






Dynamic growth for electronic 
FX trading 

Welcome to the latest issue of Xchange. This edition 

plays close attention to the rapidly growing Foreign 

Exchange (FX) market, and what this means for the 

global financial industry. 

Shayla Walmsley, freelance journalist and contributing 

writer for The Trade explores the evolution of FX 

trading and how this expanding trading phenomenon 

has affected the global market place. I catch up 

with Jake Kim, Derivatives Team Senior Manager at 

Korea’s Leading Investment and Securities to find out 

what impact FX Trading has had on the development 

of the growing Asian financial industry.

The Points of View series continues with Paul Reidy, 

Managing Director from HotSpotFX offering his 

thoughts on whether latency is still proving a challenge 

for FX trading. 

In the latest update from the FIX Protocol Organization, 

Stuart Adams, FPL EMEA Regional Director considers 

the results of the recent Oxera study into the use  

of FIX. 

If you have any comments on any of the issues raised 

in this edition of Xchange, or if there is anything you 

would like to see in a future issue, please get in touch 

using the contact details on the back page. 

Alan Schwartz
President, Financial Services Division
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As FX volumes return to pre-crisis levels, 
FX traders are back in business – and in a 
hurry. Almost by definition, volatility makes 
equity markets bearish and FX markets 
bullish. So it’s no surprise that FX should 
emerge from recent market turbulence with 
fewer traders but more trades. 

Following a substantial decrease in trading volumes 
at the beginning of 2009 when the global FX market 
dropped below US$3 trillion in average daily volumes, 
research firm Celent forecasts that the market  
will exceed US$4 trillion in average daily turnover  
in 2010.

Yet this highly liquid, dealer driven and fragmented 
market has seen the disappearance of some of its most 
active participants, with some FX institutions merging 
and some hedge funds pulling back or being liquidated. In 
other words, as Jonathan Butterfield, communications 
director of FX settlement bank CLS, points out, “the 
number of participants actively trading has dipped 
– but in spot, swaps and forwards, we have seen an 
increase in volumes, and a more modest growth in total  
value traded”.

Butterfield distinguishes between FX volumes and 
transaction value. “From an operational perspective, 
with automated trading you can go from a normal 
day to three times normal levels in an hour,” he says, 
pointing to the newly lower CLS aggregation service, 
which comprises volume surges of low value trades to  
ease operational processing. “There may be a 
philosophical argument about whether high-frequency 
trading is ‘good’ or ‘bad’, but this segment has grown 
and needs to be accommodated.” 

What isn’t obvious from these volumes is a two part 
trend: on the one hand, the increased role of buy-side 
investors and, on the other, the use of more advanced 
trading technologies and strategies. 

FX e-trading came a little after fixed income and equity 
e-trading but took off quickly between 2004 and 2006. 
“For many people, FX has become another asset class,” 
says Bob Giffords, an independent banking and technology 
analyst. “As a result of the credit crunch there has been 
a much tighter focus on all areas of alpha.” 

Founded in 2000, Leading Investment and Securities (Leading) provides  
domestic and overseas equities, overseas futures and FX margin trading services 
to Korean and overseas markets. Alan Schwartz catches up with Jake Kim, 
Derivatives Team Senior Manager at Leading, to discuss his view on the recent 
growth of FX Trading. 

How has the growth of FX Trading in recent 
years affected the Asian marketplace? 

Historically, futures firms throughout Korea  
only dealt with FX margin trading. Since 2005,  
the growth of trading foreign exchange in Korea  
has increased tremendously. The implementation  
of the Capital Market Law has seen over 15 
securities firm enter the FX market. This now 
accounts for over 70% of all securities firms in 
Korea, which has led to a significant increase in 
the number of accounts opening up, enhancing  
the opportunity for the market to expand further. 

The FX margin trading has not only attracted  
single trading methods but allows various ways  
of combining these methods for financial 
organizations. Recent regulations set by the  
Korean government have strengthened the  
ability for FX margin trading, but this has, however, 
decreased market volume. With continuous 
investment opportunities throughout the Asian 
marketplace, I believe the market will begin to  
grow again. 

What role do you believe technology has 
played in the evolution of FX Trading?

The FX market is open 24 hours a day, all  
over the world and requires the need for high  
speed trading to ensure it keeps pace with the  
fast moving market. In the 1990s, offline orders 

were the traditional form of 
trading, however the Korean 
IT infrastructure has grown 
and developed over the  
years. The introduction of  
the Home Trading System 
(HTS), the most commonly 
used trading technique in 
Korea, allow investors to 
trade securely with a stable 
and secure system in place. 

Has the recent economic environment 
affected the trading of foreign exchange? 

Yes, the FX market reflects the world’s economic 
conditions like a mirror. Any news affecting market 
conditions fundamentally impacts the FX market. FX 
trading is an Over-The-Counter (OTC) market and 
can open itself up to being the first hit when trading 
in volatile market conditions. 

