Financial Markets Industry Insights

Pressures are creating opportunities for securities firms to upgrade their infrastructure to grow revenue and contain costs.

State of the Market

Revenue is declining as a result of a host of reasons including reduced underwriting activity, less M&A fees, reduced commissions from lower trading volume, lower fees from a downturn in the value of assets under management, and narrower spreads as a result of decimal pricing. This has led to massive layoffs and unprecedented cost reduction and productivity improvement initiatives.

· Fierce competition continues unabated.

· As security firms have grown, their operating environments have become increasingly unpredictable. Recent market downturns and September11th events have added to industry uncertainty.

· New regulatory conditions are emerging.

· Convergence of activities allows banks, insurance, and FM players to combine their activities.

· Fewer global players through mergers and acquisitions. These new partnerships and corporate restructuring are driving massive corporate, organizational and IT transformation requirements.

· Desegregation into: Production or distribution; Volume or margin products.

Strategic Business Imperatives

· Security firms have begun a strategic reassessment of the structure of their overall business. To increase asset productivity, they are eliminating redundant platforms and systems.

· Security firms are exploiting new technologies to increase productivity and reduce cost in all parts of their operations.

· Security firms are increasing infrastructure reliability and resiliency to maximize business recoverability and make it more flexible to meet shifting business needs.

Pain Points & Consolidation Drivers

· Resilience – Creating more robust infrastructure, reduce number of servers, easier systems and network management

· Efficiency – Reduce complexity and establish cost controls for e-business growth. Now, as the economy has slowed, e-business has entered a new stage. There is more focus on understanding the true business value of e-business as well as the cost of implementing and managing e-business solutions. To reduce complexity and improve the Total Cost of Ownership, many financial institutions are initiating Server Consolidation programs, combining the e-business workloads of a large number of servers onto a single, larger server

· Preserve and improve customer service quality and establish marketplace differentiation – Leveraging knowledge and relationships, in particular through the creation of a customer-centric enterprise and the optimization of financial portfolios

· Improve governance and reputation – Connecting a broad constituency (customers, employees, partners) to key business systems and processes for improved service, anytime, anywhere. But empowering people with integrated processes and emerging technologies in near real-time requires careful governance. Highly available systems are critical to success as downtime not only costs money, but reputation. Managing people, processes and technology are vital to a healthy e-business infrastructure.

· Resilience – Establishing an infrastructure that can “Expect the Unexpected”. With the tragedy of the September 11 attack on the World Trade Center, there is more focus than ever on security and business continuity, both of which have serious ramifications on the e-business infrastructure which must now be built to expect the unexpected: technology failures, application failures, transaction spikes (flash crowds), hackers, errant/unethical employees, natural and man-made disasters, etc. In fact, regulations are emerging in the banking industry to address this area.

Key Opportunity Areas

_ Risk and compliance management

_ Analytics

_ Customer resource management & data mining

_ Distribution channel Integration

_ Back-office renewal

_ Straight Through Processing (STP)

_ Payments

_ Business continuity & recovery requirements

_ Collaboration

_ Database consolidation – Sybase (20,000 Sun Boxes with Sybase Majority of References are DB consolidations)

_ Linux, grid and autonomic computing

_ Print/File consolidation – FSS owns 40% of AG opportunity. Significant opportunity

for moving these workloads to Linux on zSeries

_ Trading room upgrades

Key Motivators, Requirements, & Considerations

· Reducing infrastructure and operational costs and growing complexity

· Regulations are emerging in the banking industry to address Business Continuity & recovery. There is the proposed Basle Capital Accord (Basel II) published by the Committee on Banking Supervision to measure and manage operational risk such that banks could negotiate regulatory capital (Market Risk, Credit Risk, and Operational Risk) by 2004.

· U.S. Patriot Act of October 25, 2001 - anti-money laundering legislation to help in fight against terrorist

· Sarbanes-Oxley Act: Implications on Corporate Governance, Research Analyst Rules and Regulations, and brand loyalty/damage due to litigation

· The Patriot Act/Anti-Money Laundering, Market Structure Issues (SuperMontage)

Potential Inhibitors

· Major service competitors are active with many of the same partners as IBM. IBM differentiates itself by providing, on a global basis, the breadth and depth of technology as well as the services to enable it. Strategic Partnerships

· Sungard, Wilco, Pacemetrics, OST Business Rules, PeopleSoft, Access International, Eagle Systems, IONA, S.W.I.F.T., Siebel, Citrix, Axiom, Misys, Searchspace, BCS (IBM), SAP, SAS, Algorithmics, Finaplex, KANA, TSA, Carrecker, Kyberpass, Calypso, Centerprise, Intelligent Markets, Murex, One Ten Ltd., Reuters Cisco, Nortel Networks, Avaya, Lucent, SmartStream.

IBM Promise of Value

· IBM and its partners provide a number of tools and methodologies for assessing availability requirements as well as building and managing highly reliable, cost effective, e-business solutions

· IBM and partners provide the end-to-end solution that helps solve business problems and needs

· IBM can help consolidate the entire infrastructure, not just selected server

