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1.

Introduction

The second Markets in Financial Instruments Directive and associated delegated regulations (“MiFID/R”)
requires that investment firms report on the quality of execution and the top five execution venues used by
class of financial instrument traded on an annual basis. The contents of this report and the trading data
provided are published to meet the requirements prescribed by Article 3(3) of Regulatory Technical Standard
28 (“RTS 28”) of MiFID/R.

2.

Report Contents

In summary, RTS 28 requires that this report covers the following matters for each class of financial instrument
traded:
–

An explanation of the relative importance that the investment firm gave to the following factors when
considering the quality of execution: Price, costs, speed, likelihood of execution, likelihood of settlement
and other factors

–

A description of any close links with execution venues and the conflicts of interest arising

–

A description of any specific arrangements with execution venues with regards to payments made or
received, discounts or rebates received, or other non-monetary benefits

–

An explanation of factors that led to a change in the list of execution venues listed in the firm’s Order
Execution and Placement Policy

–

An explanation of how order execution differs according to client classification

–

An explanation of other criteria given precedence over price when dealing with retail clients

–

An explanation of how the investment firm has used any data or tools relating to the quality of execution.
Including the data in RTS 27, which relates to the trading reports published by counterparties under
MIFID/R

–

An explanation of how the investment firm used the output of the consolidated tape provider

3.

Trading Data

Portfolio management firms both execute orders with counterparties and also place orders with those
counterparties for onward execution, on behalf of their clients. Execution occurs where the portfolio
management firm executes an order directly via an execution venue, whether a trading venue, such as a
Regulated Market or a Multi-lateral Trading Facility (“MTF”), or a counterparty. Placement occurs where the
portfolio management firm places an order with a counterparty, a broker, for them to execute it on the
portfolio management firm’s behalf.
Portfolio management firms are required to report on both execution and placement. The requirements
envisage two sets of trading data, one reporting executions, the “RTS 28” data, and the other reporting
placements, the “Article 65” data, which refers to Article 65 of the delegated regulation.
We execute some financial instruments on trading venues, such as FXall or Tradeweb, with counterparties on a
request for quote (“RFQ”) basis. This presents the issue as to whether to report the trading venue or the
counterparty to the trade. Our view was that disclosing both parties represented a more accurate disclosure of
our execution process than disclosing one or the other. In addition, our view was that it would be confusing to
disclose trading venues and counterparties in the same report. As a result, we report the trading venues we
have utilised in one report, “Trading Venue Data”, and the counterparties we have executed with or placed
orders with in another, “Counterparty Data”. The counterparty data includes the following:
–

The counterparties we have executed with, where we have executed on a trading venue

–

The counterparties we have executed with directly, outside a trading venue

Annual Trade Execution Report

3

–

The counterparties we have placed orders with them either by “voice”, “message” or algorithm, for them
to manage the onward execution

In 2018, after the first round of disclosures, we expect the guidance to evolve further in this area and we will
develop our data set in accordance with any new guidance.
Both the Trading Venue Data and the Counterparty Data sets cover all the financial instruments listed in RTS
28, if we have traded them, and these are listed in Appendix 1 to this report.
In addition, RTS 28 requires the reporting of whether executions were passive, aggressive or directed. As we
do not trade on exchanges directly we do not believe our orders meet the definitions of passive or aggressive
and therefore it is not possible to report this information.
Whilst our clients do not direct our Traders to trade on specific execution venues in respect of individual
trades, they may tie execution to a particular counterparty for all trades. This is sometimes the case for foreign
exchange where execution is tied to the custodian or exchange traded derivatives where execution is tied to
the clearing broker. We have reviewed this data, and the numbers have a negligible overall impact on our
choice of counterparties. That is, no counterparty is included in the top five as a result of the volume of tied
trades.
For some instruments we trade with more than one legal entity within a counterparty group. We considered
whether reporting by Legal Entity Identifier (“LEI”) would enhance disclosure and concluded that it wouldn’t. In
all disclosures except one the same counterparty names would be reported, although the percentage figures
would have been lower, as the amount of trading with the main trading counterparty is less that the amount of
trading with the group as a whole. In the one instance, it would mean that the table included two legal entities
from one counterparty group. As a result we have chosen to report the counterparty group rather than
individual legal entities. We have included a list of LEIs with the Counterparty Data for reference.
The data sets are expressed in percentage terms, representing the percentage of the total volume traded, in
that instrument, that was traded with the execution venue reported.

4.

