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Foreword

Banks involved in Capital Markets activities are at a turning point, with many factors driving them
to consider changes in their operating model. The outsourcing of post-trade activities is one of the
strategies being considered. In the current environment, we wanted to better understand current
approaches, attitudes and future plans around outsourcing, and share these insights with the market.
This report is based on a survey of global investment banks on outsourcing of Capital Markets posttrade activities. The survey was commissioned by BNP Paribas Securities Services, and independently
executed by Oliver Wyman during July and August 2017; 32 banks participated in the survey. The
survey participants were aware of the independence of the survey. Oliver Wyman had full editorial
control over the content of this report and has added additional research and analysis based on its
project experience.
The research confirms the discussions we hold with our clients. In the current environment, an
increasing number of banks are looking to drive down run and change costs. Outsourcing, particularly
of back-office Operations, is one of the levers being pursued for reducing costs, along with strategies
to automate and digitalise processes, and simplify technology architecture. In response to the demand,
providers continue to build and mature their offerings.
We hope that this report helps clarify the market’s attitude towards outsourcing strategies and helps
inform your strategic thinking.

BNP Paribas Securities Services

Oliver Wyman
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Post-crisis, banks have applied a set of strategic change levers to bring down costs. While these
levers have been able to significantly reduce the operating costs of banks, there is a need to bring
down costs even further. Banks are targeting a set of cost-reduction levers: these are either new
levers that have not been used before or else represent an expanding of the scope and ambition of
ones that have previously been employed. The outsourcing of Capital Markets post-trade processing
activities is one such cost lever (pure IT outsourcing and other strategic cost or efficiency levers were
not covered within the scope of the survey). Forty-five percent of the banks surveyed have already
outsourced some post-trade processing activities, and a further 38 percent would consider doing so.
Moreover, 69 percent of the banks that have already outsourced are satisfied with the outcomes
achieved. Most of these banks also believe that there is room to derive additional value from outsourcing.
However, banks perceive the current offerings for outsourced services as not mature enough to
realise their full potential. This is especially true in Europe, which has a complex, country-specific
processing model. This makes it difficult for the service provider to build an offering that can deliver
a standardised, consistent service.
The survey found that a majority of banks would like to outsource many of their back-office
Operations activities (such as reconciliations, settlements and confirmations), account setup
(including KYC/AML), and other value-added activities (such as reporting and reference data
management). Only a few banks are looking to outsource middle-office Operations activities (such as
trade enrichment and allocation), as these are considered too close to the front office to separate.
According to the survey, 50 percent of banks willing to outsource would currently consider using
processing-led BPO providers (providers that have business-process outsourcing expertise and
have acquired or built technology solutions over time). These players are perceived to have a deep
operational knowledge of processes. Software-led BPO and securities services providers are not far
behind. Most banks perceive that mutualised services have not reached the desired maturity and do
not currently see them as a viable option for an outsourcing provider.
There are two outsourcing models that banks can use to design their business architecture. The first
is a modular model where banks select a best-of-breed provider for each activity across multiple
asset classes. The second is a vertically integrated model with one provider performing a full stack of
activities (for example, back-office Operations activities) for an asset class. In the survey, we found
that 59 percent of banks want to build their target business architecture using a modular model,
while only 24 percent of banks want to use a single full-stack provider.
Ambitions for outsourcing are high: 55 percent of surveyed banks are seeking to reduce
in‑scope run costs by more than 20 percent by using outsourcing. The appetite for investment in
outsourcing varies significantly across banks and also depends on the scope of activities outsourced.
Nevertheless, 31 percent of surveyed banks are willing to invest more than EUR 50 million on
outsourcing. These banks believe that an outsourcing programme needs to re-engineer business
processes and simplify technology architecture to deliver an operating model to meet both current
and future demands.
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Investment banks have faced continual challenges since the financial crisis. These include:
• Stagnant revenues, with return on equity having been halved from 20 percent to 10 percent for

Global CIBs (based on Oliver Wyman analysis), continued market uncertainty, and increased capital
and funding constraints.

• The long tail of regulations, which will require investment in the coming years.
• The commoditisation of the post-trade value chain with fewer opportunities to differentiate

vis‑à‑vis competitors, especially in the flow business.

• An increasing need to deliver higher-quality services, delivered by rebuilt processes with the client

at the core.

• The regionalisation of the Capital Markets ecosystem, driven by regional (Europe, Asia-Pacific, and

Americas) and country-specific regulatory regimes.

• The emergence of new competitors, both FinTech providers and market infrastructure players.

