SliNeSEgdclglVA 02(2011

AN E-FINANCE LAB PUBLICATION

Special Issue Celebrating the E-Finance Lab as
Winner “365 Landmarks in the Land of Ideas”

Fragmentation poses challenges for
market surveillance

How to make IT Projects accountable g
in the Network Economy

Deallng with Information Overload
in'the FlnanC|al Services Industry

Frankfurt Cloud

LR R o=

o e m————

GOETHE ’@4

UNIVERSITAT

FRANKFURT AM MAIN

TECHNISCHE
5\ UNIVERSITAT
Z DARMSTADT

finance!ab

at the HOUSE OF FINANCE



Impressum

Redaktion

Prof. Dr. Peter Gomber
Dipl.-Wirtsch.-Inform. Michael Chlistalla
Dipl.-Wirtsch.-Inform. Dieter Schuller

Herausgeber

Prof. Dr. Wolfgang Kénig

Vorstandsvorsitzender des E-Finance Lab

Frankfurt am Main e. V.

Prof. Dr. Peter Gomber

Stellvertretender Vorstandsvorsitzender des E-Finance Lab
Frankfurt am Main e. V.

Kontakt
info@efinancelab.com
www.efinancelab.com

Gestaltung

Novensis Communication GmbH
Bad Homburg

2. Ausgabe, 2011
Auflage 1.650 Stiick
Copyright © by E-Finance Lab Frankfurt am Main e. V.

Printed in Germany
ISSN 1866-1238

The “365 Landmarks in the Land
of Ideas” competition

Under the patronage of the President of the
Federal Republic of Germany, since 2006 the
“Germany - Land of Ideas” nation-branding
initiative has cooperated with Deutsche Bank
to reward ideas and projects that make a
lasting contribution to Germany’s future
viability. The “Landmarks 2011” have been
elected and the E-Finance Lab is one of the
winners. This award confirms that the specific
composition of the E-Finance Lab at the
interface between science and business is a
successful model for research cooperation.




Fragmentation poses challenges for

market surveillance

Hans-0Ole Jochumsen
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In 2007, the Markets in Financial Instruments

Hans-0Ole Jochumsen,
President FESE,
President NASDAQ OMX
Nordic

Directive (MiFID) was introduced to open up the
European exchange industry to competition while
increasing trading transparency. Three years
later we can observe that while the competition
element of MiFID was successfully implemented,
the objective of increased transparency has failed
on several accounts. A substantial portion of Euro-
pean trading still takes place outside of MiFID-
regulated venues, while the increased fragmen-
tation has presented significant challenges for
surveillance professionals. There is currently no
system for surveillance of order-level informa-
tion across different venues, which makes it very
difficult to discover market abuse. Hence, while
MiFID opened up markets for competition, it did
not properly address how surveillance should be

conducted in a fragmented world.

Before MiFID came into effect, national
exchanges had a comprehensive and complete
picture of order books and transaction flows.
However, the increasing portion of market
share traded on MTFs has fractured this pic-
ture. Today, the same security may be traded
on multiple venues, but each venue only has
responsibility for surveillance of its own mar-
ketplace. As a result, no one has overall
responsibility for surveillance in a given share,
and no one has a complete view of the transac-
tions across all venues.

This environment has made it easier for certain
types of market manipulation to go undetected.
There is, for example, currently no system for
monitoring order information across venues
which would reveal manipulative practices, such
as “layering”, where traders send multiple orders
priced closely to the current best bid and offer to
create the false impression of liquidity in a stock.

Other market abuse tactics include so-called
“front running”, where brokers can trade
ahead of a client’s order and benefit from the
price movement caused by this order. More-
over, dark pools can be manipulated by placing

orders onto the lit books that narrow or
move the best bid and offer reference. These
schemes involve two different venues and take
advantage of the fact that it is impossible with-
in the current surveillance structure to see the
connection at the exchange level.

Furthermore, operational issues constitute a
challenge to solve the multi-market surveil-
lance dilemma. Market operators often
respond to high volatility in a single security by
calling a trading halt in that stock and issuing
a price query to the listed company. This
enables market participants to take in newly
disclosed information and allows price discov-
ery to occur through a call auction. Sometimes,
however, alternative markets disregard the
halt and continue trading, allowing participants
with unfair access to information to trade
before the primary market re-opens.
Consequently, local regulators can today
receive reports of transactions in a security
during a trading halt that took place on venues

that do not list the security.

