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Take-Aways
	Capital markets and investment banks (CMIB) face growing challenges on the digital technology front, as well as revenue, regulatory and expense pressures.
	Increased capital costs and greater regulations on proprietary trading and derivatives activities constrain CMIB revenue and income and make way for new competitors.
	CMIB are seeing technology erode their status in the capital markets value chain, as well as their once-proprietary client and market knowledge.
	Investment banks may have to collaborate to stay competitive. For example, becoming an incubator for start-ups, working on research and development, and making venture capital investments can extend CMIB product lines while nurturing needed technology.
	Specialization in a few core competencies will help the CMIB industry weather the digital fallout.


Recommendation
Technology is changing the financial industry’s competitive environment. In a period of declining revenues, increased regulation and cost challenges, capital markets and investment banks (CMIB) are also losing the information advantage they once held. Digital advances allow nonbank entities access to valuable client and market intelligence to which only CMIB were once privy. This insightful report from Boston Consulting Group professionals provides a good overview of how digital technology affects CMIB, though readers might wish for more real-life examples and fewer buzzwords. Nonetheless, getAbstract recommends it to financial industry executives.

Summary
Capital markets and investment banks (CMIB) face growing challenges on the digital technology front, as well as revenue, regulatory and cost pressures. Globally, CMIB revenues fell from $246 billion in 2013 to $239 billion in 2014, and 2014’s operating profits were $68 billion, down 28% from 2010. Continuing low interest rates have led to muted market volatility, as well as narrower spreads and net interest margins. Increased capital costs that affect banks’ capacity to hold assets and make markets in less liquid derivatives add to the industry’s problems. Greater regulatory limits on proprietary trading and derivatives activities constrain CMIB, allowing hedge funds, high-frequency trading firms and novel intermediaries such as swap execution facilities to step in. However, since equity and debt capital markets issuance, along with M&A, benefit from the current low interest rate environment, the industry could see a slight revenue uptick in 2015.
“The industry gloom that we have been forecasting for some time is now well and truly upon us.”

In the past, CMIB dominated the origination, distribution and trading aspects of the capital markets value chain. CMIB’s proprietary client and market knowledge and unmatched ability to provide liquidity offered a competitive edge. But technology gives all participants, even clients, access to once-privileged data, and asset managers, niche investment banks and private equity firms are now investment banks’ rivals in primary markets. The electronification of securities markets also invites disintermediation by other firms.
“The CMIB industry will be increasingly buffeted by digital disruption, just as other easier-to-access areas of banking are already being affected.”

“With digital advances come digital opportunities”: Probabilistic fuzzy matching logic, a tool that online dating firms employ, could bring buyers and sellers together more easily. Blockchain technology could automate transaction settlements, and cryptosecurities could change how debt and equity originate and trade. Investment banks may have to collaborate to remain competitive. Acting as incubators for start-ups, working on research and development, and making venture capital investments can extend CMIB product lines while nurturing needed technology. Strategic M&A and partnerships with high-tech innovators bring a financial as well as a digital bonus.
“It is better for investment banks to commit to a few product lines in which they can gain the pole position and succeed in today’s scale-driven, electronic, winner-takes-all environment, rather than competing in too many areas and achieving only low, loss-leading market shares.”

Barring a major business shakeup, the CMIB’s return on equity will continue below 10%. Specializing in a few core competencies will help the industry weather the digital fallout.
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