Post-crisis, investment banks have applied a number of levers to improve the cost and efficiency of
their Operations and Technology functions. Some of the key levers include: offshoring/nearshoring,
technology-architecture simplification, end-to-end automation of business processes, and application
of lean techniques. However, even after these efforts the Technology and Operations operating model
needs to be overhauled to sustainably reduce costs.
Outsourcing (defined as utilising a third party or a mutualised service to provide core or non-core
services) is another change lever that banks have applied over the past three decades. Many institutions
have already successfully outsourced parts of their information technology (IT) function, beginning with
application development and maintenance and followed by infrastructure and IT Operations.
Significant economic benefits have been delivered by outsourcing such IT activities. However, the
outsourcing of Capital Markets Operations activities by banks (including the post-trade middle office
and back office) has been more limited. Many have chosen to outsource only their clearing and
custody activities. For example, clearing requires membership of CSDs in each market in which the
bank operates, which can be costly; by outsourcing the clearing function, banks are able to avoid
those costs. For other post-trade activities, the situation differs across banks. Over the past few
years, mutualised services have started to emerge, which allow banks to combine volumes and obtain
economies of scale.
Today, banks are posing a variety of questions about post-trade outsourcing. Is it a viable strategic option?
Which outsourcing approaches and models are best? Which activities will banks outsource in the future?
What are the concerns? What is their perception of outsourcing providers? What savings can banks expect
save from outsourcing? Do public policy and social impacts affect further moves towards outsourcing? What
are the next steps for the industry to realise the full potential of outsourcing?
This report aims to answer these questions. It is based on a survey of approximately 40 Investment Banking
Operations executives (including the roles of Head of Operations, COO of Markets, Head of Change, and
Head of Strategy) from 32 banks (22 from EMEA, five from APAC, and five from Americas). The survey was
conducted primarily through a series of interviews using a structured set of questions. The scope of the
survey was post‑trade Operations (middle office and back office), account setup (including KYC and client
reference data), and value-added services (such as reporting and data management). Pure IT outsourcing
was excluded from the survey.
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In this section, we analyse the prevalence of outsourcing of post-trade activities, which activities
banks have typically outsourced, and how satisfied they are with the outcome.
CURRENT LEVEL OF OPERATIONS OUTSOURCING
More than 45 percent of the banks surveyed currently outsource one or more Operations activities.
(See Exhibit 1.) (Note: Custody activity was not included within the scope of the survey.) And banks
believe that there is significant value still to be derived from outsourcing.
Exhibit 1: Assessment of post-trade Operations outsourcing
Current state

Plans for future

% of surveyed banks Rationale

No further plans
(expansion or
changing provider)

45%

of surveyed
banks currently
outsource posttrade Operations
activities

• Future plan focuses on
automation (e.g., Robotics
Process Automation), Artificial
intelligence/machine learning, etc.

17%
Plans to expand
scope, change
provider(s) or drive
more value

• Looking for the next wave of
outsourcing opportunity
(e.g., mutualise volumes)

28%

Plan to retract due
to dissatisfaction

• Believe that outsourcing is
inevitable given the standardisation
of post-trade processing
• NA

0%

55%

of surveyed
banks have not
outsourced
any post-trade
Operations
activity yet

Currently using
captive off-shoring/
nearshoring
17%
Can outsource if
mature solution is
available

• Built large captive off-shore or
nearshore centre to drive cost
savings – the centre is performing
well after initial productivity
challenges

• In the past, perceived that
providers could not meet
their needs so refrained
from outsourcing

38%
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The survey also analysed the percentage of banks that have already outsourced, by the size of their
Operations team and by region. (See Exhibit 2.) According to survey results, a greater percentage of
very large banks (those with more than 5,000 FTEs in Operations) and small banks (those with less
than 300 FTEs in Operations) have outsourced their post-trade activities, as compared to mediumto-large banks. Banks farthest ahead in outsourcing Operations are in the Americas, as compared to
Europe and Asia-Pacific.
Exhibit 2: Banks that have already outsourced one or more activities
Outsourcing level by bank size

Outsourcing level by region(1)

% of surveyed banks

% of surveyed banks

5,000-8,000 FTEs
in Ops
1,000-5,000 FTEs
in Ops

75%

Americas

45%

29%
EMEA

300-1,000 FTEs
in Ops
<300 FTEs
in Ops

33%

33%
Asia-Paciﬁc

50%

26%

(1) Region where trades are booked and settled

ACTIVITIES AND ASSET CLASSES OUTSOURCED BY BANKS
When banks outsource middle-office and back-office Operations activities, the majority typically have
tended to outsource more than one activity, excluding clearing and custody services. (See Exhibit 3.)
Exhibit 3: Number of in-scope
activities outsourced

Exhibit 4: Number of providers used
for outsourcing

% of surveyed banks currently outsourcing

% of surveyed banks currently outsourcing
100

15%
1 activity

54%
>5 activities

Only 1 provider

0%

2-4 providers

86%

>4 providers

14%

31%
2-5 activities

17%

50%

33%

More than 300
FTEs in Ops

12
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According to the survey, the number of providers that banks rely on differs by bank size: 100 percent
of the medium-to-large banks surveyed (those with more than 300 FTEs in Operations) use two or
more providers for post-trade processing, while among the smaller banks (those with fewer than 300
FTEs in Operations), that figure was 83 percent (while 17 percent relied on a single provider). (See
Exhibit 4.) This suggests that a single outsourcing provider is unlikely to be able to address the posttrade processing needs across products or regions for larger (and possibly more complex) banks.

