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Vision 
It’s well understood that the phenomena of automation, globalization and fragmentation are 
vastly altering today’s capital markets infrastructure.  Over the last 10 years, we have 
witnessed a revolution within the trading community, one in which firms of all sizes are 
actively involved in trading a wide range of instruments at a variety of execution venues all 
around the globe.  The idea of a 24 hour-a-day market place is no longer a fantasy, but a 
reality, creating unparalleled opportunities. 

With this new reality comes a new paradigm, one in which increased connectivity fosters 
increased competition. Taken together with regulatory reform, this has caused a general 
leveling of the playing field.  This leveling is occurring both geographically and across 
instrument types.  

Lowering barriers to entry also serves to minimize the influence of oversized players and 
reduce the inherent risks associated with “Too Big to Fail.”  Connectivity and technology allow 
new competing forces to “step up” and provide some of the services that have mainly been 
provided by a limited number of firms in a closed market environment.   

However, with these new opportunities come new challenges.  How can firms expand their 
presence into emerging or frontier markets, or new asset classes or services, without investing 
massive amounts of up-front capital into technically challenging communications 
infrastructures?   After all, while the idea of trading equities on the Johannesburg Stock 
Exchange (JSE), or hedging US dollar interest rates in Singapore seems like a great idea, 
setting up the necessary infrastructure to do that can be overwhelming, even for the most 
sophisticated firms.    

Likewise, for firms that have set up a global footprint, the complexity of global networks 
requires communications resilience and redundancy.  Connectivity failure kills markets.   

Furthermore, the universal imperatives of transparency and fragmentation make it nearly 
impossible for small- and medium-sized players in the industry to sustain connectivity 
programs on their own.  Likewise, larger players need to balance their own desire for control 
with the realities of rising infrastructure costs and complicated global communications 
networks. 

There is hope out there.  Extranet service providers (ESPs) are scaling to match the market’s 
complexity, allowing participants up and down the service stack to communicate with each 
other via a reliable, robust and secure infrastructure. ESPs are providing market participants 
with the unique ability to bridge the geographic divide that exists between the developed 
markets in North America, Europe and Asia, and the emerging and frontier markets that are 
attracting so much attention. ESPs are also forming the connective tissue for a whole new 
infrastructure to trade Over-the-Counter (OTC) derivatives in a centrally-cleared electronic 
marketplace.     
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While extranets play an important role within the financial services connectivity vertical, their 
role, while robust, does not obviate the need for other forms of connectivity. Often, firms will 
utilize multiple communications technologies to enable their business strategies, including the 
use of direct connections though dark and lit fiber connections, co-location efforts, as well as 
the internet.  Likewise, firms often have multiple extranet providers, depending upon their own 
unique requirements. 

However, for firms looking to bridge all of these options, and who require better security, low- 
and stable-latency characteristics, robust resilience and managed services, extranets provide 
the most cost-effective solution.  While not the quickest or cheapest option out there, 
extranets provide significant value-add, including broad reach, ease of use, managed care and 
most of all, flexibility.   

All of the participants in this study relied on multiple technology types to power their 
connectivity strategies.  Smaller firms tended to rely on extranets and the internet for their 
communications strategies. Larger firms employed multiple strategies to connect numerous 
counterparties, and tended to rely on a mixture of extranet services, direct connections and 
co-location strategies (see Exhibit 10). 

Exhibit 10 
Connectivity Options 

 

Source: TABB Group  
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Exhibit 13 
Extranet Glo
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With each new geographic location or new execution venue that is developed and brought into 
the global electronic trading community, a whole new series of market participants need to be 
“brought online.”  ESPs that can demonstrate capabilities in these areas will fare better and 
attract more customers.  It is a self-fulfilling prophecy: the more on-network participants you 
have, the more you will get.   

Reliable, High-Performance, Secure Networks  
Performance, reliability and security continue to be the primary drivers when it comes to 
financial-services connectivity.  Market participants continue to be concerned about these 
three issues, especially when it comes to connecting to new marketplaces and globally-
distributed execution venues.  With everyone looking to find the next “big thing,” nobody has 
any time for unreliable communications infrastructures that do not meet their low tolerance for 
service interruptions or security breaches.  Extranets provide for better performance, while 
reducing overhead costs and complexity.   

Managing global connectivity is a time-consuming and resource-intensive task.  ESPs that can 
effectively and reliably manage network connectivity across the globe remove that challenge 
from the table.  And while it is true that some of the larger sell-side firms are looking to 
replace extranet connectivity with internet-based connectivity, the vast majority of firms 
interviewed for this paper indicated that they were too concerned about the overall 
vulnerability of the internet.  This concern has been accentuated by the hacker group 
Anonymous’ recent threat to “take down the New York Stock Exchange,” and by Western 
governments’ allegations that China has been sponsoring organized cyber-attacks on western 
financial institutions.  According to one participant, “nobody wants to be on the internet now, it 
is just too dangerous.” 