Needless to say that the surveillance fragmen-
tation issue is one that needs to be engaged.
The whole market will benefit from a European
regulatory framework that calls for collabora-
tion between regulated exchanges and other
venues that trade their shares, as well as the

exchange of confidential information.

The next edition of European exchange legisla-

tion, MIiFID 1l, is evaluating regulatory meas-
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ures in line with this to strengthen market sur-
veillance on a European level. Consultation
papers on MiFID Il suggest that operators of
regulated markets and MTFs that trade the
same financial instruments should be required
to cooperate and exchange information to bet-
ter detect market abuse or misconduct across
different markets. Venues would have to inform
each other and the regulators when certain
conditions arise. Such information exchange
would include a decision to suspend or remove
a financial instrument from trading, a system
disruption such as the triggering of a circuit
breaker, and disorderly trading conditions or

conduct that may involve market abuse.

For that vision to become a reality, surveillance
departments at exchanges and other trading
venues need to develop the infrastructure and
processes to efficiently share sensitive infor-
mation in a secure manner. Given the complex-
ity of this operation, it will make sense for
some trading venues to outsource it to an enti-
ty that has the expertise and advanced technol-
ogy to handle it. NASDAQ OMX Nordic believes
that the ideal route would be to allow the home
market of each instrument to take primary
responsibility for trading surveillance of that
instrument, while enforcing trading informa-
tion to be shared between requlated and alter-
native marketplaces. Only when this surveil-
lance framework is in place can we efficiently
and proactively prevent market abuse and
manipulation in order to create a transparent

and fair European securities market.
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How to make IT Projects accountable in

the Network Economy

IN TWO-SIDED MARKETS SUCH AS EXCHANGES, AN INTERMEDIARY BRINGS TOGETHER TWO
DISTINCT CUSTOMER POPULATIONS, E.G., BUYERS AND SELLERS. THESE CUSTOMER POPULA-
TIONS INTERACT VIA A PLATFORM PROVIDED BY THE INTERMEDIARY, AND TYPICALLY NETWORK
EFFECTS ARE OBSERVABLE IN THESE MARKETS; IF THE NUMBER OF BUYERS IS HIGH, MORE
SELLERS ARE ATTRACTED TO THE PLATFORM, AND VICE VERSA. IN SUCH MARKETS IT IS DIFFI-
CULT TO MEASURE THE ECONOMIC SUCCESS OF IT INVESTMENTS. THIS ARTICLE PROPOSES A

SOLUTION.

Tim Kraemer
Bernd Skiera

Introduction

According to IDC, the worldwide IT invest-
ments in 2010 amounted to over one trillion
Euro. However, it has been shown that only
62% of all software projects are successful.
Due to the combination of high investment
volumes with the moderate success rates of
these investments, IT departments are
increasingly under pressure to justify
expenses for past IT investments and to use
measures to make informed decisions about
future IT investments. The success of IT
investments can be qualitatively assessed
using measures such as user satisfaction
and system quality, or according to their eco-
nomic success using measures such as rev-
enues and profits. IS research and practice

have developed a broad spectrum of instru-

Oliver Hinz

ments to measure the qualitative success of
IT investments, though only a few approach-
es enable the measurement of the economic
success of IT investments because this field
lacks simple and valid methods (Tallon and
Kraemer, 2007). Due to network effects,
measuring the economic success of IT
investments in two-sided markets has
become even more challenging. Positive
(negative] network effects exist if a cus-
tomer’s utility derived from a service increas-
es (decreases) because of other customers
using the same service.

Two-sided markets exist in many industries
and are part of the “Network Economy”. In two-
sided markets, an intermediary provides the
platform that connects two distinct customer

populations. For example, peer-to-peer lend-
ing platforms such as Prosper.com bring
together lenders and borrowers and provide an
infrastructure and rules that enable transac-
tions between these two customer populations.
The Internet has created new industries such
as online auction houses and digital market-
places where intermediaries provide platforms
that bring together buyers and sellers or, gen-
erally speaking, demand and supply.

