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Technology has always been one of the foundati ons of the fi nancial services industry.  From 
the fi rst ti cker-tape machines to today’s low-latency, high-frequency trading black boxes, the 
industry has conti nuously harnessed the power of technology to drive competi ti ve advantage, 
increase revenue and lower costs.  However, technology itself is indiff erent to the needs of 
business.  Innovati on in one area can lead to new challenges in others.    It takes creati vity, a 
sharp business acumen and leadership to harness the power of technology.  Today, emerging 
cloud technologies hold great promise for exchanges and trading venues.  However, only a 
careful examinati on of current technology challenges, fundamental cloud economics and bold 
business thinking will unlock this potenti al.

Electronic trading coupled with the growth of alternate trading venues has increased 
competi ti on for order fl ow and improved market effi  ciency.  While these innovati ons deliver 
signifi cant benefi ts both to insti tuti onal and retail investors, they have also led to increased 
costs and greater complexity for market parti cipants as fi rms must collect, process, and analyze 
an ever-growing mountain of global market data to make intelligent investment decisions.  As 
a result, exchanges, executi on venues and fi nancial services fi rms require new market data 
technology soluti ons to deal with these challenges.  Cloud computi ng and the increasing reach, 
bandwidth and robustness of the Internet in general off er both relief and opportunity to the 
fi nancial services fi rms that have the creati vity and boldness to explore the capabiliti es of the 
cloud.

This white paper explores the strategic value that cloud computi ng off ers exchanges and 
electronic trading venues.  It outlines the important market data challenges exchanges and 
venues face today and the key business benefi ts of the cloud.  Then, it provides an acti on 
plan with the steps they should take to leverage the transformati onal aspects of the cloud for 
increased revenue, cost reducti on and competi ti ve advantage.
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Exchange and Trading Venue Market Data Challenges

Three persistent industry trends are creati ng signifi cant market data challenges for exchanges 
and trading venues: the expansion of electronic trading, the ongoing batt le of venue 
fragmentati on versus consolidati on, and the emergence of new mobile technologies.  These 
trends not only aff ect exchanges, but their fi nancial services customers as well as market data 
costs and complexiti es conti nue to rise.  By recognizing these trends and the cloud’s ability to 
manage them, exchanges and executi on venues can shift  the cost and competi ti ve structures of 
the industry to their benefi t and address the challenges faced by their customers.

Market Data Costs are Skyrocketi ng Due to The Expansion of Electronic Trading
Since the early 2000s, market parti cipants have increasingly adopted electronic trading as their 
primary means to execute trades on both exchanges and alternate trading venues.  According 
to Aite Group, nearly 70% of all equity trades and over 50% of futures volume will be executed 
electronically in 20111.  This increased focus on electronic trading has led to exponenti al growth 
in market data volumes.  Since 2008, market data volumes, consti tuti ng trades, bids, off ers 
and depth of book orders, have increased more than 50%2.  And it’s not only equiti es that are 
aff ected.  High-frequency trading is expanding into futures, opti ons, fi xed income and foreign 
exchange markets as well.  

1 Aite Group Report, 2011
2 MarketDataPeaks.com

This increased focus on electronic trading has led to exponenti al growth in market data volumes. 
(source: Financial Informati on Forum)
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The increased emphasis on electronic trading and the subsequent growth of market data 
volumes have led to increased costs for nearly all market parti cipants.  These costs can be 
classifi ed as follows. 

1. Storage and maintenance costs for managing the increased volumes of market data.
2. Compute power and network costs to reduce latency and increase trading performance.
3. Network connecti on costs to multi ple executi on venues such as new electronic   
             exchanges, multi lateral trading faciliti es (MTFs), and dark pools.

Many market parti cipants have responded with signifi cant programs to squeeze costs out of 
their market data infrastructure investments.  For example, State Street Bank recently launched 
a program to cut $600 million in annual expenses for data, soft ware, hardware, and people3.  
Similar less publicized programs are underway at most major fi nancial insti tuti ons as fi rms 
look to the cloud and other technologies to reduce costs of collecti on, storage and delivery of 
market data and the fi nancial applicati ons that consume it.  Firms are aggressively assessing 
their market data sourcing and delivery infrastructure to fi nd new savings and are looking into 
more scalable storage and applicati on delivery soluti ons, such as public and private clouds, to 
reduce expenditures.

