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OVERVIEW
Key Findings
■ IT Intensity:You need to understand this metricas it is more important than ever as a means of measuring the optimum level
of IT spending that is both efﬁcient and effective in raising the operating margin of a bank. This metric is a coefﬁcient based
on a formula that compares IT spending to both revenue and operating expense.
■ Rising Intensity:No bank can afford to be complacent and stand still. In terms of IT intensity, the average for all banks has
gotten higher compared to where it was 11 years ago. Most banks are spending more efﬁciently and more effectively today
than they were in 2009 after the global ﬁnancial crisis (GFC).
■ Growing Divide: Jumping the chasm to that top decile really, really matters.There are huge and growing gaps between all of
the many metrics for the top decile of banks and the■average- performing banks.
■ The New Frontiers: You cannot continue to compare yourselves to familiar rivals; you need to look beyond that frontier.
Digital-native banks have a higher IT intensity and bigger operating margins than the fast-adopter banks, which in turn, are
outperforming the traditional banks.
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In 2020, in the midst of the COVID-19 pandemic, the “IT Intensity” of spending remains as
important as ever to CIOs. Since the global ﬁnancial crisis, the bar has gotten higher, the top
performers have pulled away from the pack and new frontiers have been created by pioneers.

Overview
Key Findings
■ IT Intensity: You need to understand this metric as it is more important than ever as a means of

measuring the optimum level of IT spending that is both efﬁcient and effective in raising the
operating margin of a bank. This metric is a coefﬁcient based on a formula that compares IT
spending to both revenue and operating expense.
■ Rising Intensity: No bank can afford to be complacent and stand still. In terms of IT intensity,

the average for all banks has gotten higher compared to where it was 11 years ago. Most banks
are spending more efﬁciently and more effectively today than they were in 2009 after the global
ﬁnancial crisis (GFC).
■ Growing Divide: Jumping the chasm to that top decile really, really matters. There are huge and

growing gaps between all of the many metrics for the top decile of banks and the averageperforming banks.
■ The New Frontiers: You cannot continue to compare yourselves to familiar rivals; you need to

look beyond that frontier. Digital-native banks have a higher IT intensity and bigger operating
margins than the fast-adopter banks, which in turn, are outperforming the traditional banks.

Recommendations
CIOs driving ﬁnancial services technology modernization and transformation:
■ Spend the optimum amount — Continuously improve your IT intensity coefﬁcient by embedding

cost optimization within the business strategy itself and restructuring costs intelligently.
■ Spend wisely — Kick-start IT ﬁnance initiatives by (1) auditing your current capabilities against

the primary ﬁnance, cost and value frameworks; and (2) mapping their contribution to your new
value proposition.
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■ Compare your IT spending and your digital transformation to that of leading banks, regardless

of size, location or the competitive threat they present to you. Banks that have been aggressively
pursuing digital transformation are, on average, well ahead of the slow adopters in terms of
efﬁciency and proﬁtability.

Introduction
As we grapple with the impacts of the Covid-19 pandemic, we need to revisit this concept of IT
intensity (see Note 1 and Note 2). Despite the time that has lapsed since the GFC, and the different
causes and outcomes of the current crisis, CIOs should continue to apply this metric to guide their
critical spending decisions. Now, more than ever, they need to optimize their IT spend, not slash it,
and invest in the most effective systems and technologies for increased proﬁtability.

Analysis
IT intensity is the combination of two metrics: (1) IT spending as a percentage of net revenue; and
(2) IT spending as a percentage of operating expense (see the Acronym Key and Glossary Terms
section for the full formula and patent number). The crucial feature of IT intensity is that, being a
coefﬁcient, it measures the relationship between these two factors simultaneously. Either one can
be a useful metric alone, but when combined, they provide a measurement that is more reliable
(using more factors means it is less prone to distortion) and more useful (because it can be
mapped to an inﬂection point).
We ﬁrst wrote about IT intensity in 2009 but looking at it again in 2020 we see that it is still
relevant for CIOs and especially these four lessons:
1. It Works: It is possible to improve your IT intensity coefﬁcient, and generally, this has a positive
impact on business performance. CIOs should aim to spend the optimum amount and spend it
on the right things. Do this by embedding cost optimization within the business strategy itself,
restructuring costs intelligently and investing in the right tech nologies. These two reports show
you how: “Financial Services CIOs’ COVID-19 Cost Optimization Action Plan” and “Tool:
Financial Services CIOs Need to Address Both Resiliency and Recovery With Their IT Portfolio.”
2. The Bar Keeps Getting Higher: Don’t rest on your laurels. On average, over time, everyone is
getting better. Over the last decade, we’ve seen constant small improvements in the application
of vendor renegotiations, automation, outsourcing, right-shoring, rationalizing, cloud and so on.
3. Aim for the Top: Executing well on your IT spend (allocating it effectively and deploying it
superbly) makes a huge difference. It’s worth making the effort to get in that top decile, as
shown later in Figure 4. In practice, that means kick-starting IT ﬁnance initiatives by (1) auditing
your current capabil ities against the primary ﬁnance, cost and value frameworks; and (2)
mapping their contribution to your new value proposition. These two reports show you how:
“Use Gartner’s IT Finance Frameworks to Drive Successful IT Finance, Value and Cost
Programs” and “Digital Transformation Starts With Redeﬁning Your Value Proposition.”
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4. Look More Widely: Don’t just compare yourself to your familiar peers. Banks that have been
aggressively pursuing digital transformation are, on average, well ahead of the slow adopters.
And the challenger banks and neobanks are even further ahead (though many of them do not
supply the full set of banking products and may not even require a banking license — with all
the headaches of audits and compliance that go with that).
The hypothesis back in 2009 was that the knee-jerk reaction to any crisis was to cut IT spending,
but that arbitrary cuts in IT spending could cause quick and long-lasting damage to proﬁtability
and growth prospects. Experience has shown that ﬁghting the instinct to cut spending arbitrarily
and ﬁnding the optimum level of investment during a recession can improve a ﬁrm’s performance
and create a lasting gap between itself and less farsighted rivals. Plotting IT intensity against
another metric such as proﬁtability shows that (1) there is an optimum level of spending; and (2)
contrary to conventional wisdom, most banks spend too little on IT, not too much. That is, in Figure
1, most of the dots that represent individual banks are to the left of — and hence less than — the
optimum level.
Figure 1: IT Intensity Curve for the Banking Industry, 2009

