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Take-Aways
	Senior managers in the capital markets and investment banking (CMIB) industry must drum up revenues while operating under increasingly constraining regulation.
	After-tax return on equity for the industry fell to 11% in 2013, while the sector’s revenues have slid 13% since 2010.
	Regulatory changes and falling revenues will shake up the industry’s “six core business models”: the “powerhouses, haute couture institutions, relationship experts, advisory specialists, hedge funds” and “utility providers.”
	To gain market share, CMIBs will have to do a better job of gauging client satisfaction, attracting and retaining top talent, and forging relevant commercial partnerships.
	The firms that hit all these marks could earn returns on equity as high as 15% from now until 2020.


Recommendation
Changing technologies, impending regulations and evolving markets are just some of the reasons why returns on equity are falling in capital markets and investment banking institutions. Financial industry professionals at the Boston Consulting Group provide a useful guide to the trends and challenges facing these organizations, although, as you might expect, their report is somewhat jargon heavy. Professionals in financial markets and investments will find this report informative.

Summary
Senior managers in the capital markets and investment banking (CMIB) industry must drum up revenues while operating under increasingly constraining regulation. After-tax return on equity (ROE) for the industry fell to 11% in 2013, while revenues have slid 13% since 2010. Fixed income, currencies and commodities, which account for almost half of total CMIB revenues, fell 16% in 2013 alone. Other areas have helped offset the loss: Revenues from equities, most notably equity derivatives and cash equities, rose 21% in 2013, while investment banking revenues grew by 11%. However, meeting new regulatory requirements diverts senior management’s attention from critically needed revenue growth.
“The capital markets and investment banking (CMIB) industry continues to try to navigate its way through a transformational period that requires tough strategic choices.”

Going forward, “revenues will be the key lever in restoring return on equity.” But further supervisory pressures, including restrictions on cross-border intragroup lending and some international activities, will reduce ROE. Transparency requirements for trading certain over-the-counter products, plus client moves toward cheaper, more standardized products, will take a toll. These changes will shake up the sector’s “six core business models”:
	“Powerhouses” – The largest CMIB players must focus on specific competencies and weed out unprofitable customers.
	“Haute couture institutions” – In serving sophisticated clients like hedge funds, these firms should zero in on highly structured derivatives and other niche products.
	“Relationship experts” – Smaller CMIBs will have to ally with partners to broaden their capabilities and retain clients.
	“Advisory specialists” – To stay competitive, these firms must hire and keep “rainmakers capable of originating large deals” and build their worldwide networks.
	“Hedge funds” – Generating enhanced risk-adjusted returns over the long term will remain hedge funds’ core mission.
	“Utility providers” – These third-party suppliers of accounting, legal, IT and other functions must continually lower operating costs for their clients.

“Although much uncertainty remains about regulatory evolution, we believe that the regulatory climate will have a medium-term impact on banks’ strategic positioning along the value chain, as well as on the CMIB revenue model and the operating model.”

To gain market share, CMIBs will have to do a better job of gauging client satisfaction, attracting and retaining top talent, and forging relevant commercial partnerships. The firms that hit all these marks could reach ROEs as high as 15% from now until 2020.
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