New Trading Venues and Technologies are Driving Mergers and Consildati ons
Since 2006, more than fi ft een new alternate equity trading venues have been created, 
in additi on to other electronic market places for foreign exchange and other derivati ve 
instruments.  These electronic trading venues are pulling an ever increasing volume of trades 
away from traditi onal exchanges. The New York Stock Exchange, once the leading exchange in 
the world, now processes less than 30% of all US market trading volume4. This trend is global.  
For example, BATS Global Markets, which launched in 2008 and recently acquired Chi-X Europe 
(launched in 2007), has grown to represent more than 15% of all European exchange and dark 
pool trade volume5.  

While these new venues increase competi ti on and lower transacti on costs for trade executi on, 
the market fragmentati on created has led to higher costs and complexity for fi nancial services 
fi rms to access and parti cipate in multi ple markets.  While executi on venues face increased 
competi ti on for order fl ow and downward pressure on trading revenue, market data costs are 
rising as data volume explodes from electronic trading and as data complexity increases from 
spreading that volume over multi ple venues.  Reducti on in costs, gains in scale, and centralizing 
order fl ow are key drivers for the mergers of NYSE Euronext and Deutsche Bourse Group, as 
well as the acquisiti on of Chi-X Europe by BATS.

Transparency Requirements Driven by Regulator Responses to Financial Crisis
The last ten years has seen unprecedented growth in derivati ves, structured products and other 
complex OTC investment instruments.  The risk these markets pose to the fi nancial system was 
made clear in the 2008 fi nancial crisis and has caused regulators to look for soluti ons to make 
these markets less complex, more competi ti ve, and more transparent.  As a result, new market 
transparency and reporti ng requirements from Dodd-Frank and other SEC regulati ons in the US 
and from MiFID in Europe are being put in place to eliminate undue risk exposure to the global 
fi nancial system.  For example, pending hedge fund regulati ons require greater transparency of 
their investment and executi on strategies to provide investors more insight into the investment 
approach and risk miti gati on strategies.

3 State Street Bank, November 30, 2010
4 Securities Technology Monitor, March 4, 2011
5 BATS Global Markets, February 23, 2011
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These new regulati ons entail new trading and market data technology requirements for 
these investment products. These technology requirements in turn create both new product 
opportuniti es and new cost threats for exchanges and trading venues that support these 
instruments.  Moreover, the technology requirements implied by these new regulati ons extend 
beyond trading systems to the portf olio and risk management systems that help fi rms ensure 
that they are well protected and adequately capitalized against exposure to these exoti c 
instruments.

Mobile Technology Enables Usage Patt erns for Market Data
As electronic trading has grown, old delivery and distributi on models have changed, shift ing 
the needs of fi nancial services fi rms and creati ng new demands on executi on venues.  Where 
sell-side insti tuti ons once held rows and rows of specialist traders, following market movements 
on a terminal screen, they have reduced staff , pushing traders to buy-side fi rms as these 
insti tuti ons increasingly adopted electronic trading.  The power for these trading programs 
comes from a sophisti cated algorithm combined with low latency to the executi on venue and 
constant connecti vity into the market via an electronic gateway.  Direct feeds, proximity centers, 
and colocati on services ensure fi rms are receiving the latest market informati on in milliseconds 
and are able to execute their strategies in the blink of an eye.  Exchanges and alternate 
executi on venues have responded by off ering robust low-latency data feeds directly to a market 
parti cipant’s data center or colocati on facility.

While the needs of low-latency traders are high on every exchanges list of prioriti es, the needs 
of the broader fi nancial market data user populati on, which is increasingly mobile and has rising 
expectati ons of informati on on-demand, have not been well addressed.  Financial services 
professionals have aggressively embraced the iPad, far more than any other professional 
group.  According to Good Technology, a leading multi platf orm enterprise mobility soluti on 
provider,  nearly 40% of corporate iPad acti vati ons in December 2010 can be traced to a user in 
a fi nancial services fi rm.  The move to mobile has been rapid and pervasive.  

