
Commerzbank has extended the max 
tenor range currently supported for FX 
forward algos from three months to six 
months, a move which it says is in line 
with client demand. According to the 
bank, this is a unique approach on how 
to manage and execute FX algos with a 
forward value date through executing 
the forward points in flight for each clip 
as the order fills. This significantly differs 
from applying the forward points to the 
parent order once the spot element is 
completed, which for passive strategies 
may be several hours after order 
placement. Commerzbank says it believes 
applying the points in real-time as the 
order works provides clients with a more 
accurate, fair and transparent overall 
execution. “We have received positive 
feedback from not only our corporate 
clients, but also the asset management 
community on how we manage forward 
algos,” says Nickolas Congdon, Head 
of eTrading Services at Commerzbank. 

“Showing clients in real-time the 
spot fill rate and forward points on 
each clip as the order works allows 
traders, treasurers and portfolio 
managers real-time transparency on 
their overall execution price. There are 
no surprises once the order is filled.” 

Bank of America is rebuilding all of its 
existing algos using a new common 
architecture for both FX and equities, 
in a move which it says will significantly 
boost the capabilities of the FX algo 
suite. According to the bank, the 
rebuild will result in the FX algo suite 
offering the range of functionality and 
customisation that is already available 
through its best-of-breed equity algos. 
“This is a big project and a significant 
investment in the FX algo business,” 
says Tan Phull, Head of Global FX 
Execution Trading Services at Bank of 
America. “The equity algos were built 
recently and are very much the latest 
and greatest. Rather than trying to build 
something separately in FX that does 

the same thing, we gain tremendous 
scale advantages by using the same 
algos across both asset classes, obviously 
catering for the microstructure nuances 
of each asset class separately.” The 
bank has already used this model to 
build its latest FX algo, Decipher, an 
implementation shortfall algo which is 
essentially the same IS algo used in its 
equities business, Phull explains. He adds: 
“We’ve been really pleased with how 
it works. And so we’re doing the same 
thing now across all the other FX algos. 
This in turn help us to make them even 
more customisable, to further improve 
the way that they access liquidity and 
overall, to significantly benefit our clients 
in achieving their execution outcomes.”
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You launched the DynamicX algo earlier this year. What was 
the motivation to build this strategy? 

The motivation was client demand, both specifically from our 
clients as well as the continuing trend of the liquidity seeker 
algos taking the biggest share of the algo volume. It is a 
strategy we have had in mind for a long time but we wanted 
to really make sure it had three elements: the customer need 
for it; the quant stamp from our side and the use of it by 
our own trading team before putting it out to the clients. We 
are very happy to finally be able to offer this strategy to our 
clients. 

How does the new strategy complement the existing suite 
of FX algos? 

The SEB algo suite is small on purpose. We really have all the 
basics a client using algos would need and we want to make 
sure each of those algos is great for that purpose. We did 
not have a liquidity seeker algo and also saw it as a critical 
development from our side so it fits nicely with our existing 

suite which is made of: Peg, TWAP and an Aggressive watch. 
The DynamicX is the fourth algo of our suite.

Do you have any plans in the near future to further develop 
the FX algo suite?

The closest concrete plan is to add an additional platform 
through which we will offer our algos. We offer our algos on 
Bloomberg and FXAll today and we also want to be able to 
offer them on FXConnect. We also want to offer a fixing algo 
and we plan to have that ready on some platforms at least 
by the end of this year. We are also constantly tweaking and 
improving our current algos.

In what ways do your analytics/TCA tools further help to 
support clients in achieving their execution aims?

Our post trade TCA gives the clients the necessary 
benchmarks to be able to judge the execution. We have 
also recently launched a pre-trade TCA that is not available 
to clients yet but that is available to our salesforce. The 
objective with that pre-trade tool is to be able to inform the 
client based on historical data and current market data, for 
example on what length would be the best for their chosen 
algos. 

This is critical for clients working in the scandies as the ideal 
execution speed is so much slower than in EUR/USD and can 
vary greatly depending on the time of the day. This is a tool 
that we are just starting to use and we are looking forward 
to being able to have a version for our clients in the future. 

