
CLS already successfully eliminates settlement 
risk for over three quarters of inter-dealer 
trades. However, almost as soon as the 

bank-owned CLS launched an industry-wide gross 
settlement system in 2002, the debate began about 
moving from gross settlement to settling ‘netted’, or 
averaged, trades, and the aggregation service has been 
designed to address this.

The FX market has undergone dramatic growth 
in terms of volumes traded and the expansion of 
its community, which now includes hedge funds, 
algorithmic traders, and retail and institutional 
participants, many of whom are prime brokerage 
clients of the banks. With FX increasingly being 
traded as an asset class, algorithmic traders alone can 
post tens of thousands of trades an hour.

A pre-settlement service 
CLS Aggregation Service is a pre-settlement service to 
address operational risk issues caused by high frequency, 
low value FX trades attributable to algorithmic trading, 
prime brokerage and retail aggregators. This is a 
collective effort to re-engineer and streamline post-trade 
processing for the fastest growth segment of the market.

The service will reduce operational risk, lower post 
trade costs and rationalise and consolidate legacy post-

buy currency against the cumulative amount of sell 
currency, and sell currency against buy currency, 
between the two parties. The two participants receive 
information regarding the value of the aggregated 
trades. The service will match and compress trades 
between system participants before downstream 
processing

The difference from ‘netting’ is although one party 
may have transactions where it is buying and selling 
the same currency from the other party, aggregation 
does not net the values of the buys against the sells in 
that currency. 

The founding eight banks that have already 
committed to the joint venture are: Bank of America, 
Credit Suisse, Citigroup, Deutsche Bank, Goldman 
Sachs, J.P. Morgan, Morgan Stanley and Royal 
Bank of Scotland. This number is expected to grow 
and participating banks, which are not part of the 
founding group, will be able to participate in the 
service, subject to the same pricing schedule as the 
founding banks.

Support for the service 
Rob Close, chief executive offi cer of CLS Group 
and CLS Aggregation Service, says: “There has been 
widespread support for the service which is endorsed 
by the eight founding fi nancial institutions. This 
marks one of a number of steps from CLS Bank 
to further provide high quality risk reduction and 
processing effi ciency solutions for the FX community.”

He adds that the most active players in the very fast 
growing high frequency, low value segment have 
very particular pre-settlement needs, for which CLS 
Aggregation Service has been designed, alongside 
other CLS strategic initiatives on risk mitigation and 
effi ciencies. Although the banks are already part of 
the Traiana Harmony network, on which the CLS 
Aggregation Service has been built, Jonathan Butterfi eld, 
director of Communications, at CLS Group, says that 
the participating banks have had to re-engineer their 
back offi ces to fully benefi t from this interbank service.

He says: “Although it is a relatively simple product, 
banks do not use the same sequence of steps to process 
trades. Therefore an inter-bank standard had to be 
defi ned which has resulted in workfl ow changes for 
participating banks. Aggregation allows banks to add 
up the value of the two currencies within a pair across 
multiple trades against one of three parameters: time, 
total value, or total number of transactions. The banks 

trade processes throughout the global FX markets. As 
well as further improving the reduction of settlement 
risk in the light of spiralling FX volumes the service will 
dramatically reduce the number of tickets large players 
need to process, and reduce the back offi ce bottlenecks 
that fi rms had been suffering from in busy periods as 
only aggregated trades will need to be processed and 
settled in CLS, alleviating the processing burdens on 
participating banks by 90+ per cent. 

What will happen now is that the tickets will be 
booked in the front offi ce of the bank, aggregated, and 
then only one or two tickets will be sent downstream. 
Aggregation decisions can be made on the size of 
the ticket. The technology is already available to 
identify the high frequency/low value tickets or sort 
by the source of the transactions. The focus will be 
on taking out the highest volumes in the post-trade, 
pre-settlement space by aggregation, and those tickets 
coming from the largest players, in the most active G7 
currencies

The biggest requirement from the banks is that they do 
not want to be in a position where they end up with an 
averaged trade, independently, that does not match and 
they need to start reconciling thousands of tickets all 
over again. CLS Aggregation Service will be a centralised 
service, which will match every individual ticket, in real 
time, and aggregate them throughout the day.

Compressing matched trades
The aggregation service operates by compressing 
matched FX trades by taking all trades between two 
trading parties, that have the same buy currency from 
one party, in exchange for another sell currency to the 
other party and then adding all the buy sides in the 
currency and adding all the sell sides in the currency.

