Annexure II. Shortening
Securities Settlement Cycles

Case Study on SEBI Interventions for Shortening
Settlement Cycles in Securities Markets

1. Why Do Securities Market Regulators Intervene to
Shorten the Settlement Cycle?

1.1 Is There a Market Failure in Existing Settlement Cycles?

In market economies, regulatory intervention can ideally be justified by the existence of a market
failure. However, in practice, regulators intervene in markets for a host of reasons. These may or may
relate to market failures. Other reasons for regulatory intervention include increased efficiencies,
reduced costs, policy direction, market development, among others.

The standard taxonomy of market failures identifies negative externalities, information asymmetries,
and market power as causes for market failure.

Negative externalities arise when the actions of market participants impose costs on others that are
not reflected in market prices. For example, in financial markets, the failure of a major intermediary
may generate systemic risks that affect market participants beyond those directly involved in the
transaction.

Information asymmetries occur when one party possesses materially better information than
another, potentially leading to adverse selection, moral hazard, or inefficient decision-making.
Securities markets, for instance, are particularly susceptible to information asymmetries between
issuers, intermediaries, and investors, which can undermine investor confidence and market integrity.

Market power may arise where a firm or a small group of firms possesses sufficient influence to
restrict competition, raise prices, reduce quality, or impede innovation. In financial market
infrastructure, network effects and economies of scale may result in highly concentrated markets,
creating the risk that dominant providers could exercise market power to the detriment of market
efficiency and user welfare.

Settlement cycles, whether T+2 or T+1, do not constitute classic market failures in the strict economic
sense. They are not characterised by the presence of monopoly power, severe information



asymmetries, or catastrophic externalities. Trades are executed voluntarily, clearing corporations
operate as regulated entities, and settlement systems function reliably, with very low failure rates.

1.2 Incremental Efficiency Gains and Addressing Coordination Failures

As indicated earlier, even in the absence of a classic market failure, regulators may choose to
intervene. Reasons could include achieving incremental efficiency gains, i.e. improvements in market
functioning that are theoretically available but that the market fails to capture voluntarily.

Shortening of settlement cycles can free up margins, reduce risk exposure duration, and accelerate
receipt of securities and funds. These may be considered efficiency gains.

Addressing coordination failure can be another justification for regulatory intervention. This is a
situation in which all participants would be better off collectively under the reformed scenario, but
none has sufficient individual incentive to move first, because the benefits of the reform are only
realised if all participants adopt it simultaneously. 2

In the case of a settlement cycle, a broker who invests in T+1 systems when the rest of the market
remains on T+2 cannot realise the benefits of T+1 settlement, because their counterparties, clearing
members, and custodians have not made equivalent investments. The return on the individual
investment is contingent on the simultaneous investment of all other participants.

These are, perhaps, legitimate basis for intervention, particularly where the efficiency gains are
demonstrably large and the costs of achieving them are manageable.

1.3 Regulatory Rationales for Shortening Settlement Cycle

In the past half a decade, several regulators have intervened to shorten settlement cycles. These
include India, the United States (US), the European Union (EU) and the United Kingdom (UK). While
India transitioned from T+2 to T+1 cycle in 2023, the US completed this shift in 2024. The EU and the UK
are still in the process of moving to T+1 and are likely to complete the shift by 2027. India has also
begun preparations for T+0 or same day settlement cycle.

In India, the Securities and Exchange Board of India (SEBI) first proposed reducing the settlement
cycle to T+1in 2013. Its rationale was framed primarily as a risk management measure. It indicated that
the overall risk in the system depends upon the duration of the settlement cycle and justified
reducing settlement time as a means to streamline the risk management framework of Indian stock
exchanges.

