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About this paper

Firms from within WatersTechnology’s database
were invited to complete the nine-question survey
underpinning this paper, and were not handpicked
according to size or the type of capital markets firm
they represent.

The survey, commissioned by Iress and completed
by 38 firms in total, was not marketed to any
specific region, and respondents were not
incentivized to complete it.

Percentages in some tables and graphs
may not total 100 due to rounding.
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The future of trading takes shape

Executive summary

Technology in its various shapes and guises underpins almost every business process
across the capital markets —from the front office all the way to the back office—for all
asset classes and instruments on both sides of the industry.

Certain markets, such as equities, are further along the e-trading path than, for
example, fixed income and over-the-counter (OTC) derivatives, largely because of

the relative simplicity of equities as an asset class and the way they are traded on
exchanges worldwide. The assumption that technology is the critical enabler driving

all business processes across the capital markets is nonetheless valid, regardless of
the markets and asset classes in question. This is especially true when it comes to the
front office, from which all trading activities originate. It is here that the application of
technology underpins firms’ various trading processes, allowing them to make the most
judicious, repeatable, defendable, transparent and efficient trading and investment
decisions, while simultaneously ensuring their activities comply with an ever-broadening
array of regulations.

This paper focuses on the future of trading practices across the capital markets,
shedding light on the drivers likely to shape the industry in its continuous evolution. It
also looks at the emerging technologies set to have a bearing on future trading practices.

To gather these insights, 38 capital markets firms were invited to complete a nine-
question survey. The locations of the two largest groups that participated in this survey
were North America and Asia-Pacific (Apac)—including Japan and mainland China—
comprising 39% and 27% of the total respondents, respectively. The European Union
and the UK—separate entities for the purposes of this survey—accounted for 15% each.

One-third of the survey respondents work for tier two and tier three investment banks,
while the next largest constituent was that of tier one asset managers, comprising 21%
of the survey sample. As for the buy-side/sell-side breakdown, there was an almost
50/50 split, with 45% of respondents coming from the sell side and the remainder from
the buy side (55%).

About Iress \

Iress (IRE.ASX) is a technology company providing software to the financial
services industry.

Iress provides software and services for trading and market data, financial advice,
investment management, superannuation, life and pensions and data intelligence
in Asia-Pacific, North America, Africa, the UK and Europe.

WWW.iress.com
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<30%

of respondents believe the availability/democratization of new technology will be the primary
driver shaping the future of trading across the industry, while 27.3% see increased regulation as
the main driver. One-third of respondents believe a mix of regulations, internal factors and the
availability of new technology will have a bearing on the future of trading practices.

81.8%

cited greater reliance on data analytics
as having the greatest impact on
firms’ trading functions over the past
12 months, while 54.5% reported
increased use of automated/algo
trading systems.
73 functions over the next five
/ ‘ years, while data analytics and

distributed-ledger technology also

75_80/0 featured prominently.

of respondents expect increased J‘ /
a regulation will impact trading practices
o
~70%

Al and
machine learning

were cited as having the greatest
expected impact on trading

over the next five years. Talent
acquisition (57.6%) and technological

disruption (54.5%) also featured. of respondents believe the use of
artificial intelligence technology will

result in better (more accurate, specific
and transparent) research, while
42.4% believe it will lead to better
identification of liquidity, followed by
better trade execution at 39.4%.

27.3%

of respondents expect improved accuracy and transparency of their trading practices will be the
most significant consequence of future changes to trading practices. Just over one-fifth (21.2%)
- believe changes will ultimately lead to a rationalization of their front-office staff numbers. Slightly
fewer (18.2%) believe middle- and back-office head counts will be similarly impacted.

A" /. AV

40%

cited inertia around mindset and a lack of desire for change as the greatest barriers to trading/
technology innovation across the capital markets, while there was a three-way split between

entrenched (legacy and proprietary) technology, cost and regulatory complexity, each of
which was selected by 15% of the survey’s respondents




The future of trading takes shape

A representative market sample

The survey’s first two questions dealt with respondents’ demographics, with the majority
split across North America (39%); the EU and the UK, collectively accounting for 30%

of the cohort; and Apac (27%). The breakdown reflects the size and distribution of the
global capital markets, with North America being the clear leader (in terms of numbers
of financial services firms and their market capitalization/assets under management),
followed by the combined EU/UK region and Apac.

With respect to the types of capital markets firms respondents work at, investment
banks of various sizes accounted for 45% of the survey sample, while the remainder
worked on the buy side. Firms from WatersTechnology’s database from across the buy
and sell sides were invited to participate in the survey underpinning this paper. The
breakdown of respondents clearly illustrates interest from both sides of the market in the
future of the industry’s trading practices, what those changes might entail and how they
might impact market participants.

Analytics as a key driver

Question 3 of the survey focused on
the drivers respondents believe will
shape the future of trading across

the industry. Discounting the “all of
the above” responses, which, as
expected, received the most support,
the bulk of the remaining responses
was spread fairly evenly between

the availability of new technology
designed to improve the accuracy and
transparency of trading (30.3%) and
increased regulation (27.3%)—a finding
that emerges again later in this survey.
The all of the above responses don’t
provide much insight into the specific
drivers those respondents expect to
shape the industry.