The result of the compression are two aggregated 
trades that represent the cumulative amount of 

then receive back the two aggregated trades (buy side 
and sell side) for each currency. So far, so good, but 
banks need to make this process robust, they need 
to be able to audit it and they need to be able to 
reconcile it. So for all the banks that are either live 
or are planning to go live there have been workfl ow 
changes, and for some the changes have been a little 
more material than for others.”

Much of the workfl ow changes have been on the 
processing needed after aggregation has taken 
place to ensure the banks’ systems track the trades 
submitted for aggregation and reconcile the outcome 
of the aggregation. “There has been no failure of 
any aggregation but the banks need to have their 
own record and the trades need to be reconciled,” 
Butterfi eld adds.

The service launched with eight founder banks 
and CLS continues to talk to other fi nancial fi rms, 
generally within the FX prime brokerage arena, about 
joining CLS Aggregation Service. The sales activity 
was tempered while the CLS Aggregation Service 
was built and tested which was completed at the turn 
of the year, received regulatory approval and is now 
ramping up as the service has gone live.

Profi le for using the service
To use the service the right profi le is needed in terms 
of traffi c fl ows. The benefi ts of aggregation increase for 
fi rms trading large numbers of lower value spot trades 
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The CLS 
Aggregation Service: 
taking huge steps towards
eliminating operational risk

MARKETPLACE

The CLS Aggregation Service, jointly built by 
CLS Group and Traiana, an ICAP company, went 
live in January, providing trade aggregation 
services to participants active in the over-the-
counter FX market. Frances Maguire explores 
how the service is heralding a new chapter in 
operational risk reduction and banking industry 
collaboration.

Rob Close 
“There has been widespread support for the service which 

is endorsed by the eight founding fi nancial institutions.”
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in the highly liquid G5 currency pairs. Butterfi eld 
estimates there are about 15 prime brokers that have 
this profi le and would benefi t from aggregation. 
Overall the opportunity to gain the effi ciencies that 
aggregation provides is likely to apply to less than half 
of CLS’s 60 members.

Butterfi eld says: “Other Members do not trade with 
their counterparties with suffi cient frequency for 
aggregation to be economically attractive.”

For this reason, and the fact that changes to fi rms’ 
back offi ce systems are needed to participate in CLS 
Aggregation Service, the service is a stand alone, opt-in 
service rather than being integrated into the operating 
model for CLS’ core settlement service. 

For Butterfi eld, launching the service amidst the 
fl urry of activity around the euro provided a salutary 
reminder of why the aggregation service was built. It 
was exactly the same sort of surges that were causing 
stress a couple of years ago that led to the debate about 
how to solve this problem. That debate led to the 
launch of CLS Aggregation Service. “Those pressures 
have not gone away and have returned as the market 
has gained confi dence,” he says.

The joint venture is a CLS subsidiary, 51 per cent 
owned by CLS Group and 49 per cent owned 

by ICAP, operating within the CLS regulatory 
framework. Operating within the CLS regulatory 
framework, the supporting technology for the system 
is provided by market-standard Traiana Harmony 
network. CLS is responsible for the Aggregation 
Service, while the technology infrastructure and its 
maintenance is the responsibility of Traiana. This has 
parallels with the CLS/IBM partnership for the CLS 
settlement engine, though CLS Aggregation Service 
is a joint venture with Traiana, and more than a 
technology partnership.

Landmark in  post-trade landscape

Gil Mandelzis, Traiana’s chief executive offi cer, 
described the launch as a landmark in the post-trade 
landscape. “The CLS Aggregation Service has the 
potential to unlock dramatically greater capacity 
across the industry, which will open up new trading 
opportunities for retail and institutional investors.”

So far, all the participating banks already use Traiana 
Harmony technology. By integrating the Traiana
network and making it the basis of the trade aggregation 
service with CLS’s settlement network, the service is 
leveraging existing connections that the founding banks 
and others have in place. This accelerates adoption and 
provides benefi ts to all participants without the need for 
complex, costly and lengthy implementation. 

Jonathan Butterfi eld 
“Other Members do not trade with their 

counterparties with suffi cient frequency for 
aggregation to be economically attractive.”