Coverage

This report and the trading data cover the trading activity of our asset management business in the EEA. This
activity is undertaken by Schroder Investment Management Limited (“SIM Ltd”). Certain other EEA entities,
listed below, may rely on SIM Ltd to execute their orders. Therefore the report and the trading data covers the
trading activity for the mandates managed by the following entities, when executed by SIM Ltd:
–

Schroder Investment Management Limited

–

Schroder Investment Management Limited (Dubai Branch)

–

Schroder Investment Management North America Limited

–

Schroder Investment Management North America Limited (Singapore Branch)

–

Schroder Investment Management North America Limited (Zurich Branch)

–

Nippon Life Schroders Asset Management Limited

–

Schroder Real Estate Investment Management Limited

In the case of Schroder Investment Management North America Limited (Singapore Branch) in the normal
course of business it places all of its orders with Schroder Investment Management (Singapore) Limited.

5.

General Disclosures

RTS 28 requires commentary or disclosure in the following non-instrument specific areas:
–

We do not have any close links, conflicts of interests, and common ownerships with respect to any
execution venues used to execute orders and we do not trade with affiliated companies. Our conflicts of
interest are disclosed in section 10 of our Order Execution and Placement Policy
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–

We do not have any specific arrangements with any execution venues with regards to payments made or
received, discounts or rebates received, or other non-monetary benefits. The explicit costs of execution
are discussed in section 9 of our Order Execution and Placement Policy

–

Our order execution arrangements do not differ according to client categorisation. All of our clients are
classified as professional

–

Once it is available we will review the RTS 27 trading venue data published by counterparties and report
on how this has been incorporated into our execution review procedures.
A description of our trading governance framework and a summary of our use of transaction cost analysis
(“TCA”) is included in sections 8 and 9 of our Order Execution and Placement Policy. We use TCA to review
execution across equities, fixed income and foreign exchange instruments and where TCA is not available
we have alternative oversight and review processes in place.

–

At present there is no consolidated tape provider and therefore we have not used consolidated tape data
in our execution arrangements

6.

Execution Reports

The following reports provide a qualitative description of our trading activity during 2017 and the top five
counterparties and trading venues used, where applicable, based on the principal amount traded. The report
is aligned to the structure of our Order Execution and Placement Policy and is set out in the following order:
–

Equities and related securities

–

Fixed Income and related securities

–

Exchange traded derivatives

–

Over the counter derivatives

–

Foreign exchange

6.1

Equities and related securities

6.1.1

Equities – shares and depositary receipts

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Investment Technology Group Ltd

1

16.23%

28.46%

UBS

2

8.55%

7.48%

Merrill Lynch & Co

3

8.46%

6.41%

Goldman Sachs & Co

4

6.75%

1.17%

Morgan Stanley

5

6.08%

4.47%

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

100.00%

100.00%

Trading venue
Bloomberg

Rank based on
principal traded
1

The tables above cover equity and depository receipts trades. Bloomberg has been the only trading venue
used during the year. However, it only accounted for c.0.1% of our equity executions in total as, in general, we
do not place orders on trading venues directly.
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Ordinarily the price, including implicit costs, has been the most important execution factor. However, at times
the ability to obtain the best price is constrained by the timeframe prescribed to execute an order. As a result,
speed and the likelihood of execution, for large average daily volume orders, were the most important
execution factors. In these circumstances the best price available at the time remains the objective but by
implication we miss the opportunity to execute the order over time in order to obtain a better overall price or
more quickly in order to reduce market risk.
There are a number of parameters to consider when executing an order. These are specific to the order itself,
such as a Fund Manager’s specific instructions; the size of the order relative to the average daily volume in the
stock at that point in time; the market conditions for the stock, its sector or the market generally; and factors
that might impact the market during the period of execution.
Against this backdrop, and in the context of the execution factors, each order is assessed by the Trading Team
to determine the relative importance of the execution factors. In addition, in the light of these parameters we
determine whether the order should be executed predominately using “low touch” or “high touch” execution
methods.
Low touch orders are executed electronically utilising crossing platforms and broker algorithms. Typically low
touch executions have lower commission rates and therefore we favour these where we believe that the best
combination of overall price and explicit costs can be achieved.
Ordinarily, an order is high touch when it is more likely to be difficult to locate liquidity. In which case
electronic execution methods are either not available or they are likely to result in detrimental price
movements or longer execution duration and market risk. High touch orders typically involve more Trader and
counterparty time in order to research the market to locate natural liquidity or to negotiate risk prices, where
the counterparty executes on a principal basis.
We use TCA analysis to monitor our equity trading performance. For highly liquid trades, where we execute
using electronic trading methods, TCA gives an accurate indication of performance. Typically, for high touch
trades there a less similar executions to compare a trade’s performance to and therefore TCA analysis can
become less effective. In order to mitigate this we use a variety of execution benchmarks. Execution quality is
overseen by the Group Equity Trading Oversight Committee.
Our Order Execution and Placement Policy lists the counterparties on whom we place significant reliance.
There are 15 listed for equities and the top 10 account for c.80% of our trading. Whilst we use specialist
brokers for certain types of stock, such as small and mid cap, or for certain regions, such as emerging markets,
on the whole we trade with the large investment banking counterparties, and this is reflected in the top five
counterparties. It is these banks that provide the algorithms; have access to most liquidity; and have the
capital to execute as principal when necessary. We conduct regular reviews with the larger counterparties in
order to discuss execution performance and the execution services they provide.
The list of counterparties on whom we place significant reliance has not changed during the year. However,
changes to the entire list occurs on an ongoing basis as we add a new broker to access liquidity in a specific
area. Local brokers in emerging markets and small cap specialists are examples. Equally, we would suspend
brokers assessed as under performing.
In addition, we review broker algorithm performance and add or
remove them from the list we use.
6.1.2

