ACCESS A BROADER MARKET PERSPECTIVE

HOW TO SUCCEED IN
FIXING SETTLEMENT FAILS
BY KATY BURNE

A PRIMER
WHAT IS A SETTLEMENT FAIL?
A failure-to-deliver occurs when one party does not deliver a security on time, as
contracted, to the counterparty on the other side of a trade, whether related to a straight
buy/sell, a repo, a securities lending trade, or another transaction.

WHAT CAUSES A SETTLEMENT FAIL?
Settlement fails can be caused by a number of issues, such as unique patterns in trading,
supply and demand imbalances, the specialness of a given security, operational hiccups,
or credit events.

WHAT IS THE PENALTY?
After the collapse of Lehman Brothers led to an increase in settlement fails, the Treasury
Market Practices Group (TMPG) recommended daily penalty charges on fails to promote
better market functioning. The charges are voluntary; the failed-to party generally
requests and recoups the TMPG fails charge from the non-delivering counterparty.
After broad industry adoption, the prevailing rate of settlement fails has declined
considerably, according to the Federal Reserve.

HOW DO THE CHARGES WORK?
The penalty recommended by the TMPG for US Treasuries is an annual rate of 3% (300
basis points), less the target Federal Funds rate, calculated daily on the settlement value
of the trade. As an example, a five-day failure to deliver on a $100 million position, with
a 1% reference rate, would be $5,555 per day or $27,775 for the fail period. The minimum
threshold for charging is recommended at $500. The fee is paid by the failing party
directly to the party owed.

SOURCE:
Federal Reserve, Treasury Market Practices Group

WHEN FAILURES-TO-DELIVER IN U.S. TREASURY
AND AGENCY SECURITIES SPIKED DURING
THE COVID-19 MARKET VOLATILITY IN MARCH,
IT THREW A SPOTLIGHT ON THE NEED FOR
SETTLEMENT EFFICIENCY. RECENT ADVANCES
IN MACHINE LEARNING HAVE CREATED AN
OPPORTUNITY TO HELP ADDRESS THESE FAILS
AND PROMOTE MARKET LIQUIDITY.
BY KATY BURNE
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PREDICTING CERTAINTY
Volatility and uncertainty in markets makes predicting settlement fails harder
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Questions or Comments? Write to

used to teach computers to detect

industry with the help of new adjunct

George.Maganas@bnymellon.com
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services and better coordination with

in BNY Mellon Markets or reach out to
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securities lending desks.

your usual relationship manager.
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and is not intended to provide legal, tax, accounting,
investment, financial or other professional advice
on any matter. This material does not constitute a
recommendation or advice by BNY Mellon of any
kind. Use of our products and services is subject
to various regulations and regulatory oversight.
You should discuss this material with appropriate
advisors in the context of your circumstances before
acting in any manner on this material or agreeing to
use any of the referenced products or services and
make your own independent assessment (based on
such advice) as to whether the referenced products
or services are appropriate or suitable for you. This
material may not be comprehensive or up to date
and there is no undertaking as to the accuracy,
timeliness, completeness or fitness for a particular
purpose of information given. BNY Mellon will
not be responsible for updating any information
contained within this material and opinions and
information contained herein are subject to change
without notice. BNY Mellon assumes no direct or
consequential liability for any errors in or reliance
upon this material.
This material may not be distributed or used for
the purpose of providing any referenced products
or services or making any offers or solicitations in
any jurisdiction or in any circumstances in which
such products, services, offers or solicitations are
unlawful or not authorized, or where there would
be, by virtue of such distribution, new or additional
registration requirements.
Any references to dollars are to US dollars unless
specified otherwise.
This material may not be reproduced or disseminated in any form without the prior written permission
of BNY Mellon. Trademarks, logos and other intellectual property marks belong to their respective
owners.
The terms of any products or services provided by
BNY Mellon to a client, including without limitation
any administrative, valuation, trade execution or
other services shall be solely determined by the
definitive agreement relating to such products or
services. Any products or services provided by BNY
Mellon shall not be deemed to have been provided
as fiduciary or adviser except as expressly provided
in such definitive agreement. BNY Mellon may enter
into a foreign exchange transaction, derivative
transaction or collateral arrangement as a counterparty to a client, and its rights as counterparty or
secured party under the applicable transactional
agreement or collateral arrangement shall take precedence over any obligation it may have as fiduciary
or adviser or as service provider under any other
agreement.
BNY Mellon has included data in this material from
information generally available to the public from
sources believed to be reliable. Any price or other
data used for illustrative purposes may not reflect
actual current conditions. No representations or
warranties are made, and BNY Mellon assumes no
liability, as to the suitability of any products and services described herein for any particular purpose or
the accuracy or completeness of any information or
data contained in this material. Price and other data
are subject to change at any time without notice.
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