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ECNs are a key focus for us in this edition. The various benefits 

they deliver to FX market participants still hold true and the 

arrival of new trading styles such as algorithmic trading are also 

playing into the strengths of some of them.  The FX Global 

Code which encourages more transparency by trying to 

ensure market participants have clear, easily accessible and 

understandable information on how their trades are handled, 

allowing them to make more informed decisions about the 

other various market participants with which they interact, 

is also providing more confidence for firms thinking about 

using ECNs. Their growth is also being helped by the increased 

demand for trading instruments like NDFs and currency 

derivatives and most have proved largely resilient during the 

Covid-19 crisis. Our Market Commentary feature this month 

also makes the point that CME Group’s decision to integrate 

EBS Market’s Central Limit Order Book and eFix Matching 

Service onto CME Globex is also likely to trigger a rise of ECNs. 

So these platforms are continuing to play an important role 

in the FX market ecosystem and increased product diversity 

underpinned by cutting edge technology is likely to ensure they 

will do so for the foreseeable future as the market continues to 

evolve.

This month we have also set out to explore the continued 

growth of e-FX and the role it is playing in digital 

transformation across the MENA region. Like elsewhere, 

electronic FX in the Middle East is gaining more traction and 

corporates seem to be leading the push for digitalisation.  

There is also significant increased electronic currency trading 

by regional asset managers and hedge funds coupled with 

a growing interest amongst them in more sophisticated 

execution methods such as algo trading for large tickets. The 

buyside in general are looking at technology to streamline 

trading operations and to help them make more informed 

risk management decisions. As a result of this demand for 

increased transparency, regional FX service providers are being 

compelled to further electronify execution workflows. We will 

continue to follow the progress of Fintech innovation and the 

electronic FX trading market in this part of the world as it 

moves towards further maturity.

As usual hope you enjoy reading this edition of the magazine.

Charles Jago Editor
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LSEG (London Stock Exchange Group), 

the providers of Refinitiv Matching, FXall 

and ForexClear, have announced the 

development of NDF Matching, a new 

fully cleared Non-Deliverable Forwards 

(NDF) Matching venue in Singapore, 

supported by the Monetary Authority 

of Singapore (MAS). This represents the 

first phase of LSEG’s plans to implement 

NDF and Spot Matching as well as 

streaming relationship venues in Asia to 

meet both the growing demand in the 

region and increasing electronification 

of FX trading globally. The integration 

of clearing into the design of NDF 

Matching also enables easier access to 

the full book of liquidity in the venue 

for all participants. The venue will be 

open for integration testing later this 

year, with a full production launch in 

mid-2023. Lim Cheng Khai, Executive 

Director of the Financial Markets 

Development Department, MAS, said: 

“LSEG’s decision to launch cleared NDF 

Matching in Singapore underscores 

Singapore’s position as a price discovery 

hub. As a leading inter-dealer platform, 

LSEG’s venue is a key addition to our FX 

ecosystem and will play an important 

role in meeting Asian market players’ 

growing FX needs.” Neill Penney, 

Group Head of FX, LSEG, said:  “As 

a leading provider of FX and capital 

markets solutions, there has been strong 

demand for LSEG to enter the NDF 

CLOB market as participants look for 

greater choice in where they execute. 

Singapore boasts a leading position as 

an FX hub and we are grateful for the 

support from MAS as we launch this 

new initiative. This is the first FX venue 

to be delivered on LSEG’s leading-edge 

technology.” Singapore is currently 

ranked the largest FX centre in Asia, 

and third largest globally according to 

the Bank for International Settlements’ 

Triennial Central Bank Survey of Foreign 

Exchange and Over-the-counter (OTC) 

Derivatives Markets in 2019. This has 

been driven by the influx of the world’s 

leading FX dealers, which have launched 

electronic trading engines within its 

SG1 data centre. Please look out for our 

Regional Perspective feature in the next 

edition.
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LSEG to launch new NDF Matching venue in 
Singapore

Neill Penney

CLS has announced that Fifth Third 

Bank, National Association (Fifth 

Third), can access CLSSettlement 

as a third-party participant. UBS, a 

CLS settlement member, will provide 

access to Fifth Third. The addition of 

Fifth Third, one of the largest banks 

in the midwestern United States, 

represents a significant step forward 

in CLSSettlement adoption by the US 

regional banking sector. 

CLS continues to witness increased 

uptake of CLSSettlement across the 

FX industry – especially third-party 

participation, which accounted for 

90% of new business growth in 2021. 

This growth is due to a greater focus 

on settlement risk mitigation by market 

participants and their drive to improve 

operational efficiency and reduce 

costs. In addition, CLSSettlement 

supports market participants’ 

adherence to FX best practices as 

outlined in the FX Global Code, which 

include the use of payment-versus-

payment settlement services wherever 

practicable.

Bob Tull, Fifth Third’s Global Head 

of Fixed Income, Commodities 

and Currencies (FICC) said, “Our 

participation in CLSSettlement allows 

Fifth Third to further advance our FX 

platform.  Not only will CLSSettlement 

enable Fifth Third to further mitigate 

settlement risk and reduce operational 

costs related to FX trading, but CLS 

creates opportunities for us to expand 

our business and enhance our client 

experience by having access to a wider 

pool of counterparties.”

CLS welcomes Fifth Third Bank 
to CLSSettlement

Bob Tull
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Reactive Markets, provider of Switchboard, 

the cutting-edge cross-asset trading and 

price streaming network, has announced 

that clients can now access 15 top tier 

FX Liquidity Providers (LPs), which include 

8 of the top 10 Euromoney FX LPs. 

Launched in August 2021, Switchboard is 

the backbone for institutional crypto and 

FX liquidity, providing the infrastructure 

to allow LPs to efficiently distribute prices 

to large numbers of clients. It is the first 

open and transparent liquidity network for 

Crypto and FX trading, where clients can 

trade on a fully disclosed basis with their 

relationship LPs at no cost, connecting via 

a single high performance API or front end 

trader desktop. “As FX trading firms look 

to improve their execution quality and 

drive down costs, we have seen significant 

interest from clients wanting to use the 

Switchboard network to trade on a fully 

disclosed basis, directly with all of the 

leading Liquidity Providers at zero cost,” 

said Phil Morris, CEO of Reactive Markets. 

“Client demand has already exceeded 

expectations, and with the leading FX and 

Crypto Liquidity Providers now connected 

our network continues to grow strongly, 

with a significant number of clients using 

Switchboard to trade both asset classes.”
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Reactive Markets adds 15 FX Liquidity 
Providers to Switchboard

The Cürex Group has announced its 

agreement with FlexTrade Systems  to 

integrate Cürex’s CipherSM FX analytics 

platform on the FlexTRADER EMS. The 

integration work underway between 

FlexTrade and Cürex will enable their 

buy side clients to seamlessly access 

the Cürex Cipher analytics platform 

through FlexTRADER. Cipher provides 

comprehensive pre- and post-trade 

analytics, as well as real-time analytics that 

are available to customers who execute 

their FX algo trades in Cürex’s liquidity 

pool. Cipher’s pre-trade suite includes a 

trade cost estimator, risk transfer price 

comparison and streaming volatility 

analysis, among other features. Cipher’s 

post-trade TCA allows customers to 

measure relative bank algo performance 

based on Cürex’s independently derived 

benchmarks, risk transfer comparison, 

slippage and performance against the 

market’s existing conditions at the 

inception of the client’s trading decision. 

Cipher’s ability to link post-trade outcomes 

with pre-trade conditions is fundamental 

to improving FX trading performance.

Commenting for Cürex, James Singleton, 

Chairman and CEO, said, “We are 

excited to team up with FlexTrade to 

expand our distribution and give their 

clients access to our proprietary Cipher 

FX analytics platform. We built Cipher 

in response to our clients’ demand for 

real-time, actionable pre- and post-trade 

analytical tools. Cipher’s analytics suite 

is an indispensable tool for institutions 

seeking to understand and improve their 

FX trading outcomes.”

Cürex Group integrates with FlexTrade 

smartTrade Technologies has announced 

the launch of a combined LiquidityFX 

next-generation (LFX-NG) platform 

following the acquisition and integration 

of Toronto-based TickTrade Systems. 

Operating under the smartTrade 

name, the combined company delivers 

industry-leading FX trading technologies 

to a global client base across Europe, 

North America, and Asia. Combining 

the best of both pre-existing solutions, 

the new LFX-NG solution relies on a 

scalable ultra-low latency cloud platform 

to offer a wide range of modules from 

AI-driven analytics to cryptocurrencies 

trading through advanced workflows 

for all client segments. David Vincent, 

CEO of smartTrade, said: “I am very 

proud of what we have achieved in such 

a short time. Our relentless passion to 

serve our customers and wider industry 

participants has allowed us to deliver an 

extremely compelling next generation 

platform. LFX-NG brings leading 

innovation and technologies together, 

each complementing the other, creating 

a unique breadth and depth of electronic 

capabilities for all types of financial 

institutions.”

SmartTrade launches LiquidityFX 
Next-Generation Platform

David Vincent

James Singleton
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The speed by which a trader can 

access market information, place 

an order upon the market and have 

that order filled, are of paramount 

importance to attempting to achieve 

long-term profitability. As recently 

as a few years ago, low latency was 

primarily the domain of clients of tier 

1 banks and brokers trading billions 

a day. These institutional trading 

firms have the ability to invest large 

amounts of capital into low-latency 

infrastructures, while small retail 

traders are faced with the challenge 

of minimising latency issues wherever 

they can. In 2019, an innovative, 

strategic partnership between FXCM 

Pro, the institutional arm of FXCM, 

a leading international provider of 

online foreign exchange and CFD 

trading, and FlexTrade, a global leader 

in broker-neutral, execution and order 

management trading systems, set 

out to overcome historical barriers 

and open the world of low latency 

to trading to smaller firms. Since 

then, the partnership has gone from 

strength to strength, delivering a 

myriad of benefits to mid-sized retail 

brokers, hedge funds and emerging 

market banks.

Originally a technology partnership, 

the relationship has progressed and 

in 2020, FXCM Pro began onboarding 

clients using FlexTrade’s MaxxTrader, 

an end-to-end, dedicated and 

customisable solution covering all 

products including FX Spot, Swaps, 

NDFs, CFDs, and Commodities. The 

solution was rolled out across all 

major hosting centres with NY4, TY3 

and SG1 following closely behind 

LD4. MaxxTrader supplements FXCM’s 

existing liquidity and execution 

solutions, giving a significant edge 

in areas such as bank and non-bank 

liquidity customisation, connectivity 

between market makers and 

takers, reporting and measuring 

best execution. The partnership has 

received an overwhelming response 

and positive feedback from customers 

who have now got an edge on their 

competitors.

PROVIDING MARKET-LEADING 
LIQUIDITY, PRICING AND 
EXECUTION
Through FXCM Pro’s partnership 

with FlexTrade, its clients have access 

to market-leading liquidity, pricing 

and execution solutions. This a game 

changer for mid-sized firms who 

benefit from significantly lower 

trading costs, tight spreads and better 

access to the market. This partnership 

also offers advanced risk controls, 

operational efficiency and enables 

institutional FX clients in all global 

regions to benefit from reduced 

latency (single-digit milliseconds) and 

faster execution. It enhances FXCM 

Pro’s ability to offer one of the most 

competitive pricing models in the 

market.

FXCM Pro and FlexTrade’s 

collaboration demonstrates how 

advancements in technology, 

establishing strategic partnerships 

and understanding the needs of 

clients can help to overcome historical 

barriers, make a tangible difference 

to clients’ trading strategies and 

pave the way for a more diverse and 

vibrant global trading community.

FXCM Pro and FlexTrade partnership 
goes from strength to strength
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Low latency used to be the domain of clients of tier 1 banks and brokers, but FXCM Pro and FlexTrade’s 
partnership has broken down historical barriers for smaller trading firms.

COLLABORATION 
OPPORTUNITIES AT IFX EXPO 
CYPRUS

Collaboration and innovative 

partnerships will be high on 

the agenda at the IFX EXPO in 

Cyprus, which takes place 8-9 

June in Limassol. 

FXCM Pro is delighted to be 

attending the in-person event 

and looks forward to meeting 

you all there. It will have an 

installation at booth 129 where 

the team can provide more 

information about FXCM Pro’s 

partnerships, innovations such as 

CFD Prime and the firm’s other 

best-in-class trading solutions.  

To speak with an FXCM Pro 

executive, book a one-on-one 

meeting here.

IFX EXPO in Cyprus
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Increasing numbers of FX trading 

firms are looking to capture 

Alpha. What are some of the key 

infrastructure and connectivity 

challenges they face in doing this? 

The electronic trading landscape has 

seen dramatic changes over the past 

few years. Regulatory, market and 

technological changes have resulted 

in a rapid growth in the number and 

types of venues. Across the globe the 

exchanges are joined by multilateral 

trading facilities, alternative trading 

systems, electronic communication 

networks, dark pools and crossing 

networks who continue to gain 

market share.

The resultant market fragmentation 

is placing increasing demands on 

the trading community who require 

access to multiple liquidity venues if 

they are to comply with best execution 

policies as well as take advantage of 

cross market arbitrage opportunities. 

Fragmentation also brings benefits 

for market participants in the form of 

tighter bid-offer spreads, increased 

liquidity, more efficient markets and 

better price formation.  As a result of 

these changes, market participants 

have witnessed an explosion in market 

data volumes, a proliferation of 

lightning-fast algorithms and an arms 

race in ultra-low latency technology 

and connectivity.

Why is having access to world-class 

infrastructure now more important 

than ever, especially for arbitrage 

driven trading firms and what 

competitive advantages does it 

confer?

With increasing trading possibilities 

emerging in the global capital 

markets, firms that can access 

and utilize enhanced connectivity 

solutions have been able to capitalize 

on the best routes to market. 

Reducing latency has become an ever-

increasing goal of firms, particularly 

considering the rise of stat arb desks 

and algorithmic traders, who are 

Connexus® ALPHA
Exploring the new ultra-low 
latency connectivity solution 
from IPC
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IPC, a leading provider of secure, compliant communications and multi-cloud connectivity solutions for 
the global financial markets, recently announced an expansion of its electronic trading portfolio with 
the launch of Connexus ALPHA. We asked the firm’s Chief Commercial Officer, David Brown, to tell us 
more about this high-performance cloud edge solution.

David Brown

investing in ultra-low-latency trading 

infrastructure solutions to ensure they 

continue to maintain a competitive 

edge.

No two market participants are 

exactly alike, and each individual 

firm’s trading objective determines 

the relative importance of ultra-

low latency to their business. 

For example, in arbitrage driven 

trading, speed is crucial since the 

goal is to capture alpha, which 

can erode in microseconds. Under 

these circumstances, the ability 

to rapidly uncover and source the 

right opportunities becomes crucial. 

For these firms, ultra-low latency 

connectivity is one of the most critical 

weapons in their arsenal.

Please tell us a little about what 

Connexus ALPHA provides, and the 

key routes involved with it.

Connexus Alpha is our cloud edge 

solution that provides ultra-low 

latency connectivity for global 

trading firms. The solution is deeply 

integrated with the Connexus Cloud 

platform, IPC’s flagship, award-

winning multi-cloud platform for 

the global financial markets - an 

ecosystem that interconnects 7,000 

diverse capital market participants 

across 750 cities in over 60 countries. 

Connexus Alpha supports multiple 

key North American routes between 

New York and Chicago, in the New 

Jersey equity triangle, to Toronto from 

New York and Chicago, and between 

key liquidity venues within both the 

Chicago and Toronto metropolitan 

areas. It enables access to major 

European liquidity venues in London, 

Frankfurt and other key continental 

European locations, and supports 

connectivity between the key Asia-

Pacific liquidity venues in Hong 

Kong, Singapore, Sydney and Tokyo. 

And it connects the global financial 

quadrilateral of New York, London, 

Tokyo and Singapore.

What specific types of trading firms 

are you targeting with this solution?

We designed Connexus Alpha with 

latency-sensitive market participants in 

mind – those for whom it is imperative 

they have world-class infrastructure 

that will give them a competitive edge. 

On the buy-side, these are the firms 

whose business models and success 

depend on coming up with ever more 

sophisticated strategies to beat the 

indices as well as achieving absolute 

returns: hedge funds, funds of funds, 

and proprietary trading firms. On 

the sell-side, it’s the market makers, 

liquidity providers, and broker/dealers 

for which having the lowest possible 

latency to connect to key liquidity 

venues is a must. These are all firms 

that can benefit the most from ultra-

low latency optimized point-to-point 

optical fiber connections.

What are the key benefits trading 

firms can get by leveraging Connexus 

ALPHA?

Connexus Alpha enables market 

participants to gain a valuable speed 

advantage in executing complex 

trading strategies while reducing the 

cost of trades. Trading firms can deploy 

and execute sophisticated cross-asset 

class trading strategies at pace, with 

rapid market connectivity, enabling 

them to realize speed-to-market 

benefits and to achieve superior 

returns. This is particularly crucial in 

the FX markets, where adaptation, 

resilience, and time to market are key. 

Connexus ALPHA is deeply integrated 

with the Connexus® Cloud platform, 

IPC’s flagship, award-winning multi-

cloud platform for the global financial 

markets. What does the Connexus 

Cloud portfolio now include and how 

big has its ecosystem become?

The Connexus Cloud portfolio now 

includes Connexus Extranet, Connexus 

Ethernet, Connexus WAN, Connexus 

Voice and Connexus Crypto services. 

Our technology infrastructure 

powers a multi-modal platform and 

unparalleled community that together 

provide a comprehensive solution for 

end-to-end connectivity, facilitating 

secure information flow to financial 

customers globally. IPC’s commercial 

and technical flexibility allows the 

customer many options to connect 

and consume services, whether on 

premise or via private, public or hybrid 

cloud delivery. And our diverse global 

ecosystem enables a unique, unified 

industry solution for interconnecting 

counterparties and empowering direct 

end-user accessibility.

In what ways does the launch of 

Connexus ALPHA reinforce IPC’s 

leadership position in ensuring 

FX market participants can trade 

seamlessly across the global financial 

markets?

For IPC, success is about more than 

just building a platform that provides 

access not only to existing markets and 

counterparties, in all the asset classes 

in which our clients’ firms currently 

trade, via all the channels that their 

sales and trading teams currently rely 

on. We also want to ensure that they 

can access and on-board new asset 

classes, and to provide support for all 

the emergent technologies and data 

sources that they need to build out 

their AI and algorithms, or to drive 

their intelligent automation projects. 

Our aim is to seamlessly interconnect 

the global financial community, 

providing world-wide access to all 

markets, participants, applications 

and content sets across a seamless 

cloud and enterprise-based delivery 

platform, and Connexus Alpha is the 

next step forward in achieving this 

goal!

NEWS STORY
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Introducing DXtrade: a new SaaS 
trading platform for FX & CFD brokers

A stand-out-from-the-crowd 
platform with unique features

Introducing DXtrade: a new multi-asset trading platform 
for FX/CFD, Crypto, Stocks, Options, Futures



RECENT EVENT

In recent years, both the private and 

public sector have increased their focus 

on settlement risk in the FX market and 

called for greater adoption of payment-

versus-payment (PvP) settlement 

mechanisms to mitigate it.  

Public policy proposals acknowledge 

the need for greater settlement risk 

mitigation. Building block 9 of the 

Financial Stability Board’s Cross-Border 

Payments Roadmap, entitled “Facilitating 

increased adoption of PvP”, and related 

action items call on the industry to 

reduce settlement risk. In addition, 

the three-year review of the FX Global 

Code undertaken by the Global Foreign 

Exchange Committee has strengthened 

its settlement risk principles, principles 

35 and 50, in regard to PvP and netting. 

This includes a greater emphasis on the 

use of PvP mechanisms where available 

and more detailed guidance on the 

management of settlement risk where 

PvP settlement is not used. 

ROUNDTABLE
Several of CLS’s settlement members 

discussed the increasing focus on FX 

settlement risk across the industry 

with Lisa Danino-Lewis, Chief Growth 

Officer, CLS, at a roundtable hosted by 

CLS in February 2022. They observed 

that industry trends and public policy 

initiatives and guidance like the FX 

Global Code update are leading to 

increased adoption of CLSSettlement by 

third parties including asset managers, 

hedge funds, corporates and banks.

The roundtable participants first 

considered whether settlement risk is 

viewed as an impediment to business. 

Tom Owens, Director, BNY Mellon, views 

settlement risk as “a subset of the overall 

concept of counterparty credit risk.” 