Securitized Derivatives – Warrants and Certificate Derivatives/Other securitised derivatives

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

HSBC

1

46.42%

63.64%

Deutsche Bank

2

38.60%

20.66%

Merrill Lynch & Co

3

14.81%

11.85%

Exane

4

0.17%

3.86%
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These products are sometimes referred to as delta one products, participatory notes or synthetic warrants. We
traded with four counterparties during the year.
Currently we only use these products to access a very limited number of markets where our clients do not have
access to the local market directly. Overall the volumes traded are very low, being c.0.5% of the overall equity
volumes traded.
The counterparties used were selected on the basis that they offer access to specific markets; their commission
rates are competitive; and they pass our internal counterparty credit approval process. Counterparty credit
risk, being the likelihood of settlement, is an important factor as there is exposure to the issuer of the
securitised derivative.
Delta one products are executed by placing the order with the counterparty product provider, who then
execute the underlying stocks in the local market on an agency basis. We check execution quality against local
market prices.
The counterparty product providers have remained the same during the year.
6.1.3

Contracts for difference
Rank based on
principal traded

Counterparty group

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Merrill Lynch & Co

1

18.01%

12.46%

Investment Technology Group Ltd

2

17.13%

19.57%

J.P. Morgan Chase & Co

3

7.70%

8.20%

UBS

4

7.03%

8.32%

Societe Generale

5

4.89%

2.47%

Where, as is the case in Europe, the execution is not tied to a mandate’s prime broker, contracts for difference
are traded in a similar way as cash equity trades. Therefore the top five execution venues are similar to the
cash equity venues.
Given the relatively low average daily volumes we trade the overall price was the most relevant execution
factor, although when trading to a specific point in time speed becomes more important.
We have access to all the major equity brokers and therefore our list has remained the same during the year.
Contract for difference execution is monitored using the equity TCA information and overseen by the Group
Equity Trading Oversight Committee.
6.1.4

Exchange traded products (Exchange traded funds, exchange traded notes and exchange
traded commodities)

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Jane Street Financial Ltd

1

31.88%

24.70%

Flow Traders BV

2

16.54%

20.28%

Bluefin Holdings II LP

3

12.14%

5.24%

Commerzbank

4

6.79%

4.17%

Barclays Bank PLC

5

6.40%

6.38%
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Trading venue

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Bloomberg

1

85.06%

93.55%

Tradeweb

2

14.94%

6.45%

The tables above largely cover the execution of exchange traded funds. Some 0.5% of trading activity overall
was executed on the trading venues listed.
The volumes we trade are relatively easily absorbed by the market and therefore overall price was the most
important execution factor, although when trading to a specific point in time speed will become more
important.
In the majority of cases ETFs were traded on an RFQ basis. On occasion where the size of the order means
there is unlikely to be sufficient available liquidity in the ETF, then Authorised Participants (“AP”) will be asked to
quote. APs are ETF market makers appointed by the ETF Manager. APs create or redeem ETF units with the
price based on the NAV of the ETF’s holdings. We monitor the win ratios of the brokers we use in order to
determine which to select on an ongoing basis. Live bid and offer prices are quoted in the ETFs we trade and
therefore we reference prices quoted to us against these prices.
The counterparties have remained the same during the year.
Exchange traded funds execution is monitored using the equity TCA information and overseen by the Group
Equity Trading Oversight Committee.

