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INTRODUCTION 

The sell-side community has spent the last few years battling the rising cost of compliance and 

operating in a margin-compressed environment. Many clearing brokers have strategically exited 

the client clearing space, and regulators have been vocal about the specter of concentration risk 

threatening the market. Against this backdrop, sell-side firms must also scrutinize a trade’s full 

life cycle, beyond just execution costs, to remain profitable and comply with transparency 

requirements such as the revised Markets in Financial Instruments Directive (MiFID II). 

Consequently, middle- and back-office technology environments have come under the industry 

spotlight, including direct connectivity to market infrastructures such as central counterparty 

clearinghouses (CCPs) and central securities depositories (CSDs). 

This white paper explores the post-trade processing environments within two mid-tier brokerage 

firms and the challenges they are facing against the background of regulatory and market-

structure change. It highlights the dynamics behind a firm’s decision to self-clear versus 

outsource post-trade processes to a third party, including the development of hybrid models in 

which firms opt for one arrangement in one market and the other in another market. 

METH ODOLO GY  

For this white paper, Aite Group conducted in-depth interviews with 24 operations executives at 

both buy-side and sell-side institutions during the second half of 2017 and the first half of 2018. 
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THE MARKET 

It is no secret that the sell-side has been between a rock and a hard place over recent years as 

margins have thinned, compliance costs have increased, and greater transparency requirements 

have focused regulator and client attention on areas of inefficiency and operational risk. 

Brokerage firms have been compelled by some of the trends highlighted in Table A to review 

their operational setup and reconsider their clearing and settlement arrangements. 

Table A: The Market 

Market trends Consequences 

An increase in the number of global 
market infrastructures 

Increased operational burden on trade support teams to 
connect to many more infrastructures as well as handle 
specific data requirements and formats has compelled some 
firms to consider or evaluate outsourcing models. 

The introduction of standardized 
penalties and settlement buy-ins via 
Central Securities Depositories 
Regulation (CSDR) 

Settlement failure rates have become much more important 
because of their potential impact on bottom lines—
settlement costs have gone from a back-office concern to a 
potential basis point impact calculation in the front office. 
Though CSDs will net the daily fines that result from CSDR 
infractions in Europe, the sell-side will likely have to bear the 
costs rather than pass them directly to the client. 

The shortening of settlement cycles in 
key regions 

Several cycles of post-2008 cost cutting have increased 
pressure on shorthanded trade support teams. 

MiFID II and over-the-counter (OTC) 
derivatives regulations 

Regulations such as MiFID II and OTC derivatives 
requirements have increased the volume of trades that 
middle-office teams must deal with on an intraday basis and 
have added more checks and validations to various 
processes. 

An industry-wide focus on systems 
and controls 

Regulators and clients are keen for brokers to prove that 
they have rigorous governance when it comes to internal 
systems and strong controls over any outsourced functions 
as well as the ability to function if one such outsourcing 
provider exits the market suddenly. 

The gradual global introduction of 
Basel III 

Liquidity and capital requirements are placing constraints on 
brokerage firms’ balance sheets, which has resulted in a 
review of individual client relationships and profitability. 

Peer pressure for brokers to innovate Brokers are increasingly pressuring each other to prove that 
they are investing in research and development resources to 
keep pace with technology change. There is therefore less 
appetite to spend on core operations (especially staff) and 
increasing C-suite interest in engaging in next-generation 
technology pilots, some of which are focused on post-trade 
functions. 

Source: Aite Group 
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THE POST-TRADE PRIORITIES 

Sell-side institutions today focus on keeping off the regulatory radar and continuing to support 

growth through global, product, and service expansion, while keeping operating costs as low as 

possible. The markets have been relatively volatile since the financial crisis, which has caused 

some firms to retrench in terms of spending and support for certain functions and lines of 

business. When market performance is strong and stable, fixed operating costs tend to be more 

attractive. But when volume is lower or more volatile, firms can benefit from a variable cost 

structure. The first priority for most firms has been to reduce the number of in-house staff 

focused on trade support and settlement tasks, though staffing costs remain very high for top-

tier sell-side firms (Figure 1). 

