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Start with the Gateway

The benefit of offering cross-
asset trading is obvious to
any broker-dealer: It simpli-
fies the trading life of institu-
tional clients by giving them
a single point of contact
with their brokers. However,
delivering this capability,
especially electronically, tests
most firms’ technology and
business infrastructure.

Much of the volume of
cross-asset trading is still
conducted over the phone
between buy-side traders and
their sell-side counterpart, to
discuss execution strategy and
add a layer of nuisance to
the instructions currently not
available on many order man-
agement and execution man-
agement systems.

“What you will find is that

Since cross-asset trading pro-
vides a single point of con-
tact for institutional clients to
interact with multiple desks
the broker-dealer,
issues such as which desk
‘owns’ the client, needs to be
addressed, says Dean.

Once those business issues

within

have been solved, financial
technologists should look to
create a standard gateway to

handle

orders that will flow in from

the multi-asset class

clients. Kevin Houstoun, co-
chair of the FIX Protocol
Ltd. (FPL) Global Technical
Committee and global trans-
action messaging consultant
to HSBC, suggests that firms
examine the latest release, ver-
sion 5.0, of the FIX messag-
ing protocol.

“Exchange groups are saying they like
cross-asset trading because they can
adopt FIX gateways that will enable them
to bring new instruments and asset classes
to market by bolting on new functionality

to the gateway”

people are placing the orders
electronically and get the
sales fills back electronically,
but they’ll augment that
electronic communication
with a phone call,” says Alan
Dean, global head of cross-
asset FIX connectivity with
HSBC’s Global Banking and
Markets business.

To further the adoption of
electronic cross-asset trading,
sell-side organizations need
to examine not only their
IT infrastructure, which typi-
cally is deployed in a stand-
ard siloed fashion across the
cash equities, futures, foreign
exchange (FX) and fixed-
income desks, but also from
a line-of-business perspective.

Although FIX historically
offered a staggered support
to various asset classes, the
earliest support being for cash
equities and later support for
more complex instruments
such as bonds, the current
release has ways to address the
“siloization” of asset classes,
according to Houstoun.

What version 5.0 offers is
“transport
which
messages from different ver-
sions in the same FIX ses-

independence”,
allows users to mix

sion, meaning users can take
those different asset class silos
and use the same connectiv-
ity infrastructure to facilitate
trading across multiple asset
classes, explains Houstoun.

“It allows you to mix multiple
application layers on the same
session,” he adds.

Choosing the proper FIX
gateway topology depends on
cach individual organization,
says Houstoun, adding that if
firms want to support cross-
asset trading they will need
to have the orders coming
through a single point, which
could be via a single gate-
way or multiple gateways that
share a common message bus.

HSBC decided to deploy
a number of regional FIX
hubs. “We have FIX hubs in
the U.S., Europe and two
in Asia—in Tokyo and Hong
Kong,” says Dean.

The bank selected the topol-
ogy to support local traffic
as well as provide regional
redundancy. When an under-
sea earthquake broke the sev-
eral sub-sea telephone cables
off Taiwan in Dec. 2006, bank
clients were able to route their
orders to another HSBC hub
quickly, he says.

Behind a FIX gateway, firms
will need to implement “a bit
of smart order routing” in
order to determine what asset
classes each order is request-
ing, according to Dean. “In
the simplest form, you can
determine whether
futures trade that needs to go
to a specific desk, an equities
trade that needs to be routed
to the Hong Kong desk, or a
direct market access (DMA)
order that needs to be routed

it’s a

to the appropriate exchange,”

he adds.

Waiting for the
Exchanges

Although FIX 5.0 was intro-
duced recently, many firms
are still examining and testing
the latest release of the mes-
saging protocol. “We haven’t

Kevin Houstoun,
Chair of the FIX Protocol Ltd.
Global Technical Committee

seen any inbound request
from the buy side for 5.0
and don’t expect to see any
in the near or short term,”
says Dean, adding that HSBC
has been looking and testing
the new release, and that the
firm’s FIX engine is 5.0-ena-
bled. “What I expect to sce
in the market are requests to
hook up order management
system (OMS) platforms to
exchanges using FIX version
5.0 as the exchanges upgrade
their platforms.”

Houstounalsoseesexchange
operators priming the pump
when it comes to industry
adoption of the latest version
of the messaging protocol.
Exchange groups are saying
they like cross-asset trading
because they can adopt FIX
gateways that will enable them
to bring new instruments and
asset classes to market by bolt-
ing on new functionality to
the gateway, he says.

