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Executive Summary

Fixed income markets are in the process of radical industrial change, with
regulation, innovation and new entrants completely shaking up the market
structure. In an asset class where trades have traditionally occurred bilaterally, the
buy side are now looking at new ways to trade electronically and the way buy side
and sell side traders interact is changing as the search for liquidity goes on.

With fixed income markets evolving so rapidly, the Fixed Income Leaders Summit
has compiled its own research on such issues, which can be found on the following
pages. This study was designed to follow on from the 2014 report and to continue
to offer an industry benchmark identifying the key challenges, spend priorities

and trading strategies the buy side are undertaking to adapt to new fixed income
markets.

The survey was completed by 50 senior buy side fixed income professionals made
up primarily of Heads of Fixed Income Trading, CEOs and senior management from
leading asset managers and hedge funds.

The survey concentrated on the following areas:
| The biggest challenges facing fixed income professionals in 2015

I Buy side predictions on the most negative impacts and positive impacts that
regulation will have on their fixed income trading desk

I Technology spends for the next 12-18 months

I The adoption and on-boarding of new platforms by the buy side

I The priorities and skills the buy side look for when selecting their brokers
I The biggest priorities for buy side organisations in 2015

I Strategies the buy side are using to overcome liquidity issues
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Topline Findings
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01 What are the top three challenges your
fixedincome trading desk is facing in2015?

Top Level Finding:

Accurate Risk Analysis’ was the biggest challenge with 46%, followed closely by ‘Sourcing Reliable
Data’ at 42% and ‘Reporting and Transparency’ at 40%. Where as, ‘Generating Value from your Sell
Side Partners’ and ‘Increasing your eTrading Capabilities’ were less common challenges.

W Accurate risk analysis 46%
M Sourcing reliable data 42%
Reporting and transparency 40%
W Cross Border compliance 34%
W Fragmented trading platforms 32%
[ Measuring best execution 28%
Sourcing liquidity 26%
W Regulation and compliance 22%
M Generating value from your sell 18%
side partners
Increasing your eTrading capabilities 12%

2014 Comparison: US Report Comparison:

There has been a dramatic shift from 2014 to The result in Europe is an exact match to the
2015. In 2014 the biggest challenge was cited as response in the US, with 46% of US respondents
‘Sourcing Liquidity” with a huge majority of 73% also citing ‘Accurate Risk Analysis’ as a key
whereas in 2015 this only ranked as a challenge challenge. However, like in Europe in 2014,

with 26% of respondents. Whilst in 2014 ‘Sourcing Liquidity” still came out as the top

‘Accurate Risk Analysis” was only a key challenge challenge the US buy side face.
for 35% and ranked bottom of the list out of the

other challenges yet within a year it's now the

biggest challenge for the buy side.
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02 What are the three biggest priorities for
your organisation in 2015%

Top Level Finding:

‘Re-evaluating your Curent Broker Relationships for Value’ was the top priority with 54%, followed
closely by ‘Understanding the Requirements of MiFID Il Guidelines’ at 48% and then ‘Implementing
MIFID Il Guidelines’ at 38%.

B Re-evaluating your current broker 54%
relationships for value

M Understanding the requirements of 48%
MiFID Il guidelines
Implementing MiFID Il guidelines 38%

B Implementing new fixed income 36%
technology

W Adapting your front office for the latest 32%
clearing and collateral reforms

[ Finding alternative methods to source 32%
liquidity
Identifying new emerging market 26%
opportunities

B Reduce trading desk operational cost 18%

W Re-evaluating your current platform 16%
partnerships

US Report Comparison:

The top priorities were similar with ‘Re-evaluating your Curent Broker Relationships for Value' being
cited as the second biggest priority with 64%. In the US, ‘Understanding and Implementing US
Regulatory Guidelines’ topped the list as the biggest priority (with 68%) which mirrors Europe this
year were the two second biggest priorities were regulatory related.
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03 What is the mostimportant factor for
you when selecting new brokers?

Top Level Finding:

18% of respondents chose ‘Cost Effectiveness’ as the most important criterion when choosing a
broker, followed by ‘Risk Management’ at 16%.