Looking ahead, what will be the next step in the evolution 
of the FX algo market?

One of the trends will be consolidation. It is difficult to see 
how all the algo providers that exist today can continue to 
offer algos in general or to offer an extensive suite of algos. 
Clients have a few favourites and it is not efficient for them 
to jump between algos constantly. In the long run, this will 
mean that some algos will disappear and that some algo 
providers might choose to focus on other areas. The algos 
that will remain will keep using data and machine learning 
as tools to constantly improve all the relevant parameters like 
efficient search of liquidity and reducing and monitoring of 
market impact, for example.

SEB unveils DynamicX 
algo strategy
SEB has further enhanced its market leading suite of FX algos and analytics 
tools with the recent launch of its new liquidity seeker algo, DynamicX. Carolina 
Trujillo, Head of e-FX distribution at SEB, explains the unique features of the new 
strategy.

Carolina Trujillo
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Please tell us more about the thinking 
behind State Street’s ‘algo of algos’ 
and the key drivers behind the build? 

Our clients drive our innovation. 
Our ‘algo of algos’ solution, or 
Staged Order, is a direct response to 
clients who want to manage their 
larger FX algo orders actively and 
with more flexibility. This includes 
breaking down the parent order 
into multiple child orders, running 
various strategies and working 
multiple price levels dynamically. No 
matter how many child algo orders, 
multiple strategies, or live liquidity 
fills are used in the Staged Order, 
they will all flow back into the EMS 
as one algo ticket, with one average 
algo rate where parent level TCA is 
applied.

What are the key features and 
functionality of the solution? 

The Staged ‘parent’ algo order 
mimics how a client would submit 

a traditional single algo order from 
their EMS platform. Once the algo 
ticket is submitted the workflow 
and capabilities begin to diverge.  
Using our Single Dealer Platform, 
VectorFXTM through single-sign-on 
(SSO), clients can then split the parent 
order into multiple child algo orders 
to run at specific times, in parallel, 
or simultaneously. Clients can add, 
remove, amend or cancel any child 
algo orders at any time within the 
Staged order.   

Each child algo order acts like a single 
algo order with all the flexibility, 
transparency and control already 
available. Clients can pause, amend, 
access to real time TCA and engage 
live risk transfer pricing in critical 
moments. As the child algo orders are 
filled, the original parent order on the 
platform is also updating in real time 
displaying the aggregated fill amounts 
and average price of all the fills of the 
child algo orders. 

Clients can also pause/cancel all 
the child algo orders at once on the 
parent order level if the need arises. 
Upon completion, we will generate 
an enhanced TCA report which 
shows aggregate slippage against 
benchmarks for both the parent order 
and each child algo order.

What has been the client response so 
far?

Client feedback has been 
overwhelmingly positive since the 
Staged Order rollout. Initially, the 
Staged Order was only available 
through one EMS platform. But during 
our client interactions a common 
theme emerged - working orders 
on platforms is difficult due to the 

inflexibility of the EMS GUIs. We 
responded by expanding the Staged 
Order to nearly every platform in our 
eFX distribution network.  

You recently made additional 
enhancements following client 
feedback. What are the latest 
changes?

We have incorporated the ability to 
deal directly on our streaming risk 
transfer price within the Staged Order. 
This enhancement provides flexibility 
to use both algos and risk transfer 
pricing on the same Staged order. 
Another enhancement driven by 
client feedback was to add “linked” 
rules based orders. These orders are 
designed to auto start following the 
completion of a specified child algo 
order. 

If desired, the client can elect to 
move any unfilled notional of the 
previous order to the following order 
automatically. Previously clients had 
to attentively watch a running order 
and wait until completion before 
launching the next algo strategy. Now 
they can set up the rule within the 
Staged order and the system will take 
care of it.

What do you expect the coming year 
will hold for the FX algo suite? 

Our focus is always on enhancing 
our client experience and tailoring 
our algo offering to help with client 
execution needs. We continue to 
improve our algo performance by 
enhancing our analytics with new 
propriety models and leveraging 
our unique real money franchise to 
provide quality liquidity to our clients. 
So watch this space!