In two-sided markets, both customer popula-
tions (e.g., buyers and sellers in the case of an
exchange) are crucial to the intermediary. The
existence of many sellers attracts more buyers
to the platform. Conversely, the presence of
many buyers attracts more sellers. Thus, so-
called cross-side network effects exist in two-
sided markets. In addition, network effects can
exist within one customer population - referred
to as same-side network effects. IT invest-
ments in two-sided markets should not only
aim to increase short-term profits, but should
also strengthen the retention of existing buyers
and sellers and facilitate the acquisition of new
buyers and sellers because both customer
populations are important to the intermediary.
Along with the growth of both customer popu-
lations, the intermediary aims to create a virtu-
ous circle, where both customer populations
stimulate each other’s growth through network
effects. However, network effects in two-sided
markets can be positive or negative. For exam-
ple, a new seller can have a positive effect on
the cross-side customer population [i.e., can
retain and attract buyers) and a negative effect

on the same-side customer population (i.e.,

can increase competition between sellers).
These feedback loops explain the complexity of
the growth process of customer populations in
two-sided markets.

From an intermediary’s perspective, making
investments in a platform’s functionality to
stimulate the growth of both customer popu-
lations is somewhat difficult. First, the inter-
mediary must make a strategic decision to
determine the customer population to invest
in. Most new IT functionalities can only
be targeted at one customer population.
Second, the intermediary must decide which
type of IT functionality should be introduced.
The IT investments and their impact on the
retention and acquisition rates of the target-
ed customer populations, together with the
effect of feedback loops, make it difficult to
assign IT investments to customer popula-
tions in two-sided markets (Bakos and
Katsamakas, 2008) and to measure the eco-

nomic success of such investments.

Solution: Measuring the Platform Value

Measuring the intermediary’'s so-called plat-
form value provides a remedy. The platform
value is the net present value of all long-term
profits provided by current and future buyers
and sellers. The intermediary can thus measure
the economic success of IT investments in
monetary terms and specify whether invest-
ments in buyers or sellers are more success-
ful. Thus, the platform value enables the inter-
mediary to make a strategic decision regard-
ing which customer population priority should

be assigned to. The platform value also facili-
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Figure 1: Development of Platform Value over Time

tates decisions regarding the types of IT func-
tionality that should be introduced by taking
cues from the most successful IT investments
in the past and their effect on the two market
sides. From the perspective of IT departments,
measuring the platform value enhances the
accountability of IT investments. Therefore, IT
departments can better justify expenditures
for successful IT investments and are able
to learn from failed investments. Currently,
knowledge about how the economic success of
IT investments in two-sided markets should
be measured is scarce. Managers might be
tempted to assign IT investments to the cus-
tomer population that provides revenues |i.e.,
the sellers). However, sellers only pay because
of the presence of the “free customers” (i.e.,

the buyers). Thus, managers might mislead-

ingly ignore one customer population. Our
modeling approach takes a Customer Equity
model as starting point and integrates a model
for growth processes in two-sided markets.
The growth model accounts for asymmetric
network effects both within a customer popu-
lation (same-side network effects) and
between customer populations (cross-side
network effects). Moreover, we can distinguish
network effects on the retention of existing
customers and on the acquisition of new

customers.

Empirical Findings

To demonstrate the applicability of the plat-
form value approach, we apply it to data from
an intermediary operating a two-sided mar-

ket. The intermediary charges sellers a fee of

3% of the transaction volume, while buyers
can use the platform free of charge. This
intermediary relies on growth through net-
work effects fostered by an improvement of
the platform’s functionalities and already
completed eight major software releases,
each of which represented investments into
IT. The intermediary targeted the buyer’s side
with five IT investments and the seller’s side
with three IT investments. We consider
cross-side and same-side network effects in
the estimation of the number of new and lost
buyers and sellers in each time period. Thus,
we measure the success of IT investments by
the additional profits from buyers and sellers
who either continue to use or join the plat-
form because of the investments in platform
functionality. We analyze data on 78,180
completed transactions on a daily basis and
measure the economic success of all major
IT investments. Figure 1 shows that the plat-
form value increases due to positive network
effects at the beginning. We also observe
sharp increases of the platform value due to
new platform functionalities. These function-
alities increased either the retention or the
acquisition rate. Based on the changes of the
platform value, it is straightforward to deter-

mine the ROl if project costs are tracked.

The platform value reveals a significant con-
tribution of buyers to the platform value,
even though the intermediary exclusively
charges the seller. We find further evidence
suggesting that intermediaries should
invest in buyers rather than in sellers

because the most successful IT investments

efinancelab | | 2011 05

were targeted at buyers. In terms of the
types of IT investments that are most suc-
cessful, our results suggest that intermedi-
aries should invest in functionalities that
increase trust in products, trust in the inter-
mediary, and trust in trading partners on

the other market side.

