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CityIQ has been part of the buy-side market for nearly fifteen years. In that time we have worked with a multitude of clients, helping them to respond to the challenges they face in an industry that continues to evolve. 
For over eight years now we have conducted industry surveys. Usually we have looked at functional areas, like corporate actions, or industry trends such as outsourcing or offshore development.
This year we wanted to attempt a broader topic and decided to have a detailed look at the buy-side. The timing was good, as the challenges in the current market are probably greater than ever before. 

The survey considered a range of operational and process issues, relating primarily but not exclusively to the back and middle office of buy-side organisations with operations in the UK.

We ran the survey in July and August, targeting around 120 firms, nearly all here in the UK. We received many responses, 38 of which were incorporated into the survey results The survey was an on-line survey, using an automated survey tool. 
This report summarises the results of that survey. 

About CityIQ
CityIQ is a specialist consultancy that works exclusively in the Financial Services Industry. With extensive knowledge of investment management and all aspects of the investment process, we have a reputation for providing high quality project and programme management, business analysis and technical architecture skills. 




As well as domain specific expertise, we also provide consultancy advice in the areas of change, procurement, business continuity planning and HR re-engineering.

Our consultants are supported by our research team, who by running surveys, producing detailed reports and hosting industry events keep our consultants and clients up to date with what is happening in financial services.

Acknowledgements
We would like to take this opportunity to thank everyone who participated in the survey. Without them this report would simply not have been possible. 

We would also like to thank our numerous contacts in the industry who provided help and advice with the development of the question set. 

Feedback
If you have any questions or queries about the survey results or would like to know more about the services CityIQ offer please contact:
Paul Wiltshire on 0207 073 2925 or by mailing enquiries@cityiq.com
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Reducing operational risk was seen as being a key objective by those who undertook the survey. Indeed 74% of respondents described this as being extremely important. Cost reduction also scored highly as a business objective, as did improving operational resilience. 

With cost reduction high on the agenda, respondents believe there are still plenty of opportunities to drive down costs. Technology, process improvements and standardisation were all highlighted as areas were savings could be made. This closely reflects what we are seeing in the market, where we see a myriad of process improvement initiatives being set up or expanded.

In terms of business focus, whan it came to asset classes the survey population highlighted OTC Derivatives and Corporate Actions as the two areas that were the highest priority for process improvements.

The threat of increased legislation / regulation is an ongoing concern (which is no surprise to anyone). 

Standardisation is still high on the wish list for the buy-side. Even though we have seen numerous initiatives over the years there is still much to do – so much so that when asked what they wanted most from Custodians, Prime Brokers and Executing Brokers the survey population highlighted the need for increased standardisation as the prime requirement from each group. 





There is a market wide trend towards improved operational performance reporting. Clients are asking for more information as part of their regular information exchange; STP providers are offering more as part of the service they provide. 

The need for consistent KPIs across asset classes was identified by everyone who took part in the survey recognised as important. 

Despite the efforts of Omgeo, SWIFT and FIX, allocations are still being routed via phone, fax and email. 

Buy-side firms with multiple custodians tend to have access to a similar number of portals. Because of this there was support for the idea of a single sign-on portal.

Despite everything respondents were optimistic, with the majority predicting that in two years time market conditions would be better than they are today.
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Market Views
As with most of our surveys we presented respondents with a range of statements and asked them how strongly they agreed with them. The responses of the entire population were aggregated and a weighting algorithm applied to identify which questions resonated most strongly. 

To start, we presented four statements relating to where cost savings might be made. The wording of the question was as follows:

How strongly do you agree with the following statements?
· There is still plenty of scope for technology to drive down costs     
· There is still plenty of scope for process improvements to drive down costs
·  There is still plenty of scope for outsourcing to drive down costs     
· There is still plenty of scope for standardisation to drive down costs      
The results are shown on the right and overleaf:
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 (
Over 95% of respondents believed there was still plenty of scope for process improvements to drive down costs
  
)










Weighing the results it was clear that the area that offered the greatest opportunities was process improvement. 