6.2

Fixed Income and related securities

6.2.1

Debt instruments – Bonds

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

HSBC

1

12.06%

8.89%

Barclays Bank PLC

2

8.63%

9.46%

Citigroup

3

8.01%

8.05%

J.P. Morgan Chase & Co

4

7.92%

7.66%

Deutsche Bank

5

7.85%

6.57%

Trading venue

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Tradeweb

1

54.95%

52.85%

Bloomberg

2

43.95%

43.14%

MarketAxess

3

1.10%

4.02%

The tables above cover our trading activity in government, supra-national and corporate bonds. Some 65% of
trading activity takes place on the trading venues listed.
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Ordinarily the price, which includes implicit trading costs, has been the most important execution factor.
However, there are occasions when the ability to obtain the best price is constrained by the requirement to
execute quickly. As a result speed, the likelihood of execution and the size of execution have become the most
important execution factors on occasion. In these circumstances the best price available at the time remains
the objective but by implication we miss the opportunity to execute the order over time in order to obtain a
better overall price.
The majority of bond executions are done with counterparties via the trading venues, Tradeweb and
Bloomberg. These trading venues enable us to connect with a broad range of counterparties quickly and also
facilitate straight through processing and therefore execution efficiency. Executions will be organised on a
RFQ basis with counterparties competing for the execution. We rotate counterparties on a regular basis for
low touch executions in order to continuously use those with the most aggressive pricing.
As we move into less liquid bonds, some government issues, corporate bonds and emerging market debt then
we were more likely to have traded off trading venue. This is sometimes referred to as high touch execution as
it involves more human interaction between Trader and counterparty. In this environment we placed more
importance on the likelihood of execution and execution size. We are relying on the counterparty’s capacity to
take risk or access liquidity, whilst minimising information leakage. Developing robust relationships with
counterparties and having an in depth understanding of their strengths has been essential for high touch
executions.
We utilise the TCA provided by trading venues and a third party supplier to monitor our trading costs. We
review TCA, counterparty performance and concentration at the Group Fixed Income Trading Oversight
Committee.
The top five counterparties, which account for c45% of executions, have provided competitive low touch and
high touch execution. Our Order Execution and Placement Policy lists the counterparties on whom we place
significant reliance. There are 17 listed for fixed income and these account for c90% of executions. This list
has not changed during the year. However, there have been a number of emerging market counterparties
where we have re-established relationships in order to access appropriate liquidity.
6.2.2

Debt instruments – Money markets instruments

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Rabobank

1

18.91%

13.89%

BNP Paribas SA

2

8.97%

5.20%

Group BPCE

3

8.44%

4.90%

Toronto Dominion Bank

4

7.90%

8.94%

Citigroup

5

6.38%

8.28%

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Trading venue

Rank based on
principal traded

Tradeweb

1

61.81%

69.35%

Bloomberg

2

38.19%

30.65%

The tables above cover our activity in government bills, certificates of deposit, commercial paper and term
deposits. Some 30% of trading activity takes place on the trading venues listed.
Price has been the most important execution factor as the markets for these instruments exhibit high levels of
visible liquidity. However, whilst the certificated instruments settle on a delivery versus payment basis the
term deposits are subject to the credit risk of the deposit taker. As a result, counterparty risk or the likelihood
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of settlement increases in importance. Therefore we maintain a list of approved deposit takers, with limits,
and we will only place with them, unless a client mandates otherwise. Deposits are placed in client named
accounts. This ensures that client funds are ring fenced from our own obligations.
Our Order Execution and Placement Policy lists the counterparties on whom we place significant reliance. The
17 listed for fixed income account for c.90% of executions in bonds and money market instruments. This list
has not changed during the year. Given the nature of these markets the list is unlikely to change.
In general, these are highly liquid markets and therefore prices are compared to quoted prices. Execution is
overseen by the Group Fixed Income Trading Oversight Committee.