Conclusion

High project costs have put IT departments
under pressure to provide better information
regarding the economic success of IT invest-
ments. This task is particularly difficult in
two-sided markets where an intermediary
brings together two distinct customer popu-
lations, such as buyers and sellers on an
exchange platform. The IT investments of the
intermediary typically provide benefits to only
one customer population, but cross-side and
same-side network effects allow them to
have an impact on both customer popula-
tions. We find that measuring the intermedi-
ary’s platform value provides an elegant

solution to this problem.
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Dealing with Information Overload in the

Financial Services Industry

IN RECENT YEARS, ELECTRONIC COMMUNICATION EXPERIENCED SIGNIFICANT IMPROVEMENTS
THROUGH NEW WEB 2.0 SOLUTIONS. HEREBY, NEW ELECTRONIC COMMUNICATION SYSTEMS
OPENED COMPLETELY NEW POSSIBILITIES FOR COMMUNICATION. HOWEVER, NEW RISKS
(E.G., INFORMATION OVERLOAD) EMERGED AS WELL. THIS ARTICLE PRESENTS AN EMPIRICAL
INVESTIGATION ON THE USE OF ELECTRONIC COMMUNICATION SYSTEMS FOR INFORMATION
SHARING AND ON THE INFLUENCE ON EMPLOYEES’ PERFORMANCE.

Sven Weber
Roman Beck

Introduction

During the last 10 to 15 years, communicat-
ing through electronic communication
systems, such as e-mail, became the
de-facto standard within organizations for
exchanging information. Moreover, e-mails
have not only gained tremendous impor-
tance in the business domain but became
a household standard for private communi-
cation as well. In more recent years, new
communication channels and platforms
emerged in the form of new social media,
such as Microblogging, Wikis, and Online
Communities. This has led to a new era
of communication, commonly referred to
Web 2.0. Thereby, not only the communica-
tion systems have changed and improved
significantly but also the attitudes and

behaviors of their users. Being “always on”

Wolfgang Konig

became a basic need which not only
has accelerated the way business is
conducted nowadays but also how individu-
als communicate with each other in
their private time. With the increasing
number of new communication channels
and platforms, the volume and intensity
of communication has increased signifi-
cantly as well (Eppler and Mengis, 2004).
This creates new challenges for individuals
but even more for organizations not knowing
how to deal with all the information. In
this context, we see a fading between
the formerly strict barriers of business and
private life requiring new solutions to
meet the growing demand of users for
flexible yet easy-to-use communication
solutions.

As a consequence, one can observe a trend
towards unified communication solutions
within organizations to meet and manage
the aforementioned challenges while at the
same time being able to benefit from these
developments. Given the ongoing blossom-
ing of all kinds of communication solutions,
enterprises are confronted with the question
which technology to adopt and how to inte-
grate it into the corporate environment. At
the same time, they need to identify which
business value these communication solu-
tions really have and how they affect busi-
ness process performance and ultimately
enterprise success.

Information Overload in the Business
Environment

Information overload occurs when the vol-
ume of the information supply exceeds the
limited human information processing
capacity. Given the "always on” state of mod-
ern office workers, dysfunctional effects,
such as stress and confusion, can be the

result (Eppler and Mengis, 2004).

The basic meaning of information overload is
that an individual person receives too much
information in a certain period of time which
cannot be handled anymore. Therefore, the
individual is stressed by an information (and
task] overloading. This overload depends on
two main factors: information processing
capacity (IPC) and information processing
requirements (IPR]. IPC is defined by every
individual and depicts the amount of infor-

mation that an individual can deal with. IPR

is defined by the amount of information that
an individual has to deal with to complete an
assigned task. Hence, information overload
is measured by the following inequation
(Eppler and Mengis, 2004):

IPR > IPC = information overload

Therefore, the individual performance de-
pends directly on the emerging information.
The performance rises with an increasing
portfolio of information until it reaches a
maximum. Thereby, the synchronic process-
ing of several tasks might not directly lead to
an information overload. The individual can
handle several tasks at the same time until
the IPC is reached. Information overload
comes into place with a further increase of
information which has to be processed. At
this point, the individual IPR is higher than
the IPC and the performance starts to

decline.

