
institutional investors. Firms are 
also ensuring they have 
comprehensive policies and 
procedures as evidence of the 
necessary processes and controls 
in place. 

Although structural changes and 
policy implementation require human 
efforts there is limited cost involved. 
However, there are other areas of 
an asset manager’s infrastructure 
where investors are demanding 
change , which requires the asset 
managers to dip their hand in their 
pocket. Unsurprisingly changes 
where cost is incurred require the 
firm to carefully assess the benefits of 
implementing the proposed changes. 
The decision is a complex one and 
asset managers need to consider not 
only the immediate benefits of the 
change, but also whether the changes 
have long-term benefits as well. 

The main areas of change required 
by investors centre on greater 
levels of automation in process 
driven activities and market leading 
trading systems. These changes 
put increasing pressure on firms to 
invest ever more in technology. Asset 
managers who have not been keeping 
pace with the technological changes 
within the industry are now facing 
the prospect of spending potentially 
millions of additional dollars to 
bring their technology infrastructure 
in line with market standards.

Whilst asset managers are grappling 
with the immediate demands of 
institutional investors, it does create 
questions on the kind of trends likely 
to appear in operational and trading 
activities over the next 3-5 years.

What might the longer-term 
future hold?
After the tech bubble burst, a number 
of asset managers outsourced some 
of their operations, control and 
support functions to try and reduce 
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costs. Hindsight has demonstrated 
not all of the outsourced deals 
actually achieved the cost savings 
the asset managers were hoping for. 
Now with investors looking more to 
the operations, control and support 
functions, asset managers are again 
considering whether outsourcing 
is the preferred route. The major 
difference this time around is the 
outsourcing arrangements are 
being considered from a process 
improvement perspective rather than 
as a way of cutting costs. A specialist 
outsource firm has to keep up with 
the latest advances in middle and 
back office to remain competitive, 
and their scale allows them access 
to a significant technology budget.

An alternative to outsourcing is for 
larger asset managers to leverage 
their operations, control and support 
functions by making it available to 
other asset managers for a fee, i.e. 
they become the outsource provider. 
Whilst this has found some traction 
in a few markets it has yet to be 
embraced, however it does offer 
a credible alternative solution to 
outsourcing. Although outsourcing 
allows firms to pass on the problem 
of keeping on top of middle and back 
office advancements to someone else, 
it is not the panacea. With outsourcing 
comes a loss of control which can 
often provide its own set of issues.

It is not just back office processes 
that are likely to change. With the 
explosion in trading venues there is 
an increasing need to have the latest 
trading technology to provide access 
to all areas of liquidity and to ensure 
low cost execution. Over time the 
reliance on phone trades will diminish 
and be replaced by electronic trading. 
For developed equities this has largely 
taken place, but other asset classes 
including fixed income, are moving 
in the same direction. The sheer 
number of liquidity providers has seen 
a move to program driven trading as 

the human without the appropriate 
tools is no longer able to ensure best 
execution. Again, this requires firms to 
spend more on technology, although 
some of this cost should be offset if 
more efficient trading can be achieved.

Large investors are increasingly 
looking to the idea of a central dealing 
desk for all their asset managers 
as a potential solution to reduce 
costs. If an investor has several asset 
managers operating in the same 
asset class there are times where 
those managers will both be buying 
the same security or where one 
manager is buying a security another 
is looking to sell. The concept of the 
central trading desk is to remove these 
inefficiencies, and provide smarter 
trading. We are just starting to see 
firms offer specialist trading desks, 
although if this concept does take off 
it will be a number of years until we 
see it being used more extensively.

In hindsight Madoff has resulted 
in some positive  developments in 
the investment community, with 
the whole event really making 
investors ask whether they were 
doing enough to reduce the risks of 
losses in their investments and reduce 
costs where they could. For the asset 
managers I believe it will result in 
closer relationships with clients and 
more focus on providing high quality 
operations, control and support 
functions not just focussing on the 
quality of the portfolio managers.   

“The main areas of change required by investors centre on 
greater levels of automation in process driven activities and 

market leading trading systems.” 
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