As markets become more interconnected, and cloud environments, like NYSE’s Financial 
Services Cloud or Reuters’ Elecktron become more integrated into the sector, reliability and 
security will be even more pressing concerns.  Reliably connecting geographically disparate 
trading environments, such as New York and Istanbul, is going to be a typical objective.  
Participants who can guarantee this connectivity, through wise choices of extranet partners, 
will survive and prosper; firms that cannot, will not.   

Customer Service  
The value associated with customer service within the extranet community cannot be 
understated.  In today’s nearly-24/7, electronically-driven trading environment, customer 
service becomes exceptionally important.  Users of extranet services are looking for real-time 
customer service that can operate around the clock; they must be able to work with clients 
and interlocutors to resolve complex issues that often interrupt trading activity.     

According to our survey, all but the largest users of extranets are somewhat unsatisfied with 
their extranet customer service experiences.   Complaints ranged from a general sense that 
the bigger ESPs are not focused on the day-to-day concerns of the individual participants, to 
concerns that the providers are not releasing enough information on the status of their 
networks.  
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Many of our interview participants aired the concern that some of the ESPs have integrated the 
financial-service customer service programs into the organizations’ overall customer service 
programs.  This means that when a problem does occur, participants’ calls for assistance 
queue up in general customer-service call centers.  While the actual impact of having financial-
services’ calls routed through a general customer-service help desk infrastructure may be 
minimal, the perception among some of the participants we interviewed was that it took too 
long to get their issues resolved. 

Value-Add Services  
Extranet users are also looking to extranet service providers to provide access to value-added 
services as part of the overall user experience.  Specifically, there are two types of services 
that users seek.  First, there are value-added services provided directly by the service 
providers themselves.  Second, there are services provided by on-network ISVs.  The number 
of services provided directly by the ESP or though the ISVs varies, depending on the specific 
extranet and its individual strategy.   

Access to any of these services depends on the service provider chosen, however, vendor-
neutral network providers, such as IPC, BTRadianz, Savvis and TNS tend to be viewed as more 
open to ISVs. Extranet environments aligned with financial-service providers tend to be viewed 
as less accommodating to certain types of ISVs that may compete with the extranets’ intrinsic 
value propositions.  While network-neutral offerings will provide easy access to any and all 
market data providers interested in joining their network, service-provider aligned networks 
will tend to try to accentuate the bundled services.   

In the first instance, service provider-backed extranets tend to be offered as either part of the 
basic service level agreements, such as business continuity planning, disaster recovery 
assistance, deterministic latency levels, or as service layers that can be added as needed.  
These services depend on the individual provider being used, but tend to include features like 
voice connectivity, low-latency connectivity, message management services and encryption 
services.  

In the second instance, on-network participants are looking to see a wide variety of providers 
whenever possible.  As more and more market places become automated, more and more 
service providers will be looking to extranets to connect them and their products to potential 
customers.  This is especially true when one considers the “trade lifecycle” types of services 
currently being offered. 

From our perspective, service providers in the trade lifecycle services business cover pre-
trade, trade and post-trade services.  These include, but are not limited to: 

 Pre-trade services – Market data providers, reference data providers, pre-trade risk 
analytics.   

 Trade services – execution venues, exchanges, SEFs, OMS/EMS providers, etc. FIX 
messaging/protocol services 

 Post-trade services – allocation, clearing, settlement and custodial services 
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In addition to the types of services being offered, extranet service providers are looking to 
expand the number and range of services being offered throughout all asset classes.  Whereas 
most services were offered mainly to the equities market place, now service providers are 
looking to expand into new market places, including but not limited to equities, futures, 
derivatives, options, swaps, foreign exchange (FX) and others.   

Cost  
When ESPs first started popping up, one of the primary value drivers for this type of service 
offering was the ability of extranets to drastically reduce the costs associated with financial-
services connectivity.  Back then, bandwidth was relatively expensive, and the costs associated 
with managing one’s own network were becoming prohibitively expensive.  Now, however, the 
overall cost of bandwidth has dropped significantly. Extranet service providers can no longer 
rely upon up-front cost reductions to sell their services.   

However, while the actual cost of bandwidth has drastically been reduced, the overall cost of 
running an independent, point-to-point network has not.  All but the largest buy-side and sell-
side firms no longer maintain the necessary in-house expertise to sustain large point-to-point 
networks; nor do they maintain the necessary in-house staff to manage the minutiae that 
comes with running a directly-owned global network.  This includes managing all of the 
independent vendor relationships that go into keeping a network running, managing failovers 
and network engineering.  It also includes things like managing the logistics of all of the 
equipment that needs to be constantly checked, monitored and updated every time a change 
to the network is made, or an on-network participant changes location. 

