








IS BACK IN BUSINESS

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 20089 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
liguidity 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




LEADING INVESTMENT AND

SECURITIES

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, | 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

Jake Kim

Derivatives Team Senior
Manager 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
commaodities, however, due to FX now being readily
available to retail users, the trading on the futures
market has increased by almost 70%.

What areyour 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.




FIX UPDATE

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
guestion — 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.

...POINTS OF VIEW

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 Vvisit
www.fixprotocol.org

Stuart Adams
FPL EMEA Regional Director

“Is latency still a challenge for FX Trading?”

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



