traders to a more multi-asset class profile will
be an ongoing task.”

As for the long-term future, Mast expects
that the electronic side of  trading 
operations will continue to be important.
“Connectivity, FIX and the use of
algorithms were all very big issues in the
recent past. In order to secure best execution
in the future, issues like developing our own
algorithms or developing our own TCA tool
might be something to look at. We might also
be looking to have even smarter order
routers that are intelligent enough to access
all the liquidity out there.”

‘With dark pools I want
to know what is out

there. How do they work
and how much is really
done in dark pools? Are
there any anti-gaming
rules? This would help
us to see what kind of
liquidy is out there’ 
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What is now Axa Invest Management’s equity
trading desk began life in 1996 as the UK desk
for Sun Life Investment Management, prior to
its acquisition by Axa. Previously fund
managers had executed trades themselves, but
they wanted duties to be more segregated, says
Paul Squires, head of  trading at Axa
Investment Management. 

The desk started initially trading on behalf
of  the portfolio managers covering the UK,
then Europe and then the US & Asia. Axa
also had the same arrangement in Paris,
Amsterdam and Frankfurt, so in 2001 the
decision was taken to centralise all equity
trading in London.

“For me this is the perfect scenario – to have
all nine equity traders together, segregated
from fund managers, and able to share ideas,”
says Squires. 

Squires’ team has since expanded beyond
equities to include additional asset classes. “It
was suggested in 2004 that we start trading
fixed income as well as equities so we added a
team of  three fixed income traders who had all
previously traded other asset classes. There was
some initial hand holding by the portfolio
managers for the first six months, but it has
subsequently been the best rollout we’ve had.”

In the time that the in-house dealing desk has
existed, the role of  the buy-side dealer within
the firm has come full circle, says Squires.
“Back 13 years ago the fund manager would
send the order and we would do it. The job was
98% doing the deal and 2% checking the
market and filtering market news. 

“There is much more market insight now.
Hedge funds have driven that. They have given
brokers the incentive to come up with more
ideas and it is the same with us and our
relationship with fund managers. 

“Now our job is a 50/50 split between doing
the deal and commenting on the market.
Ultimately I think we now help fund managers
to make investment decisions.”

A number of  dealing desk heads talk of  
the struggle they face to help fund 
managers understand the value of  
dealing and the frustration they feel when a
failure to understand the mechanics of  the
process creates extra work for traders.
However, Squires accepts that dealers have
to show humility. 

“The fund managers are the ones that
bring in the revenue, they are your client and
you have to know your client. They are all
different and not all of  them are aware of
exactly how a trader makes intra-day savings
and are perhaps oblivious to all of  the stress
that we’ve gone through to execute their
order. But there are also those fund
managers that know exactly how trading
works and they are very easy to work with.”

Advances in technology
The last 13 years has seen enormous change
in terms of  trading technology. But just as
there is a wealth of  market news that has to
be filtered, another of  Squires’ tasks is to
discern what products are of  genuine benefit
and what products are merely distractions.
“We are very technology-focused but there is
a lot of  hype around many of  the
technology-based issues and products.
Slippage, basis points, milliseconds of
latency – it is right to talk about these things,
but there are so many more important
things,” says Squires.

“We do use an algorithm and we love the
one provider that we use but that is sufficient
because many of  our fund managers are
actively managing their portfolios and there
is only a small amount of  indexed funds. We
also transmit most of  our equity trades
(roughly 90%) through FIX and we have 
good crossing rates with the electronic
communication networks (ECNs) for our
straight-through processing. But even with
all of  this, I still insist that my traders use the

The perfect scenario
Axa IM’s centralised dealing desk has freed its traders to support fund
managers with ideas. Technology, too, is liberating, but Paul Squires says
there is much hype around the numerous applications. By Nicholas Pratt

‘Now our job is a 50/50
split between doing the

deal and commenting on
the market. Ultimately I
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managers to make
investment decisions’
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phone every day and speak to their brokers.
I still think that brokers are important.” 

The brokers’ role and the size of  their fees
have come under close examination by
traders in the post-MiFID era and its promise
of  lower execution costs. “Brokers have driven
down the cost of  their own trading but we are
still paying them the same commission rates
even if  we use an algorithm or trade on an
MTF like Chi-X,” says Squires.