He observed “a much heavier focus on 

how counterparty risk is monitored, 

particularly given events in the last 12-

18 months, which served as a reminder 

that counterparty risk is very real.” 

Dave Reid, Global Head FX Prime 

Brokerage, Deutsche Bank, highlighted 

the importance of settlement risk 

mitigation across the entire client 

segment. “In the hedge fund space, 

but really across the whole of the 

client universe, settlement risk is an 

area of critical importance. Therefore, 

across the industry, we are constantly 

looking for ways that we can mitigate 

settlement risk.” He added that 

settlement risk mitigation is not just 

for speculative trades, but also for 

“real payments that are required for 

commercial needs.”

Lisa Danino-Lewis, Chief Growth 

Officer, CLS, highlighted the rise in 

CLSSettlement volumes, with over 

90% of new business growth in 

CLSSettlement driven by third-party 

participants. In December last year, 

CLS settled a record value of USD15.4 

trillion. Funding required to achieve 

settlement was only USD72 billion 

(0.5% net funding) as a result of CLS’s 

multilateral netting process. Lisa noted, 

“Rather than funding the gross amount 

of every trade, our clients only pay the 

net amount they owe to settle their FX 

trades. This is only possible due to the 

unique size, depth and global nature of 

the CLS network.”

INCREASE IN CLSSETTLEMENT 
VOLUMES
The discussion moved on to how 

growth in third-party volumes has been 

the primary driver for the increase in 

CLSSettlement volumes. Sandra Laielli 

Van Scherpenzeel, Global Head Cash 

Banks, CIC Products and Services, UBS, 

described four main reasons that UBS’s 

banking clients join CLSSettlement as a 

third party. “First, it’s the risk mitigation 

aspect, because there is a lower capital 

requirement for the banks when settling 

centrally/multilaterally versus bilateral 

settlement. Second, there is the netting 

benefit. One simplified payment per 

currency has a huge benefit from a 

Treasury perspective – and providing 

that benefit can be quantified, there 

is a strong business case to move 

into the CLS space. The third driver is 

the FX business expansion because 

having CLS third-party status expands 

the counterparty community you can 

trade with, as there might be increased 

trading appetite towards certain CLS-

enabled counterparties, and you may 

also have access to new counterparties. 

Finally, there is the front to back 

operational efficiency, as CLS offers a 

very simplified way of settling the netted 

positions that are due in the market 

or from the market, which is a huge 

benefit for banks.” 

Sandra said that more recently, pension 

funds – which usually have lower FX 

volumes but higher values of trades – 

are increasingly seeking to participate in 

CLSSettlement as third parties. Sandra 

also noted that CLS can also be an 

ideal solution for corporates, depending 

on their size, and that CLSSettlement 

can complement prime brokerage by 

expanding clients’ trading sphere.  

Lisa noted that from an operational 

standpoint, using CLSSettlement allows 

third parties to outsource much of 

their settlement process, substantially 

reducing the internal resources required 

to manage post-trade processes. 

FX GLOBAL CODE
The panel then discussed how third-

party FX market participants are 

responding to the updates to the FX 

Global Code around promoting the 

use of PvP settlement mechanisms. 

Sandra noted that “regulatory pressure, 

especially in some jurisdictions, has 

driven clients to look actively at CLS 

as a solution. Ten years ago, banks 

joining CLS tended to be banks where 

their main domestic currency was 

a CLSSettlement-eligible currency. 

Today it’s different, as we are seeing 

jurisdictions and markets that are more 

emerging in nature moving into CLS 

membership as third parties through 

a settlement member, and therefore 

mitigating settlement risk in those major 

currencies.” Sandra also noted that 

“interest is really rising across regions – 

in some more than others, but we see 

also new markets coming into it. The FX 

Global Code – with its emphasis on PvP 

settlement and automated settlement 

netting systems – has certainly raised 

more attention on the issue. We are 

also seeing many Treasury Departments 

raising [this issue] proactively.”

Lisa added, “I think the updates have 

been very impactful to the markets. 

Interestingly, at the beginning of this 

year, we had more dialogue with 

our members around what business 

they have that remains outside of 

CLSSettlement that they might bring 

in. We are working closely with some 

of our members to help them directly 

and indirectly educate their clients on 

what benefits the service can deliver 

as well as in helping them to adhere to 

principles 35 and 50 of the FX Global 

Code.” Lisa also commented on the 

type of clients joining CLSSettlement 

more recently. “One of the biggest 

areas of growth and participation is 

the third-party space – the smaller 

regional banks and the real money 

community. They have become very 

active participants in CLS.” Finally, Lisa 

noted that “having a register for the FX 

Global Code is useful – we continue to 

see new and renewed Statements of 

Commitment, which is positive for the 

FX industry.” 

CONCLUSIONS
Overall, the roundtable participants 

concluded that the primary drivers for 

increasing third-party participation in 

CLSSettlement include business benefits 

such as netting, funding efficiency and 

access to a broader counterparty roster. 

Recent public policy initiatives and 

guidance such as the updated FX Global 

Code have also increased the incentive 

for all FX market participants to adopt 

best practices for mitigating settlement 

risk through PvP settlement where 

available and the use of automated 

netting systems. With such strong 

business and regulatory drivers, CLS 

expects to continue to see strong third-

party growth.

The third way: 
Delivering wider FX settlement 
mitigation through increased third-
party participation in CLSSettlement
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Lisa Danino-Lewis, Chief Growth Officer, CLS, high-
lighted the rise in CLSSettlement volumes

Tom Owens 
Director, BNY Mellon

Dave Reid 
Global Head FX Prime Brokerage, Deutsche Bank

Sandra Laielli Van Scherpenzee 
Global Head Cash Banks, CIC Products and Services, UBS
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MARKET COMMENTARY

FX trading has shifted on its axis and 

the interplay between global trading 

hubs, banks and ECNs is changing. 

The catalyst? Last year, CME Group, 

a global derivatives marketplace, 

announced that it would integrate 

EBS Market’s Central Limit Order 

Book and eFix Matching Service 

onto CME Globex. The idea was to 

create a single, global liquidity pool 

for spots, metals, and NDFs, with 

uniform access and matching priority 

across order book depth. The reality 

is that the impact on liquidity in the 

FX market will trigger a rise of ECNs 

and top tier banks which are best 

placed to be an alternative for the 

latency sensitive European spot FX 

market.

So, why does this matter? Previously, 

EBS (Electronic Broking Services), 

which was originally created by large 

banks as a consortium, was used 

by European traders as the primary 

market for EUR/USD, EUR/JPY, USD/

JPY, USD/ CHF, USD/CNH and EUR/CHF. 

But with Spot (majors) and Metals 

Matching now taking place in New 

York (NY5), while Scandis, EM and 

ON/OFF SEF NDFs being matched in 

London (LD4), traded products are 

only available in a single location. 

For European traders, this means 

limited access to real-time quotations 

or trades from any major FX ECN 

(Electronic Communications Network). 

Even though London remains the FX 

trading capital of the world, prices 

are now either delayed or come from 

the United States. For European 

dealers specializing in G10 currencies, 

there is sufficient latency to go 

back to New York to connect to EBS. 

Despite this, receiving data is now 

both a slower and more expensive 

process, which means SETS, London 

Stock Exchange’s electronic order 

book, becomes outdated faster. The 

challenge, however, goes beyond 

latency: for European FX traders, the 

real roadblock is knowing exactly 

where the liquidity is—which is in 

turn changing the roles of tier one 

global banks and ECNs. 

UNDERSTANDING THE IMPACT 
ON LIQUIDITY 
Forex is the most liquid financial 

market, and highly volatile. To insulate 

themselves against the change in 

time, most banks are now sourcing 

liquidity for buy-side clients from 

other banks rather than publishing 

a firm bid and offer process of their 

own. Fewer banks are now willing to 

take principal risk, with most feeding 

off the liquidity of others. Non-bank 

liquidity providers are proving reliant 

on bank credit and buy-side firms are 

primarily interested in data that can 

locate where the liquidity is – and is 

not. 

The importance of CME futures 

data is therefore increasingly crucial 

as a growing number of banks are 

using this as a source for price flow 

formatting, and some of this is 

replacing EBS. Thus, having a fast-

moving infrastructure is vital and 

will help both the buy-side and the 

sell-side. 

CHANGING ROLE OF TIER-ONE 
BANKS 
For top tier banks, their localized 

presence and large-scale operations 

mean that they will be able to 

better internalize FX flows, and 

therefore increase liquidity within the 

market. As a result, these banks are 

positioned to  either absorb or replace 

a large portion of G10 trading that 

is currently on the EBS in European 

markets. By virtue of receiving so 

much flow, their ability to manage 

internal flow will become the source 

of liquidity in Europe. 

Building on the scale of 

internalization and by managing 

risk, large banks will progressively 

be able to price competitively. By 

contrast, smaller vendors, who do 

not internalize FX flows, simply take 

a position and sell it back to the 

market. Larger global banks will be 

able to save on hedging costs by 

simply internalizing FX flows. They will 

also better manage other costs, offset 

trades and ultimately increase profits.

Furthermore, such internalization 

promises to check the spillover of low 

value transactions to competitors by 

providing both internal and external 

clients with more streamlines and 

efficient processes. Even high-

value trades are better serviced by 

internalization as trades can be 

executed with a limited spillover of 

information, reducing the associated 

risks of market-making for the bank. 

However, while the benefits of 

internalizing FX flows are many, it all 

boils down to execution. It’s not easy 

to set up the infrastructure needed to 

support such internalization but it’s 

exactly what will set the larger global 

banks apart from lower tier banks.

THE GROWING PROMINENCE OF 
ECNS 
Since 1969, when the first ECN was 

established, such networks have 

played a pivotal role in transforming 

the financial markets, taking forex 

beyond over the counter. Although 

a loosely defined term, ECNs diverge 

from traditional exchanges as they 

also curate liquidity pools, maintain 

order books, and provide for bilateral 

trading as well as multi-dealer 

platforms. Fundamentally, their basic 

function has remained to act as an 

exchange where we have parties 

submitting resting orders. The ECN, 

like an exchange, matches buyers with 

sellers to facilitate the transaction. 

For European FX traders, the real roadblock is knowing exactly where the liquidity is which is in turn changing the roles of tier one global banks and ECN

Eugene Markman

CME Group’s prime time 
changes and the ripple 
effect transforming 
global FX trading
By Eugene Markman, Chief Operations Officer, ION Markets (FX) and Chief 
Executive Officer, MarketFactory
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CME futures data is becoming increasingly crucial
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While this function has progressively 

become more critical for trading 

securities in the financial markets, 

the recent prime time change by the 

CME Group will further bolster the 

importance of ECNs. 

However, since it is widely believed 

that the rise of ECNs was due in 

large part to the expansion of the 

American stock market in the 1960s, 

some hold that if the size of the 

market were to decrease, ECNs 

would largely merge or disappear. 

In spite of this, the migration of EBS 

Markets to CME Globex arguably 

changes the entire picture and 

reasserts the centrality of ECNs. 

With a shift in prime time for the 

forex market, traders will start to 

increasingly rely on ECNs, especially 

smaller ECNs, which can also replace 

the majority of G10 trading that took 

place on EBS in London. 

This is because anyone trading 

spot FX out of the UK or Europe 

will now have to incur a certain 

latency to connect to their matching 

engine, now stationed in New York. 

Consequently, anyone trading out 

of New York will be at a comparative 

advantage as their capability to 

price will be stronger. For European 

and UK buyers, the market data will 

increasingly become stale as latency 

exists. Essentially, the snapshot 

of the order book can potentially 

change more rapidly than before. 

This latency, or a delay in time 

between an order request and 

execution, is pivotal in the FX market, 

as there exists a natural financial 

advantage in low latency transactions. 

While there are other means of 

reducing this latency like direct 

market access (DMA), and general 

economies related to adjusting 

trading processes, ECNs remain the 

most efficient method. 

Although ECNs charge a certain 

fee and have high barriers to 

entry as they’re complicated for 

new beginners, they have certain 

extraordinary advantages. Apart from 

allowing traders to be active outside 

of trading hours, ECNs maintain a 

price feed transparency, a certain 

level of anonymity, and overall lower 

commissions compared to traditional 

brokers. Naturally, in light of the EBS 

migration to CME Globex, buyers 

and sellers will, instead of trading on 

the new EBS New York infrastructure 

incurring a latency, prefer to trade on 

smaller ECNs or directly with larger 

banks.

The most powerful effect will be 

on the role London plays as a 

crucial hub for FX trading. While 

it will remain the centre of the 

market, it will become increasingly 

characterized by trades in emerging 

markets and NDFs, as the change 

forces it to specialize. Often touted 

as a ‘win-win’, the market milieu 

will undoubtedly benefit from 

large banks internalizing FX flows 

as banks will not just heighten 

their profits, but provide lower 

commissions, a reduced dependency 

on external liquidity pools, and 

would ensure consistency in the 

liquidity in the FX market for 

clients in both volatile and stable 

environments. 

To conclude, the effects of the CME 

Group’s prime time changes and the 

impact on liquidity in the FX market 

will catalyze the rise of ECNs and top 

tier banks which are best placed to 

deal with latency in trades. 

CME Group’s prime time changes and the ripple effect transforming global FX trading

Even though London will remain the centre of the market, it will become increasingly characterised by trades in emerging markets and NDFs
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SPECIAL REPORT

Exploring the next-
generation technology 
and market models of 
FX ECNs

Electronic communications networks (ECNs) have become a staple of the FX market over the last few 
decades. Nicholas Pratt examines how they intend to remain relevant for the future

Im
age by Shutterstock

For many people, the traditional 

benefits of using FX ECNs still hold 

true. According to Euronext FX CTO 

& Head of Liquidity Management 

Grigoriy Zeleniy, these benefits are 

fourfold – the ability for traditional 

liquidity takers to participate directly 

in the FX market; easy access to 

additional liquidity; the connectivity 

of a prime broker model; and the 

anonymous trading that makes it easy 

for market makers to plug in without 

having to stream prices continually. 

“Over the years, takers have become 

more savvy and realise that best 

execution involves more than simply 

trading with your main tier1 bank 

relationships,” says Zeleniy. “Although 

the primary ECNs have been in 

decline over the years, the more 

flexible ECNs that offer more than a 

central limit order book have been 

increasing their volumes and gaining 

market share.”

Euronext FX is the exchange’s ECN, 

formerly known as FastMatch before 

it was rebranded in 2019, two years 

after it was acquired by Euronext. 

In the first quarter of 2022, it 

experienced its second highest ever 

quarter in terms of ADV. It has also 

expanded its client base in that time, 

which Zeleniy ascribes to the effort 

made to improve the liquidity on 

offer, provide liquidity management 

services and to support multiple 

trading styles. 

FLEXIBILITY
The arrival of new trading styles 

such as algorithmic trading have also 

played to the strengths of those ECNs 

with the flexibility to respond to and 

anticipate client demand, says Zeleniy. 

“Takers want the depth of liquidity 

to immediately transfer risk, but best 

execution also requires a competitive 

Nicholas Pratt
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environment with tight spreads and 

low market impact. Furthermore, 

takers want the ability to earn spread 

by ‘making’ passively.”

Euronext FX has sought to capitalise 

on this trend by providing the 

opportunity to further reduce trading 

costs by ‘earning spread’ via passive, 

yet dynamic order types and algos. 

“Traditionally Tier 1 banks give access 

to this type of execution either at a 

high fee and with a very restrictive 

MQL. Our pegged order types and 

algo strategies do not have price level 

limitations or time refresh restrictions.  

Flexibility allows our clients to engage 

at ‘making’ to all our clients or to a 

special pool of choice, while retaining 

the ability to go to market at will,” 

says Zeleniy.

New regulations such as the FX 

Global Code have also helped to 

give more assurance to firms about 

using ECNs, says Zeleniy. “Confidence 

is achieved through transparency. 

The aim of the FX Global Code is to 

ensure market participants have clear, 

easily accessible and understandable 

information on how their trades are 

handled, allowing them to make 

informed decisions about the other 

market participants with which they 

interact. We believe the key to trust is 

transparency,” says Zeleniy. 

“We were the first ECN to publish 

our Disclosure cover sheets. We 

make them publicly available on 

our website. As a platform, we have 

always been very transparent and 

data driven. Before the latest code 

guidance, we were already helping 

our clients to detect and avoid 

market impact, possible pre-hedging, 

long RTTs and potential additional 

hold-times with the development 

of our FlexMatch application. 

We’ve always specialised in creating 

bespoke liquidity pools tailored to the 

takers’ and makers’ preferences and 

thresholds,” says Zeleniy.

Ultimately, the evolution of the 

FX market and how ECNs respond 

to it will determine their growth 

and success, says Zeleniy. “As FX 

market players become more savvy, 

they increasingly understand that 
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Exploring the next-generation technology and market models of FX ECNs

Grigoriy Zeleniy

“The future belongs to those ECNs with the best flexibility, 
technology, service level and investment appetite to answer 
to the clients’ increasingly sophisticated demands.”

LEADING ECNS PROVED 
TO BE LARGELY 
RESILIENT DURING THE 
COVID-19 CRISIS

24  MAY 2022  e-FOREX MAY 2022  e-FOREX  25

� USD Crosses

� Asia: CNY, IDR, INR, KRW, PHP, TWD

� 1 month tenor, and availibility for other tenors

� Euronext Markets Singapore's NDF offering 
provides the same unapparelled speed and includes 
the same functionality and award-winning 
FastMatch® technology as for our spot market

� Customized Liquidity Pools, including Firm and Last 
Look; Anonymous, Disclosed

� Algorithmic Execution

� Full Range of Order Types and Protection Variants 
including Pegged, Iceberg, and Leak/Sweep Protection

� Clients of Euronext Markets Singapore may connect 
through our data centers in Singapore (SG1), New York 
(NY4), London (LD4) and Tokyo (TY3)

� Connect via FIX API

Euronext FX is a company of Euronext, the leading multi-asset and pan-European 
exchange with markets in  Amsterdam, Brussels, Dublin, Lisbon, Milan, Oslo and Paris.

www.euronextfx.com

KEY FEATURES

This publication is for information purposes only and is not a recommendation to engage in investment activities. This publication is provided  “as is” without representation or warranty of any 
kind. Whilst all reasonable care has been taken to ensure the accuracy of the content, Euronext does not guarantee its accuracy or completeness. Euronext will not be held liable for any loss 
or damages of any nature ensuing from using, trusting or acting on information provided. No information set out or referred to in this publication shall form the basis of any contract. The 
creation of rights and obligations in respect of financial products that are traded on the exchanges operated by Euronext’s subsidiaries shall depend solely on the applicable rules of the market 
operator. All proprietary rights and interest in or connected with this publication shall vest in Euronext. No part of it may be redistributed or reproduced in any form without the prior written 
permission of Euronext. 
Euronext refers to Euronext N.V. and its affiliates. Information regarding trademarks and intellectual property rights of Euronext is located at euronext.com/terms-use.
© 2022, Euronext N.V. - All rights reserved.

Sales_FX@euronext

Contacts

NDF trading at
Euronext Markets 
Singapore



one execution style does not fit all 

occasions. You need a market for 

immediate risk transfer, you need one 

for slow algos, you need one to earn 

spread. At various times, you want 

the flexibility to show your hand or 

trade stealthily.

“The future will only become more 

complex. The future belongs to 

those ECNs with the best flexibility, 

technology, service level and 

investment appetite to answer to 

the clients’ increasingly sophisticated 

demands,” adds Zeleniy. “You also 

need the vision to detect the shift 

in client demand and make the 

necessary investments to focus 

and deliver the next product and 

functionality. This can only be 

achieved with increased client 

engagement and communication.”

STRENGTHENED VALUE 
PROPOSITION
The traditional benefits of using an 

ECN are the access to credit and 

liquidity as well as the ability to 

be passive in an order book. These 

benefits remain true today and will 

continue to be the driving force 

behind the use of ECNs, says Jon 

Watras, Director FX & US Treasury Sales 

at Cboe FX. 

“In the past, ECNs were probably 

treated as a gap filler; a counterparty 

would send their best flow to their 

direct LPs and then what they couldn’t 

get done would go to an ECN,” says 

Watras. “As ECNs have evolved, their 

value proposition has strengthened 

in several ways. ECNs that are able 

to better partition liquidity pools and 

manage liquidity have become sources 

for specific flow. When you add 

products like Full Amount Trading, you 

also help your LPs as the concept of 

sweeping becomes less of an issue and 

takers in turn are happy because they 

are dealing in larger sizes with reduced 

impact.” 

