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TThe financial and capital markets are consid-
ered to be the artery of the economy, which 
plays a crutial role, and indirectly determins 
and promotes the social welfare. Therefore, 
these markets are needed to be served by a 
complex post-trading system that is called 
payment and securities clearing and settle-
ment system. This article focuses on the in-
stitutions of securities clearing and settlement 
system.

There is usually less emphasis on the securi-
ties clearing and settlement systems during the 
economic studies or in the economic news. 

The lack of proper education is clearly a disad-
vantage. Since any disfunctional operation of 
the central counterparties (hereinafter referred 
as CCPs) and central securities depositories 
(hereinafter referred as CSDs) may influence 
negatively the economic actors directly or in-
directly through spill-over effects, the absence 
of news about the CCPs and CSDs can be 
evaulated as a sign of sound operation of these 
institutions.

Because of the potential negative effect that 
may occur via the disfunctional operation of 
CSDs and CCPs, the securities clearing and 
settlement systems are considered as system-
atically important financial infrastructures 
in every developed countries. Therefore, the 
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operation of these two institutions are safe-
guarded jointly by the institution responsible 
for monetary policy and the institution re-
sponsible of prudential supervision.

The objective of this paper is to intro-
duce the fundamentals of post-trading 
infrastructure(including economic rationale)
using a historical approach starting from the 
past through present to the foreseeable devel-
opment trends of the future.

The study first presents the historical roots 
of securities, which is followed by the evolu-
tion of securities trading. The economicra-
tionaleof the CCPs and CSDs is presented 
within the framework of the development of 
post-trading infrastructure. The recent events 
effecting the post-trading landscape and the 
effects will be describedafterwards. Before 
moving on to the brief overviewof the Hun-
garian post-trading infrastructure, the devel-
opment paths are outlined.

From promises to securities

Economists, like Weber (2008), take the view 
that the derivatives1 as we understand them 
today are as old as the formation of organized 
society. To be more exact, ever since people 
were able to make reliable promises to each 
other, derivative transactions have existed.

The old proverb says that a promise made 
should be a promise kept – to ensure this,it is a 
good idea to put the promise in written form. 
According to our current level of knowledge, 
the emergence of the science of writing2 can 
be linked to the ancient Mesopotamia more 
than three thousand years BC. Accordingly, 
the first currently known written derivative 
transaction is also from this era. Van de Mi-
eroop (2005) successfully reconstructed an an-
cient clay tablet during his researches, which 
says that Akshak-semi promised to deliver 
30 trees to Damquanum at a specific time in 

the future. This clay tablet was made in the 
19th century BC. An interesting fact is that it 
contains the names of 6 witnesses, which in-
dicates that sometimes keeping promises was 
challenging despite the rigorousness of Ham-
murabi laws. In any event, putting the prom-
ises in written form (clay and wood tablets) 
can be regarded from our point of view as the 
first steps of humanity toward securitization.

It should be noted that the futures trading 
played an important role in the ancient econo-
mies3 regarding either the production of agri-
cultural products or the long-distance trading. 
Besides, derivative transactions were used in the 
slave trading as well. In his study, Swan (2000) 
points out that in connection with slave trad-
ing, not only simple future transactions were 
made, but a certain insurance element was al-
ready part of the contract. Accordingly, if the 
slave trader did not succeed in acquiring slaves 
at an acceptable (lower) price compared to the 
preliminarily bargained price, the slave trader 
had to pay back an amount slightly higher 
than the preliminarily bargained price to the 
party having the purchase intention.

At the end of his study, Weber (2008) con-
cludes that the advantages and opportunities 
provided by derivatives contributed to both 
the improvements of the efficiency of the an-
tique agricultural market, and the develop-
ment of long-distance trade.

Securities trading

There is no uniformly agreed date to which 
securities trading could be linked. However, 
in his study Malmendier (2008) concludes 
that in order to maintain the internal market 
of the antique Roman Empire, securities trad-
ing was indispensable, so it, or any form of 
it, must have existed in the Roman Empire, 
and even earlier. It should be noted that in the 
era of the Roman Empire, beside the previ-
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ously mentioned 'derivative securities',a kind 
of predecessor of the corporations (public lim-
ited companies) existed that were called soci-
etaspublicanorumin in latin. This is underlined 
by one of the speeches of Cicero in which he is 
talking about high priced shares.