Figure 1: Cost of Post-Trade Staff 

 

Source: Aite Group interviews with 22 settlement operations teams at capital markets firms, 2017 

Brokers have engaged in multiple rounds of operational head count reduction, but now the focus 

is on redirecting remaining manual effort to more value-added tasks, such as those related to 

client engagement and support. The number of staff dedicated to building out and maintaining 

in-house technology has therefore come under great scrutiny by the C-suite, and many firms 

have conducted assessments per market to determine whether it is best to outsource certain 

functions. Moreover, time as well as cost is a factor for consideration by these executives, as 

growth can be hampered if firms are forced to wait for internal teams to build out support for 

certain markets or asset classes. 

Middle-office teams have traditionally opted to self-clear when a market is strategically 

important to the firm or when the number of clearing brokers offering services in that particular 

market is very limited. The challenge with maintaining connectivity is that firms must not only 

pay for CCP services via memberships but must also pay for both IT and operations support if 
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they are not using third-party-hosted software or hosted options. They must also take into 

account the costs related to margining and collateral as well as compliance, which have 

increased due to a regulatory focus on CCP recovery and resilience. Moreover, clearing brokers 

now face restrictions related to segregation of client assets that mean certain income sources, 

such as interest on collateral, have been eliminated. 

THE IM PACT  OF  R EGUL ATORY  CH A NG E  

The Group of 20 (G-20) post-crisis regulatory agenda has significantly increased compliance costs 

for the industry, but this is not the only result of these changes. The ongoing alterations to the 

capital framework as part of the introduction of Basel III and related localized implementations, 

such as the Capital Requirements Directive IV in Europe, have placed an industry imperative on 

achieving capital and operational efficiency due to balance sheet and capital usage restrictions. 

This has meant that offsets for client initial margin balances are few and far between, which, in 

turn, has caused brokers to exit the client clearing business. Figure 2 shows the resulting 

concentration risk from the limited number of large clearing members that provide third-party 

services. 

Figure 2: Clearing Member Concentration Profile for European CCPs 

 

Source: Aite Group 
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merchants declined in number from 90 to 55. The response of CCPs to this decline in client 

clearing services has been to offer new and different direct clearing models, such as CME’s direct 

funding participant model. This has meant certain markets have witnessed an uptick in self-

clearing as firms have taken advantage of new sponsored access models and their direct 

payment procedures for capital. 

Respondents to a recent Aite Group survey cite MiFID II and OTC derivatives reforms as the 

highest-impact regulations on post-trade operations functions over the next 24 months.
1
 The 

move of OTC instruments onto electronic trading venues and CCPs has compelled firms to 

examine their levels of middle-office automation. Firms must automate to better support netting 

processes ahead of clearing as well as to reduce the manual effort involved in supporting the 

trade life cycle. 

Figure 3: Regulations Impacting Operations Over the Next 24 Months 

 

Source: Aite Group interviews with 22 settlement operations teams at capital markets firms, 2017 

Regulations such as MiFID II and CSDR are also targeted at breaking down the domestically 

siloed market infrastructure sector across Europe. The exchange, CCP, and CSD landscape will 

continue to evolve as a result of these regulations’ continued implementations and subsequent 

impact. Market participants can therefore expect to see much more competitive pricing in their 

domestic settlement markets and the potential launch of new cross-border services, which is 

likely to increase pressure for even smaller brokers to support connectivity to nondomestic 

markets. Firms will therefore need to be much more strategic about their operational setup and 

cost structures. 