State Street launches 
‘algo of algos’ offering
State Street recently unveiled its innovative new Staged Order solution. 
Mary Leung, Global Head of Client Algos at State Street, explains the unique 
functionality of its ‘algo of algos’.
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What lies ahead for FX 
Algo Trading and TCA?
By Ivy Schmerken

Foreign exchange participants are facing 
an evolving market structure in 2022 
with a renewed focus on algorithmic 
trading and transaction cost analysis 
(TCA) tools for institutions executing 
trades in a complex landscape with 
fragmented data.

A focus on data and analytics is 
permeating every decision in foreign 
exchange trading, according to panelists 
on the virtual FX Market Structure 2022 
event sponsored by Tabb Forum and The 
Full FX, held on December 1st. From 
selecting FX algorithms to evaluating 
liquidity providers, and identifying 
hidden costs, there is an emphasis on 
what the data is telling people, said 
multiple speakers at the virtual event. 
In addition, recent changes to the FX 

Global Code of Conduct could provide 
additional market transparency for the 
related to algorithmic trading and TCA.

Here are some of the top trends in algo 
trading and TCA:

WILL FX ALGOS GAIN FURTHER 
ADOPTION IN A POST-
PANDEMIC CLIMATE?

While algo trading increased during the 
crisis, volumes have subsided since then, 
so there are questions about whether 
the trend is sustainable and what are 
the drivers going forward in 2022.
The pandemic served as a catalyst in 
convincing buy-side traders to execute 
FX through algorithms, which the most 
sophisticated investment firms had 
traditionally used.

Working from home in an environment 
they were less accustomed to and 
lacking resiliency, buy-side traders 
had to execute orders not only in FX 
but other asset classes they covered. 
Although the sweet spot for FX 
algorithms was executing large orders 
prior to the crisis, banks saw the algos 
expand their reach amid rising volume 
and volatility.

“As the pandemic unfolded, clients 
seemed to quickly appreciate the fact 
that algos can be used for smaller sized 
orders, that they actually are robust, 
and in times of volatility they are able to 
give the outcomes that people say they 

will give,” said a senior bank trading 
executive, speaking on the algo panel.

When selecting an algo strategy, clients 
tend to have one of three objectives: 
either to reduce market impact (save 
trading costs), minimize market risk, or 
maximize execution certainty, said the 
bank executive.

According to a TCA expert on the algo 
panel, about 41% of FX spot volumes 
were executed via algorithms at the 
peak of the pandemic in 2020, and 
the figure was up to 55% for G-10 
currencies over the same period.

Though spreads have tightened, and 
volumes have decreased, there is more 
flow executed via algos than pre-crisis, 
and banks have made headway with 
adding clients in the corporate space 
who are the non-traditional users and 
across all different client segments. 
Banks with expertise in non-deliverable 
forwards (NDFs) in emerging markets 
see that as a growth area for algorithms.

Lower costs and technological advances 
in connectivity to many bank algos 
are drivers of algo adoption. On 
the panel, FXSpotStream, a bank-
owned consortium that provides an 
infrastructure to route client orders 
to multiple liquidity providers, said 
it launched an algo offering in July 
through a single API (application 
programming interface) and graphical 
user interface (GUI). 

The evolution of the execution 
management system (EMS) has also 
facilitated adoption of broker algos and 
TCA. Many buy-side trading desks use 
an EMS to centralize the relationship 
with liquidity providers, connect with 
algos, access analytics, and capture the 
fill data and time stamps necessary for 
TCA.

A recent study by Coalition Greenwich 
found that 69% of FX respondents 
believe that algo usage will increase. 
Though algo adoption in FX is less 
prevalent than in equities, the research 
firm noted that market practices change 
over time. “The FX market has been 
steadily adopting algos, and we expect 
that to continue,” wrote Stephen 
Bruel, Head of the Derivatives and 
FX Practice on the market structure 
and technology team at Coalition 
Greenwich. “Technology advancements 
in the overall FX market, including new 
execution strategies and more accurate 
transaction cost analysis (TCA), could 
reinforce the trend,” wrote Bruel.