The first organized securities trading facil-
ity (stock exchange, as it is called nowadays) 
was established in 1531, in Antwerp (Poitras, 
2009). This naturally does not mean that peo-
ple had not traded with securities or products 
before, as it was common practice already in 
the era of the Roman Empire. The date of the 
establishment of the first stock exchange was 
merely a milestone. This was the date when 
an institution was created to promote trade. 
However, it should be noted that 'securities'4 

trading was only an ancillary activity of the 
stock market at the time, its primary function 
was to mediate the trading in different cur-
rencies. Frankfurt, that is becaming now the 
financial center of the European Union, has 
its stock exchange since 1585 (DBG, 2018).

For a long time, securities trading was 
built on a scheme as simple as that of any 
other products: the issuer or seller of the se-
curity sold the security to the buyer directly 
or through an intermediary, for which they 
received the current price. It is important to 
note that until the end of the 20th century se-
curities were paper-based documents and reg-
isters which existed in a physical form, so at 
the time of the sale and purchase the security 
itself was traded.

The development of post-trading 
infrastructure

The central securities depository

Maybe the best way tointroducethe develop-
ment of the central securities depository, one 
of the key institutions of post-trading infra-

structure, through the example of the United 
States. From the emergence of the stock ex-
changes in the Middle Ages, the same trading 
structure characterized the trade of securities 
as any other product. There were sellers and 
buyers, and there were somewholesaler who 
were pursuing these activities not only in their 
own name. These wholesalers can be regarded 
as the predecessors of brokerage companies 
(investment firms). As far as the issuers of 
the securities are concerned, in the beginning 
they were in direct contact with the owners 
of the securities when the security was traded, 
at the time of the dividend and interest pay-
ment, and if the company changed its name, 
or merged with another. As time passed, how-
ever, the volume of the issued and traded se-
curities became so large that it was increas-
ingly difficult to monitor the processes, and 
the administration of the securities required 
significant amount of human resources. This 
constituted a kind of barrier to the expan-
sion of the trading and the securitization pro-
cess. Since the securitization is accompanied 
by severaleconomic advantages and overall 
increases the welfare of the society, thus the 
administration costs (bottleneck) serving as a 
barrier for the development had to be elimi-
nated somehow. The institution of the central 
securities depository emerged as a result of 
the aforementioned long process in the 1960’s 
in the United States (Morris and Goldstein, 
2010). The CSD as a new institution type 
has released the resource constraints existing 
in the securities trading and gave way to the 
further expansion of securitization.

A study by Milne (2016) highlights, how-
ever, that there was a central securities register 
already in the 1870’s in London and Vienna, 
so at the time of the trade of a security or the 
implementation of a corporate action, it was 
sufficient for the owner or the issuer to turn to 
the central institution carrying out the securi-
ties registration. In this case we are not talking 
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about the securities issued on a paper basis, 
but a central accounting system, which was 
obviously still a paper based register.

The development of the institution of the 
central securities depository saved social costs, 
as the administration costs of issuers and 
holders of the securities reduced significantly. 
Parallel to the increasing securitization the re-
sponsibility of the CSDs and the social and 
economic importance has also developed.

Central counterparty

According to Moser (1998), the development 
of the institution of the CCP was triggered 
by the objective to5 prevent the default of the 
parties participating in a derivative transac-
tions. However, an important difference in 
comparison with the todays’CCPis that at the 
time of establishment of this institution type 
there was no guarantee taking system behind 
the transactions that ensured the settlement. 
The settlement was fostered by netting of the 
transactions – in other words, default protec-
tion was treated as a liquidity issue. When 
netting the transactions it is not necessary for 
the parties participating in the transaction to 
possess the whole quantity of securities (for-
merly: products) and the purchase price nec-
essary for covering their positions. In the mid 
1800’s, the 'Buffalo Association' in the United 
States successfully applied netting as a preven-
tive method of defaults (Silber, 1986).

Kroszner explained at the 2007 conference 
of the ECB on the topic of post-trading infra-
structure that the emergence of the institution 
of CCPs, similarly to the emergence of the 
CSDs, was the result of a relatively slow devel-
opment process. According to the archive of 
the 'Chicago Board of Trade' the first demand 
to monitor problematik the stock exchange 
members emerged in the early 1870’s. The 
introduction of initial margin and variation 

marginas a risk mitigation tool by the stock 
exchange took place in the same period.

The predecessor institution of the CCPs 
was called clearing house. The first one was 
established in 1883 in the United States.Kro-
szner (2007) underlined the argumentof Sil-
ber (1986), according to which clearing hous-
es initially strived to promote the settlement 
of thetransactions primarily by netting them. 
At that time guarantee taking activity was now 
executed by the clearing houses. Regarding 
Europe, the first clearing houses appeared at 
the end of the 19th century.