W Cost effectiveness 18%
M Risk management 16%

Breadth of coverage 14%
| Ability to source difficult’ liquidity 10%
W Personal relationship 8%

[ Access to platforms 8%
Quiality of research 8%
H Quality and trust of the relationship 6%
| Post trade quality 6%
Price quality in terms of competitiveness 4%
of quotes
Price quality in terms of firmness of quotes 2%

“Not surprisingly, Focus is Cost Effectiveness, highlighting the
ongoing constraints Buy Side actors are facing.”

- Christophe Bourgeois, Head of Fixed Income Paris, BNP Dealing Services

2014 Comparison: US Report Comparison:

‘Cost Effectiveness’ is still the most important ‘Breadth of Coverage’ ranked as the most
selection criterion year on year in Europe. important selection criterion in the US.
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Q4 Inwhat 3 ways has the implementation
of European regulation positively affected
your fixed income trading operations?

Top Level Finding:

The top 3 most positive outcomes of European regulation were cited as ‘Increased Risk Awareness’,
‘Increased Market Liquidity” and ‘Increased Value from your Sell Side Counterparts’.

M Increased risk awareness 50%
B Increased market liquidity 48%
Increased value from your sell side 1%
counterparts
B Streamlined processes 40%
W Improved transparency 36%
Reduced off-exchange trading 34%
. Improved data quality 26%
W A more stable market 26%

05 Inwhat 3 ways has the implementation
of European regulation negatively affected
your fixed income trading operations?

Top Level Finding:

The top 3 most negative outcomes of European regulation were cited as ‘Increased Operational
Cost, ‘Decreased Data Quality” and ‘More Fragmented Processes’.

I Increased operational cost 52%
[l Decreased data quality 44%

More fragmented processes 36%
W Decreased transparency 34%

[ Decreased influence from your sell side  34%
counterparts
Increased off-exchange trading 28%
Decreased risk awareness 22%
W Decreased market liquidity 18%
M A less stable market 18%
Wasted time/money 14%

“Buy Side actors are fully aware that current regulation will have massive
impact on liquidity and costs. In this environment, However, we have to

bear in mind that Technology and New Platforms are not the only answer.”

- Christophe Bourgeois, Head of Fixed Income Paris, BNP Dealing Services
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Q6 What do you believe is the most positive
impact MiFID Il will have on your fixed
income trading desk once the January 2017
deadline comes around?

Top Level Finding:

A slight majority of 28% predict ‘Improved Efficiency in Financial Markets’ will be the most positive
impact MiFID Il will have on their fixed income trading desk

W 'mproved efficiency in financial markets  28%

B Improved technological capabilities 26%
Increased competition in financial 22%
markets

W Increased trading costs 20%

W Increased transparency 4%

“MIFID Il's transparency regime creates a tension for traders between
improved price formation and reduced liquidity; execution of smaller

trades will probably benefit while blocks will take a hit.”
- Dan Barnes, Editor, The DESK

Q7 Whatdo Bou believe is the most negative
impact MiFID Il will have on your fix

income trading desk once the January 2017
deadline comes around?

Top Level Finding:

Increased Trading Costs ‘at 32% is the most negative impact that buy side traders consider MiFID
Il will have on their fixed income trading desk, closely followed by ‘Reduced Market Liquidity and
Wider Spreads’ at 30%

B Reduced market liquidity, wider spreads  30%

W Decreased competition in financial 12%
markets
Decreased transparency 12%
W Decreased technological capabilities 10%

I Decreased efficiency in financial markets 4%
Increased trading costs 3%
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Q8 On the back of regulatory reformand
market structure developments, who

do you believe have ended up withmore
control of liquidity in fixed income markets
vs. pre 2008 financial crisis?

