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SECURITIES LENDING LINK FUND SOLUTIONS (WALES) RELATIONSHIP TIMELINE

FX

Summary of Lending Programme

• Commenced lending March 2020

• LF WALES  have a bespoke non-cash collateral account.

• GBP £71,807 in 2020 YTD net revenue earnings  

• Total Gross Revenue in 2020 has been GBP £84,475

• Fee Split : 85/15 with WALES receiving 85% of the total revenue and Northern Trust receiving 15%

• All costs for running the securities lending programme are taken from Northern Trust’s share of the fee split

• All loans are collateralised at 102/105% (subject to de minimis) depending on the currency of the loans/collateral

• Agent shall only lend Securities to Borrowers with a short-term rating at the time the loan is made of no lower than A1/P1

• A maximum on loan of 25% of total AUM at any one time; notwithstanding changes to prices and lendable assets

• A minimum of 5% of the nominal quantity of each individual equity holding shall not be available for Loan at any one time

March 2020

Securities Lending Begins – Activation 

of Global Growth Fund and Global 

Opportunities Equity Fund

April 2020

Activation of UK 

Opportunities Equity Fund
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ACCOUNT PERFORMANCE 

• The Gross Basis point return for the period was 2.0 bps

• The PPGOEF SW Mitchell Fund has contributed the majority of the revenue ( 44%)

• Primary demand has been seen directional trading of French stock Vallourec, South African  MTN Group  and US 

name Seadrill.

• These three stocks accounted for 50% of total revenue to date.

• Utilisation at 3.7% across all funds, we expect this to increase over time as more borrowers approve the Wales 

funds.
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TOP 10 SECURITIES BY REVENUE

• Demand in the top ten securities was primarily driven by demand for French and HK directional stocks.

• The top ten performing securities accounted for 74% of net earnings (£53,620)

• The average spread for the top 10 was 156.45 bps compared to 18.28 bps for all other securities. 
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LENDING BREAKDOWN ASSET AND COUNTRY
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LENDING BREAKDOWN ASSET AND COUNTRY
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BORROWER UTILISATION AND COLLATERAL AS OF 30TH APRIL
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NON-CASH COLLATERAL SUMMARY:  30TH APRIL
Non-Cash Collateral Asset Breakdown

• As of 30th April LF Wales largest three borrowers were:

— BNP Paribas Prime Brokerage – £46,302,889

— ING Bank NV London Branch - £34,183,408

— Credit Suisse Securities (Europe) Ltd – 24,990,290

• The top 3 borrowers made up 52% of the total market value on loan. 

• Same-currency fixed income collateral (and US equities) at 102% 

margin; cross-currency fixed income and all other equities at 105% 

margin

• Average margin across all loans was 107.57% 

Country Equities Govt Debt Total

Australia 403,310 164,343 567,653 

Austria 267,193 267,193 

Canada 52,746 26,092 78,837 

Denmark 272,229 272,229 

Finland 113 113 

France 1,663,806 699,283 2,363,089 

Germany 3,076,070 2,943,734 6,019,804 

Hong Kong 6,055,820 6,055,820 

Japan 10,263,528 10,263,528 

Netherlands 2,507,125 882,730 3,389,855 

Norway 501,087 501,087 

Sweden 225,976 1,239 227,215 

Switzerland 2,382,733 140,797 2,523,530 

United Kingdom 18,095,571 1,099,843 19,195,219 

United States 112,835,959 40,019,551 152,855,510 

Total 158,335,960 46,244,918 204,580,878 
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BENCHMARKING  2020

Benchmarking  versus LGPS Benchmark  ( Exclude funds in client filter, weighted to client lendable ,Only dividends in client filter,  UK Fiscal location , Non Cash 

collateral – Flexibility 1 and 2, Agency Only ) 

Wales underperformed the LGPS Benchmark from a utilisation 

perspective, with average of 4.34% versus 6.08%, this is due to 

launch of the funds and the approval process of borrowers having 

access to the assets.

Wales outperformed on a weighted fee basis with an average bps 

spread of 54.08 bps versus LGPS benchmark of  23.48 bps, this 

was due to the demand for directional specials held by Wales.

Due to greater fees on the Wales assets the SL Return to lendable 

was superior to its peer group at  2.35bps versus 1.43bps.
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MANUFACTURED DIVIDEND RATE (MDR) 

1Some dividends are unfranked and will pay with WHT (Withholding Tax).
2 Some dividends pay as IOC (Interest Over Capital) and will suffer WHT.
3 Some securities may pay at differing WHT.
4 Inward listing securities may pay at differing WHT.
5 For UK the rate reflects the net rate distribution. 