The first clearing house, which can already 
be called a CCP, was founded in 1925 in Chi-
cago under the name 'Board of Trade Clearing 
Corporation'. It was the first clearing house, 
which carried out a guarantee taking activity, 
that is, in case of a potential default, the party 
innocent in the default was compensated . The 
regime employed technically shared the risks 
between members of stock exhange. In prac-
tice, each company pursuing a stock exchange 
activity had to be a shareholder in the clearing 
house. If the loss was so great that it would 
have consumed not only the margins but also 
the capital of the company, the stock exchange 
members had to buy newly issued shares to cov-
er the loss. The risk taking regime introduced 
above fostered the continous development of 
risk management processes (Kroszner, 2007). 
It should be noted that the academics like Di-
onne (2013) date the beginning of organized 
risk management activity to the 1950’s. In this 
sense, the CCPs were far more advanced in the 
matter of risk management.

The economic advantage of the 
central securities depository  
and the central counterparty

The advantage of the CSDs is that the transac-
tion costs of the issuers of the securities and 
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the securities traders significantly decrease 
(for example, there is no need to be in direct 
contact between the current owner of the is-
sued security and the issuer of the security). 
As a result of technological development, in 
parallel with the dematerialization of the se-
curities, the transaction cost decreased further 
following the 1990’s (economics of scale). The 
decrease in the transaction costs of securities 
issue and trading strengthened the process of 
securitization. According to László (2017) se-
curitization provides the following advantages 
for the economic actors.
Through issuance of securities, compa-

nies can obtain cheap financing, or they can 
raise the capital for their company that may 
improve the capital structure of the company 
resulting credibility from the viewpoint of the 
investors.
From the viewpoint of banks, securities 

contribute to the improvement of capital ad-
equacy, reduce the credit risk, improve the 
balance sheet, increasing lending capacity, and 
contribute to higher profitability.
Via securitization investors are able to 

diversify their investments in order to achive 
poper level of risk. In this term, securitizaition 
provides security for investors.
As for the government, securitization al-

lows a flexible, cheap and measureable eco-
nomic development (for example: project-
based funding; increase of the competitiveness 
of SMEs etc.).

The list above demonstrates that the exist-
ence of CSDs and the sound and safe opera-
tion thereof have a positive effect on all the 
sectors of economic life as for the social ef-
ficiency and effectiveness.

Regarding the economic (public) utility 
of the CCPs, several factors have to be con-
sidered simultaneously. First of all, as a result 
of the netting the securities transactions, the 
market participants need to have less liquid-
ity to implement the transactions or a more 

intensive trading activity can be carried out 
with the same amount of resources. Secondly, 
CCP reduces the risk of deafult (partner of 
credit risk) since it novates6 the transactions. 
The CCP activity, in this terms, results a risk 
concentration of the market participants be-
cause it takes over the partner risk from the 
market participants. In practice, this type of 
risk concentration reduces the overall risk of 
the CCP cleared market, as the CCP gathers 
all the market information. As a quasi fully 
informed player, CCP can make decisions 
relating to risk management which will miti-
gate the overall risk of the market. With other 
words, this high level of information is more 
likely to result in decisions which are favora-
ble from the aspect of social optimum. The 
aforementioned risk concentration is called 
guarantee taking activity. In other words, the 
CCP guarantees the settlement of the securi-
ties transactions cleared, even by using its own 
assets. If the indirect advantage of the CCPs 
is examined, we can practically turn back to 
the predecessors listed in case of the CSDs in 
connection with securitization.

Factors driving the development 
of CSDs and CCPs until 2008

The positive effect on economic efficeincy 
and effectiveness of CSDs and CCPs is un-
questionable in the light of the above. Still, 
until the early 1990’s their situation was not 
particularly prominent among the institutions 
of the financial system. As a result of the con-
tinuous expansion of the international trade 
after World War II, the demand for the se-
cure settlement of international transactions 
was given more and more prominence. This 
affected primarily the international payments, 
but the international-level securities transac-
tions were naturally affected as well. At the 
end of the 1980’s, after recognizing the defi-
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ciencies hidden in the payment systems, the 
groups consisting of the experts of the G–10 
countries7 started to study the possibilities to 
reduce the risks of international payments.. As 
a result, the Angell report was published by 
the Bank for International Settlements (BIS) 
in 1989. The report primarily deals with the 
liquidity and credit risk arising from interna-
tional transactions. They recognized that net-
ting can be advantageous, so a Committee was 
established to explore the possibilities provid-
ed by the interbank transactions operating on 
the net basis. If we look back, the predecessor 
institutions of the CCPs are applied netting 
successfully already in the second half of the 
1800’s, as a risk-mitigating method.

