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In recent years both the US and
European equities markets have
been transformed by a wave of com-
petition that has diverted trading
volumes away from traditional
exchanges and scattered them
across a range of alternative trading
venues. 

The phenomenon has given rise to
a new breed of marketmaking firms
that have deployed a combination of
capital and technological expertise
not only to become  major market
participants, but also to increase
competition.

Chicago-headquartered Citadel
Execution Services is one such firm.
The company, a division of broker-
dealer Citadel Securities, helps bro-
kers execute trades by putting up its
own capital to make a market for
clients over the counter or by pro-

viding trading tools to help them
execute their orders elsewhere. 

In the US, CES is a force to be
reckoned with. Through its OTC
marketmaking activity and the liq-
uidity it provides exchanges, the
company accounts for around 9% of
all US equity trading volumes and
24% of US options volumes. 

Matteo Cassina, president of
Citadel Execution Services Europe,
was hired in 2008 to replicate the

company’s US success in Europe.
Cassina, who began work on the day
Lehman Brothers collapsed, has
spent the past two years developing
the company’s trading infrastruc-
ture.

Cassina said the firm’s ability to
use its capital to provide liquidity
and its technological expertise to
accurately price the risk of that liq-
uidity is central to its business
model. He said: “The new breed of

marketmakers such as Citadel have
an unrivalled ability to provide
prices to customers that exceed the
quality of those displayed in other
venues. We provide infrastructure
and we price risk for our clients.
These functions are equally crucial,
but the ability to price risk efficiently
is what sets us apart.”

The company has leveraged its
relationships with bulge-bracket
banks in the US to develop an OTC
marketmaking business in Europe,
whereby broker-dealers send orders
to Citadel rather than executing on
the exchange. Marketmakers bene-
fit by offloading the stock at a better
price later. Clients benefit by getting
the best price, without paying fees to
an exchange.

The strategy has enabled Citadel
and other marketmakers such as
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Cassina: Citadel Execution Services
Europe’s technological expertise 
is central to its business model
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Getco, another Chicago-born firm, to
become a kind of super-intermedi-
ary, acting as an alternative execu-
tion venue sitting between a broker
and the exchange. 

Citadel has also put its capital to
work in the public markets. The
company reckons it now accounts
for between 3% and 10% of total
volume traded on Europe’s big
exchanges. It has also made invest-
ments in trading platforms Chi-X
Europe and Equiduct (see below),
bringing the group’s overall num-
ber of exchange stakes to nine.

Cassina said: “It is Citadel’s mis-
sion to bring down the cost of equi-
ties trading in Europe for all market
participants, particularly retail
investors. Supporting well-run trad-
ing venues that increase choice is a
cornerstone of our strategy.” 

The company’s sellside OTC
business, combined with the stake in

Chi-X Europe and its presence on
other big exchanges, has put Citadel
on the institutional sector map. Now
Cassina is focusing on building a
retail business which means com-
peting head-on with the likes of
Knight Capital and Winterflood
Securities to attract retail orderflow.

Citadel sees growth potential in
the European retail sector where
most retail brokers are not
equipped or well resourced enough
to navigate the European market’s
increasing complexity. The com-
pany offers retail brokers the best
available market price, or better,
allowing the broker to achieve the
best execution without having to
make the substantial infrastructure
investment necessary to find and
access the same price on a public
market. 

Cassina said: “We are very
focused on building out the retail

business. One of the cornerstones of
Mifid was the protection of retail
investors. The abolition of monopo-
lies and the increased role of alter-
native trading venues has made it
challenging for European retail bro-
kers. We are trying to address that
issue.”

Citadel’s ambitions depend to a
large extent on retail brokers wak-
ing up to their obligation under
Mifid to provide the best service
possible to clients – an obligation
that is not being enforced by regu-
lators, say analysts. Retail market-
making is also a competitive busi-
ness and the incentives used by
some marketmakers to compete
for orderflow have come under
scrutiny by the UK Financial Ser-
vices Authority.

As reported by Financial News,
the FSA is exploring the practice of
paying for order flow, where a mar-

ketmaker will pay a retail broker to
send orders to it. The watchdog is
investigating whether the practice
could constitute an inducement to
do business.

Although Citadel, like other mar-
ket-makers, pays for flow in the US,
the company does not pay for flow in
Europe, said Cassina when asked
about the issue. “Due to the
absence of a strict and prescriptive
rule on best execution such as in the
US, we took the decision not to pay
for orderflow in Europe.”

Cassina sees a slow shift in atti-
tude among retail brokers and
argues Citadel’s laser focus on the
quality of execution puts it in a
strong position to compete in the
retail sector. 

He said: “Successful companies
will be those that are niche
providers and which invest heavily
in their technology.”