In summary, information overload arises
through a loss of control of incoming, outgo-
ing, and already processed messages
(Bawden, 2001). Hence, the problem of infor-
mation overload exists for all electronic
communication systems, such as e-mail,
instant messaging, smart phones, etc.
(Reeves et al., 2008).

Empirical Investigation

In order to empirically analyze the impact of
information overload on the employees’ indi-
vidual performance, a questionnairebased
field study was conducted. The study aimed



at employees of a bank in the US which are
using electronic communication systems in
their daily business. In order to measure the
impact of information overload on the
employees’ performance, we identified infor-
mation sharing among employees and the
individual performance as dependent vari-
ables for our investigation.

We posit that employees” individual and
collective behaviors affect information shar-
ing. Behavior towards individualism is basi-
cally guided by personal goals. In contrast,
behavior towards collectivism is basically
guided by the goals of the collective (Srite
and Karahanna, 2006). As a consequence,
people who live in an individualistic culture
or organization are less concerned about
the opinions of others. In contrast, people
who live in a collectivistic culture or organi-
zation commit themselves to the values and
opinions of their groups (Srite and Kara-
hanna, 2006). Hence, sharing information
among employees requires a collectivistic
behavior of the staff. Thus, we claim the fol-

lowing hypothesis:

H1: Behavior towards collectivism positively
affects the sharing of information among

employees.

Based on the work of Bruque et al. (2008], the
technological accessibility of electronic com-
munication systems influences the coopera-
tion and coordination of employees. The goal
of this construct is to explore whether internal

electronic communication systems are acces-

sible to a sufficiently large extent and there-
with increase information sharing among
employees. Thus, we propose:

HZ2: The accessibility to the electronic com-
munication systems positively affects the

information sharing among employees.

Moreover, we posit that extrinsic rewards as
well as intrinsic benefits are influencing the
information sharing among employees
(Wasko and Faraj, 2005). In this context, the
motivation to help others positively affects
the contribution and information sharing of
people in electronic networks. In addition,
the individual willingness to try out new com-
munication systems and to help others with
these technologies is of high importance for
their motivation to share information or
cooperate with employees. At the same time,
external rewards [(e.g., to receive a gratifica-
tion) can help motivating the employees to
share their information. Thus, the following

hypotheses are proposed:

H3: The intrinsic motivation of individuals
positively affects the sharing of informa-

tion among employees.

H4: The extrinsic motivation of individuals
positively affects the sharing of informa-
tion among employees.

The perceived advantage of the employees by
sharing their knowledge with colleagues with
the help of electronic communication sys-
tems (Bock et al., 2005) is related to the fol-

lowing hypothesis. Sharing knowledge leads
directly to an increased performance of the
individual because of an increased repertoire

of available information. Hence, we propose:

H5: Information sharing among employees
positively affects the individual per-
formance.

Our last hypothesis deals with the information
overload of the employees. The sharing of
information has a strong impact on the indi-
vidual information overload. For instance,
asynchronous communication systems used
to share information (e.g., e-mail) can lead to
lower information overload than synchronous
technologies (e.g., instant messaging) through
the possibility of the participants not to answer
directly to incoming messages. Therefore,
information overload arises through a loss of
control of incoming, outgoing, and already
processed information and reduces the per-
formance of the individual. Thus, we test the

following hypothesis:

Hé: The individual information overload
lessens the relation between the infor-
mation sharing of employees and the

individual performance.

Discussion of the Results

In April 2010, 1000 randomly selected
employees of a bank in the US were invited
by e-mail to participate in the survey. The
employees were asked to respond to the
survey by filling out an online questionnaire.

In addition, the potential participants were
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asked to completely fill out the question-
naire to avoid missing values that can cause
bias due to systematic differences between
observed and unobserved data. Overall, 130
valid responses were completed, indicating

a response rate of 13%.

The results of our empirical investigation
(depicted in Figure 1) illustrate how the rela-
tion between sharing information among
employees and the resulting individual per-
formance is negatively moderated by infor-
mation overload (H6). We discovered that
information overload is driven by uncon-
trolled and extensive information sharing
among employees as well as use of electron-
ic communication systems which has a sig-
nificant and negative impact on their per-

formance.

