
The integration of high 
and low touch capabilities 
in automated trading: the 
need for a hybrid OMS

by Richard Bentley, Chief Product Officer at Itiviti



2 The integration of high and low touch capabilities in automated trading: the need for a hybrid OMS The integration of high and low touch capabilities in automated trading: the need for a hybrid OMS 3

Contents
Introduction 4

Market evolution 6

Technology implications 7

The problem with in-house systems 8

What should a fit-for-purpose low touch system look like? 9

Market gateway and smart order router 10

Order management 11

Post-trade and middle office 12

Outsourcing components 13

Conclusion 14



4 The integration of high and low touch capabilities in automated trading: the need for a hybrid OMS The integration of high and low touch capabilities in automated trading: the need for a hybrid OMS 5

and volume go electronic, neither approach is fit for purpose. 

In today’s environment, institutions must be able to handle as much 
of their order volume as possible automatically while still having 
the facilities to work orders with care where required. Meanwhile, 
several of the core components of order management systems have 
been commoditized and there is no longer competitive advantage 
in institutions building and maintaining these themselves. Smaller 
institutions that have tried to manage their low touch business using 
workarounds with traditional OMSs find them creaking under the 
strain.

What brokers now require are hybrid systems that have all the 
automation and scalability to handle low touch business, particularly 
as it expands across asset classes and geographies, together 
with the high touch functionality to improve execution, manage 
exceptions and provide clients with a quality service they demand. 

Change is nothing new in trading. Since the millennium, sell-side 
brokers have had to ride waves of transformation in regulation, 
market structure, technology and economic fundamentals. Survival 
and success have depended on adaptability and timely adjustment 
to evolving circumstances in terms of organisation, business model 
and technology. Now as yet another wave sweeps through the 
markets, brokers need to review their trading systems to ensure they 
are fit for purpose for the challenges of tomorrow. 

There is no doubt that regulation has been the main driver of 
change. The advent of decimalisation in the US at the turn of the 
millenium substantially lowered the cost of trading and reduced 
bid-offer spreads, and consequently fuelled the boom in automated 
trading. The first Markets in Financial Instruments Directive (MiFID) 
in Europe, Regulation National Market System (RegNMS) in the US 
and equivalent rules elsewhere, then set out to improve competition 
and fairness in the markets. The result was a proliferation of new 
trading venues, fragmentation of liquidity and rise of the dark pools, 
with a huge increase in market complexity and further impetus to 
automated, electronic trade execution.

The financial crash of 2008 exacerbated these circumstances as 
budgets and headcounts were slashed. Brokers backed away 
from carrying less liquid products on the balance sheet due to 
higher collateral costs. The result was an increased focus on ‘flow 
products’ like exchange-traded cash equities and derivatives, and 
the provision of direct market access (DMA) and direct strategy 
access (DSA) – algorithmic trading – to cut costs. Although ‘High 
Touch’ desks persist, the rise of ‘Low touch’ trading desks offering 
DMA/DSA have emerged like start-ups inside institutions and have 
gradually captured the lion’s share of order flow and market growth.

Low touch trading implies electronic order flow is sent straight 
through to market with no human intervention. The role of the human 
trader focuses on handling of exceptions – for example, an order that 
cannot be completely filled in a given timeframe. Traders intervene 
only when necessary to get an order traded, improve execution, or 
fix problems. As a result, less traders are required to handle higher 
volumes of flow compared with high touch, and traders are the 
biggest Broker cost contributors.

In the old world dominated by voice trading and ‘with care’ manual 
execution on organised markets, brokers relied on traditional order 
management systems (OMSs) to support their high touch business. 
With the onset of low touch, Tier 1 institutions built their own 
automated systems, including connectivity and order management. 
As demand for automated trading increased, Tier 2 firms were forced 
to offer a service, but given severe budget constraints, they had to 
bend their high touch OMSs to the task. But as more asset classes 
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Prior to the rise of electronic trading, brokers supported their high 
touch business with traditional OMSs from vendors such as Fidessa, 
SunGard (now FIS) and Bloomberg. (Ullink introduced a high touch 
OMS in 2007). These systems enable brokers to receive and stage 
orders, including block trades, and manually work them through the 
market to achieve clients’ requirements. However, the systems were 
not built for volume or speed. High touch OMSs are designed for 
screen-mediated workflows involving multiple touch points with the 
human trader. Automated trading workflow is fundamentally different. 
Here, the trader’s role is to handle only the exceptions – orders that 
fail pre-trade risk or compliance checks, do not transact, or do not 
meet key performance criteria. In a low touch environment, orders 
are not staged in the system, but flow directly into the algo box and 
then via the SOR to the appropriate venue. Low touch OMSs must 
handle much higher volumes, provide sophisticated real-time alerting, 
and provide rich search interfaces to find individual orders among 
thousands or even millions of orders in the system. The architecture, 
workflows and screen layouts of the two systems are very different.