6 Good Technology - Device and Activations Report, January 26, 2011

iPAD CUSTOMERS BY SEGMENT - JANUARY 2011

Analysis of Good Technology’s user base, which includes over 4,000 enterprise customers whose iPad deployments 
range from one to over 1,000 iPads, shows the fi nancial services sector leading the way in iPad adopti on 

(source: Good Technology).
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Over the past 6 months, industry leaders Morgan Stanley, Credit Suisse and J.P. Morgan have 
all launched iPad apps for their insti tuti onal clients, joining retail brokerages TD Ameriprise and 
E-Trade who also have iPad apps for their retail clients.

The rise of mobility and on-demand access to informati on as a key requirement for a fi nancial 
services fi rm’s data management and distributi on strategy have led to new players entering the 
market and challenging established data vendors.  Companies like CarryQuote, Pyxis and Xignite 
are leading the way by recognizing the need for a more fl exible delivery model that focuses on 
instant global access, scalability, and reliability over latency to support mobile and on-demand 
applicati ons.

Impact and Value of The Cloud

Once thought to be the domain of small and medium size businesses, enterprises are now 
investi ng in cloud-based projects to gain economies-of-scale, simplify access and delivery 
of informati on, and decrease ti me-to-market for new products and services.  Firms that 
fully realize the power of the cloud are not simply seeing it as a useful component of their 
technology infrastructure, but are leveraging the transformati ve nature of the cloud for what it 
can bring to the business.  These visionary fi rms are using the cloud to change how products are 
built, how soluti ons are sold, and how customers are served. 

In fi nancial services, many of the largest insti tuti ons have projects underway to leverage public 
and private clouds to lower costs and drive innovati on.  Further, leading exchanges such as 
NASDAQ OMX, NYSE Euronext  and CME Group are beginning to release cloud-based off erings 
for their customers, recognizing the opportunity the cloud presents for their business.

The Cloud Transforms Compute Power into An On-Demand Uti lity
Firms that are deploying cloud technology today are quickly realizing that the cloud changes 
the way informati on technology is managed from a maintenance-driven business process 
(i.e. buying, deploying, supporti ng) to a producti vity-driven business process, (i.e. building, 
developing, releasing).  Instead of focusing on capacity planning, supporti ng operati ng systems, 
and purchasing and deploying hardware, fi rms move straight to the implementati on and 
delivery of products and services.  Like electric power, cloud infrastructure is always on and 
available on-demand, allowing a fi rm simply to plug in and run a soft ware applicati on appliance.  

This power of uti lity computi ng is parti cularly visible when it comes to building and deploying 
products and soluti ons on the cloud.  Rather than investi ng ti me, eff ort and money in procuring 
the necessary infrastructure, fi rms focus immediately on building and delivering customer 
soluti ons that generate revenue and improve service.  In additi on, enhancements in response to 
customer needs are easily and quickly delivered without the pain of extensive testi ng, planning 
and scheduling of upgrades across the user base that comes with traditi onal on-premise 
soft ware soluti ons.  This is one of the objecti ves for State Street Bank.  In their infrastructure 
program noted previously, they are looking to leverage a private cloud to transform their 
compute needs into a uti lity service, reducing hardware investment, creati ng a virtualized, on-
demand service for their business.
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The Cloud Enables Global Access and Delivery of Enterprise Informati on Services
The success of enterprise soft ware-as-a-service (SaaS) fi rms like Salesforce.com, Workday, and 
Netsuite has the proven the viability and value of on-demand applicati ons for criti cal business 
functi ons such as sales, human resources, and fi nance.  In additi on, infrastructure-as-a-service 
(IaaS) and platf orm-as-a-service (PaaS) off erings such as Amazon Web Services, Microsoft  Azure, 
and Force.com are expanding the use of the cloud as a development platf orm for enterprise 
applicati ons.