“We see no competitive differentiation across post-trade
processing. Outsourcing helps us gain flexibility, reduces
time to market, and provides us external know-how”
Head of Change, EU Investment Bank

Securities and listed derivatives have seen the initial thrust of outsourcing, however the results
suggest FX and OTC asset classes are catching up. (See Exhibit 5.) There are two categories of banks
that have emerged when reviewing the outsourced asset classes:
• L
 arge banks tend to select one or two asset classes and outsource the entire post-trade value
chain (sometimes only the back office, but other times the middle office, too). In many cases, these
large banks have started with securities and listed derivatives.
• S
 mall- to medium-sized banks prefer outsourcing specific activities across multiple asset classes.
For those banks, the goal is to standardise processes across asset classes and to allow them to
develop a modular architecture whereby best-of-breed providers can be selected. (See Market
trends section.)
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Exhibit 5: Current state of outsourced activities and asset classes
% of surveyed banks currently outsourcing
By asset class

OTC

By activity

27%

KYC/AML

Account setup
(e.g. KYC/AML)

Middleoffice

Trade enrichment
and allocation

Matching

Backoffice
FX

17%

Comments
• Limited degree of outsourcing as the
utilities are not fully mature yet

7%
10%
23%

Confirmation

30%

Corporate actions/
Asset servicing

30%

Settlement (incl.
accounting entries)

Listed
derivatives

33%

33%

Reconciliations
(incl. SSIs)

20%

Collateral
management

20%

Valuation

33%

Other

Record keeping/
data management
Reporting
(e.g. regulatory
and analytics)

• Considered to be commodity
activities by most banks, with
the largest degree of outsourcing
currently
• Clearing and custody services
typically the starting point for many
banks for outsourcing

23%
30%

Clearing services

Securities

• Some banks consider Middle-office
activities closer to the client or
Front‑office

20%
23%

• Some tasks within these
activities are typically outsourced
(e.g., reference data)

Further, based on the survey, we observe four key trends across currently outsourced activities:
• F
 or KYC/AML, banks have limited outsourcing today. However, most banks acknowledge that
provider solutions are rapidly being established.
• F
 or middle-office activities, some banks find it difficult to segregate tasks from the front office.
Other banks consider these activities to be close to the client or some parts of those activities
have already been automated (such as trade enrichment); hence, outsourcing is not seen as likely
to deliver significant additional benefits.
• B
 ack-office activities have the highest level of outsourcing among all activities included in
the survey.
• O
 ther activities (such as data management and regulatory reporting) have some tasks that have
been tactically outsourced (for example, reference data sourcing and clean-up).

14
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LEVEL OF SATISFACTION WITH CURRENT OUTSOURCING
Most banks that have outsourced appear to be at least moderately satisfied with the outcomes
achieved. (See Exhibit 6.) That said, many had higher expectations from outsourcing, which were not
completely fulfilled. Banks still believe that these expectations can be met in the future, provided
suppliers can offer a mature solution (defined as being proven over the last few years, utilised by
multiple institutions, and covering a broad scope of asset classes, activities, and regions).
Exhibit 6: Satisfaction level among banks that have outsourced Operations activities
% of surveyed banks currently outsourcing
Dimensions to assess satisfaction
Overall satisfaction with outsourcing outcomes
15%

54%

31%

0%

Highly
Satisﬁed

Moderately
Satisﬁed

Indiﬀerent

Dissatisﬁed

17% 33%

33%

Europe

AsiaPaciﬁc

67%

33%

Highly satisﬁed

100%

Geographic reach

100%
92%

Product reach

Satisfaction levels with outsourcing outcomes by region(1)
17%

Quality of service oﬀered

20%

40%
Americas

40%

Moderately satisﬁed

Pricing

83%

Cost savings 33%

83%

Processing hub location

83%

Quality of technology oﬀered

80%
Satisﬁed

Indiﬀerent

(1) Based on the region where the trades are booked and settled

A common complaint from banks is that providers have not invested in continuous improvement and
have not evolved technology and processes beyond making changes to meet regulatory requirements;
as a result, banks believe there is significant room to derive more value from outsourcing. The contract
with the provider typically does not cover a commitment on future investments or improvements
through digital levers (such as AI/machine learning). Banks have also had to strengthen internal control
and oversight functions for the outsourced activities, which has eroded cost savings.
The survey also assessed the transition process for outsourcing, finding that banks’ satisfaction with
the transition process is slightly lower than their level of satisfaction with the outcomes. Like most
other large transformations, banks felt that the transition took longer or was more complex than
expected. A few banks blamed their own internal processes, which were thought to be overly complex
and bureaucratic.
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In this section, we analyse the survey results to understand the drivers of outsourcing and the
activities that banks are looking to outsource in the coming years.
DRIVING EFFICIENCY THROUGH OUTSOURCING AND OTHER LEVERS
Based on Oliver Wyman’s experience, banks are adopting cost and efficiency levers, including
outsourcing, across three waves. During the first wave, banks outsourced selected activities to deliver
short-term savings or build up capacity. In the second wave, banks strategically outsourced a broad set
of activities to one or more vendors to structurally change the business architecture. In the third wave,
we observe a drive towards mutualisation of infrastructure across multiple banks. (See Exhibit 7.)
Exhibit 7: Three waves for adoption of outsourcing
Wave 3
Mutualised services
Wave 2
Strategic levers
Wave 1
Tactical levers

