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from The Rational Edge: Banks worldwide are under pressure to modernize their highly complex IT infrastructures while simultaneously 
controlling costs. This interview with two industry experts explores how these business demands are affecting software development for 
banking. 

From an IT standpoint, the banking industry is struggling to catch up with its own 
success. Deregulation of the financial services industry on a global scale has fueled an 
ongoing stampede of mergers and acquisitions and opened up many new business 
scenarios for banks -- from money market operations to bond underwriting to financial 
advisory work. To compete in new markets, and to address ever-growing consumer 
demand for convenient services delivery, banks have embraced new technology in 
both the front and back office, often through integration with legacy systems.

For many banks, this has resulted in massively complex IT architectures and soaring 
costs. Many are now striving to modernize their IT infrastructure in order to make their 
operations simultaneously more responsive to business drivers and more cost efficient. 

To better understand how these mounting pressures are impacting software 
development, Rational Edge reporter Scott Cronenweth interviewed two industry 
experts: Phil Vogel, market manager for IBM Rational Financial Services Sector, and 
Jost Hoppermann, research vice president, Financial Services Europe at Forrester 
Research.

Scott Cronenweth: With banks under such intense pressure to develop more responsive and efficient IT infrastructures and respond to strategic business 
requirements at the same time, where do they start? What initiatives are they tackling first? 

Phil Vogel: It may sound simplistic, but their focus is on ensuring that IT delivers value to the business. To achieve this, companies are looking at things like 
business process modeling, better requirements definition and scoping, and service oriented architectures (SOAs). Obviously, it makes sense for the business 
side and the IT side of any company to operate from the same set of priorities, especially when the business environment is as complex as it is in banking. 
However, bank IT departments have historically operated in a "siloed" fashion, so there may not be an organizational culture of strong communication between 
business and IT. 

IBM helps banks address this problem through business-driven development, which is all about modeling and analyzing your business processes in order to 
drive IT investments, and looking at your IT project portfolio from an informed perspective. The model-based analysis and simulation tells you where you 
should focus your technology efforts, including software development. In addition, you can input these models into software development tools to drive 
effective development and integration projects. Without modeling, you're unlikely to achieve an effective SOA, for example. 

Banking software vendors and other third parties have begun to offer model "frameworks" that incorporate all the different business processes and scenarios 
in which a bank is likely to be engaged. The best of these offer not just predefined business models but also a consistent terminology and structure that all 
stakeholders can understand. Consulting organizations also have offerings to support banks' efforts to align business and IT, including IBM's component 
business modeling service, which provides both methodologies and guidance. 
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It's all about identifying where to put your focus. Ideally, how would you like everything to be run? What strengths can you exploit, and what weaknesses must 
you improve upon? What are your highest-value opportunities to automate business processes? Modeling helps you answer those kinds of questions, which in 
the complex environment of a large bank might otherwise be next to impossible to get right. 

Jost Hoppermann: I refer to strengthening the link between business and IT as application strategy planning, which means defining business-focused 
development plans and conceptualizing your current banking platform in terms of manageable pieces, so that you can begin thinking about migration plans.

In Europe, companies frequently use a particular approach that begins with describing the functional landscape of current applications, envisioning future 
applications, and then defining the path from here to there. It's important to envision a range of short- and longer-term future scenarios if you're not absolutely 
sure what your future direction will be. When you choose a scenario to implement, you should not exclude other likely outcomes from your planning. 

For example, although US banks have to use the most sophisticated risk management models to comply with Basel II,1 banks in some other countries are free 
to choose less sophisticated models that may result in higher minimum capital requirements for credit, market, and operational risk. Now, the prerequisites for 
using more sophisticated risk models include not just more IT investments, more data integration, and so forth, but also a huge data history going back several 
years, for assessing credit risk. Some banks that might not be able to meet these prerequisites at their Basel II deadline need to take a less sophisticated 
approach. However, they'd be wise to prepare for using a more sophisticated risk management model in the future, when it may be mandatory. 

SC: We've talked about the need for banks to both reduce IT costs and also improve their business agility. Where's the synergy between these two objectives? 
How do you accomplish them both at once? 

