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Low Touch in Derivatives: The Electronification of Trader

Expertise

By Chris Monnery, Global Head of Low Touch Order Management Business Development at ION Markets

If the buy side is looking for a greater degree of efficiency on their high-
touch order flow, and this is delivered through a shift to low-touch trading,
what does this actually mean and how do the FCMs handle this change?

Electronic trading is no-touch today. It’s an impersonal
channel that’s as far away as you can get from what the
client pays for over high-touch. In contrast, low-touch
is something very different from the current electronic
flow. Low-touch combines the straight-through of elec-
tronic trading with the service and oversight of a high-
touch trader. However, at this point, organizational and
technological barriers to achieving this still remain.

From an organizational perspective, there are some
fairly obvious requirements to this transition, and luckily
something that brokers already have substantial bench
strength - Trader expertise. The breadth of algos avail-
able to the buy side is growing, but without applying a
trader’s knowledge over an electronic channel, it’s going
to be hard for the broker to differentiate their service
from the next choice on the buy side order ticket. And
without this, they will be unable to gain the levels of ef-
ficiency low-touch brings to both the buy and sell sides.
That said, a structural challenge exists: the majority of
FCMs aren’t aligned to allow high-touch traders to man-
age anything other than high-touch orders. By definition
therefore, they have little involvement with current algo
order flow sent electronically. But this doesn’t actually
matter.

While the order transmission may be the same, the
requirements of the order flow - both pre-trade and
during the trade - fall squarely on the high-touch desk’s
skill and knowledge of the market. Just as execution has
moved from the pit to the screen, and these traders have
moved from the floor to the office, what we’re looking
atis just a natural progression of the agency trader’s
responsibilities. New capabilities within the OMS have
aided this re-tooling, and essentially enabled traders to
manage a greater number of orders. If this sounds scary,
seeing tech savvy high-touch traders move into low-
touch execution consulting is hardly trailblazing territo-
ry. It’s something we continue to see in equities as order
handling customization and more personalized service
becomes more and more important.

From a technology perspective, there are just as many
challenges. Historically, FCMs have offered platforms and
supported their FIX and house flow using many technol-
ogy stacks. This has led to a choppy, potentially incon-
sistent service offering built around order execution ter-
minals. For example, you could have algos in system one
that aren’t accessible from system two, and even where
the broker has successfully integrated between the two,
they simply lack the OMS capabilities needed to support
the complex workflows needed in low-touch. This is be-
cause current electronic flows can be thought of as DMA
to an algo, with the client directly targeting the canned
strategy on a no-touch basis. Even existing OMS provid-
ers have not delivered the keys to open the low-touch
door. But this is coming. Just as the last couple of years
in equities has been about the increasing sophistication
of low-touch workflows, 2019 will see this adoption start
to play out in derivatives.

Futures people - and I still count myself in this group
despite focusing on both equities and derivatives - don’t
like to think that equities are leading the direction of

our business. But it’s time to leave the ego at the door. If
standing on the shoulders of giants is good enough for
Newton, we should be able to accept that we’ll be able to
see more and move faster than if we head down the road
ourselves.

After all, the prophetic story that the world of agency de-
rivatives trading is moving electronic that put the fear of
God into many a high-touch trader is actually playing out
to a different - and remarkably familiar - ending. This

is not the nightmare it was once predicted to be, rather
recognition that for derivatives, low-touch is about the
efficiency of high-touch. As FCMs battle to differentiate
their trading capabilities, the focus falls squarely on hav-
ing the right trading expertise, delivered with the right
technology.



iO.N.MARKETS

0O® s °
® O ©o O @) | JOX
@00 SIS °
O0Ce0O0
Automation Innovation Collaboration
Real-time market data and connec- Our workflow automation is Award-winning products in high,
tivity to over 350 venues, covering used by over 45,000 users at low, and no-touch trading.
equities, derivatives, fixed income, 1,500 firms around the world.
FX, and secured funding. Pioneers in true real-time
risk and P&L.
Our network processes
over $23 trillion worth of Open API framework for full
transactions every year. platform customization.

About ION Markets

We unify your operations from front to back and simplify them across asset classes. Our workflow automates the com-
plete trade lifecycle and delivers actionable insights, whenever and wherever you need them.

Our solutions provide critical information in real time so you can understand the needs of your customers better, man-
age risk proactively, and anticipate issues before they become a problem.

Our decades of shared experience combine with successful client collaboration to create the standard for resilience,
performance, and innovation in capital markets technology. And our passion for what we do inspires us to constantly
invest in our industry and help shape its future.

For you, this means lower costs, greater business agility, and excellence in customer service.

We deliver all this and more so you can stand out from the crowd and be the best.

Want to know more? Contact us at:
O markets@iongroup.com
O markets.iongroup.com
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