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hat goes around comes around. After going quiet during the financial crisis, 
there is a push again to streamline and rationalize trading operations. 
There had been a fair amount of activity along these lines within tier one 

and two banks prior to 2008. Now, as the dust has gradually settled, the trend 
is reappearing. The business drivers are not much different but one question is 
whether there will be a utility aspect this time around? Those with long memories 
in this sector will recall some earlier initiatives to set up a bureau to support the 
trading operations of multiple banks. Perhaps this time, such endeavors will 
actually succeed. 

The rationalization in the past was typically concentrated on removing the siloes 
that had been erected over the years and the amalgamation of trading activities 
onto fewer systems. The vision sometimes included putting horizontal layers 
across the siloes as well as reducing the number of front and back office systems. 
As banks did not seem to make much progress, there is still plenty of room for 
consolidation to take place. Moreover, where there have been mergers and 
acquisitions, the headaches may have multiplied, bringing even more need to 
make improvements.

One previous distraction came from banks seeking to push the boundaries of 
trading in exotic instruments, although this has abated. However, regulations – 
while a reason for improving the systems landscape – can still put a dampener 
on more business oriented projects. The focus can switch to meeting the next 
deadline, pushing the larger projects down the ‘to do’ list.

Discussing the trends recently with Al-noor Ramji, Chief Strategy Officer at 
Calypso, he noticed two types of reengineering. First, there is the ‘classic’ 
attempt to see how far banks can go to operate on fewer systems. Second, is the 
emergence of utility models , where banks try to collaborate. Calypso currently 
has discussions along these lines with 12 or so banks, some fairly large. On 
occasions, the aim would be for staff to move across to the new shared entity.

“I have not heard before that amount of discussion without something 
happening,” Ramji says. For smaller players, the focus could be FX or payments; 
for larger ones, it could be broader. “One of the larger banks in discussion at 
present is looking at this model for OTC derivatives, with the scope to include 
clearing, settlement and collateral management,” states Ramji.
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If the economic situation was to dramatically improve, then Ramji feels the talk 
might fade although this seems unlikely. Falling margins, poor returns on capital 
and lower front office profitability combined with new regulation and the need 
to differentiate will keep the focus sharply on reducing expenses. However, “it is 
cost-cutting not in the traditional sense but in making sure we have the customer 
focus and exception handling built in and then automating everything else,” says 
Ramji.

Jeremy Taylor, Head of Middle Office and Operations Consulting at Rule Financial, 
believes regulations, such as Basel III, are putting pressure on banks to undertake 
transformational change, reflected in return on capital figures of below 10%, 
where once the target was 15%. “It is why the banks’ share prices are stuck where 
they are.” Reducing the cost to process a trade is paramount, which means 
very efficient front-to-back office systems and high rates of straight-through 
processing (STP). This is in parallel with flexibility, embodied within how quickly 
banks can react to client preferences or market trends, and the need to do intra-
day processing, where once there was the luxury of taking days to confirm a trade 
or a day or two to resolve a collateral dispute. “Consolidating to a small number 
of systems is really the only way to do that,” states Taylor.

Taylor believes that shared platforms will certainly become a part of the market 
and Rule Financial, like Calypso, is in conversations with banks that are looking 
along these lines. He feels data, particularly reference data, could be one of the 
first areas for this.

There are hurdles, of course, to the introduction of utilities. Banks are wary 
about being the first to move, in part because this could be misconstrued as 
retreating from the market. The regulators also need to be comfortable with the 
model, which is likely to include providing a clear exit plan if there are problems. 
Banks cannot delegate risk to their providers and they might also be wary of 
cooperating with competitors. As a result, Ramji believes “banks may undertake 
the utility model on their own and inhouse first and then expand into the real 
shared utility model.”
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LESSONS LEARNED

There have been previous attempts at establishing utilities. For example, 
Deutsche Bank launched an entity called SOCX for purely FX and MM processing, 
but it struggled to gain takers. Without the requisite scale needed for success, the 
German bank decided to pull out.

Deutsche Bank was not the only institution to have problems. JP Morgan also had 
little success with Arcordia, a 400 person subsidiary set up to process derivatives. 
It never took off because it was based on an inefficient legacy platform and could 
not be rolled out to other organizations as hoped.

Issues could also occur if the utility is too narrow because the user would not be 
able to decommission any existing systems or gain sufficient savings to create the 
business case to make the move. The utilities that are the most likely to succeed 
are those that are based on a broad, modern platform, provided by a supplier 
and/or consortium of financial institutions rather than a single bank.

Often, within the existing siloes, things have been streamlined as far as possible, 
which means the next gains will need to break down barriers and require a more 
radical shift. In the past, banks were perhaps trying to reduce costs by 15 to 20%, 
according to Taylor. They were chipping away, seeking continuous improvements, 
sometimes with an offshore aspect. However, often the offshoring was merely 
a case of shifting broken and inefficient processes, not fixing them. This didn’t 
produce the expected returns, nor was it scalable. The change needed today is 
transformational he believes.
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Credit Suisse has been one of the banks publicly debating the issues of late. 
In fact, CIO Stephen Hilton told a conference last year that the bank had 
achieved the bulk of the cost-cutting within its current set-up. “So the key is 
really efficiency. It’s not really cost-cutting. I don’t think you can cost-cut an 
infrastructure and still deliver value to the business. So that generally how do we 
round what we’ve got more efficiently and cheaper?” Home-grown data centers 
are seen as a major issue at Credit Suisse, so shrinking these by whatever means 
is part of its strategy, including moving to virtualization.