Another enhanced value proposition 

of ECN’s is the work involved in 

maintaining a liquidity pool, storing 

and analysing the relevant data and 

having conversations with multiple LPs 

on a regular basis, says Watras. “ECNs 

remove that burden.”

Firm liquidity has been a growth story 

for Cboe FX, says Watras. “Over 40% 

of our flow is firm. This is largely down 

to a diverse pool of resting orders from 

other takers, including pegs. With the 

introduction of new order types and 

curated liquidity, counterparties are 

more willing to leave passive orders 

on an ECN. Factor in that the market 

maker standards apply to firm liquidity 

as well, and the client gets a better 

experience overall.”

And lastly, says Watras, the last few 

years have seen a growth in the use 

of dedicated skew feeds. “Using 

an anonymous ECN provides an 

efficient way for makers to get out of 

risk by showing a skewed price to a 

customised pool of skew-safe takers. 

This is obviously great for the takers 

as well, as it gives them access to 

unique pricing that they may not be 

able to get elsewhere, combined with 

very high fill rates and minimal market 

impact.”

In order to widen the client mix 

on their platforms, ECNs have to 
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Exploring the next-generation technology and market models of FX ECNs

Jon Watras

“With the introduction of new order types and curated 
liquidity, counterparties are more willing to leave passive 
orders on an ECN.”

Historically, ECNs were always thought of as ‘shark pools’
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◆ Custom liquidity management
◆ Decimalized firm limit order book
◆ Multilateral credit system
◆ Cutting edge technology
◆ Fully disclosed or anonymous trading
◆ Transparency
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change the narrative on how they 

have been viewed in the past, says 

Watras. “Historically, ECNs were 

always thought of as ‘shark pools’, 

where LPs could cherry-pick the best 

trade, fill rates weren’t enforced, and 

taker execution was just sweep to get 

done. At Cboe FX, we have put orders 

and procedures in place and continue 

to work with clients to fine tune those 

processes, to ensure that everyone 

connecting to our platform is aware of 

how our liquidity provisioning works.”

The arrival of new trading styles such 

as algorithmic trading and its focus 

on minimising market impact and 

providing trading analytics has played 

into the strengths of FX ECNs. “We 

have seen it on all fronts,” says Watras  

“Whether a bank wanting to partition 

out flow for its algo business or a 

client that is using algos and wants 

that separate from certain strategies, 

we are there to support. 

We work with the client to better 

understand the purpose of the algo. 

If they are willing to give an overview 

of how and where it executes and the 

type of requirements it looks for in 

liquidity, we will then work to match 

that up as best we can. We are also 

having consistent dialogue if the flow 

does not match expectations. Then 

it is for the client to either look at 

their algo or to speak with their end 

customer to see if there are better 

ways to execute that algo.”

BUILDING CONFIDENCE
While it is hoped that regulatory 

initiatives such as the FX Global Code 

of Conduct will give firms more 

confidence to use ECNs, Emily Eimer, 

Head of Liquidity Management at Cboe 

FX, doesn’t think they have given that 

confidence yet. “Cboe FX has stated its 

commitment to the Code and backed 

it up with a constant review of its 

operating procedures and market maker 

standards, a platform enforced maximum 

hold time of 35 milliseconds, and we 

publish granular volume and liquidity 

statistics to our website, including a 

30-day rolling firm volume percentage 

and our daily non-firm fill rate across the 

entire platform,” says Eimer.

“Clients need to take into 

consideration what platforms are 

doing to be Code compliant and 

whether or not they should still be 

trading on venues that have yet to 

make these changes of their own 

accord. We believe that by being 

transparent and sharing these kind 

of metrics, we enable clients to make 

more informed choices,” she adds. 

When it comes to next generation 

FX ECN market models, Eimer says 

that, “any new platforms that come 

into this space are going to have to 

offer more than what is out there 

currently. The venues that do exist 

today need to remain conscious of 

client needs and focus on finding 

better efficiencies, whether through 

simplifying work-flow issues like 

allocations or offering products 

beyond spot FX such as NDFs or in the 

digital asset space.” 

Five main issues will influence the 

future growth prospects of ECNs says 

Eimer. “Are they Global FX Code-

compliant? Is their technology far 

exceeding customer expectations? 

Are they able to offer multiple sources 

of liquidity? Can they handle credit 

and what products do they offer in 

addition to FX?”

ALL-TO-ALL TRADING
FX ECNs came into existence for all-

to-all trading, which benefits both the 

buy and sell-side since their execution 

obligation as bilateral participants do 

not apply and can stay completely 

anonymous, under the ECN offering, 

says Devang Bhatia, Chief Commercial 

Officer for CurrencyNode, the ECN 

launched by the Singapore Stock 

Exchange (SGX).  FX ECN providers 

have sought to expand their customer 

base and offer access to larger pools 

of diversified and bespoke liquidity, 

says Bhatia. “We see more clients 

demanding algorithmic order execution 

via traditional bilateral workflow and 

trading platforms. Coupled with central 

clearing and prime broking services, 

the participant mix has increased from 

traditional global banks to include 

regional, local banks, proprietary trading 

and buy-side participants. This provides 

the opportunity for ECN and bilateral 

platforms to integrate and collaborate 

to bring deeper liquidity and service a 

wider expanse of client types.” 

With the increased adoption of 

algorithmic trading and the availability 

of advanced analytical tools, market 

participants are moving their flow 

based on time of execution and 

currency pair to FX ECNs which 

differentiate their liquidity based on 

providers and depth, says Bhatia. 

“For example CurrencyNode Is a FX 

ECN focused on Asian currencies with 

liquidity providers who are typically 

local and regional banks, in order 

to provide deep liquidity In Asian 

currencies.”

S
P

E
C

IA
L
 R

E
P

O
R

T

Exploring the next-generation technology and market models of FX ECNs

Emily Eimer

“Any new platforms that come into this space are going to 
have to offer more than what is out there currently.”
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ECNs have also been developing their 

technology to deliver more control for 

clients over the trading and execution 

process, says Bhatia. “A big reason 

for launching CurrencyNode was to 

service our growing buy-side franchise 

by leveraging MaxxTrader’s technology 

to give a curated liquidity clients 

need based on their execution style 

and at the time they are executing. 

Additionally, we are bringing our 

network of buy-side and sell-side 

clients into the Asian timezone for 

matching.”

The growth of ECNs have also been 

helped by the increased demand 

for trading instruments like non-

deliverable forwards (NDFs) and 

currency derivatives, says Bhatia. “The 

recent trend of sell-side banks adding 

NDFs to their proprietary algo suites 

is a testimony to the growing demand 

for NDFs. Growing volume in FX 

futures for NDF currencies is making 

electronic pricing fungible between 

ECN and listed markets giving a big 

thrust to the growth in NDF trading on 

ECNs.”

The ECN market has also passed 

two important tests in the last two 

years. Firstly, the leading ECNs 

proved to be largely resilient during 

the Covid-19 crisis. Secondly, the 

majority of leading ECNs signed up to 

the FX Global Code of Conduct and 

are promoting the benefits of more 

transparency.  

“Traditional voice broking used for 

initial price discovery, especially for 

NDFs, was impacted due to the 

COVID-19 disruption,” says Bhatia. 

“During this time pricing was available 

on FX ECN which led to migration 

of volumes from traditional voice to 

ECNs. Overall, there is a general trend 

towards electronification. “We see 

this from the strong growth on our 

platform,” he states.

“CurrencyNode has also adopted 

the FX Global Code of Conduct and 

encourages its market markers to 

have no additional hold-time. As a 

consequence, the average hold time 

for CurrencyNode since going live 

in 2021 is under 10 milliseconds. At 

CurrencyNode we are very focused 

toward giving our clients what they 

need - the ease of accessing liquidity 

from OTC and/or FX Futures under 

one venue. We think this model to 

get access to different liquidity pools 

under a single venue will attract lot 

more participants,” says Bhatia.

“Under the Uncleared Margin Rule 

regulations, the sixth phase will 

affect many buy-side and regional 

participants in Asia this year. SGX as a 

leading market infrastructure provider 

will be well positioned to offer our 

clients who trade OTC FX derivatives 

on CurrencyNode to convert their 

positions into the listed FX via the 

FlexC solution SGX currently offers,” 

says Bhatia.

Recycling of liquidity has been a 

challenge for ECNs in past. Bhatia 

says that CurrencyNode curates the 

liquidity for each client very carefully 

its liquidity management team 

recalibrates liquidity to ensure there 

is no liquidity mirage or duplication 

of liquidity. “With electronification 

and the globalisation of Asian 

currencies, the need for liquidity is 

growing rapidly. Clients trading across 

timezones will be looking to seek and 

match liquidity on Asian venues for 

Asian pairs,” says Bhatia. 

INNOVATION IS REQUIRED
Most ECNs still lack critical innovation, 

says Michael Siwek, founding partner 

and global head of eFX at DMALINK. 

“There are distinct advantages to the 

traditional ECN model of aggregating 

quotes across LPs, which drive price 

efficiency and transparency, especially 

when coupled with an independent 

mid for benchmarking. Utilising a 

Prime Broker or Central Counterparty 

to manage credit cost-efficiently is also 

a distinct ECN advantage.”

Looking beyond this, however, says 

Siwek, there is a clear requirement 

to overhaul the ECN model when it 

comes to market data distribution and 

order routing transparency. “A recent 

example where such overhaul would 

be of benefit is the alleged Currenex 

ECN fiasco. Further the current model 

of double-charging brokerage across 

clients and liquidity providers is not 

in line with market expectations and 

therefore not sustainable.”

“Traditional ECNs must also bridge the 

gap into digital assets with a fiat on 

and off ramp component embedded 

into the transaction workflow taking 

into consideration clearing and 

settlement standards,” says Siwek. 

“The DMALINK FX ECN and DeFinity 

digital assets ECN cater towards a new 

order of expectations and evolution 

in line with current and future 

developments.”

Some ECNs are struggling to attract 

new clients across spot FX and average 

daily volume is in decline across many 

established platforms, says Siwek. 

“The key is to cater towards niche 

currencies supported by regional 

liquidity. The ability to match non-

directional flow with suitable market 

Devang Bhatia

“With the increased adoption of algorithmic trading and the 
availability of advanced analytical tools, market participants 
are moving their flow based on time of execution and 
currency pair to FX ECNs.”

Analytics are also key to ECNs success

Michael Siwek

“There are huge opportunities for those ECNs prepared to 
reap the rewards. Lack of market data and order routing 
logic transparency are key issues at the moment.” 

The arrival of new trading styles such as algorithmic trading has played into the strengths of FX ECNs
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makers is key in a market where there is a clear race to 

the bottom. Fees generated by venues are contracting 

year on year. We have gone to pips to fractions of pips 

across G10 currencies.” 

To drive shareholder value from an ECN perspective, the 

key is diversification of products across foreign exchange 

such as NDFs options, swaps and forwards, coupled with 

access to digital assets including stable coins, says Siwek. 

Analytics are also key to ECNs success, says Siwek. 

“Pre-trade and post trade market impact analysis can 

be especially helpful in combination with a trading style 

that adheres to best execution practices. For example, 

full amount trades should be directed to market 

makers that can handle such orders and have sufficient 

warehousing appetite. ECNs have the opportunity to 

work with its clients and market makers to avoid liquidity 

abuse and to create custom liquidity pools to ensure 

positive yield for the LP, optimal fill rates for clients, 

resulting in ADV for the ECN.”

The use of technology and open communication with all 

stakeholders makes ECNs an important and critical part 

of the FX trade life cycle, says Siwek. “Certain trading 

relationships thrive on bilateral setups, the key for an 

ECN is to know its clients and market makers, resulting in 

optimal performance for buyers and sellers of currencies. 

Technological innovation is key to stay ahead of the curve. 

This is why we are investing heavily in proprietary algos 

and anomaly detection signals, available to all platform 

participants across spot foreign exchange and digital assets.” 

THE FUTURE
The future model for ECNs is one that avoids double-

charging brokerage across its makers and takers, says 

Siwek. “ECNs must adopt a fully transparent approach 

to market data and order distribution. Future ECNs must 

provide for a range of currencies and embrace digital 

assets, with spot, futures, swaps NDFs deeply embedded 

across its ecosystem, taking into account the clearing 

and settlement process.  As with any industry, innovation 

is key, says Siwek. “There are huge opportunities for 

those ECNs prepared to reap the rewards. Lack of 

market data and order routing logic transparency are 

key issues at the moment. ECNs must provide add-on 

value to clients and market makers. The current ECN 

model worked well when it was first introduced decades 

ago. Product diversity underpinned by cutting edge 

technology in co-operation with suitable partners will 

ensure an influx of client demand for the 2020’s and 

30’s.”

Exploring the next-generation technology and market models of FX ECNs

European FX Leaders 
Residential Meeting
16th & 17th June 2022

The Finance Hive are hosting their first ever European FX 

Leaders Residential Meeting, happening over 2 days on 16 

& 17 June 2022! They’ll be bringing the most influential 

FX Leaders together at the sumptuous Luton Hoo in 

Bedfordshire, UK. 

This leaders meeting is tailored to the needs of the most 

senior FX trading professionals through our usual intimate, 

closed-door discussions and breakout sessions, all within 

beautiful surroundings with lots of unstructured networking. 

Working from home, and a need to manage the volatility 

caused by the global pandemic caused a boom in buy side 

FX Traders’ usage of algos over the course of 2020-21, 

and this trend has continued with Finance Hive members 

reporting 30% more algo usage since 2019. However, a lack 

of clear differentiation among providers, and varying needs 

across the buy side has left traders with difficult decisions 

around which should be used, and how they are best put 

into effect. During the meeting, this topic will be explored as 

well as other discussion topics and masterclasses that have 

been shaped by the buy side and their European FX Steering 

Committee.

Join The Finance Hive at their FX Residential meeting on 16th 

& 17th June to cut through the marketing hyperbole and 

get a look under the hood of the market’s leading algos. 

There will be opportunity to make direct and actionable 

comparisons while benchmarking with your peers. It’s 

designed to help all different shapes and sizes of FX desks 

select, evaluate and get the most out of their algos. You 

can find out more here: https://www.thehive-network.com/

finance-events/the-finance-hive-live-meeting-fx-london-23-

june-2022/
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Innovation in the field of smart 

data and artificial intelligence (AI) 

is transforming today’s FX market. 

Traditionally, FX has been slower than 

other asset classes to capitalise on the 

availability of big data and advanced 

technology. Now analytics is recognised 

as an important component of FX 

trading and the market is waking up 

to the benefits which a combination of 

high quality data and AI can offer. 

In the face of higher targets, increased 

competition and slimmer margins, 

FX trading firms are looking for the 

ability to make faster, better-informed 

decisions for themselves and their 

clients. Not all firms have access to a 

team of data scientists and quants. 

However, with AI and machine learning 

(ML) becoming more accessible to 

banks and their various business 

units, they allow for a significant 

enhancement of FX trading strategies. 

The availability of these tools is also 

making it easier for small teams 

to serve larger client bases more 

effectively. 

THE MULTIFACETED NATURE OF 
ANALYTICS
FX market participants use analytics 

differently according to their user 

profile. Smart data and AI, applied to 

different business units and different 

stages of the trading cycle, can 

enhance a bank’s performance in a 

number of ways as well as informing 

management about operational 

efficiency and profitability. 

With buy-side clients becoming ever 

more sophisticated in their trading 

strategies and constantly looking 

for ways to improve best execution, 

traders are looking for the best way to 

engage with liquidity providers (LPs). 

Traders want to identify the best mix 

of liquidity venues to source from and 

consistently get the best deal, as well 

as to predict customer and market 

behavior in an efficient and cost-

effective way. 

The focus of sales teams is their clients: 

how best to serve them, which to 

cluster together and how to price 

them. They also want to establish the 

best channels to reach these clients 

with the goal of increasing loyalty and 

The impact of analytics 
and advanced technology 
on FX markets
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By Benjamin Bécar, Analytics Product Manager 
at smartTrade Technologies.

Benjamin Bécar

identifying products, workflows and 

instruments to deliver the best return.

AI and smart data technologies can 

be applied to pre-trade analysis so 

that traders can spot patterns and 

understand market liquidity and 

behavior and the flow of volumes.      

By applying AI technology to FX 

volume data, it is possible to perform 

meaningful analysis on a more 

frequent basis. Traders are able to 

detect potential price movements and 

depth of liquidity in order to establish 

the best time to trade.

Additionally, such systems, thanks 

to their capturing of a wide range 

of detailed data points are also able 

to facilitate investigation of unusual 

events, which can help compliance 

and IT support teams provide a 

superior service to their organisation.

USING AI AND MACHINE 
LEARNING TO SEGMENT CLIENTS 
AND OPTIMIZE RELATIONSHIPS 
Banks sometimes fail to recognize 

that their clients’ business needs 

are changing and that they may 

be migrating from one segment to 

another as a result of their business 

growing or shrinking. Sales traders 

dealing with high volumes of 

transactions and data may sometimes 

miss important client activity. 

If it transpires that a client is dealing 

larger volumes or trading more 

frequently or looking at different 

currency pairs, these changes should 

be addressed and engagement with 

the client optimized with a view to 

potentially saving the relationship. By 

using AI technology to separate clients 

into clusters, it is easy for banks to 

identify changes and communicate 

with their clients accordingly.

EMBRACING THE BENEFITS
High-quality analytics tools such 

as these offer banks the following 

benefits:

• The ability to process vast amount 

of data efficiently, historical and 

real-time;

• New insights about trading;

• New insights about their clients;

• The opportunity to develop a 

deeper understanding of client 

behaviour than ever before; 

• The ability to react swiftly to new or 

unusual client behavior.

BETTER CLIENT SERVICE 
THROUGH A RELIABLE PROCESS
At smartTrade our vision of analytics 

is holistic: review the past, react to 

the present, anticipate the future. We 

are committed to responding to the 

demand for increased investment in 

advanced technology and smart data 

solutions by automating smartTrade 

Analytics with our LiquidityFX trading 

solution. Our deep domain experience 

in FX means that we understand 

the needs of banks as they strive to 

optimize their trading and distribution 

businesses to generate the best 

returns.  

By presenting actionable outcomes, 

our goal is ultimately to help our 

customers have a higher quality of 

interaction with their clients and also 

increase volumes and revenues for the 

bank itself.

The process can be summarized as 

follows:

• Capture and store high-volume, 

high quality and normalized data;

• Analysis of historical and real-time 

trading data;

• Proprietary machine learning and 

artificial intelligence technology that 

profiles the behavior of their clients, 

the market and LPs;

• Highlight business-impacting 

signals to a bank’s sales team, 

flagging up such factors as changes 

in dealing direction, pricing and 

product requests and frequency of 

trading;

• Present actionable outcomes to 

help sales and traders increase 

business value. 

Our recommendation engine suggests 

actions such as pricing changes, 

product suggestions or simple client 

communication.

smartTrade Analytics is available as a 

module of LiquidityFX, smartTrade’s 

fully-hosted FX trading solution. 

Contact smartTrade to learn more 

about LiquidityFX and how smartTrade 

can deliver the advanced business and 

technological insight to optimize your 

trading and distribution business. 

By using AI technology to separate clients into clusters, it is easy for banks to identify changes and communicate 
with their clients accordingly.
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UBS
Providing a masterclass on how to 
combine advanced e-FX trading 
technology with comprehensive 
product coverage

On the trading side, UBS has always 

been very well known for G10 e-FX 

& Precious Metals. Yet over the last 

two years in particular, the bank has 

also been very focused on building 

out its electronic offering in emerging 

markets and also key frontier markets 

currencies, says Buttenmueller. 

“Generally, while G7 volumes in FX 

have in recent years seen little growth, 

even periods of decline, emerging 

markets FX and Cs have been growing 

at pace and we’ve seen strong demand 

from clients who are increasingly 

interested in trading EM electronically,” 

he adds. “Our approach to meeting 

this demand has been to apply the 

same technology, pricing and hedging 

models that we already offer for G10 

to our EM suite, both for FX spot and, 

on the electronic trading side, our new 

NDF product.”

As a result of this focused growth, 

UBS now ranks as one of the largest 

providers of electronic trading in EM 

FX globally, says Hoeger. He explains 

that the emphasis has been not only 

on building out the electronic offering 

in non-deliverable EM but also on 

continuously improving pricing and 

liquidity on deliverable EM electronic 

tools, including embedding the EM 

offering more into UBS’s agency suite 

of algos as well. Alongside the new 

tools on offer in EM, the business has 

been developing its suite of frontier 

market currencies, which now includes 

electronic trading in many Middle 

Eastern currencies, including the 

Omani rial and Kuwaiti dinar, as well 

as currencies such as the Kazakh tenge 

and Egyptian pound as non-deliverable 

forwards.