Some institutions tried to get their algos to ride on the back of their 
traditional OMSs. They soon ran into problems with scalability and 
the mismatch of high and low touch workflow. To circumvent these 
issues, Tier I institutions set about building systems for their low touch 
business from the ground up. Quants created the algos, either from 
scratch or using vendor tools, while IT teams built the operational 
framework to link to clients and the markets, route orders and monitor 
performance. Some institutions adopted third-party components 
where available, such as Ullink’s UL Bridge for client connectivity.

Tier II firms initially stayed with their high touch business models. 
However, as regulation, cost considerations and buy-side demand 
drove trading irrevocably towards electronic trading and automation, 
these firms were forced to set up low touch businesses. Most often, 
they would stage their flow and route orders to bigger brokers, using 
the brokers’ algos and market memberships. In the straightened times 
following the financial crash, the Tier II firms had little option but to 
coerce their high touch OMSs into supporting these operations, with 
the inherent limitations of these systems inevitably leading to sub-
standard service.

Market evolution
Prior to RegNMS, the first MiFID regulation and their ilk, almost all 
volume of exchange-traded instruments, particularly equities, went 
through the major venues. They were the only ones that could provide 
sufficient liquidity in an automated way and were therefore able to 
maintain effective monopolies. Regulators favour electronic trading 
over voice because it can be more easily tracked and audited, but 
they recognised that the exchange monopolies were bad for investors. 
The new rules set out to introduce competition into electronic markets 
and drive down execution costs. The result was a rise of multilateral 
trading facilities, as well as dark pools where large order blocks could 
be transacted out of sight of the market.

In some ways, these measures worked too well. Stock exchanges lost 
their monopoly of liquidity, which quickly spread across the plethora 
of new venues. However, the consequence – unintended as is so often 
the case with new regulation –  was to disperse liquidity to the point 
where it became difficult to find. Dark pools began to attract large 
amount of liquidity comprising various sized orders, not just large 
blocks, potentially impacting price formation and validity on exchange.

Further fragmentation has resulted from MiFID II’s double volume 
caps that restrict the volume that can be traded on dark pools, driving 
it to block trading, systematic internalizers and large-in-scale (LIS) 
venues. The market has also adapted to keep trading as ‘grey’ as 
possible with initiatives like continuous auctions, perpetuating the 
fragmentation.

Inevitably, these regulatory pressures have taken their toll on margins. 
Brokers came under mounting pressure to increase business, but 
also to cut costs. This meant doing more execution of more products, 
with less resources while remaining compliant. In other words, fewer 
traders would have to handle more orders. The buy side was not 
immune from these forces, and began to scrutinise costs and best 
execution more closely, and in some cases take more control of their 
execution for both cost and quality reasons.

These pressures have driven a rapid rise in automated trading. Brokers 
translated trading strategies into automated algorithms and used 
smart order routing to find liquidity and best execution, including 
dark pools for trading large blocks anonymously. By 2007, the market 
share of algo trading and DMA had grown to 44% compared with 15% 
in 2002. With increasing automation came a growth in volumes as the 
machines could handle far more flow than their human counterparts. 
In addition, the algos and smart order routers (SORs) facilitated smaller 
order sizes, which also served to pump up volumes. By 2012, the 
market share of algo trading had leapt to 77%, with 7% going through 
dark pools. But this growth in complexity and volume brought new 
challenges in terms of trading technology.

Technology implications

44%
The market share of algo 

trading and DMA in 2007, 

compared with 15% in 2002.

Tier II firms initially stayed with their high touch 
business models. However, as regulation, cost 
considerations and buy-side demand drove 
trading irrevocably towards electronic trading and 
automation, these firms were forced to set up low 
touch businesses.
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For many Tier I institutions, building in-house was a reflex response 
to the challenge of low touch trading. When profits were easy to 
come by, custom development was the default response of big 
banks to new business opportunities. Also, no comprehensive 
third-party systems were available immediately. But as with many 
in-house initiatives, the rationale for this approach has eroded over 
time. 