Traditionally FX Trading has only been available 
between banks, however the recent regulatory 
changes have enabled retail customers to trade 
in foreign exchange. Prior to 2009, financial 
organizations were trading in overseas futures and 
commodities, however, due to FX now being readily 
available to retail users, the trading on the futures 
market has increased by almost 70%. 

What are your predictions for the development 
of foreign exchange trading in Asia and how 
will this affect the industry? 

The popularity of FX trading originated in Japan and 
was quickly adopted by Korea. It is anticipated that 
it will only be a matter of time before FX evolves into 
China. At the moment, many Futures Commissioned 
Merchants (FCMs) are now entering the Chinese 
markets, but growth in China will still prove to be 
difficult for some time to come.  

How do you think FX will evolve in the future? 

As the leading market in Asia, Japan has now 
begun listing FX products over the exchanges, 
rather than on the OTC markets. This offers a more 
stable platform for trading FX products. Korea is  
currently running on a single exchange system, 
however, the Korean government is preparing  to 
implement multiple exchange systems, enabling 
FX products to be listed on various exchanges 
which will further enhance Korea’s ability to trade  
FX efficiently. 

Apart from its size, what characterises the FX market is 
its volatility, leveraged by the carry trades, and the return 
of volatility to currency markets has widened trading 
spreads – and increased margins. There is little concern 
that the 2009 dip in FX volumes will be repeated – even if, 
as seems likely, we can expect more volatility. 

“In the last couple of years we’ve seen 
it getting better and worse, calmer 
and more chaotic, and my guess 
is there will be more swings and 

roundabouts,” says Giffords.

“When anything else moves, FX moves with it. Look at the 
sovereign risks in Greece and other euro countries. Those 
debates are spilling over into FX.” 

This event sensitivity may benefit the less automated  
dealer-to-client segment more than the more technologically 
sophisticated but smaller (at about 35%) interdealer  
market. Up to now, interdealer transactions have  
dominated FX e-trading, with 70% of their volumes e-traded 
compared with 50% of the dealer-to-client market. 

Yet a high level of FX automation may be pointing towards 
a shift. Giffords points to the sensitivity of FX to newsfeeds, 
and to a few investors realizing they could beat the big 
dealers by reacting more quickly. Outpaced, sell-side 
traders then linked in to news to eliminate the arbitrage. 

“The reality is that both good or bad news will quickly affect 
FX, so it’s an ideal target for technology,” says Giffords. 

These attempts to steal a march on the dealers point to a 
forecast from Axel Pierron, senior vice president at Celent, 
of the withering away of the interdealer market – though 
perhaps not any time soon. “The technology will empower 
the buy-side because it will make them less reliant on the 
sell-side,” he says. 

“This is not the gentleman’s  
club it used to be.”

With a clear shift towards dealer-to-client, there’s enough 
liquidity for it to become less important to create a specific 
market for dealers. “We’re seeing a time when the large 
multi-user platforms will be able to compete with the 
interdealer market,” he says. 

Meanwhile, banks, fearing disintermediation, point to 
concerns about counterparty risk in anonymous trading 
and the end client transparency they offer. “FX is well 
positioned but you must understand the banks make money 
out of it,” says Directional Trading director Emmanuel Acar. 
“There will be resistance.” 

In the meantime, as hedge funds edge back into the  
FX market, and both sell-side and buy-side are gearing  
up to increase their participation to gain exposure to 
specific regions and currencies, that leaves pension funds 
and other large institutional investors still ambivalent  
about entry.
 
“Volumes are up. That trend will continue but it is not yet 
big enough to attract pension 
funds and hedge funds and the 
larger institutional investors,” 
says Acar. “The liquidity is not yet 
there. That will take time.” 

Shayla Walmsley 
Freelance journalist and contributing  
writer for The Trade

Jake Kim
Derivatives Team Senior 
Manager 
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Originally developed to facilitate buy to sell-side communication within the equity trading space, 
the size of the markets that benefit from the FIX Protocol have ballooned over recent years. 
These now include the US, European and Asia Pacific equity markets, which in 2008 reported 
an annual turnover of more than $113 trillion, in addition to the global derivative, fixed income 
and foreign exchange markets.

Keen to also explore the advantages FIX offers, trading 
venues globally are also starting to take note and, in 
many cases, implement the protocol. Begging the 
question – why FIX? 

As a recent study produced by Oxera, one of 
Europe’s leading independent economic consultancies 
explains, the answer lies in the fact that FIX offers a 
standardized and industry-wide solution. By using FIX, 
firms can diminish the time and complexity involved 
in connecting to multiple trading partners across 
different geographies, as once a firm has made an 
initial investment in implementing FIX they can then 
leverage this investment across additional partners. 
The offering of standardized connectivity solutions 
such as FIX, significantly helped the US ATS market to 
expand, due to low broker connectivity costs, a pattern 
now being witnessed as new trading venues continue 
to emerge in post-MiFID Europe.