As a consequence of the Angell report, the 
Lamfalussy report was published in 1990, ac-
cording to which netting contributes to the 
performance of (international) interbank 
transactions, and increases the efficiency of 
the payment systems by mitigating the risks 
in the system and reducing the transactions 
costs.

For the further increase of the stability and 
efficiency of the payment system, in 1990, the 
same year when the Lamfalussy report was 
published, the Committee on Payment and 
Settlement Systems – CPSS8 was established. 
Recognizing the importance of the securities 
clearing and settlement systems, the Commit-
tee started to elaborate recommendations for 
both the CSDs and the CCPs. The first docu-
ment was published in 2001,9 which made 19 
recommendations for the securities settlement 
systems (CSDs), and it was followed by anoth-
er document in November 2004 that provided 
15 recommendations for the securities clear-
ing systems10 (CCPs). The above mentioned 
recommendations had two objectives. On the 
one hand, the recommendations contributed 
to the spreading of the best practices of the 
sector, and on the other hand, via the spread 
of the best practices, a kind of uniformization 

occured. This uniformization served as a basis 
of interconnectivity of the securities clearing 
and settlement systems that were operating 
according to different rules previously.

The effect of the 2008 crisis  
on post-trade infrastructure

Securities may be traded in essentially two 
ways. On the one hand, at a trading venue, 
such as stock exchange, or on an OTC basis. 
Figure 1 shows the difference between the two 
ways.

It can be easily recognized that in case of 
stock exchange trading, the settlement of the 
transaction in the CSD is ensured by the CCP 
through its guarantee taking scheme. In addi-
tion, the transactions are always registered at 
the trading venue as well. Contrary, the risk 
of OTC transactions is significantly higher, 
since in this case the settlement of the transac-
tions is not guaranteed. In order to mitigate 
this risk, the CSDs using the so called DVP11 

transaction type, i.e. the transaction is not set-
tled until both the security leg and the cash 
lag is available. At the same time, many trans-
actions are settled by FoP (Free of Payment) 
way in the CSDs, especially the OTC deriva-
tive transactions. The uncertainty of OTC 
trading is further increased by that in most 
cases the CSDs were not provided the infor-
mation of the incomplete or defaulted trans-
actions. Besides CSDs had no information if 
a transaction generated furhter transactions 
at a future date. Therefore, in practice, there 
was no operator who kept authentic records 
related to the OTC transactions. When differ-
ent academics and decision makers mentioned 
that they could not even estimate the size of 
the OTC market in connection with the 2008 
crisis, then they referred to this phenomenon 
presented above.

It was realized by the regulators examin-
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ing the events of 2008 financial crisis that the 
securities transactions cleared by the CCPs 
are settled with minimal losses and all the 
open positions were closed in a short period 
of time.12 In this term CCPs has provided se-
curity for counterparites participating in the 
transactions.

In contrast, the volume of open OTC de-
rivative positions could be only estimated re-
garding the 2008 crisis.

As a result of analysing the 2008 financial 
crisis, at the G20 meeting held in Pittsburg in 
2009, a declaration was accepted which aimed 
to increase the stability of the financial sys-
tem. The declaration essentially meant three 
main objectives in respect of the financial in-
frastructures (including CSDs and CCPs). On 
the one hand, the regulators tried to strength-
en the positions of the CCPs and stipulated 

clearing obligation related to all standardiz-
able OTC derivative transactions. This inevi-
tably increased the risk of the CCPs. Therefore 
by incorporating the industry best practices in 
laws,13 the regulators strengthened the sound 
operations of the CCPs.14 Last but not least, 
a new financial infrastructure was established, 
the so-called Ttrade Repository (hereinafter 
referred as TR). The primary task of this new 
institution is to store the data of all OTC de-
rivative transactions.

Naturally, in the European Union, the 
CSDs could not be left out of the wave of 
regulations.15 The objective of CSD regulation 
is to decrease the transaction costs of cross-
border securities transactions in the long 
term, as well as to strengthen the protection of 
the interests of the investors through uniform 
rules even in short term. In other words, the 

Figure 1
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objective is to facilitate the free movement of 
capital within Europe.

