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Q] 2016 TECHNOLOGY IS
ONLY AS GOOD
AS THE PEOPLE

BEHIND IT

Since the end of the financial crisis, regulatory changes and geopolitical and social influences, in
combination with the natural evolution of the industry, are broadly impacting global financial
markets. With so many forces at play, we are beginning to see ripples of change across the industry.
The financial services sector, and the institutional financial services space in particular, is
embarking on a dual arms race for both people and technology that is significantly altering the
market landscape.

Budget Totals

Greenwich Associates 2015 Trading Desk Optimization Study estimates that the buy side spent
$15.6 billion to fulfill trader compensation and technology expenditures—an overall increase of 4%
since 2014. The average budget per desk grew at a similar rate, to $4.57 million. Declines in
reported spend by equity and FX desks were offset by spending increases on the fixed-income side.
Market structure changes coupled with an unsettled interest-rate environment have forced fixed-
income desks to keep spending, despite increased risks and shrinking returns.
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AVERAGE BUY-SIDE FIRM SPENDING ON TRADING DESK
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Talent First

Although e-trading in most market segments continues to grow, the idea that talent trumps
technology is taking over. Technology is only as good as the people behind it, and buy-side trading
desks are putting their money where their mouth is. Trading desks are in a phase of allocating a
larger proportion of their budgets to pay trader compensation.

Buy-side trading desks need to be staffed with skilled technicians who have a strong understanding
of both the financial markets and the advanced trading technologies used to execute trades—thus
the focus on trader compensation. But our study results also show that the bulk of the trading staff
budget is earmarked for trader compensation and not support staff. The majority of buy-side
institutions place trading support staff under operations, which explains why this segment accounts
for only 20% or so of the total compensation expense.



PROPORTION OF TOTAL COMPENSATION EXPENSE ALLOCATED TO SPECIFIC FUNCTIONS
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Nearly 70% of buy-side spending tracked by the Greenwich Associates study is allocated to
compensation requirements on the desk, while the balance covers technology expenses.
Compensation and technology requirements vary greatly by the type of asset classes the desk
trades. Equity trading desks adopted change in the early 2000s, while fixed-income and FX trading
desks are just now embarking on revolutionary changes that impact both their personnel and
technology needs.

ESTIMATED BUY-SIDE SPEND ON TRADING DESKS - $15.6b
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Equity and fixed-income trading desks both reported a 70/30 split in budget allocation for trader
compensation versus technology expenditures. While the equity figures are fairly flat year-over-year,
fixed-income results have changed considerably. In 2014, 62% of trading-desk budget tracked in the
study was allocated to trader compensation. That figure has risen to 70%, as the fixed-income
markets have experienced a series of changes over the past three to five years. The markets have
since been settling, absorbing the effects of greater use of technology to trade products typically
traded over-the-counter, the continual cloud of interest-rate hikes across the globe and shortened
supplies of market liquidity.



The boost in budget allocated for trader compensation highlights the importance of trading talent
and maintaining sound relationships with the sell side. Even as the fixed-income market becomes
more electronic, the need for retaining people with strong relationships and a keen understanding of
the market structure is increasingly important and critical to the success of the trading desk.

The focus on trader compensation also highlights the need to have experienced people with the right
skills working the trading desk. Our 2015 research shows firms are willing to pay for individuals who
can help solidify the client relationships built by the sales team.

2015 TRADING DESK EUDGET BREAKDOWN INFORMATION
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Technology After Talent

Greenwich Associates estimates that buy-side trading desks paid $4.8 billion to cover trading desk
technology obligations in 2015. Nearly 60% of the trading desk budget is comprised of just two key
components of the desk. Thirty-five percent of the estimated total, or $1.7 billion, covers the cost of
access and licensing fees for market data terminals used on the trading desks—like Bloomberg,
Thomson Reuters and FactSet. An additional $1.12 billion, or 23%, pays for the order management
systems (OMS).

The fact that over 80% of the estimated total trading desk budget is allocated to the top four
components of the trading desk reflects another interesting theme. In addition to market data
terminals and OMS, 12% of trading desk budgets are allocated to hardware (e.g., servers, desk-top
PCs/lap tops, tablets) and 11% to market data feeds (direct from exchanges, consolidated feed tapes,
specialty feeds, news feeds, etc.).



BREAKDOWN OF BUY-SIDE TECH SPENDING
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With the increased use of technology across asset classes and readily available trade information,
the era of “big data” is already upon the financial markets. Tools used to help manage the
accessibility and amount of market data consumed by the trading desk are vital to the success of the
desk.