However the top three responses all scored highly, forcing us to conclude that the people who took part in the survey felt that there was still plenty of opportunity to make savings wherever they looked. 

[image: ]
This raises the supplementary question: 

“If that’s the case what are you doing about it?”. 

Although we didn’t look at this as part of the current survey, a CityIQ survey from earlier this year makes it clear that many buy-side organisations are focussing on this area – improving processes to drive down costs and prepare for the upturn. 



The next set of statements was more wide ranging and was worded as follows

How strongly do you agree with the following statements?
· Cost management is more important in the current market than maintaining either performance or quality of service
·  The increased burden of proposed legislation could seriously damage our industry
· There is a skills shortage in the industry
· In the next few years medium sized firms will be squeezed out of the  market
 (
Over 70% of respondents believe that the increased burden of proposed legislation could seriously damage the industry.
)[image: ]
Clearly in the opinion of our respondents it’s not all about cost savings…
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Interestingly over 60% of respondents believed there was a skills shortage in the industry. 

Discussion at the results presentation suggested that the skills gap was for people who had a broad knowledge of the industry, caused perhaps by the move towards larger organisations and the movement of staff into silos, where they become expert in a particular area.  

And perhaps unsurprisingly the responses from medium and small sized organisations were those who disagreed most strongly with the proposition that mid-sized firms would struggle.

[image: ]
As can be seen from the summary below none of these statements scored highly.
[image: ]
Our next question looked at what happened to STP expenses and whether they were being routed to the fund / investor. The results were inconclusive.
[image: ]
Finally we looked at two areas we believed to be problematic to many firms. We asked:

How strongly do you agree with the following statements?
· Gathering, reconciling and consolidating cash position data is labour intensive and takes too long     
· Gathering, reconciling and consolidating custody account data is labour intensive and takes too long 

As we expected, both statements generated a strong positive.
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What’s Important to your Organisation?

In this section, we asked the people we surveyed to indicate what was important to them. The question was worded as follows:
Indicate how important the following objectives are to your organisation:
· Reduced operating costs
· Reduced manual involvement
· Reduced operational risk
· Improved operational resilience
· Extending automation to new counter parties/clients     
· Integration of multi-lateral clearing in STP model     
· Integration of bilateral netting into STP model     
· Preparation for further outsourcing
· Improvements in management information/process instrumentation   

Despite the response to an earlier question disagreeing strongly with the assertion that cost management is more important in the current market than maintaining either performance or quality of service; cost management is still a top priority as can be seen from the next graph.

Similarly reduced manual involvement scored highly.

[image: ]
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When it comes to operational risk there was nearly universal agreement that reduced operational risk was an important organisational objective. 

In fact, this question scored more highly than any question in any survey we have asked in the last eight years. 


 (
95% of respondents saw operational risk as being an important organisational objective
)
[image: ]
Improving operational resilience also scored highly, not surprising given the close relationship with operational risk.
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 (
Preparation for further outsourcing not high on the agenda
)[image: ]
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The summary slide highlights four major areas. 
· Reduced Operational Risk 
· Reduced Costs
· Reduced Manual Intervention
· Improved Operational Resilience
 (
Improved management information is important, but other objectives rank more highly
)
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Priorities 
In this section we asked our survey sample about priorities. Firstly we looked at asset classes with the question wording being as follows:

Indicate the priority of each asset class for improvement
· Allocations/confirmation process
· Settlements and reconciliation
· Corporate actions
· Stock Lending & Borrowing
· Repurchase Agreements
· CFDs & associated Give-Ups
· ETD
· OTCD
· Commodities

The responses to each part of the question are shown below and overleaf:
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By applying a consistent formula across each asset class the relative priority of each asset class can be shown as follows:
[image: ]
Top of the list were Over the Counter Derivatives, closely followed by the perennial area of concern - Corporate Actions. 