Currently, the fine-tuning of the regula-
tions applicable to CCPs is on the agenda, 
while the regulation applicable to CSDs be-
came complete only in 2018. Authorisation 
according to the new rules has already oc-
curred in respect of the European CCPs be-
tween 2013 and 2015, while the authorisation 
process of the European CSDs is expected to 
be concluded between 2018 and 2020.

Possible paths of development

The development paths of the post-trade in-
frastructure are determined by technology. In 
the frameworks of the present article, basically 
two possible future directions are outlined. 
One direction analyzes the potential in the 
present system, while the other examines the 
formation of the system based on distributed 
database (distributed ledger).

Immediate securities transactions

The possible direction of development within 
the frameworks of the present securities clear-
ing and settlement system may be the prompt-
ness of the securities transactions, i.e. the 
shortening of the clearing cycle.

In respect of securities transactions, the risk 
– among others – lies in that there is a time-
gap between the trade and the settlement of 
the transactions. This is a heritage from the 
times before the dematerialization of securi-
ties, since at the time of paper based securities 
it took a few days until the seller delivered the 
securities to the buyer. If the securities were 
held at the CSD for custody, then the parties 
had to wait until the securities were re-placed 
from the shelf of seller to the shelf of the buyer 
(it can be that the name of the owner was over-

written on the securities as well). As a matter 
of fact, this type of partner risk (time-gap) and 
resource need (administration) contributed to 
that CCP and CSD activity developed.

According to the regulations currently in 
effect, only those securities may be traded at 
the trading venue which exist in dematerial-
ized form. This means that no time is needed 
for the securities to change owners physically, 
therefore, the transaction cost thereof is re-
duced. Therefore, if the securities could be 
moved simultaneously with the time of the 
purchase, and if the purchase was accompa-
nied by an immediate settlement system as 
well – so that not only the securities-leg but 
also the cash-leg of the transaction could be 
settled immediately – then securities could be 
traded in real-time.

This promptness would simplify securities 
trading, and at the same time it would stir up 
significantly the currently established securi-
ties clearing and settlement systems and the 
solutions used in trading. On the one hand, 
certain types of transaction which had come 
into existence built on and in order to make 
use of the time-gap of the settlement cycle 
would disappear or transform. For instance, 
currently it is possible to bet on that the price 
of a security will drop, and therefore during 
the same day to sell some of it and then, later, 
when the price thereof is already lower to buy 
and earn on the difference between the selling 
and buying price. In case of promptness, this 
would not be possible in this way, considering 
that you could not sell something that you do 
not possess. On the other hand, the activity 
of the CCPs would be limited to derivative 
transactions.

The question regarding promptness is that 
under what conditions will it be worth de-
creasing the currently 2-day settlement cycle 
to immediate clearing, and if it is even nec-
essary to do so. Most of the risks related to 
the 2-day settlement cycle are known, there-
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fore one should concentrate on answering the 
question as to which risks would disappear 
from the system and which new risks would 
appear that should be managed somehow. 
Such prompt system would essentially be sim-
ilar to the DVP transactions used by CSDs, 
with the difference that it could be settled 
faster than a DVP transaction.16

Considering the regulatory environment, 
promptness could be managed by moderate 
modifications of the current financial market 
infrastructure framework.

The distributed ledger (DLT)

The appearance of BitCoin, or more precisely 
the technology (DLT) – on which the crypto 
money is based – questions the fundamentals 
of the current securities clearing and settle-
ment system. On the one hand, because it en-
sures the promptness of the transactions, on 
the other hand, because no financial or regu-
latiory institution is required in order to guar-
antee the reliability. For the current securities 
clearing and settlement system this would 

mean that the centralized securities register 
is no longer necessary, and neither the central 
clearing and validation of the transactions. In 
terms of economics, securities trade would 
come close to being costless.

In its 2017 publication, BIS outlined the 
four models how DLT technology may be re-
alized. The model features can be seen in Fi
gure 2. The first model (on the left side) is es-
sentially the presentation of the current model 
with the DLT technology, while the last one 
(on the right side) is the other extremity, when 
the financial infrastructure of today’s terms is 
not necessary at all, i.e. neither the CSDs, nor 
the CCPs. There are mixed solutions between 
these two, according to whether the roles are 
determined or not, and who may validate the 
transactions.