Exploring the relation more closely, the
empirical results indicate that a controlled
use of electronic communication systems to
share information is needed to hinder an over-
loading of the employees. The study revealed
that most employees feel overloaded with
information and are skeptical when it comes
to handling even more information than today.
If more communication systems are added
without considering how to minimize the
number of messages by applying communica-
tion rules and filters or by integrating existing
communication channels and platforms in
order to hand control back to the employees
rather than being driven by communication
systems, information overload can occur,

leading to reduced performance.
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Figure 1: Empirical Results; ** p < 0.01, * p < 0.05 (two-tailed)

Before launching new electronic communi-
cation systems, enterprises should thor-
oughly pretest these systems in controlled
environments with employees. This will not
only result in a better understanding of the
potentials of new systems but also provide an
indicator about the willingness to accept
these systems. Furthermore, potential roll-
out problems or negative second-order
effects, such as misaligned communication
systems, can be prevented to ultimately avoid
an increase in messages and subsequent

information overload.

In addition, one potential solution could be to
implement more integrated, parsimonious
communication systems in a mashup fashion
to minimize the information overload of the
employees by limiting or minimizing the variety
of electronic communication systems. Figure 1
reveals that sharing of information among
employees is influenced by several factors
illustrated through H1 to H4. However, H4 is
not significantly supported by our survey data.
Thereby, we found that especially the self eval-
uation based on social competence and social

acceptance is of high importance for an individ-

ual, and at some time more important than

external rewards (Wasko and Faraj, 2005).

With regard to the financial services industry,
the results indicate that it is relatively easy for
banks to motivate their employees to share
information but they have to take care of the

information overload of their employees.

In this context, the perception of received
irrelevant information and sent out irrelevant
information is of high importance. On the one
hand, employees are contributing to the
information overload by sending irrelevant
information to their peers, such as "Have you
received my last e-mail?” On the other hand,
messages, such as “Thanks a lot for this
information”, are important for the social
contact between employees and should not
be left out of the conversation.

Reeves et al. (2008) recommended a solution
to the problem by providing employees the
opportunity to attach a synthesized currency
to important e-mails. However, the receiver
of the messages should have the opportunity
to indicate if the message was important for
him or not. As a consequence, the sender
receives feedback about his or her sent mes-
sages and thereby gets sensitized to the
meaning of “importance” in different situa-

tions, cultures, and business lines.
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Frankfurt Cloud

INTERVIEW WITH ROLF RIEMENSCHNITTER (DEUTSCHE BANK AG) AND PROF. DR. CLEMENS JOCHUM (GOETHE UNIVERSITY FRANKFURT)

Prof. Dr.
Clemens Jochum,

Rolf Riemenschnitter,
Group CTO,
Deutsche Bank AG

E-Finance Lab,
Goethe University

The Frankfurt Cloud went live in October 2010.
Since then, multiple projects have been initial-
ized to leverage the resources of the Cloud.
What is the purpose of the initiative?

Riemenschnitter: Cloud concepts such as stan-
dardization, virtualization and automation are
already used successfully by companies to opti-
mize internal IT infrastructures, up to the devel-
opment of internal clouds. The expansion of this
concept beyond the company boundaries, how-
ever, is found very rarely. The objective of the
Frankfurt Cloud Research Community is to test
the concept under real conditions and explore
solutions for the various unsolved questions
currently limiting a broader expansion of Cloud

computing. This includes security, legal and

regulatory issues, technical aspects such as
capacity management and load balancing, as
well as commercial questions as, e.g., charging

and pricing models.

The Frankfurt Cloud community covers
multiple research domains. Could you give
examples of typical research use cases being
supported by the Cloud?

Jochum: In business economics, typical use
cases are computing intensive simulations of
mathematical and statistical models, e.g., for
the evaluation of price preferences of clients
and the definition of optimal pricing structures.
Other use cases enabled by the Frankfurt Cloud
include the analysis of extensive data volumes
from social networks and model simulations to

better understand climate change processes.

What is the technical setup of the Frankfurt
Cloud and how will it evolve meeting the
requirements of the Cloud user community at
Frankfurt University?

Jochum: We have started with an initial infra-
structure consisting of 8 blades with 48 GB
RAM and 2 CPUs per blade. This setup has
turned out to be extremely stable, serving a het-
erogeneous application environment. The Cloud
offering is very well received with increasing

demands from our user community, which con-

sists of different research projects across the
Frankfurt University. To enable the on-boarding
of further users as well as the introduction of
additional Cloud services, e.g., web and data-
base services, we will double the cloud capaci-
ty by the end of the 1* quarter 2011.

The university data center already provides a
large amount of computing power. What is the
additional advantage of having the Frankfurt
Cloud?