From the perspective of firms that have already invested in extranet service partnerships, 
extranets no longer have to demonstrate on a dollar-for-dollar basis that they are cheaper 
than other competing technologies.  They must, however, provide cost-competitive services.  
As one participant noted, “Extranets do not need to be less expensive than everyone else, they 
just need to demonstrate that they are easier to use, and just as cost-effective.”   

Capital Markets Background  
Firms looking to connect within the capital markets arena want to do so with a partner who is 
fully engaged with and focused on the financial services community. Thanks to the ever-
changing regulatory and technological landscape, firms look to extranet providers as 
outsourced partners who can assist them in navigating the often complex world of regulatory, 
cultural and operational landscapes that exist both globally and vertically within the capital-
markets sector.  This is especially true when it comes to expanding into new geographic 
environments.   

Both buy-side and sell-side participants want knowledgeable interlocutors who not only 
understand the challenges associated with connecting various market participants together; 
they are looking for partners who can provide valuable insight into how local markets operate.   
Firms expect, whether justly or unjustly, that their service provider is well-positioned to assist 
them in their efforts to expand into new markets.  They rely on their ESPs to assist them in 
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navigating the regulatory and cultural frameworks that may exist in far-flung geographic 
locales.   

Furthermore, participants do not want to “hand-hold” their service providers on topics with 
which they believe the provider should already be familiar.  More than one participant 
indicated that they were generally dissatisfied by their ESP’s ability to understand the nuances 
of their business.  According to our research, many of today’s market participants believe that 
too many of today’s extranet service providers have lost focus on the financial services 
vertical.   
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Extranet Basics  
Extranets are private internets that link multiple users together into a community of ‘like-
minded professionals’.  Financial services extranets cater specifically to the financial services 
vertical.  They are privately owned and operated networks that oftentimes cater to a specific 
market segment; in this case the financial services sector (see Exhibit 14).    

Exhibits 14 
Extranet Players 

 

Source: TABB Group  

Unlike the internet, extranets use a logical connection methodology that manages 
communications rights within the network.  Also unlike the internet, which allows for open 
communication; on-network participants must have specific “logical connections” enabled 
with their counterparties to communicate.  

 
Extranets provide for: 

 Scalable connectivity – Connectivity-on-demand model allows users to increase 
connectivity without up-front capital investment. 

 Secure communications – Closed community limited to financial-services companies. 
 Deterministic latencies – Fixed latency levels, oftentimes guaranteed through 

stringent service level agreements (SLAs). 
 Robust infrastructure – Allows for primary and alternate communications routes, 

managed to ensure that paths are not “groomed” together.  
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Hiring lots of talent from existing participants

Voice & Data Networks / Turrets / 
Financial Services Data Networks
4,000+ Voice Network users in the 
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Conclusion 
Extranets within the financial-services community are here to stay.  Their role within the 
community is not only widely understood, it is thoroughly accepted.  Whether it is the small 
buy-side firm looking to connect to its broker, the large sell-side bank that wants to reduce the 
operational complexity of its communications infrastructure and connect to the broader 
financial services community, or the new upstart ISV looking to gain access to new potential 
clients, extranets enable all of this to occur with minimal up-front investment, and the option 
to add capabilities on demand. 

While extranets are here to stay, it does not mean that they are going to remain static as the 
environment evolves around them.  As the markets evolve, so too will extranets and extranet 
service providers.  With the globalization of institutional capital markets and the additional 
complexity that comes with automated trading, extranets will continue to provide unrivaled 
value when it comes to connecting individual market participants to the community as a whole.   
This could mean connecting clients in North America to newly emerging markets in Vietnam or 
Malaysia or enabling new micro-communities to evolve around new market structures and 
exchange venues, such as SEFs.   

Likewise, as cloud environments begin to take hold within the community as a whole, 
extranets will not only allow participants to connect to these community infrastructure 
environments, they may well begin to take on some of their form and structure.  Just as clouds 
represent the ultimate form of scalable, on-demand computing resources, extranets represent 
the ultimate form of scalable, on-demand connectivity resources.  Just as a car has become 
the ubiquitous form of individual transport within the United States that does not mean that 
the car is right for every type of individual transport requirement.  Similarly, just like cloud 
environments, the extranet value proposition only extends so far.  While we believe extranets 
will continue to see positive growth over the next few years, as new frontiers are incorporated 
into their networks, they will not totally eliminate the need for other forms of connectivity.   

In the end, what will separate the individual extranet service providers from each other will be 
their own individual offerings.  These offerings will continue to focus on the six elements of the 
value chain that will remain a constant concern for all parties interested in connecting to the 
FS community.  These include: the size and scope of the on-network community, the reliability 
and performance of the extranet infrastructure, the level of customer service, the value-add 
services that are available through the extranet, the cost of the service and the ability of the 
service provider to act as a knowledgeable partner within the community.  No matter what 
happens within the sector, these factors will determine the successful providers.   
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