HOW ARE THE BUY SIDE 
CURATING LIQUIDITY 
PROVIDERS AND EXECUTING 
WITH FX ALGOS?

Buy-side trading firms are looking to 
customize their access to streaming 
prices from liquidity providers in 
electronic venues to achieve their best 
execution goals while minimizing 
market impact. One execution strategy 
involving FX algos that has regained 
the buy side’s interest is known as “full 
amount trading.” Rather than slicing up 
an order and trading with multiple LPs, 
which can lead to market impact, some 
are moving to execute the full amount 
with fewer counterparties.

The head of FX sales for a major 
global bank on a panel noted that 
conversation used to be about adding 
more liquidity providers and more 
streaming to the top-of-book. “Now, 
as more participants examine the data 
and understand it, the conversation is 
about the full FX amount (executed), 
understanding LPs and which LPs 
belong in a pool for a certain type of 
business, and then following up with 
market impact analysis,” said the FX 
sales executive.

“Full amount trading is about executing 
whole parent orders as one placement 
instead of slicing it up into many 
placements,” explained Uday Chebrolu, 
Senior Vice President, Head of Product & 
Engineering for FlexFX EMS at FlexTrade 
Systems in response. According to 
Chebrolu, this is now a standard feature 
in FX trading and is offered out of the 

box with FlexFX EMS. Banks also create 
full amount levels (based on VWAP 
bands) as desired by the buy side, he 
said referring to volume weighted 
average price. Some exchanges and 
ECNs offer this as well, he noted.

IS TCA RELIABLE AND IS IT 
EVOLVING TO INCORPORATE 
REAL-TIME EVENTS?

Panelists at the FX conference agreed 
that transaction cost analysis tools will 
be important to higher adoption rates 
in algorithmic trading. “Historically 
people are less confident in FX TCA. The 
next stage is the ability to compare and 
contrast providers on a like-to-like basis 
as well as specifically on algos,” said the 
TCA provider.

One of the hurdles with TCA has been 
fragmented data, and the challenge of 
consolidating this data in one place. In 
an over the counter (OTC) market such 
as foreign exchange, buy-side traders 
rely on relationships with different 
banks for execution and pricing. 
There is data to collect from multiple 
liquidity providers and venues. Asset 
managers that have multiple OMSs 
and EMSs could receive data in 

different formats.

Normalizing the data is still a challenge 
for the buy side, who are often resource 
constrained and often compete 
internally for their IT department’s 
services. “The big challenge with data 
is to get it standardized so we can do 
some observations around executions 

Source: Coalition Greenwich 2021 Market Structure & Trading Technology Study

When selecting an algo strategy, clients tend to have one of three objectives: reduce 
market impact, minimize market risk, or maximize execution certainty

Ivy Schmerken

“The FX market has been 
steadily adopting algos, 
and we expect that to 

continue,”

Stephen Bruel
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and make sure we are analyzing like- 
for-like,” said Richard Turner, Senior 
Trader, Currency Solution, Insight 
Investment, which uses algorithms 
to meet the firm’s best execution 
regulatory requirements.

However, the TCA provider said it’s key 
for buy-side traders to look beyond 
their own data, noting that it provides 
a community data pool. “The starting 
point is being able look at a broad data 

set and make decisions on which algo 
is most appropriate for your flow,” said 
the TCA expert. Yet, a second provider 
of execution analytics suggested that 
using independent data is insufficient 
and that data from liquidity providers is 
necessary.

HOW ARE BUY-SIDE FIRMS 
USING TCA?

While many years were spent gathering 
accurate transaction cost data in FX 
trading, and ensuring the results were 
reliable, TCA is getting to the stage 
where it facilitates more informed 
decisions, said panelists.

Institutional clients are seeking a deeper 
understanding of how the algos are 
going to work. They want to know if an 
algo traded at a certain time, what is 
the likelihood of the algo executing to 
completion, and how much it’s going 
to cost. If a trade is executed when 
volatility is high, they want to know the 
market impact, said the bank trading 
executive.

Institutional clients have asked their 
banks for pre-trade data and real-time 
analytics. Large banks such, whose 
teams have tested and run simulations 
on their algos for their own trading, 
are providing the in-house data and 
analytics to clients with their algo 
suites.

