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Innovation in Institutional Trading: 
Liquidnet Virtual High Touch 

Unlike in the first 10 years of the 2000s, innovation has been tough to find in the institutional 

trading market. Instead of innovation, the last eight years of front-office electronic trading can 

be accurately characterized by commoditization, fueling continued stagnation within the once 

rapidly developing marketplace. In our search for innovation in this space, Aite Group highlights 

the Virtual High Touch (VHT) service from Liquidnet as one of the much-needed examples of 

firms attempting to leverage technology to help capture the next growth phase in the 

institutional trading space. 
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BACKGROUND  

For more than a decade starting in the late 1990s, rapid innovation drove a tremendous amount 

of change in the global institutional trading market. Automation became the buzzword, 

providing much-needed improvement across the front to back office, helping firms capture 

operational efficiency, and, perhaps more importantly, creating a solid electronic infrastructure 

to support rapid adoption of electronic trading. 

Unfortunately, for the last eight years, the words, “commoditization” and “stagnation” have 

aptly described the reality of the institutional trading market. As firms continue to search for the 

next big thing to replace the era of high-frequency and algorithmic trading, much focus has been 

on automating and developing more proactive intelligence around the traditional high-touch 

business. This Impact Brief puts a spotlight on one such service that is being rolled out by 

Liquidnet.  

CHALLENGES AND OPPOR TUNIT IES  

Since 2012, Aite Group has observed that the U.S. equities market has been in reboot mode, 

looking for the next innovation that could reignite growth (Figure 1). Innovation could certainly 

come from many different places. New technological innovations such as blockchain, artificial 

intelligence, and cloud computing are constantly mentioned as tools that could fundamentally 

change the way of life in capital markets for the better. While the jury is still out on the actual 

usefulness of certain fintech innovations, there is a general agreement that technology must be 

leveraged effectively to help market participants reinvent their business models to position them 

for growth.  

Figure 1: Market Structure Evolution in the U.S. Equities Market 

 

Source: Aite Group 
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K E Y  S E L L - S I D E  M A R K E T  T R E N D S  B E G G I N G  F O R  I N N O V A T I O N  

The last decade has not been kind to the sell-side community, and the following market trends 

will require a more drastic response by the sell-side to recapture its former glory:  

• Global regulations dampening any substantial increase in revenue on the principal 

business, thereby putting more pressure on the agency business that needs to scale 

• Nonbank market-makers taking over the traditional dealer role across multiple asset 

classes and beyond just equities as traditional banks move away from their 

traditional market-maker roles 

• Continued industry consolidation, especially by global high-frequency trading firms 

looking to increase scale and diversify their revenue sources 

• The end of the race for speed and the start of the race for data analytics and 

insights, with demand coming from more sophisticated buy-side firms 

C O M M O D I T I Z A T I O N  O F  E X E C U T I O N  S E R V I C E S  

While those brokers with scale continue to focus on customization of algorithms and developing 

more sophisticated trade analytics, most market participants face the stark market reality of 

commission compression, unpredictable trade volume, and unceasing regulatory burden. 

Providing more customized, high-touch service could help secure continued business from larger 

clients, but this approach is certainly not scalable and is not the silver bullet that the industry is 

latching onto for the next market growth. While everyone agrees that innovation is needed to 

help reawaken the entire market, resource limitations, regulatory scrutiny, and the recent wave 

of geopolitical uncertainty has created an environment in which caution and maintenance 

dominate the minds of most decision-makers in capital markets.  

G R O W I N G  S O P H I S T I C A T I O N  O F  B U Y - S I D E  

An interesting byproduct of the sell-side’s struggles and stagnation has been the continued 

sophistication of the buy-side traders. There has been a healthy migration of sell-side talent to 

the buy-side over the last decade, and as a result, the buy-side community has naturally 

becoming more educated regarding the ever-changing market-structure nuances, the market 

challenges, and the availability of various trading technology options. Larger buy-side firms are 

increasingly relying on internal talent and developing technology platforms so that they can 

make more proactive choices in trading strategies.  

