A SAFER,
STRONGER
U.S. FINANCIAL
SYSTEM
Shortening the U.S. Trade Settlement Cycle to Mitigate Risks
for the Industry and Investors

TIME EQUALS RISK

SHORTENED CYCLE.
REDUCED RISK.

In 2012, The Depository Trust & Clearing Corporation (DTCC) led a robust due-diligence process,
which included considerable industry discussion, risk studies, and a cost-benefit analysis facilitated by
the Boston Consulting Group (BCG). In April 2014, DTCC announced its recommendation for a move to
a two-day settlement period, or T+2.
The research indicated that “time equals risk” and that a shortened settlement cycle could substantially
reduce risk across the securities industry and for underlying investors. It’s a move that will represent
a critical step in fostering greater certainty, safety, and soundness in the U.S. capital markets.

BOLSTERING SAFETY IN THE U.S. CAPITAL MARKETS
Due to unprecedented market events, the industry, policymakers, and regulators have taken steps
to build stronger safeguards into the financial system. Shortening the settlement cycle to T+2 will
mitigate operational and systemic risk by reducing exposure between the parties to a trade, between
the counterparties and the clearinghouse, and for the clearinghouse itself.

For the first time since 1995, the U.S. securities industry is
making a move to shorten the U.S. trade settlement cycle.
Currently, the securities industry completes settlement
for equities, corporate and municipal bonds, and unit
investment trusts (UITs) on the third day after a trade is
executed by sending payment for the trade to the seller
and the securities to the buyer. This settlement cycle is
known as “trade date plus three days,” or “T+3.”

The post-trade clearance
and settlement cycle begins
on the date the trade is
executed. In the U.S. equities
markets, trade details are
electronically transmitted
to DTCC’s clearing agency
subsidiary, National Securities
Clearing Corporation (NSCC),
for post-trade processing.

NSCC’s guarantee of
settlement generally begins at
midnight of T+1. At this point,
NSCC assumes the role of
central counterparty, taking on
the buyer’s credit risk and the
seller’s delivery risk.

NSCC issues broker-dealers
summaries of cleared trades,
including information on the
net positions of each security
due or owed for settlement.

Settlement occurs on
the third day following
execution of a trade, with
the delivery of securities to
net buyers and payments of
money to net sellers.

PARTNERING WITH THE
INDUSTRY TO IMPLEMENT T+2

In collaboration with the financial services industry, DTCC formed an industry steering committee and
an industry working group to analyze the industry’s readiness to shorten the settlement cycle in the
U.S. Co-Chaired by Kathleen Joaquin, Chief Industry Operations Officer for the Investment Company
Institute (ICI), and Tom Price, Managing Director, Operations, Technology & Business Continuity
Planning for the Securities Industry & Financial Markets Association (SIFMA), the Industry Steering
Committee (ISC) comprises senior-level representatives from associations and firms representing a
range of stakeholders, including buy-side and sell-side firms.
Serving as the voice of the industry, the ISC is responsible for overseeing the U.S. move to T+2,
driving the deliverables of the Industry Working Group (IWG), providing guidance and support to
address technological and process building blocks, and communicating changes to the industry.
The IWG, under the guidance of the ISC, is responsible for identifying and executing a tactical plan to
implement the business and the legal and regulatory changes required to shorten the U.S. settlement
cycle to T+2 in a time frame that is acceptable for the industry. IWG members include a cross-section
of industry participants.

BENEFITS OF A SHORTENED
SETTLEMENT CYCLE

There are many advantages of a T+2 settlement cycle in the U.S. With regulators taking a sharper look
at risk, it is now more critical than ever that stakeholders work collaboratively to protect the integrity
of the U.S. markets. This voluntary industry initiative will lead to a number of benefits, including:

REDUCED RISK AND GREATER EFFICIENCIES
A shorter settlement cycle will foster a reduction of risk by moving trades more quickly to settlement,
enabling capital to be freed up faster for reinvestment, and reducing credit and counterparty
exposure. It also will reduce procyclical increases in margin and liquidity needs that can happen
during times of volatility.
A shortened cycle also will further reduce the liquidity requirement of NSCC — DTCC’s subsidiary and
the clearing agency and central counterparty for U.S. equity markets — freeing up capital for brokerdealers by reducing the NSCC Clearing Fund requirement.

LOWERED COSTS
The Boston Consulting Group’s analysis estimated that moving from the current T+3 settlement
cycle to a T+2 settlement cycle in the U.S. will initially cost the industry approximately $550 million
and result in savings of approximately $195 million annually. This translates into an investmentpayback time of between 2.5 and 3.5 years. The majority of the savings will be related to better
operational efficiency and direct cost reductions related to NSCC margin charges and liquidity
requirements.

GLOBAL HARMONIZATION
Harmonization decreases complexity and costs for firms with significant cross-border activity.
Many European Union member states moved to T+2 on October 6, 2014. Several markets in the
Asia/Pacific region are already settling T+2 or T+1, while others — including Singapore, Japan and
Australia — are actively looking to reduce their settlement cycle from T+3. Moving the U.S. markets
to a T+2 settlement cycle will align it with this global trend.

IMPROVED PROTECTION FOR INVESTORS
For investors, the move will not only bring a greater sense of confidence in the safety of the U.S.
equity markets, but it will enable them to have quicker access to capital/securities following a
trade execution. During periods of unusual market stress and volatility, investors will be better
protected, because a shorter settlement cycle will help reduce the extremely unlikely risk of an
investor’s broker defaulting between trade date and settlement date.

For more information visit www.ust2.com

