
What has been the driving force
behind the rising use of transaction
cost analysis (TCA) in FX?
There are a number of factors. One is certainly
the scandals that hit the FX market. Another is
the electronification of foreign exchange
trading, which makes transparency tools more
affordable. A third factor is regulation, which
might be the strongest influence at this time. 

A significant portion of the investing community did not realise that 
FX transaction costs were expensive if you didn’t pay attention to them.
With legislation such as MiFID II, regulators are making institutional
investors care about their FX transaction costs. The low-yield
environment is also concentrating institutional investors’ minds as
alpha preservation tools are employed to maximise returns. These are
a few of the major factors driving interest in transaction cost analysis.
It is a natural progression, and is following the pattern of the birth and
growth of the equity TCA business 20 years ago.

How difficult is it to create a benchmark for the FX market?
The difficulty lies in having a comprehensive database since FX is a
fragmented, over-the-counter market. This situation makes creating an
FX TCA database in which to start your analysis a complex task. Several
firms have been successful at it, however.

At 360T, we are creating a data warehouse that will have more
inputs than any other platform. Once you have an extensive and
comprehensive database, testing the data and culling the bad data is
paramount. Once that is accomplished, it is relatively simple to create
judicious benchmarks that can appropriately measure execution and
implementation costs.

How can TCA improve an investor’s performance?
There are two elements to FX TCA: post-trade and pre-trade, and they
are equally important. Post-trade TCA can be viewed as strategy and
pre-trade TCA as tactics.

For post-trade TCA investors need a statistically significant 
amount of trade data to look at their average cost of doing business. 
This analysis can tell them the relative cost between counterparties,
currencies and which trade size, just to name three inputs. They could
also analyse spreads and volatility, which leads to what time of day
they should execute their FX. It is a valuable process for firms that have
enough trade flow, enabling them to improve their processes and

shave basis points off their operating costs. Every dollar that they save
is a dollar that can be re-invested and improve the performance of
their portfolio. 

Pre-trade analysis involves reacting to market conditions, deciding
which tactic is appropriate at the point of execution. For that firms
need a different platform than for post-trade analysis, ideally one on
which they are trading.

A pre-trade TCA tool enables investors to look at the market at 
a moment in time and evaluate liquidity, momentum, volatility and
spreads. To get a good feel for that, investors need to have a
normalised view of market conditions over the last six months. Once
they have the view of what is average for any size trade at any point in
the day, versus what they are seeing in real time, they have the
information they need for their first trade decision. Should they be
aggressive, and hit a price in the market, or passive, and work an order
in the market in hopes of lowering their all-in cost?

How can investors improve that trade execution?
Portfolio managers and traders need to evaluate the entire trading
process in order to lower costs. Several questions need to be asked
and analysed. For any given trade, you would want to trade in the best
liquidity environment with the right liquidity provider using the 
best available trading tool. Certain trades should be auto-executed,
others with RFQ and others with algos. Voice-trading will continue to
slip out of favour, but if that method is used, then it should be
measured for effectiveness. Other departments than trading should
analyse trading in order to monitor progress, provide oversight and
offer insights into the process.

An obvious way to improve on trade execution is to use algos.
Trading with algorithms takes the human element and emotion out of
the equation, which has lowered costs for my clients. Some would
argue that human judgement is better, or anonymity is required, or
liquidity is too low for algo use, necessitating a voice trade. There are
times for operational control to revert back to the trader, but if If all my
clients were using algorithms for execution I believe that the greater
percentage would be outperforming their old execution style.

In summary, I would say to investors that have currency exposure:
please look at pre-trade TCA analytics on your screen and use a post-
trade TCA analytical tool to fully evaluate your trading and ensure the
best possible FX execution.
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Trade smarter with FX TCA
Jim Cochrane, Head of Institutional Investor Sales for the Americas at 360T, tells FX-MM why 
FX transaction cost analysis is a must for the buy-side and how it can drive down trading costs.
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For further information: www.360t.com

fx916 360T EV_Layout 1  01/11/2016  15:10  Page 1



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 15%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Coated FOGRA39 \050ISO 12647-2:2004\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments false
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages true
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth 8
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks true
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        8.503940
        8.503940
        8.503940
        8.503940
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (Coated FOGRA39 \(ISO 12647-2:2004\))
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.284 858.898]
>> setpagedevice