PV: Every bank is concerned about risk and compliance, so let's illustrate potential synergy on that front. Of course, every bank wants a complete solution that 
addresses all its compliance mandates, such as Sarbanes-Oxley2 (SOX) and / or Basel II. One approach would be to go over your IT portfolio and put band-
aids on your systems so you can check off Sarbanes-Oxley compliance and then move on to worrying about anti-money laundering compliance, and so on. 
But a more comprehensive approach, which puts you much further ahead in the long run, is to set up your whole software infrastructure and business process 
environment so that everything -- all your data and all your activities -- are traceable and auditable. That way, whatever legislation comes down, whatever 
audits you have to pass, you have traceability from your software development lifecycle right through to your business process outputs. 

Such a comprehensive approach also makes you more efficient as a company. Once you've gone through the process of streamlining and aligning your 
business processes, you're much better able to find ways to accelerate and optimize the full spectrum of your operations. 

JH: To amplify Phil's example, we also see more and more banks, both in Europe and elsewhere, that wish to address new reporting requirements brought 
about by regulations, such as Basel II and the International Financial Reporting Standards3 (IFRS), while at the same time improving bank management. They 
have that holistic view of their business needs that we just discussed; they're committed to application strategy planning and have most likely created a couple 
of projects focusing on that bigger vision, not just on specific regulatory concerns. For them, capabilities, such as automated traceability and auditability, as 
Phil said, can have direct impact on a wide range of business processes and improve risk management, daily evaluations, analysis of ongoing business 
performance, and strategic bank planning. 

It's crucial for banks to take the long view and consider the value of improved agility as they undertake application renewal. It's not the cheapest proposition, 
and cost containment alone will not offset the cost and risk of migrating to new systems. 

SC: So what does the IT application landscape at a typical bank look like today? How close are most banks to achieving a modern, responsive IT 
infrastructure that can support current requirements and serve as a foundation for future adaptation? 

JH: It's difficult to generalize, because banks vary so greatly in their size, activities, regulatory concerns, markets, and products. But certainly one of the key 
issues is that many banks have patchwork IT systems. Their applications and data stores are silos of information and business logic, and they have neither the 
flexibility nor the agility to cope with dynamic market issues, such as ongoing mergers, restructuring, new products, and shorter time-to-market requirements. 
Somehow, they need to move to a more integrated IT infrastructure that is better suited to today's business needs -- and tomorrow's as well. 

In my experience, the most successful banks have approached their renewals as gradual, multi-year programs and avoided "rip-and-replace" cutovers to new 
systems. They use application strategy planning to identify not just what systems to replace and when to replace which part of what application, but also how 
to consolidate systems and infrastructure in line with renewing applications. For example, a bank may choose to move distributed, branch-allocated data 
stores back to the data center, so that they have one centralized data store. Then they'll also consolidate servers. Their objective is to establish "one source of 
truth" in their back office, and consolidating back-end systems is a necessary first step. 

How do they approach this consolidation effort? One way is by providing two types of "wrappers" around legacy core systems: an old-style interface to serve 
mainframe applications; and a new, service-oriented interface that will serve the new branch applications. This can be an effective short-term approach. But as 
time goes on, the infrastructure's ability to adapt to business requirements will diminish. Many banks have already started planning for renewal of their core 
mainframe systems, which may be upwards of twenty- to thirty-years-old. A recent survey among European financial services firm shows that there is still a 
bias toward in-house development, although it is not as strong as it has been in the past. 



IT trends in the banking industry

PV: What we see at IBM is that banks have a desire to create a unified infrastructure. No one wants to buy point solutions from a dozen vendors and then 
attempt to integrate them around their ever-changing regulatory reporting needs. Vendors with the products, services, and consulting expertise to help banks 
consolidate and integrate their siloed systems -- from modeling to migration to implementation to ongoing support -- will gain the most traction. 

Moreover, as Jost said, the starting point for front-end renewal is frequently back-office renewal. This has made SOAs a very hot topic for our banking 
customers. It just isn't realistic for these businesses to toss out a mission-critical core system and build a new one. So they're putting service-oriented 
wrappers around their old systems and integrating them at the mid-tier through SOAs. The reality is that banks will need to modernize, customize, integrate, 
and maintain their mainframe systems for many years to come.

JH: Some banks out there are still using assembly language-based core banking systems. As you can imagine, these systems are not very responsive to 
change, whether you wrap them in a new services layer or not. Some may simply need to be ripped out and replaced. On the other end of the spectrum, I 
know of a number of financial services firms that have taken a step-by-step approach to creating a services orientation to their business logic, moving their IT 
architecture forward as soon as new software technology was available that met their needs. Now, they have reusable business services that multiple 
applications and business processes are leveraging today.