SEBI's formal introduction of an optional T+1 settlement, effective January 2022, identified three
primary rationales for the shift to the T+1 settlement cycle: reduction in the number of outstanding
unsettled trades of CCP; reduction in default risk in pay-ins and pay-outs; and improvement in capital
efficiency through lower margin requirements. Bl



However, while outlining its rationale for moving to T+0 settlement in May 2024, SEBI added a
competitive rationale to the risk reduction argument. It pointed out that increasingly, investors may
show a preference for asset classes that claim to offer reliability, low-cost, and high speed of
transactions. SEBI further noted that there was a risk of losing liquidity, particularly of retail investors,
to less regulated markets and asset classes. To that extent, reducing settlement times (from T+1 to
T+0) and hence increasing operational efficiency can further draw in and retain investors in the
securities markets. This rationale goes beyond risk management and market efficiency, and may not
necessarily be completely justifiable, particularly when costs of shifting to T+0 outweigh the envisaged
benefits. No other jurisdiction has attempted a move to the T+0 cycle. [4]

The United States Securities and Exchange Commission (SEC) issued a cost-benefit analysis for
shortening the settlement cycle from T+2 to T+1. It identified three primary objectives: investor
protection; risk reduction; and operational and capital efficiency. On investor protection, the SEC
noted that shorter cycles reduce the duration of the settlement risk borne by investors who have
committed to a trade but not yet received their securities or funds. On risk reduction, the SEC cited
two specific precipitating events: the extreme market volatility of March 2020 (COVID-19) and the
meme stock events of January 2021, during which the Clearing Corporations margin calls spiked
dramatically, highlighting vulnerabilities in the securities market. On operational and capital

efficiency, the SEC noted that investors will receive funds sooner for reinvestment and productive use.
[5]

The EU's approach to settlement cycle shortening has been shaped by a different primary concern:
the cost of misalignment with jurisdictions that have already moved to T+1. With the United States
moving to T+1 in May 2024 and the EU remaining on T+2, EU-based investors and intermediaries
trading US securities faced a structural settlement mismatch, creating operational complexity and
additional costs. The European Securities and Markets Authority (ESMA) also highlighted benefits of
risk reduction, margin savings and the reduction of costs linked to the misalignment with other major
jurisdictions globally.

ESMA also explicitly acknowledged the coordination failure dimension. It noted that although settling
on T+1 was already technically and legally possible, a regulatory mandate was preferred over a
voluntary framework, specifically to ensure coordinated transition and legal certainty. [

The United Kingdom' Accelerated Settlement Taskforce (AST), with respect to the shift to the T+1
settlement cycle, justified intervention for the reasons of risk reduction, efficiency gains, and
competitive alignment. It also acknowledged the coordination failure argument, and noted that one
will invest to upgrade their technology to enable T+1 unless the whole market does so at the same
time. 71



2. What are the Costs of Shortening the Settlement
Cycle?

2.1 The Nature and Distribution of Costs

The reduction of the settlement cycle imposes a range of costs on market participants that are
immediate, concrete, and unevenly distributed. The costs are borne upfront and fall
disproportionately on specific categories of intermediaries, particularly brokers, custodians, and
clearing members.

These costs fall broadly into five categories: (i) technology, systems, and infrastructure upgrade costs;
(i) operational and staffing costs; (iii) legal and contractual costs; (iv) liquidity arrangement and
funding costs; and (v) foreign exchange management costs. In addition, there are indirect costs
arising from disruptions to securities lending markets and reduced netting efficiency.

2.2 Technology, Systems, and Infrastructure Upgrade Costs

The compression of the settlement cycle requires that processes previously completed over two days,
including trade matching, allocation, confirmation, affirmation, margin calculation, funds transfer, and
securities transfer, be compressed into one day. This compression cannot be achieved through
incremental process improvement alone; it requires fundamental re-engineering of back-office
systems, order management systems, risk management engines, and connectivity interfaces with
market infrastructure institutions.

In the US, the transition to T+1 cycle was described as "a transformational change for the securities
industry" requiring a "comprehensive approach to identifying the implementation activities, timelines,
dependencies, and risk impacts" across all participant categories. [€l

The investments required in technology, systems and infrastructure upgrade by different market
participants include: !