Northern Trust will claim manufactured interest at a rate of 100% for all fixed income securities held, regardless of the country

of incorporation of the asset.

Market Dividends Market Dividends

Australia1 100 Mexico 90

Austria 100 Netherlands 100

Belgium 100 New Zealand 85

Brazil2 100 Norway 100

Canada 100 Poland 81

Czech 

Republic 65 Portugal 75

Denmark 85 Singapore 100

Finland 100

Singapore 

REIT’s 100

France 100 South Africa4 80

Germany 90 South Korea 85

Hong Kong 100 Spain 100

Hungary 100 Sweden 100

Ireland 100 Switzerland 100

Israel3 100 Taiwan 79

Italy 85 Thailand 90

Japan 100 UK5 100

USA 100

• Manufactured Dividend Rates (MDR’s) are used in the Securities Finance 

industry to define the rate at which Dividend Payments, accrued whilst 

securities are on loan, should be manufactured back to a beneficial owner. 

• Due to the nature of Securities Lending Transactions, these rates are inclusive 

of individual beneficial owners’ reclaim ability.

For example, a beneficial owner may 

suffer 30% Withheld Tax (WHT) on 

French dividend payments with the 

ability to reclaim 15% from the Local Tax 

Authority. In this scenario, the MDR of 

the lending transaction would be set to 

85% being the net of the 30% WHT and 

15% reclaim. 

• Please note that this is our understanding of the MDR’s as applicable to you, 

but is not intended to be a comprehensive analysis of the tax regulations 

relating to securities lending. 

• Clients may at any time instruct the Agent in writing to apply an applicable tax 

rate to your manufactured dividend income that is different from the rate 

stated. Until such notice is received, your agent will continue to apply the rates 

set forth herein. Any future changes in the market that affect your rates will 

continue to be actioned unless otherwise advised by you.
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GLOBAL EQUITY REPORT

• Executive Summary

Global equity markets experienced their highest level of volatility since 2008. The leading index for global equities, MSCI World, fell more than 13% 

over the month, the biggest single monthly decline since October 2008 and the 3rd worst monthly decline since the index started in 1970.

Stock markets came under massive pressure, with the S&P falling 12% in one day alone mid-month, and the index recording eight days with gains 

or losses greater than 5%

Central banks across the globe cut interest rates and introduced numerous liquidity-providing measures to help support markets

Governments announced wide reaching stimulus packages to help those most impacted by the global public health crisis. 

Short selling restrictions were introduced in some countries including; Austria, Belgium, France, Greece, Italy, Spain, Turkey, Malaysia, South 

Korea in an effort to protect declining equity markets 

Global dividend distributions are expected to experience unprecedented declines as governing bodies and regulators encourage companies, 

especially banks, to cut, cancel or postpone 2020 distribution to help preserve capital. Some analysts are forecasting that dividend cuts for the S&P 

could be as much as 25-30%

Overall utilization rates across our global equity lending book (once adjusted for market movements) increased as a function of increased short 

interest.

By mid-month, hedge fund’s risk appetite declined, with widespread de-risking and deleveraging taking place as highly volatile and uncorrelated 

markets negatively impacted performance. 
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GLOBAL EQUITY REPORT

• APAC

Major Asian markets fell sharply through the month as investor sentiment over the spread of the coronavirus, which emanated from the region, 

remain highly negative.

In Hong Kong, the Hang Seng limited its monthly declines to single digits with the HSI receding +9.5% for the period. The decline was limited 

mainly due to the knock-on effect of stimulus measures previously announced in China although even the mainland markets were being dragged 

down again by month end due to the overriding negative global sentiment. 

Loan volumes declined amidst falling market prices. Furthermore, we also saw borrowers unwind many of their most expensive cost to carry trades 

as their hedge fund clients reduced risk and rotated short exposures

In Korea, the FSC announced an outright ban on short selling activity for a 6 month period starting 16th March, ending 15th September. Korea has 

introduced similar measures previously, notably after the GFC. However, the measures did not do anything to differentiate the market from other 

major markets indices and the KOSPI finished 11.69% down for the month. 

This impact from a securities lending perspective was modest, however on loan volumes have fallen as short positions are naturally unwound and 

not replaced.

Japan represented the one market to buck the trend in region. Japan’s march month-end dividend record dates was the catalyst for the usual 

increase in seasonal activity

Toward month end the market was eagerly awaiting the announcement of further stimulus measures from the Abe government to combat the 

economic downturn. The Nikkei225 declined 10.53% through the month.