• Technology outsourcing

Outsourcing

Other levers

•S
 elect outsourcing of
business processes

• Outsourcing of multiple
activities/asset classes to
one or more providers

• Captive

off-shoring and
nearshoring

• Process digitisation and
automation

• Modular, API-based solutions

• Lean


• Robotics Process Automation,
Artificial Intelligence/machine
learning

• Data analytics

• Simplification

of architecture

• Asset monetisation

• Mutualisation of volumes
with other banks
• Other mutualised service models

• Cloud

We believe that most banks are currently in waves 1 and 2. Wave 2 is not over yet – there is significant
value still to be derived from traditional one-to-one outsourcing. The one-to-one outsourcing model
could be extended so that more than one bank would share the same processes and technology
infrastructure. Given bespoke post-trade ecosystems within certain regions, we may also see
mutualisation on a regional axis.
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DRIVERS FOR OUTSOURCING
Although less than half of the surveyed banks have already outsourced one or more activities, the
percentage rises to 83 percent when banks planning to outsource are added. (See Exhibit 8.)
Using the survey results, we analysed the key drivers for outsourcing, and the reasons why some banks
have not outsourced. Not surprisingly, the key driver for outsourcing continues to be cost savings
(which includes both run cost and change cost, together with IT and regulatory change). Other reasons
for outsourcing included:
• Improved time to market, specifically if the bank is looking to expand into new markets.
• Perceived reduction of capital costs.
• Conversion of fixed cost to variable cost to better manage volume fluctuation.

Exhibit 8: Key drivers for post-trade outsourcing
% of surveyed banks

Key drivers for outsourcing(1)
79% 100%

Cost reduction
Mitigate investments
(incl. IT)

52%

Focus on core strategy

83%

Have already outsourced or are
planning to outsource activities

Cost reduction from
regulatory changes

34%
28%

Mitigate operational risk 10%

59%

Prefer best of breed providers
for individual activities and/or
asset classes
(2)

24%
80%

Prefer outsourcing the entire
post-trade processing value
chain(3) (for one or more
asset classes)

(1) Survey participant could select multiple options
(2) Choose the best provider for each activity and asset class, enabled via a modular architecture
(3) Deliver Front-to-Back synergies

18
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“The bank has a digital strategy that is driving business
simplification, efficiency, and digitalisation – outsourcing
is a key lever for efficiency”
Head of Markets Operations, Regional European Bank

The small proportion of banks that are not planning to outsource cite the following reasons:
insufficient scale for low-volume players, loss of control over both regulatory changes and essential
day-to-day operations, and lack of internal readiness due to complex IT landscapes. However, banks
view the limited maturity of services currently offered in the market as the main limitation to the
outsourcing of activities.
In the survey, we assessed the future business architecture that banks are looking to create with
outsourcing. (See Exhibit 8.) One option is for banks to outsource specific post-trade activities across
asset classes to best-of-breed providers. The other option is to outsource many or all back-office
Operations activities to the same provider, thereby reducing potential process and/or technology
fragmentation. We found that a significant majority of the participants (59 percent) are seeking bestof-breed business architectures for outsourcing. The key reasons cited were the provider’s perceived
inability to support all activities and concentration risk. Another 24 percent are looking to outsource
the entire back-office value chain to a provider. We did not find any correlation between the size of
the Operations function and the bank’s business architecture option.
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OUTSOURCING IN THE NEXT THREE TO FIVE YEARS
As seen in the previous section, outsourcing of post-trade processing started with securities. Listed
derivatives were next. Now, banks wish to go beyond asset-class boundaries. (See Exhibit 9.) Except
for middle-office activities (such as trade enrichment and allocation), banks are looking to expand the
scope of outsourcing to all activities (including reporting and recordkeeping) for all asset classes.
Exhibit 9: Outsourcing ambition in the next three to five years
% of surveyed banks
By asset class

OTC

52%

Frontoffice

Account setup
(e.g. KYC/AML)

Middleoffice

Trade enrichment
and allocation

Matching

Backoffice
FX

OW estimates on market
size in Europe(1) (EUR)

By activity

14%

~0.05 BN
31%
52%

Confirmation

Corporate actions/
asset servicing

55%

Settlement (incl.
accounting entries)

45%
41%

Reconciliations
(incl. SSIs)

Listed
derivatives

Securities

59%

66%

Other

~0.1 BN

38%

55%

Valuation

34%

Collateral
management

34%

Clearing services

41%

Record keeping/
data management

41%

Reporting
(e.g. regulatory
and analytics)

0.5-0.7 BN

0.2-0.4 BN
0.1-0.2 BN

0.3-0.4 BN
34%

(1) Potential size of outsourcing opportunity (market size for strategic sourcing in Europe)

Based on project experience, Oliver Wyman estimates the overall size of the post-trade operations
outsourcing market opportunity in Europe (excluding custody) that will be realised over the next five
to 10 years is in the range of EUR 1.1 billion to EUR 1.8 billion. A significant proportion of this will be
realised through traditional, but more mature, one-to-one outsourcing models. Evolving partnership
models (for example, mutualisation with one or more banks) will further claim a portion.

