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the more obvious matter of the quali-
ty of the management in an industry
that is still very young—-The profes-
sional managers in this business stand
out because there are so few of
them,” he says—but it is something
consultants can affect only tangential-
ly. Systems, strategies, and structures
are his main themes. “Five years out,
many of the inefficiencies from which
custodians make money today are
guing to be smoothed away.” says
Thomas. “Some custodians are going
_to have great difficulty making money
when rolling setdlement and DVE on
T + 3 and below are finally achieved.
Those custodians which want 10 con-
tinue in the business must devise a
client service which goes tar beyond
the huasic service they have tradition-
ally provided.”

It is this that convinees him the
most successtul custodians will be
those which offer an integrated ser-
vice, such as Treasuny services as well
as custody, This will necessitate inte-
gariated banking and securitics systems
to ensure that declining income from
basic settlement and sitekeeping ser-
vices is offset by improved cash man-
dgement. reporting. and  stock
lending services, “The aemount of cash
carned per billion of assets under
custody varies enormously, from loss-
es to very signdicant profits,” explains
Thomas. “Much of the ditference is
Jdown to the way o business is struc
tured.” Theoretically - clients that pre-
viousty dealt owith o varicty ot
institutions will gravitate toward o sin-
vle, imtegrited provider that offers o
Detter service al te sime net Cost.

Thonuts discerns twvo madjor threats
1o the continued growth of the cus-
tody husiness, One is the incrcased
dianger of disintermediation. In
approaching this sensitive subject. he
distmguishes betw cen emerging nar-
kets o here the quatiny of the people
on the ground is crucid, and industry
specialists can cmerged and sophisti-
cated markers tin which success
hinges largels on the guality of the
technologicad platform and the et
cieney of the delivery svstemso). In
many ol the main tinancial centers,
institutional investors are already
linked directly with central securities
depositories. Industry coopueratives
like SWIFT, and commerdial commu-

nications firms like GE Information
Systems and Reuters, are now build-
ing networks that threaten the propri-
etary communications systems run by
the banks. This may pitch some
banks into regional alliances, sharing
technological overheads and com-
mon communications networks. A
more insidious threat is insensitive
regulation. The attraction of custody
to many bunks lies in its promise of
handsome fees in exchange for a
minimal capital commitment. Thomas
fears that too many weuak and poorly
capitulized banks are muscling into
the market, und thar any bank failure
which jeopardizes client funds will
have the custody industry crawling
with the national and suprea-national
regulators. He is unconvinced by the
standard custodial riposte that client
funds are carctully scgregated, argu-
ing that it is difficult to achieve this
with cash or derivative instraments.
“We are aware of a number of institu-
tions that do not propcr]y segregate
or shicld custodial assets,” he says,
He tears the imposition of stift capital
requirements on custodians would
shrink cross-border investment drasti-
cally. and perhaps halt it altogether in
the developing world: “The regula-
tors are beginning to tuke a more
active interest in cross-border invest-
ment. They are likely to want capital
1o be put up against this business,
where there are inherent risks which
are not vet Tully analyzed or under-
stood, Tha capital requirement could
e substantial. and before any regula-
1O group comes stamping into this
cmbryonic market custodians must
sturt thinking about how they are
going to provide it and what they
should do o prevent such a crisis
occurring, We need @ self-regulatory
approach.”

Even these worries cannot cloud
an obvious sense of enjovment and
enthusiasm. Thomas thinks global
custody is the most exeiting aspect of
the international banking scene
today. He just wishes he had not writ-
ten a book about it "Balancing time
spent on client work and maintaining
domestc harmony while at the same
time writing a book wias a humbling
experience. 1 would not recommend
it to anvone.” he suys.

—Dominic Hobson
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“The regulators are
beginning to take a more
active interest in cross-
border investment. They
are likely to want capital
to be put up against this
business, where there are
inherent risks which are
not yet fully analyzed or
understood.”



