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T
o use the expression of 20th century phi-
losopher Gilbert Ryle, technologists can 
often find themselves as ‘ghosts in the ma-
chine’ of a hedge fund’s operations; while 
essential in ensuring infrastructure works 
and IT developments are implemented, 

many are seeing their role alter and their place within 
the fund mechanism shift.

As budgets are tightened, headcounts trimmed and 
outsourced offerings increase, the technology depart-
ment’s position in the fund hierarchy is evolving. 

As the traditional CTO is, in some quarters, relinquish-
ing control of certain infrastructure functions, is this chang-
ing technology landscape a concern for the industry?     

Given such developments many managers are increas-
ingly seeking an alternate technology route and opting for 
a ghost-like service, that of a virtual CTO. But what has 
led to the growth of these ‘virtual’ roles and will they be-
come a permanent presence?   

According to the latest HFMTechnology survey, almost 
two-thirds of managers say they are actively considering 
or are likely to in the future, an outsourced, virtualised 
technology officer. 

Managing cost is more important than ever to a hedge 
fund. And while technology spend is increasing – 11% of 
hedge funds’ total expenditure will go on technology over 
the next five years – and over 80% of firms will increase 
cyber-security budgets by 2016 (EY’s Global Hedge Fund 
Survey 2014 reveals), many in-house technology teams are 
shrinking.

There have been a number of high profile CTO depar-
tures in recent weeks and with several firms also actively 
downsizing internal departments, the growing trend in 
virtualised services is often a way to ‘defer capital invest-
ments’ according to one US-based CIO.

“The virtual CTO is just another form of outsourcing 
and it is just another way to allow investment firms to de-
fer capital investments – whether it is purchasing servers 
or hiring people,” says the CIO at a $12bn manager.

“There are some benefits to avoiding that especially if 
you are still in the start-up phase as you just do not bear 
long-term obligation, not knowing what is going to hap-
pen with your fund. Therefore you have the flexibility to 
pare back on costs if things get a little rough.”

Essentially an advisory and consultancy role, the virtual 
CTO works with hedge funds to determine the most ef-
ficient and effective products for their business and often 
oversees the vendor selection process. 

A former head of infrastructure at Peloton Partners and 
CTO at the now closed London hedge fund GLC, Tom 
Woollard is director at Edge Technology Group, a man-
aged service provider and consultancy firm made up of 
ex-hedge fund CTOs, and says that growth in the virtual 
CTO sector  reflects firms diluting of operations in favour 
of more ‘vanilla strategies’. 

He says: “In recent times, probably since the 2008  

crisis, many financial services firms have reverted to rela-
tively vanilla strategies.

“They typically do not have a need for anything beyond 
core business as usual BAU systems and the traditional in-
house CTO has almost become redundant throughout a 
lot of SMBs as the use of outsourcing and service provi-
sion continues to grow and be widely accepted.

“A start-up firm can now get an IT infrastructure with 
a trusted service provider, all of the accompanying sup-
port in addition to a virtual CTO all for the same cost as 
a traditional in-house CTO, often with change to spare.”

James Tedman, a CTO consultant and former CTO at 
London hedge fund Sloane Robinson, notes it is a func-
tion most typically adopted by start-up and mid-sized 
hedge funds.

“Over the last few years, hedge funds have moved away 
from building and resourcing IT in-house and moved to-
wards outsourced solutions to meet their infrastructure 
and application needs, and this plays to the virtual CTO 
concept,” he says. 

“The advent of cloud combined with more mature 
vendor offerings has meant that more funds are outsourc-
ing, particularly small to mid-sized operations. However, 

many firms recognise that they do not 
have the skills or experience in-house 
to manage service providers and IT 
strategy, and look to a virtual CTO to 
fill this gap.”

“Typically, client engagements in-
volve managing vendors and providing 
strategic direction for the firm’s IT. This 
will include creating technology road-
maps, managing budgets, managing 
vendor SLA’s, ensuring that regulatory 
and investor requirements are met and 
often attending board meetings. If it is 

a start-up or somebody looking to make a change to their 
environment then I might also be helping them through a 
vendor or system selection and implementation process.”

And although a number of the large technology inte-
grators offer ‘virtual CTO’ services, Tedman believes the 
role should be distinct from any service provider in or-
der to truly deliver value to a firm.

“A virtual CTO is simply a part-time, off-payroll  
senior technologist; I work in the same capacity that an 
in-house CTO would,” he says. “The key thing for me 
is remaining independent from other vendors; I am em-
ployed to make decisions in the best interests of the firm 
not the service providers.”  