Also, by integrating internal processes and external 
operations, and reducing manual error rates, FIX 
enables firms to benefit from increased efficiencies 
and reduced operational risk. These factors in turn can 
generate greater levels of competition and innovation, 
as switching costs are reduced and suppliers now 
need to provide improved service levels and more 
economical alternatives to remain competitive. 

‘The Benefits of the FIX Protocol’ 
study offers a detailed insight into 
the many benefits that FIX offers 
to the trading community and 
its future potential. To download 
your free copy please visit  
www.fixprotocol.org
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•	 Indian Financial Services firm Motilal Oswal Securities is 

strengthening its appeal to global buy-side organizations after 

signing a deal with TNS. By connecting to TNS’ Secure Trading 

Extranet, Motilal Oswal Securities (MOSL), a sell-side broker, will 

benefit from having dedicated and secure connectivity to the 

international buy-side community. 

•	 KOSCOM, a leading IT services provider, has connected to TNS’ 

Secure Trading Extranet. This connection will help KOSCOM to 

enhance its connectivity and support its international growth 

objectives. KOSCOM provides a range of services, including the 

distribution of real-time market data. Under the terms of the 

agreement, TNS will provide low latency, secure, highly reliable 

and cost effective connectivity services to support KOSCOM  

and its clients.

•	 Global trading firms can now access ELX Futures, L.P. via TNS’ 

Secure Trading Extranet, after a connection to the new fully 

regulated electronics futures exchange was established. As a 

certified connectivity partner, TNS will provide fast, secure and 

reliable connectivity services between ELX and organizations 

trading on the exchange. In addition to FIX trading, TNS’ Secure 

Trading Extranet will also enable participants to trade using 

ELX’s proprietary interface.

•	 Asia’s much anticipated and newest exchange, the Hong Kong 

Mercantile Exchange (HKMEx) has selected TNS to provide 

secure, resilient and low latency connectivity services to its 

clients. TNS’ Secure Trading Extranet will support order flow 

and market data between HKMEx and its market participants 

around the world and will assist the Exchange as it expands 

commodities trading in Asia.

•	 DotEx International, a 100% subsidiary of the National Stock 

Exchange of India (NSE) has appointed TNS to provide market 

data information via TNS’ fully-managed Secure Trading Extranet. 

This new end point boosts the number of financial markets and 

exchanges connected to TNS’ community of interest, which 

spans the Americas, Europe and the Asia Pacific region. 

Connecting to TNS’ Secure Trading Extranet will allow DotEx to 

develop new relationships within India and outside its borders.
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13th May
Asia Pacific Trading Summit

Hong Kong
Contact: +852 8203 6093

www.fix-events.com 

19 May
Best Execution Europe

London
Contact: +44 207 484 9850
www.bestexecution-event.com 

27 May
FIX Global Face2Face Electronic Global 

Forum
Kuala Lumpur 

Contact: +852 8203 6091
www.plus-concepts.com/f2f2010

9 – 11 June
Private Equity World

Miami
Contact: +1 212 379 6322

www.terrapinn.com

10 June 
Financial Information Summit 

Paris
Contact: +1 212 457 9400

www.financialinformationsummit.com 

22-24 June
SIFMA Financial Services Technology Expo

New York 
Contact: +1 212 586 7000

www.sifma.org 

2 September
FIX Global Face2Face Electronic Global 

Forum
Shanghai 

Contact: +852 8203 6091
www.plus-concepts.com/f2f2010

Over the last 2 years HotspotFX has invested heavily 
in meeting the requirements of the high frequency low 
latency trading community. Today we have a platform 
and marketplace that meets the need of all customers, 
including latency sensitive customers.

Traditionally the FX marketplaces did not offer event 
based feeds like those commonly available from the 
Equity and Futures exchanges. In January 2008 
Hotspot introduced HotspotFX ITCH, one of the first 
streaming event based feeds for FX market data. All 
latency sensitive customers are now users of this 
feed. In addition we are seeing interest from banks 
that traditionally are not high frequency, but want to 
add this feed to their market data sources.

HotspotFX continues to invest in ensuring that it 
continues to offer superior low latency throughput 
as the liquidity in its marketplace grows. As of 
February 2010 Hotspot processes in excess of 50 
million orders/day, with a peak order flow rate of 
6,000 orders per second across all currency pairs. 
Order ACK times, as measured by customers at the 
HotspotFX co location facility, are consistently at or 
under 4 milliseconds, with order cancels at or under 
2 milliseconds.

Paul Reidy  
Managing Director at HotspotFX

Stuart Adams 
FPL EMEA Regional Director

“Is latency still a challenge for FX Trading?”