Although now the introduction and diffu-
sion of the new technology seems far away, at 
the same time, the collection of Jun (2018) 
highlights that the DLT-based securities clear-
ing and settlement system could affect the 
industry significantly in the near future. For 
example, in Australia, replacing the entire se-
curities clearing and settlement system with 

Figure 2
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the DLT technology by 2018 has been set 
as an objective. China is even further ahead, 
considering that they had launched their se-
curities depository system based on the new 
technology in 2016 and are operating success-
fully. In December 2017, the French govern-
ment amended its regulation so that the secu-
rities clearing and settlement system based on 
the DLT technology may be operated regard-
ing non-listed securities. In the United States, 
pursuing the securities trading and securities 
depository activities based on the new tech-
nology had been legally possible since July 
2017.

Taking into consideration that the securi-
ties clearing and settlement system is made up 
of institutions which are systemically impor-
tant in terms of the entire economy, and have 
significant role in fostering social welfare, it 
is highly likely that the diffusion of the tech-
nology will happen when the reliability of the 
DLT based systems are unquestionable.

The evolution of the Hungarian 
securities clearing  
and settlement system

After the establishment (re-establishment) of 
the two-tier banking system in 1987, two trad-
ing venues were created in 1990, the Budapest 
Stock Exchange (Budapesti Értéktőzsde, BÉT) 
and the Budapest Commodity Exchange (Bu-
dapesti Árutőzsde, BÁT). At the beginning, 
the two exchanges kept records of the securi-
ties (and commodity transactions) (securities 
depository activity) and also carried out the 
clearing thereof themselves. KELER was es-
tablished in 1993,17 which took over the clear-
ing and central securities depository function 
from the Budapest Stock Exchange, and as of 
1994, KELER took over the clearing of com-
modity futures18 from the Budapest Commod-
ity Exchange as well. In addition, the DVP 

type OTC market clearing was introduced 
during this year as well (KELER, 2010).

The Hungarian securities clearing and set-
tlement system at that time was runned by 
one institution up until 2008, namely, by 
KELER Central Clearing House and Securi-
ties Depository. Following the recommenda-
tion of Eurpean Central Bank, the central 
securities depository and the clearing house 
functions had been separated as of 1st Janu-
ary 2009. KELER CCP was established that 
was responsible for the clearing of the securi-
ties transactions. The guarantee taking activity 
was added to the clearing function as of that 
date, meaning that the first CCP was estab-
lished in Hungary.

Considering the institutions of the current 
Hungarian post-trading infrastructure, at the 
time when this article is being written, one 
CSD and one CCP is operating in Hungary. 
Although there were plans to establish a Trade 
Repository, however, it was not yet realized. 
This means that the OTC derivative trans-
actions concluded by the Hungarian market 
participants are registered in a TR based at an-
other EU country – the relevant regulations 
ensure access to these data for the Hungarian 
authorities. In addition, it shall be noted that 
similar to the European CSDs, the Hungarian 
CSD had also joined the Target 2 Securities 
(abbreviated as T2S) initiative.

Summary

The development of the CSDs and CCPs was 
driven by the aim of sound and effective man-
agmenet of securities trading.

As the first step, the clearing house func-
tion of the CCP evolved, i.e. the netting of 
the transactions appeared, as the first line of 
defense against the defaults of the trading 
conterparties. The guarantee taking activity 
accompanied much later in time. Ultimately, 
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the two functions supplementing each other 
could and are currently able to contribute effi-
ciently to the management of the partner risk 
of the counterparties participating in securi-
ties trade. As a consequence of the 2008 crisis, 
the significance of CCPs increased substan-
tially, therefore their regulation was adjusted 
accordingly.

Fundamentally, the CSDs was not estab-
lished for the management of market risks but 
for reducing the transaction costs of securities 
trading. Because of the technological develop-
ment and primarily to the dematerialization 
of securities, the role of CSDs has increased 
significantly starting from the 1990s. This also 
fostered and fosters the process of securitiza-
tion, which has many direct and indirect ad-
vantages for the economy such as the promo-
tion of the free movement of capital.

The establishment of the Trade Repository 
as a post-trading infrastructure was driven 
not by the market demand but by the regula-
tory intention as a consequence of the 2008 
financial crisis since it was difficult to assess 
the magnitude of the OTC derivative market 
open positions and through that the scale of 
the actual and potential future damage.

In the future, we definitively have to ex-

pect the transformation of the post-trading 
infrastructure. The reason behind the change 
is the technological development. According 
to the first version presented, the essence of 
the change could be the transformation of the 
concept of promptness and thereby the cease 
of the current T+2 clearing cycle characteris-
tic to the prompt markets. According to the 
second version, the DLT technology could 
reform the foundations of the current post-
trading institutional system.