“In an ideal world the commission would be
based on where the trade is executed but this
is hard to do. We have had unbundling which
is good and which should be the answer to

that segregation in economic terms between
research and trading commissions. But we still
have fund managers that have important
relationships with brokers based on their
research and that remains a driving factor.”

The promise of  lower execution costs has
primarily been based on the deregulation of
Europe’s marketplace and the increase in
sources of  liquidity, but this dispersal has
created an additional burden for dealing desks
in terms of  tracking and aggregating all of
this liquidity. “We cover the bases in terms of
execution venues,” says Squires, referring to
the algorithm Axa uses (AES from Credit
Suisse), which has access to all multilateral
trading facilities.

The dark side
However, new venues are emerging all the
time, particularly the so-called dark pools, a
tag which Squires is somewhat wary of. “In
the past, sell-side traders had lots of
information and we had to try and get this
information out of  them. It was like a game
and more of  a ‘dark pool’ than anything we
are seeing now. I think the mass of  dark pools
we see now is just available liquidity that was
always there.”

Furthermore, there has so far been little
aggregation of  dark pools, although a
number of  operators are talking to each
other. “I think they realise that there needs to
be some kind of  consolidation because we
don’t want to have to deal with too much
more fragmentation,” says Squires. “It is, in
many ways, unhelpful for us because we have
to accommodate multiple venues. We stick
an order into a smart order router and get
1,000 fills.”

One possible solution lies in the use of
crossing networks – the trading systems 
that electronically and anonymously match
buy and sell orders without the need for 
an exchange.

But, says Squires, there is still some
reticence among buy-side dealers due to the
failed attempts at establishing crossing
networks in the past. “If  six heads of  dealing
decided to put all of  their orders into
something like Liquidnet [a crossing
network], it would work. But for some reason
we never quite get there.”

What prevents a massive take up of
crossing, he feels, is the perceived problem of
gaming. “There is still that worry about
being exposed to gaming, which seems to
prevent full participation.”

‘If six heads of dealing
decided to put all of

their order into
something like

Liquidnet, it would
work. But for some

reason we never quite
get there’

Paul Squires, Axa Investment Managers
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How long have you operated an in-house dealing desk?
We set up an in-house equity dealing desk in 1995.

Is it centralised in one location or do you have different venues across Europe?
We have three central dealing desks to cover every time zone. Frankfurt covers 
Europe and Africa, San Francisco covers the Americas and Hong Kong covers Asia-Pacific.

How many dealers?
We have 17 cash equity traders globally (seven in Europe) plus four derivatives and three FX traders (excluding
Cominvest).

How much trading is done electronically compared to voice-based trading?
All orders are routed electronically to brokers and more and more trades are done using broker algorithms and direct
market access. 

What is your approximate daily trading volume in euros?
Including programme trades, we trade roughly €320m a day globally.

In which operational area would you most like to see more development? 
Trade reporting and smart-order routing.

CHRISTOPH MAST, GLOBAL HEAD OF TRADING, RCM/ALLIANZ GLOBAL INVESTORS
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How long have you operated an in-house dealing desk?
The London dealing desk was formed in 1996 and merged with three other European desks in 2001. In 2006 trading and
securities finance (TSF) was created, merging all asset class trading desks with the securities financing operations.

Is it centralised in one location or do you have different venues across Europe?
It covers three locations – one in Paris and two in London.

How many dealers?
Twenty-five (15 in Paris and ten in London).

How much trading is done electronically compared to voice-based trading?
Approximately 10% of our equity trading is electronically traded (non-voice) and 90% goes through FIX.
Approximately 20% of our fixed-income trading is done electronically with straight-through processing via an
MTF.

What is your approximate daily trading volume in euros?
€50m for equities (excluding derivatives); €310m for fixed income (excluding derivatives).

In which area would you most like to see more development? 
Dark pool aggregation; consolidated tape for trade reporting.

PAUL SQUIRES, HEAD OF TRADING, AXA INVESTMENT MANAGERS

Funds Europe looks at the in-house dealing desks of
eight fund managers and asks where heads of
trading wish to see more development

Inside trading
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How long have you operated an in-house dealing desk?
Seven years.