Jochum: The Frankfurt Cloud provides addi-
tional computing resources which can be
quickly allocated and scaled up and down in
line with actual user requirements. As
resources are shared, users need not invest in
additional hardware anymore in order to
ensure they have enough capacity for load
peaks. Due to the easy access via an online self
service portal, the Cloud is open to a wide user
community - no special IT expert knowledge is

required to become a Cloud user.

From an individual researcher’s point of view:
What is the advantage of having access to the
Frankfurt Cloud?

Jochum: The allocation process of computing
resources required for specific research proj-
ects gets shortened from months to minutes. In
the traditional model, a researcher first needs
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to ensure the funding, e.g., via an institution like
the Deutsche Forschungsgemeinschaft (DFG).
Then the researcher has to order the hardware,
have it installed in the university’s data center
and finally needs to install the software. In the
Frankfurt Cloud, he or she just needs to get
access to the Cloud via the Cloud controller self
service portal - including a short instruction via
phone - and then will be able to allocate a virtu-
al machine within 10 minutes.

In general, how do you expect Cloud computing
to develop in the future and how can the
Frankfurt Cloud contribute?

Riemenschnitter: In the next years, the promised
benefits of Cloud computing will become more
and more tangible. However, the success of the
concept is highly dependent on how Cloud provi-
ders and users work together to create and pro-
mote standards, common approaches, as well as
develop solutions for known issues such as secu-
rity and data privacy. In this process, initiatives
like the Frankfurt Cloud play an important role.
Here, we can test and explore the opportunities
as well as limitations of the concept under real
conditions and develop solutions for open issues.

Thank you for this interesting conversation.
Further information on the Frankfurt Cloud can
be found at: www.frankfurt-cloud.com
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News

Awards

Dr. Christian Schlereth received the research award of the Horizont foundation for his excellent
dissertation “Optimal Pricing of Internet based Services”. Congratulations!

Lisa Scholer received the research award of the Horizont foundation for excellent research in
the area of marketing for her dissertation topics “Influence of Advertising Spending on Financial
Performance” and “Viral Marketing”. Congratulations!

Markus Fischer received the 2011 Irwin-McGraw-Hill Distinguished Paper in Finance Award for his
paper “Corporate Cost of Borrowing: TRACE on Syndicated Loans” at the annual meeting of the South-

western Finance Association in Houston, USA.

“365 Landmarks in the Land of Ideas”: E-Finance Lab is one of the winners in 2011

Under the patronage of the President of the Federal Republic of Germany, since 2006, the “Germany -
Land of Ideas” nationbranding initiative has cooperated with Deutsche Bank to reward ideas and
projects that make a lasting contribution to Germany's future viability. The “Landmarks 2011" have
been elected and the E-Finance Lab is one of the winners. The German President Christian Wulff
congratulates this year's winners. “The future of our country depends largely on its ability to
innovate”, said Wulff. This award confirms that the specific composition of the E-Finance Lab at the
interface between science and business is a successful model for research cooperation. The official

awarding will take place at the House of Finance on April 11%, 2011.

Dr. Joachim Nagel elected new Chairman of the Council of the E-Finance Lab

Dr. Joachim Nagel, Member of the Board of the Deutsche Bundesbank, has become a new member
of the Council of the E-Finance Lab and was elected Chairman of the Council as of March 1, 2011.
He will succeed Dr. Hans Reckers. We cordially thank Dr. Reckers for the many years of continued

support and Dr. Nagel for his engagement!

Prof. Dr. Peter Gomber elected member of the Exchange Council of the Frankfurt Stock Exchange
Prof. Dr. Peter Gomber (head of layer 2] was elected as a member of the Exchange Council of the
Frankfurt Stock Exchange (FSE). The Exchange Council is a key forum for discussing fundamental
issues and developments at the FSE. Among other things, the Exchange Council is responsible for
the appointment, dismissal and supervision of the management board. Furthermore, it issues the

exchange rules, the fee regulations and the conditions for transactions on the exchange.

Selected E-Finance Lab publications

The Impact of a Millisecond: Measuring Latency
Effects in Securities Trading.

In: Proceedings of the 10" Internationale Tagung
Wirtschaftsinformatik, Zurich, Switzerland, 2011.

An Intraday Risk Management Approach Based
on Textual Analysis.
In: Decision Support Systems, 50 (2011), Special
Issue on Enterprise Risk and Security Manage-
ment, pp. 680 - 691.