The hedge fund technology market is awash with 
companies offering complete front- to back-office solu-
tions and with 60% of firms looking to further automate 
processes over the next 24 months, operations outsourc-
ing is starting to become commonplace. 

And as technology becomes more critical in achieving 
regulatory compliance – from AIFMD and Form PF re-
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Amaranth Advisors CTO Jim Nekos, has over 250 financial 
services clients globally, over 85% of which are hedge funds. 

And Woollard says that although at times “every meeting 
can feel like an incredibly tough and challenging interview 
process”, it is imperative to try and replicate traditional CTO 
functions with clients.

“A good virtual CTO should closely replicate the values and 
functions of a traditional CTO and look to build a very, very 
strong relationship with a customer at c and executive level. 

“This relationship is more often than not with the COO 
of a firm. Another role which in recent times has evolved 
somewhat in the SMB space with many COOs consuming 
much of the responsibility previously leveraged via the role 
of a CTO.”

Aligned to budget pressures and the prevalence of exter-
nal technology firms, the merging of job functions among 
many hedge funds is clearly another catalyst for the virtual 
CTO sector. 

porting, to the SEC’s cyber-security guidance and release 
of the FCA’s outsourcing governance paper – start-up firms 
are increasingly utilising virtual CTO services to meet such 
compliance demands. 

IP Sentinel, set up by former Lansdowne Partners CTO 
James Hogbin in July 2013, largely focuses on start-up 
funds and he says seeing the various IT requirements asked 
for by regulators is often a ‘wake-up call’ for new managers. 

He says: “The FCA has some very specific requirements 
around how a fund is constructed and within SYSC there 
are a lot of rules the FCA would like you to abide by if you 
are to remain regulated. 

“The first real wake up call for most people starting a 
fund is when they get to the IT audit questionnaire that 
is part of the application process and realise it is not really 
good enough to just be able to turn on and off a computer.

“There are regulatory requirements around business con-
tinuity, data retention, portfolio management systems and 
financial crime, etc. And start-ups say to me, ‘How on earth 
am I going to do that?’ – this is where the virtual CTO con-
cept comes into its own. 

“It is not a mandated service but the rules and regula-
tions are such that unless you have some IT competence 
the virtual CTO is something you require.”

Given the breadth and quality of products available from 
specialist technology companies, ensuring the relevant ser-
vice level agreements are in place is critical for funds, re-
gardless of size. 

The global COO at a $10bn pan-European manager says 
that while his firm does not employ a virtual CTO on a 
regular basis, he does recognise the value they can bring in 
assisting with the vendor management process. 

“If you do go the route of using numerous service provid-
ers, as with everything else, you need to be very clear about 
what it is they are providing you,” the COO says.

“Most people employing an outsourced CTO are not 
necessarily up to speed with everything they need for SLAs 
and so a virtual CTO can be quite helpful in making sure 
they stay current and up-to-date.”

Aside from addressing infrastructure processes and as-
sisting with compliance issues, Woollard believes the vir-
tual CTO functions can, and should go much further. 

“The traditional role of a CTO, typically goes much fur-
ther than the boundaries of infrastructure and systems pro-
vision alone. Aligning IT policies, procedures, budgets, and 
practise alongside a firm’s specific business strategy is also 
within the remit of a traditional CTO and a good virtual 
CTO should adopt a similar mentality,” he says. 

“For example at Edge as part of our virtual CTO services, 
we have assisted with policy review, security review, and 
DDQ Agendas that have helped secure single ticket invest-
ments in excess of $500,000. That for me is the type of value 
a virtual CTO should add because like the more traditional 
CTO, the role isn’t just limited to the systematic infrastruc-
ture requirements of the firm.”

Edge Technology, which was founded in 2006 by former 

Would you consider hiring a virtual CTO to replace existing 
technology staff?

Yes, we  
already do  

6.7%

Yes, we are considering 
this move  

33.3%

No, we are very unlikely 
to take up this option  

20% 

Maybe, we are not at present but are 
considering this option  

26.7%

We would consider a virtual CTO to 
work alongside existing staff  

13.3%
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The increasing ‘overlap’ between CTO and COO func-
tions is a key factor, according to the US-based CIO: “The 
difference between the COO and CTO role is less distinct 
and although I do see distinct responsibilities for each, I 
also see increasing areas of overlap. 

“In larger firms you will generally have the head of tech-
nology and then a head of infrastructure and development, 
then either outsourced or internal teams below that.