While many banks have not made much progress in breaking down their siloes, 
there are a small number that have, pressing on with their multi-year projects 
during the tough times and with additional steps planned. A prime example is 
Rabobank. From the introduction of the Calypso platform more than a decade 
ago, it has achieved a great deal in terms of moving additional assets onto the 
platform and centralizing its processing for all of its main trading locations.

Rabobank went live with FX and MM in 2005, added interest rate swaps and 
forward rate agreements in 2006, and then followed with a variety of cross 
currency transaction types, interest rate options and FX options. It now has one 
platform, constituting a single back office, across the Netherlands, London, New 
York, Asia, and Latin America. Sydney, which currently has its own version of the 
system, will move onto this in mid-2015.

“We have a single back office strategy,” says Robil Gergin, Senior Vice President, 
Global Head Financial Markets Services, at Rabobank. The platform eases the 
provision of ever more data to the regulators (“it used to take considerably 
longer to extract a fraction of the data” mentions Gergin), and is also now being 
applied to global administration for nostro accounting, with this one of the latest 
migrations from the bank’s legacy systems.

“Cost Saving was only one of Rabobank’s goals. If everything is in a modular 
system, then you have more control over greater volumes, products and asset 
classes,” say Gergin. That control includes greater flexibility. As an example, 
Gergin cites May 2010, when FX volumes on a couple of days were four or five 
times usual daily volumes. Some institutions really struggled to cope where 
they didn’t have an automated, flexible and scalable platform. By contrast, 
Rabobank had removed nearly all manual intervention, so they had sufficient 
straight through processing (STP) to take the big spikes in its stride. It has made 
similar advances with STP for derivatives where previously there was manual 
intervention for most trades.

The projects at the Rabobank have seen multiple systems switched off, fewer 
resources in its data centers, and the reallocation of staff to other activities, 
particularly in its international operations. The bank is planning to look at fixed 
income and securities, and like many, is also focusing on collateral. The objective 
is to have a single, real-time view across all areas and the flexibility to manage it 
in the most efficient way. “Now that collateral is not widely available, we have to 
be as efficient as possible,” says Gergin.
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At HSH Nordbank in Germany, there has been a similar migration of front-to-
back office trading onto one platform, shrinking the scope of some existing 
applications and turning off others. While the first driver was a business one – the 
need for a system for structured and exotic interest rate derivatives – the shift of 
more vanilla trading onto the system was largely driven by cost reduction. The 
financial crisis was the main driver with HSH Nordbank incurring a large penalty 
from the European Union (EU) after it had been propped up by its
federal state owners.

The bank now has all interest rate and credit derivatives, FX options (vanilla and 
exotic) and fixed income front office on one platform, to be followed by equities 
and perhaps, commodity derivatives. Jan Zurek, Head of Front Office IT at HSH 
Nordbank, says the financial crisis and EU fine meant the bank had to reduce 
its balance sheet, so it needed to cut costs. “It really focused minds.” By having 
full straight-through processing, those cost reduction goals have been achieved, 
through reduced processing costs and through the reduced complexity of the 
bank’s Robil overall systems landscape. There are also benefits in being able 
to do all risk calculations in one system. “Doing the European stress tests, in 
particular, would have been very difficult without that,” states Zurek.

Whether the improvements are on an individual bank basis, as at Rabobank or 
HSH Nordbank, or through wider cooperation, as with the utility model, the quest 
is back on for solutions to cope with today’s tougher, more heavily regulated 
markets, where collateral is in short supply and margins are depressed. The 
technology and platforms likely to underpin the projects have moved forwards 
during the tumultuous financial crisis. While this will aid the task, there also 
remains the need for some old-fashioned attributes as well: focus, perseverance 
and senior management buy-in.
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ABOUT CALYPSO

alypso Technology, Inc. is a leading provider of software solutions for the financial markets. 
It provides customers with a cross-asset, front-to-back scalable, single platform for 

consolidation, innovation and growth. With 17 years experience delivering software and services 
for trading, risk management, processing and accounting, the Calypso solution helps bring 
simplicity to complex business and technology challenges. Calypso solutions address needs for 
the capital markets, investment management, clearing, collateral, treasury and liquidity. Clients 
can benefit from greater efficiency, improved risk management, better allocation of capital, faster 
regulatory compliance, faster time to market and reduced Total Cost of Ownership (TCO). 

Calypso is used by over 34,000 market professionals in over 60 countries representing more 
than 180 financial institutions across Asia, Americas, Europe, Middle East and Africa. Calypso 
Technology has over 800 staff in 22 global offices, with headquarters in San Francisco, California. 
“Calypso” is a registered trademark of Calypso Technology, Inc. in the United States, the European 
Union and other jurisdictions. www.calypso.com

Other parties’ trademarks or service marks are the property of their respective owners and should 
be treated as such. 
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