What is clear, however, is that a notable
number of survey respondents anticipate
a significant focus on technology in the
future, which will enhance the accuracy
and transparency of their trading
functions. When viewed against the
backdrop of this survey as a whole, this
insight points to one area: analytics (see
figure 1).

1 What is the greatest driver
shaping the future of
trading across the financial
services industry?

B The availability/democratization of
new technology to improve accuracy/
transparency of trading functions

® Increased regulation

B Internal factors/improved
competitiveness/revenue generation

B All of the above
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The future of trading starts taking shape

When asked about the extent to which technology had
already impacted survey respondents’ trading strategies
and operations in the past 12 months, more than 80%
reported a greater reliance on data analytics —tools that
allow them to interrogate large volumes of complex data
with the view to identifying hidden signals or trends
within it. More than half (54.5%) of respondents reported
increased use of automated or algo trading tools/
platforms, which is unsurprising given their ubiquity,
especially across exchange-traded instruments, where
spreads are relatively narrow compared with OTC
instruments. This is especially the case with high-volume,
low-value trades, where it either makes no sense or is
physically impossible for a trader to be directly involved
in the working and execution of such time-sensitive
orders/trades.

Just under half (45.5%) of respondents reported that

their firms use or have used Al for predictive analytics,
which further reinforces the analytics/analysis theme
permeating this survey. If anything, data analytics use

is set to become even more significant for firms across
the industry as data volumes and complexity continue to
grow while the decision-making window inexorably closes
(see figure 2).

2 How has technology impacted your trading strategies and
operations in the past 12 months?

81.8%

B Greater reliance on
data analytics

B Increased use of
automated/algo
trading systems

® Use of Al for
predictive analysis

® Cloud-based
infrastructure in
market connectivity

® Minimal to no impact
Adoption of blockchain
technology

Respondents were invited to
select multiple answers
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The future of trading takes shape

Al to the fore

When asked about the emerging technologies likely to have
the greatest impact on their trading functions in the next five
years, unsurprisingly, Al and machine learning were ranked
highest. Again, this highlights the prominence of the Al/
analytics theme running throughout the survey —followed by
data science, analytics and interoperability, and distributed-
ledger technology (DLT), specifically blockchain (see figure 3).

DLT took some time to be applied to live use-cases across
the industry, not because the technology needed to mature
but because suitable use-cases were difficult to identify
when the technology was in its hascence. Essentially, it was
a solution looking for a problem to solve. Now, however, DLT
underpins all digital asset/currency trading where, by virtue
of the technology, the execution and settlement of trades are
inextricably linked, effectively occurring simultaneously.

3 Which emerging technologies will have the greatest impact
on trading functions in the next five years?
Overall Rank
ltem ranking distribution Score
Al and machine learning 1 Ll T
Data science/analytics/ 5 133
interoperab“ity _ _
Blockchain and DLT 3 | . 129
Cloud-based
market connectivity = I N 128
Quantum computing 5 [ = 122
Cyber security advancements 6 [ N . 122
5G and advanced
telecommunications ’ T . 104
[ | | HEN N
o ) Lowest rank Highest rank
Respondents were invited to select up to six
options that reflected the impact of emerging
technologies on their respective firms
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The future of trading starts taking shape

As for the role respondents see Al playing as an agent
of change across the industry, better access to research
was the favorite, selected by nearly 70% of respondents,
followed by content creation and analytics tools (57.6%)
and more accurate decision support and analytics tools
(48.5%). Combined, these three findings lead to one
conclusion—firms believe Al will play a transformative
role in their ability to make the most accurate and
transparent trading/investment and business decisions
in ever-reducing time frames. There is little doubt that
firms across the industry are being inundated with ever-
increasing data volumes, in addition to increasing data
complexity, variety and sources, all of which impinge

on the speed and efficacy of their decision-making

(see figure 4).

Respondents believe changes to their trading functions
will be most readily noticeable in improved accuracy

and transparency (27 %), while they also see their front-
office head counts being significantly reduced because
of increased automation across a range of front-office
functions and the increased use of Al-based tools. Firms’
middle and back offices will be similarly impacted for the
same reasons.

4 What role do you see Al playing in bringing about change
across the capital markets?

69.7%

B Better research access

B Content creation and
analytics tools

® More accurate decision
support/analytics

42.4% ® Improved liquidity

identification

39.4% 39.4%

® Improved transaction-
cost analysis

[ Better trade execution
Faster executions

Respondents were invited to
select multiple answers
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Regulation remains an industry challenge

Question 5 focused on the challenges respondents expect to impact the trading
community over the next five years. Increased regulation ranked as the most significant
challenge, selected by just shy of 76% of respondents, followed by talent acquisition
and retention (57.6%), and technological disruption (54.5%) (see figure 5).