Custom-built systems are by their nature unique and, hence, all 
maintenance and upgrade must be undertaken by the institution 
itself. Also, since there are no other users, there are no opportunities 
to share costs. Furthermore, in-house systems tend to become 
opaque over time and dependent on individuals, and absorb 
disproportionate resources to keep up and running. As regulation 
has bitten deep into Broker IT budgets, these internal systems have 
fallen behind the curve due to lack of investment and innovation.

Meanwhile, as with many other areas of financial technology, common 
functionality has become commoditized and no longer a source for 
differentiation. Brokers’ competitive edge lies in their quants and the 
intellectual property coded into their algos, and the expertise of their 
sales traders in finding liquidity. All the rest – the mechanics of low 
touch trading including client connectivity, pre-trade risk, market 
gateways, order monitoring, alerts, post-trade processing for error-
free clearing and settlement, and more – are essentially costs. In 
a commission-based business where commissions are shrinking, 
reducing costs becomes a priority. The argument for getting ‘all the 
rest’ from third-party providers becomes irresistible – especially as 
new fit-for-purpose low touch systems emerge. 

The problem with in-house 
systems

What should a fit-for-purpose low 
touch system look like?
At the highest level, the key characteristics of a low touch system are 
the ability to quickly detect issues and intervene to correct, and the 
possibility to adapt the system to cater to client requirements in terms 
of message formats, risk checks and workflows. The system must 
provide core capabilities as well as a framework to allow integration of 
in-house intellectual property in the form of trading strategies, offered 
to clients as broker algos. The algo box must link tightly into this 
framework to access the markets and manage the order flow. 

This framework comprises four main components: client connectivity, 
pre-trade risk management and queuing; market gateways and smart 
order routing; order management with monitoring and alerts; and 
post-trade and middle office.

Client connectivity is the infrastructure to onboard clients’ electronic 
order flow, invariably sent using FIX. The infrastructure should include 
a common customisable layer for normalising the order flow and 
especially the algo parameters, to allow the low touch system to be 
adapted to client-specific requirements. The goal is to be able to on-
board a client’s flow as quickly as possible once the commercials have 
been agreed, with minimum effort required on the client’s part. This is 
facilitated by having automated capabilities to review and validate a 
client against counterparty rules of engagement, making the process 
more accurate and eliminating many post-migration issues that could 
be disruptive to trading and support teams. 

New regulations require investment firms to put in place pre-trade risk 
controls and flag their algorithmic orders. The controls should block 
risky orders, ensure compliance with market rules and incorporate 
appropriate price discovery. The price element aims to ensure client 
orders are not entered at prices too far away from the market price. 
This could be due to a client error – so-called ‘fat finger’. It is the 
responsibility of brokers to detect and prevent such incidents as 
part of their mandate to ‘maintain an orderly market’. Under most 
regulatory regimes, firms must also include a ‘kill-switch’ to enable 
them to halt trading if they detect anomalies. Under sponsored access 
arrangements, brokers are ultimately responsible for clients’ trades 
and, therefore, must have pre-trade risk facilities in place to monitor 
and manage their clients’ exposures while not adding latency to 
trades.

Custom-built systems are by their nature unique 
and, hence, all maintenance and upgrade must be 
undertaken by the institution itself.
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The market gateway should provide robust and reliable low-latency 
connectivity to all the relevant trading venues with the capacity for high 
trade throughput. It must handle multiple protocols with the ability to 
normalise messages into a standard FIX format, and offer message 
validation, translation and enrichment, with configurable routing. 
Data flow management should allow for order flow aggregation and 
intelligent routing of multiple orders to multiple global venues. The 
pain with market gateways is having to follow all the various market 
upgrades that happen over time. Outsourcing the gateway allows 
brokers to trade seamlessly without having to worry about keeping up 
with market changes.

The job of the Smart Order Router (SOR) is to find the best liquidity to fill 
an order, whether that order comes direct from the client (DMA) or from 
the Broker algo box (DSA). The SOR sits somewhere between the algo 
box and the market gateway, requiring sophisticated routing strategies 
which account for differing costs of execution styles; both indirect costs 
of market impact and direct costs like ‘maker/taker’ pricing.