Brokers: The US SEC noted that investments from brokers for transition to T+1 settlement include
updates to systems for trade reporting, confirmation, allocation, and affirmation; straight-through
processing infrastructure to meet the end-of-trade-date affirmation deadline; updates to service-level
agreements with third-party providers of trade clearance and settlement, income processing, and
corporate action processing; and enhanced risk management and surveillance systems. For many
brokers, particularly smaller ones, these changes require updates to third-party system providers,
which adds dependency risk and coordination complexity.

Custodians and clearing corporations: Custodians are required to invest in automated trade
confirmation workflows capable of meeting end-of-trade-date deadlines; enhanced connectivity with
central counterparties; and systems to process same-day foreign exchange-linked settlement funding.



Clearing corporations require upgrades to their core infrastructure to handle increased intraday
processing demands.

The US SEC estimated total one-time and ongoing compliance costs for the US industry of between
approximately USD 5.51 billion, On each depository and clearing corporation, the one time compliance
cost was estimated at USD 16.1 million over six quarters. For institutional investors, initial expenditure
of USD 4.29 million per entity was estimated over six quarters. For brokers of institutional investors,
initial compliance cost was estimated at USD 8.74 million per broker, over six quarters. For brokers of
retail investors, additional investment of USD 38.2 million was estimated for customer education,
training and service delivery, with respect to transition to T+1 cycle. [0l

The EU ESMA also acknowledged that IT and automation investment constitutes the dominant cost
category for EU participants, for shortening the settlement cycle. M

In India, for the transition from T+2 to T+1 settlement cycle, while SEBI has not published formal cost
estimates, it adopted a phased rollout approach, beginning with the bottom 100 securities by market
capitalisation in February 2022 and adding tranches monthly until January 2023. Presumably, this
approach allowed incremental system upgrades rather than a single large capital investment by the
industry. The NSE Clearing Limited noted that transition from T+1 to T+0 settlement cycle required
changes to more than 180 processes. 2

For transition from T+1 to T+0 settlement cycle, SEBI identified system and process changes at three
levels: market infrastructure institutions (exchange, clearing corporation, and depository) level;
broker/trading member level; and custodian level. Specifically, upon its review of the pilot of the T+0
settlement cycle, SEBI noted that orders were being manually processed and no front-end and back-
end systems were put in place by the trading members for investors to participate seamlessly in this
segment. This is indicative of the investments required by market participants for transitioning to the
T+0 systems. [13!

For transition to T+0 cycle, SEBI also designated key systemically important brokers as Qualified Stock
Brokers (QSBs) with enhanced obligation, and required these entities to maintain "scalable
infrastructure and appropriate technical capacity” for transition to T+0 cycle. However, the readiness
deadline for these QSBs has been repeatedly extended from May to November 2025, and
subsequently to an indefinite date. This also perhaps reflects the magnitude of systems investment
required for the T+0 settlement cycle and the difficulty of executing it without a commercially viable
business case for market participants. 14l

2.3 Operational and Staffing Costs

Shortening the settlement cycle requires that post-trade processes previously executed over a normal
business day be compressed into a shorter window. often requiring operations teams to work outside
normal business hours.

The US SEC estimated that to manage transition to T+1 cycle, each depository and clearing
corporation would require a dedicated staff of 10 operations specialists, 10 programmers, and one
senior operations manager over six quarters. Similar estimates were made for each entity type



involved in the transitions. For instance, it was estimated that brokers of retail investors would require
trainers in addition to these positions, as they are expected to build capacity and service consumer
queries with respect to T+1 cycle. [l

In India, under the T+1 system, custodians must confirm institutional trades by 1:00 PM on T+1 day. For
a custodian serving European-based FPls, this deadline falls in the early morning in European time
zones, requiring dedicated early-shift staffing or automation of the confirmation process. Similarly, the
compression of fund pay-in deadlines (9:00 AM on T+1 in India; end-of-trade-day in the US) requires
that overnight funding and reconciliation processes be completed before markets open, placing
additional demands on operations teams of brokers. In fact, reportedly, Citi had to introduce a working
shift at 0400hrs to support the early morning confirmation deadlines. 'l

2.4 Error Remediation Under Compressed Timelines

A shorter settlement cycle reduces the time available to identify and correct trade errors before the
settlement deadline. Under the T+2 cycle, a trade error identified on the trade date could be resolved
on T+1 without affecting settlement. Under T+1, the same error must be resolved on the trade date
itself. Under T+0, there is no buffer at all, increasing the possibility of errors and failures.

