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avestnene in new and emerging markers has

alwrays I1T[‘.‘i(‘.TI1E'r1 visks amd coss which are

disproportionate w those associatecd with

developed markets In terms ol rescarch, asset
safety, visk minimisation, account seeup,
peridolio and transaction enguirics and fees.
Oleen local market Tegislation s writken with
only lncal comcerns inmid, amended without
notice, drafied in such a way as o be ambiguous
aned from lime o tme, reflects lirde concern for
the el investor and the protection of assets.

MNaotwithstanding chis, there have been a
murnber of recent advancements in the market
infrastracture of Contral & T
which can be viewed as positives in Lerms ol risk
management. These include the developments
m m:-r;v_v loveal stock exchanges and £50s, as well
as plans for securities lending in the more
matwe mackes of Poland, Hungary and the
Czech Republic,

The Cenmal and Fasiern European marckets,
perhaps with e exceplion of Bulgaria, arc
resasonabily well served o terms of custody
providers as major Western groups have taken «
progressive posidon in many of these markets.

Groups like Citibank, TNG, ABN AMRO and
others have established facilities in the Central
and Fastern Furopssan markets Lo support dheir
commercial activilies and bave leveraged dheir
investment in custody elsewhere into these new
miarkets. Equally, the larger indigenous banks
have grown their own capabilitics based on local
market expericnee and have hired experienced.
well educated staff ro support their drive into
the foreign irmaestor custody business.

Tlenwever, most markets in the region are small
enouglh o warrant only a handfol of sub-
custodians, 1n nore, forcign gronps withouw
local or regional capabilities may seek regional
alliances, which again will have an eflect on the
(]c!,-'\::'loprnnm of the inclusiey, pricing, standarcls
of service and most imporianily, asset salety,
Recenr examples include the purchase of a
majorily stake in Bank Pekao in Poland by
Unicrediteo and Allianz, In the Czech Republic,
S0 s in discussions with KR While in
Hungary, we have seen the recent purchase of
the custody business of Budapest Bank by Bank
Ausrria Crediianstali
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This will proside foreign investors with a wider
range of ]'mr'rlt:uliul prowiders in many markets,

Asset safery and risk minimisation remain a
prioTity for investors and their global cusrodians
arul in this connection some of the indigenos
braniks with relatively small balance sheews and
poorer credit 1':1ri11ﬁli than their fureign
conmnrerparts will continue L lose out. In
mroubled markets such as Russia, banks with
m‘;.l,'f]liw: equily positions have obwdonsly cansesd
COTLCETTE ATV inwvestors.,

ne of the challenges lor custodians in

local markets is o hire and recain

knowledgeable stall wlo can supporr
the demands of foreign custodians and rhe
underlving investors. The consolidardon in the
hunking indosiry of course reduces this
Pll;;blcu‘]_ Lo some extent bur this is @ rather
haphaza rel way of managing stall resources in
a growing markel

Tha greal uncerlainty is that as these
markels develop 3o oo muse the seearites
infrasiructure. For cxample, if the stock
exchanges do not transform themselves in the
near term, the major lecal companies, by
narural sclection, will Bewin listing on [orcign
cxch;mgi'.-; where regulations are solicl and
liquidity is better and the necd for local fin
market’ custody may [all away,

Some ol the other factors that vill influence
the development of cusrody services in local
markets will be the role that the G50 playvs in
the provision of custody and asset servicing
activities, ligquidily and the relative
atiractiveness of the marker, local accounting
praclices and wansparcncy of corporale
management. and the regulatory
environment. To the extent thal any of these
aspects causes comcern al the end Investor
level or if the global custodian has overt
comcerns about the ultimate safety of clicnt
assets, the market [or custodial services will
develop more slowly,

Investors are remarkahly clear in whal they
will tolerate and what they will nol As we
have seen conmtless times in the new and
cmerging markets, investors are quick o vore
with their feel. I'_‘:_'i