The SOR also needs knowledge of the characteristics of specific 
markets in order to make the best decision. It has to implement the 
specificities of the market, such as what order types the market 
accepts. This becomes even more important as the market structure 
and transparency requirements of the latest generation of regulations 
precipitate new ways of trading. Under MiFID II for example, the SOR 
must deal with the complexity of exchanges, multilateral and organised 
trading facilities and systematic internalisers, as well as the implications 
of large-in-scale, size-specific-to-instrument and other new trade rules. 
And it must keep up with the ongoing evolution of trading and market 
practice. 

Market gateway and smart order 
router

Order management

By definition, low touch minimises manual intervention in the order 
flow. The client initiates the order and it flows automatically through the 
trading stack, from the algo box to the SOR, into the execution venue. 
Once the order has been executed, the trades flow into the middle and 
back office along with information from the order needed for booking 
and for compliance workflows. Mostly, this goes smoothly, and such are 
the advantages of this approach that around 80% of all equities trading 
volume is now executed via algos and DMA. But there are always 
exceptions where this ‘straight-through processing’ workflow fails.

In DMA, the trader will only intervene when the system throws out a 
trade for some reason. In DSA where the client is expecting to achieve 
better results than DMA by channelling its orders through an algo 
box, the broker needs to be more proactive with the order flow. DSA 
introduces a new kind of exception, where an algo is not achieving 
some preset performance criteria. It also introduces the need for new 
controls to be able to modify the algo, or how the order is managed in-
flight. 

Typically, when a client sends a DSA order it will include parameters for 
the trade and specify a benchmark against which the execution should 
be measured. If the execution fails to achieve the benchmark or has 
some other unwanted impact, such as moving the market adversely, 
the broker will want to know and repair the situation before it impacts 
the client. Sometimes, the broker themselves will apply a benchmark to 
make sure they are meeting their obligation to provide best execution. 
Either way, it requires real time monitoring and alerting and analysis of 
the trade flow, and note that this is additional to the monitoring required 
to protect against badly-coded algos that might go ‘out of control’ when 
given the ‘wrong’ inputs or market conditions.

The monitoring system should track trades and compare performance 
against the benchmarks agreed with clients, or other parameters. It 
should identify exceptions where execution price and/or volume is 
falling short of expectations. The information should be displayed on a 
screen where traders can actively monitor millions of trades, and thus 
help the electronic sales trader in advising the client when the wrong 
strategy was chosen, thus adding value in terms of the client-broker 
relationship. Traders should have the tools to analyse performance from 
multiple angles – for example, the ability to type a client’s name and a 
security into a Google-like search facility and see in real time how that 
client’s orders are doing in the market and drill down for further details.

Outsourcing the gateway allows brokers to trade 
seamlessly without having to worry about keeping 
up with market changes.

Because it is not possible for traders to follow every 
execution and market movement, it is essential to 
build in an automated alarm system.
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If a client has given instructions to get an order done by a certain time 
and the algo is falling behind and there is a chance the order will not 
complete, or if the order is not making the required price, or is adversely 
moving the market, the broker will want to be on top of it before the 
impact becomes meaningful. Because it is not possible for traders to 
follow every execution and market movement, it is essential to build in 
an automated alarm system. This should be flexible and configurable, 
so traders can specify what they want to track and the thresholds for 
when alarms will be triggered.  

Once traders become aware of a problem with an order or basket 
of orders, they will want to take remedial action. Usually, this means 
adjusting some parameter(s) in the algo, perhaps making it more 
aggressive, or changing the participation rate or the target venue. 
Occasionally, it might mean a more radical step of moving residual 
quantity to a different algo. Or the trader might spot an opportunity in 
the market or internally to work part of the order and slice and redirect 
it accordingly, or to group several orders from the same client and trade 
them together. These actions may be taken directly or following a call 
with the client, but either way the ability to intervene and adjust without 
cancelling the order and asking the client to re-submit is a prerequisite 
for a low touch system.

These intervention capabilities are the sorts of order management 
facilities that have been common in high touch OMSs for some time. 
Now there is a need for similar capabilities for working exceptions in 
a low touch automated flow environment. The role of the broker is 
to fulfil clients’ orders to their requirements, improving results where 
they can. This means finding the best liquidity and ensuring execution 
creates the minimum market impact and execution cost. But the market 
is not always obliging, and traders need to know immediately where 
benchmarks are not being met. At that point, they must have the tools 
to manually work the individual orders or adjust execution parameters 
to get the best possible execution given the market circumstances. 

