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The decision
State Street had spent five years building State Street Alpha, a platform intended to connect
investment software, data, and servicing across the front, middle, and back offices. Its latest
quarterly release showed both activity and uncertainty: Alpha had 23 live mandates, while two
different measures of the software business were moving in opposite directions. Meanwhile, the
company’s broader servicing fees faced price, client-transition, and activity pressures.

The leadership question is how to scale the platform. Should commercial teams lead with a
coordinated front-to-back deployment, emphasizing a unified operating model? Should they
start with a narrower custody, back-office, or software engagement, then expand after the first
phase works? Or should State Street use both routes under explicit qualification rules?

The public record does not reveal Alpha’s client-level implementation costs, margins, renewal
rates, or customer savings. The management assignment in this case is therefore hypothetical:
make a choice using public evidence, name the assumptions it requires, and specify what State
Street should measure next.

A service business with a technology bet
State Street Corporation provides investment servicing, investment management, and related
financial services to institutional investors. Its Investment Services business includes custody,
fund accounting, administration, middle-office services, and front-office software and data. Its
Investment Management business includes active and indexed strategies, institutional
products, and SPDR exchange-traded funds.

The two businesses operate with different economics. Assets under custody and/or
administration (AUC/A) are client assets that State Street safeguards or administers; they are
not assets owned by State Street. Investment management assets under management (AUM)
are also client assets. Fee revenue can depend on asset values, transaction volumes, client
activity, pricing, and the services provided.

State Street has faced competitive pressure in custody and asset servicing. The company
identifies technology, scale, pricing, service quality, breadth of services, and sales as important
competitive factors. In the 2023 annual report it also identified technology investment,
integration, conversion, information security, and service delivery as risks. Long-term servicing
contracts may require considerable upfront technology and conversion investment. In many
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such arrangements, a change in State Street’s costs or market prices alone may not permit
repricing.

The strategic challenge is to improve the value of the core servicing relationship while funding
and delivering software capabilities that can extend beyond traditional custody.

Building State Street Alpha
State Street acquired Charles River Development (CRD), an investment-management software
provider, in 2018. It launched State Street Alpha in 2019. The company describes Alpha as a
configurable, open-architecture platform that links front-office portfolio management, trading
and execution, analytics, compliance, and data with middle- and back-office services such as
custody, accounting, administration, and reporting.

State Street’s proposed value is that a common platform and data layer can reduce manual
handoffs, improve operating workflows, and help clients manage public and private assets.
These are management’s value claims; the public materials reviewed do not provide
independent client-savings measurements.

The company expanded the offering over time. It acquired Mercatus in 2021 to support Alpha
for Private Markets. In 2023 it released two upgrades to the fixed-income portfolio-management
module and won its first private-markets Alpha mandate. The annual report described work to
standardize onboarding methods and accelerate the installation of larger, more complex
programs.

State Street reported seven new Alpha mandates in 2023 and 18 clients live at year-end. In the
second quarter of 2024, it reported one new mandate win, three wins year-to-date, two
mandates going live, and 23 live mandates at quarter-end. A mandate win, an installed asset, a
live client, and recognized revenue describe different stages of the commercial and
implementation process.

What the second-quarter results show
State Street released its second-quarter results at approximately 7:30 a.m. on July 16, 2024.
The decision point in this case is before the company’s scheduled 11:00 a.m. earnings call. The
table below compares second-quarter 2024 with second-quarter 2023.
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Exhibit 1. Selected second-quarter metrics

Metric 2Q 2023 2Q 2024 Change

Total revenue ($m) 3,110 3,191 +2.6%

Fee revenue ($m) 2,419 2,456 +1.5%

Net interest income ($m) 691 735 +6.4%

Servicing fees ($m) 1,259 1,239 −1.6%

Management fees ($m) 461 511 +10.8%

FX trading services ($m) 303 336 +10.9%

Front-office software and data
revenue ($m)

162 152 −6.2%

Software and processing fees
($m)

221 214 −3.2%

AUC/A at quarter-end ($tn) 39.589 44.312 +11.9%

AUM at quarter-end ($tn) 3.797 4.415 +16.3%

State Street also reported front-office software and data annual recurring revenue (ARR) of
$345 million, up 23% from $281 million a year earlier. ARR is an operating metric, not the same
as recognized revenue. It annualizes current-quarter revenue for CRD and CRD for Private
Markets and includes most software-enabled revenue expected to be recognized over contract
terms. For on-premises software, accounting rules can accelerate revenue recognition when a
client goes live or renews.

The quarter-end AUC/A and AUM balances were affected by market levels, flows, and new
business. They do not measure Alpha revenue or assets owned by State Street. The company
reported $2.4 trillion of companywide servicing AUC/A and an estimated $276 million of
companywide future annual servicing fee revenue to be installed in future periods; neither is an
Alpha-only pipeline figure. Those figures are separate, gross pipeline measures; they are not
recognized revenue, guarantees, or a reliable fee yield on AUC/A.