Once the exchanges adopt
and deploy gateways based
on FIX 5.0, the sell side
should see a tidy windfall
in development savings, as
they will no longer need to
worry about maintaining the
custom application program-
ming interfaces (APIs) from
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Laying the Cornerstone
for Cross-Asset Trading

Whether it's an issue of providing new services to institutional investors or deploying a cost-
saving maneuver in a down market, setting up electronic cross-asset trading capabilities is
a difficult task for any broker-dealer. DWT assembled Steve Grob, director of strategy with
Fidessa, John Bates, founder and general manager with Progress Apama, and Harry Gozlan,
founder and CEO of Smart Trade Technologies, to discuss the common hurdles in deploying
cross-asset trading platforms.

DWT: How close are firms
to deploying truly cross-
asset trading platforms? Are
they close to supporting
advanced capabilities, such
as multi-leg trades?

Steve Grob, Fidessa: Firms
have been trading across
different asset classes for a
number of years now. This
process has been accelerated
by the consolidation that has
taken place between the large

works well when the order
goes to a single exchange,
such as covered calls or buy/
writes in the U.S. securities
and options world. The chal-
lenge will always remain, how-
ever, when these trades stretch
across different exchanges,
where the risk is that the sec-
ond, or n leg of the trade
gets filled at a different price
to the one anticipated when
the first leg was executed. One

’\

Progress
Apama
John Bates

Progress Apama
WWW.Progress.com

Founder and General Manager

primary exchanges, which has
had the effect of collapsing
different asset classes onto a
single platform. For example,
NYSE Euronext is in the final
stages of combining its equi-
ties, options and futures busi-
nesses ontoits universal trading
platform (UTP) architecture.
This makes it much easier to
trade multi-legged orders that
go across different asset classes
as traders can get exposure to
different asset classes through
a single venue.

A number of products,
including our own, support
multi-legged orders and this

way to get around this is to
set certain legging parameters,
which will attempt to mitigate
any adverse effects while the
trading strategy is completed.

John
Apama:

Bates, Progress
They are already
doing it. Broker-dealers have
been working hard to break
down the organizational and
cultural walls, and create an
environment that supports
cross-asset trading, optimally
from a single trader worksta-
tion. But you need trading
platforms that support con-
nectivity to different markets,

support different modes of
execution for different prod-
ucts, track potential credit
exposure, and accommodate
both trader-specific and firm-
wide risk management. Also,
you need the cross-asset strat-
egies that can execute the
algorithms and offer links to
settlement and record keep-
ing for the various products.
Typical execution and order
management system offerings
have tended to be single-asset
focused, so addressing the
above is a challenge for many
of them.

To some degree, we have
found that hedge funds and
other tech-savvy buy-side firms
have led the way, as their cul-
tures are less stove-piped and
they focus on alpha returns,
from whatever trading strate-
gies can deliver them—single-
or cross-asset. A multi-asset
trading desk that wishes to
pursue high-frequency trad-
ing needs algorithms that can
trade multiple asset classes in
the same strategy. It also needs
the intelligence to understand
the execution logic of the
different legs of a multi-leg,
cross-asset strategy and have
the sophistication to respond
to the variables involved.
That typically requires spe-
cialized logic—and frankly has
been part of the interest in
Apama in this market, as our
tools empower the quants to

more quickly incorporate that
logic in their strategies. It is
their logic, executing on our
platform.

Harry Gozlan, Smart Trade
Technologies: There are two
levels of cross-asset platforms.
If you see this from the trad-
ing side’s point of view, mean-
ing traders versus the market,
whether from the buy side or
the sell side, there are cur-
rently many existing pieces of
cross-asset trading elements.
You can begin doing cross-
asset trading ‘simply’—and I
don’t mean that this is easy
to do—with an algorithmic
engine, taking simultaneous
decisions from one source
toward multiple markets.

The difficulty, though, is
deploying a cross-asset trad-
ing platform that enables you
to integrate client flows across
several assets into a unified
paradigm; to offer ‘synthetic
liquidity’—combining liquid
assets to generate liquidity in
illiquid ones—out to clients;
to offer clients multi-leg trad-
ing on one or multiple assets;
and to leverage a client’s flows
and orders across all assets
to improve its market-making
capabilities.

This type of service to cli-
ents requires that you imple-
ment a bulletproof chain of
trading processes across all
asset classes, using the same
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transversal trading compo-
nents and inter-connecting
them. Aggregation, smart
order routing (SOR) and
crossing/matching engines
and complex event processing
(CEP) systems are to my eyes
key systematic components
you need to deploy to achieve
this goal.