NDFS
In terms of NDFs, Buttenmueller 

explains that key pairs such as the 

Korean won and Indian rupee are 

among the more heavily traded 

currencies and so liquidity is fairly 

strong. “As they are comparable to a 

liquid EM pair, it wasn’t that difficult 

to apply the same model. Volumes in 

NDF have increased substantially and 

we are now one of the top liquidity 

providers for NDFs as well,” he says. 

“But obviously as we go down the 

Paul Buttenmueller
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spectrum, you get into the less liquid 

currency pairs where sometimes you 

only have liquidity for a limited period 

of time during the day, such as when 

the onshore markets are open. If we 

go even one step further to the LatAm 

currencies, such as Colombia, Chile, 

Peru etc, which are just starting the 

journey of being more electronically 

traded, then it really becomes 

important for us to find the right local 

partners to help source liquidity.” 

This ability for the e-FX business 

to leverage the electronic trading 

technology that underpins its success 

in offering G10 and apply that to EM 

pairs, particularly NDFs, has meant 

that they were able to confidently 

grow the electronic trading in a short 

space of time, notes Hoeger. “We’ve 

also applied this model to developing 

other new e-FX products as well,” he 

says. “It really underpins the great 

collaboration that we have been doing 

across the different trading teams, 

quants, IT, sales, who all work together 

towards achieving the same goal.” 

ALGOS
Hoeger adds that on the algo side, 

the business is focused on further 

developing the data analytics suite, 

both pre and post-trade, driven by 

strong client demand. The growth in 

algo use has been steadily increasing 

over the past two years, he says, and 

the business continues to develop the 

algo offering further. “The reason why 

we are so successful on the FX algo 

side is because we have such a strong, 

large principle FX market share and 

we have coupled that with state of the 

art smart order routing to a variety of 

external markets. This gives our clients 

a unique execution experience to help 

reducing transaction costs as much as 

possible,” he adds.  

NEO
According to Hoeger, there is 

still strong interest from clients 

who want access to a single bank 

platform and the e-FX business 

have seen record numbers of users 

accessing Neo in the last two 

years, particularly during periods 

of volatility in the markets. “Active 

FX trading clients, such as other 

bank FX trading desks, or hedge 

funds, still want to access single 

bank platforms like Neo, but we 

also support many of the multibank 

platforms as well. Our mantra is that 

we meet the clients where they want 

to be met, but ultimately, we feel 

that particularly for banks and hedge 

funds, our Neo FX platform is the 

one to go for in terms of breadth of 

functionality and depth of liquidity.”

OPTIONS
A further recent success story has 

been the work on UBS T-Pricer, the 

state of the art options trading 

platform that clients can access 

within Neo or separately. “T-Pricer 

is the options platform that our 

traders and salesforce use, but it 

was so popular we took the step of 

integrating it with Neo and making it 

available to all clients,” Hoeger says. 

In addition, the team has launched a 

brand new trading app for FX swaps 

within NEO – the UBS e-FX swap 

grid, which allows clients to see 

streaming swap prices and displaying 

trading axes. Hoeger explains. “For 

FX swap traders this is great because 

you can click and deal directly from 

our swap grid and our axes shown 

are a unique combination from our 

voice and electronic pricing and 

global flows.”  

TRADING
In terms of trading, Buttenmueller 

adds that clients increasingly want to 

move risk quickly, particularly during 

times of crises or volatility in FX spot 

and the daily ranges have increased. 

On Neo FX, this has translated in 

clients being more interested in 

trading larger notional sizes in click 

and deal, he says. In response, the 

e-FX business has recently increased 

the notional amounts shown on 

Neo FX specifically to allow clients 

to access that liquidity, especially 

in times of crisis when they know 

they can get a trade in in large 

notional sizes in volatile markets, says 

Buttenmueller. “One of our unique 

selling points is our capability to show 

liquidity even in very volatile markets. 

For example, we can now stream up 

to 500mio EURUSD click & deal. We 

have received a lot of positive client 

feedback after certain emerging 

market crises, or after very volatile 

trading sessions, because UBS was 

there for their clients,” he adds.  

PROVIDER PROFILE

Recognised by the market as one of the world’s leading FX houses, UBS continues to take a 
pioneering approach to its development of technology and services to support the entire lifecycle 
of the FX trade. Paul Buttenmueller, Global Head, e-FX Trading and Stephan Hoeger, Global Head, 
e-FX Sales discuss the continuing evolution of electronic trading in FX at UBS and why clients are at 
the heart of each and every new innovation in the business.

UBS NEO connects clients to market-leading Cash, Derivatives & Algo execution strategies across G10, EM, NDF 
and Precious Metals 

Stephan Hoeger
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Pressing the case for 
Peer-to-Peer trading in FX: 
Reducing costs, 
information leakage, 
and opening new 
possibilities

TRADING OPERATIONS

The notion of peer-to-peer trading isn’t new in FX. Despite the promise, this trading 
model had previously struggled to find traction. However, recent changes in regulation 
and technology have boosted peer-to-peer’s appeal. So how are service providers 
addressing participants’ needs and crafting ecosystems? Vivek Shankar investigates.

Vivek Shankar

FX trading has historically relied on 

buy-side institutions sourcing liquidity 

from market makers. All participants 

implicitly understand the risk involved 

with market making and the reasons 

why there is a certain level of opacity 

in price structures.

However, a raft of changes in the 

broader markets and the FX world 

is challenging this structure. Recent 

changes to the GFXC’s Global Code 

have left participants prioritizing 

execution transparency, a trend that 

was well underway even before the 

changes were announced.

Best execution requirements, a desire 

for greater transparency as well as a 

better understanding of what drives 

their execution costs have led the 

buy-side to look towards peer-to-peer 

liquidity as a potential solution. This 

model isn’t exactly new to FX. The 

premise of peer-to-peer is simple: A 

self-sustaining community of peers 

Im
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that provide and consume liquidity 

to reduce execution costs (including 

spreads) while providing greater 

operational efficiency. 

How has peer-to-peer trading evolved 

over the past year, and which way is 

the market headed?

SAFEGUARDING TRADE 
INFORMATION
Jay Moore, Co-founder and CEO of FX 

HedgePool, points to the elimination 

of cost uncertainty as a major benefit 

that peer-to-peer brings to the buy-

side. “Markets are volatile, and the 

unexpected should always be expected 

when trading with market makers 

who are paid to price risk and turn a 

profit,” he says. “Peer to peer brings 

naturally opposing positions together 

with transparency to deliver consistent 

cost through all market conditions.”

In addition to price transparency, 

sealing any information leaks and 

decoupling credit from liquidity are 

major advantages that peer-to-peer 

offers. These are attractive benefits 

when presented to the community of 

buy-side firms looking to exchange 

liquidity without impacting the 

market. However, the same is true for 

a wider community of participants 

who share this objective of reducing 

their execution footprint.  

Meanwhile, Claude Goulet, CEO of 

Siege FX, stresses that it is the peer-

driven nature of an ecosystem i.e., 

how it channels participants with the 

same objectives, that really drives 

benefits. He points out that certain 

order execution workflows naturally 

lend themselves to peer-driven 

mechanisms.

“Peer-driven trading is particularly 

attractive for passive phases of 

execution where a participant has 

already decided to execute over 

time,” he says. “When operating in 

an anonymous environment without 

signaling risk, it provides the unique 

ability to manage and monetize the 

trade-off between market risk (market 

drift over time) and market impact 

from execution.”

Goulet says that while such conditions 

are especially relevant for larger orders 

and less liquid currency pairs, there 

is a broader appeal. “This ecosystem 

also benefits from the participation 

of shorter duration orders to offset 

more passive liquidity, as long as there 

is a genuine underlying interest to 

transact” he explains.

The lit nature of open markets also 

bolsters the use case for the peer-to-

peer and peer-driven models. At first 

glance, pointing to the dark nature of 

a closed peer-driven ecosystem might 

seem at odds with the stated goal of 

transparency. However, by preventing 

information leakage, these pools 

can help participants to significantly 

reduce market impact.

Moore explains, “At the highest level, 

peer-to-peer aims to broaden the 

liquidity available to the market and 

enhance transparency by empowering 

buy-side firms to connect directly. 

Achieving this allows matched trades 

among peers to bypass the opaque 

and risky waters of the open markets 

for transparent and consistent 

execution for their investors.”

SIGNIFICANT COST SAVINGS 
WHILE ELIMINATING MARKET 
RISK AND IMPACT
Moore points out that peer-to-peer 

isn’t meant as a substitute for active 

trading strategies but as a complement 

to automate and create scale without 

sacrificing execution quality. This 

begs the question, does a peer-driven 

environment almost always guarantee 

cost savings thanks to favorable 

spreads?

Goulet contrasts bilateral execution 

processes with peer-driven ones to 

illustrate the benefits. “Trading at a 
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Jay Moore

“Peer to peer brings naturally opposing positions together 
with transparency to deliver consistent cost through all 
market conditions.”

Claude Goulet

“Peer-driven trading is particularly attractive for passive 
phases of execution where a participant has already decided 
to execute over time,”
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mid-rate in a peer-driven environment 

without signaling risk helps 

participants save on visible spreads and 

hidden market impact costs,” he says. 

“Participants should be aware of every 

layer of cost impacting their overall 

execution,” he continues. “Identifying 

the cost of credit, FX platform access, 

and fund allocation as part of the 

overall price is a much harder task with 

direct bilateral execution.”

The demand for peer-driven 

ecosystems parallels the rise of another 

trend driven by the need for greater 

transparency of execution: Algo 

trading. Similarly, algo trading has 

faced significant roadblocks in the past 

but is increasingly making its presence 

felt in FX.

How are these two trends intersecting? 

Moore highlights the similar goals 

these trends help the buy-side achieve. 

“One of the key benefits of algos, like 

peer-to-peer, is to minimize market 

impact – the footprint of the trade,” 

he says. “While algos are carefully 

designed to be as stealth as possible, 

peer-to-peer eliminates the trade from 

the market entirely, arguably making it 

the ideal electronic solution for trade 

automation.”

Goulet points out the numerous ways 

Siege has integrated with algo trade 

workflows. “We are working with an 

increasing number of banks looking 

to integrate Siege as part of their 

algo execution,” he says. “Today, the 

Mid-Pool is accessed by a range of algo 

strategies, including ones where users 

can select the period for which they 

want to ‘rest’ in the pool.”

Goulet also explains how Siege’s Mid-

Pool is a critical component of algo 

trading strategies. “An approach that 

is gaining traction, and which aims 

to leverage Siege’s Mid-Pool to its full 

extent, is to place any inactive portion 

of the order with Siege and load-

balance as the execution unfolds,” he 

says. 

“Because there is no signaling on order 

submission, the algo can safely seek 

offsetting liquidity in Siege as it tries 

to optimize between market risk and 

market impact. This gives participants 

an opportunity to monetize the time 

risk they would otherwise bear from 

not being in the open market”.

PRODUCT FEATURES AND 
ENSURING DIVERSE LIQUIDITY 
POOLS
While the business case for peer-

driven models is strong, advances in 

technology are making them even 

more attractive. Emin Tatosian, Co-

Founder and CTO of FX HedgePool, 

points to key features within FX 

HedgePool that make traders’ lives 

easier. 

“Through careful curation of liquidity 

and anonymous matching, FX 

HedgePool offers safe and dependable 

execution for buy-side trading desks 

interested in reducing operational risk,” 

he explains. “This helps in reclaiming 

time that would otherwise be spent 

on maintenance trades, and achieving 

predictable results for underlying 

investors regardless of market 

conditions.”

Decoupling liquidity from credit, a key 

FX HedgePool innovation, has also 

improved transparency significantly. 

“Itemizing execution and credit cost 

individually is a big step forward in 

giving more transparency to the buy-

side,” Tatosian explains.

For Goulet, Siege’s appeal is bolstered 

by its ability to quickly integrate 

within existing workflows and 

enhance processes.  As an example, 

he mentions how Siege improves 

transparency. “Timestamps are 

recorded and reported at each stage 

of the order lifecycle, from submission 

to execution,” he says. “Fees, which 

can be collected through the all-in 

settlement rate or be invoiced, are also 

fully disclosed to participants ahead of 

trading.”

Liquidity diversity is a common concern 

when speaking of limited pools. Moore 

points to a transformative credit model 

that allows liquidity to be provided 

to and taken by all with a bank to 

settle the trade against. “This opens 

the pools to asset managers, pension 

plans, overlay providers, corporates, 

and numerous other firms that would 

otherwise remain captive to the select 

panel of banks with whom they trade 

today,” he says.

Goulet points to the importance of 

participant behavior when increasing 

diversity in a pool. “We seek out 

diversity by client type and geography, 

as it increases the matching rate and 

broadens liquidity across currency 

pairs,” he says. For instance, Siege 

can be accessed by approved algo 

Pressing the case for Peer-to-Peer trading in FX: Reducing costs, information leakage, and opening new possibilities

Emin Tatosian

“Itemizing execution and credit cost individually is a big step 
forward in giving more transparency to the buy-side,”

42  MAY 2022  e-FOREX MAY 2022  e-FOREX  43

I T ’ S  A  M E TA P H O R .  
G U E S S  W H I C H  O N E  W E  A R E ?

From day one, we set out to do things differently. 

They said peer-to-peer couldn’t be done.
That liquidity could not be freed from credit. 
And that banks would never engage.
They said a lot of things.
We said, let’s go. 

FX HedgePool - the award-winning matching platform that eliminates market 
impact, enhances investor performance and optimizes workflows; improving 
market efficiency for all. Just wait until you see what we can’t do next. 

FXHedgePool.com



strategies but is closed to high-

frequency trading strategies that 

seek to gain information. “Operating 

a common, peer-driven rulebook, 

including controls and monitoring 

processes, is crucial to foster and 

preserve diversity,” Goulet explains.

ENSURING HIGH PARTICIPATION
Increased participation remains 

a critical driver of peer-to-peer 

demand. The challenges posed 

by limited participation, systems 

integration, and workflow 

automation are typical roadblocks 

that a peer-driven ecosystem faces 

initially. How did FX HedgePool and 

Siege overcome these challenges, and 

are there any clues about pool quality 

and diversity on offer?

“In the early days, FX HedgePool 

jump-started its growth by offering 

a lightweight integration-free 

usage option that removed lengthy 

integration projects from the critical 

path of client onboarding,” explains 

Tatosian. “As such, early adopters 

quickly reaped the benefits of peer-to-

peer matching, then gradually moved 

towards systems-level integration and 

workflow automation.”

Tatosian points out that there is 

no one-size-fits-all approach for 

onboarding participants. “Having 

a variety of access options along a 

spectrum of simple and quick-to-

implement protocols (e.g. SFTP), 

to sophisticated yet slower to 

implement ones (e.g. REST, FIX), 

is necessary to boost platform 

participation at all levels,” he says.

Goulet highlights the importance 

of sell-side and FX platform 

partnerships in deploying Siege’s 

agile technology and ensuring the 

continued growth of its peer-driven 

offering. “We want to be available 

to participants inside their existing 

execution management frameworks 

to drive greater participation and 

efficiency”. 

He also points to the growing 

popularity of FX algo trading as a 

driver of greater participation for 

peer-driven ecosystems, and cites 

additional product offerings (e.g., 

NDF) as potential evolutions that will 

continue to boost demand for peer-

driven mechanisms.

WHERE DOES PEER-TO-PEER AND 
PEER-DRIVEN GO NEXT?
Both Goulet and Moore are optimistic 

about prevailing trends increasing 

demand for peer-driven and peer-to-

peer environments. 

Goulet remarks that peer-driven 

mid-pools are unlikely to dominate 

the market structure anytime soon, 

if at all. “There are benefits that 

can be achieved by trading in a 

dark environment (when properly 

controlled), but this doesn’t suit all 

order types or market conditions.  

Also, price formation needs to 

happen somewhere.”

However, lessons from Equity 

markets point to possible evolution. 

“What the Equities market has 

shown us is that peer-driven mid-

pools are a valuable part of the 

execution process and integral to 

achieving best execution policies,” 

he says. “There is a wide spectrum 

of opportunities, and this seems to 

be a turning point for wholesale FX 

markets.”

Moore points to the technological 

standards available to solutions 

providers as proof of almost 

unlimited potential. “The 

technologies available today allow 

firms like FX HedgePool to create 

and deliver web-based solutions to 

the market where incumbents have 

historically dominated,” he says. 

“The time is now, and the market 

is ready for change. Peer-to-peer is 

here to stay.”
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WHILE THE BUSINESS CASE 
FOR PEER-DRIVEN MODELS 
IS STRONG, ADVANCES 
IN TECHNOLOGY ARE 
MAKING THEM EVEN MORE 
ATTRACTIVE.
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A tipping point in addressing 
FX settlement risks
By Vikesh Patel, Head of Securities Strategy, SWIFT

The post-trade industry is 

transforming, and its evolution will 

be critical for accelerating the way 

the world moves value. Yet financial 

institutions face myriad challenges, 

including growing competition, new 

regulations and evolving customer 

expectations. Industry collaboration to 

connect ecosystems, set best practices 

and mutualise capabilities across 

businesses and value chains will be 

key in supporting the transformation 

journey.

Does the industry’s future lie in 

collaborative market platforms? Such 

platforms can offer the capital markets 

community mutualised post-trade 

services that are interoperable across 

geographies, business segments and 

multiple generations of back-office 

systems. Industry platforms should be 

scalable, transparent, and enable real-

time, frictionless and secure financial 

transactions. This has the potential 

to help address one of the biggest 

challenges faced by participants in 

the FX industry: settlement risk. FX 

is an industry where more than $18 

trillion is settled every day1 from a 

variety of instruments covering more 

than 400 currency pairs and traded 

by thousands of financial firms over 

hundreds of different platforms. Rising 

volumes and complexity are bringing 

the question of FX settlement risk to 

the forefront for regulators, financial 

institutions and industry utilities. 

FROM TALK TO ACTION
The Basel Committee on Banking 

Supervision (BCBS) and the 

Committee on Payments and Market 

Infrastructures (CPMI) has urged 

bank supervisors to incorporate 

BCBS guidance on managing FX 

settlement risk into their supervisory 

frameworks and to assess whether 

banks are meeting that guidance. 

In a letter2 to supervisors, banks and 

other participants in the FX market, 

BCBS and CPMI recommended the 

use of payment versus payment (PvP) 

“where practicable” to eliminate 

principal risk in FX settlement. For 

FX transactions that do not settle 

via PvP, the guidance recommends 

that supervisors encourage banks 

to minimise the size and duration of 

their principal risk and to conduct 

timely reconciliation of payments 

received.

Other organisations have 

acknowledged the need for greater 

Vikesh Patel

With over $18 trillion settled globally each day, the FX industry must continue to act on settlement risk.

PvP adoption, including the Financial 

Stability Board3 and the Global 

Foreign Exchange Committee,4 

which have both identified PvP as an 

important element in mitigating FX 

settlement risk.

In response to these moves, FX 

market settlement infrastructure CLS 

announced in September 2021 the 

piloting of a PvP settlement solution 

with 12 of its settlement members.5 

Working in partnership with the 

public and private sector, CLS is 

working to develop a PvP solution 

that will address settlement risk for 

currencies that are not currently 

eligible for CLS settlement. 

MANAGING SETTLEMENT RISK 
Between 2016 and 2019, the trading 

of emerging market economy 

currencies outpaced that of major 

currencies, with global turnover 

rising 33% but the turnover of 

emerging market currencies rising by 

almost 60% to $1.6 trillion.6 

While CLS currently removes around 

$5.5 trillion of settlement risk 

each day, according to BIS,7 this 

represents only one third of the total 

daily figure. The rising volumes of 

emerging market FX trades creates 

additional settlement risks that still 

has to be addressed by the industry.  

More than $10 trillion of settlement 

risk needs to be removed by other 

means. BIS also estimates that 

the proportion of trades with PvP 

protection appears to have fallen 

from 50% in 2013, to 40% in 2019. 

Whilst a small percentage would 

settle via cross-account movements 

for the ‘on-us’ settlement process 

or internal account movements for 

intra-group trades, a significant 

proportion will settle via payment 

instructions using the correspondent 

banking process. Whether settled 

gross or net, each party sends an 

outgoing payment and expects to 

receive an incoming payment. This 

is where FX settlement risk occurs 

– if the outgoing payment is sent 

but the incoming payment does not 

arrive, then there is a settlement 

failure. 

