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Matt O’Hara, CEO of 360T Americas,
details the major trends shaping FX Spot
trading and makes the case that there’s still
room for technological innovation in this
marketplace.
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pot FX volumes have increased conse-

cutively in the last three Bank for Inter-

national Settlements (BIS) Triennial

OTC FX Surveys, rising by 27.3% since
2016. Despite this, the daily notional value of FX
Spot traded globally, $21 trillion, is only marginally
higher thanin 2013.

Moreover, while the last BIS survey revealed that
FX Swaps volumes grew by 18.7% and Forwards
volumes (outright and NDF) by 16.3% between
2016 and 2019, Spot volumes increased by just 6%
over the same period of time.

One simple explanation for this discrepancy is that
technological advancements have always been a
major driver of FX volume growth, and Spot FX is
a much more mature marketplace in this respect.
After all, the majority of Spot FX trades electroni-
cally across a wide array of venues, market data is
easy to access, execution algorithms are common-
place and we increasingly see firms automating the
trading process for some of their flows.

But it would be a mistake to assume that there ha-
ven't been technological improvements in this mar-
ketplace, or that there aren’t further ones to be had.
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And in the Americas we have a front row seat to
these changes — despite the headline figures, the
last BIS survey showed that Spot FX trading increa-
sed by 48%, or $236bn, in the US. This means that
a third of all Spot trading globally now occurs here,
up from a quarterin the 2019 survey.

BUILDING A BETTER MARKET

One change that we've observed is that this mar-
ketplace still continues to become faster and, per-
haps more importantly, increasingly deterministic.
The introduction of 360T’s HyperSonic technology
helps to support this trend, supporting more effi-
cient price creation and creating more market data
that can be used to improve trading outcomes.

Crucially, the FX industry has also become better at
measuring and validating the performance of these
trading platforms, analysing not just speed but also
median round trip times.

Another trend has been a growing focus on passive
orders and firm liquidity. From a platform perspec-
tive, the more passive orders are left in the market,
the higher that platform’s allocation will be in smart
order routers (SOR), meaning that more orders will
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get filled, leading to more passive orders, and so on,
creating a virtuous circle.

Since the Global Foreign Exchange Committee
(GFXC) clarified that under the principles con-
tained within the Global FX Code of Conduct
no additional hold times should be applied to last
look checks for Spot FX trading we've observed
an increase in firm liquidity. This has in-turn led to
higher acceptance rates and more unique liquidity
because, by definition, if the price being shown is
firm then it can't be spread across many different
venues.

I'm proud to say that 360T has been anindustry lea-
der on this front. In October 2022 we announced
that only signatories to the latest version of the FX
Global Code of Conduct or market makers offering
firm liquidity are able to make prices anonymously
on our ECN, 360TGTX. This applies across ano-
nymous Spot and NDF trading, for both full amount
and sweepable liquidity.

We have now had time to quantitatively and qualita-
tively analyse the impact of the Code on 360TGTX
and have found that it has caused faster round-trip
times, less rejected trades, less information leaka-
ge and a better understanding of what constitutes
“good” liquidity and trading behaviour.

SAVVY TRADING

Linked to this trend is the fragmentation of liqui-
dity. Although industry observers have long been
predicting that Spot FX liquidity pools will con-
solidate, and not without reason, the facts on
the ground suggest that actually this marketplace
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is continuing to fragment further.

Data from the BIS shows that trading volumes con-
tinue to shift away from what have historically been
considered primary trading venues for Spot FX and
towards a growing list of secondary ECNSs.

The trend towards firm liquidity could be accelera-
ting this, as firms can aggregate pricing from many
different venues with confidence that they can ac-
tually hit the liquidity there. Or to put it another way,
inaworld where liquidity isn’t firm they are aggrega-
ting information, in a world where it is firm they are

J)

the addition
technology
tools, human decisions and

aggregating liquidity.