Traditional providers like Bloomberg, Thomson Reuters and FactSet are operating in an increasingly
crowded space that is being joined by startups such as Symphony and Money.net, which are offering
tools to help improve the trading process. While some see the crowded space as a red flag, it is
important to note that the buy side currently receives numerous free services in exchange for trade
flow. They are, however, willing to pay for critical tools like terminals and good OMS technology, as
long as those tools provide the desk with the opportunity to increase alpha.

Conclusion

We are embarking on a period of ongoing evaluation in the institutional investing space. After
several years of rapid adoption of new technology and tools to assist in trading, institutional
investors are poised to take the next steps as the markets continue to evolve. Those steps require
having the right people in place to execute further change and also measure the success of
innovations already implemented on the desk. Technology is only as good as the people and
providers behind it, and we are seeing buy-side institutional investors embrace that notion. For the
foreseeable future, the markets will remain in motion, adapting to changing conditions accordingly.



Kevin Kozlowski specializes in global
securities and trading, including trading
desk technologies. He identifies, analyzes
and advises clients on key financial markeat
trends and issues of importance impacting
the buy and sell side globally.

The data reported in this document reflect solely the views reported to Greenwich Associates by the research participants. Interviewees
may be asked about their use of and demand for financial products and services and about investment practices in relevant financial
markets. Greenwich Associates compiles the data received, conducts statistical analysis and reviews for presentation purposes in

order to produce the final results. Unless otherwise indicated, any opinions or market observations made are strictly our own.

o 2016 Greenwich Associates, LLC. Javelin Strategy & Research is a division of Greenwich Associates. All rights reserved. No portion
of these materials may be copied, reproduced, distributed or transmitted, electronically or otherwise, to external parties or publicly
without the permission of Greenwich Associates, LLC. Greenwich Associates.® Competitive Challenges.® Greenwich Quality Index.®
Greenwich ACCESS,™ Greenwich AIM™ and Greenwich Reports® are registered marks of Greenwich Associates, LLC. Greenwich
Associates may also have rights in certain other marks used in these materials.

Methodology:

Between August and September 2015, Greenwich Associates interviewed 258 buy-side traders
across the globe working on equity, fixed-income or foreign exchange trading desks to learn about
trading desk budget allocations, trader staffing levels, OMS/EMS/TCA platform usage, and ATS
satisfaction levels.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of
strategic benchmarking, analytics and insights to the financial services industry.

We specialize in providing unique, high-value and actionable information to help our clients improve
their business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market
share, revenue performance, client relationship share and quality, operational excellence, return on
equity, behavioral drivers, and industry evolution.
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About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making
markets function better. It is majority owned by S&P Global Inc., a leading provider of transparent
and independent ratings, benchmarks, analytics, and data to the capital and commodity markets
worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong
record of growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000
customers through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China,
Hong Kong, and Singapore.

For more information, visit www.crisil.com

Disclaimer and Copyright

This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of
S&P Global. All rights reserved. This Document may contain analysis of commercial data relating to
revenues, productivity and headcount of financial services organisations (together with any other
commercial information set out in the Document). The Document may also include statements,
estimates and projections with respect to the anticipated future performance of certain companies
and as to the market for those companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation
of past or future activities of the businesses or companies considered in it but rather is designed to
only highlight the trends. This Document is not (and does not purport to be) a comprehensive
Document on the financial state of any business or company. The Document represents the views of
Crisil Coalition Greenwich as on the date of the Document and Crisil Coalition Greenwich has no
obligation to update or change it in the light of new or additional information or changed
circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and
should not form basis of any lending, investment or credit decision. This Document does not
constitute nor form part of an offer or invitation to subscribe for, underwrite or purchase securities
in any company. Nor should this Document, or any part of it, form the basis to be relied upon in any
way in connection with any contract relating to any securities. The Document is not an investment
analysis or research and is not subject to regulatory or legal obligations on the production of, or
content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s
data submission, business structure, and sales revenue Reporting methodology. As a result, any data
contained in the Document may not be directly comparable to data presented to another bank. For
franchise benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on
aggregate results i.e., when sales revenues are within 5% of at least one competitor ahead, a tie is
shown and designated by = (where actual ranks are shown). Entity level data has no equal ranking
logic implemented and therefore, on occasion, the differences between rank bands can be very close
mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the
research participants. Interviewees may be asked about their use of and demand for financial
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products and services and about investment practices in relevant financial markets. Crisil Coalition
Greenwich compiles the data received, conducts statistical analysis and reviews for presentation
purposes to produce the final results.
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BE RELIABLE. CRISIL COALITION GREENWICH DISCLAIMS ALL REPRESENTATIONS OR
WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO THIS DOCUMENT, INCLUDING AS
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