20
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Several other insights were gained on the activities and asset classes that banks are looking to
outsource in the future:
• Account setup (including aspects of the KYC/AML process): Some banks are actively involved in

moving these to a mutualised service. Banks are looking to acquire customer reference data and
documentation from a KYC vendor, while keeping KYC decision making internal. Some banks are
more cautious and do not consider any task within KYC/AML as appropriate for outsourcing.

• Middle-office Operations: According to the survey, these activities are least likely to be

outsourced. Many banks consider these activities to be too close to the client or the front office
to outsource.

• Back-office Operations: Banks have a strong predisposition to outsource back-office activities

(clearing, reconciliations, settlements, corporate actions/asset servicing, and confirmations) across
all asset classes.

• Other services (record keeping/data management and reporting): Reference data management is

another attractive area for outsourcing. The provider can source, scrub, normalise, consolidate,
and distribute reference data across various regions and markets. Banks are seeking providers
increasingly for standard reports (such as regulatory reports), although the banks will perform the
last-mile quality assurance.

• There are interesting regional dynamics at play. Banks have outsourced significantly more post-

trade Operations activities for trades that are booked and settled in US. This is largely driven by
the provider landscape in the US. Some South American regions (for example, Brazil) have specific
regulatory and central bank requirements for settlement and clearing. This can require bespoke
solutions and specific expertise that only local vendors are able to fulfil. Similarly, outsourcing in
Africa requires banks to obtain regulatory approval in each country, which can be unduly onerous
for the scale of the business involved. A number of other regulators require sensitive data to be
retained onshore, limiting the possible locations of outsourcing activity for banks operating in
those countries.

We believe that the increasing standardisation of business processes (sometimes driven by regulatory
requirements) will become a key enabler for outsourcing in the future. For example, central
counterparty (CCP) clearing of OTC derivatives is aimed at reducing risk in the system and building
greater transparency, but it will also allow back-office processes to become more standardised.
Similarly, Target2Securities (T2S) initiative will lead to harmonised securities settlement across
the Eurozone.
Further, we surveyed the importance of transferring staff to the provider in determining the viability
of outsourcing. The results revealed that around 75 percent of banks find such staff transfers to be a
critical consideration. Some countries/regions have stringent labour laws, which make the business
case unattractive. Banks have “undocumented” know-how and knowledge that they are concerned
about losing if staff are not transferred. This is regarded as a business continuity challenge.
Nevertheless, the other 25 percent of respondents believe that banks should not force staff transfer
onto the provider and allow them to choose the staff model. Many banks have significant offshoring
experience where they tackled a similar problem and feel that beyond labour constraint, other
challenges can be managed.
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In this section, we cover the key concerns with outsourcing and discuss the measures being used to
address those concerns.
While a large number of banks are looking to outsource post-trade activities in the future, a number of
concerns remain. (See Exhibit 10.) Some of these concerns can be addressed internally, while some are
beyond the bank’s control.
The loss of control and the risk of not achieving cost savings are the two main internal concerns. In
addition, HR constraints, implementation, and transition are also relevant for the business case. In the
past, banks have experienced implementation delays and/or higher investment needs than anticipated.
Exhibit 10: Perceived concerns about outsourcing
% of surveyed banks(1)
72%

Maturity of the oﬀering
50%

Loss of control over activities
Limited evolution of oﬀering

45%

Risk of missing savings ambition

45%

Long term provider viability

45%

Contractual issues and pricing

25%

HR considerations

25%

Implementation and transition

25%
10%

Regulatory approvals
Internal readiness (e.g. IT) 3%
(1) Survey participant could select multiple options