The cost of increased settlement failures, including buy-in costs, penalties, and reputational
consequences, represents an ongoing operational cost that increases as the settlement cycle is
compressed.

However, SEBI has recorded that the custodian defect rate, the proportion of custodian-confirmed
trades that failed, fell from 0.82 per cent in January 2023 (the month of full T+1 implementation) to 0.41
per cent by October 2023, a reduction of approximately 50 per cent. 7]

2.5 Liquidity Arrangement Costs

A shorter settlement cycle reduces the time available for participants to arrange the funds required
for the cash leg of the settlement. While this is partially offset by the reduction in margin
requirements, the net effect on intraday liquidity demands is not uniform across all participant
types 8l

Clearing members with large institutional books must fund net settlement obligations earlier in the
day, requiring access to intraday credit facilities. For clearing members whose net settlement
obligations are large relative to their own capital, the earlier funding deadline may require
maintaining larger standing credit lines, increasing the cost of these facilities.

Smaller brokers face a disproportionate increase in intraday liquidity pressure because they typically
have less access to cheap intraday credit than larger, bank-affiliated clearing members. This creates a
competitive disadvantage for smaller brokers relative to larger ones, potentially increasing market
concentration over time.



2.6 Foreign Exchange Management Costs

The foreign exchange dimension of settlement cycle shortening arises from the structural mismatch
between the settlement cycle of equity securities and the settlement cycle of foreign exchange
transactions.

The Continuous Linked Settlement (CLS) is the primary multilateral settlement mechanism foreign
exchange transactions. It operates on a T+2 settlement basis for most major currency pairs. ™ When
equity securities move to T+1 or same-day settlement, a structural mismatch arises: the cash leg of the
securities trade must be funded sooner, but the corresponding foreign exchange transaction settles
on T+2. This means that investors cannot use CLS to fund their securities purchases through a
straightforward foreign exchange transaction settled on the same basis as the securities.

Foreign investors facing foreign exchange mismatch under shorter settlement cycle may need to
resort to alternative costly options such as: 129

Pre-funding: The investor maintains a standing pool of the settlement currency (e.g., Indian Rupees
or US Dollars) in its custodian account in the settlement market, funded in advance of trading. This
eliminates the foreign timing problem but creates an opportunity cost, the pre-funded amount earns
returns below what the same capital could earn if managed actively.

The cost of pre-funding has two components: the direct cost of maintaining idle liquidity buffers in
the settlement market (earning below-market returns), and the opportunity cost of capital that
cannot be deployed elsewhere during the pre-funding period. However, such pre-funding costs may
ultimately be passed down to the fund and the clients they service.

Intraday overdraft: \Where the investor cannot source funding in time for the securities settlement
deadling, its custodian may extend a short-term intraday credit to bridge the gap. In such a scenario,
foreign investors risk facing high overdraft charges to cover the funding component.

2.7 Testing and Change Management Costs

The transition to a shorter settlement cycle requires significant investment in testing, both internal
system testing and industry-wide connectivity testing. The US SEC has pointed out that its T+1
transition involved more than 20 separate industry testing regimes coordinated by DTCC over a period
of nearly two years, with hundreds of participating firms. Training costs for front-, middle-, and back-
office staff are also considerable. [21]

In comparison, in India, SEBI allowed phased transition over a period of 13 months. There were
concerns that market participants were not ready for transition. 2

2.8 Legal and Contractual Costs

A shorter settlement cycle requires amendments to legal agreements governing the relationship
between brokers and their clients, and between custodians and their institutional clients. These



agreements typically specify settlement timelines, default remedies, and the mechanics of the
allocation and confirmation process, obligations and indemnities by parties, and dispute resolution
clauses.