                                                             
1. See Aite Group’s report Trade Confirmation, Affirmation, and Settlement: Showdown at the DK Corral, 

May 2018. 
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An interview respondent from a mid-tier broker notes that over the last few years regulation has 

been the biggest challenge and cost for the firm. Last year, the biggest cost for the firm was 

MiFID II preparation, and the highest cost item before 2017 was adapting to the changing rules 

around client money. Regulation equals more fixed operational costs for the firm to absorb at a 

time when there is little money to go around. 

Another interview respondent at a similar firm explains that regulatory scrutiny is putting 

pressure on the broker to prove it has invested in systems and controls. The firm’s operations 

team anticipates that CSDR will involve a lot of transformation work with a focus on adapting to 

settlement discipline changes in different European markets and improving efficiency. 

PR ESSU RE  O N TIME  TO MARK ET  A ND INN OVAT IO N  

Financial institutions overall are facing increased pressure to demonstrate that they are at least 

exploring next-gen technologies with a view to keeping pace with other industries. Though 

brokerage firms are generally not at the forefront of some of these developments, they cannot 

get too far behind. This dynamic and the requirement to move rapidly into new markets to 

capitalize on opportunities in other geographies and asset classes has meant some firms opt for 

the outsourced settlement model in order to focus on areas of perceived competitive edge. 

Not all brokers feel that middle- and back-office services are commoditized, however, and some 

judge client service in the settlement process to actually be a competitive differentiator. An 

interview respondent indicates that the brokerage firm’s C-suite believes that it would lose its 

industry profile and many necessary control points if it went to the outsourced model. A third-

party provider, for example, would not inherently know the prioritization of the trades the 

operations team is dealing with. The management team deems client relationship and service 

touch points throughout the trade life cycle to be important. Technology innovation in this area 

would therefore be best supported by working with a vendor in-house rather than via an 

external service. 
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WHY SELF-CLEARING WORKS FOR SOME FIRMS 

Self-clearing isn’t the right option for every firm in every market, but for brokers that have 

sufficient expertise, credit, and collateral availability in a certain market, it is a logical route. Of 

course, the firm’s operations team needs to be highly competent at dealing with the processes 

in the specific market and have the resources required to keep up to speed with any significant 

changes. Figure 4 shows the factors on either side of the argument to self-clear, with costs on 

one side and strategic priorities on the other, such as the direct control over risk management 

for cleared derivatives. Operational support costs include items such as connectivity as well as 

support for reconciliation processes and integration with internal and external systems. 

Figure 4: Factors Behind the Decision to Self-Clear 

 

Source: Aite Group 

An interview respondent explains that the brokerage firm has a level of competency and a 
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the services of a global custodian to provide sponsored access to a particular CSD and to benefit 

from its settlement agent services. But it has retained operational transparency and control by 

keeping other capabilities in-house and working with a solution vendor partner. 

WHE N OUT SO URCING  IS  TH E B ET T ER OPT ION  

Firms that choose to outsource tend to do so because they feel an external provider is better 

positioned than the firm’s IT and operations teams to keep pace with market changes. The lower 

total cost of ownership via the outsourcing model’s smaller in-house IT footprint is appealing for 

some trade and settlement support teams that are trying to reduce overhead costs and direct 

line items on a firm’s books. Compliance can be a driver also, as external providers generally 

have larger teams to dedicate to regulatory change management across their client base. 

Outsourcing does not, however, include passing liability for a compliance requirement to a third 

party, and the client must feel comfortable that the outsourcer is responsible and held to 

account vis a strict service level agreement (SLA). SLAs should also include important details 

related to data protection and cybersecurity, which can also be a compelling factor for this 

model, as outsourcers may have more resources than their smaller clients to invest in the latest 

security protocols and technologies. The biggest hurdle to overcome when establishing an 

outsourcing relationship is around building trust between the two parties—both must feel 

comfortable about the arrangements. SLAs are foundational elements upon which to base the 

relationships, but they are not the only factor. Confidence that the outsourcer will not unduly 

increase prices or pull out of servicing a certain market is very important, for example. 