SC: Let's get back to the issue of build versus buy. Particularly for large, multinational banks with numerous homegrown core systems, the need to combine in-
house development with off-the-shelf solutions seems almost inevitable. What does this mean for their software development teams? 

PV: Software development scenarios at major banks are complex, not just because they involve such large-scale systems and complex migrations and 
integrations. With mergers and acquisitions and the economies of third-party partner development, banking software development projects are often 
distributed, and geographically distributed development (GDD) introduces more complexity: different time zones, different languages, and different existing 
tools and processes. This trend toward distributed development is something we've seen for several years, and it's not going away any time soon. Many banks 
are struggling to get software development teams to work together efficiently, and that could be a remote in-house team or an outsourced development team. 
An integrated software development platform and consistent, configurable processes and best practices are essential to mitigate risk to cost and schedule 
across these large projects. Integrated, automated tools for business modeling, change management, testing, requirements management, portfolio 
management, and project management are even more critically important in GDD environments. 

In addition, software teams in banks often have a number of different software versions to maintain. Because we're talking about gradual, phased migrations, 
different branches might very well be using different front-office systems, for example. There could also be "old" and "new" versions of one or more core 
systems in place to serve these different applications, along with different mid-tier services. Version management and change management tools are therefore 
essential for success on multi-year migration projects. 

JH: If a bank can find an off-the-shelf solution or a solution framework that meets its needs, this can potentially create a strong foundation for the next 
generation of regulatory compliance requirements. 

Whether "buy" is more cost-effective than "build" is, of course, a complex question. Smaller banks might find it easier to meet their needs with off-the-shelf 
banking platforms. Larger institutions, however, seem to still prefer banking platforms that favor homegrown applications to a certain degree.

Another factor is how well a bank can leverage its platform renewal to improve business efficiency overall. We've touched on the concept of "platform agility" 
several times already. Forward-looking banks can envision banking IT platforms that integrate different applications and enable new applications to be 
deployed on a module-by-module basis, including third-party modules. On the most agile platforms, you can create workflows between and within applications 
with little or no additional software development. 

We already have a "70 percent solution" in terms of technology to make this kind of platform possible. What we have not yet fully evolved are the necessary 
back-end vertical interfaces for such "plug-and-play" applications, with each module delivering or consuming the same data or services. Once we have those, 
then a team could just do some UI development, create new linkages among business logic modules, and presto! Out rolls a new product or service. 
Obviously, this scenario is still science fiction. But some financial services software vendors are already moving in this direction. 

PV: Whatever your mix of custom and packaged applications to create an IT platform as flexible as what Jost just described, you need a software development 
methodology that supports reusable components and reusable assets. Say you see a new opportunity. To pounce on it, you need to customize an existing 
application or maybe even build a new one. If your architecture includes components and services that you can leverage, you can probably roll out what you 
need in weeks as opposed to years. That's a big, ongoing benefit of implementing a coherent, repeatable software development process with an integrated 
tool set. Not only do you get more of an On Demand relationship between IT and the business, but you also get the cost savings and revenue advantages of 
shorter time-to-market. 

SC: What about that value for consumers? How are successful banks using IT platform renewal to differentiate themselves from the competition and win new 
customers? 

PV: Not that long ago, they felt maybe they could eventually eliminate their branch offices, and customers would be content to interact with them through ATM-
type systems and call centers. Now they've completely reversed this thinking; banks recognize that the customer's branch experience is critically important to 
customer retention, and they are again competing on the basis of their branch capabilities. 
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That's why we hear more and more in the banking industry about "branch transformation," or "multi-channel transformation," as it's sometimes called. Banks 
want to deliver front-office services that provide a "360-degree view" of the customer. These kinds of capabilities are, of course, facilitated by IT platform 
renewal and integration. Banks want to provide a unified, all-embracing service experience for the customer. Say I go to a teller at my local bank branch and 
ask about my accounts. The teller can see how much money is in my checking and savings accounts. But can he or she find out what's going on with my 
mortgage or my car loan? Most likely not. The teller won't have direct access to the relevant systems. 

Right now, a key way for a bank to differentiate itself is to tie its systems together at the back end and then create complementary front-office systems that can 
deliver a unified customer experience. Banks really want their branches -- and eventually their ATMs or even kiosks -- to offer customers a great experience 
that's friendly, complete, and efficient; you don't need to speak to several people to find out what you want to know. This can require not just integration among 
banking systems, but also real-time data interchange, for instance. If I make a deposit at an ATM and then go inside the branch and talk to a teller, I want the 
teller to be aware of the deposit I just made. 

