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risk parameters of that instrument.  With 
accurate and consistent reference data, 
an institution is better positioned to  
conduct the kinds of analyses which are 
critical to understanding risk.  

At another level, financial institutions 
want to understand the concentration 
and exposure they have to various seg-

ments of the market. This might include 
credit exposure and industry segment 
exposure, among others. Gaining this 
understanding requires knowledge of 
the full “family tree” of a financial instru-
ment.  For example, if an institution owns 
shares in a certain company, they may 
not realize that it is a far-flung subsidiary 
of a major auto company going through 
financial difficulties that could impact 
their holdings.    

With reference data, an institution 
could have a better understanding of 
their “concentration risk” in a certain 
sector or among organizations that are 

As many of us know, managing 
reference data was not always 
viewed as a major corporate 

priority.  It was often looked at as data 
processing and record keeping, not an 
essential component of a risk manage-
ment strategy for a multi-national finan-
cial institution. But recent events, from 

the volatility of the global financial mar-
kets to the subprime crisis, have put a 
spotlight on risk management and the 
essential reference data supporting this 
process.

The fact is, that only by optimizing 
reference data management, and thus 
having an in-depth knowledge of the 
millions of instruments flowing through 
its systems, can an institution take a ho-
listic approach to effectively managing 
risk. Critical to this approach is the abil-
ity to take a 360° view of each financial 
instrument held by an institution.    

Let’s begin with the financial instru-
ments themselves. Institutions want to 
understand the behavioral characteris-
tics of each financial instrument, both 
on a stand-alone basis and within the 
context of the portfolio, under a variety 
of market scenarios. Determining how 
an instrument is going to behave under 
stress is essential to understanding the 

facing challenges. For example, they 
could identify that exposure to the auto 
industry makes up too large a percent-
age of their portfolio, and then make an 
informed financial decision to address 
this issue.  

Reference data providers can offer cli-
ents detailed entity linkage information 
that connects families of securities and 
helps institutions understand the rela-
tionships of the securities to the corpo-
rate family structure.  

This information is critical to maintain-
ing compliance with regulations that 
require institutions to understand their 
exposure to a given firm, industry or 
market sector.  

At yet another level, it is also impera-
tive to have a comprehensive under-
standing of the underlying elements 
of a financial instrument. Over the past 
several months, the news has been filled 
with stories about organizations that 
didn’t take these steps, and have been 
impacted by the far reaching tentacles 
of subprime securities.  

Little did we know that it wasn’t just 
financial institutions that were invested 

in structured securities, such as CDOs, 
that had exposure to subprime loans.   
In recent months, entities from govern-
ment organizations to pharmaceutical 
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companies have disclosed losses due to 
subprime-related issues.   

Effectively managing and reviewing 
reference data can help investors un-
derstand the underlying dynamics of a 
security and help them determine their 
risk exposure.  For example, even though 
a security may have a AAA rating, that 
rating may be supported by internal or 
external credit enhancement.  To un-
derstand the risk profile of that security, 
it can be crucial to know whether that 
credit enhancement will hold up under 
stress. 

With consistent, timely and accurate 
reference data, institutions can gain 
additional transparency into these 
details.

By prioritizing reference data man-
agement, institutions can get a more 
complete understanding of the finan-
cial instruments streaming through 

their applications and databases, and 
as a result manage risk more effectively.  
With this essential reference data, in-
stitutions can realize a competitive ad-
vantage by making more informed in-
vestment decisions that can help them 
expand their business despite the com-
plexity and volatility of today’s dynamic 
global financial markets.

Interactive Data Corporation (NYSE: IDC) is a 
leading global provider of financial market 
data, analytics and related services to finan-
cial institutions, active traders and individual 
investors. The Company’s businesses supply 
real-time market data, time-sensitive pricing, 
evaluations and reference data for millions of 
securities traded around the world, including 
hard-to-value instruments.

www.interactivedata.com

These responses are provided for information 
purposes only.  Nothing herein should be con-
strued as legal or other professional advice or 
be relied upon as such.
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Visit our New Online Reference Data Resource!
From the provider of news and analysis you’ve always valued, comes an 

expanded ReferenceDataReview.com service…

Connect with the Global Reference Data Community

• Read articles online in both traditional PDF issue format, or now as HTML articles on the site—your 
choice.
• Search our complete database of Reference Data content, now online, fully categorized and freely 
available for you to drill down into the business issues that matter to you.
• Using our topic categories, see at a click of a mouse which articles are most relevant to you
• Listen to our regular podcasts for the reference data community’s take on key issues
• Read in-depth research and white papers on important reference data topics
• Take part in our polls and see what your peers think about the poll of the month

Regular Online News ● Search our Reference Data Database ● Polls ● Podcasts ● Research ● White Papers

FREE

FREE

FREE

ReferenceDataReview.com

FREE
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Wherever You Look, Interactive Data

Behind the scenes, Interactive Data is providing mission-critical
information that is at the core of the enterprise-wide financial
operations of many of the world’s leading financial institutions.

Through our Pricing and Reference Data business, we’re a global
provider of financial information on an extensive range of securities,
including commodities, derivatives, and hard-to-value instruments.
We provide historical and end-of-day pricing, evaluations and
reference data for more than 6 million securities traded around
the world.

And we’re there to help as you plan for the future. By focusing on
our clients' needs and continually monitoring the global markets,
we can deliver new offerings and provide expert guidance as the
industry changes, from the latest regulatory mandates to the
emergence of new, complex securities.

For more information about Interactive Data Pricing and Reference Data,
contact +1 877 462 3843 (North America), +44 (0)20 7825 7800 (Europe)
or +61 3 9249 2000 (Asia Pacific), or email info@interactivedata.com.
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