A respondent firm that has a hybrid model and outsources in certain markets notes that the 

operations team closely monitors the work of its outsource service provider and reconciles data 

on an intraday basis. The firm has to engage in some degree of replication to mirror and oversee 

certain processes, especially those related to client or compliance obligations. Though the 

operations team is happy with the level of service thus far, the respondent is keen to see more 

outsourcing model options in the market in future. 
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CONCLUSION 

Brokerage firms: 

• When it comes to evaluating post-trade options, find the model that suits your 

firm best and offers the flexibility to change as your requirements change. Current 

managed services and outsourcing offerings range from full lift-outs and rebadging 

of operations and IT staff to pay-as-you-go services for reconciliation—not every 

service is priced the same way, and internal expectations should be managed around 

what vendors can and will deliver. 

• Consider the extent to which support is provided for the range of asset classes you 

trade. Not every solution or service has grown from the same roots—some vendors 

have a great track record with one or two asset classes and have only more recently 

expanded to others. Those that have been supporting a broader range of asset 

classes for a longer time are more likely to have been battle-hardened and adapted 

to meet the specific requirements of that market. Consolidating asset class support 

onto a smaller number of systems is a laudable goal, but it needs to be done 

carefully. 

• The more industrialized the function, the easier it is to work with an external 

services provider. A full lift-out won’t fix broken processes, so bear in mind a lot of 

work is required ahead of any outsourcing agreement. Industrialization entails 

simplifying and centralizing processes as well as rationalizing technology. 

Outsourcing is no quick fix—the technology setup, the specific operational processes 

that the firm follows, and the culture are all angles that must be considered in the 

decision. 

• Consider cloud. The TCO equation is much more compelling if cloud-based 

technology and services are thrown into the mix. Most of your peers are using cloud, 

even if they aren’t shouting about it from the rooftops yet. 

• Even if you decide to keep processes in-house, you don’t have to build everything 

yourself. There are plenty of options on the market to work with technology 

specialists that can take on some of the heavy lifting when it comes to keeping pace 

with market, regulatory, and next-gen technology change. 

• Balance the costs against operational priorities. Self-clearing isn’t for every firm, 

but if the C-suite feels it enables the firm to retain a competitive edge, then it’s the 

right option in that particular market. It also doesn’t always mean adding more 

bodies—if the right technology is in place, firms can operate efficiently with the 

same head count. 

• Groundwork at the start is essential. Whether your firm chooses to work with an 

outsourcer or a software solution provider, putting in the hours at the start of the 

relationship to define priorities and highlight any perceived hurdles will save a lot of 

time down the road. Setting realistic goals and timelines is important for both 

brokerage firms and their vendor partners. 
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ABOUT AITE GROUP 

Aite Group is a global research and advisory firm delivering comprehensive, actionable advice on 

business, technology, and regulatory issues and their impact on the financial services industry. 

With expertise in banking, payments, insurance, wealth management, and the capital markets, 

we guide financial institutions, technology providers, and consulting firms worldwide. We 

partner with our clients, revealing their blind spots and delivering insights to make their 

businesses smarter and stronger. Visit us on the web and connect with us on Twitter and 

LinkedIn. 
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ABOUT TORSTONE TECHNOLOGY 

Torstone is a leading global provider of cross-asset securities and derivatives post-trade 

processing technology. Torstone’s modern, award-winning Inferno platform is fast, flexible and 

future-proof. It enables global financial firms to reduce their costs, achieve greater control, 

minimise risk, and drive operational efficiency. Combining many decades of investment banking 

expertise with in-depth global financial market and technology industry knowledge, Torstone 

offers agile, secure, scalable, and cost-effective solutions. Torstone Technology is headquartered 

in London, with offices in New York, Hong Kong, Singapore, and Tokyo. 

For more information visit us at torstonetech.com and follow us on Twitter and LinkedIn. 
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