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ωThe Changing Environment

ωSupply

ωGlobal

ωBy Country

ωPrime broker and hedge fund landscape

ωGC vs Special dynamics

ωCollateral changes 

ωEffects and timing of the US rule changes

ωCase Studies



The Changing Environment

ÅStakeholders in the securities financing food chain

ÅBalance of power changes

ÅTransparency 

ÅRegulation

ÅKnowledge and education



THE SUPPLY SIDE



Changes in Global supply?
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Spread Changes over time
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Changes in Securities Loan Volume
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Global Lending Picture
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ÅIntroduction to DESLI ïData Explorers Securities Lending Index

ÅThe DESLIÊ family of indices tracks the change in loans in relation to shares 

outstanding.

ÅThe advantage of the DESLIÊ methodology is that it is not impacted by changes in price 

or by changes in trade volume so securities lending activity is not obscured by cash 

market movements.

ÅThe DESLIÊ 50 covers the securities lending loan base for the fifty largest market 

capitalized companies in the global traditional securities lending markets. The index has a 

market capitalization of $5.6 trillion (as of 12 January 2009) and a base of 100 on 02 

January 2008. 



Global Lending Picture

Source: dataexplorers
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October 2008 Vs October 2009
Global Lendable Distribution
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On Loan Distribution

October 2008 October 2009
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THE DEMAND SIDE



US

DESLI US 30
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UK 

DESLI UK 30
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Europe ex UK

DESLI EU xUK 30
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Japan

DESLI JAPAN 30
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Asia ex Japan

DESLI ASIA xJP 30
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Global DX Long-Short Ratio
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Obama elected President of USA

Lehman's files for Bankruptcy

Chrysler files for Bankruptcy

GM files for Bankruptcy

JPM Buys Bear Sterns

UK Lifts short sale ban

UK Implements Short Sale ban US Implements short sale ban

US lifts short sale ban

S&P 500 52 Week Low
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Global DX Fixed Income ςEquity 
Ratio (Long) vs. VIX
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Obama elected President of USA

Lehman's files for Bankruptcy

Chrysler files for Bankruptcy

GM files for Bankruptcy

JPM Buys Bear Sterns

UK Lifts short sale ban

UK Implements Short Sale ban

US Implements short sale ban

US lifts short sale ban

S&P 500 52 Week Low
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Sector overview - USA
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US Utilisation Changes
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Broker Distribution US Equity
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Broker Distribution Canadian Equity
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GC VS SPECIAL
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COLLATERAL CHANGES



Balance vs Cash/ Non Cash (USD)

Source: dataexplorers



SL and RI Return to Lendable

Source: dataexplorers



Cash/Non Cash Collateral (US 
domicile)

Source: dataexplorers



Cash/Non Cash Collateral (Europe 
domicile)

Source: dataexplorers



EFFECTS AND TIMING OF US RULE 
CHANGES 



US Regulatory Effects ςPart 1
ωReg SHO - {ŜǇ нллп ǘƻ ǇǊƻǾƛŘŜ ƴŜǿ ǊǳƭŜǎ ƻƴ ǎƘƻǊǘ ǎŜƭƭƛƴƎΣ ǿƛǘƘ ŀ ǾƛŜǿ ǘƻǿŀǊŘǎΣ άǊŜƎǳƭŀǘƻǊȅ 
ǎƛƳǇƭƛŦƛŎŀǘƛƻƴ ŀƴŘ ǘƘŜ ŀǾƻƛŘŀƴŎŜ ƻŦ ŀǊōƛǘǊŀƎŜΦέ

ωUptick Rule elimination ςJul 2007 following a pilot period

ωSEC Emergency Order ςJul2008

ωSEC Banning of Shorts Sales in Financial stocks ςSep 2008

ωRule 204T ςSep 2008

ωRule 204 ςSep 2009

Pilot Period
2 May 2005 ï 30 Jun 2007

2005 2006 2007 2008 2009

Reg SHO Adopted

7-Sep-2004

Threshold List

Jan 2005

Rule 201 Eliminates 

Uptick Rule

Jul 2007

Rule 203: Grandfather 

Clause Removed

15 Oct 2007

SEC Bans Short Selling 

in Financial Stocks

18 Sep 2008 ï 8 Oct 2008

Rule 204T

17 Sep 2008 ï 31 Jul 2009

SEC Emergency Order
21 Jul 2008 ï 12 Aug 2008

10b-21

17 Sep 2008



US Regulatory Effects ςPart 2

ÅSEC short selling restrictions

ïDisrupted the securities lending market

ïMarket has not fully recovered since the ban
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How has Rule 204 Affected S/L?

Finding:

After Rule 204, now permanent, was adopted, most equity issues experienced a decline in the 
number of loans of their shares; on average the decline was about 7% in the period after the ban on 
shorting financial stocks was lifted, down from the period before the ban.

But for issues that had been listed on the threshold list before Rule 204 was enacted, the story was 
ŘƛŦŦŜǊŜƴǘΦ  ¢ƘŜǎŜ ΨǇǊƻōƭŜƳΩ ǎǘƻŎƪǎ ǎŀǿ тΦр҈ ƳƻǊŜ ƭƻŀƴǎ ƳŀŘŜ ŀŦǘŜǊ wǳƭŜ нлп ǘƘŀƴ ōŜŦƻǊŜΦ

Interpretation:

There is some evidence that Rule 204 is causing borrowers to take out more loans of the stocks 
that previously had fail-to-deliver problems, leading to threshold listing.  So while the size of the 
threshold list is now much smaller, Rule 204 might be leading to extra borrowing before the 
threshold limit is crossed.



CASE STUDIES



UPTICK RULE



Did the Old Uptick Rule Affect S/L?
ωDid removal of the uptick rule affect securities lending volumes and does this point the way to how 
any new one will work?

ωSome commentators have blamed the lack of an uptick rule for the increase in shorting activity in 
late 2007 and in 2008.  Do they have a valid claim? If they are correct, will shorting (and securities 
borrowing) decline further if the uptick rule is reinstated?

% Change in Shares Borrowed From One Period to the Next
Solid Line Represents the 2,000 Non-Pilot Stocks

The Hash Line Represents the 1,000 Pilot Stocks
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the 1% confidence level.



Effect of the Uptick Rule Elimination

Median Change in Share Borrowing per Stock

Time Period Pilot Stocks

N = 750
Non-Pilot Stocks

N = 2,600

From Before Pilot Period

1-Jan-2005 to 30-Apr-

2005

To Beginning of Pilot 

Period

2-May-2005 to 31-Aug-

2005

+17% +14%

From Last Months of the 

Pilot Period

1-Jan-2007 to 30-Jun-

2007

To First Month after 

Uptick Rule Removed

15-Jul-2007 to 15-Aug-

2007

+18% +16%



UK PENSION FUNDS



Beneficial Owner Survey ςUK PFs

Source: dataexplorers



Beneficial Owner Survey ςUK PFs

Source: dataexplorers



Beneficial Owner Survey ςUK PFs

Source: dataexplorers
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Case Study ςCiti Trade

Source: SunGard Astec Analytics
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Case Study ςCiti Trade (cont)
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Conclusions

ÅChanges in industry attitude

ÅRegulatory focus

ÅTemporary or permanent

ÅNew Era 


