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COMMENT
 

EARNING A PLACE AT THE 

REVENUE TABLE 
The role of the CTO in a hedge fund has changed 
since the 2008 financial crisis. Pershing’s Steven King 
explores the factors that contributed to this shift 

U
ntil fairly recently, the chief technology 
officer of a typical hedge fund was re-
garded as an important cog in the wheel, 
although never quite as important as a 
fund’s portfolio managers. The CTO’s 
focus on infrastructure kept him or her 

well out of the limelight, which was almost exclusively 
trained on alpha-generation. While the hedge fund industry 
was already maturing pre-crisis, the events of 2008 changed 
the industry quickly in material ways. These changes have 
caused the CTO role to take on a scope and inherent value 
that had been previously associated solely with revenue 
producers. The “new” CTO’s job is mapping in significant 
ways to the overall competitive, performance, compliance 
and asset-attracting demands of the hedge fund industry. 
The factors contributing to this sea change in the CTO’s 
role are intertwined, but revolve in one way or another 
around creating an infrastructure that supports the execution 
of the firm’s trading strategies while maintaining an environ-
ment with responsible operational risk controls. CTOs must 
take into account the increased demands (from investors 
and regulators alike) caused by the enormous ramp-up of in-
stitutional money entering hedge funds and unprecedented 
regulatory- and compliance-related reporting. 
The “always-on” nature of financial services also presents 
unique challenges to a CTO, and has an increasing impact 
on overall fund performance. Hedge fund staff are accessing 
information 24/7, often from mobile devices far from the of-
fice. While successfully managing how to get the right data in 
the right place quickly is a real competitive advantage, it has 
created a new set of security, auditability and risk manage-
ment challenges. Add the threat of runaway costs, and the 
CTO is firmly planted in the middle of a firm’s value chain, 
with direct and indirect implications for profit generation. 
Today’s CTO must create a tangible, organised and 
accessible picture of a firm’s controls and how the firm 
operates. Beyond information security, compliance and 
regulatory reporting, this mandate now typically includes 
technology applications that provide: 
• 	Controls on daily position and cash reconciliation 
• 	Collateral and financing optimisation 
• 	Counterparty exposure and oversight 

• 	 Integration of the execution flow with the firm’s risk 
management controls 
• 	Visibility and consistency of portfolio information 
across the firm 
The unprecedented importance of outsourcing at hedge 
funds – another key part of the “new” CTO’s domain exper-

tise – is by itself injecting change into the eco-
nomics and profitability of firms. On one hand, Steve King 
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often provide the organisation with its professed scale, se-
curity and leverage. Unprecedented regulatory and inves-
tor demands for consistency and accessibility to data across 
risk, compliance, marketing and reporting functions, have 
made a visible and strong technology vendor relationship a 
critical point of differentiation. 
A robust infrastructure, sustainable under even extreme 
conditions, is no longer a “check-the-box” item, but has 
become a key requirement and an increasingly prominent 
ingredient in Due Diligence Questionnaires (DDQs). In-
deed, operational due diligence has become a mandatory 
test as part of the DDQ process. Funds must be able to 
document and validate that they are independent of any 
single service provider or counterparty. 
Investors expect tight alignment between the fund and 
its key service providers, particularly where oversight and 
business continuity are concerned. Given the complexities 
of vendor services, one now-common pitfall CTOs must 
avoid is becoming “chief vendor officers.” 
The long-term ripples generated by the financial crisis of 
2008 have yet to be fully traced and deciphered. But one 
unmistakable legacy of the crisis can be seen in today’s 
hedge funds, where the formerly discrete role of the CTO 
has been transformed to become a critical function in the 
areas of revenue, profitability, brand equity and the long-
range success of hedge funds. 
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