As the cloud matures, cloud applicati ons will conti nue to make inroads into sectors currently 
served by traditi onal on-premise enterprise soft ware.  Moreover, these applicati ons will 
exploit the natural robustness and scalability off ered by the on-demand, highly distributed 
nature of the cloud to deliver greater agility, higher reliability and lower costs.  Just above the 
IaaS and PaaS layers of the cloud stack, data-as-a-service (DaaS) is emerging as the next great 
cloud opportunity.  With DaaS, data owners are enabling global, on-demand, 24x7 access to 
their informati on resources, securely and in a format that is easily consumed by any soft ware 
applicati on.  DaaS off erings such as Dun & Bradstreets’ D&B 360, NASDAQ Data-On-Demand, 
CME Data Cloud and Xignite Market Data Cloud exemplify this trend.  Customers of these 
services gain easy, global access to big Internet-based data sets through cloud APIs that allow 
applicati ons to request the specifi c, tailored slices of informati on they need, when the need it, 
how they need it.  

Like SaaS, IaaS and PaaS, DaaS shift s the focus from infrastructure, connecti vity and data 
management to building innovati ve soluti ons that meet customer needs and increase 
competi ti ve advantage.  For the DaaS provider, the cloud off ers the opportunity to disrupt the 
competi ti ve landscape by transforming data access and into a uti lity and expose informati on 
services to a wider global audience at a signifi cantly lower cost of service for increased revenue 
and higher margins.

SaaS

DaaS

PaaS

IaaS
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The Cloud Changes The Way A Company Sells, Supports and Delivers Its Products
Firms are leveraging the cloud to expand market reach, lower customer acquisiti on costs, 
simplify purchase, reduce support and service costs, and improve customer sati sfacti on to 
increase revenues and retenti on. With a cloud-based product, a prospecti ve customer can be 
on the other side of the world far beyond the physical reach of a fi rm’s sales department. The 
way cloud customers fi nd, buy and access the fi rm’s product is signifi cantly diff erent from a 
traditi onal on-premise soluti on.  For this remote customer, if they are unable to fi nd, buy and 
access the product without needing assistance from a representati ve of the fi rm, they will not 
buy the service.  Thus, the cloud enables a shift  from a labor intensive, locati on dependent sales 
model to a self-service, e-commerce model.  Consequently, most cloud fi rms deploy robust 
e-commerce platf orms to sell and provision their cloud services to customers.  

Cloud support must also be available to remote customers though a browser or mobile device.  
Firms leveraging the cloud for delivering soluti ons to customers are using tools such as on-
line help desks, knowledgebase wikis and social media to create on-line communiti es that 
crowdsource soluti ons for customers.  This extensive use of online capabiliti es and self-service 
tools enables more rapid response, deeper access to the knowledge of both customers and a 
fi rm’s experts all while driving down the overall costs of service.

The opportunity for exchanges and trading venues is that they are now able to address a wider 
audience of customers, especially those looking for smaller lists or subsets of informati on.  By 
off ering self-service features, customers requiring just a few instruments or data points are able 
to easily access, purchase and consume the informati on from the source.  This fi lls an unmet 
need in the market, one both exchanges and informati on vendors have been unable to address 
to date.

The Cloud Allows Companies to Focus on Customers Over Computers
The cloud is transformati ve not only in what in enables companies to do, but in what it 
allows companies not to do.  A successful business strategy requires fi rms to focus on their 
core competencies while driving expense and complexity out of all non-essenti al functi ons.  
The cloud allows a fi rm to strengthen its strategic focus by applying more resources to 
core competencies and fewer resources to technology, infrastructure and operati onal IT 
management. 

Cloud infrastructure providers have made on-demand delivery of computi ng resources their 
core competency.  These fi rms have automated the deployment of highly scalable, reliable 
infrastructure and platf orm technology, reducing costs and gaining effi  ciencies to allow 
businesses using their services to focus on their customers over computers.  Therefore, fi rms 
leveraging world class cloud providers gain both the operati onal advantage of best practi ce 
infrastructure and technology management through the cloud as well as the competi ti ve 
advantage of directi ng the full weight of the fi rm’s resources toward solving their customers’ 
problems.  For example, Tradar, a buy-side portf olio management provider, recently launched its 
fl agship product, Insight, over Eze Castle Integrati on’s hosted cloud-applicati on platf orm7.  One 
key benefi t Tradar cites is that they did not want to enter the hosti ng business themselves, thus 
leveraging a platf orm to deliver the scale they need to meet customer demands.  With their 
infrastructure needs met, Tradar can focus on innovati on and delivering new capabiliti es for 
their demanding buy-side customers.