While a PvP solution may take 

some years to come to fruition, in 

the meantime FX parties can use 

the SWIFT gpi service to reduce 

their settlement risk. The SWIFT gpi 

financial institution transfer service 

for MT 2028 provides full end-to-end 

transparency and tracking to high-

value MT 202 payments messages. 

It enables users to monitor both 

the progress of a payment sent for 

the currency sold, as well as the 

incoming payment they expect for 

the currency bought.

SWIFT gpi has been tried and tested 

by a community of more than 4,200 

financial institutions, which every 

day send the equivalent of $580 

billion in value via gpi.

While not directly removing the risk, 

SWIFT gpi significantly improves 

the monitoring and management 

of FX settlement risk. Looking 

forward, this principle of linking 

the two payment legs together 

via SWIFT gpi could support new 

PvP-based solutions. For example, 

if implementing a solution based 

on an escrow account, funds 

could be unlocked with certainty 

following SWIFT gpi confirmation of 

credits for each payment leg. And, 

to support these new initiatives, 

SWIFT will continue to extend the 

transaction management and data 

capabilities of our platform.  

USING DATA TO ASSESS 
SETTLEMENT EXPOSURE
There is also clearly a need for more 

industry data to understand how the 

60% of those FX obligations without 

PvP protection settle. The good news 

is that valuable information on a 

significant percentage of the $6.6 

trillion traded each day is now available. 

Members of the SWIFT network can 

extract information from their own 

FX confirmations and view them as a 

dataset through SWIFT Watch Banking 

Analytics. Users can easily discover their 

daily counterparty exposure across 

all their branches, and across their 

counterparties’ branches too. 

Privacy and access to these datasets 

is carefully managed, limiting SWIFT 

users to viewing their own data, and 

providing strict control to respect 

confidentiality and anonymity when 

viewing aggregated data at a market 

level.

A SHIFTING PARADIGM
Digitisation and service innovation are 

key in today’s financial industry and 

SWIFT’s strategy to enable instant and 

frictionless transactions from account 

to account anywhere in the world 

reflects this. SWIFT is moving from a 

service based on sequential messaging 

to one focused on transaction 

management on a data-rich, 

collaborative platform that will give 

industry participants greater visibility 

and insights into their transactions. 

By working together, SWIFT can 

provide the FX industry with a means 

to address the complex and significant 

challenge of FX settlement risk, 

while leveraging current and future 

investments and capabilities.

1 BIS Quarterly Review, December 2019 https://www.bis.org/publ/qtrpdf/r_qt1912.htm
2 https://www.bis.org/press/201217_letter.pdf
3 https://www.fsb.org/wp-content/uploads/P131021-1.pdf
4 https://www.globalfxc.org/docs/gfxc_3year_review_outcomes.pdf
5https://www.cls-group.com/news/cls-announces-collaboration-with-12-global-banks-to-pilot-pvp-solution-for-a-wider-range-of-currencies-and-market-participants/
6 https://www.bis.org/publ/qtrpdf/r_qt1912h.htm
7 https://www.bis.org/statistics/rpfx19.htm
8 SWIFT MT 202 messages are typically used for FX settlement transactions
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Addressing the 
challenges of intraday 
liquidity management

By Ronn Baker, Senior Director of North American Sales at Baton Systems
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FX is one of the main drivers of 

liquidity consumption within banks, 

which must ensure that they always 

have sufficient liquidity available 

to meet their cash obligations. 

Traditionally, unpredictability and lack 

of data visibility have hampered the 

efficient funding of nostro accounts. 

So how can firms best tackle the 

challenges around managing intraday 

liquidity?

NOSTRO ACCOUNTS AND THE 
SETTLEMENT WINDOW
Failure to manage intraday liquidity 

efficiently has implications not only for 

individual banks and their customer 

retention, but also for the market as 

a whole. But it’s almost impossible for 

banks to predict at which point during 

the settlement window inbound 

funds will be received, so they need 

to carry large nostro account balances 

to ensure that their cash obligations 

can be met, regardless of the point 

at which their counterparties actually 

deliver the funds owed. 

For a bank to ensure that it is 

adequately funded – and to report 

this to the regulators – those balances 

needs to include various buffers. 

Lack of data transparency and 

unpredictability often mean that these 

buffers get larger and larger. Over-

funding often happens as a result of 

market volatility, so the positions a 

bank holds are generally way in excess 

of what they actually need to be. This 

means that opportunities are missed 

for redeploying these funds in ways 

that can benefit and make money for 

the firm.  

Sub-optimal funding is costly in terms 

of both intraday liquidity usage charges 

and overdraft fees. Additionally, banks 

need to be conscious of operational 

expenses like the costs associated with 

manual processes. 

Some nostro accounts have ceilings 

and floors in place. Exceeding the 

balance limit can incur costs if a 

nostro bank elects to liquidate 

excess amounts on its terms. On the 

other hand, maintaining too low a 

balance can mean that the nostro is 

forced to close  - and nobody wants 

that. So it’s important for a bank to 

understand where the ceiling and floor 

of any given nostro is and to manage 

balances effectively within that range. 

As a result of these factors, banks 

need the ability to move funds at 

Ronn Baker
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short notice quickly and  safely. When 

trading emerging markets currencies, 

for example, this might need to be 

done outside of core settlement 

windows to mitigate currency risk.

IMPLICATIONS FOR THE MARKET
On a wider scale, constrained access 

to funding in heavily-traded currency 

markets can lead to settlement 

‘logjams’ with multiple parties waiting 

for their counterparties to settle 

because there’s not sufficient funding 

available for all settlement obligations 

to be met at the same time. 

For the market to function effectively, 

banks need either sufficient access 

to liquidity or the ability to settle 

in smaller shapes in order to 

accommodate restricted liquidity. The 

latter solution can introduce a range 

of operational and control issues that 

need to be managed.

THE BENEFITS OF MANAGING 
INTRADAY LIQUIDITY
A 2018 report by Oliver Wyman1 

found that banks which are prepared 

to invest in actively managing and 

optimising intraday liquidity usage 

benefit from operational efficiencies 

and improved profitability. 

A bank with faster and better access to 

funds needs a lower amount of capital 

reserves to meet customer obligations 

and satisfy the regulators. By reducing 

the amount of cash needed to put 

aside to meet its obligations, a 

bank reduces the capital it reports 

and therefore its return on capital 

improves, with a positive impact on 

profitability for shareholders.

The study estimated that a typical 

large bank could have intraday 

liquidity costs of $100-300M per year, 

merely reflecting the cost of carry. 

Putting mechanisms in place where a 

bank can optimise its use of intraday 

liquidity, was shown to result in annual 

cost savings for a typical large bank 

ranging between $25 and $75M.

WHAT TOOLS DOES A BANK 
NEED TO MANAGE INTRADAY 
LIQUIDITY BETTER?
My conversations with banks bear 

out the findings of the Oliver 

Wyman report - that firms can realise 

significant value by actively managing 

intraday liquidity.  

To do this, banks need accurate real-

time data on their funding sources 

(i.e. what’s in their nostros) and uses 

(i.e the firm’s obligations) rather than 

relying on trust.  

This real-time data needs to be 

combined together with information 

about inbound payments which the 

bank is expecting. Some form of 

predictability (based on historical data, 

or pre-agreed settlement cycles) is also 

helpful so that the bank can anticipate 

cash flows during the course of the 

day, and respond to variances from 

these. Finally, banks need the ability 

to model and optimise the sequencing 

and strategies deployed to reduce the 

amplitude of the drawdowns and the 

use of those funds.

Banks can accurately identify the 

state of their funds using reliable, 

transparent and normalised data. 

Processes and workflows can then be 

automated intelligently off the back of 

that real-time data. 

As we know, settlement finality 

is determined by notification of, 

and accessibility to, funds. If this is 

available in real time, funds can be 

used in the most efficient way for 

the bank. Delays, on the other hand, 

mean that the ability to manage those 

funds effectively is removed.

BATON CORE: LIQUIDITY 
MANAGEMENT IN REAL-TIME
Baton’s Core platform provides a real-

time view of a bank’s funds and the 

ability to report back the debits and 

credits that affect a given account. 

The technology can be implemented 

in a completely customisable manner. 

It allows for highly configurable 

and effective netting / agreement 

processes, including the ability to 

run these on an intraday basis; better 

planning on how to react to true 

needs; and, can be deployed to deliver 

payment strategies such as splitting 

and linking.

It gives liquidity managers a clear 

understanding of their needs and more 

capacity and control for ensuring funds 

are where they are needed at any point in 

time. Baton makes distributed workflows 

available to its customers which allow 

them to sequence their payments 

independently in response to the events 

that are taking place in the course of the 

day, as well as to their credit risk appetite, 

funding availability etc. 

Additionally, they can operate 

collaboratively with other Baton 

customers to sequence real time or 

instantaneous settlement processes at 

predetermined times. This collaborative 

process adds an extra element of 

predictability which helps liquidity 

managers to plan and respond to 

events during the course of the day. In 

short, the ability to manage intraday 

liquidity more effectively by viewing 

funding sources and obligations 

in real time eliminates uncertainty. 

Combining this with the ability to 

orchestrate payments intelligently, 

including the use of collaborative 

workflows with pre-defined settlement 

cycles, results in vastly reduced costs, 

better currency risk management and 

more efficient use of capital. 

Firms which don’t take advantage of 

the tools available to free up their 

capital reserves may find themselves at 

a competitive disadvantage as interest 

rates rise and their costs increase.

1. https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2018/june/Intraday%20Liquidity%20Final%20Report.pdf
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FXSpotStream (FSS) was created in 2011 as a market utility 
to reduce the costs of trading FX as the electronification of 
the FX Market continued to accelerate. Its streaming clients 
pay nothing to access liquidity from up to 15 tier 1 Liquidity 
Providing (LPs) banks via a single API or GUI from sites in 
London, New York, and Tokyo. The success of its business 
model is evident from the record volumes that FSS has 
been supporting on its service over the past few years so 
we asked CEO, Alan Schwarz, to tell us more about how his 
award winning service has been evolving, what makes it so 
successful and what his plans are for the future.
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Alan Schwarz

FXSpotStream:
What can we expect next from 

this unique and industry-leading 
multibank FX and Precious 
Metals streaming service?

THE e-FOREX INTERVIEW
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Alan, 2021 was another record year 

for FSS in terms of volume and 

market share growth. Please can 

you summarise some of the key 

highlights for us?

2021 proved to be a tremendous year 

on all fronts for FSS. We celebrated 

our ten-year anniversary; we set 

several volume records, resulting in 

double digit growth YoY yet again; 

we were able to launch one of the 

biggest and most exciting products 

that I have been a part of – support 

for all the bank Algos over our API; 

and we continued to add team 

members to a dedicated team of 

professionals at FSS.  In 2021 we 

saw a 13.48% increase in ADV over 

2020, crossing the USD1trillion 

mark in terms of monthly volume 7 

times compared to only once in prior 

years. Overall volume crossed the 

USD12trillion mark for the first time 

in the company’s history.

Reaching the ten-year milestone gave 

us a real opportunity to reflect on 

all the things we have achieved and 

how much we have grown, but it 

also put into perspective the work it 

takes to continue that growth. We 

are extremely excited about the next 

decade ahead.

What’s the approximate geographical 

split of your business and what types 

of clients are you now facing?

Our client base is spread across the 

globe. This was a key factor in adding 

dedicated sales and support teams 

in London and Tokyo as early as we 

did. We wanted the experience for 

our clients to be the same wherever 

they connected from. We support all 

of the clients our LPs are looking to 

price, including among others, banks, 

hedge funds, corporates, systematic 

funds, and brokers.

What range of instruments are 

available on your service and why 

does your fee structure help to 

ensure clients can expect better 

pricing of these?

FSS offers clients access to liquidity 

from the top 15 tier 1 Liquidity 

Providers, including Bank of 

America, Barclays, BNP Paribas, 

Citi, Commerzbank, Credit Suisse, 

Goldman Sachs, HSBC, J.P.Morgan, 

Morgan Stanley, MUFG, Societe 

Generale, Standard Chartered, State 

Street and UBS.

Clients pay nothing to access 

streaming prices from the 15 FSS LPs 

via a single API or GUI from sites in 

London, New York, and Tokyo, and can 

receive pricing in FX spot, forwards, 

swaps, NDF and NDS and Precious 

Metals spot and swaps. FSS also gives 

clients access to the entire algo suite 

of the FSS LPs.  On the streaming side, 

LPs are charged a flat fee to trade an 

unlimited amount of volume, resulting 

in the LPs paying less on a per million 

basis as their volume grows; thus, 

clients can expect better pricing. 

Wherever possible FSS looks to 

maximize the efficiency of the 

interactions between LPs and clients, 

with your team able to coordinate 

the majority of the onboarding work 

each time a client wants to add a 

new LP. What benefits does that 

deliver for both clients and LPs?
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FXSpotStream: What can we expect next from this unique and industry-leading multibank FX and Precious Metals streaming service?

From a connectivity standpoint, the 

hard work has already been done, 

so for the client to add a new LP it is 

as simple as flicking a switch to have 

an LP turn on pricing. In addition, we 

pride ourselves is in the relationships 

we maintain between clients and LPs. 

We have a dedicated Relationship 

Management team that work tirelessly 

to identify opportunities for both 

parties involved and are able to pass 

these along to the relevant people as 

appropriate. In some respects, we see 

ourselves as the glue in between the 

parties enhancing and improving the 

relationship and experience versus 

slowing down what the parties need 

to get done. 

Last year you launched functionality 

to support over your API all the 

FX Algos offered by the FSS LPs 

involving over 70 different Algos and 

200+ parameters. Why is this such an 

important initiative and what factors 

influenced your decision to do it?

We noticed that market participants 

were looking for a more efficient way 

to do business with their banks when 

accessing the bank Algos. Algos has 

been a growing sector of the FX market 

and the pandemic only accelerated that 

growth. It was obvious to us that as 

with other parts of the market needing 

greater automation Algos was and is in 

such a need. 

Several years before the pandemic 

we made the bold decision to write 

to all the Algo APIs of our LPs and to 

support all the Algos offered by our 

LPs. For clients to do what we have 

done – writing to 14 LPs to access all 

their Algos – would take a great deal of 

time, effort and money. Ultimately, for a 

client to do the work we did would not 

prove cost- or time-effective. By doing 

this ourselves we are able to offer all 

of the LPs’ Algos to of our clients, via a 

single API. We did the work because we 

can gain greater efficiencies for our LPs 

and clients given we operate at scale.

Your algo project must have been very 

technically challenging. What were 

some of the issues and complexities 

that you had to address to make it 

work?

Yes, it was a large and bold initiative. 

Writing to 14 LPs, all of their Algos and 

supporting over 200 plus parameters 

required a great deal of analysis to 

determine the best approach to have 

as common an interface as possible 

that we could give our clients. Though 

LPs have invested heavily in their 

interfaces, when you begin to peel 

back the layers, the differences in 

those offering 1st generation vs 2nd 

generation become clear. This did 

create some challenges along the way. 

However, we were clear from the start 

that it always made sense to normalize 

the entire offering and give access 

to the entire Algo suite of our LPs as 

opposed to trying to predict the needs 

of the client in terms of which Algos 

they prefer.

Why is FSS perfectly positioned to 

capitalise on the growing use of FX 

Algos and to support both client 

and bank journeys as their adoption 

increases?

THE e-FOREX INTERVIEW

FXSpotStream Monthly Volumes  *Volumes in USD millions, single count, for all streaming and matching products Our growing offering 

Ensuring that our clients receive pricing and can send orders in a timely manner is of critical importance
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Ultimately, as with our streaming 

offering, we have the depth of 

products and capabilities that means 

that any client can come to FSS and 

get what they need. We made the 

tough decision when starting the 

Algo project that we had to provide 

access to all the Algos in a normalized 

fashion. We knew that certain 

strategies would be more popular, 

and that certainly has been the case, 

but we never wanted to have to turn 

a client away because we could not 

support what they needed. 

And the same goes for the banks. It 

did not make sense for the banks to 

invest so heavily in their Algo offering, 

only for us to turn around and cherry 

pick the ones we would provide to 

our client base. By supporting the 

entire Algo suite, something that 

only FSS offers over an API, we give 

the clients access to everything they 

could need and we give the banks 

the opportunity to provide their Algos 

to clients who may not have been 

able to access multiple bank’s Algos 

previously.

What response have you had so far 

from clients and LPs to your move to 

support Algos?

The response has been tremendous. 

To date, 25 Algos of the LPs have 

been accessed, all 14 LPs are live 

with their Algos and so far we have 

supported over USD16 billion of 

Algo volume over our API. The timing 

of the launch also played a part in 

the success of the offering. With 

the emergence of the pandemic, 

and the switch to working remotely, 

Algos provided a way to address the 

risk and compliance issues of the 

participants, while also providing 

deep liquidity pools and better 

execution. We are now in a position 

where we have a solid client base, 

accessing a number of different Algos 

from a variety of LPs. 

As part of your algo initiative, FSS 

has added support for pre- and 

post-trade allocations, allowing 

clients to allocate orders sent from 

multiple accounts at the same time. 

In what ways will this widen the 

appeal of your offering to new client 

segments?

Adding a new product or feature to 

the Service when you are leading 

other industry providers and the 

market is always a tough decision. 

Once you establish that you believe 

there is a need for it, and the 

appropriate level of demand, you 

then have to consider the cost of 

the project and the expected return. 

Since we do not charge clients a 

fee, we look at our volumes and the 

resulting savings to our LPs as the 

gauge of our success. Ultimately, 

we felt that there would be a strong 

need from clients accessing bank 

Algos to have allocation functionality 

and did not want to risk losing clients 

as a result. The combination of the 

Algo functionality with the support 

for allocations appeals to hedge 

funds, asset managers, multinational 

corporations and regional banks. 

FSS is vendor agnostic and has 

over 40 different vendor partners, 

specializing in multiple aspects of 

connection and order management. 

What advantages does that bring?

It would be difficult for FSS alone to 

provide every piece of functionality 

that each client needs. Their needs 

are so diverse and can differ not only 

between sectors, but even between 
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FXSpotStream: What can we expect next from this unique and industry-leading multibank FX and Precious Metals streaming service?
THE e-FOREX INTERVIEW

clients within the same sectors. Our 

vendor partners allow us to focus on 

what we do best and do it extremely 

well. Plus, we believe being open 

to the vendor community to access 

FSS and the FSS LPs helps everyone 

in the end. Additionally, we have a 

number of clients that came to us 

as a recommendation from their 

current vendor, so the benefit of 

maintaining strong relationships 

with these vendor providers works 

both ways. 

You have been working to 

implement a new low-latency 

architecture at FSS. What are your 

objectives in doing this and what 

benefits will the targets you have 

set yourselves deliver?

We have grown tremendously since 

our launch in 2011 becoming the 

3rd largest FX Service by volume 

and the largest fully disclosed 

streaming Service. At the same time, 

we have placed great importance 

on the speed and quality of our 

market data distribution. Our 

aim is to provide our clients plus 

liquidity providers the best-in-class 

infrastructure and prioritize the 

performance and reliability of the 

Service in the same way as our deep 

product offering. Ensuring that 

our clients receive pricing and can 

send orders in a timely manner is of 

critical importance.

Once fully rolled out, market data 

processing times under all market 

conditions are targeted to not exceed 

a maximum of 250 microseconds. 

Additionally, the new architecture 

will provide scalability to allow us to 

maintain the same performance levels 

as we continue to grow. The project 

is well underway with the physical 

Our Liquidity Providers

Clients can connect to the FXSpotStream service in multiple ways

We support all of the clients our LPs are looking to price We were clear from the start that it always made sense to give access to the entire Algo suite of our LPs

54  MAY 2022  e-FOREX MAY 2022  e-FOREX  55



migration of all our LPs in NY nearly 

complete and London in process. 

We expect to have our first clients 

accessing the new architecture at the 

end of Q2/early Q3.

You have said in the past that client 

strategies should never be limited 

by the technology they use and that 

you don’t want them to compromise 

because they use FSS. Are there 

limits to what you can deliver on 

this or is your intention that clients 

should ultimately be able to do 

all their trading business via your 

Service?

Our goal is to become the FX 

destination of choice for the market 

and support as many of the needs of 

clients and LPs as possible. Of course, 

that takes time. But the history of FSS 

demonstrates that we are methodical 

operators and focus on delivering 

solutions. 