In my opinion, the two development paths 
will happen simultanously, namely in parallel 
with the slow steps made toward the direction 
of promptness by current post-trading insti-
tutions, the DLT technology based securities 
trading, clearing and settlement systems will 
emerge. The latter one may eventually take over 
the role of the current institutions completely.

Overall, the CSDs and the CCPs currently 
determine the efficiency of the financial and 
capital markets fundamentally. Doing so, the 
two institution types indirectly affect the per-
formance of the whole economy. Therefore, 
considering their crucial role in ensuring the 
flow of capital, both the CSDs and the CCPs 
are considered to be systematically important 
financial infrastructures.

1	 Derivative financial instruments

2	 Not including the hieroglyphics in ancient Egypt

3	 The economy of the antique economy was based on 
the developed agriculture

4	 Future trade

5	 Default means that one party participating in the 
securities transaction does not comply with its com-

mitment, i.e. it does not supply the security or does 
not pay its price.

6	 The original transaction is divided into two sepa-
rate transactions: CCP becoming the buyer of every 
seller and seller of every buyer. Thus, the novation 
constitutes the basis of theguarantee taking activity 
of the CCP.

7	 USA, the United Kingdom, Belgium, France, the 
Netherlands, Japan, Canada, Italy, Germany, Sweden

Notes



 Studies 

578  Public Finance Quarterly  2018/4

References

8	 currently: CPMI – Committee on Payments and 
Market Infrastructures

9	 RSSS – Recommendations for Securities Settlement 
Systems

10	RCCP – Recommendationsfor Central Counterpar-
ties

11	Delivery Versus Payment

12	In order to indicate the efficiency of a CCP, in con-
nection with the most significant Hungarian broker 
scandal of recent times, the Hungarian CCP was 
able to close the open positions of the largestderiva-
tive market participant within 5 days, without any 
loss.

13	Regulation (EU) No 648/2012 contains the basic 
rules applicable to CCPs and Trade Repositories - 
the regulation mentioned is often referred as EMIR.

14	By that time, a single framework system had been 
developed by CPMI-IOSCO under the title Princi-
ples for Financial Market Infrastructures

15	Regulation (EU) No 909/2014 contains the com-
mon European rules applicable to the CSDs. This 
regulation is refferred as  CSDR.

16	Incase of  DVP transactions - since the two trading 
parties have to give instructions separately - there 
will definitely be a time-gap between the receipt of 
the two instructions at CSD level, therefore, in this 
regard the system will never be prompt, only for one 
of the counterparties (the counterparty who second-
ly submits the instruction).

17	KELER CentralClearing House and SecuritiesDe-
pository (old name)

18	acommodity futures are considered as financial in-
struments

Dionne, G. (2013): Risk Management: History, 
Definition, Critique; Risk Management and Insurance 
Review, Vol. 16. Issue 2.pp.147–166	  
https://papers.ssrn.com/sol3/papers.cfm?abstract_
id=2231635 Available: 12/05/2018

Jun M. S. (2018): Blockchain government – a next 
form of infrastructure for the twenty-first century, 
Journal of Open Innovation, 2018. 04. 07. https://jo-
peninnovation.springeropen.com/articles/10.1186/
s40852–018–0086–3, Available: 05/06/2018

Kroszner, R. S. (2007). Central Counterparty 
Clearing: History, Innovation and Regulation in The 
Role of Central Counterparties; European Central 
Bank Conference	  
https://www.ecb.europa.eu/pub/pdf/other/rolecentral-
counterparties200707en.pdf?2973e97f821d6550580
8bd2a9662560e, Available: 12/05/2018

László, A. (2017). Az értékpapírosítás és annak 
szabályozási kérdései [Securisation and the regulatory 
questions thereof ]; Corvinus University MNB (Cen-
tral Bank of Hungary) department, lecture,	  
http://medvegyev.uni-corvinus.hu/kockazat/LA_% 
C3%89rt%C3%A9kpap%C3%ADros%C3%ADt% 
C3%A1s%20%C3%A9s%20szab%C3%A1lyoz% 
C 3 % A 1 s i % 2 0 k % C 3 % A 9 r d % C 3 % A 9 s e i _
ppt_2017_03_16_final.pdf, Available: 12/05/2018

Malmendier, U. (2008). 'Law and Finance 'at the 
Origin', Yale University – Economic Growth Center	 
http://www.econ.yale.edu//~egcenter/malmendier2.
pdf, Available: 12/05/2018