Return on IT Investments in Two-Sided Markets.
In: Proceedings of the 21+ Australasian Confe-
rence on Information Systems, Brisbane, Aus-
tralia, 2010.

Revealing Business Relationships - Eaves-
dropping Cross-organizational Collaboration in
the Internet of Services.

In: Proceedings of the 10" Internationale Tagung
Wirtschaftsinformatik, Zurich, Switzerland, 2011.

Private Equity - Blessing or Curse? The Case of
IPOs.

In: Southwestern Finance Association Annual
Meeting, Houston, TX, USA, 2011.

Customer Acquisition through Referral Programs.
In: Journal of Marketing, 75 (2011) 1, pp. 46 - 59.

QoS-based Optimization of Service Compositions
for Complex Workflows.

In: Proceedings of the 8" International Conference
on Service Oriented Computing, San Francisco,
CA, USA, 2010.

Customer-Centric Reporting: An Analysis of
Banks to Outline the Composition of Customer
Business and Non-Customer Business.

In: Proceedings of the Australian and New
Zealand Marketing Academy Annual Conference,
Christchurch, New Zealand, 2010.

Securitization-as-a-Service: How IT-based Co-
Creation Can Provide Small Banks Access to
the Financial Market.

In: Proceedings of the 6" International Confe-
rence on Design Science Research in Information
Systems and Technology, Milwaukee, WI, USA,
2011.

Analysis of Two Theoretical Perspectives on
Information Systems Development: Towards an
Integrated Perspective.

In: Proceedings of the 10" Internationale Ta-
gung Wirtschaftsinformatik, Zurich, Switzer-
land, 2011.

For a comprehensive list of all E-Finance Lab
publications see
http://www.efinancelab.com/publications



Infopool

RESEARCH PAPER: GLOBAL RETAIL LENDING IN THE AFTER-
MATH OF THE US FINANCIAL CRISIS: DISTINGUISHING
BETWEEN DEMAND AND SUPPLY EFFECTS

The authors examine the real effects of an adverse credit shock, as measured by the U.S. financial
crisis, through the global supply of credit. With the help of information on loan applications as well
as loans granted in the period from 2006 to 2008 by German savings banks, the authors are able to
distinguish between demand and supply side effects of bank lending. In general, their findings show
that the U.S. financial crisis led to a contraction in the supply of retail lending in Germany. Further,
affected banks reject substantially more loan applications than non-affected banks; even demand
for loans is not substantially different for the affected and non-affected banks. The measured effects
are more pronounced for smaller and more liquidity-constrained banks and mortgage loans.
Concluding, this paper reveals insights that the crisis even impacts credit granting policies of banks
that are mandated to serve only local customers and in countries that are only indirectly affected by
the crisis.

Puri, M.; Rocholl, J.; Steffen, S.
Forthcoming in: Journal of Financial Economics, 2011.

RESEARCH PAPER: THE CAUSAL IMPACT OF MEDIA IN
FINANCIAL MARKETS

Measuring the causal impact of media reporting is a difficult task. The authors address this
problem by comparing the behavior of investors with access to different media coverage of the
same information event. To do so, the authors identify zip codes of 19 mutually exclusive trading
regions corresponding to large U.S. cities. By looking at all earnings announcements of S&P 500
Index firms, the authors show that local media coverage strongly predicts local trading, which
also holds after controlling for earnings, investor, and newspaper characteristics. Since local
trading is strongly related to the timing of local reporting, it is particularly difficult to challenge
non-media explanations.

Engelberg, J.; Parsons, C.
Forthcoming in: Journal of Finance, 2011.
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Electronic newsletter

The E-Finance Lab conducts two kinds of newsletters which both appear
quarterly so that each six weeks the audience is supplied by new research
results and information about research in progress. The focus of the printed
newsletter is the description of two research results on a managerial
level - complemented by an editorial, an interview, and some short news.
For subscription, please send an e-mail to eflquarterly@efinancelab.com
or mail your business card with the note “please printed newsletter” to

Prof. Dr. Peter Gomber

Vice Chairman of the E-Finance Lab
Goethe University

Griineburgplatz 1

60323 Frankfurt

The Internet-type newsletter uses short teaser texts complemented by
hyperlinks to further information resources in the Internet. To subscribe,
please send an e-mail to

newsletterfdefinancelab.com.

Further information about the E-Finance Lab is available at
www.efinancelab.com.
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