Australian lending activity was somewhat buoyed by dividend record date activity as we moved through earnings season. However, attrition caused 

by falling share prices was apparent by month end as on-loan values fell markedly. By 30th March the Australian government followed the lead of 

other major economies by announcing an A$130bn stimulus on top of measures previously announced. The ASX 200 however finished the month 

down a jaw dropping 21.18%

We continued to see a number of capital raising activities across APAC and expect this trend to continue as companies race to raise cash in order 

to shore up their reserves. 
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GLOBAL EQUITY REPORT

• EMEA

Securities lending volumes increased as a function of increased short interest, specifically within those sectors most exposed to the effects of the 

COVID-19. 

A reduction in global mobility, along with global supply chain disruption have been the main underlying demand drivers – key sectors include; 

Airlines, Travel & Tourism, Energy and Industrials 

An increase in equity market volatility resulting in borrowers holding less internal equity inventory, as client’s and internal trading desk sold out of 

index positions. This reduction in internal inventory created a greater need to source supply from securities lending market, helping support higher 

utilisations rates.

A number of short sale ban were announced across Europe in reaction to the increasing price volatility. They vary in scope and time scale. The 

impact from an SL has been minimal and largely indirect. 

Overall lending spreads softened in March due to the combination of the completion of significant corporate events in February and a number of 

markets implementing a short sale ban’s in response to sharp falls in the equity markets, which limited hedges funds short interest activity. 

Existing short interest in the retails sector remained high, given the social mobility impact of virus. That said, demand remained focused on 

companies burdened with high debt 

The Prudent Regulation Authority, the supervisory arm of the Bank of England actively encouraged UK Banks to cancel dividend payments in order 

preserve capital. Many of the country’s largest banks (including HSBC, Barclays and Standard Chartered) all cancelled payment. 

Demand for ETFs has been elevated, both sector specific ETFs and those that tracking broad based indices. More specifically, we have also seen 

elevated demand to borrow ETFs that replicate the performance of baskets of High Yield corporate bonds. As investors looked to reduce their 

exposure to risk assets, there has been a significant outflow of capital from the corporate high yield space. This has been the catalyst for increased 

short interest, at materially higher lending spreads. We have seen this dynamic play out in both Europe and the US.
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GLOBAL EQUITY REPORT

• AMERICAS

All major U.S. indices declined, with the S&P 500, Dow Jones and Nasdaq falling 12.5%, 13.7% and 10.1% respectively. The S&P 500 decline 

ended its longest bull market in history.

U.S. Federal Reserve lowered its main interest rate close to zero, announce unlimited purchases of US Treasuries and mortgage-backed securities 

guaranteed by government agencies and resurrected a series of facilities dating back to 2008 to support credit markets.

Securities lending volumes decreased in March as a function of negative mark-to-market given the market sold off. Borrower demand was up but 

only partially off-setting market depreciation.

Hedge fund managers de-risked their portfolio to reduce their exposure to market volatility. Short interest increased across those sectors most 

exposed to the restricted global mobility (airlines, travel and tourism). 

There was a significant increase in demand to borrow index tracking ETFs. This asset class represents an efficient tool to hedge investor’s long 

exposures to declining equity market valuations. 

Elsewhere, a move to safe-haven assets has been a catalyst for significant outflows from corporate high yield. Several high yield ETF, including 

BlackRock’s flagship high-yield ETF (HYG) experienced material outflows. This was a catalyst for a significant increase in short interest at wider 

lending spreads.

In Canada, the SPTSX Composite Index ended the month falling 18.83% despite the introduction of several significant fiscal stimulus packages

In an effort to soften the economic impact of COVID-19, the BoC cut the overnight benchmark rate three times through March, each by 50bps, with 

the rate falling from 1.75% to 0.25%.

Hospitality, real estate and travel sectors saw an increased in short interest. Financial stocks suffered through aggressive rate cuts initiated by the 

BoC, while energy prices tested new lows with the price war between Saudi Arabia and Russia, triggering a major fall in crude prices.
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NORTHERN TRUST ACCEPTABLE GOVERNMENT DEBT COLLATERAL

• Northern Trust accepts OECD government debt as collateral on behalf of our clients if it is listed as acceptable collateral per 

the client’s collateral guidelines. OECD government debt may be accepted as collateral for the lending of either fixed income or

equity securities. 

• Northern Trust currently accepts OECD government debt of the following countries, although this is subject to change. Northern 

Trust may operate with more conservative requirements at its discretion. 