For brokers with large institutional client bases, negotiating and executing individual written

agreements would require obtaining services of legal experts, which represents a material legal cost.
[23]

3. What are the Benetfits of Shortening the Settlement
Cycle?

3.1 The Nature and Distribution of Benefits

The benefits of shortening the settlement cycle are largely systemic and diffuse. They accrue across
the market as a whole rather than to specific identified entities. The incidence of benefits differs
markedly from the incidence of costs: the parties that benefit most from shorter settlement cycles are,
in Many cases, not the same parties that bear the largest transition costs.

The principal benefit categories are: early receipt of funds and securities by investors; reduction in
counterparty, credit, market, and liquidity risk; early release of margin capital; improvement in market
liquidity and depth; systemic risk reduction for clearing corporations and the broader financial system;
reduction in settlement failures; and technology modernisation as a collateral benefit.

3.2 Early Receipt of Funds and Securities

The most immediately visible benefit of a shorter settlement cycle is the acceleration of the moment
at which investors receive the proceeds of their transactions, either funds (for sellers) or securities (for
buyers). This benefit accrues directly and entirely to investors.

Retail Investors: For retail investors selling securities, a shorter settlement cycle means faster access
to their money. Under the T+2 cycle, a retail investor selling shares on a Monday would receive the
proceeds on Wednesday. In the T+1 cycle, they receive proceeds on Tuesday. Under T+0, they receive
them on the same day.

This faster access to funds has a direct economic value. Investors can reinvest proceeds sooner,
reducing the opportunity cost of the inter-settlement period. For investors with limited capital,
particularly retail investors who rely on sale proceeds to fund new purchases, this benefit is material, it
reduces the need to borrow funds or maintain idle cash balances as a funding buffer. 24

SEBI identified a specific retail investor dimension in its analysis of T+0 in India. Its 2024 study found
that approximately 94 per cent of delivery-based equity trades with a value below %1 lakh are
conducted with advance deposits of both funds and securities, meaning the vast majority of retail



investors effectively pre-fund their trades. Under T+1, these investors pay on trade date but receive
securities only the next day, a one-day asymmetry during which their capital is committed but their
securities are not yet in hand. T+0 eliminates this asymmetry entirely, simultaneously crediting
securities and funds on trade date. 12!

For buyers, a shorter settlement cycle means faster receipt of purchased securities, allowing them to
exercise shareholder rights (voting, receiving dividends) earlier, and enabling faster onward transfer or
use of the securities as collateral.

Institutional Investors: For institutional investors, such as mutual funds, pension funds, and
insurance companies, faster receipt of settlement proceeds improves portfolio management
efficiency. Fund managers can deploy sale proceeds into new investments without waiting for the
settlement cycle to complete, reducing cash drag (the return loss from holding uninvested cash). For
mutual funds facing large redemptions, faster receipt of securities sale proceeds directly reduces the
risk of a liquidity shortfall between paying redeeming investors and receiving settlement funds from
selling portfolio securities.

Based on the average daily delivery-based trade value of approximately 28,215 crore across NSE
Clearing Limited (NSE Clearing) and Indian Clearing Corporation Limited (BSE Clearing), and applying
the prevailing ten-year government securities yield of 6.8 per cent as the risk-free rate of return, SEBI
estimated the annual benefit to investors from same-day receipt of settlement proceeds at
approximately 1,920 crore, representing the interest income that investors would earn on funds

currently held in transit between T and T+], if those funds were instead in their hands from trade date.
[26]

3.3 Reduction in Counterparty and Settlement Risk

Shortening the settlement period directly and proportionally reduces the period of exposure to risk
that the counterparty to a trade will default before settlement is complete. This benefit accrues, in the
first instance, to the clearing corporation, which bears the centralised counterparty risk through
novation, and, by extension, to all clearing members and investors who would be affected if the CCP's
default management resources were depleted.