Regulation tends to feature in most conversations about the future of trading practices
across the industry, given that firms need to comply with whatever mandates are
imposed on them by their regulatory authorities. A recent example of this is the move to
T+1 or next-day settlement of large numbers of broker-dealer executed trades across
the North American capital markets, a move that required all firms under the Securities
and Exchange Commission’s purview —and indeed, any firm active in those markets,
regardless of its location—to comply with by May 28, 2024.

Talent acquisition and retention is a well-known, well-understood but perennial challenge
that large numbers of financial services firms have to deal with on an ongoing basis as a
natural consequence of worker “churn” across the industry.

As for the last of the three top findings from this question —technological disruption—
respondents are likely to have interpreted it in two ways. Some would have understood
it to mean the emergence of disruptive technology and how that might impact the
trading community in the next five years, while others would have interpreted it to mean
the disruption to their firm’s, or the industry’s, existing technology through operational
failures or cyber attacks. The EU’s Digital Operational Resilience Act, which came into
force on January 17, 2025, was designed to address this challenge by enhancing the
IT security of a range of financial services firms and their service providers, including
information communication technology and other third-party specialists. Regardless

of how respondents chose to interpret technological disruption in the context of this
question, these findings illustrate just how pivotal technology is to the capital markets
and that, without it, the industry would quickly cease to function.

5 What challenges do you foresee for the trading community
in the next five years?

75.8%

B Increased regulation

B Talent acquisition
and retention

® Technological disruption

B Increased market
volatility

D Market instability

Ethical and sustainability
considerations

Respondents were invited to
select multiple answers
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The future of trading takes shape

Mindset inhibiting innovation

Question 6 followed on from its predecessor, gauging respondents’ views on the
consequences of change to their trading functions. Respondents believe changes

to their trading functions will be most readily noticeable in improved accuracy and
transparency (27 %), while they also see their front-office head count being significantly
reduced due to increased automation across a range of front-office functions and

the increased use of Al-based tools. Firms’ middle and back offices will be similarly
impacted for the same reasons (see figure 6).

The final question of the survey focused on what respondents perceive to be the barriers
impeding innovation across the trading industry. The overwhelming majority see mindset
and the desire to change (or the lack thereof) as the greatest inhibitors, selected by
39.4% of respondents. There is significant anecdotal evidence already permeating the
industry that supports this finding—firms on both sides of the industry have historically
exhibited significant inertia when it comes to change (innovation), especially when jobs
might be at risk through the development or implementation of new technology.

Interestingly, there was a three-way split for the second most popular survey response
option, which included regulatory complexity, entrenched technology making innovations
complex and unnecessarily challenging, and the cost of innovation/implementation, each
of which garnered 15% of the votes (see figure 7).

6 What do you see as the 7 What do you see as
greatest result of change to the greatest barrier to
firms’ trading functions? innovation in the industry?

a 3%

\

18.2% l

B Improved accuracy and transparency

A

B Mindset/desire to change

B Significantly reduced

front-office head count B Entrenched technology

B Significantly reduced middle- B Expense/cost to access innovation/
and back-office head count cost of implementation

B Better investment outcomes B Regulatory complexity

® Reduced trading costs ® Talent/capability gap

® Intraday/end-of-day settlement I Awareness of capabilities
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The future of trading takes shape

Change as a constant

One of the only constants of the financial services industry is change, regardless of the
speed at which it occurs. The findings from the survey underpinning this paper illustrate
the extent of change likely to occur in the industry in the foreseeable future, with Al,
analytics and DLT leading the way.

If 2023 and 2024 were the years that Al technology matured and moved on from
experimental use-cases to general acceptance across the industry of the technology’s
promise, then 2025 might well turn out to be the year of widespread adoption of Al-
driven tools and technologies that enhance a range of business processes.

Analytics, on the other hand, is an area in which firms have been using Al-based tools—
machine learning and natural language processing, for example—to help users sift
through large volumes of complex data for some time now, allowing them to make better
and faster business and investment decisions.

Regulation, too, featured prominently throughout this survey, and for good reason.

Firms are required to play by the rules set by their regulatory authorities, which invariably
means developing or implementing new technology, not only to comply with new
regulations but to provide evidence to the authorities that they are indeed complying.

Finally, one of the consequences of changes to firms’ trading practices, and the
technology enabling such changes, is the inevitable impact those changes will have on
their head counts. The reduction of staff numbers from firms right across the financial
services landscape has been ongoing since the financial crisis that began in 2007-08,
although that phenomenon is more a case of natural attrition—not replacing staff
members who have left the business—rather than wholesale cuts.

~

waterstechnology

WatersTechnology is the market-leading industry brand serving financial trading
firms via its website, email alerts, conferences, research, training, briefings,
webcasts, videos, awards, whitepaper lead generation and special reports.

The portfolio focuses its reporting around the topics of market data, reference
data and technology for the buy and sell sides. Coverage serves the financial
community with independent, expert journalism and has built its reputation
by providing analysis and news covering all developments in this fast-moving
business in North America, Europe and Apac.

U infoprodigital

waterstechnology.com
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