Country 
Standard & 

Poor’s Rating 

Moody’s 

Rating
Fitch Rating 

Austria AA+ Aa1 AA+

Australia AAA Aaa AAA

Canada AAA Aaa AAA

Denmark AAA Aaa AAA

Finland AA+ Aa1 AA+

France AA Aa2 AA

Germany AAA Aaa AAA

Japan A+ A1 A

Netherlands AAA Aaa AAA

New Zealand AA Aaa AA

Norway AAA Aaa AAA

Sweden AAA Aaa AAA

Switzerland AAA Aaa AAA

UK AA Aa2 AA

USA AA+ Aaa AAA
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Scope of the Regulation Detail and Challenges Considerations Next Steps

• Transaction reporting regime aimed at 

giving regulators insight into market 

activity.

• Loan data to be submitted on a T+1 

basis with collateral data on SD+1. 

• All EU domiciled participants are 

required to report with a current go live 

date estimate of Q2 2020. 

• The scope extends to non-EU domiciled 

participants, in order to support the 

reporting obligations of those that are 

domiciled within the EU. 

• 140+ reportable fields depending on the 

structure of the transaction

• Each transaction will require a “UTI” 

(Unique Transaction Identifier) which 

must match on both sides of the 

transaction. 

• Each transaction will require an 

execution timestamp which must match 

within a reasonable tolerance. 

• The new regulation will require 

beneficial owner to report every 

transaction, every day.

• Provision of loan and collateral 

allocation data for non-EU lenders is 

mandatory when lending to EU 

domiciled borrowers.

• The reporting obligation resides with the 

beneficial owner – not the agent lender 

– and an EU domiciled borrower. 

• Northern Trust will offer reporting 

services on behalf of its clients.

• All clients participating in the Northern 

Trust lending program will need to have 

an LEI. 

• There will need to be amendments to 

SLAA contracts to cater for SFTR.

• Northern Trust are working 

with multiple vendors to 

evaluate the best solution.

• Additionally, heavily engaged 

with ISLA in developing 

market practice to support the 

implementation

• An internal IT project is 

underway to make necessary 

changes to support reporting

• A series of client 

communications is planned in  

2018 and 2020 to educate 

and prepare lending clients for 

the implementation. 

SECURITIES FINANCING TRANSACTION REPORTING - SFTR
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IMPORTANT INFORMATION

Confidentiality Notice: This communication is confidential, may be privileged, and is meant only for the intended recipient. If you are not the 

intended recipient, please notify the sender as soon as possible. All materials contained in this presentation, including the description of Northern 

Trust, its systems, processes and pricing methodology, are proprietary information of Northern Trust. In consideration of acceptance of these 

materials, the recipient agrees that it will keep all such materials strictly confidential and that it will not, without the prior written consent of Northern 

Trust, distribute such materials or any part thereof to any person outside the recipient’s organization or to any individual within the recipient’s 

organization who is not directly involved in reviewing this presentation, unless required to do so by applicable law. If the recipient is a consultant 

acting on behalf of a third party client, the recipient may share such materials with its client if it includes a copy of these restrictions with such 

materials. In such event, the client agrees to comply with these restrictions in consideration of its accepting such materials.

© 2020 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. Incorporated with limited liability in the 

U.S. Products and services provided by subsidiaries of Northern Trust Corporation may vary in different markets and are offered in accordance with 

local regulation. This material is directed to professional clients only and is not intended for retail clients. For Asia-Pacific markets, it is directed to 

expert, institutional, professional and wholesale investors only and should not be relied upon by retail clients or investors. For legal and regulatory 

information about our offices and legal entities, visit northerntrust.com/disclosures. The following information is provided to comply with local 

disclosure requirements: The Northern Trust Company, London Branch; Northern Trust Global Services SE; Northern Trust Global Investments 

Limited; Northern Trust Securities LLP. Northern Trust Global Services SE, Abu Dhabi Branch, registration Number 000000519 licenced by ADGM 

under FSRA # 160018. The Northern Trust Company of Saudi Arabia - a Saudi closed joint stock company - Capital SAR 52 million. Licensed by the 

Capital Market Authority - License No. 12163-26 - C.R: 1010366439. Northern Trust Global Services SE Luxembourg Branch, 6 rue Lou Hemmer, L-

1748 Senningerberg, Grand-Duché de Luxembourg, Succursale d’une société de droit étranger RCS B129936. Northern Trust Luxembourg 

Management Company S.A., 6 rue Lou Hemmer, L-1748 Senningerberg, Grand-Duché de Luxembourg, Société anonyme RCS B99167. Northern 

Trust (Guernsey) Limited (2651)/Northern Trust Fiduciary Services (Guernsey) Limited (29806)/Northern Trust International Fund Administration 

Services (Guernsey) Limited (15532) Registered Office: Trafalgar Court Les Banques, St Peter Port, Guernsey GY1 3DA. 