The SEBI has estimated that moving from T+2 to T+1 would reduce the number of outstanding
unsettled trades at any given point by approximately 50 per cent, and correspondingly reduce the
clearing corporation's unsettled exposure by the same magnitude. This is a direct, proportional
reduction in the duration of counterparty risk. 27l The NSE Clearing Limited confirmed that there was
a reduction in the unsettled exposure of the clearing corporation by 50 per cent. 28l

The SEC has also noted that shortened standard settlement cycle will reduce certain risks inherent in
the clearance and settlement process for all clearing agencies, such as a central counterparty's credit,
market, and liquidity risk exposure to its members, because there will be fewer unsettled trades and a
reduced time period of exposure to such trades. In its analysis, the aggregate notional value of
unsettled transactions in the US was estimated to fall from USD 88 billion to USD 44 billion, due to
shift from T+2 to T+1 settlement cycle.



3.4 Early Release of Margins

One of the most economically significant benefits of a shorter settlement cycle is the reduction in the
guantum of margin capital that must be held by the clearing corporation against settlement risk, and
the corresponding release of this capital back to clearing members and their clients.

This benefit accrues in the first instance to clearing members (who post the margins) and, through
them, to investors (who ultimately fund the margin requirements through their brokers).

The SEBI November 2024 Board Paper documented that the T+2-to-T+1 transition in India resulted in a
reduction of average daily margins at NCL from approximately 12,000 crore to approximately ¥4,000
crore, a reduction of ¥8,000 crore per day. Similarly, NSE estimated that shift to T+1 settlement cycle
has freed up blocked margins at market level, thereby freeing up investor capital and potentially
accruing an annual benefit of nearly INR 350 crore. It also estimated that transition to T+0 settlement
cycle could enable same-day margin free up for investors, potentially generating annual benefits of
approximately INR 180 crore for investors. [2°]

In the US as well, it was projected that moving from T+2 to T+1 could reduce aggregate volatility
margin component by approximately 41 per cent. B9l The aggregate estimated margin saving across

EU CCPs from CCP simulations was approximately EUR 2.7 billion. B!

3.5 Improvement in Market Liquidity and Depth

Another benefit of shorter settlement cycles is the improvement in market liquidity, particularly in
less-liquid securities. This benefit accrues to market participants through tighter bid-ask spreads,
improved price discovery, and greater depth of the order book.

The link between settlement cycles and market liquidity operates through the funding constraints of
market makers and liquidity providers. When funding is tight, intermediaries reduce their market-
making activity, bid-ask spreads widen, and market depth declines. Shorter settlement cycles, by
reducing margin requirements, ease the funding constraints of market makers, enabling them to
provide more liquidity at finer spreads. 52

Sahoo et al (2024), using this quasi-experimental structure, find that shorter settlement cycle (shift
from T+2 to T+1) in India improved market liquidity, measured as a reduction in impact cost (the
difference between the actual execution price and the theoretical mid-price). The improvement in
liguidity is greater for stocks with smaller market capitalisation. Thus, it appears that the liquidity
benefit of settlement cycle shortening is not confined to large, already-liquid securities, it extends
disproportionately to smaller and mid-cap stocks that face higher funding constraints. 133l

Improved liquidity in smaller-cap stocks specifically benefits retail investors, who tend to concentrate
their portfolios in a broader range of securities than institutional investors. Tighter bid-ask spreads
reduce the implicit transaction cost borne by retail investors every time they buy or sell a security.