DWT: What key technologies
should firms have in place to
act as the foundation for a
cross-asset platform?
Gozlan: Rather than giving
an exhaustive description of
all of them, I would con-
sider the following seven cat-
egories. The first would be a
very robust horizontal layer of
enterprise network and trans-
port technologies, including
market data networks and
message middleware. I’d fol-
low this with a unified mes-
sage protocol and format,
such as FIX, and third, full
straight-through  process-
ing (STP). Fourth would be
unifying trading workflows as
much as possible, followed
by centralizing data reference
and repositories. Finally, a
generic aggregation, routing
and crossing engine that can
embed various types of trad-
ing logics, and a common
deployment, storage and fail-
over procedure. On top of
this list of seven, you also
need a set of agile, vertical,
asset-specific elements that
include order entry applica-
tions; user interfaces (UI);
pricing engines; generic and
independent rules, algorith-
mic and CEP engines; and
connectors offering access to
liquidity sources.

Bates: Cross-asset trading
obviously requires connectiv-
ity to the market data sources
for the assets and the execu-
tion platforms. So you need

a platform that supports con-
nectivity to electronic liquidity
pools, each of which is going
to have unique attributes. FIX
clearly helps, but everybody
has their unique variations. So
we have focused on building
out a wide range of adapters
to offer this connectivity.

In addition to connectiv-
ity, you need a trader screen
that delivers that consolidated
view of liquidity to the trader.
Additionally, for cross-asset
algorithmic execution, off-
the-shelf trading strategies are
really not a fit for this, so
you need—as indicated previ-
ously—to have the tools to let
traders build out their own
strategies and evolve those
strategies over time. There are
going to be ongoing changes
as the markets for the different
assets change and the trader
decides how to respond. Algo-
rithmic techniques will vary
across the markets, so you
need something that accom-
modates those differences.

An enterprise service bus
(ESB) is really not a require-
ment and it may introduce
latency associated with the
messages that are to be fac-
tored into consideration, if you
are pursuing high-frequency
strategies. However, we do
see ESBs, or more broadly
service-oriented architectures
(SOAs), as a good vehicle to
deliver the connectivity for
risk and settlement systems of
the mid- and back office.

DWT: How are you finding
firms linking their cross-
asset platforms to their
compliance platforms?
Bates: Compliance

are high on our customers’
agendas, given
conditions. The issue is how
to incorporate compliance
reviews in ways that do not
impede a firm’s ability to do

issues

the market

business effectively and does
not slow down their high-fre-
quency trading with compli-
ance checks. If your compli-
ance is going to be ‘in band’
so that it runs as part of
execution, you are going to
require a low-latency com-
pliance solution. Otherwise,

bling auto-hedging of multi-
leg transactions into single-leg
transactions—in real time—
requires a proper design in
the internal and external rout-
ing infrastructure.

Bates: Indeed, firms need to
consider how they are going

smartTrade @

Harry Gozlan

Founder and CEO

Smart Trade Technologies
www.smart-trade.net

compliance becomes a trade
execution impedance. Many
firms adopt a rigorous, but
post-trade, compliance review.
So it is very fast, but it does
not impact trade execution.
An emerging compromise is a
parallel, but real-time, compli-
ance checking procedure that
does not slow down trading
but very quickly detects com-
pliance breaches.

DWT: Do firms need to
have real-time risk manage-
ment in place before rolling
this out?

Gozlan: The real-time, mono,
asset-class risk-management
systems that exist, if prop-
erly dimensioned in terms of
volumes with a full straight-
through process, constitute
a good basis to support the
management of the mono
asset-class risks involved in
multi-asset or multi-leg trans-
actions.

What is very delicate is the
automation of the transmis-
sion of the market risk that a
multi-leg transaction gener-
ates into risks in each of the
asset classes that it is made of.
Translating multi-leg risks into
single-leg risks, and then ena-

to handle risk. Handling risk
effectively is not an issue spe-
cific to cross-asset trading,
of course. However, risk is a
broad topic and involves con-
sideration of different aspects,
such as market, counterparty
and operational. For exam-
ple, operational risk can be
handled in a manner similar
to compliance; in fact they
tend to go hand-in-hand. But
if you are considering market
risk, and you are pursuing
high-frequency cross-asset
trading, than ‘real-time’ risk is
an increasing requirement. We
recently addressed this in our
offering, with a ‘risk firewall’
that can conduct real-time
risk assessment, effectively
without negatively impacting
the trade.