B E S T  E X E C U T I O N  

The European Securities and Markets Authority’s revised Markets in Financial Instruments 

Directive (MiFID II) mandates upgraded best-execution standards and the unbundling of 

commissions, which have placed a spotlight on the performance of the buy-side trader. Post-

MiFID II, the responsibility to curate and pay for research lies with the portfolio managers who 

consume the research, rather than traders through execution commissions. 

Traders now have a singular mandate to focus on trade execution, which affords them the 

opportunity to prove their worth and demonstrate how they deliver on best execution, or even 
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better, add to the performance of the firm’s portfolios and accounts for which they trade. Put 

another way, traders have been given enough rope to hang themselves. Asset managers that 

might not have already modernized their approach to trade execution and focused on its 

potential impact to fund performance must be able to establish policies and procedures to 

deliver and demonstrate best execution to portfolio managers, clients, and regulators. To do so, 

many need to upgrade the tools employed by their trading desks to help meet or exceed 

industry best practices. 

EXECUTION CONSULTING  

As defined in past research, execution consultants are a group of traders, technologists, data 

analysts, market structure experts, and relationship managers who provide integrated services 

to help buy-side clients make appropriate and timely trading decisions. Basic components of 

execution consulting are highlighted in Figure 2. 

Figure 2: Key Components of Execution Consulting Service 

    

Source: Aite Group 

In essence, next-generation execution consulting attempts to transform what was a manual 

client service model designed and to understand the needs of clients in a timelier manner, 

proactively offering actionable advice to clients (Figure 3 and Figure 4). Key focus points for 

execution services include the following: 

• Know Your Customer becoming the main mantra for execution consulting, especially 

when it comes to the client’s main preferences, such as trading style and behavior, 

favorite sectors, and payment methods 
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• Creating more intelligence around the sales trader role to represent a hybrid 

position 

• Increased focus on delivering trade analytics and transparency to help clients obtain 

a better understanding of their overall trading activities 

• Technology as the core foundation for delivering all services and support 

Figure 3: Manual Client Service Model 

  

Source: Aite Group 

Figure 4: Future of Execution Consulting 

  

Source: Aite Group 

Traditional High-Touch Service Model

Buy-side 
client Inquiry 

accepted
Search/
collection Analysis

Report 
generation

Client 
meeting

Strategy 
adjustment

Inquiry 
accepted by 
relationship 
managers/
sales traders

Inquiry details 
passed down 
to IT and 
business 
analysts to 
gather 
information 
from various 
sources, 
including log 
files and 
multiple 
internal 

databases

Gathered data 
analyzed by 
quants, 

traders, 
market 
structure 
specialists, 

etc.

Detailed 
report
specifying 

various 
internal and 
external 
conditions at 
the time of 
execution as 
well as 
decisions 
made by 
smart order 
router and 
algorithms

Client meeting 
to go over the 
details of the 
report to 
figure out next 
appropriate 
steps, if any

Relevant 
changes made 
to trading 
strategies 
employed by 
the client

Question about
how a particular 
order was 
handled at a 
given day/time

3-to-5-day process

Analysis

Real-time analysis 
of data streams 
triggers specific 
actions via 
multiple 
distribution 
channels

Proactive 
client 

management

Proactive alerts 
and notifications 
manage client 
expectations

Anticipate

Continuous 
queries 
implemented
against internal 
and external data 
streams to dictate 
performance 
anomalies

Technology-Driven Execution Consulting Service Model

Near real time Notifying the client that a particular order ran into 
some issues and providing actionable real-time
advice in terms of how to address it

Buy-side 
client

Li
ce

ns
ed

 to
 rf

ra
nc

o@
liq

ui
dn

et
.c

om
 - 

No
t f

or
 D

ist
rib

ut
io

n



Innovation in Institutional Trading: Liquidnet Virtual High Touch JANUARY 2019 

© 2019 Aite Group LLC. All rights reserved. Reproduction of this report by any means is strictly prohibited. 
101 Arch Street, Suite 501, Boston, MA 02110 • Tel +1.617.338.6050 • Fax +1.617.338.6078 • info@aitegroup.com • www.aitegroup.com 

6 

L IQUIDNET ’S  VHT SERV ICE  

Founded in 1999 at the tail end of the last internet boom, Liquidnet has clearly established itself 

as the industry leader in agency block trading. Liquidnet is the undisputed 800-pound gorilla 

when it comes to facilitating buy-side-to-buy-side block trading. The Liquidnet institutional buy-

side trading community boasts more than 1,000 global asset managers with the ability to trade 

on 46 markets on six continents.   