3.6 Reduction in Settlement Guarantee Fund Requirements

As the settlement cycle shrinks and margin requirements fall, the Settlement Guarantee Fund (SGF),
the shared pool of resources available to the CCP to meet a member default, can be calibrated at a
lower level, in light of reduced duration of risk exposure to the CCP. This reduces the capital burden on
clearing members (who contribute to the SGF), freeing resources for productive use. In the US, the
Clearing Fund fell by approximately USD 3 billion following the T+1 transition, a direct reduction in the
collective capital immobilised in this systemic safety buffer. [34]

3.7 Reduction in Risk Weight Asset Exposure

For custodian banks that are clearing members, shorter settlement cycles reduce their risk-weighted
asset exposures. Under the Basel Il framework, banks must hold capital against their exposures to
CCPs, with the required capital calibrated to the margin period of risk. A shorter settlement cycle
reduces the margin period of risk, and with it, the risk-weighted asset exposures, and capital
requirement. When India moved from T+2 to T+1 settlement cycle, the RBI acknowledged this benefit,
reducing the risk weight applicable to banks' exposures to CCPs. [3°]

4. Do the Benetfits of Shortening the Settlement Cycle
Outweigh the Costs?

4.1 The Framework for Assessment

A comparison of costs and benefits in the context of shortening of the settlement cycle requires
addressing three distinct questions. First, in aggregate, do the total benefits of a shorter settlement
cycle exceed the total costs? Second, how are those costs and benefits distributed across different
stakeholder categories, and does the distributional pattern create structural impediments to voluntary
adoption? Third, how do the answers to these questions differ between the T+2-to-T+1 transition (now
implemented in several major markets) and the T+1-to-T+0 transition (currently in pilot in India and
contemplated nowhere else at a systemic level)?

4.2 The T+2 to T+1 Transition: Benefits Are Likely to Exceed Costs

As indicated earlier, the US and India are key jurisdictions which have transitioned to the T+]
settlement cycle, and EU and UK are in the process of the shift. From the assessment of costs and
benefits, it appears that the aggregated incremental costs of transition to T+1 settlement are likely to
be outweighed by the aggregated incremental benefits.

For instance, in the US, the SEC estimated total one-time and ongoing compliance costs for the US
industry at between approximately USD 5.5 billion. On the benefits side, the aggregate notional value
of unsettled transactions was estimated to fall from USD 88 billion to USD 44 billion. Moreover, the



NSCC Clearing Fund, i.e. Settlement Guarantee Fund, fell by approximately USD 3 billion (23-25%) post-
implementation, representing a permanent reduction in the capital immobilised as settlement
guarantee collateral. At a cost of capital of approximately 5-6%, this freed capital has an annual

economic value of approximately USD 150-185 million per year. [36]

Similarly, for India, average daily margins at NCL fell by ¥8,000 crore per day. Annual investor benefit
from margins freed was estimated at approximately 2350 crore. [37]

In the case of the EU, ESMA's CCP simulations estimated aggregate margin savings of approximately
EUR 2.7 billion across EU CCPs, representing freed capital with an annual economic value (at
prevailing risk-free rates) of approximately EUR 100-130 million per year on a continuing basis. Average
open positions could be reduced by 47.3%, and average margins by 41.8%. On the costs, some IT
investment, operational restructuring, legal documentation, and FX management costs would be
incurred. 138l

In summary, most costs of transition to T+1 settlement cycle were one-time in nature, and while there
are additional periodic funding and foreign exchange management costs, these are likely to be
outweighed by benefits in terms of freed margins, early receipt of funds, and reduction in risk that the
markets bear.

4.3 The T+1 to T+0 Transition: The Case Is Not Yet Made

In contrast to the T+2-to-T+1 transition, the cost-benefit case for moving from T+1 to T+0 is materially
weaker, and the evidence that incremental benefits would exceed incremental costs has not been
established as yet.

As in case of T+1 transition, moving to the T+0 settlement cycle would require investments in system
upgrades, processes and technologies. Moreover, liquidity, funding, and foreign exchange
management and opportunity costs are likely to increase as complete funds would be required to be
made available the same day.

T+0 requires the entire settlement chain, order routing, fund blocking, risk management, clearing
corporation confirmation, depository credit, and bank debit, to complete within the trading day. This is
a qualitatively different architecture from T+1, which processes end-of-day net positions.

Moreover, T+O would require a real-time fund blocking mechanism in the investor's bank account, an
infrastructure element that does not currently exist in the secondary market context and requires
integration across brokers, banks, and the clearing corporation.