We started in 2011 with one product 

out of our NY – FX, Spot, Streaming 

over an API. Today we support in NY, 

London and Tokyo over our API and 

our GUI, FX spot, swaps, forwards, 

NDFs, NDS, Precious Metals spot and 

swaps with various order types and 

the entire Algo suite of our LPs over 

the API as well as support for pre and 

post trade allocations. 

As we look forward to the next 

decade, we remain very bullish about 

our business. We have already seen 

tremendous growth YoY in 2022, 

setting new highs in terms of ADV in 

February (USD63.1 billion), and then 

again in March (USD70.1 billion); April 

marked 12 consecutive months of 

positive YoY ADV growth, with a 26% 

increase over April 2021; we continue 

to see algo volumes grow as new 

clients are onboarded; and we have 

an extremely strong pipeline of clients 

looking to connect to our Service. 

FSS continues to win many industry 

awards. How much has the culture 

of the business and the team of 

professionals you have managed 

to attract contributed to achieving 

these?

We firmly believe in our Service 

and we are the product of our 

strong and dedicated global team. 

Industry awards of course give us the 

opportunity to show the backing of 

established and respected publications 

and organizations. It is the chance to 

say, “We know we have an excellent 

offering, an unrivalled level of client 

service and are extremely motivated 

in what we do, but now this group of 

industry professionals agrees.” 

But we like to let our offering and 

the best support organization in the 

industry do the talking. Our team 

across all functions puts in a great deal 

of work, day in and day out, and they 

are the first ones I thank when we are 

presented with one of these awards. 

We operate at the highest level 

possible to deliver the best Service 

to our clients and LPs so it’s certainly 

rewarding when the market recognizes 

what we do.  

What work will you be doing to roll 

out new products over the coming 

months and to find ways to improve 

your service still further?

We are extremely excited for the 

upcoming launch of our new Algo 

GUI. The team has put a great deal 

of time and effort in to designing 

and building this GUI and we believe 

that it is really going to add to the 

Algo offering. With the complexity 

of normalizing 14 different LPs’ 

interfaces, we feel that the GUI is the 

final piece of the equation and will 

offer the same levels of customization 

as our API, in an easy to use, 

convenient tool. We expect the GUI to 

be launched later in Q2. 

Which parts of the world are you 

currently focusing your attention on 

as you gear up for the next round of 

business growth?

Despite our past growth, we see 

continued opportunities in many 

of the same regions. We continue 

to onboard clients at a fast pace in 

the Americas, APAC and EMEA. The 

UK, US, Australia, Singapore, Japan 

remain active for us and a source of 

new business. Plus, we continue do 

more business with existing clients in 

those regions who are expanding their 

business over our Service. 

As the world reopens following the 

pandemic, and mandates surrounding 

travel continue to be lifted, we are 

eager to shake hands and get back to 

the numerous in- person conversations 

that were, rightfully, put on hold. FX 

is a relationship driven market and 

those relationships are hard to build 

through a screen or via email. With the 

return of conferences and in-person 

meetings, I am energized at the 

prospect of getting back to business 

as usual. T
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FXSpotStream: What can we expect next from this unique and industry-leading multibank FX and Precious Metals streaming service?
THE e-FOREX INTERVIEW

Takeshi Akiyamais is EMEA Support Head

Tom San Pietro is our CTO

Antony Brocksom is Global Head of Sales

Campbell Cleland is Head of Sales for EMEA
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In December 2021 FSS celebrated 

its 10-year anniversary. What advice 

would you give to anyone setting out 

today to try and transform the FX 

marketplace as much as FSS has over 

the past decade?

The growth story of FXSpotStream in 

the last 10 years has been meteoric. 

It serves as a constant reminder 

that what we are doing is extremely 

valuable to our liquidity providers, our 

clients and the FX market. Despite 

our growth, I still view ourselves as a 

“start-up” and that’s how I run this 

business every day. We are about 

identifying an issue and finding 

solutions, getting things done and 

moving the ball forward. My advice 

to anyone looking to do what we 

have done, or for that matter start a 

business, is that the most important 

element to success is hard work, focus 

and drive. It is absolutely not easy, but 

if anyone is willing to devote the effort 

and do so consistently it can absolutely 

be done.T
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FXSpotStream: What can we expect next from this unique and industry-leading multibank FX and Precious Metals streaming service?
THE e-FOREX INTERVIEW

OUR GOAL IS TO BECOME 
THE FX DESTINATION 
OF CHOICE FOR THE 
MARKET AND SUPPORT 
AS MANY OF THE NEEDS 
OF CLIENTS AND LPS AS 
POSSIBLE

The growth story of FXSpotStream serves as a constant reminder that what we are doing is extremely valuable to our liquidity providers, our clients and the FX market

We operate at the highest level possible to deliver the best Service to our clients and LPs so it’s certainly rewarding when the market recognizes what we do
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Outsourced FX solutions 
to meet client needs

For buyside firms, utilising third-party providers to outsource elements of middle and back office 
functions is now considered good business sense. Yet a growing segment is also reaping the benefits 
to be gained by turning to a market-leading provider to help manage their FX risk as well. John 
Burke, Head of eFX for Northern Trust Global Foreign Exchange, explains the key considerations that 
asset managers need to be aware of when considering outsourced FX management services.

Why does managing FX still present 

significant challenges for many asset 

managers?

In an increasing world of regulatory 

oversight, global portfolio 

allocations and cost pressures, asset 

managers are naturally looking to 

increase their business operation 

efficiency and mitigate risk. 

Managing FX exposures touches on 

numerous processes within an asset 

management operation. It may be 

trades to fulfil security transactions, 

hedging currency risk, dividend 

repatriation, offshore management 

fee payments, or other. All of 

these create an extra layer of 

complexity, adding risk to the 

business and detracting focus from 

core investment decision making 

competencies.

Why are increasing numbers of 

institutional investors and asset 

managers looking to delegate their 

hedging needs to leading FX providers 

like Northern Trust?

Managing a FX hedging program for 

a portfolio with global allocations has 

historically been completed using frail 

processes, rudimentary calculations 

and non-specialised technology 

and trading teams. As assets under 

management grow, investor demand 

for foreign assets and the need to 

offer share classes across additional 

currency bases  have increased so has 

the complexity of the requirement and 

subsequently the expertise required 

to run such a hedging program. 

Operationally, this brings in notable 

risk and is often limited in scalability.

Providers of outsourced hedging 

services have dedicated technology 

to take in malleable data from a 

variety of sources. The governance 

surrounding the in-take of data and 

subsequent deal determination has 

only increased in recent years, with 

machine learning now being leveraged 

to proactively identify issues.

In order to outsource a hedge 

program, the provider must be 

accommodating of bespoke 

requirements both at a portfolio and 

asset level. This, however, is only the 

tip of the iceberg; service providers 

are now able to produce detailed, 

on-demand reporting to highlight 

drags on performance, whether it 

be due to volatility or otherwise. 

Subsequently, this enables discussions 

surrounding reducing performance 

drag. For example, solutions such 

as the staggered rolling of hedges 

or equitization of unrealised hedge 

PnL are now leading the discussions 

Northern Trust has with clients.

What do you see as the key benefits 

and value proposition of outsourced 

FX solutions? Is it mainly about 

reducing costs and freeing up 

managers to focus on the things 

which they do best?

Conversations with clients and 

prospects alike have highlighted the 

requirement for a tailored approach 

to each partnership. The biggest value 

of an outsourced solution varies; for 

some clients a complete segregation 

of the FX responsibility is operationally 

ideal and also enables fund managers 

to focus solely on alpha generation. 

Alternatively, some clients may not 

have the desire to retain the expertise 

to run an operationally complex 

hedging overlay program and the 

associated costs of running such a 

desk may be unfeasible. For some, 

the ability to rely on transparent 

executions and regulatory reporting is 

most important. Generally, for those 

managers who are unable to operate a 

large scale dedicated trading desk and 

the associated operational workflows, 

the reduction in cost and risk is a 

standard expectation.

What sort of red flags might indicate 

to an asset manager that they should 

consider an outsourced FX solution?

As workflows become more complex, 

it is natural that managers and 

operations managers look for new 

technologies and ways to operate 

more efficiently. While beneficial in 

many capacities, if large volumes 

of deal determination are being 

completed on spreadsheets prior to 

execution this often suggests there is 

a large potential for avoidable errors. 

Similarly, this and other processes can 

be hugely time consuming whereas 

many managers would rather focus 

on pure investment related items. 

There may also be an element of 

cash management involved if asset 

managers prefer to reduce cash 

drag, e.g. by utilising Northern Trust’s 

Automated Income Sweep service, 

proceeds from dividends and other 

income can be predicted and executed 

for the value date of the income 

delivery.

Obligations pertaining to trade 

performance such as Transaction Cost 

Analysis may be proving burdensome, 

especially where FX is executed at 

numerous custodians and directly 

with counterparties. Transaction data 

and its format will often deviate by 

counterparty and so centralising this 

execution in a transparent scheme 

can be instrumental in demonstrating 

to clients the cost efficiencies of 

execution. This is highlighted through 

Northern Trust’s Complete FX service, 

whereby trade requirements can 

be collated from various sources 

and workflows. Execution options 

include algorithmic execution and 

benchmark services as per the 

manager’s requirement. This brings 

with it potential implicit and explicit 

cost savings through the cross-fund 

netting and enables managers to 

easily demonstrate the costs to an 

underlying asset owner.

What are the key components 

of Northern Trust’s holistic FX 

outsourcing solutions and how 

flexible are they to meet different 

client requirements?

Northern Trust has several modular 

services which have recently seen 

an increase in clients requesting 

amalgamation of the different product 

verticals. This extends beyond FX. By 

pairing Northern Trust’s Integrated 

Trading Solutions with our Complete 

FX offering, clients can outsource their 

equity and fixed income transactions 

and any associated FX to the transaction. 

Subsequently, any FX requirement 

from either a Northern Trust function 

or any other global custodian, can all 

be patched through to the in-house 

execution system. Compressing 

multiple third party tickets also reduces 

transaction fees through the Complete 

FX module. Likewise, outsourcing 

subscriptions and redemption 

transactions through transfer agents and 

top of this, fund managers can, where 

required, input trades directly into this 

workflow and therefore benefit from the 

netting and execution benefits.

This becomes powerful where an 

asset manager is able to net large 

volumes of differently sourced flow 

to maximise cost savings and reduce 

market footprint. Funnelling flow 

into a singular source also helps 

reduce operational issues as there is a 

defined trail of the workflow. The true 

value of Northern Trust’s outsourced 

solution comes from its scalability 

and connectivity with other securities 

services. Being able to outsource 

services across the middle and front 

office allows managers to be as 

engaged as they’d like, if at all.

What factors are important in 

determining which solutions are the 

right fit for a specific client?

Through partnering with clients, 

discussions often revolve around 

where the pain points lie within their 

unique workflow. Outsourcing has 

historically been focussed around back 

and middle office, however clients are 

looking more to redistribute processes 

where there is little or no value-add 

factor or specific issues reoccur. For 

example, an asset manager may be 

best centralising FX’s following security 

transactions across their custodians 

automatically. It may arise from a 

desire to run a hedging program 

but without the in-house expertise 

required, or even the desire to have a 

custom execution algorithm.

Execution algos are starting to 

become more prevalent in FX. In what 

ways is Northern Trust combining 

them with FX outsourcing solutions to 

deliver more workflow efficiencies?

Combining the full suite of services 

into a sole execution is often an 

excellent way to net trades and reduce 

market footprint. Having an automated 

pre-trade workflow which captures 

multiple streams enables clients to 

accurately track trades from start to 

finish; executing via an algorithm in 

this sense is the pinnacle of a smooth 

outsourced operation. Defined at 

each stage by bespoke parameters, 

execution algorithms enable clients 

to trust their FX transaction is being 

executed in a commercial way with 

a targeted liquidity panel, with 

transparency being the core of the 

service. After the transaction, post-

trade reporting and connectivity 

to major Transaction Cost Analysis 

providers is valuable for all stakeholders 

involved in the transaction.

John Burke
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Exploring the 
changing face 
of Electronic FX 
in the MENA

R
E
G

IO
N

A
L
 e

-F
X

 P
E
R

S
P

E
C

T
IV

E

REGIONAL e-FX PERSPECTIVE

Vivek Shankar investigates digital transformation across the MENA 
region and the role that electronic FX workflows are playing in this trend.

Vivek Shankar

Im
age by Shutterstock
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Exploring the changing face of Electronic FX in the MENA
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net importer of goods, creating a 

natural need for stable FX services. 

Regulation and the influx of foreign 

investors are changing long-dominant 

trends in the region. Add to this mix 

COVID-related shocks, and it is easy 

to see why the region is witnessing 

a change in the way stakeholders 

interact in the markets. So what are 

some of these trends, and how are FX 

stakeholders reacting to them?

ELECTRONIFICATION AND 
CHANGING GOVERNMENT 
PRIORITIES
Electronification is perhaps the most 

obvious trend that has emerged. Tod Van 

Name, Global Head of Foreign Exchange 

Electronic Trading for Bloomberg, notes 

that electronic trading in the region rose 

by 33% in Q1 2022 compared to Q1 

the previous year. 

“An increasing number of 

organizations have expressed interest 

in adopting tools that enable them 

to trade more efficiently from remote 

locations to move flow that was 

previously negotiated over phone and 

email,” he says. “Organizations have 

also been working to ensure systems 

are better interconnected with the 

goal of seamless deal capture for 

traders regardless of their location.” 

Van Name also notes that third 

party partnerships are also rising, 

in contrast to the trend of deployed 

platforms that were the norm. 

Meanwhile Husam Basaddiq, 

Director, Emerging Markets, Trading 

Solutions, Refinitiv, a London Stock 

Exchange Group business concurs 

that electronification is increasing 

at a rapid pace, especially in risk 

management. Refinitiv’s FXall Volumes 

show a phenomenal CAGR of 46% 

in eFX trading volumes from 2016 to 

2020 in the MENA region.

“We have seen more corporates 

looking for savvy risk management,” 

he says. “Banks are now marketing 

these products to support and enable 

corporates to focus on profitability 

and minimize their FX exposure risks.”

Basaddiq also points to MENA 

governments’ changing priorities as 

a catalyst for FX flows. “The MENA 

region is awash with foreign workers 

who send money back home in 

their local currencies such as INR, 

PKR, PHP, etc,” he notes. “As Middle 

Eastern governments push ahead 

with enforcing strict quotas of hiring 

homegrown talent, the outflow of FX 

requirements has started to reduce.”

Imports, or rather the changing 

source of imports, are also impacting 

FX flows. “There has been an increase 

in CNH as more and more Chinese 

manufacturers that used to bill in 

USD now provide incentives if paid in 

their own currency,” Basaddiq notes.

The push to electronification is 

bringing some predictable changes 

in FX workflows. Automation, for 

instance, almost always follows 

electronification, and the MENA 

region is no exception. “Automation 

is a key trend that is beginning to 

develop in MENA,” says Van Name, 

“following the course taken in other 

developed markets. We receive many 

inquiries in this regard, particularly for 

small vanilla FX flow.”

Basaddiq points to technological 

rationalization and vendor 

consolidation as other important 

trends affecting the market. “The 

rise of digital banks has put pressure 

on conventional banks to step up 

their digital journey or get left 

behind,” he says.

Corporates are playing a leading 

role in the push for digitalization in 

the region. Demands for increased 

transparency in execution are 

compelling service providers to 

integrate and electronify execution 

workflows. As Basaddiq explains, 

“Corporates hold the key to 

digitization within the region. 

The requirement to prove best 

execution and ensure straight-

through processing to avoid manual 

entry is a long-term driver of digital 

workflows.”

Van Name echoes this sentiment 

by pointing out that TCA inquiries 

are also rising in the region. “There 

is also increasing demand to 

increase efficiency across the entire 

workflow, from front-office trading 

through to matching and settlement 

in the middle and back-office,” he 

says.

CHANGING CORPORATE 
DEMANDS AND RISING 
FOREIGN INVESTOR INTEREST
As corporate requirements become 

more sophisticated, digital service 

delivery is impacting pricing and 

market data services. The demand for 

Tod Van Name

“We have not only seen significant increases in electronic 
trading from asset managers and hedge funds, but also in 
their use of more sophisticated trading method...” 
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unbiased market data and a move 

away from bank data is particularly 

pronounced.

Ahmed Alsada, Business Director, 

Account Management, Refinitiv 

reports that spreads have shrunk 

for competitive reasons, and banks 

have adopted electronic trading 

workflows to build agility. “The 

demand is also driven by information 

flow and information availability,” he 

says. “This has triggered the need 

for banks to have more features for 

presenting historical prices and recent 

news which complements trading 

activities.”

Other features such as instant 

communication channels and greater 

insight into RFQ processes are high on 

corporates’ demand lists. Aside from 

corporate demand, foreign investor 

preferences are also impacting FX 

workflows.

Alsada notes a few macro factors 

that have been responsible for these 

changes. “Some GCC countries 

moved from the MSCI Frontier 

Markets to the Emerging Markets 

index,” he says. “That has opened 

these economies to more FDIs. 

In addition, the floatation of 5% 

of Saudi Aramco’s equity has also 

attracted international investors.”

Basaddiq points to increasing GCC 

volumes as evidence of foreign 

investor appetite. “On our Refinitiv 

Multi-Bank Platforms, around one 

third of GCC volumes are conducted 

out of the MENA region, whereas 

Europe contributes more than half 

of that volume, showing how much 

MENA has become part of the global 

economy,” he says.

Bloomberg’s Van Name notes that 

several price-making banks have 

steadily added GCC currencies to 

their offerings, indicating increased 

demand and sophistication in the 

region. “Middle East trading had 

been growing, and although the 

pandemic initially had a negative 

impact, we’re seeing more firms 

considering alternative locations, like 

Dubai, for example,” he says.

As growth and changing corporate 

demand force stakeholders to adapt, 

how is electronification faring with 

Gulf-region banks?

ISLAMIC FINANCE AND FX IN THE MENA

Islamic finance has experienced a surge in demand recently. The demands 

of Shari’a-compliant investment products meant that the rise of FX 

trading in the MENA region was complicated, to say the least. Islamic 

law prohibits interest, excessive risk, and the presence of gambling. 

While institutional FX rarely experiences these factors, the retail market 

doesn’t achieve these goals. Brokers in the MENA region have reacted 

by offering swap-free accounts to cater to Islamic investors looking to 

avoid the presence of interest. Despite their popularity, some market 

observers question whether such products are truly Islamic. For instance, 

swaps and rollovers are essential to the way the FX market functions. In a 

swap-free account, the broker reframes the swap as a fee charged to the 

client. Thus, the act of transferring the swap remains, even if the account 

receives a marketing makeover that makes it Islam-friendly.

Shari’a compliance doesn’t end with offering swap-free accounts. 

Institutions must demonstrate their commitment to Islamic law by setting 

up Shari’a supervisory boards (SSBs.) SSBs review products and related 

documents to certify them for compliance. Banks and institutions can offer 

only SSB-certified Islamic finance products to clients.  Products such as 

futures and forwards often run into SSB-related hurdles since they contain 

significant speculative risk. Within the spot markets, short-selling is frowned 

upon. However, MENA governments do not ban these trading techniques 

outright. Instead, the onus is on the investor and the institution that 

declares its products as Shari-a compliant to demonstrate their commitment 

to Islamic law. While Dubai remains the region’s financial hub for all things 

FX, Islamic Finance is increasingly gaining ground in Bahrain. The Kingdom 

recently created a license that enables institutions to offer fully-certified 

Islamic Finance products, and similar moves by authorities in the region are 

expected. Shari’a compliant FX products still remain low in number due to 

the FX markets structure. However, this hasn’t impeded the growth of retail 

and institutional interest.
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ELECTRONIFICATION AND 
CLIENT SOLUTIONS
Van Name explains that Gulf banks 

began their electronification journey 

well before COVID hit. The pandemic 

only hastened the need to adopt 

these solutions. Refinitiv’s Basaddiq 

also notes that in the past only 

regional offices of international banks 

offered electronic trading. These days, 

electronic solutions from regional 

banks are common. “We have noted 

that banks are using their electronic 

trading engines across all their FX 

business, regardless of size, by adapting 

aggregation technology,” he says. 

“This helps them ensure that tickets 

of all sizes will be captured within the 

platform.” He also explains that smaller 

banks are now jumping on board the 

electronification trend as well.