7 Buy-Side Technology, May 11, 2011
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Harnessing the Cloud: An Acti on Plan for Exchanges & Trading Venues

The cloud off ers numerous opportuniti es for exchanges and trading venues to increase 
revenues, expand market share, lower costs, improve customer sati sfacti on and drive 
competi ti ve advantage.  Given the highly competi ti ve nature of the exchange market and the 
extreme market data challenges created by electronic trading, regulatory pressures, mobile 
computi ng and the ongoing batt le of fragmentati on versus consolidati on, exchanges cannot 
aff ord to not have a cloud strategy.  The following acti on plan provides a roadmap for harvesti ng 
the cloud’s lowest hanging fruit.

1.   Make Core Market Data Assets Available from The Cloud
The demand for market data-as-a-service will increase alongside the growth of cloud-based 
applicati ons.  By creati ng an Internet-based DaaS using standard cloud APIs, exchanges can off er 
both insti tuti onal and retail customers a means to access their core market data assets, such as 
real-ti me quote and price data, deep historical databases, detailed reference datasets for front, 
middle and back-offi  ce applicati ons, as needed, anywhere, anyti me, while driving down both 
the cost of access for the customer and the costs of service and maintenance for all.  

Exposing data assets as a DaaS off ering allows all customers to access the ‘master copy’ of 
exchange or executi on venue data directly from the source, as opposed to a proprietary, third 
party service which may alter the informati on from its original state and tack on additi onal costs 
for legacy infrastructure.

2.   Create Cross-Selling Opportuniti es with Direct Feed Customers
Customers need data consistency across applicati ons.  However, direct feeds designed to service 
automated trading applicati ons are poor vehicles for user-centric and mobile applicati ons.  Since 
the data from an exchange matches that for a direct feed in form, content, symbology and 
other key att ributes, customers that leverage an exchange’s direct feed or direct market access 
services can rest easy that their trading acti viti es are back-stopped by consistent historical and 
reference data made available from the cloud.  

A DaaS off ering coupled with an exchange’s direct feeds allows buy and sell-side fi rms to 
synchronize and coordinate front and back-offi  ce operati ons seamlessly.  Using the original 
data directly from the source for trading as well as confi rmati on and sett lement gives a fi rm 
confi dence in meeti ng its regulatory and fi duciary compliance requirements while eliminati ng 
operati onal costs associated with data reconciliati on.  

3.   Moneti ze Stale Data Assets by Targeti ng Unmet Business Needs
With mountains of historical pricing, corporate acti ons, index, and reference data built up 
over years of operati on, exchanges are well positi oned to sati sfy many unmet data needs for 
customers across asset classes, including  equiti es, futures, opti ons, ETFs, etc.  Without the 
cloud, the sheer volume of this data made delivery cost-prohibiti ve to any but the largest 
clients.  With the cloud, exchanges can move away from the one-size fi ts all approach and off er 
tailored products that allow customers to select and consume only the data required for their 
specifi c applicati ons. 
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The low cost delivery and on-demand global access of DaaS allows exchanges and executi on 
venues to expand data revenues by enabling new uses of their informati on in new industries.  
Not only is it possible to deliver new data sets to old customers, it is also possible to tap into 
new retail, corporate and global markets that were previously unserviceable due to the high up-
front access and ongoing maintenance costs of traditi onal feed technology to deliver new data 
sets to old customers.  It is also possible to tap into new retail, corporate and global markets 
that were previously unserviceable due to the high up-front access and ongoing maintenance 
costs of traditi onal feed technology.

4.   Expand and Simplify Global Access and Delivery
Cloud-based data-as-a-service delivery can be complemented with e-commerce style purchase 
and provisioning to access new geographic regions and new customers through a 24x7 Web 
presence that allows customers to select, purchase and use an exchange’s data products 
without a local sales organizati on.  