6.3

Exchange traded derivatives

6.3.1

Interest rates derivatives – Futures and options admitted to trading on a trading venue

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

UBS

1

29.61%

40.60%

Morgan Stanley

2

24.35%

20.21%

Citigroup

3

19.94%

15.48%

Barclays Bank PLC

4

6.94%

5.95%

Deutsche Bank

5

5.46%

3.84%

Trading venue

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

100.00%

100.00%

Bloomberg

1

The tables above cover bond and interest rate contracts. Some 0.5% of contacts were executed via Bloomberg.
Ordinarily, price was the most important factor. However, should we wish to implement or exit a large position
quickly then speed becomes more important than price and for larger orders, the likelihood of execution and
execution size increase in importance.
The fixed income futures markets are generally liquid and transparent markets. The orders that would have
little market impact were typically sent to the counterparty for immediate execution on the relevant exchange.
For some executions where we needed to manage the implicit costs of the trade more closely orders were
placed with a counterparty to work at certain market levels. In addition, we executed large block orders on a
principal basis with counterparties. We track the competitiveness of block pricing across counterparties and a
range of contracts, in order to establish which counterparties to approach.
The top five counterparties were the most consistent across all types of execution, including outright positions,
hedges and rolls. However, there are some counterparties outside the top five who have provided an
important service executing large orders during the year.
Given the liquidity and transparency of the market, prices are compared to exchange quoted prices. The
monitoring of execution is overseen by the Group Fixed Income Trading Oversight Committee.
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6.3.2

Equity Derivatives – Options and Futures admitted to trading on a trading venue

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

UBS

1

51.69%

53.38%

Goldman Sachs & Co

2

9.72%

5.67%

Morgan Stanley

3

7.71%

8.15%

Merrill Lynch & Co

4

6.07%

6.89%

Citigroup

5

5.71%

1.32%

The table above covers exchanged traded equity futures and options.
Ordinarily, price is the most important factor. However, should we wish to implement or exit a large position
quickly then speed has been more important than price, as has the likelihood of execution and the size of
execution, on occasion.
The equity futures markets are generally liquid and transparent and our orders, having little market impact,
are sent to a counterparty for immediate execution on the relevant exchange. Where we need to manage the
implicit costs of the trade more closely orders are placed with a counterparty to work. We have been
progressively moving towards electronic trading methods, and as algorithms are developed in this area we will
be looking to use them more.
Where speed of execution is critical, larger orders, were executed as a principal trade. In which case we either
placed counterparties in competition or selected a single counterparty to execute. The selection of one
counterparty may be appropriate where we wish to limit information leakage or avoid the delay implicit in an
RFQ process. Where we select a single counterparty, we will have a view on the spread away from the current
exchange price that is acceptable. The fairness of execution prices are checked to exchange prices.
A large volume of trades were done when futures contracts were rolled. In advance of the expiry date, the
Traders and the fund management teams discuss the number of contracts to be rolled. Trading activity in the
contracts with the next and subsequent expiry dates increases in the days ahead of the current expiry date.
We organise the rolling process in advance of the expiry date in order to trade in sufficient liquidity to secure
the best outcome.
Equity option orders with no market impact were placed with a counterparty for immediate execution on the
relevant exchange. Larger orders were traded on a RFQ basis, taking the best price. Prices are compared to
the exchange order book. We monitor counterparty hit rates to inform decisions as to who to ask to quote.
The top five counterparties reported are large investment banks and this has not changed during the year.
This is because they see a large amount of natural order flow and are therefore in a position to offer
competitive pricing in larger orders. This is particularly important when rolling futures contracts where
competitive pricing is dependent on the counterparty’s ability to cross our rolls with natural liquidity. We invite
counterparties to quote when we roll futures and monitor those quotes on an ongoing basis.
The monitoring of exchange traded futures is included in our TCA information and overseen by the Group
Equity Trading Oversight Committee.
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6.3.3

Currency derivatives – Futures and options admitted to trading on a trading venue

Counterparty group
UBS

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

100.00%

100.00%

1

We execute a very small quantity of exchange traded currency contracts for one client mandate. The size of
the orders means that they were traded at the market price without impact. Therefore we trade them with our
clearing broker for exchange traded derivatives.
6.3.4

Commodities derivatives and emission allowances derivatives – Options and Futures admitted
to trading on a trading venue