JH: The branch transformation that Phil has been talking about represents a huge paradigm shift for banks, with respect to front-end applications as well as 
product-oriented back-end systems. An important aspect of this shift is what I call "partner centricity," which is more than just "customer centricity." Partner 
centricity means you develop or select a new banking platform that can focus on prospects as well as customers and other types of partners -- like legal 
entities or individuals providing securities for a loan. This extends the current data model; it enables you to more easily capture information about all the people 
and entities you interact with. If someone applies for a loan but ends up going elsewhere for it, you still capture that data. You might be able to achieve this 
goal with current systems, but without party centricity it is much more difficult. Too many banks today still have no clue how to track or communicate 
comprehensively with even their long-time customers. 

Another goal of IT platform renewal is a process-oriented, integrated desktop that can deliver a seamless service experience. Ideally, bank employees should 
be able to access functions on the basis of work demands, regardless of what application they happen to have open. A starting point is simply to give users a 
more modern desktop or portal. Right now many bank employees, such as tellers, cannot work on concurrent processes simultaneously. They need to exit one 
application or workflow to access another and often must re-enter data. They're a long way from being able to exploit an SOA. 

Another way I see branch transformation evolving is through multi-channel capability, which allows you to drive all product and service channels via common 
business logic -- to have true cross-channel capability. As a customer, you want to be able to start a business process in Channel #1, continue it in Channel 
#2, and complete it in Channel #3. This relates to the real-time data interchange Phil mentioned. Say you get some investment information on the Internet and 
decide that, yes, you'd like to sign up for that investment. If you go to your local branch, at most banks you'd have to start from scratch with your story: "I had a 
look at these products, I requested the following information ... can you please help me?" However, in an ideal world, your bank contact would already know 
what you came in for, and the necessary paperwork would be ready and waiting for your signature. You, the customer, should be a coherent entity accessible 
from any of the bank's systems. Achieving this goal will be possible once a bank's back-end systems and channels all speak the same "service language." 

PV: Whether we're talking about differentiation through new services, gaining market share via new products, or even competitive advantage from better cost 
containment, the foundation of success is an On Demand IT infrastructure that is as flexible, resilient, and streamlined as possible. If your platform can 
respond to new requirements, then the business can respond, even in a highly complex and regulated environment like the world of banking. The more 
efficient your IT platform, the greater your profitability. And that's what the business really cares about; how it gets there is less important. 

Notes
1 Basel II encourages the banking industry to use more sophisticated risk management methodologies and tools. This accord was designed to strengthen 
lending through better assessment of the capital a bank is required to hold. More information is available at http://www.ots.treas.gov/docs/25177.pdf. 

2 Created to provide better control over financial reporting, Sarbanes-Oxley aims "to protect investors by improving the accuracy and reliability of corporate 
disclosures made pursuant to the securities laws." Organized into eleven titles, section 404 requires management to file an internal control report with its 
annual report. More information is available at http://www.sarbanes-oxley-forum.com. 

3 The International Financial Reporting Standards (IFRS), often known by their older name of International Accounting Standards (IAS), are a unified set of 
accounting standards that are applicable worldwide. Issued on January 1, 2005, IFRS will result in major cost savings for companies with listings in more than 
one country, and will allow investors to compare the performance of businesses across national borders for the first time. For more information, see http://www.
iasb.org/standards/summaries.asp.

Jost Hoppermann, a vice president and research analyst in Forrester's financial services research group in Europe, is responsible for 
technology areas ranging from banking platforms, software infrastructure, multi-channel platforms, and architecture-to-application strategy 
planning. In addition to doing consulting work for major IT organizations and vendors in many European countries, he is a frequent 
conference speaker and quoted expert. He came to Forrester through its acquisition of Giga Information Group. Prior to Giga, he was 
director of architecture at DG Bank, where he was responsible for the medium- and long-term development of architecture and related 
issues. He holds the German equivalent of a master's degree in computer science from the Technical University of Aachen (RWTH 
Aachen).

Phil Vogel is the worldwide market manager responsible for financial services sector solutions within the IBM Rational brand. He has worked in the software 
development industry for more than ten years, with roles in management, technical marketing, product marketing, and product management. Raised in the 
Middle East, Holland, and England, he has authored several papers and frequently speaks to audiences around the globe on a variety of software 
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development topics. 
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