Such increased investments may lead to diminishing returns. For instance, in case of T+0 settlement,
NSE estimated incremental benefits to investors of 180 crore (as against incremental benefits of ¥350
crore when the cycle shifted to the T+1 system). Similarly, the margin reduction from T+1 to T+0 is likely
to be smaller, as the total reduction in duration of risk is likely to be just a few hours, and not one
complete day. 39



While incremental benefits are likely to diminish from T+1 to T+0, the transition costs are unlikely to
diminish proportionally. In several respects, the T+1-to-T+0 transition is operationally more demanding
than the T+2-to-T+1 transition.

The evidence for T+0 being unproven comes from the market itself. SEBI itself records that in the
twenty-four weeks following the March 2024 launch of optional T+0 for 25 securities, total trades in the
T+0 segment numbered only 126, with zero trades in multiple individual weeks. This near-zero
adoption rate, despite T+0 being available at no additional cost to investors under T+1, reveals that
when given a choice, market participants strongly prefer T+1 to T+0. [4°]

Moreover, there is a complete absence of international precedent for the T+0 settlement cycle. No
major market outside India has moved to or is formally planning T+0 as a default settlement cycle.

4.4 The Asymmetric Distribution of Costs and Benefits

The distributional mismatch between cost-bearers and benefit-recipients of shortened settlement
cycle is the central structural obstacle to settlement cycle reform. The transition costs of settlement
cycle shortening fall primarily on: 41

» Brokers and trading members: System upgrade, operational restructuring, compliance, and
working capital costs. These are the entities most exposed to transition costs and least positioned
to recover them through fee increases (given regulatory oversight of brokerage charges, and the
competitive market structure).

e Custodians: Costs include foreign exchange management systems, extended operating hours,
legal documentation, and affirmation infrastructure. These are substantially ongoing, without any
immediate recovery in sight.

o Clearing members: Intraday liquidity management and connectivity upgrades, costs that fall on
the entities providing the critical risk infrastructure for settlement.

On the other hand, the primary beneficiaries of settlement cycle shortening are:

» Investors (primarily retail): Early receipt of funds and securities, improved market liquidity,
reduced counterparty risk. These are diffuse benefits spread across tens of millions of investors.

» Clearing corporations: Reduced operational risk, smaller SGF requirement, lower default
management burden are the key benefits realised by CCPs.

In India, the repeated extensions of the T+0 deadline, from May 2025 to November 2025, and then
indefinitely, are a direct consequence of this structural mismatch. Brokers face real, upfront costs for
building T+0 systems; the benefits of their investment flow primarily to investors (through faster
settlement) and to the CCP (through reduced risk). Without a mechanism to transfer some of the
benefit back to the cost-bearing intermediaries, or creating a more equitable cost bearing
mechanism, the typical rational commercial response is to defer T+0 indefinitely. [42]



4.5 Addressing the Asymmetry

Recognising that the distributional mismatch is not merely a fairness concern but a practical
impediment to reform. Mechanisms that can be designed to align incentives between cost-bearers
and benefit-recipients are set out below:

Centralised Technology Infrastructure: Rather than requiring each broker to independently build
T+0 systems, SEBI could mandate that NCL and ICCL, or a SEBI-designated entity, build a standardised
T+0 order routing, fund blocking, and settlement confirmation API that all brokers connect to through
a standardised interface. This model, analogous to what NPCI built for UPI payments and what DTCC
provided for the US T+1 transition through its central matching and affirmation platforms, socialises
the technology build cost across the entities best positioned to fund it, rather than placing it on
individual brokers.

Creation of a Dedicated Fund: This mechanism is analogous to India's Universal Service Obligation
Fund in telecommunications, where operators who benefit from market profits fund the cost of
extending infrastructure to rural areas where individual commercial returns are insufficient. In the T+0
context, CCPs that benefit from reduced settlement risk could contribute to a technology
development fund from which brokers draw reimbursements for verified T+0 system costs.
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