 (
Over the Counter Derivatives is seen as being the area most in need of process improvement.
)









We then moved on to look at the service provided to the buy-side by Custodians. We asked:
Which of the following would you like to see change for Custodians (5 = highest and 1= lowest)
· Encourage your funds to reduce  number of different custodians     
· Use them to facilitate your route to the benefits of netting and clearing
· Make use of a single platform to reach multiple custodians     
· Make them increase use of standardization and SWIFT messages
· Make them responsible for affirming confirmations    
· Make them responsible for publishing your SSIs     
· Improve the current process of Asset Servicing     
· Improve the current process for Securities Financing     
· Select one to take over your Middle Office processes 
The results are shown on this page and overleaf:
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This was a big surprise. There was a really high level of agreement with the statement.
In fact 80% of respondents either agreed or strongly agreed with the statement, reflecting no doubt the frustration felt with having to deal with non-standard messages and proprietary formats. 
Evidence if it were needed that despite all the industry efforts made over the years towards standardisation there is still more to do.
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We then turned our attention to Executing Brokers: Our question followed a similar format:
Which of the following would you like to see change for Executing Brokers (5 = highest; 1 = Lowest) 
· Reduce the number of different trading partners     
· Improve the current process of Allocations     
· Improve the current process of Confirmation and Affirmation     
· Work with them to benefit from netting and clearing     
· Make use of a single platform to reach multiple brokers for post trade processing
· Make them increase use of standardization and SWIFT messages
·  Improve processes to resolve settlement fails reported in the market 

[image: ]
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 (
Increased Standardisation is a common theme across the industry 
)[image: ]
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When we apply the weighting for this section we get the following:
[image: ]








 (
Settlements fails – 65% still regard this as an issue
)


Next we considered Prime Brokers. Our question was:
Which of the following would you like to see change for Prime Brokers (5 = highest and 1= lowest)
· Encourage your funds to reduce number of different Prime Brokers     
· Use them to facilitate your route to the benefits of netting and clearing     
· Make use of a single platform to reach multiple Prime Brokers     
· Make them increase use of standardization and SWIFT Messages
· Improve the current process of Asset Servicing     
· Improve the current process of Securities Financing     

 (
Over 50% would like to use 
their
 Prime Broker to facilitate their route to the benefits of netting and clearing
)[image: ]
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Again standardisation tops the list, though generally less consensus and less strength of feeling evidenced by those who answered the question.
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Next we looked at KPIs – Key Performance Indicators. Our first question was to establish whether clients were asking for more with regard to operational performance reporting. 
[image: ]
Just under two thirds of those who took part believed this to be the case, with 40% of the total population stating that the number was increasing. 





 (
Clients are asking for more KPI data; STP providers are making it available
)





Turning from demand to supply, we asked “Do your STP providers track and report Key Performance Indicators (KPI's)?”[image: ]

We see a similar trend. Although the starting percentage is higher survey respondents are seeing an increasing number of providers doing more with regard to the provision of KPIs. 











We looked at KPIs across asset classes, specifically asking:
How important is it to you that KPI's are easily comparable across asset classes or STP channels?
[image: ]
There was consensus this was important and the degree of agreement was noticeable.











We also asked for examples of what were regarded as key operational KPIs. 

Examples given were:

· Same day affirmations and next day availability of cash
· Error rates
· STP rates
· Confirmation Age Analysis
· No of failed settlements
· SWIFT MT547/8 (settlement tracking)


 (
Consistent KPIs across asset classes are seen as being important or very important by nearly 80% of those surveyed.
)
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Allocations
Our next topic was allocations. When it came to allocations per month there was a broad spread in the sample population. 
[image: ]
There were significant differences between organisations when it came to the mechanisms employed (see top right). Omgeo was practically all pervasive in some organisations; Fix and SWIFT were the most significant presence in others while phone fax and email still had a role to play (a major role in some organisations!) 




 (
FAX, Phone and Email still play a big role when it comes to allocations.
)
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We asked if brokers or custodians gave advice on how they would like to see allocation processing performed? More do than don’t.
[image: ]
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We then asked the people we surveyed what they thought was the biggest “pain” in their allocations process.