Milne, A. (2016). Central securities depositories 
and securities clearing and settlement: Business prac-
tice and public policy concerns. Loughborough Uni-
versity’s Institutional Repository	  



 Studies 

Public Finance Quarterly  2018/4 579

https://dspace.lboro.ac.uk/dspace-jspui/bitstream/ 
2134/20548/3/milne%20chap_Diehl%202016%20
book.pdf; Available: 01/05/2018

Morris V. B. and Goldstein S. Z. (2010).Lifecy-
cle of a security. DTCC	  
http://www.dtcc.com/news/2010/december/01/life-
cycle-of-a-security, Available: 12/05/2018

Moser, J. T. (1998). Contracting Innovations and 
the Evolution of Clearing and Settlement Methods 
at Futures Exchanges.Working paper, Federal Reserve 
Bank of Chicago	  
https://fraser.stlouisfed.org/files/docs/historical/frb-
chi/workingpapers/frbchi_workingpaper_1998–26.
pdf, Available: 12/05/2018

Poitras, G. (2009). From Antwerp to Chicago: The 
History of Exchange Traded Derivative Security Con-
tracts. Simon Fraser University	  
http://www.sfu.ca/~poitras/franck_$$$$.pdf, Avail-
able 12/05/2018

Silber, W. L. (1986). The Economic Role of Finan-
cial Futures; American Enterprise Institute for Public 
Policy Research; Washington D.C.	  
http://www.farmdoc.illinois.edu/irwin/archive/books/
Futures-Economic/Futures-Economic_chapter2.pdf, 
Available: 12/05/2018

Swan, E. J. (2000). Building the Global Market. 
A 4000 Year History of Derivatives; Kluwer Law In-
ternational, Haga

Van de Mieroop, M. (2005).The Innovation of 
Interest, Summerian Loans.The Financial Innovations 
that Created Modern Capital Markets.Oxford Univer-
sity Press, Oxford

Weber, E. J. (2008). A Short History of Derivative 
Security Markets. University of Western Australia	  
http://www.rdi.uwa.edu.au/__data/assets/pdf_
file/0003/94260/08_10_Weber.pdf, Available: 12/05/ 
2018

Regulation (Eu) No 648/2012 of the European Par-
liament and of the Council on OTC derivatives, cen-
tral counterparties and trade repositories

Regulation (EU) No 909/2014 of the European 
Parliament and of the Council on improving securities 
settlement in the European Union and on central secu-
rities depositories and amending Directives 98/26/EC 
and 2014/65/EU and Regulation (EU) No 236/2012

BIS (1989). Report on netting schemes (Angell Re-
port); Bank of International Settlements;	  
https://www.bis.org/cpmi/publ/d02.htm, Available: 
12/05/2018

BIS (1990). Report of the Committee on Interbank 
Netting Schemes of the central banks of the Group of 
Ten countries (Lamfalussy Report); Bank of Interna-
tional Settlements	  
https://www.bis.org/cpmi/publ/d04.htm, Available: 
12/05/2018

BIS (2001). Recommendations for securities settle-
ment systems; Bank of International Settlements	  
https://www.bis.org/cpmi/publ/d46.htm, Available: 
12/05/2018

BIS (2004). Recommendations for Central Coun-
terparties; Bank of International Settlements	  
https://www.bis.org/cpmi/publ/d64.htm, Available: 
12/05/2018

BIS (2012). Principles for Financial Market Infra- 
structures (PFMI); Bank of International Settlements 
and International Organization of Securities Com-
missions	  
https://www.bis.org/cpmi/info_pfmi.htm, Available: 
01/06/2018

BIS (2017). Distributed ledger technology in pay-
ment, clearing and settlement; Bank of International 
Settlements	  
https://www.bis.org/cpmi/publ/d157.pdf, Available: 
01/06/2018



 Studies 

580  Public Finance Quarterly  2018/4

DBG (2018). History of the Frankfurt Stock Ex-
change, Deutsche Böerse Group	  
http://deutsche-boerse.com/dbg-en/about-us/frank-
furt-stock-exchange/history-of-the-frankfurt-stock-
exchange, Available: 11/05/2018

KELER (2010). KELER (Central Securities De-
pository) History	  
https://www.keler.hu/KELER/T%C3%A1rsas 
%C3%A1g/T%C3%B6rt%C3%A9nelem/; Avai
lable: 12/06/2018


