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THE ISSUER-CENTRIC DEPOSITORY  
versus THE INVESTOR-CENTRIC DEPOSITORY 

 
This material will explain the notion of investor protection in the post-settlement realm as it relates to depositories as part of the 

post-settlement environment.   

 
The Nature of Transactions in the Organized Market 
 
Among the positive attributes of the organized market is its ability to promise buyers and sellers an 
orderly clearing and settlement process with the finality of settlements.  This means that a buyer who 
purchases in the organized market is assured of title to the securities bought, undisturbed by and 
binding on third persons. 
 
Market confidence is largely anchored on the orderliness of the process that assures this settlement 
finality.  Investors could hardly be expected to enter the organized market if the marketplace is unable 
to promise that buyers would not be disturbed in their ownership of wares purchased in the secondary 
market.  
 
Several players contribute to the ability of the infrastructure to provide this kind of settlement finality.  
The owners of securities that place the same within market reach participate in the process of 
immobilization through their brokers.  During immobilization or lodgment, the broker attests to the 
client’s ownership of the securities and its voluntary act of engaging the security in this process.  Also, 
the transfer agent attests that its record reflects the security to be free and clear from any 
encumbrances.  This process ensures that the securities that are to be entered into the system are 
eligible for a market transaction, and that ownership can be transferred from the owner to another 
through the organized market. 
 
When the lodgment process is completed, the depository further validates the same eligibility before 
downloading balances to the clearing agent.  Should it find that certain securities are not eligible for a 
market transaction despite the attestations of the broker and the transfer agent, it may keep the 
ineligible securities away from the market system.  As guardian of finality of settlements, it cannot 
release a balance containing securities that might not be freely fungible and capable of being 
transferred through a market transaction. 
 
This function is most essential for maintaining market and investor confidence as it goes to the very core 
of ensuring settlement finality, and in ensuring that buyers in the organized market can fully enjoy all 
their rights of ownership over their securities without any threat or question on their title to these 
securities. 
 
Attributes of Ownership 
 
As a true sale, therefore, a buyer in the organized market possesses all the powers of dominion over the 
securities purchased.  These powers include the power to decide where and how to hold them, while 
ownership is enjoyed. 
 
Therefore, it seems apparent that an investor should have its choice of depository or holding place.  In 
the realm of his ownership where his securities are idle, the law requires that his dominion be almost 
unfettered.  It thus seems clear that he should have the right of choice and, if there are two 
depositories, the choice of where to hold his securities.  Any principle that takes this right away from an 
owner should be scrutinized at length for its underlying motive, being in derogation of the most 
elementary of legal principles on ownership. 
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Why an Issuer-Centric paradigm goes against investor protection and is incompatible with ensuring a 
fair and orderly market system 
 
A depository needs to perform for and on behalf of an investor.  If an issuer determines the depository 
for its securities, it renders the investor for that security unfree and bound by the choice made by the 
issuer.  An investor must have confidence that the depository it chooses can and will act for its 
protection and benefit.  Fundamentally, the investor, by its right or entitlement as owner of a particular 
share(s) of security, must be able to freely choose a fiduciary that can act on its behalf. 
 
As such, the post-settlement infrastructure and framework MUST always be investor-centric, as the 
post-settlement phase is one where an investor exercises its rights of dominion over its securities.  In 
this realm, the investor is supreme and no one should be allowed to interfere with its right to dispose 
(and hold) its asset as it sees fit.  The recognition of an issuer’s right to dictate on an investor on where it 
shall lodge its securities derogates the investor’s rights over its security holdings.   
 
An issuer-centric model may entangle the relationships of the issuer with the depository such that it 
may put into question the neutrality of the depository in matters related to its proper disposition of its 
fiduciary function to safeguard and ensure that shares that are lodged for trade are unencumbered, 
clearly titled, and have not been subject or currently subject to erroneous, fraudulent, or questionable 
provenance.   It is of prime importance that the roles of the various stakeholders (i.e. depository, 
investor, issuer, registry/transfer agent, clearing agent, regulators) are clearly defined and understood 
within the marketplace.  It is also important that rules related to the functioning of the market, including 
how each entity behaves and relate with each other, are established with the norm of keeping the 
needed checks and balances necessary to ensure orderly and efficient market operation.  One such rule 
is the unimpaired right of an investor to own and dispose of its security in a manner consistent with the 
investor’s mandate.  Such mandate includes the ability to choose where to safekeep its securities and 
ultimately the choice of a depository.  
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