As an open question we got a variety of suggestions, including:

· Speed of Communication
· Dealing with small brokers
· Lack of automation / manual processes
· Incomplete instructions
· Inconsistency across geographies
· Transparency of asset availability

Finally we asked what improvements in allocation service from brokers people would like to see. Answers included:

· Greater use of SWIFT
· Better use of proprietary / non-proprietary systems
· Transparency of costs per trading model
· Enhanced Confirmations
· Standard message sets
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Custodians & Portals
We next turned our attention to custodian and their portals. 
By way of orientation we asked:

 Would you describe the function of your custodians as:
· Outsourced back office service providers
· Global Custodians
· Local custodians and direct ICSD links
· Mix of all 
[image: ]
“Mix of all” scored most highly, reflecting the composite role that custodians often now play. 

We then asked how the population saw that changing over time. The most noticeable trend was with regard to outsourcing – with respondents identifying this as an activity which was on the ascendant.
[image: ]









 (
The trend towards outsourced back office services from your custodian predicted to continue
)







We asked how many Custodians respondents had and how many Custodian Portals were being used. The correlation was striking!
[image: ]
We then asked:
If you use custodial portals, please indicate the services of these portals you subscribe to:
· Funding Accounting services
· Custody Reporting services
· Corporate actions services
· Fund management services
· Cash management services
· Portfolio management services
· Settlement instructions management services
· Treasury services
· All of the above
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Continuing with our theme we asked:

If a solution existed that would provide a secure single sign-on or a single platform to access all your custodial portals, would you be interested?

[image: ]
The answer was a solid “yes”. Even though the offer of a technology solution to a business problem is always attractive when there is no associated price tag – there is clearly interest in this from within the survey population.









Respondents cherry picked when it came to deciding how they would use an integrated portal.


[image: ]









 (
Plenty signing up for single sign on portal
)
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Drivers for post trade change

Our final question asked what was likely to bring about change in the post trade space. There were plenty of candidates but no clear winner with the survey population probably being more divided on this than on any other question.
[image: ]
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Predictions

In this set of questions we ask respondents to make a number of predictions. To start with we asked where they though the FTSE would be at the end of the calendar year. 

Twenty seven were brave enough to have a go and the results were as shown below. 
[image: ]
It should be noted that the survey was open during June and July when the FTSE was trading typically around 5800 / 5900. Most respondents opted for a figure of around or slightly above 6000. When the survey results were presented in early October, most predictions were looking widely optimistic. Now, it’s not so clear…







We then shifted the timescale a little and asked respondents to look forward two years and predict what market conditions would be like in mid 2013. 

Over half of respondents were of the opinion that market conditions would be better or significantly better. 

This was the subject of some debate when the results were presented, the panel and the audience being split between those who we believed we were an industry of optimists and those who thought current market conditions made it reasonable to assume that things could only get better!
[image: ]
However, thought it is unclear whether respondents were optimists or realists one thing they clearly were is loyalists. When we asked them how their own organisation would be doing in two years time the response was a positive one, with a significant number of respondents believing that the company they worked for would outperform the market. 
[image: ]
Our final “prediction” question asked respondents to identify the key technology trends that 
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The survey was carried out by CityIQ using our in-house tool set. All respondents were asked to include their email address as part of the survey and were subsequently contacted as a check against impersonation. 
A small number of responses, deemed to have been submitted by individuals outside of the industry were discounted from the survey.
Most survey questions were optional. Percentages are shown to reflect the views of the respondents who answered the question and not the total population of respondents.
Where questions allowed respondents to grade their response (strongly agree, agree etc) the results have been weighted when presented in graph format. 
Our weighting algorithm takes into account the number of respondents who answer each part of the question, so more responses doesn’t necessarily lead to a higher score.







[bookmark: _Toc289079987][bookmark: _Toc307834001]Survey Population


Representatives of 38 organisations took part in the survey. The charts below analyse the population by business profile, organisation size, job function of the respondent etc..

There was a strong operations element in the survey population, reflecting both the focus of the questions and the CityIQ footprint.

Similarly the vast majority of survey responses were from the United Kingdom where most of our clients and contacts are domiciled.

In addition to job function, we asked respondents about their role and whether they would categorise themselves as decision makers or influencers. 
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