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Macquarie Bank

1

43.41%

41.59%

Morgan Stanley

2

25.61%

34.88%

RJ O'Brien Associates Inc

3

10.90%

7.93%

Citigroup

4

5.88%

3.47%

BGC Partners Inc

5

5.31%

4.38%

The table above covers exchange traded commodity futures.
Ordinarily, the most important factor is price, including implicit costs. However, the inherent characteristics of
the order can mean that urgency, and therefore speed, becomes the most important factor. In these
circumstances the opportunity to improve the price by executing more patiently is foregone. For larger orders
the likelihood of execution and the ability to execute in size increase in importance.
Generally we are able to execute orders at the current market price. However, commodity markets can be
both illiquid and volatile which makes execution decision making very important at certain times. A lack of
liquidity necessitates careful execution management to ensure that execution is timed with periods of
maximum liquidity and timed to avoid adverse price movements. In addition, it is important to have the ability
to execute orders across times zones as trading takes place up to 23 hours per day for some commodities.
Our counterparty list includes a number of the large investment banks whose “generalist” trading desks are
able to execute most orders and also smaller counterparties who specialise in specific commodity sectors or
commodities. Although this did not impact our counterparty list in 2017, the investment banks establish and
close commodity desks more frequently than for other asset classes and therefore our list can change as a
result. During the year we added Citigroup and BGC Partners to our list.
Relatively low volumes and the close proximity of the Traders and the Fund Managers mean that price levels
and execution prices can be monitored and discussed on a trade by trade basis and with reference to current
exchange prices. Execution activity is discussed at investment strategy meetings and we have recently
introduced a Trading Oversight Committee in line with other asset classes.
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6.4

Over the counter derivatives

6.4.1

Interest rates derivatives – Swaps, forwards, and other interest rates derivatives

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

UBS

1

25.37%

13.22%

Barclays Bank PLC

2

25.34%

23.23%

Citigroup

3

13.85%

15.03%

Deutsche Bank

4

13.04%

8.75%

Morgan Stanley

5

6.40%

11.10%

Trading venue

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

100.00%

100.00%

Tradeweb

1

The tables above cover interest rate swaps and swaptions.
Tradeweb.

Some 1% of trading activity takes place on

In OTC markets, the likelihood of settlement is an important factor. The risk is mitigated through the
counterparty credit risk assessment process and, in the vast majority of cases, we have collateral management
arrangements in place, either bi-laterally or through central clearing. As a result, whilst this is an important
factor overall, ordinarily, it is not an important consideration in the execution strategy deployed by the Trader.
Orders are executed on an RFQ basis with Traders approaching counterparties directly for quotes. Typically in
liquid markets price was the most important factor. As markets become less liquid, for instance in larger order
sizes then the likelihood of execution, the capability to execute in size, becomes increasingly important.
Therefore we assess and rank the core strengths of our counterparties in order that we approach the most
likely to execute, thereby avoiding information leakage. In addition, there were occasions when speed will be
more important than price. This could occur when a Fund Manager wishes to implement or exit an investment
strategy quickly.
We do not use TCA data for OTC derivatives. Instead we record the quotes received to support the quote
accepted. In addition, in situations where only one quote was requested the reason is recorded. Counterparty
concentrations are reviewed at the Group Fixed Income Trading Oversight Committee. We utilise the large
investment banks for this trading activity and the list used has not changed during the year.
6.4.2

Credit derivatives – Other credit derivatives

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Citigroup

1

47.26%

28.71%

J.P. Morgan Chase & Co

2

27.23%

25.79%

Credit Suisse Group

3

9.17%

5.11%

BNP Paribas SA

4

5.66%

8.52%

Barclays Bank PLC

5

3.76%

12.90%
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Trading venue
Tradeweb

Rank based on principal
traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

100.00%

100.00%

1

The tables above cover credit default swaps on single names and indices. Some 11% of trading activity takes
place on Tradeweb. The commentary for OTC interest rate derivatives would also apply for OTC credit
derivatives.
6.4.3

Structured finance instruments

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Lloyds TSB

1

23.49%

28.89%

J.P. Morgan Chase & Co

2

19.07%

21.11%

LCH.Clearnet

3

14.07%

10.67%

UBS

4

9.46%

6.11%

Toronto Dominion Bank

5

5.92%

4.12%

The table above covers repurchase agreements (“Repo”). The Repo market is an OTC market and therefore the
likelihood of settlement is an important factor we consider in determining the counterparties we use. As a
result, the number of counterparties we use is limited and positions are collateralised.
Repos are actively traded in highly liquid inter-bank markets where there are a large number of participants
quoting on a continuous basis. Orders that are standard market size are executed on an RFQ basis where we
typically ask multiple counterparties to quote, taking the best quote. Therefore, subject to counterparty limits,
ordinarily, price was the most important factor. There are certain occasions when speed will be more
important than price. This could occur when a Fund Manager wishes to implement or exit an investment
strategy quickly. We assess and rank counterparties on an on-going basis in order to determine which should
be invited to quote on a particular trade.
We monitor execution quality by recording the quotes received and documenting the reason where the best
quote has not been executed. These exceptions are reported at the Portfolio Solutions Trading Oversight
Committee. We regularly review and make changes to our overall counterparty list.
6.4.3