Top Level Finding:

28% of respondents believe that ‘Asset Managers and Hedge Funds’ are now the main liquidity
holders in a changing fixed income market.

l Asset managers and hedge funds 28%
W Trading platforms 22%

Market makers 20%
M Primary dealers 18%
| Market data vendors 6%
1 Agency style banks 4%

Exchanges 2%

US Report Comparison:

This matches the feeling in the US, were most respondents also believe that ‘Asset Managers and
Hedge Funds’ are the main liquidity holders although this ranked top with a greater majority of 46%

“With the majority of respondents stating that the buy side are the main
liquidity holders, this further emphasises the shift in market structure as
liquidity moves away from the traditional sell side providers and into the
hands of the buy side. As the buy side hold more inventory on their books,
there is a need to find new means of trading which has given rise to a wave
of new fixed income platforms over the last 12 months, and this has led

to the boundaries between buy side, sell side and platforms becoming
indistinct, and the way buy and sell side traders interact is changing as a
result of this.”

- Oliver Kirkbright, Content Editor, Fixed Income Leaders Summit

“Asset managers and Hedge Funds are aware that they are the main
liquidity holders, and are keen to create the conditions to take part in the
new game, together with banks.”

- Christophe Bourgeois, Head of Fixed Income Paris, BNP Dealing Services
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Q9 Which 3 characteristics do you value
most highly when assessing the likely help
any new fixed income market initiatives can
bring to your business?

Top Level Finding:

The top 3 characteristics that buy side traders value most when assessing the potential help from
new fixed income market initiatives are ‘Ownership and Governance Structures’ (62%), ‘State of the
Art Technology’ (54%) and ‘Breadth of Asset Class Coverage’ (48%)

W Ownership and governance structures 62%

| State of the art technology 54%
Breadth of asset class coverage 48%
I The backing of the right sell side 40%

1 A tried and tested management team 36%
Trading protocol promoted 26%

W The ability to cope with new regulations ~ 18%
and keep you ‘legal’

W The backing of the right buy side 16%

“With the wave of new platforms coming to the fore and increased
fragmentation in fixed income markets, quite clearly the need for
trust still remains when selecting new initiatives, with ownership and
governance structures the most important characteristic. Also, with
strive for more streamlined trading processes, alongside the ever in

creasing need for belt tightening and reducing costs, it may come as no
surprise to see state of the art technology as the second most valuable
characteristic.”

- Oliver Kirkbright, Content Editor, Fixed Income Leaders Summit
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Q10 What percentage of your government
bond trading takes place on electronic
platforms over total trading?

Top Level Finding:

Nearly half of respondents (44%) revealed that 51-75% of their total government bond trading takes
place on electronic platforms

W 76%+ 24%
W 51-75% 44%

26-50% 32%
W Less than 25% 0%

2014 Comparison:

There has been a sharp increase in the amount of government bond trading taking place on
electronic platforms in Europe. Only 16% of European buy side traders cited that 51-75% of their
government bond trading was taking place on electronic platforms.

FIXED Income BM Reprt.indd 14 05/10/2015 12:00



EJURIOPE;ATN T FIIXEEID T TINICIOTMIESTINTDYU ISSTIRYY ABIEIN ICIH IMJATRIKA IN [GSIU IR JEY 2101 |5

O If you could design the perfect trading
system, what would be the top 3 functions?

Top Level Finding:
‘Integrated TCA Capability’ (56%), ‘Central Limit Order Book’ (46%) and ‘Block Trading' (46%) are
the 3 most desirable functions of the perfect trading system

B Integrated Transaction Cost Analysis 56%
capability

| Central limit order Book 46%
Block trading 46%

[ Firm pricing 38%

1 Dark Matching 34%
Request for Quote 32%

| Al to all 20%

B A specific regulatory status/classification  16%
(RM/MTF/OTF)

M Blotter Scraping 12%

“TCA analysis is now clearly the focus on Fixed Income dealing, after
Equity and FX. Data constraints is a big concern in Fixed Income: the
challenge is to Gather data as much as possible, as well as gathering data
of great quality.”

- Christophe Bourgeois, Head of Fixed Income Paris, BNP Dealing Services

“It is likely that no single platform will match the needs of all traders but a
CLOB for smaller, liquid trades and a separate block trading platform are
both needed in equity markets; given the liquidity and pricing challenges
in fixed income at least two models are needed, with greater support
around TCA.”

- Dan Barnes, Editor, The DESK

US Report Comparison:

‘Central Limit Order Book” was also considered an ideal functionality amongst US buy side traders
closely followed by ‘All to All" which was considered less ideal by European buy side traders for their
ideal trading system
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