Source: Adapted From Rubin Worldwide

You can see from Figure 1 that, based on the many measurements made of the banking industry in
2009, a crude interpretation is that optimum IT spending occurred, on average, at an IT intensity
value of about 1.82. Of course, the big caveat is that simply spending at the optimum level (which
varies by size of bank, geographical location, industry subsector and so on) is no guarantee of
success. You cannot manage by numbers alone. How you allocate that IT spend and how well you
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execute on that allocated spend is critical and, as we shall see later, there are wide variations in
performance among those that have the same IT intensity coefﬁcient. Fundamentally you need to:
1. Spend the optimum amount on IT.
2. Allocate it to the most effective areas (e.g., technologies, systems, talent, operations, processes).
3. Execute superbly on the conﬁguration, integration, deployment and training.
Things have not stood still since the GFC crisis, but there are lessons we can learn from it in order
to make better decisions in this one. Across the board, banks have, on average, been making big
strides. Figure 2 shows just how big those improvements have been. It splits out the changes for
big banks (Tier 1), investment banks and all banks.
Figure 2: The Technology Economics of Banking a nd Investment Services, 2020

Source: Adapted From Rubin Worldwide

But there is another way to segregate things that is much more important — a segregation that we
could not even have made in 2009. Figure 3 illustrates the profound differences that have emerged
between banks at the forefront of digitalization, their close followers and the more traditional
banks.
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Figure 3: Three IT Intensity Frontiers for the Banking Industry, 2020

Source: Adapted From Rubin Worldwide

In Figure 4, you can see how the top-decile performing banks (red dots) have pulled away from
their rivals.
Figure 4: IT Intensity (Top Decile Highlighted) for the Banking Industry, 2020
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Source: Howard Rubin (or Rubin Worldwide)

When we look at the new 2020 data from Rubin (see Note 2) in Figures 2, 3 and 4, three insights
occur immediately:
1. Rising Intensity: In terms of IT intensity, the average for all banks has gotten higher, versus
where it was 11 years ago. Even for traditional, incumbent banks, the optimum IT intensity has
increased from about 1.82 to about 1.95. Most banks are spending more efﬁciently and more
effectively today than they were in 2009.
2. Growing Divide: There are huge differences between the metrics for the top decile of banks and
the average performing banks. Figure 3 shows this distribution in more detail. For example:
■ IT intensity: Top decile = 1.85 vs. average = 1.37 (a 35% difference).
■ Operating margin: Top decile = 45.5% vs. average = 25.8% (a 76% difference).
■ Tech spend per employee: Top = $49.6k vs. avg = $33.2k (a 49% difference).
■ Income per total IT dollar: Top = $10.41 vs. avg = $5.15 (a 102% difference).
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3. The New Frontiers: Three curves or “frontiers” emerge from Figure 3. The digital-native banks in
the frontier called “Digital Evolution 2” have a higher IT intensity and bigger operating margins
than the fast-adopter banks in the “Digital Evolution 1” frontier, which in turn, outperform the
“Traditional” frontier of banks. The Digital Evolution 2 frontier includes banks and other FS
providers, like BankmMobile, Volt, Starling Bank, and N26, that have a digital-only model. The
Digital Evolution 1 frontier includes banks like Standard Chartered, DBS in Singapore that have
a hybrid-digital model. The Traditional frontier includes the mass of incumbent banks from
global Tier 1’s like Citi and HSBC to regionals like PNC and ANZ:
■ Digital Evolution 2: Optimum IT intensity = 3.20; max operating margin = 68%.
■ Digital Evolution 1: Optimum IT intensity = 2.25; max operating margin = 60%.
■ Traditional: Optimum IT intensity = 1.95; max operating margin = 44%.