“We have built an extremely efficient captive offshore centre.
Can outsourcing deliver greater value for us?”
COO of Markets, Tier-1 Universal Bank
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Banks’ external concerns focus on the maturity and quality of provider’s offerings, especially the
ability to encapsulate and prioritise new requirements. Given the long-term nature of outsourcing
engagements, banks are also concerned about the viability of the provider (such as a takeover by a
private-equity fund or competitor, bankruptcy) and fair market practices.
Contractual and pricing issues are also a concern. Banks worry about being locked into unfavourable
exit clauses. Outsourcing contracts are typically multiyear contracts: Forecasting volume change is
always a challenge, making pricing a difficult exercise. There are also concerns over a bank’s ability
to return to the pre-outsourcing state, if outsourcing does not go as planned. Furthermore, banks
are concerned that getting the required regulatory approvals may be unduly onerous particularly in
smaller jurisdictions.
Several measures have been successfully applied to address some of these concerns:
• R
 obust process documentation: Several banks whose experience with outsourcing has been
positive believe that a thorough, end-to-end documentation of business processes, key exceptions,
and rationale for the exceptions can significantly help alleviate the concern of knowledge loss.
• P
 rocurement 2.0: A robust procurement capability that can manage the vendor as a service
provider, using measurable KPIs, goes a long way towards ensuring that the value from
outsourcing is realised. In addition, banks need to build a fit-for-purpose contract that aligns the
strategic need for outsourcing with the expectations from the provider.
• F
 irst-to-provide requirements: If a bank is the first to work with the provider on a new requirement
(such as for a regulation), there is a higher likelihood that the solution will be tailored to the needs
of the bank. While the size of the institution and importance of the bank for the provider clearly
plays a role, being a trailblazer has its advantages.
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In this section, we cover banks’ perception of the maturity of providers’ solutions, their preference
for a provider type, and the key factors for choosing a provider. The analysis below is based on
the opinion of the survey participants who are either already partnering with, or are in discussions
with providers.
We have grouped the providers into four categories: processing-led BPO providers, software-led BPO
providers, securities-services providers, and industry consortiums/partnerships with other banks/
mutualised services. (See Exhibit 11.) While there is no dominant model as of yet, there are many
different opinions among banks on the providers’ perceived levels of maturity and their preference for
the type of provider they are likely to use.
Exhibit 11: Type of outsourcing providers considered by banks
% of surveyed banks planning to outsource in the future(1)
<300
FTEs in Ops

Processing-led BPO

Software-led BPO

Securities services provider

Mutualising with another institution/
industry consortium
(1) Survey participant could select multiple options

300-1,000
FTEs in Ops

1,000-5,000
FTEs in Ops

5,000-8,000
FTEs in Ops

50%

42%

38%

33%

Size of the bubble is proportional to % of banks selecting the provider type

The survey shows that banks currently have a marginal preference for processing-led BPOs when
outsourcing their operations. They feel that providers in this category have a substantially better
understanding of operations processes. Some banks also felt that their approach to outsourcing is
more industrialised, and they can enable banks in migrating to a more standardised set of processes.
Even though technology is important, most banks feel that detailed knowledge and knowhow of the
operations processes is a key success factor particularly in achieving remediation of issues.
Next comes software-led BPO, securities-services providers, and mutualised-services consortiums.
In the US, software-led BPO providers have become the perceived provider of choice. In other
markets, banks recognise that some providers are building capabilities; however, these still do not
match banks’ expectations.
In the survey, the banks perceived securities-services providers as having the best understanding
of banks’ needs. Securities-services providers also have banking licenses and are able to potentially
provide integrated offerings with custody services. However securities-services providers are less
frequently considered by the banks for other post-trade activities, especially when the scope is global
and multiple asset classes need to be covered. There is also a more fundamental concern that some
banks have about outsourcing to an entity of a competitor: specifically, how they deal with conflicts of
interest, how client data is treated, and what would be the client’s say in prioritising changes.
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The concept of mutualising services has existed for years. The consensus opinion, however, is that
these services are not yet sufficiently mature across the scope of post-trade Operations activities.
Banks, however, see these offerings as maturing in the future – mutualisation of volumes and
obtaining economies of scale will be critical to generate additional savings for banks. Some banks
have begun investigating the idea of working with others to mutualise volumes for one or more
asset classes and share the entire back-office value chain. The advantages of mutualisation are clear:
Technology investments can be shared, market standards can be built better together, and capabilities
and trade volumes can be mutualised to obtain scale advantages.

“While we have a view on the providers based on the past
experience, we do not care about the type of provider. Any
provider that can meet our needs is a potential partner for us”
Head of Vendor Management, Global Universal Bank

A few banks that have outsourced have selected a supplier that acquired both the bank’s technology
and people (IT and operations, through a transfer of personnel). The provider committed to leveraging
it as a core component of their future service architecture to be shared with other future clients.
These banks were thus able to monetise their assets, while limiting the transitional risk and costs.
So, while mutualised services are emerging, the majority of banks continue to prefer a one-to-one
outsourcing model. There is an expectation that providers can deliver some mutualisation benefits
over time (such as using the same stack for more than one bank), perhaps utilising the assets that the
provider acquires from a bank. Even once they become established, mutualised services are unlikely
to cover the entire post-trade value chain in the medium term. The provider market is likely to remain
fragmented, with multiple providers competing for the same business: niche regional providers,
providers that cover specific activities (such as KYC data acquisition), and providers that cover the
back-office value chain for an asset class. There is unlikely to be a model where one provider would fit
the needs of the many banks in Europe, regardless of size.