“So I think what you end up with is a situation where 
you have a really strong COO that has a firm grasp of tech-
nology and the overlap comes with that top technologist. 
And so the role that gets collapsed is that top technologist 
and those responsibilities get assumed by the COO.” 

This amalgamation of functions is also resulting in a 
number of larger, established firms seeking out virtual 
CTO expertise for project assistance alongside existing 
staff, with Woollard revealing his firm has over 100 em-
ployees and works with clients from start-up level to man-
agers with $65bn in assets.

Alan Rae, of London-based technology and virtual 
CTO provider Purple, says that although such services 
may be more adopted by smaller firms, there is a chance 
for greater scalability by engaging larger firms for project-
based work.

“It could be an interim piece of work or it could be a 
long engagement that we carry out. It just very much de-
pends on the organisation’s requirements, where they are 
coming from and where they are going - we would cer-
tainly engage with any size fund,” he says

The global COO at the European focused firm revealed 
the firm did actually employ a contracted provider for 
some recent company developments.

“Our centre of operations is abroad so if someone from 
our London office is on holidays rather than flying some-
one over, I tend to supplement by having people form one 
of those firms here who we already know quite well,” he says.

“When we moved office rather than shipping loads of 
people in from abroad I will get some people in from one 
of the larger vendors to come and help plug everything in 
and do everything else.”

Woollard believes the work of the virtual CTO ‘has to 
be an on-going requirement’ and not project-based, while 
James Hogbin admits that as his clients’ assets swell, his 
role will likely change.

“The end goal isn’t to tie them in, the end goal is to get 
somewhere and say ‘you don’t need to be paying me, you 
need your own IT person’. I do hope that a lot of the cli-
ents I have now grow to the level where they have their 
own IT staff. That is good, that should happen,” the for-
mer Lansdowne CTO says. 

A CTO at a $3.5bn New York manager fears that while 
the virtual CTO concept may not be a long-term engage-
ment for some, he believes it is critical to have “eyes on” 
and be onsite when delivering technology services. 

 “I don’t think it works to be honest with you. It might 
work with a three of five person firm when it is a consult-

ant type deal but in my view, once you get of any size you 
have to be onsite,” the CTO said.

“There is nothing like having eyes on. You don’t know 
what the problems are unless you are seeing the problems 
and you don’t know what the mood is unless you know 
what people are saying.

“It is not clear whether or not it can be successful, if it is, 
you are not going to be a virtual CTO for 20 firms. There is 
just not enough time in the day to really understand what 
is happening on the ground.”

Although internal infrastructure builds are still criti-
cal to many firms, the commoditisation of many facets 
of hedge fund technology has undoubtedly impacted the 
traditional CTO function. 

Rae, who was previously CTO at commodity manager 
Clive Capital until it closed in 2013, says his decision to 
move from ‘a poacher to game keeper type role’ as Hogbin 
describes it, centred on his changing workload as an in-
house CTO. 

“During my time there I felt that some-
times the position was not necessarily a 
full-time role. A lot of funds are running 
very lean in terms of their headcount 
and I could see while working as a hedge 
fund CTO there was an opportunity to 
have a virtualised service,” he says.

“There is value also in having someone 
who is not necessarily

 entrenched in an organisation because 
they can almost become too comfort-
able there or may not have the breadth 
of understanding in the following areas; 

knowledge of the latest service offering from vendors, 
awareness may also be lacking around the technologies 
that can align to the current business requirements and 
an understanding of the latest compliance requirements.” 

And while some may see the virtual CTO as accentuat-
ing the decline in permanent CTO roles, it is surely only 
a reaction to the performance-orientated nature of the in-
dustry whereby cost is king.

 “I don’t think there are too many in-house roles com-
ing up anymore and so entering the virtual CTO and 
consultancy realm was a great opportunity for me,” 
Woollard says. 

As the availability of in-house roles decrease and mar-
gins get squeezed, the shift to virtualised, outsourced so-
lutions for both technology professionals and hedge fund 
operations is understandable. 

Undoubtedly the presence of internal teams is still  
important and in-house innovation will continue, but the 
emergence of the virtual CTO just offers another technol-
ogy approach for the industry. 

And regardless of the route taken by firms, technolo-
gy remains essential in running and moving forward the 
hedge fund machine, as James Hogbin concludes: “IT 
underpins everything and needs to be done properly.” 

There is nothing like  
having eyes on. You don’t 
know what the problems are 
unless you are seeing the 
problems and you don’t know 
what the mood is unless you 
know what people are saying”
The CTO at a $3.5bn manager