The previous big crisis, GFC, led to a very large gap between the leaders (those that had mastered
efﬁcient growth, measured in terms of total shareholder return) and the laggards (those that had
not achieved such mastery). See this report, “Recommended Cost Optimization Strategies and
Tools for Financial Services Leaders” for some of the best practices developed by these leading
banks. And — guess what — that gap has not gone away! This is something we’ve examined in thi s
Gartner report: “Financial Services CIOs Should Opt for Value Optimization Instead of Simple Cost
Cutting.” The cost value matrix in Figure 5 shows clearly how the majority of FS ﬁrms remain
trapped in the bottom-left quadrant, having failed to master either the addition of value or the
diminishing of costs through their technology investments.
Figure 5: Cost Value Matrix for the 2019 Dataset, With Rela tive Percentages for Banking
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All of which prompts the question — OK, so if I need to cut costs smartly and effectively, to get ﬁt
and lean, but without damaging my organization in the process, just how exactly do I do that? This
challenge is also something that Rubin has been measuring and analyzing in conjunction with
Gartner Consulting. The advances made here were to:
1. Segregate ﬁxed costs from variable costs.
2. Look at how qu ickly the variable costs can be changed.
This is important because: (1) by deﬁnition, ﬁxed costs are hard to reduce, and (2) some of those
variable costs are highly resistant to quick changes. For example, it is not easy or inexpensive to
ﬁre staff (there may be hefty redundancy payments). And it is hard to ramp down data center
capacity if you host it yourself (few ﬁrms will be eager to acquire secondhand servers if they are in
the same boat).
As we move out of the “Respond” phase of the current crisis (see Figure 6), banks are tackling the
task of rationalizing their business application portfolio. Rationalizing the portfolio will lower
demand on in-house infrastructure, enable agility and reduce long-term technical debt (see “How to
Gartner, Inc. | 728051
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Prioritize Application Inventory and Rationalization”). Leading banks know this and are starting to
take it seriously, but it must be done in partnership with the business. In parallel, Gartner has seen
that the business and technology leaders at many banks are revisiting the idea of using business
capability modeling to align their investment and technology spend with the outcomes important
to their business strategy (see “The Architect’s Business Capabilities Handbook”).
Figure 6: Progressive Phases of the FS Reset

Gartner

To quote Rubin Worldwide, “In a typical company, only 36% of IT expense is variable, meaning that
64% of IT costs are ﬁxed and constant. In some organizations, the percentage of IT spending that’s
variable is even lower. This means that organizations that are stuck with high ﬁxed IT costs have
less ﬂexibility than their competitors to react to changing market conditions and surgically inject IT
investments in new business projects.”
Additional Research Contribution and Review

Howard Rubin, CEO, Rubin Worldwide and Gartner Senior AdvisorSteve Monahan, Vice President,
Banking and Investment Practice, Gartner Consulting

Acronym Key and Glossary Terms
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IT
The formula for IT intensity is: 10 x ( ( (IT % Net Revenue^2) + (IT % Operating
intensity Expense^2) )^0.5 ). This is protected for Howard Rubin under Patent No.: U.S.
7,996,249 B2.Net revenue can be treated as Net Interest Income plus NonInterest Income minus Loan Losses.

Note 1: What Is IT Intensity
Eleven years ago, Gartner published this introduction to the “IT intensity” metric (U.S. Patent No.
7,996,249 B2) that was devised and built by Howard Rubin, “IT Intensity: An Overview for Banking
and Investment Services.” That report was actually the follow-up to “Banking Efﬁciency Needs
More Than Just Cost Containment,” which looked speciﬁcally at the links between the efﬁciency of
a bank and its proﬁtability, and so, ultimately, its valuation in the marketplace. It also introduced
the idea that the proﬁtability of a bank is closely correlated to its IT spending and that there is an
optimum level for that spending. A third report, “How IT Can Improve the Efﬁciency of Banking and
Investment Services Firms,” examined where IT investments should be made in order to help banks
improve their efﬁciency and, hence, their proﬁtability. It went beyond the calculation of how much
spending should occur, determining where that spending should be directed to have the maximum,
positive impact. This was published not long after the GFC that precipitated the crash of Lehman
Brothers in 2008. And, it was during what came to be known as the Great Recession of 2008-2009,
although the economic and societal impact lasted much longer than that.

Note 2: Who Is Howard Rubin?
Dr. Howard A. Rubin is a Gartner senior advisor, a professor emeritus of computer science at Hunter
College of the City University of New York, an MIT CISR research afﬁliate, and a former Nolan
Norton research fellow. He is the founder and CEO of Rubin Worldwide, where you can read more
about him.
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