Even with
of advanced

human relationships remain
crucial.
A final thread that runs through all of these chan-

ges is that the people trading Spot FX have beco-
me a lot more savvy, especially when it comes to
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where and how they allocate orders. The availabili-
ty of market data and analytics tools have enabled
traders to build a much more sophisticated view of
the value associated with different pools of liquidity
at different times and in varying market conditions.

An important point to add here is that even with
the addition of advanced technology tools, human
decisions and human relationships remain crucial.
Yes, trades might be routed and executed syste-
matically, but behind that is a human quant who is
examining key performance indicators (KPIs) and
refining the technology based on these.

That's why at 360T we emphasise developing
deep relationships with the quants who build the
SORs, so that we can understand the KPIs they're
focused on and optimise the liquidity they're
seeing accordingly.

UNIQUE LIQUIDITY

Looking ahead, we see more changes emerging
that will ultimately improve the Spot FX market eco-
system further.

One is the opportunity for a wider range of regional
liquidity providers, with local currency expertise,
to become more active on ECNs. Because both
360TGTX and our disclosed trading platform utili-
se the same HyperSonic technology it is possible
to bring additional liquidity from these regional ex-
perts onto the ECN, leveraging our existing con-
nectivity to them.

Considering that 360T is connected to over 240
liquidity providers and 2,600 buy-side firms across
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more than 75 different countries, there is huge po-
tential to build and expand on the unique liquidity
already offered on 360TGTX.

Another development that we expect to see is
the distribution of streaming Spot FX liquidity
across a broader range of execution channels. A
good example of this is that we see demand from
users of 360T's Market Maker Cockpit (MMC)
and Execution Management System (EMS) to
access ECN liquidity.

This could be particularly interesting because the
360T EMS is currently used by many buy-side
firms who are not currently accessing any ECN li-
quidity, broadening the universe of people in this
marketplace. And from 360T’s perspective this is
the logical next step — we've built the technology,
we've built the liquidity and so now it's about buil-
ding out distribution channels around this.

FX ALGO ADOPTION

We also expect to see changes in the way that FX
market participants use algos. While the adoption
of these tools continues to increase, data suggests
thatitis doing so unevenly. Research from Coalition
Greenwich shows that while FX algo usage has
continued to accelerate amongst Hedge Funds, it
has stalled over the past couple of years amongst
Fund Managers, Banks and Corporates.

This is somewhat surprising when you consider
that the drivers towards using execution algos —
fragmented liquidity pools, the need for increased
efficiency, a desire to reduce market impact, etc.
— have certainly not diminished (they have in fact,
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arguably gotten more urgent) over the past two
years.

While we are confident that the use case for FX
algos remains strong, and that they will increasing-
ly be deployed by all of clients types, the fact that
adoption has effectively flatlined across certain
segments suggests that there could be an oppor-
tunity for providers to offer the market something

new.

We believe that there is plenty of room for innova-
tion in this space and look forward to seeing what
the next evolution of FX algos will look like.
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Spot FX... is a good place
to look for trends that will
ultimately end up impacting
the entire marketplace.
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THE EDGE OF INNOVATION

What makes the Spot FX market sointeresting, and
in some ways grants it outsized importance, is that
it remains a testing ground for new tools and tech-
nologies which are often later exported to other FX
instruments.

FX Swaps, Outright Forwards, NDFs and Opti-
ons — all of these products are shifting towards
electronic execution channels and in each case,
to admittedly varying degrees, the technology
and processes developed for Spot trading are
being re-applied or adjusted.

Sonotonlyisitwrong to suggest that technological
innovation has been played out in Spot FX, but ac-
tually this is a good place to look for trends that will
ultimately end up impacting the entire marketplace.
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https://www.360t.com/wp-content/uploads/2022/02/FXM0222_360T.pdf
https://www.360t.com/wp-content/uploads/2024/02/Top-5-Takeaways-from-TradeTech-FX-USA-2024_Final.pdf
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