Leveraging its formidable global buy-side community developed over the last 18 years, Liquidnet 

has been looking for ways to transcend its industry reputation of a block-only player. In fact, over 

the last 10 years, Liquidnet has built out various products and services that go well beyond its 

block trading service, always leveraging technology to scale its business. 

Over the last couple of years, these efforts have culminated into the launch of a new innovative 

execution service dubbed VHT. Rolled out individually over a period of two years to address 

specific issues faced by its buy-side community, Liquidnet has integrated the various services into 

a single workflow to provide a more seamless trading experience (Figure 5).  

Figure 5: Timeline of VHT Component Launches 

  

Source: Liquidnet 

Aite Group views VHT as the next-generation, technology-driven execution consulting service 

designed to support buy-side traders making efficient trading decisions in real time while 

providing market intelligence and predictable analytics so that the buy-side’s trading operations 

continue to get smarter when interacting in the marketplace. There are five major components 

of VHT to date (Figure 6): 

• Algo Ranking Model 

• Targeted Invitations 

• Surge Capture 

• Best Ex Replay 
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Figure 6: VHT Components 

 

Source: Aite Group, Liquidnet 

A L G O  R A N K I N G  M O D E L  

Launched in 2015, the Algo Ranking Model was developed to help traders quickly evaluate and 

make real-time decisions on the most appropriate algorithm (algo) to use to meet their 

execution objectives. The Algo Ranking Model works in tandem with Liquidnet’s suite of algos.  

The most important element of the Algo Ranking Model is that when the model is used to create 

an order, it will continue to monitor the order as it moves across the market and will issue a 

course correction alert should changing market conditions dictate that a different algo should be 

leveraged to meet its original execution objectives. These triggered alerts can function as a 

simple recommendation that the trader can act on or, alternatively, can be fully automated. The 

top 10 factors that determine the top-ranked algo are included in Table A. 

Table A: Key Factors in Algo Ranking Model 

Factor Description 

Average daily volume 
(ADV) remaining 

20-day ADV remaining in the day 

Number of blocks Number of blocks traded from market open 

Percentage of ADV 
remaining 

Order’s target quantity as a percentage of 20-day ADV remaining in the day 

Historical beta Sensitivity of the return of the stock to the return of the market 

Targeted Invitations

Algo Ranking Model

Surge Capture
Discovery

Liquidnet’s buy-side 
community

No matches on 
block platform

Following up 
on block trade

Leveraging 
Liquidnet algos

Looking for 
additional 
shares via 
algos
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Factor Description 

Marketability Difference between the prevailing price and the limit at the time of order 
submission 

Historical volatility 30-day close-to-close price volatility 

Price move Price behavior in the five minutes prior 

Historical spread 20-day historical spread exponentially weighted with a 10-day half-life 

Percentage of dark 
volume 

Dark volume as a percentage of total market volume from market open 

Trader conviction/ 
portfolio manager 
(PM) profile 

Incorporates a trader’s conviction on the stock price, and through a joint 
venture with Abel Noser, can also assess PMs’ tendencies and strategic 
investing patterns 

Source: Liquidnet 

T A R G E T E D  I N V I T A T I O N S  

Launched in late 2015, Targeted Invitations tries to address the issue of block size not always 

being available for a match in a timely manner when a trader may need to get a large size done. 

Targeted Invitations enables Liquidnet members to anonymously send actionable indications to 

those members with recent contra indications in the same name (can be as far back as 90 days). 

Targeted Invitations have yielded a 10% success rate in terms of generating matched liquidity. 