Equity Derivatives – Swaps and other equity derivatives

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Deutsche Bank

1

19.42%

13.64%

UBS

2

14.62%

16.70%

J.P. Morgan Chase & Co

3

14.00%

7.24%

Citigroup

4

11.30%

3.38%

HSBC

5

9.28%

3.31%

The table above covers equity total return swaps and options.
In OTC markets, likelihood of settlement is an important factor. The risk is mitigated through the counterparty
credit risk assessment process and, in the vast majority of cases, we have collateral management
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arrangements in place. As a result, whilst this is an important factor overall, ordinarily, it is not an important
consideration in the execution strategy deployed by the Trader.
Ordinarily, price or the all-in economics, including any break fee, was the most important factor. There are
certain occasions when speed will be more important than price. This could occur when a Fund Manager
wishes to implement or exit an investment strategy quickly. Likelihood of execution would become an
important factor when speed of execution or execution size increase in importance.
For bespoke OTC derivatives we selected counterparties who have proven execution capability in the particular
instrument and who have delivered highly ranked recent execution performance. In addition, we periodically
re-introduced counterparties who had been excluded from recent selection in order to reassess their execution
competitiveness. The number of counterparties put in competition can vary and it can be the case that where
execution speed is important, a smaller number of counterparties are approached. We assess and rank
counterparties on an on-going basis in order to determine which should be invited to quote on a particular
trade.
We monitor execution quality by recording the quotes received and documenting the reason where the best
quote has not been executed. These exceptions are reported at the relevant Portfolio Solutions Trading
Oversight Committee. The counterparty list has not changed during the year.

6.4.4

Other instruments – Inflation linked swaps

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Morgan Stanley

1

35.25%

28.87%

Barclays Bank PLC

2

34.06%

23.17%

J.P. Morgan Chase & Co

3

12.85%

20.49%

Goldman Sachs & Co

4

8.28%

3.49%

Citigroup

5

6.65%

19.91%

The table above covers inflation linked swaps.
In OTC markets, likelihood of settlement is an important factor. The risk is mitigated through the counterparty
credit risk assessment process and, in the vast majority of cases, we have collateral management
arrangements in place. As a result, whilst this is an important factor overall, ordinarily, this is not an important
consideration in the execution strategy deployed by the Trader.
We selected counterparties who have proven execution capability and who have delivered highly ranked recent
execution performance. In addition, we periodically re-introduced counterparties who had been excluded
from recent selection in order to reassess their execution competitiveness. The number of counterparties put
in competition can vary and it can be the case that where execution speed is important, a smaller number of
counterparties are approached. We assess and rank counterparties on an on-going basis in order to
determine which should be invited to quote on a particular trade.
We monitor execution quality by recording the quotes received and documenting the reason where the best
quote has not been executed. These exceptions are reported at the relevant Portfolio Solutions Trading
Oversight Committee. The counterparty list has not changed during the year.
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6.5