THE STATE OF  EXCHANGE-
BASED FX TRADING IN THE 
MENA REGION

The Dubai Gold and Commodities 

Exchange (DGCX) remains the 

MENA region’s leading derivatives 

exchange, despite the launch of 

competing exchanges in Qatar, 

Bahrain, and Egypt. The exchange 

has played a critical role in the 

growth of FX trading in the region, 

along with promoting exchange-

based trading. Introducing 

innovative products that cater to 

investor demand has been one of 

the reasons for DGCX’s longevity. 

Les Male, Chief Executive Officer of 

DGCX, reiterates his organization’s 

commitment to enhancing service 

offerings. “Last year, we launched 

the world’s first Pakistani Rupee 

futures contract, which continues 

to attract interest amongst our 

members,” he says. “Recently, 

it recorded the highest monthly 

trading volume since its launch last 

year; registering a combined total 

of 7,158 lots valued at USD 79.52 

million during March 2022.”

Male also points to the signing 

of a strategic Memorandum 

of Understanding (MoU) with 

Global Islamic Financial Services 

(GIFS.) “This is in line with our 

vision to collaborate on the 

development of Islamic derivatives 

and commodities,” he explains, 

“and introduce a series of Islamic 

future contracts and products that 

will bring value to the regional 

marketplace.” Enhancing liquidity 

is one of every exchange’s primary 

concerns and DGCX is working 

on introducing innovations that 

will satisfy investor appetites. The 

exchange is launching Israeli Shekel 

contracts in June 2022 to bolster 

liquidity and has tendered for 

members to apply as market makers 

on the DGCX platform.

Male believes these moves, part of 

DGCX’s Designated Market Making 

Scheme, will incentivize trading 

activity and boost price efficiency. 

No discussion of trading contracts 

is complete without acknowledging 

the role cryptocurrencies have 

played in the markets. The UAE, 

where DGCX is based, has led the 

way in introducing laws that govern 

digital asset activity, something 

that has paved the way for DGCX 

to consider introducing crypto 

contracts. “As more guidelines 

and infrastructure continue to be 

introduced, it is certainly an area 

that interests us,” says Male. “I 

can confirm that we are looking 

to launch Crypto future contracts, 

subject to relevant approvals. 

However, as a highly regulated 

exchange, these contracts would 

need to adhere to certain standards 

to ensure transparency and safety 

for our member base.”

Male is equally excited about the 

potential for blockchain technology 

to improve transaction processing, 

transaction analysis, and increasing 

process efficiency. The current 

turbulence in the markets caused 

by global events notwithstanding, 

Male is positive about the future. 

Islamic products, in particular, have 

caught his attention. “In the coming 

months and years, we expect to see 

more growth in interest for new 

products within the region – such 

as crypto and Islamic products,” 

he says.  DGCX remains firm in its 

vision to offer its members innovative 

and value-added products. “We 

are confident that the DGCX will 

continue to play a leading role in 

driving innovation and growth 

in capital markets, offering our 

members the best possible trading 

experience,” Male says.

Les Male

“In the coming months and years, we expect to see more 
growth in interest for new products within the region – such 
as crypto and Islamic products,”
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FX has been famously resistant to full 

electronification, when compared to 

its equity and fixed income cousins. So 

how has buy-side electronic adoption 

fared, specifically within the asset 

management and hedge fund space? 

“We have not only seen significant 

increases in electronic trading from 

asset managers and hedge funds,” 

Van Name says, “but also in their 

use of more sophisticated trading 

methods such as algo trading for 

their largest tickets, while using 

voice or chat trading for more 

illiquid currency pairs.” According to 

Bloomberg, MENA algo volumes rose 

15% in 2021 and are expected to rise 

further.

RETAIL FX IN THE MENA

The high degree of technological 

investment in the Gulf markets 

and favorable tax regimes have led 

to notable evolution in retail FX. 

Mohammed Isbeer, Global Head of 

Brokerage Sales at Equiti Group, has 

kept a keen eye on these changes.

“The biggest evolution I’ve seen 

in the region has been the way 

governments are stepping up to 

regulate the markets,” he says. “The 

region had suffered massively in the 

past two decades due to scams, 

and investor confidence was low. 

Regulation has changed all of that.”

A recent example of regulatory 

innovation is the UAE Securities 

and Commodities Authority’s (SCA) 

licensing procedures to establish 

broker credibility. These moves 

mirror similar global and regional 

regulation, from the UK and Europe, 

and Bahrain, Jordan and Kuwait.

Isbeer notes that FX has also become 

one of the most lucrative industries 

for long-term investment, something 

that goes against the grain of retail 

FX activity. Interestingly, a significant 

and growing portion of retail activity 

involves traders shifting from the 

crypto and digital asset markets.

The rise of NFTs, crypto, and 

DeFi platforms has put FX trading 

platform technology in the 

spotlight. Terms such as UI, UX, and 

gamification are gaining, pushing 

retail brokers to invest significant 

resources into their platforms on the 

front and back end.

“When talking about the new wave 

of crypto and NFT traders coming 

into FX,” says Isbeer, “things like 

spreads or commissions are not at 

the forefront of their minds. They’ve 

become accustomed to wide spreads 

in crypto markets and demand 

exciting technology.”

He points to enhancements in 

popular retail brokerage platforms 

targeting user experience, as 

opposed to product improvements, 

as evidence of the new retail trader’s 

demands. Gamification is clearly 

appealing to the broader retail 

market, but it remains to be seen 

to what degree it affects the large 

investor’s appetite.

Does the move towards gamification 

mean the region could see the rise of 

instruments like binary options?

Isbeer clarifies that gamification 

refers to the underlying technology, 

not products. “I’m completely 

against gamifying products such 

as introducing binary options or 

anything that looks like a gambling 

product,” he says. “The user 

experience matters much more, such 

as enriching in-app interactions and 

offering a more engaging interface.”

The mobile app experience is central 

to engagement from users. Isbeer 

notes that 75% of trading activity on 

Equiti’s platform comes from mobile. 

However, the majority of trade 

volumes come from desktop traders, 

given their tendency to use EAs and 

conduct deeper due diligence on 

their trades. MT4 and MT5 remain 

the most popular platforms of 

choice.

Interestingly, institutional coverage 

accounts also witness high mobile 

activity, a trend that was perhaps 

born from COVID-related work-from-

home measures.

Despite all of these innovations, 

regulation remains one of the 

primary growth drivers in the region. 

Isbeer points to technology and 

product as the other pillars of a 

successful retail brokerage. “The 

competition is fierce, but this is 

where I think all the investment and 

growth will happen over the next five 

years,” he says.

Mohammed Isbeer

“The biggest evolution I’ve seen in the region has been the 
way governments are stepping up to regulate the markets,”
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Given this increasing demand, 

there has been a significant shift 

in FX service offerings. Refinitiv’s 

Basaddiq points to scalability and 

customization as key areas that his 

firm addresses. “The trading APIs 

facilitate the distribution of prices 

in different formats and validities,” 

he explains. “The trading platforms 

also allow the traders to decide how 

they would like to manage their 

positions, automatically or manually, 

while always ensuring they can 

view the best possible prices 

by connecting them to liquidity 

providers.”

Basaddiq also points to Refinitiv’s 

decision to deploy platforms 

on client sites where the use of 

cloud technology is restricted. 

These efforts are over and above 

the company’s efforts to support 

regional banks by offering them 

tech stack expertise.

Van Name highlights customized 

solutions that Bloomberg offers 

within emerging markets and 

products that increase transparency 

to centralize oversight capabilities. 

“Communities are also looking at 

combining solutions with potential 

for anonymous matching, disclosed 

liquidity, and the ability to capture 

broker flow through tri-party 

ticketing all within the same 

market,” he says.

While the push towards 

electronification is occurring in 

global FX markets, the MENA region 

has another factor that drives 

product choices: Islamic finance and 

the demand for Shari’a-compliant 

products. Is this demand currently 

significant?

“There is strong demand from 

Shari’a-compliant entities looking 

for FX products,” answers Basaddiq. 

“Financial engineering and new 

structuring approaches have 

allowed these solutions to fulfill the 

requirements of any vanilla hedging 

solutions including forwards, swaps, 

and even options using Islamic 

principles.”

He also notes that Islamic 

restrictions have kept Islamic bank 

products relatively vanilla, further 

boosting the attractiveness of 

FX as a staple revenue source. 

“Automating this flow makes 

sense to remove risk and increase 

profitability,” he explains.

Van Name points to Bloomberg 

and its platform FXGO successfully 

supporting the electronic trading 

of Islamic deposits (Murabaha, 

Wakala, Mudarabaha, etc.) for 

several years. “We are now seeing 

increased demand for Wa’ad (Islamic 

Forwards,)” he notes.

WHAT DOES THE FUTURE 
HOLD?
If there is a common theme to 

the MENA FX market’s future, it is 

electronification. Both Van Name 

and Basaddiq agree that the need 

for increased trade efficiency and 

risk management will spur increased 

electronic solution adoption. 

As Alsada says, “More corporates 

and asset managers are ditching 

traditional treasury management 

via excel and voice in favor 

of technology to streamline 

workflows and make informed risk 

management decisions.”

“Broadly, we see the MENA market 

continue to seek increased efficiency 

while reducing transaction cost 

and improving risk management,” 

Van Name says. “Finding the right 

technology partner can help drive 

opportunities for both the buy and 

sell-side, without disrupting existing 

business practices and procedures.”

REGIONAL e-FX PERSPECTIVE

BLOCKCHAIN, CBDCS, AND DLT IN THE MENA REGION

Blockchain technology holds immense promise for governments worldwide. MENA governments have actively pivoted 

towards embracing distributed ledger technology in a bid to improve investor confidence and streamline market 

operations. The United Arab Emirates has adopted an active role in positioning itself as a technological hub. In 2018, 

the country adopted the Emirates Blockchain Strategy, a set of policies that aim to position government services in 

line with the future. The launch of the e-Dirham and storing land records on the blockchain were some of the key 

initiatives in this regard.

Given Dubai’s position as the region’s financial hub, the government recently introduced much-needed clarifications 

involving digital assets. While banks on the ground remain crypto-shy, institutions such as Binance have been granted 

licenses to operate and sell digital asset products to retail investors.

Elsewhere in the region, Bahrain and the Kingdom of Saudi Arabia (KSA) have launched initiatives. Bahrain, 

particularly, has fully embraced the possibilities of cryptocurrencies and digital assets at a speed that left the UAE 

behind. Routinely referred to as the crypto hub of the Gulf, Bahrain boasts banking regulations for crypto and allows 

payment transfers through that medium.

This stance puts cryptocurrencies under the purview of the Central Bank of Bahrain (CBB,) not securities regulators 

as is the case worldwide. The KSA has several initiatives in place dedicated to studying the effect of blockchain on 

government processes. The rise of fintech-oriented services such as STCPay in the Kingdom is aiding a push towards 

DLT technology.

Despite this, blockchain and DLT solution adoption remain low in the region. There remains significant talk of CBDC 

launches amongst governments, with action expected within five years. Blockchain adoption is gaining ground in 

government services and wherever record storage is necessary. However, as far as payments and currencies go, the 

MENA region remains curious about DLT’s potential. It remains to be seen whether the region’s various initiatives will 

bear fruit.

BAHRAIN IS ROUTINELY 
REFERRED TO AS THE 
CRYPTO HUB OF THE GULF

Husam Basaddiq

“Corporates hold the key to digitization within the region. 
The requirement to prove best execution and ensure 
straight-through processing to avoid manual entry is a long-
term driver of digital workflows.”

Ahmed Alsada

“Some GCC countries moved from the MSCI Frontier Markets 
to the Emerging Markets index which has opened these 
economies to more FDIs.”

72  MAY 2022  e-FOREX MAY 2022  e-FOREX  73



T
R

A
D

E
R

S
 W

O
R

K
S

H
O

P

I’m going to take as showcase the 

build out we did for a startup hedge 

fund to explain how a typical and 

successful process works. Needless 

to say, in any HFT system, the most 

important thing is the response time 

between you get a tick price and how 

your system’s reaction. This is called 

“tick-to-trade”, and it’s the most 

important measure when looking 

for low latency trading systems. With 

today’s hardware, we can achieve 

“tick-to-trade” latencies under 3-5 

microseconds, if, and only if, you 

follow best practices in handling multi-

threading processes. Of course, the 

key factor here is being able to handle 

a big amount of incoming information, 

response time to external events, 

internal response time, and capabilities 

to provide the highest throughput and 

lowest latency.

ABOUT THE FX MARKET
The electronic forex market is an 

OTC market with different layers of 

participants, and as such it has the 

most fragmented trading environment.  

The advantage of this is that the 

liquidity is typically high, and spreads 

are low. The disadvantage is that 

information about prices, including 

bid/ask quotes, updates, and trade size 

data, isn’t available to all participants.  

When it comes to building an 

efficient, fast, and profitable trading 

system, we have to take into account 

certain things:

• Handling multiple Venues/Exchanges 

without losing performance.

• The system must be able to handle 

multiple strategies, making sure it 

will not underperform as we add 

more strategies.

• Since we are dealing with multiple 

venues at the same time, we need 

to make sure that the system will be 

able to reconstruct the Limit Order 

Book from each venue or exchange.

• Data normalization across all the 

different sources.

BUILDING YOUR QUANT TEAM
The goal must be to setup the best 

culture as a quant team. This includes 

specialized software engineers, 

network engineers, researchers, 

and quant traders. Researchers and 

quantitative traders are tasked with 

generating model ideas, based on 

mathematical models and market 

microstructure anomalies between FX 

pairs. While the software engineers 

will be implementing all these into 

the high-performing trading systems.  

The network engineer will be tasked 

with the colocation server setup, 

improving and monitoring network 

cross-connection with any and each 

ECN, making sure that the latencies 

between them keep constant.

HARDWARE NEEDED
The “arms race” in this area 

never stops, with market players 

continuously investing in more 

powerful solutions that can trade 

securities, derivatives, and other 

financial instruments in a matter of 

nanoseconds.  Only HFT firms that are 

always at the forefront of technology 

will be able to stay ahead in the 

future. The following is a required list 

of the hardware needed:

• Collocated servers in any of the major 

financial centers: NY4, LD4, etc.

How to build a high 
frequency FX trading 
system

In this article, Ariel Silahian, Founder, SiS Software Factory talks about how to implement a low latency 
trading system (HFT) to operate on the FX market, modules needed, system architecture, and how to 
build it from scratch.

Ariel Silahian

TRADERS WORKSHOP
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How to build a high frequency FX trading system

• Server Intel Xenon (or any x-86 

based) with more than 12 cores & 

32Gb of RAM

• Networking: SolarFlare network card

• FPGAs

To reduce the market data round trip 

investment banks and hedge funds pay 

for high-quality software, networks 

and computing facilities that maximize 

their time efficiency. These include two 

forms: software improvements and 

hardware acceleration. We are going to 

be focused on the software part, since 

the hardware acceleration hardware 

could be as expensive as it gets.

FIX PROTOCOL AND 
CONNECTIVITY TO VENUES 
(ECNS AND EXCHANGES)
FIX protocol is the way to get 

connected to any major ECN or 

venue. It is a well-known and highly 

standardized protocol that all financial 

institutions use on a regular basis. So, 

we need to make sure that our trading 

system can handle this protocol, to 

receive market data and send orders. 

However, FIX is not the fastest and 

most effective way to communicate. 

There are some variations of this 

protocol that allow electronic traders 

to communicate in better and fastest 

ways.

These variations are known as ITCH 

and OUTCH, a protocol derived from 

NASDAQ, which uses a binary format 

to enhance the communication 

speed. All this must be handled by a 

FIX Engine, which is going to be the 

interface between the data sources 

and our trading system.

Note that besides network and 

communication latency, there also will 

be a decode/parse latency, so we’ve 

to take care of it as well. Parsing is a 

string manipulation function, hence 

very expensive in terms of CPU cycles 

and memory management. The FIX 

Engine must be able to perform 

this in the best possible way. Some 

institutions opt to build their own 

FIX Engine, some others will use 

open-source options (i.e.: QuickFIX). I 

personally think that the best option 

is to use something in between. There 

are many commercial options for 

FIX Engines focused on low latency 

connectivity.

There are two options to implement 

a FIX Engine: custom made, or a 

commercial option. To implement 

a custom FIX engine, you will need 

to put too many man-hours and 

you can make sure that you will 

optimize the communication for a 

low latency environment. Firms like 

large banks and institutions will prefer 

their own FIX engine, so they can 

have ownership of the entire code. 

We always prefer to go with the 

commercial option, since there are 

many good options out there of high 

quality, which will save you a huge 

amount of money, not to mention 

developing time.

DATA FEED HANDLER
The feed handler is one of the 

most important components of 

any algorithmic trading system. 

Without accurate market data, 

any high-frequency or algorithmic 

strategy won’t be able to make 

correct decisions. So, the idea of this 

module is to capture market data 

from different venues, to allow our 

strategies, generate correct decisions, 

and keep a representation of venues’ 

limit order book.

A large number of market updates can 

be received per second for each market 

venue, and your internal representation 

of each limit order book should change 

accordingly. This process should go like 

figure 1 below.

Receiving messages will be receiving 

market updates and order statuses, 

making sure that the system can 

handle high throughout, so we can 

be sure that our system will have a 

consistent behavior throughout the 

high volatile markets. This market data 

will be processed and transmitted to 

the algorithmic models and strategies, 

to take decisions and send back the 

corresponding orders (if any). 

For those venues that provide 

connectivity through newer and better 

protocols, since FIX is not the fastest, 

we can achieve this using FAST, ITCH/

OUTCH which are binary protocols, 

and we always try to use them as long 

as they are available. These protocols 

have a very different behavior, so 

probably your data feed logic must 

be adjusted accordingly, but the main 

concept remains the same.

FX AGGREGATORS
Unlike the stock or futures market, 

there is no centralized exchange for 

currencies. In fact, there are no unique 

prices for the same currency at any 

time, so quotes from different currency 

dealers may differ. Being this an OTC 

market (Over the Counter), means that 

there will be many different providers 

for the same pair, hence, different 

prices. So, depending on which 

provider you are looking at, you will 

see a different price. So, why do you 

need an FX aggregator?

• Minimize market impact when 

trading big sizes.

• Minimizing slippages.

• Being able to execute through smart 

order routers with a better price 

discovering.

• Lowering trading cost, having access 

to the best spreads at any specific 

moment.

• Risk diversification with different 

sources

I’ve covered more in this blog post Why 

do you need a FX Aggregator

LIMIT ORDER BOOK
Once the system has its connectivity 

between the venues, we will need 

to update all the events reported by 

them: order updates/adds or deletions 

(trades if needed as well). For each 

event received we must go into the 

internal order book and execute 

the actions received. This could be 

expensive, so we must be sure to be as 

efficient as possible. Usually, all venues 

send these updates using a unique 

identifier (EntryID) and an update type 

(update is an insert, update or delete) 

so you can accurately replicate their 

limit order book at your end. In figure 

2 I show how the limit order book 

reconstruction works.

For high-performance systems such 

these, the most important thing to 

keep in mind is the data structure 

we want to use to hold the limit order 

book data. Remember that we can get 

several million updates per second, so 

our data structure must be fast enough 

to find an entry, update it or delete 

it. From previous recommendations, I 

stated that the best data structure is 

to use plain arrays: one for the bids, 

one for the asks. They provide the best 

performance. 

Moreover, pre-allocate as much 

memory as you can on the hot path, 

that way you will avoid a big amount 

of overhead. Dynamic allocation 

is expensive, avoid it at all costs, it 

should not be used in critical paths 

like updating a limit order book data 

structure, if you don’t follow this you 

will end up having a large amount 

of overhead per allocation. So, since 

we are building a low latency system, 

we need to pre-allocate our data 

structures. And I’m going to show you 

the difference between pre-allocating 

and dynamic allocation, and its 

performance impact. 

On the system initialization phase, 

pre-allocate these arrays: bidsArray 

and askArrays, and let’s say we are 

going to store a 10-level depth of 

the limit order book; hence, we will 

need to pre-allocate 10-element bid/

ask array. And we are going to move/

replace elements, NOT removing and 

creating since the allocation process 

will consume too much time.

The code in figure 3 shows how 

dynamic allocation works:
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As you can see, we add or delete, and 

then I sort the entire array, so we can 

keep an ordered structure.

In the next section, I will show how 

to pre-allocate and reuse (see figure 4 

above).

You define the array with 10 elements 

on it and you will reuse all those 

elements. You may notice that 

instead of deleting the element, I’m 

clearing its values, and once ordered, 

send them at the beginning of the 

array. Once I run a performance test 

between them, counting CPU cycles 

taken on each case on a sample of 

100,000 iterations, I get the results 

seen in figure 5 below.