“We participated in many mutualisation discussions. But none
of them became real”
Head of Markets Operations, Tier-1 Universal Bank
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While there is no clear preference on a specific type of provider, banks do have a clear idea about
what key factors to look for when choosing an outsourcing provider. (See Exhibit 12.) Most important
is the quality of operations processes and services provided. Second is price, which ensures the
viability of the business case. Next is the quality of the technology solution, which is central, given
the importance of technology in driving efficiency and automation. Here, banks are not only looking
for a solution that can provide a high degree of standardisation, but are also looking for technology
solutions with smart automation (such as AI/machine learning) that can provide the next level
of efficiency. Finally, the reputation and track record of the provider is important, given the past
experience where banks have not realised the expected benefits. Banks believe they will need to
demonstrate the provider’s capability to the board to obtain funding. In fact, some procurement
guidelines require that they select a provider of a certain size for strategic outsourcing.
Exhibit 12: Key factors for choosing a provider
% of banks planning to outsource in the future(1)
Quality of operations

81%

Price

74%

Quality of technology solution

67%

Reputation/track record

56%

Oﬀering scope: geographies

30%

Provider’s long term business viability

30%

Oﬀering scope: asset classes

15%

Processing location

15%

Integrating post-trade processing with custody 4%
Type of provider 4%
(1) Survey participant could select multiple options

Several other factors are important. These include the client segments that the provider is able to
serve (as they move to interbank flows), demonstration of the long-term viability of a provider’s
business, and coverage across multiple geographies.
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Exhibit 13: Preference of provider’s location by bank headquarters location
% of surveyed banks planning to outsource in the future(1)
0%
Same country as the bank

29%

35%

17%

25%
50%
25%

Diﬀerent country, but
same continent

33%

Low-cost location

17%

Provider’s location does
not matter

41%

12%
21%
Global

50%

50%
33%

12%
Europe

50%
0%

0%
Asia-Paciﬁc

Americas

(1) Based on the region where the bank is headquartered

In terms of a provider’s location, banks are looking for global offerings with local expertise. While most
banks realise that delivering cost savings is difficult if the provider is not in a low-cost location, they
do want a small onshore team for client management. Interestingly, 76 percent of European banks
seek providers that have their Operations workforce located in either the same country as the bank
or within a European Union (EU) member state. (See Exhibit 13.) There is a perception that the cost
efficiency in some EU member states is comparable to traditional offshoring centres such as India.
Separately, some banks in specific countries such as Japan have a strong preference for providers to
be based in the same country to ensure homogeneity of client service culture, for example.
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In this section, we review survey results on the business case for outsourcing, the perceived savings
and how banks are planning to approach outsourcing.
Banks can choose from different outsourcing approaches for business process outsourcing (BPO) and
Information Technology outsourcing (ITO):
1. BPO only: Outsourcing business processes to a provider while retaining technology.
2.	BPO & ITO on bank’s platform: Outsourcing business processes to a provider that will utilise
the bank’s technology.
3.	BPO & ITO on provider’s platform: Outsourcing business processes to a provider that will select
and utilise their own standardised processes and technology.
4.	Starting by BPO & ITO on the bank’s platform before moving to BPO & ITO on the
provider’s platform
Some 86 percent of the banks that are looking to outsource in the future indicated that they would
move to the provider platform either directly or after first experiencing how the provider operates
on its own platform. (See Exhibit 14.) Half of the banks are looking to move to the provider platform
directly, the advantage being that it avoids the cost of having to own and maintain the technology.
Some banks, however, are uncomfortable with transitioning to the provider’s platform, preferring
instead to first experience how the provider operates on its own platform. In either case, banks are
looking to put the onus of any future technology upgrades on the provider while benefiting from its
standardised platform.
Exhibit 14: Preferred approach to outsourcing
% of surveyed banks planning to outsource in the future

50%
36%

5%
BPO only

9%
BPO and ITO
on bank’s
platform

BPO and IT
on provider’s
platform

BPO and ITO
on bank’s platform
ﬁrst, then moving
to the provider
platform
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“The ideal scenario is to move directly to the provider
platform and avoid a costly transition process”
Global Head of Operations, US Investment Bank

We also surveyed the banks’ preferred pricing models. (See Exhibit 15.) Currently, most banks have
a fixed-price model with their providers. This arrangement is static in nature, based largely on a
perception at the time of signing the contract – it provides no context for accurately comparing the
costs before outsourcing, to the costs afterwards.
In general, banks have not yet landed on the ideal pricing model for outsourcing. Many are looking
for a mixed model in which some fees are fixed and some are variable (for example, per transaction
or based on volume). However, a number of banks lack the requisite level of internal transparency to
effectively use a cost-per-transaction model when comparing costs of processing in-house vs. cost of
processing with the provider. Recently, some banks have begun adopting outcome-based models in
which there are incentives to the provider for delivering specified outcomes for the bank (for example
achieving a certain percentage of cost savings within two years).
Exhibit 15: Preferred pricing model
% of banks planning to outsource in the future
7% Outcome based
14% Volume-tier based
57%
Other/A mix of
ﬁxed and
variable price

Pricing
model

17% Cost per transaction

10% Fixed price

FINANCIAL BUSINESS CASE AND TIMELINE
When outsourcing specific activities, the survey results suggest that banks expect an average
implementation duration (defined as the time taken from the contract being signed to when the first
phase of implementation is complete) of one to two years. (See Exhibit 16.) Banks looking to outsource
the entire value chain believe outsourcing is a transformation programme, where standardisation
and optimisation opportunities in processes and technology need to be addressed (versus a “lift and
shift,” which can be completed faster but does not provide the requisite benefits). A few banks expect
implementation to take less than a year, particularly in cases where they will continue to use in-house
technology platforms.

