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Build, buy or
outsource?
Changing business models, rising volumes and a focus on cost
reduction have shifted the ‘build versus buy’ debate into a new
phase

Tony White, managing director, Wall Street
Systems

The build versus buy debate has moved
to a new phase, says Tony White, managing director, Wall Street Systems. “Twenty
years ago, banks started to debate the
merits of building IT systems and infrastructures in-house versus buying-in
packages. Today that debate has moved
on and what we are now seeing are discussions around build versus buy versus
outsource/subscribe.”
This shift in focus has been driven by
a number of factors, including the technology itself, people and cost reduction
efforts. However, there is no ‘one size fits
all’ solution; each financial institution has
a different business case and increasingly, says Mr White, some banks are opting for a mix and match solution, building
some elements in-house and buying
some from vendors.

PROVIDING CHOICE
Advances in technology have aided
decisions to buy-in packages or move to
an outsourcing model. When most banks
built in-house there were very few packaged solutions available, says Mr White.
This lack of choice, combined with many
bespoke practices at financial institutions
made building in-house the most appropriate choice.
Today, there is much more choice in
terms of technology solutions and providers, including packaged solutions and
the software-as-a-service (SaaS) model
that enables financial institutions to subscribe to a solution without purchasing it.
These approaches also have been made
more viable as standardised practices
have taken hold in many areas of the FX
and cash business. “More packages are
being sold because more aspects of the
business are being standardised,” says
Mr White. “Generally, FX trade processing is now mostly commoditised with

nearly universal acceptance that there
are no differentiators in the trade processing part of the business as it is primarily about cost and efficiency.”

MEETING BUSINESS NEEDS
The make-up of IT departments has also
changed dramatically in the past 20
years. Mr White argues that IT departments are now run by business managers, rather than technology managers.
As a result there is less of a tendency
to build empires and more focus on
delivering solutions that meet commercial and business needs. Whereas a
decade ago during the dotcom boom
IT departments were populated with
programmers keen to develop cutting
edge technology, Mr White says now IT
departments are more attuned to the
need for systems that work 24 hours a
day, are scalable and proven to work.
“IT managers want solutions that are
proven, with good service organisations
behind them that have strong balance
sheets. These people need to sleep at
night like the rest of us and it has to be
remembered that the capital markets
are quite conservative – cutting edge
technology isn’t always appropriate.”
Mr White says most IT managers now
understand the build versus buy debate –
they are very practical and are aware that
unless there is a competitive advantage,
solutions can be sourced from vendors.
Where a perceived competitive
advantage exists, firms will develop inhouse but often with elements of commercial solutions. Mr White says the large
tier one financial institutions generally
remain wedded to the in-house build
concept. For example, they see areas
such as e-commerce, pricing and algorithmic trading as real differentiators and
have focused their research and develop-
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“AS FINANCIAL INSTITUTIONS CONTINUE TO
FOCUS ON COST, OUTSOURCING PROVIDES
A VERY PREDICTABLE COST BASIS”
ment capacities into these fields. These
components, says Mr White, are not
offered or well served by traditional trade
processing applications.
Tier two firms are more likely to buyin packages and customise any additional aspects they require. Tier three
firms are looking to leap straight into
the SaaS model.

SHIFTING TO IN-HOUSE
Cost reduction is also contributing to the
shift from in-house development. “IT is
one area where you can make a material
impact on costs,” says Mr White. “The
economies of buying off the shelf or outsourcing are self-explanatory when compared to the cost of developing software
in-house. The return on investment is far
superior when buying-in a package –
firms should expect to see a return after
two years.”
In FX markets around 90% of processes are electronic – essential in a
business that transacts deals worth
$4,000bn per day. “The FX market is
largely commoditised – the way people
deal with forward rate agreements,
FX over-the-counter deals is the same
around the world. There are high levels of
efficiency, which makes it more possible
to buy-in solutions or outsource because
efficiency is no longer a differentiator.”
The shift from build to buy is best
demonstrated in the area of FX settlement. When continuous linked settlement
(CLS) was launched in 2002, a majority
of financial institutions bought software
packages (initially three main offerings
were available) to enable them to use the
multi-currency cash settlement system.
Some institutions, says Mr White, chose
to build in-house. Less than a decade
later many of these systems are coming
up for replacement and the firms are generally looking to buy off-the-shelf packages. “This is being driven by a new
technology platform at CLS and other initiatives such as pre-netting. Those who
built in-house realise they cannot keep up
with these developments.”
Keeping up to date with market initiatives and technology advances are major

concerns for institutions that choose the
in-house route. “Many of these in-house
systems were developed on databases
and operating systems that are no longer
supported. The same goes for the hardware. But these systems are difficult to
turn off because they are wired into the
bank’s other systems and have many
bespoke processes around them.”
Cost reduction and new compliance
requirements mean that IT departments
have to “bite the bullet” and replace such
systems, says Mr White. “A big in-house
build can cost between e50 and E75m,
whereas a comparative package solution
may come in at an annual subscription of
R2m and a once-off implementation fee
of R3m from the vendor side. Very few
bank boards are willing to sign off on
such large capital expenditure projects
and I would argue that board members
are also more technology savvy – they will
ask whether or not it is more appropriate
to buy than to build.”

THE SHIFT TO OUTSOURCING
The move towards an outsourced model
is being led by tier three firms and new
entrants into the FX markets, says Mr
White. “We’ve seen an uptick in mid-tier
and regional banks signing for our
hosted utility, Wallstreet ESN. They are
led by some very smart people hired from
some of the biggest names in the industry, who are more interested in serving
their clients than in IT. They are happy to
sign up for a service and take a ‘pay as
you go’ approach to technology.” By outsourcing, these firms can come to the
market more quickly than those that build
in-house or those that buy in a package
and customise certain aspects of it.
Mr White says technology and commercial models have changed sufficiently
for firms to consider outsourcing. “Outsourcing usually involves a two-step
approach. Firms will start out with managed services where they run the software but a third party manages it. This
is a well-established approach and has
been very successful. The next phase is
a hosted approach where the third party
manages the solution and runs it.”

One of the reasons this is proving
more popular is that contracts now
include ‘step in rights’, where the financial institution can step in quickly and
take over at any time it feels it wants to.
This has given firms much more comfort
about the level of control they have over
processes and services. Additionally, the
companies offering outsourcing solutions
are subject to many of the same audit
and compliance requirements as financial institutions.
The build versus buy versus outsourcing model will be different for every
financial institution, says Mr White. “Economics can drive these decisions but not
always. Sometimes a financial institution
finds it difficult to retain IT staff, in other
cases an institution may want to come to
market very quickly. By outsourcing, they
can be up and running and offering a
new service within two months.”
Another significant advantage of
outsourcing is that it is based on an operational expense model, rather than a
capital expense one. Mr White says: “As
financial institutions continue to focus
on cost, outsourcing provides a very predictable cost basis. It is also very easy to
understand exactly what the solution is
costing the institution – there are no crosssubsidies from other areas as in the build
approach and no added costs of customisation experienced when buying in packages.” Systems replacement is no trivial
matter, says Mr White. However, there is a
level of maturity and common sense in the
market and decisions around IT sourcing
are now based on a greater understanding of the benefits of each model and
what it can bring to the institution.
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