Gil Mandelzis 
“The CLS Aggregation Service has the potential 
to unlock dramatically greater capacity across 
the industry, which will open up new trading 

opportunities for retail and institutional investors.”
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“There is no signifi cant bank in the FX prime 
brokerage world that is not connected to Traiana 
Harmony,” Mandelzis says. However, he does not 
foresee that banks must be of such a scale or be on 
Harmony to benefi t from the CLS Aggregation 
Service.  He adds that connections can be built 
easily and banks of all sizes can benefi t from the CLS 
Aggregation Service.

Mandelzis says that the need for aggregation has been 
supported by the biggest players in FX and it is a key 
component needed to move forward with a much 
more scalable model to support the future growth of 
the industry. “An industry solution for a much more 
scalable model without the need to completely re-
engineer all the banks’ back offi ces was needed and the 
CLS Aggregation Service fulfi ls that need” he says.

It is expected that as banks grow to a certain size they 
will join the service, primarily because there is no 
other cost-effective way of gaining these effi ciencies.  
To gain this level of capacity in their back offi ce and 
settlement systems would be too expensive without the 
service. “The service is a very compelling alternative to 
expensive rebuilds and the bottlenecks that can occur 
in the banks’ back offi ces.”

Citi is now live on the CLS Aggregation Service. 
Andrew Coyne, Head of FX Prime Brokerage and 
eCommerce Products at the bank says that the 
preparation and integration work was greatly reduced 

because Citi already had an aggregation in place 
as part of the Traiana Harmony network, and the 
workfl ow had already been optimised for that.

He says: “The CLS Aggregation Service is one of 
many answers but it is a very signifi cant one. This is 
another huge step in making the market much more 
effi cient in processing transactions and brings the cost-
base down.”

Benefi ts of joining the CLS Aggregation Service
For Coyne, the main benefi t of joining the CLS 
Aggregation Service is that it helps capacity and in 
so doing, reduces cost and risk. “It gives us more 
certainty, it moves us on to the next stage and allows 
us to rethink the way we do things again. If we keep 
shifting the way the market operates, to a more 
effi cient level, we can get to a point where we have 
a different view of the market and can see other 
benefi ts and other opportunities. For this reason, it is 
important to keep the evolution going.”

Many of the FX prime brokers have already built their 
systems for scale and capacity has been a competitive 
weapon in the past and they have invested accordingly 
to capture more business.

The ability to process higher volumes will help 
banks to grow, but Coyne says Citi did not have 
this specifi c issue, in terms of capacity built into the 
system. However, he agrees it is taking pressure off 

the infrastructure and driving down the cost of 
processing.

Lee Buck, executive director, FXEM Business 
Change Management Team, at Morgan Stanley 
says that the bank was also already using the 
Traiana Harmony network prior to joining the 
CLS Aggregation Service and as well as using the 
Harmony product for many years, it was also 
familiar with Traiana’s Harmony NetLink solution, 
which provides trade aggregation for prime 
brokerage services.

In terms of preparation work was needed to 
begin aggregating through CLS, Buck says that a 
completely new workfl ow had to be engineered to 
aggregate interbank trades that were not part of the 
Harmony network. He says: “Development work 
was required in our front and back offi ce systems 
to prevent confi rmation and settlement of trades 
intended for aggregation.  We also had to deal 
with the situation for when a trade intended for 
aggregation does not match and may revert to gross 
settlement.”

However, already Morgan Stanley is seeing the 
benefi ts, seeing compression ratios of 80 per cent 
or more (every 100 trades results in 20 or fewer 
trades that have to be confi rmed and settled). “This 
will reduce fl ow to the back offi ce and increase 
capacity.  We have not completed the work to take 
full advantage of this but it is in the pipeline,” says 
Buck.

He adds that the FX prime broker looks to trade 
aggregation as a key component of growing its 
business, expecting the use of the service to allow 
us to substantially increase trade fl ow capacity in 
the risk systems and back offi ce infrastructure, 
while controlling costs.

Cost savings

It is too early to know exactly what the cost 
savings will be for banks participating in the CLS 
Aggregation Service. Pre-aggregation, the cost 
of processing a ticket ranged from as low as $1 
per ticket for the high volume banks, but scales 
to $2.50 or even more for lower volume banks. 
However, the banks spending the highest amount, 
per ticket, in processing costs are the least likely 
to have the critical mass to make using the service 
economically viable.

Andrew Coyne 
“This is another huge step in making the 

market much more effi cient in processing t
ransactions and brings the cost-base down.”

Lee Buck 
“This will reduce fl ow to the back offi ce 

and increase capacity.”
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