Foreign exchange

6.5.1

Currency derivatives – Swaps, forwards, and other currency derivatives

Counterparty group

Rank based on
principal traded

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

State Street

1

18.59%

17.75%

J.P. Morgan Chase & Co

2

16.55%

16.07%

HSBC

3

15.56%

10.67%

Citigroup

4

12.21%

12.71%

UBS

5

9.00%

6.44%

Proportion of principal
traded as a % of total
in class

Proportion of orders
traded as a % of total
in class

Trading venue

Rank based on
principal traded

FX Connect

1

76.29%

62.92%

FXall

2

23.71%

37.08%

The tables above cover forward foreign exchange, non-deliverable forwards and OTC currency options. Some
95% of trading activity takes place on the trading venues.
As foreign exchange is an OTC market where payment versus payment is not mandatory, the likelihood of
settlement is the first factor we consider in determining the counterparties we use. As a result, the number of
counterparties we use is limited and we use collateralisation and continuous linked settlement to mitigate risk
where possible.
In addition to the likelihood of settlement, the overall price, including implicit costs, was always an important
factor. However, for more difficult orders, larger orders or orders in more illiquid currencies, price becomes
less important than the need to execute urgently, speed, or the need to execute in larger size to avoid
information leakage having an adverse impact.
The majority of executions were executed use the trading venues, FX Connect and FXall to interact with our
counterparties. This electronic connectivity facilitates speedy price discovery and efficient processing.
Generally, we requested a number of counterparties to quote or stream their prices and we selected the best
quote.
We monitor hit rates on the trading venues in order to ensure we are asking the most competitive
counterparties to quote and in order to provide feedback to counterparties with the objective of improving
execution outcomes over time. The top five counterparties are reflective of the most competitive quoting
counterparties on trading venues.
For the more difficult, high touch orders we approached counterparties directly asking one or more to quote.
We are mindful of the risk of information leakage and therefore we limit the number of counterparties asked.
Counterparties were selected based on our assessment of their core strengths, meaning our assessment of a
number of criteria that indicate their ability to execute in a particular size in a particular market. This assists
the Traders in making more informed decisions.
For OTC foreign exchange options and non-deliverable forwards, we typically put two or three counterparties
in competition and selected the best price, although some high touch orders were executed with a single
counterparty.
In addition, we utilise counterparty algorithms to manage the execution of some orders. We selectively
introduced additional algorithms in order to assess whether they will reduce market impact and therefore
trading costs.
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Our Order Execution and Placement Policy lists the counterparties on whom we place significant reliance.
There are 13 listed for foreign exchange and the top 10 account for c.90% of executions. We conduct regular
reviews with the largest counterparties in order to discuss execution performance and the execution services
they provide. In the developed currency markets, in which we execute the majority of our trades, there are a
limited number of large counterparties and therefore the list of counterparties is unlikely to change, and hasn’t
changed during the year.
We use TCA analysis to monitor our foreign exchange trading performance and we have upgraded our
capability in this area during the year, primarily in order to enhance our ability monitor the performance of the
trading algorithms utilised. Execution performance is overseen by the Group Foreign Exchange Trading
Oversight Committee.

Important Information:
For Professional Investors only.
Nothing in this material should be construed as advice or a recommendation to buy or sell. Information herein
is believed to be reliable but we do not warrant its completeness or accuracy. Any data has been sourced by us
and is provided without any warranties of any kind. It should be independently verified before further
publication or use. Third party data is owned or licenced by the data provider and may not be reproduced,
extracted or used for any other purpose without the data provider’s consent. Neither we, nor the data
provider, will have any liability in connection with the third party data. The material is not intended to provide,
and should not be relied on for accounting, legal or tax advice. Reliance should not be placed on any views or
information in the material when taking individual investment and/or strategic decisions. No responsibility can
be accepted for error of fact or opinion. Any references to securities, sectors, regions and/or countries are for
illustrative purposes only. Schroders has expressed its own views and opinions in this document and these
may change.
The value of investments and the income from them may go down as well as up and investors may not get
back the amounts originally invested. Exchange rate changes may cause the value of any overseas
investments to rise or fall. Past Performance is not a guide to future performance and may not be repeated.
Issued in April 2018 by Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA.
Registration No 1893220 England. Authorised and regulated by the Financial Conduct Authority
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a.

b.

c.

d.

e.

Equities – Shares and depositary receipts
i.

Tick size liquidity bands 5 and 6 (from 2,000 trades per day)

ii.

Tick size liquidity bands 3 and 4 (from 80 to 1,999 trades per day)

iii.

Tick size liquidity band 1 and 2 (from 0 to 79 trades per day)





Note that the liquidity bands won’t be available for
the April 2018 reports so equities will be
consolidated into one report.

i.

Bonds





ii.

Money markets instruments





Interest rates derivatives
i.

Futures and options admitted to trading on a trading venue





ii.

Swaps, forwards, and other interest rates derivatives





Not applicable

Bond futures included
in (c)(i)





Not applicable







Not applicable



Credit derivatives
i.

Futures and options admitted to trading on a trading venue

ii.

Other credit derivatives

Currency derivatives
i.

Futures and options admitted to trading on a trading venue

ii.

Swaps, forwards, and other currency derivatives

Structured finance instruments

g.

Equity derivatives

i.

Counterparty data

Debt instruments

f.

h.

Trading venue data

i.

Options and Futures admitted to trading on a trading venue

Not applicable



ii.

Swaps and other equity derivatives

Not applicable



Not applicable



Not traded

Not traded

Not applicable



Not traded

Not traded

Not applicable







Not traded

Not traded

Not applicable



Securitized derivatives
i.

Warrants and certificate derivatives

ii.

Other securitized derivatives

Commodities derivatives
i.

Options and Futures admitted to trading on a trading venue

ii.

Other commodities derivatives

j.

Contracts for difference

k.

Exchange traded products (Exchange traded funds, exchange traded
notes and exchange traded commodities)

l.

Emission allowances

m.

Other instruments
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