Typical reasons for leveraging Targeted Invitations have been the following: 

• Attracting contra volume to cross at the quoted spread midpoint 

• Following up on a block print in the market 

• No immediate match available on the block platform 

• Re-engaging with another Liquidnet member who previously had a contra position  

Performance- and adoption-wise, Targeted Invitations is clearly attracting the member, as at the 

end of 2017, the following statistics were achieved: 

• US$8.3 billion in executed value 

• US$2.4 million in average execution size 

• More than 3,500 symbols traded globally 

S U R G E  C A P T U R E  

Launched in 2017, Surge Capture is designed to take advantage of the initial surge in the market 

caused by a large block hitting the tape. Once a member trades a block on the platform, the 

unfilled target amount is rolled into the Surge Capture feature, which actively seeks out short-

term liquidity at the block print price or better. The Surge Capture order is live for up to 60 

seconds but can be extended if necessary. Once the surge is done, any remaining quantity can be 
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swept into Liquidnet algos or the Algo Ranking Model. While still relatively new, Surge Capture 

has shown the following promising returns for Liquidnet as of Q3 2018: 

• Average spread: 10.03 basis points 

• Filled at or better than the quoted spread midpoint: 96% 

• Filled in the dark: 84% 

• Block participation rate: 84% 

• Total participation rate: 57% 

B E S T  E X  R E P L A Y  

Launched in Q1 2018 and part of the OTAS Technologies offering, Best Ex Replay is a best-

execution analysis platform that enables buy-side traders to investigate execution and market 

information during a specific order execution. Orders that were executed outside Liquidnet can 

also be analyzed. The end results can be leveraged to meet regulatory reporting requirements as 

well as a performance report for portfolio managers. 

Best Ex Replay is a key tool that allows a trader to understand the macro-, sector-, and stock-

specific factors that contributed toward the performance of their orders. OTAS analytics help to 

provide context to traders and portfolio managers to interpret and build a narrative into why an 

order did or did not perform as expected and, as part of either a post-trade or a real-time 

evaluation, decide how to improve trading styles.  

The feature covers equity names in the United States, Canada, developed Europe, Hong Kong, 

Australia, India, Indonesia, Korea, New Zealand, Taiwan, and Japan.  

D I S C O V E R Y  

Launched in Q3 2018, the latest service added to Liquidnet’s VHT platform is Discovery, which 

provides trader intelligence so that clients can manage risk factors on all of their Liquidnet 

synched orders on the blotter. Essentially, Discovery monitors all the synched orders in real time 

and then auto-generates alerts when certain events occur in the market that could impact the 

overall liquidity or directions of those orders. Discovery also has a post-trade analysis feature in 

which all orders can be analyzed, not just the Liquidnet synched orders.  

Key factors that contribute to Discovery’s analysis are listed in Table B. 

Table B: Key Factors for Discovery  

Core factors for Discovery 

Credit default swap 
spreads 

Divergence Dividend Earnings per share 
momentum 

Events Implied volatility Insiders Performance 

Short interest Signals Valuation Volume 

Source: Liquidnet 
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The future roadmap for Discovery includes the following: 

• Enabling recommendations from Discovery to be actionable and trigger various 

trading options 

• Providing full audit trail 

• Analyzing overall trading behavior to be included in the overall analysis 

AITE  GROUP ’S  TAKE  

Liquidnet’s VHT is one of several new suites of products that is trying to improve the traditional 

workflows on the trading desk and change the status quo for an “execution ecosystem.” As more 

and more trading workflows leverage advances from the mining of big data sets and the 

evolution of decision analytics, artificial intelligence will continue to replace manual workflows 

and automate trading decisions. 

Given the direction of solutions such as VHT, it is conceivable that many of the analytics and 

workflows commonly found in systems such as buy-side execution management systems (EMSs) 

can become obsolete over time. The direct integration of Liquidnet’s tools with traditional buy-

side order management systems (OMSs) is a unique and differentiated way to solve for the holy 

grail problem of OMS/EMS integration. While it’s too early to call for the demise of the EMS 

suite, much of its value proposition can be found in VHT if firms are willing to embrace it as a 

strategic solution to deliver on best execution. 
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ABOUT AITE  GROUP  

Aite Group is a global research and advisory firm delivering comprehensive, actionable advice on 

business, technology, and regulatory issues and their impact on the financial services industry. 

With expertise in banking, payments, insurance, wealth management, and the capital markets, 

we guide financial institutions, technology providers, and consulting firms worldwide. We 

partner with our clients, revealing their blind spots and delivering insights to make their 

businesses smarter and stronger. Visit us on the web and connect with us on Twitter and 

LinkedIn. 
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