In addition, some firms use
multi-asset instruments as a
way of auto-hedging risk—for
example, algorithmically tak-
ing a futures position to hedge
a bond position and then
auto-re-hedging as the market
moves. For some firms, risk
and algorithmic trading will
become inextricably linked,
and doing it the right way
will require a trading platform
that can support both.
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systems by trying to extend a
platform so that it can handle
other asset classes or trying to
bolt together different sets of
previously unrelated technol-
ogy. These approaches usually
fail to live up to expectations,
either because they are still
orientated around one par-
ticular asset class or because
they require compromises that
lead to the trader getting the
worst of both worlds. Fidessa’s
approach has been completely
different and started with the
development of a single, inte-
grated data model that could
accommodate the different
data items required across dif-
ferent asset classes. A good
example of this concerns equi-
ties and derivatives, as deriva-
tives require a number of addi-
tional fields, such as call /put,
strike price and expiry month,
to be associated with each con-
tract. The easy thing to do is
to simply treat each derivatives
contract as if it were a separate
‘stock’ but this soon becomes

very unwieldy because of the
vast number of similar but
different ‘stocks’ you end up
with. So, for example, the
Chicago Mercantile Exchange
(CME) lists nearly half a mil-
lion separate variations on the
same basic eurodollar options
contract. Without a proper

Identifying what has to be
transversal, what needs to
be absolutely common to
all asset-class trading serv-
ices, and what has to remain
asset-class specific and verti-
cal. Then the implementation
challenge is important. The
right path, to be successful,

classes, simply. Buy-side or
proprietary applications will
lend themselves to the crea-
tion of complex, synthetic
strategies that combine many
different legs. Sell-side appli-
cations will typically sup-
port more basic functionality
such as cash-book hedging

“Without a proper hierarchical approach that allows you to sort
and select by expiry month, strike price etc, the trader is soon
drowning in a sea of useless data”

Steve Grob, Director of Strategy, Fidessa

hierarchical approach that
allows you to sort and select by
expiry month, strike price etc,
the trader is soon drowning in
a sea of useless data.

DWT: What is the great-
est hurdle in deploying a
cross-asset trading platform
that is capable of multi-leg
transactions?

Gozlan: There are three:

has to go through iterative
deliveries and provide short-
term benefits to the business
while continuing to focus on
the long-term target.

Grob: Assuming you’ve got
your data model right, the
next biggest hurdle is in
designing the system so it
allows the trader to find and
manipulate different asset

or basic arbitrage of multi-
ple listed instruments. The
important point is to make
sure the integrity of the order
is maintained by having a
proper hierarchical approach,
e.g. parent-child-grandchild
etc. In this way, the trader
can manipulate the individ-
ual components of an order
without losing sight of his
overall objective.

MORGAN STANLEY TAKES
ALGOS TO BMV
US investment bank Morgan
Stanley’s algorithmic trading
platform is now available
on the Bolsa Mexicana de
Valores (BMV), according to
officials. The Morgan Stanley
Electronic Trading (MSET)
solution includes a suite of
algorithms—VWAP,  Arrival
Price, TWAP TargetPercentage
of Volume, Volume Dispense,
Price React and Close.
Clients can access the
algorithms through their
own proprietary system,
third-party order or execu-
tion management systems,
as well as through MSET's
Passport Windows platform,
say officials.

JAMES DECAMPS TO
SMART TRADE
Liquidity management
systems provider Smart
Trade Technologies has
appointed Neil James to
the newly created post of
vice-president of sales and
business development for
its U.K. unit. James will be
based in London, and will
work with banks, brokers,
asset management firms and
exchanges to expand the
Start Trade customer pool in
the region.

Previously, James was a
senior sales account manager
for the Europe, the Middle
East and Africa (EMEA) and
Nordic regions at GL Trade,
which was recently acquired

by SunGard. He will report to
Harry Gozlan, founder and
CEO of Smart Trade.

KNIGHT GOES COMPLEX

FOR OPTIONS

Knight Capital Group customers
can now take advantage of
complex options order capabil-
ities offered through the firm's
Knight Direct EMS multi-asset
trading platform. The new capa-
bilities, which are offered in the
latest release of the execution
management system (EMS),
allow users to choose from
a selection of trading strate-
gies or create their own. The
complex options execution
capabilities allow users to build
multi-leg custom orders from
options contracts listed on all

the U.S. options exchanges,
according to officials. Users
can also create mixed options
contracts and equity leg orders,
officials explained.

In otherKnight news, the firm
promoted senior managing
directors Gary Katcher, head
of global fixed income, and
Steven Sadoff, CIO, to execu-
tive vice-president positions.
Katcher joined Knight in 2008,
with the brokerage's acqui-
sition of Libertas Holdings,
which was renamed Knight
Libertas and provides trade
execution services and invest-
ment research. Sadoff has
been with Knight since 2002
and is responsible for all tech-
nology, information operations
and facilities for the firm.
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