Management attributed the servicing-fee decline to pricing headwinds, a previously disclosed
client transition, and lower client activity and adjustments, including asset-mix shift. Higher
average equity market levels and net new business partly offset those factors. These are
explanations for an aggregate business line, not an Alpha-specific result.
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Exhibit 2. The path from mandate to servicing revenue

Stage or measure What State Street reported by
the cutoff

Alpha mandates won 7 new mandates during 2023;
1 during 2Q 2024 and 3
year-to-date

Alpha mandates live 18 clients live at year-end
2023; 23 live at 2Q 2024
quarter-end

AUC/A to be installed $2.4tn at 2Q 2024 quarter-end

Future annual servicing fee revenue to be installed Estimated $276m at 2Q 2024
quarter-end

Typical servicing mandate installation 6-36 months; 9-12 months
average over the two years
through 2023

More complex Alpha installations Generally expected by State
Street to be toward the longer
end of the range

Gross servicing mandate wins $904bn AUC/A in 2023;
$1.80tn annually on average
over the five years through
2023

Net new business effect on servicing fees Approximately 0% annual
average over those five years,
according to State Street

Existing-client pricing pressure Approximately −3% annually
on average over those five
years, according to State
Street

The Alpha win/live counts above are Alpha-specific. By contrast, the gross servicing-win and
backlog figures in Exhibit 2 are companywide servicing metrics, not Alpha-only measures. State
Street’s 2023 annual report explained that new servicing revenue is not reflected until assets
are installed, and that installation timing and fee amounts can vary with service breadth, asset
types, and implementation schedules. Its gross servicing-fee estimates are based on
information available when a mandate is deemed won, can change as conditions and client
plans change, and do not incorporate terminations or reductions in the same period. The
company cautioned investors against inferring a future revenue run rate from announced
servicing wins or AUC/A.

At year-end 2023, State Street estimated that $2.30 trillion of AUC/A remained to be installed
and forecast 70-80% would be installed in 2024, with the rest through 2025-26. It expected
complex Alpha programs to be toward the longer end of the installation range. These were
management estimates made in February 2024, not commitments or confirmed outcomes.
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Competing architectures
State Street’s integration strategy is not the only way to address institutional clients’
technology and data needs. In May 2024, J.P. Morgan announced an enhanced version of
Fusion, a cloud-native data-management, analytics, and reporting solution. The company
described it as normalizing data across custody, fund accounting, middle-office, and other
providers, with a Databricks collaboration. J.P. Morgan’s descriptions are its own product claims,
not independent measures of performance.

That architecture raises a strategic question for State Street: must clients adopt more of one
provider’s stack to capture integrated value, or can an open data layer create value across
systems without requiring broad operational conversion? A front-to-back deployment could offer
a more coordinated workflow and relationship. A modular path could reduce the amount of
change required at the start and preserve client choice. It could also leave some integration
benefits unrealized or allow a competitor to own adjacent parts of the workflow.

The company’s disclosures do not report how often clients adopt Alpha software while keeping
another custodian, how often custody clients add Alpha software, or how the economics of
those paths compare.

The choice
At the July 16 decision point, State Street’s leaders must decide how to deploy commercial and
implementation capacity for Alpha:

1. Lead with integrated deployments. Prioritize clients prepared to connect front-, middle-,
and back-office operations through one coordinated Alpha implementation.

2. Lead with modular entry points. Win a narrower software or custody/back-office
engagement, use repeatable phases, and expand after delivery and adoption milestones.

3. Use both approaches selectively. Establish qualification rules based on client readiness,
integration complexity, service requirements, and evidence of economics.

Each option competes for product, sales, onboarding, and client-service capacity. The
company’s public disclosures do not reveal Alpha’s client-level implementation cost, support
cost, contribution margin, savings to clients, or renewal performance. Leaders must decide
what evidence is sufficient to prioritize one implementation path, what milestones should
govern further investment, and how to preserve client value and service reliability as the
platform grows.
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Discussion questions
1. What problem does Alpha solve for clients, and what evidence supports the value

proposition? Which parts remain management claims?

2. How should State Street interpret the differences among mandate wins, live mandates, ARR,
recognized software revenue, AUC/A, and net new servicing-fee impact?

3. Which clients are better candidates for integrated deployments, and which for modular
entry? What qualification criteria would you use?

4. What evidence would demonstrate that broader integration creates enough client and State
Street value to justify implementation complexity?

5. Which operating and financial milestones should determine whether to expand, pause, or
redesign a deployment?

6. What are the strategic consequences of remaining interoperable with competitors’ systems?
What could State Street gain or give up?

Source notes
The case uses information available by July 16, 2024, 10:59 a.m. ET. The 11:00 a.m. earnings
call, subsequent filings, and later company results are outside the case cutoff.

• State Street 2023 Form 10-K / Annual Report, filed February 15, 2024, Item 1 and risk factors,
MD&A servicing-fee revenue, net new business, pricing, and 2023 Alpha narrative. SEC filing;
annual report PDF.

• State Street second-quarter 2024 earnings release and presentation, released July 16, 2024.
The release defines servicing-fee wins/backlog, ARR, and the relevant revenue-recognition
distinctions. SEC exhibit; company presentation.

• J.P. Morgan, “JPMorgan launches enhanced data normalization solution for institutional
investors,” May 22, 2024. Company announcement.

All amounts and strategic claims are attributed to company disclosures. AUC/A and AUM
represent client assets. Exhibit 1 compares quarterly revenue line items year over year; the
categories include activities beyond Alpha. ARR is a company-defined operating metric and
should not be read as recognized revenue or profit. Exhibit 2 contains historical company
estimates; gross servicing wins exclude contemporaneous lost business and can change during
implementation.

https://www.sec.gov/Archives/edgar/data/93751/000009375124000498/stt-20231231.htm
https://investors.statestreet.com/files/doc_financials/2023/ar/SSC_AR_2023_RGB_FINAL.pdf
https://www.sec.gov/Archives/edgar/data/93751/000009375124000662/a2q24earningspressrelease.htm
https://investors.statestreet.com/files/doc_financials/2024/q2/STT-2Q24-Earnings-Presentation-vFinal.pdf
https://www.jpmorgan.com/about-us/corporate-news/2024/jpmorgan-launches-enhanced-data-normalization-solution-for-institutional-investors