Emerging fi nancial markets across the globe are immediately within reach. Easier access to 
data products can drive interest and investment dollars from global customers.  Internati onal 
investors that are currently not parti cipati ng at a venue can assess, test and validate successful 
investment strategies employed on their local exchanges or on an internati onal exchange more 
quickly and cost eff ecti vely.  For example, an Asian hedge fund could access historical ti ck 
data and other key pricing and reference informati on cheaply and easily to test an investment 
strategy in the US market.  Once validated, the exchange can off er its co-locati on services and 
direct feed services to the hedge fund to support executi on on the venue.

5.   Increase revenue by Expanding Retail Channels
A scalable, low-cost cloud platf orm allows exchanges to distribute exchange data directly and 
cost eff ecti vely to retail websites and retail investors.  By accessing these channels directly, 
exchanges open revenue streams currently outside their reach and strengthen their brand with 
the investors that use these portals and buy shares traded on the exchange.

Cost-sensiti ve retail sites serving hundreds of millions of private investors across the globe can 
be directly supported by a data-as-a-service off ering that eliminates the need for investment 
in infrastructure, networks and data management. Further, emerging retail investor markets 
such as Brazil, China, India and the Middle East can be accessed without building a costly local 
presence.

6.   Deliver New Products Faster to Meet Emerging Customer Needs
New traded products create new informati on needs for fi nancial services fi rms and market 
parti cipants.  In order to respond to these demands, exchanges and executi on venues need 
to get the complementary data products to market quickly.  DaaS allows exchanges to provide 
immediate, global access to new market data products while removing the adopti on barrier of 
infrastructure investment for customers.
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7.   Increase Market Transparency for OTC Derivati ves and Complex Products
New exchange traded products and new reporti ng requirements brought forth by Dodd-Frank, 
RegNMS and MiFid create new informati on needs for fi nancial services fi rms and market 
parti cipants. These new regulati ons create the opportunity for exchanges to handle more 
trading and sett lement of these products through both the exchange and managed OTC faciliti es 
and in conjuncti on off er new data products that provide greater market transparency.  

A data-as-as-service soluti on can provide both market parti cipants and regulators easy global 
access to acti vity in these markets, providing accurate and auditable informati on that helps 
fi nancial insti tuti ons manage risk and meet regulatory and internal compliance requirements.  
This increased accessibility to data directly from the source will sati sfy the need for transparency 
and openness these regulati ons are pushing towards. Accurate and auditable informati on 
from the executi on venues themselves will enable fi nancial insti tuti ons to sati sfy reporti ng 
requirements more easily and in a form that regulators can match.

Conclusion

Exchanges and trading venues face signifi cant market data technology challenges fueled by 
electronic trading, regulatory pressures, mobile computi ng and the ongoing struggle between 
market fragmentati on and consolidati on.  In parti cular, the explosion of market data volume 
and complexity brought on by these trends creates an enormous drag on strategy executi on and 
operati onal performance.  The emergence of cloud computi ng and the maturity of the Internet 
in general as an enterprise computi ng platf orm provides new opportuniti es to increase revenue, 
lower costs, expand market reach and increase competi ti ve advantage by complementi ng direct 
feed technology with cloud-based data-as-a-service off erings.  However, one fi rm’s opportunity 
is its competi tor’s threat, and those exchanges and trading venues that move fi rst to master 
the new cloud paradigm for data delivery and applicati on development will reap the benefi ts.  
Those that lag behind will simply struggle for competi ti ve parity.  
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The Melbourne Group LLC provides consulti ng and advisory services for business informati on 
and technology industry leaders and startups alike, who seek to bett er leverage their fi rm’s 
informati on assets to grow revenue and margins while reducing costs and complexity.  With deep 
experti se in commercial and technology strategy, business operati ons and channel development, 
The Melbourne Group off ers a range of services to help fi rms meet their own unique challenges 
and those of their industry head-on.  Areas of experti se include cloud-based fi nancial informati on 
products and services.  Founded in 2010, The Melbourne Group is based in Norwalk, CT.  For 
more informati on on how we can help you reach your goals, please contact Ross Inglis at 
ross@the-melbourne-group.com or by calling +1.203.722.3966.

About The Melbourne Group