Wow, a 60% difference. Not a surprise 

for me, allocation/deallocation is 

expensive. And this was a very basic/

simple example!!! You can check this 

code example on my gist repository 

https://gist.github.com/silahian 

ORDER MANAGEMENT SYSTEM: 
OMS
This module will manage all orders 

sent to the venues and its statuses 

changes, based on signals generated 

by your strategy. It will handle sending, 

canceling, and replacing orders as 

well as accessing information about 

executed orders, including pending 

and open orders. We must send these 

orders in a very efficient and cost-

effective manner, routing each order, 

depending on one or more of the 

following:

• the signal strategy

• venue costs

• latencies between venues

• best prices available

• shares or contracts available at each 

venue

• Also, the system needs to be smart 

enough to know when an order 

was:

• Rejected or canceled by the venue

• Partially filled

• Fully filled

So, depending on the above statuses 

you receive, your order management 

system may execute different paths.

STRATEGIES AND MODELS
As the brain of our system, strategies 

will take limit order book from each 

venue, as well as the aggregated feed, 

and make defined decisions based on 

different parameters and values. Some 

strategies will need to analyze the 

entire depth of books, others, just top 

of the book prices, that is the best bid 

and best ask. Here, you can apply an 

almost infinite type of strategies and, 

of course, making sure they will be 

profitable ideas.

One could be a simple latency 

arbitrage strategy: each venue 

receives market information at 

different times, and if our system 

can be faster enough, we can take 

advantage of that price gap. Usually, 

these discrepancies last no more than 

500 microseconds, and after that, 

all market participants try to balance 

themselves.

Here’s one example. A big institution 

is in the market to buy a big order of 

a given stock. It will have algorithms 

execute the trade slowly, trying to 

get the best price and it will take 

whatever’s available at, say, $4.50 

per share, and then what’s available 

at $4.51, and so on. This is where 

the “latency arbitrage” may come 

in. Our strategy can see that this 

fund’s algorithm is in the market and 

essentially buys up all the available 

shares at $4.50 an instant before they 

do. Now the firm’s algorithm moves 

on and looks for shares at $4.51. Our 

algorithm sells all the stock it just 

bought at $4.50, earning a completely 

risk-free penny a share.

Sounds small, but if you do this several 

thousand times per day, we will be 

adding up to many millions of dollars 

per trading day, and several billion per 

year.

Another example could be the well-

known ‘triangular arbitrage’ – this 

is an arbitrage where there are price 

discrepancies between 3 currency 

pairs.  Forex is traded in pairs, i.e., 

EUR/USD EUR/GBP EUR/CHF.  What can 

happen during a big market event, for 

example, a failed coup in Turkey as an 

extreme example, EUR/USD will move 

faster than it should have to keep in 

ratio with the rate of EUR/GBP.  That 

can be just a market function, traders 

sell EUR/USD before EUR/GBP without 

algorithms.  Or large orders can cause 

the difference between EUR/USD and 

EUR/GBP to be off slightly.  Even if only 

off by a fraction of a dollar, this can 

lead to millions in profits if you are fast 

enough.

Lastly, remember that nothing is 

forever. Once you or your team find a 

suitable model to run, and because the 

nature of the markets and its players, 

this will have short life, hence, you must 

have resources in place to adjust, tweak 

and improve as you go. And this is 

going to be an ongoing process.

SOFTWARE ARCHITECTURE AND 
PATTERNS
The fun starts when we must put 

all these pieces together, to interact 

concurrently and with the lowest 

latency possible between processes.

The basic architecture looks like figure 

6 above.

As we already know, concurrency is 

key, and to have it working properly 

we will need to use synchronization 

methods (to concurrently access data 

in memory) and a design architecture 

that fits our needs of low latency. I’m 

going to go through the well-known 

“software design patterns” for trading 

systems, and I will try to explain 

advantages and disadvantages of each 

of them (in terms of achieving the 

lowest latencies possible). After that, 

I will explain which one is the one we 

use to build ultra-low latency trading 

systems.  So, let’s start talking about 

the most common patterns we see out 

there: 

Observer Design Pattern: this is a 

software design pattern in which an 

object, called the subject, maintains a 

list of its dependents, called observers, 

and notifies them automatically of 

any state changes. This is fine, but if 

you have multiple strategies running 

on the same system, the notification 

process will be processed one by one. 

Meaning, the subject will first notify 

“strategy 1”, do its calculations, send 

orders if some criteria are met, and 

then continue with “strategy 2”, again 

do the calculation and see if some 

criteria are met. This sounds like a 

sequential process!!

In our specific case, and from what we 

are trying to do, our Limit Order Book 

module will be the subject, and the 

strategy our observer. As I show below, 

the implementation using C++ will 

look something like figure 8 overleaf.

The Limit Order Book will send 

notifications once a price or quantity 

has changed, so all the strategies 

can receive the update and act on it 

accordingly. If the strategy meets its 

specific criteria, it will trigger orders 

to the exchange. That process, of 

asserting criteria, could add a lot of 

latency, so it needs to be designed as 

good as possible. 
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As you can see, the Observer 

Pattern is a serial process if you 

have multiple observers, and if for 

any reason “strategy 1” takes a 

couple of milliseconds to do some 

fancy calculations, then by the time 

“strategy 2” gets the notification is 

too late, and so on. Until we get the 

notification for the last strategy, which 

is already making decisions on past 

information. That’s the main reason 

why we do not use this design pattern 

at all. 

Just in case you are thinking of 

throwing threads on each notification 

or doing it asynchronously, let me 

tell you that it will be even worse. 

The overhead will be such that doing 

it sequentially it will be faster, but not 

enough for what we intend to achieve. 

You can find this code on my gist 

repository https://gist.github.com/silahian

Signal and Slots Pattern: used 

for communication between 

objects or processes. The underlying 

implementation is like the Observer 

Pattern, and its concept is that the 

observer can send signals containing 

event information which can be 

received by others using special 

functions known as slots. Similarly, in 

C++ callbacks (function pointers), but 

signal/slot system ensures the type-

correctness of callback arguments.

Since this pattern also is derived (or 

very similar) to the observer pattern, 

we prefer not to use it either. All types 

of event/messaging/signal patterns 

are kind of observer pattern, so is 

not suitable for our purposes of low 

latency.

Ring buffer pattern: now, we 

are getting closer. This pattern’s 

performance is very effective, and 

it is implemented in many low-

level applications. The ring buffer 

is a circular queue data structure, 

and it has a first-in-first-out (FIFO) 

characteristic. It also has two indices, 

indicating from where your process 

can read, and from where it can write. 

So, no collisions will be in place, 

which will be translated in no need 

to synchronization, and that’s why 

this data structure is also known as 

“lock-free”, allowing to achieve much 

better performance than the others 

described. One big adopter of this 

pattern is LMAX with its disruptor, 

which allows their matching engines 

to be one of the quickest in the 

market. Figure 10 overleaf is a diagram 

of their implementation using this 

pattern.

This kind of pattern is ideal for socket 

communications where serial data 

must be managed, so, in this case, 

is not suitable either for our trading 

architecture.

THE DESIGN PATTERN AND 
ARCHITECTURE WE PREFER
Busy/Wait or spinning: this is not 

categorized as a pattern, actually, it 

is considered the “anti-pattern” and 

usually is not recommended, because 

it could take huge amount of CPU 

time, blocking other processes to be 

processed. Which, in our specific case, 

is what we really want: full attention 

from the CPU with no interruptions. 

We only care about latency, and this 

pattern is perfect for this. The process 

running in this pattern will be in a 

tight loop waiting for something, and 

that loop will consume 100% of CPU 

cycles, avoiding context switching and 

cache misses, which are very expensive 

in terms of time.  In our case, this 

process is going to be reading 

market data, from the limit order 

book module, and if it meets certain 

strategy criteria, it will send specific 

orders to execute that trade. This is 

by far the fastest way to get the data 

available from other modules. Figure 

11 is a basic code snippet on how it 

works.

But, not everything is as good as 

it seems. The busy/wait processes 

are very hard to design and are too 

dangerous for the overall performance 

since it could take the entire CPU 

power, bringing down the entire 

system’s performance. The key part to 

using this pattern in our systems is to 

set a thread affinity to a specific CPU 

core: we need to pin the process. That 

means, that we will say to our system 

to run this busy/wait process in only 

one CPU core (could be core 1, 2, 3, 

etc.). And we will be able to “pin” as 

many processes as CPU cores we have. 

If we don’t do this, and because of 

how the thread scheduler works, it will 

use the entire CPU power and mess 

with our main purpose. 

Using this type of method, threading 

model, I/O model and memory 

management should be properly 

designed, to collaborate with each 

other and to achieve the best overall 

performance. This goes against the 

OOP concept of loose coupling, 

but it’s necessary to gain the most 

desired thing: low latency.

Of course, you still need to take 

care of synchronization methods 

(locks) where they are needed, that 

will keep the entire system secure 

from having corrupted data. Our 

approach to this is to design the 

data structures in a way that will 

need to have the lowest amount of 

synchronization. Conclusion, the 

designing part is the most sensitive 

thing in our system and using this 

technique will give you the best 

latency between your data structures 

and its processes.

POSITION AND RISK 
MANAGEMENT
All orders sent by the strategy should 

be consolidated in positions, so the 

system can keep track of the open/

close orders and most important, 

how your exposure to the market is. 

Ideally, the strategy should keep a flat 

exposure, but in certain strategies, 

like market making, you may allow 

having controlled exposures (if holding 

inventory). 

From having stop loss per position or 

for the overall exposure to portfolio 

management, the risk module it is an 

important piece that will interact with 

your strategy and will be monitoring 

in real-time all open positions and the 

overall exposure to the market.

The following are some popular risk 

management rules:

• Hedging and Credit monitoring

• Position limit: Control the upper 

limit of the position of a specified 

instrument, or the sum of all 

positions of instruments for a 

specified product.
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• Single-order limit: Control the upper 

limit of the volume of single order. 

Sometimes, control the lower limit 

of the volume of single order, which 

means that the quantity of your 

order must be a multiple of it.

• Money control: Control the margin 

of all positions not to exceed the 

balance of the account.

• Illegal price detection: Ensure the 

price is within a reasonable range, 

such as not exceed price limit, or not 

too far from the current price.

• Self-trading detection: Ensure the 

orders from different strategies will 

not cause any possibility of trade 

between them.

• Order cancellation rate: Calculate 

the order cancellation situation 

and ensure it does not exceed the 

limitation of exchange.

Also, within this module, you may 

want to analyze different allocations 

on strategies or trades. There have 

been many studies proving that having 

an allocation strategy could lead you 

to lower volatility in your returns and 

great insurance if things go wrong.

MONITORING SYSTEMS
Since we are building a fully automated 

system that must be able to open and 

close position within microseconds, 

we must ensure the availability of 

proper monitoring systems to control 

the operation, triggering alarms in 

situations where needs to be escalated. 

Imagine what would happen if a 

human realized that some strategy 

is not doing what it should, or if any 

venue is not providing prices as it 

should. When you realize this, you must 

stop the system, but unrecoverable 

losses may already be made.

How many minutes will it take for 

a human person to shut the system 

down? 5 minutes? 1 minute? You can 

have more than thousands of wrong 

opened orders within that time frame. 

Scary! That’s why any HFT operation 

needs to put monitoring systems 

in place, and to check some of the 

following:

• Overall PnL: if there is, let’s say, a 

flash crash, the system must be able 

to close all open positions and shut 

it down itself.

• Connectivity between venues: 

making sure that no one has 

been disconnected, activating 

reconnection systems in place.

• Monitoring latencies: let’s say some 

network switches start to fail, and 

you start to receive data with some 

delays. You will never realize that 

until you start to analyze some 

logs. We need to monitor latencies 

between venues, to ensure data 

delivery and alert us in the case of 

any issue.

CONCLUSIONS
The FX market has seen an 

exponential growth with High 

frequency trading players, and it is 

not a surprise. Because of its nature, 

the forex market is almost perfect to 

run HFT strategies and able to profit 

from small discrepancies in the highly 

fragmented FX market. Also, this 

allows researchers to have a huge 

playground for their new ideas. So, the 

future is still bright. 

Always keep in mind that when it 

comes to building low latency trading 

systems, it takes a great deal of work 

and expertise. Make sure you can get 

around with the best professionals to 

achieve this. Otherwise, chances are 

that your system won’t perform as 

good as others. It is very important 

that you can create a seamless 

development process, with the ability 

to adjust as you go, with very close 

performance monitoring.  One of the 

first and most important steps is to 

choose the right hardware and how 

to efficiently use these resources with 

software techniques. Also, as with any 

high-performance system, scalability is 

also essential, so make sure that you 

can plan for that as well. 

Running an HFT business entails a 

number of risks, but no more than 

you could expect from any other 

business. With the right approach and 

expertise, you can avoid many of the 

troubles most face. So, make sure you 

follow the best practices and have the 

required expertise to create a powerful 

low latency trading system that can 

compete with all the players on the 

forex market!
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Speed: What are the common 

problems brokers encounter in 

trading technology?

The common broker’s problems are 

being either too slow or too fast. To be 

too slow means that the quotes are 

outdated, which leads to rejections, 

slippage, client complaints, or worse 

to latency arbitrage. To be too fast 

means that the client’s systems or 

network could suffer congestion from 

a tremendous number of ticks. It 

also leads to an outage in the client’s 

software or, at least, a slowdown. 

In both cases, brokers need a good 

trading platform that helps them work 

with these complexities.

What are the next steps in smart 

routing of orders?

Most smart order routers I have 

dealt with are not that smart. They 

usually offer some order slicing 

algorithm, full amount execution, or 

a combination of the two. They rarely 

go beyond manual configuration of 

the LP’s priority. Most brokers hardly 

ever need anything substantially 

more advanced, considering their 

current monthly volumes and their 

level of trust in technology. I believe 

the next wave of smart order routing 

will score the LPs and note their 

performance in a correlation with 

volatility, client order characteristics, 

and other market conditions, 

including some external data from 

various sources. This data would be 

used to dynamically prioritize LPs 

while planning the execution in real-

time. That’s a much more advanced 

approach than simply looking at a 

price and its timestamp.

Can brokers start using external 

data to improve efficient routing, 

such as economic news?

Unpopular opinion: for now, 

this would be a premature and 

expensive optimization that won’t 

give brokers as much added value 

as futurists would say. LP’s feeds are 

configured based on a relationship 

that defines the spread, hold time, 

rejection policies, risk tolerance, 

and so on. External data, such as 

economic news, will hardly help on a 

microstructure level, as all LPs would 

have incorporated this data into their 

pricing already. However, brokers can 

use the enriched feeds and external 

data to actively manage risk or trade 

on their own accounts.

Colocation in Equinix: Is it important 

for retail brokers? What other 

advantages does Equinix bring?

It boils down to avoiding network 

issues, such as re-transmissions, 

related to receiving market data and 

achieving ultra-low latency execution 

speed. Equinix is a great provider, and 

having your counterparties directly 

connected is a good foundation for a 

high-quality trading setup. Is it worth 

the price tag? That depends on your 

risk management protocol, as well 

as the marketing message you’re 

portraying. Some knowledgeable 

clients believe that hosting in Equinix 

is the quality mark for a broker.

Are in house built trading platforms 

generally less reliable?

Generally, yes, they are less reliable. 

Brokers cannot always afford top 

notch engineers since many prefer 

working for software companies. Few 

brokers can maintain best practices 

in engineering, a standard expected 

from a technology vendor. So yes, it is 

often the case that the software, even 

trading software, built by a brokerage 

firm in-house is less reliable.

On the other hand, in-house 

platforms have their benefits. For 

example, there is no vendor lock-in or 

risk of a vendor going out of business. 

Brokers can also develop proprietary 

features without revealing sensitive 

business details to the vendor. If 

done right, business and IT work in 

tandem, so the feedback loop is more 

efficient, and you have less room for 

misunderstanding.

What kind of team is required to 

maintain a good trading platform?

To develop and maintain a trading 

platform in-house, you’ll need a 

number of roles: product owners, 

business analysts, designers, developers, 

testers, DevOps engineers, database 

administrators, network engineers, 

security specialists, site reliability 

engineers, and technical support 

specialists. At some stages, these roles 

can be combined, but during active 

platform development or during its 

growth phase, there is a pile of work for 

everyone. At Devexperts, we believe in 

a hybrid model and suggest developing 

a custom platform with a professional 

trading platform provider. This way 

brokers receive bespoke customization 

for their needs while relying on a 

reputable software firm, without having 

a constant headache because of the 

engineering staff turnover.

Ten questions frequently 
asked by FX brokers
By Evgeny Sorokin, SVP at Devexperts

Evgeny Sorokin
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How has trading software evolved in 

the last 5 years?

Trading platforms used to be mostly 

aimed at professional traders, 

displaying high-density data and often 

sacrificing readability. The trend of the 

last few years, however, was to make 

trading simpler and attract more hobby 

traders who can’t – or don’t care to – 

comprehend all the data. This is what 

caused the shift driven by Robinhood 

and its followers: simplistic low-dense 

interfaces with one-click actions for 

simple operations. The expansion of 

banking apps into the brokerage field 

supports the same interface ideas.

Ironically, once the audience grows up 

as traders, they start to seek higher 

density, speed, and advanced features 

that were not the first priority for these 

apps. Sometimes, we see that such 

users migrate from Robinhood-a-likes 

to more sophisticated trading terminals. 

Obviously, such an imbalance forces 

simplistic apps to try and squeeze 

all-you-can-eat features and data 

while keeping the basic operations 

simple. Professional-grade software 

converges to this from the opposite 

side by building a facade hiding the 

complexities for first-time users.

Overall, not much has changed: 

no groundbreaking changes in 

the widgets, instead, there is a 

fundamental shift towards simplicity 

and visual attractiveness and adaptation 

to mobile devices.

What is the most important aspect of a 

trading platform in terms of usability?

While there is no single most important 

usability aspect, I would nominate 

efficiency. Efficiency is once users have 

learned the interface, how quickly they 

can perform tasks. Can your trading 

terminal be characterized as an instant 

utility? How many operations does a 

trader need to follow basic scenarios? 

There are many more paths apart from 

the well-known single-click trading use 

case. Is the response time acceptable? It 

is annoying to wait for the result of an 

interim operation, such as search. And, 

of course, other aspects matter, too: 

reliability, speed, quality of execution, 

up-to-date quotes etc.

Is it hard to find people skilled in bots, 

AI, and UX/UI these days?

Big tech companies invest a lot into the 

democratization of machine learning 

tools and knowledge centers: there are 

plenty of open-sourced and commercial 

products, well-written documentation, 

tons of courses on Coursera, and the 

likes. It is getting easier to get started 

with Machine Learning when you have 

TensorFlow, PyTorch, Kaggle, and other 

frameworks and libraries at your services.

Don’t get me wrong: it is getting 

easier but, it is still pretty hard. 

Currently, there is an oversupply of 

junior AI specialists with incomplete 

industry experience. That leads to 

a buzz of how AI will conquer the 

world, take everybody’s jobs, and 

solve the market. This produces a 

large number of AI projects, with 

many targeted at algo trading. 

However, I believe this is not where 

brokers will see the first AI harvest. 

There will be other applications, 

such as support automation, paid 

traffic optimization, CRM insights, 

auto-generated market outlook’s 

production, more mature robo-

advisors etc.

How can chatbots help brokers with 

automation?

Although financial firms widely adopt 

automation for their business needs, 

I still see room for improvement. The 

current trend is the increased use of 

virtual AI assistants that understand 

voice and text commands in natural 

language. They reduce load on a 

company’s help desk and provide 

more personalized experience to 

users. Banks lead the field here. But 

chatbots’ capabilities stretch much 

further. For example, Oleg, a virtual 

assistant of the Tinkoff bank, can 

send a news digest on request, set 

spending limits for several purchase 

categories, alert users when they 

breach them, etc.

Yet again, chatbots can provide more 

opportunities: Devexa, Devexperts AI 

for brokers can guide traders through 

the onboarding process, engage them, 

and make them more loyal to a broker. 

Devexa stimulates newcomers to finish 

the KYC questionnaire and assist 

existing clients with tailored market 

analysis. This is where brokers can step 

up and gain a competitive advantage 

by implementing a virtual assistant.

Ten questions frequently asked by FX brokers

Devexa is an AI-powered virtual assistant, which helps brokerages in onboarding and serving traders
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MAM/ PAMM Bonus Automation Dynamic Margin CRMIB/ Affiliate

Capital Allocation %
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