Is it centralised in one location or do you have different venues across Europe?
We have two venues in London and Paris.

How many dealers?
In Europe we have 20 dealers covering equity, fixed income, convertibles, FX and securities lending.

How much trading is done electronically compared to voice-based trading?
In equities +95%, FX +90% and fixed income +60%.

What is your approximate daily trading volume in euros?
We receive about 1,000 tickets per day.

In which area would you most like to see more development? 
Smart-order routing followed by trade cost analysis.

CARL JAMES, GLOBAL HEAD OF DEALING, FORTIS INVESTMENTS

How long have you operated an in-house dealing desk?
There has been a centralised desk at Newton since 1978.

Is it centralised in one location or do you have different venues across Europe?
The desk is centralised in one location – London.

How many dealers?
We have a team of seven dealers (four – equity; two – fixed income; one – unit trust).

How much trading is done electronically compared to voice-based trading?
About 95% is sent to our broker counterparties electronically.

What is your approximate daily trading volume in euros?
Daily turnover is in excess of €150m.

In which operational area would you most like to see more development? 
More technology improvements on fixed income products; a universal approach to TCA benchmarking;
centralised reporting for all exchanges, MTFs and crossing networks to improve visibility in the market.

JASON MCALEER, HEAD OF GLOBAL TRADING, NEWTON INVESTMENT MANAGEMENT

How long have you operated an in-house dealing desk?
The current desk was established in 2008 but Invesco has had in-house dealing desks for decades.

Is it centralised in one location or do you have different venues across Europe?
We have one desk in London trading across markets in the European time zone.

How many dealers?
Four.

How much trading is done electronically compared to voice-based trading?
Even electronic orders are backed up by a phone call. The majority of trades are sent via FIX.

What is your approximate daily trading volume in euros?
n/a

In which area would you most like to see more development? 
We are still rolling out some systems but I would anticipate considerable focus on smart-order routing and trade cost analysis.

MARK HARDING, HEAD OF EMEA EQUITY DEALING, INVESCO
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How long have you operated an in-house dealing desk?
Since before 2002.

Is it centralised in one location or do you have different venues across Europe?
We have four central dealing desks in New York, London, Sydney and Singapore.

How many dealers?
23 for equities and FX.

How much trading is done electronically compared to voice-based trading?
Up to 50% of pan-European trades are low-touch.

What is your approximate daily trading volume in euros?
During 2008 we traded up to €115bn in cash equities. 

In which operational area would you most like to see more development? 
Smart-order routing, trade cost analysis and algorithms.

STEVE WOOD, GLOBAL HEAD OF INVESTMENT TRADING, SCHRODER INVESTMENT MANAGEMENT

How long have you operated an in-house dealing desk
About ten years.

Is it centralised in one location or do you have different venues across Europe?
For the moment, we have one desk in Brussels and one in Luxembourg.

How many dealers?
Six in Brussels and two in Luxembourg. 

How much trading is done electronically compared to voice-based trading?
For the moment, it is about 75% but it will gradually increase to more than 95%.

What is your approximate daily trading volume in euros?
Between €250m and €300m for all asset classes and between €55m and €65m for
equities. 

In which operational area would you most like to see more development? 
Global order management in derivatives and FX; algorithmic trading; transaction cost
analysis which includes the main execution venues.

JACQUES STERCK, GLOBAL HEAD, DEALING DESK, DEXIA ASSET MANAGEMENT

How long have you operated an in-house dealing desk?
For over ten years we have had multi-regional desks in Europe, Asia and North America.

Is it centralised in one location or do you have different venues across Europe?
Trading for European markets has been centralised into one location in Stockholm for over ten years. We do maintain
a dealing desk in Oslo exclusively to trade locally in the Norwegian market, where we are a major investor.

How many dealers?
Eight dealers including a head of global trading.

How much trading is done electronically compared to voice-based trading?
The clear majority of our trading, with the exception of a few local ‘boutique’ firms, is done 100% electronically, which
includes electronic order routing, fills, and allocations.

What is your approximate daily trading volume in euros?
n/a

In which operational area would you most like to see more development?
Smart-order routing and trade cost analysis.

JOHAN ERIKSON, HEAD OF GLOBAL TRADING, DNB NOR
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