34

POST-TRADE PROCESSING – INVESTMENT BANKS RETHINK THIRD-PARTY STRATEGIES

06. Business case

Exhibit 16: Expected timeline, investment and annual savings
% of surveyed banks planning to outsource in the future
Expected investment in EUR

Expected timeline

17%

<1 year

34%
<10m

?

1-2 years

45%

>2 years

14%

Don’t know

24%

3%

21%

11%

31%

50-100m

>100m

Don’t know

10-50m

Expected run-rate savings in %

7% 14%

31%

24%

24%

<10% 10-20%

20-30%

>30%

Don’t know

In the past, banks have turned to outsourcing for short-term cost savings to address cost pressures
present at that time. Most banks that did so realised that further cost savings were hard to come by, as
the investment did not focus on longer-term optimisation opportunities.
With regards to the investment needed for outsourcing, there are two categories of banks that have
emerged from the survey. The first category includes banks that are limited in terms of investment
(less than EUR 10 million), given capital constraints and expected budget over the next two to three
years. For these banks, the scope of the outsourcing perimeter and the solution needs to be designed
within these constraints. The other category includes those banks that are looking to invest in
outsourcing as a strategic long-term lever for efficiency and productivity. These banks run outsourcing
as a business-and-operating model transformation, where processes and technology architecture is
re-designed to be simpler.

“If you don’t invest enough, you will just be replacing fixed
costs by some other fixed costs, with no long-term benefits”
Head of Change, Regional Investment Bank

The expectations for such investments are mirrored in the savings expectation. A quarter of banks
have no concrete expectations yet, as they are still working on the business cases. Of the remaining
banks, a majority is looking to obtain 20 percent to 30 percent savings, while a sizable proportion
of banks are aiming for more than 30 percent savings. Those banks that expect less than 10 percent
in savings typically have already implemented structural cost-saving measures and believe that the
value from outsourcing will be tactical. The cost savings are impacted (and reduced) by a need for
robust control and an oversight function to manage the outsourced processes, in addition to the
procurement team.
Like any investment, risk-return economics are at play in outsourcing. The bank’s investment appetite
and scope of outsourcing (region, activity and asset classes) also play a role. Additionally, there is a
realisation that the benefits of outsourcing go beyond cost savings – outsourcing can potentially allow
a business to expand in a region where the bank does not have experience. Equally, it can gain from a
provider’s experience on state-of-the-art technology and processes.
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While we observe a persistent demand for outsourcing from many banks as they have an imperative to
reduce costs, most banks still have unmet demand. In parallel, they are exploring other cost-reduction
levers, including offshoring, automation, and process re-engineering.
A key enabler for outsourcing is the increasing commoditisation and standardisation of post-trade
activities, sometimes driven by regulatory requirements. The demand is not limited to a specific
asset class – the survey results indicate that banks are looking to outsource OTC products in the
future. Across the post-trade value chain, back-office activities are perceived to be the most suited
for outsourcing.
Currently, the biggest challenge to outsourcing is the perceived availability of mature offerings
and solutions that banks can utilise. The provider landscape for US operations is more mature;
consequently, more banks have outsourced their US operations. In Europe, providers are faced with
a heterogeneous post-trade ecosystem across markets. Banks believe that there is a significant scope
for providers to improve the maturity of these solutions.
The traditional model of outsourcing where a bank outsources to a vendor (instead of mutualising
services) continues to be attractive to banks. It is a proven model that many banks are already utilising.
In some cases, providers have used a “buy and leaseback” option, first acquiring the assets from a bank
and servicing the bank aiming to on-board more banks on the same infrastructure.
Most banks are looking to create a modular business architecture comprised of multiple (if needed)
best-of-breed provider solutions, with standard solutions across asset classes, which would drive
horizontal consolidation across the industry. Very large banks that have outsourced the entire
post‑trade processing value chain will first look to first derive the full value from their existing
outsourcing arrangements.
Currently, processing-led BPO providers are marginally more likely to be considered for outsourcing
than other providers. Also, most European banks seek providers whose Operations FTEs are in Europe.
In conclusion, while outsourcing evokes mixed feelings among banks that have already outsourced or
have tried outsourcing, the demand still remains from most banks, and the provider market continues
to rapidly evolve. The next few years may see deepening collaboration and partnership across the
market participants.
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Glossary

Term

Meaning in the context of this report

AI	Artificial Intelligence
Best of breed providers	Providers that offer best-in-class solutions and services for
a particular activity
BPO

Business Process Outsourcing

ITO

Information Technology Outsourcing

Industry consortium

Association of banks coming together to build a common solution

Mutualised services	A solution/service that utilises the same infrastructure and solution
for multiple banks
Outsourcing	Using a third party or a mutualised service to provide some core or
non-core services
Processing-Led BPOs	Outsourcing providers that built their offering based on business
process outsourcing
Software-Led BPOs	Outsourcing providers that built their offering based on a software/
technology platform
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