Post-trade and middle office

Post-trade, a low touch system should offer a middle office compo-
nent that supports management of trade allocations, confirmations 
and fee calculations, fully-integrated with other required third-party 
operational systems. It is not just traders that must make sense of 
high trade volumes and executions – the trades flow through a num-
ber of systems, so for low touch trading to be successful it is import-
ant to consider its implications in the middle and back office.

Low touch often generates a much higher volume of trade fills than 
high touch, which all need to be allocated to client accounts and 
booked out. This requires a middle office that can scale to higher 
message volumes, with tools – including automation – to aggregate 
fills in flexible ways to ease the book out process (this is particular-
ly relevant for derivatives where there are often lots of small order 
fills that flow through the middle-office and clearing) and to reduce 
clearing costs. 

Outsourcing components

For most of the components of a low touch system there are now ven-
dor solutions, including client connectivity, pre-trade risk, order queu-
ing, SOR, market gateway, and post-trade and middle office. There is 
no competitive advantage any more for a broker to custom develop 
these components in-house. It is cheaper and more efficient to obtain 
them from specialist providers, either individually or as integrated 
components, whether installed on-premises or as managed services. 

The key component that is still in an emergent form is the low touch 
OMS – one that offers the flexibility and tools of a high touch OMS, but 
in a high volume, real-time environment supporting the ‘by exception’ 
method of trading and trade management.

[Traders] must have the tools to manually work 
the orders or adjust execution parameters to get 
the best possible execution given the market 
circumstances.
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Conclusion
Extrapolating current trends forward the next five to 10 years,it is clear 
that cost, quality and efficiency trends are pushing more and more 
trading volumes to low touch, and that the low touch model is moving 
to encompass all electronically-traded asset classes. Regimes such 
as MiFID II will extend to cover more asset classes with a consistent 
set of trading rules. As more instruments go electronic, more of the 
flow will be automated. Margins will continue to go down, therefore 
brokers will need to scale up and execute a much higher volume of 
trades to preserve and grow commissions. From a cost and efficiency 
standpoint, using low touch technology allows one trader to do the 
equivalent business of 10 traders using high touch technology. High 
touch trading will largely become relegated to illiquid, harder to trade 
products only, or large blocks. 

Currently, there is still a need to be able to move flow from a low 
touch to a high touch desk. For example, if a low touch trade is seen 
as having potentially high market impact by a trader, it must be moved 
to the blotter of a high touch trader who can work it as a care order 
using a richer palette of liquidity seeking techniques. Over time, order 
management by exception will become the norm, but richer controls 
to manage the low percentage of orders which go into an exception 
state will be required. More analytics and exception handling 
capabilities will need to be added to low touch platforms as they grow 
in sophistication. 

Performance analytics and benchmarks are coming into low-touch 
trading, albeit using different technologies that can support high 
volume flows, allowing traders to see in real time if client orders are 
in line with benchmarks. The key is to quickly pick out a problem 
from a large volume of in-flight orders and then have the data and 
the controls to figure out what to do about it and adjust the execution 
strategy immediately. Similarly, brokers need to identify any client 
orders that are not achieving best execution and intervene and take 
action. 

The integration between high and low touch systems will be critical 
in this new world order where automated trading predominates and 
where ‘with care’ order management is increasingly by exception only. 
Hybrid systems that converge on a single cross-asset OMS combining 
high and low touch capabilities, rather than separate solutions 
provided today, will emerge in the future to meet this need. For now, 
the industry is still focused on the high touch/low touch divide.
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ABOUT ITIVITI
Itiviti is a market-leading global provider of multi-asset trading 
technology and financial infrastructure solutions for buy-side and 
sell-side market participants, including NYFIX, one of the industry’s 
largest FIX-based trading communities.

Serving around 2,000 clients worldwide, we provide consistent, 
reliable access to the most up-to-date and innovative order routing, 
connectivity and trading solutions available. Top-tier trading 
firms, banks, brokers, exchanges and institutional investors rely on 
our technology, solutions and expertise to streamline their daily 
operations, connect to their desired markets, and trade when 
and where they want. All while being able to comply with global 
regulation.

With global offices in 18 locations covering all major financial 
centers the merger of Itiviti and ULLINK in March 2018 created a 
full-service technology and infrastructure provider, covering all 
asset classes, geographies and regulatory landscapes.

For more information, please visit www.itiviti.com or 
www.ullink.com.


	Introduction
	Market evolution
	Technology implications
	The problem with in-house systems
	What should a fit-for-purpose low touch system look like?
	Market gateway and smart order router
	Order management
	Post-trade and middle office
	Outsourcing components
	Conclusion