For example, a client might backtest 
an algo strategy based on 50 days of 
look-back data to gain insight into 
how it performed on various metrics 
they chose, explained the bank trading 
executive. “Then the trader can run the 
algo, and it can constantly compare 
the outcomes against those predicted 
outcomes from the start as to how it’s 
performing.”

A trader may learn that trading at a 
specific time of day did not work for a 
currency pair, they were too aggressive, 
or there was not enough liquidity or 
that volatility picked up as the market 
changed, said the bank executive.

In terms of flexibility, many tools allow 
traders to adjust the tools for real-time 
events, such as news or changes in the 
market, said panelists. “Traders want to 
interact in with TCA. Not only do they 
want to set the parameters and let it 
run, but they want (TCA) to tell them 
if there is something to prepare for or 
what’s the next step of the execution,” 
said the head of FX sales for a major 
global bank.

The next step is using post-trade TCA 
to create a feedback loop into the 
pre-trade analysis. For example, on the 
panel, Insight Investment’s Turner said 
when the firm is executing through an 
algo and liquidity conditions change, 
the idea is to feed that data back in. 

But Turner conveyed that TCA needs to 
fit into the firm’s automated workflows 
where trades are untouched and are 
monitored for exceptions.

“We’re trying to build automated 
processes where a lot of these 
workflows become automated to 
a degree, so we don’t touch them, 
where we have all these checks and 
balances to make sure that when we 
have automated a trade it goes through 
correctly, and it is within best execution 
regulations,” said Turner.

“If a red flag goes up, when something 
is wrong, the trader wants that red flag 
to go up before the next trade is made.” 
Turner compared the trader’s role to a 
pilot at the controls of a plane who can 
step in when there is a problem. “It’s all 
the automation and doing all the checks 
and balances to ensure that our best 
execution regulation is taken care of,” 
he said.

When using TCA, traders need to 
iteratively use the tool to gain better 
results, advised the third-party TCA 
expert. “It’s not good looking at the TCA 
periodically. You need to be putting those 
ideas into action, and that leads to best 
execution,” said the TCA provider, who 
advised users to review results, address 
outliers, tweak their inputs and then 
start that process again.” FX participants 
expect TCA to get smarter and the head 
of FX sales for a major sell-side bank said 
it would be embedded in routing and 
trading decisions.

WHAT IS THE IMPACT OF THE 
REVISED FX GLOBAL CODE OF 
CONDUCT ON ALGORITHMIC 
PROVIDERS AND TCA? 

After an extensive three-year review, 
the Global FX Committee (GFXC) 
amended the code to enhance 
practices in FX trading in key areas 
such as last look and pre-hedging, 
as well as anonymous trading, 
algorithmic trading, and transaction 
cost analysis, and settlement risk. 
It also published templates for use 
by industry participants to improve 
disclosures and assist with transaction 
cost analysis.

Specifically, the revised code asks 
algorithmic trading providers and 
aggregation services to publish 
information on how they operate and 
to disclose any conflicts of interest in 
handling client orders. The updated 
code also encourages algorithmic 
trading providers to provide a clear 
description of the algorithmic 
execution strategy with information 
to clients on how to evaluate their 
performance.

In its report, Greenwich Coalition 
predicted that the FX Global 
Code of Conduct will drive algo 
adoption.“While some motivations 
to use algos remain consistent (e.g., 
accessing liquidity), “there are new 
drivers that are changing this part 
of the market,” states the report 
summary.

A sell-side participant said that large 
banks support the code, and favour 
clear, accessible disclosures to promote 
informed decisions and transparent 
markets. But the executive insisted that 
big banks were already operating under 
a high bar and were making these 
disclosures to their clients. The panelist 
suggested the updated code disclosures 
would help second-and-third-tier 
providers and promote competition, 
better technology, and a level playing 
field. In addition, the revised code 
recommends that algorithmic trading 
providers disclose information for use 
in TCA in a “market-wide standardized 
format,” and has published the GFXC 
Transaction Cost Analysis Data Template.

The new disclosures would help to 
normalize data from a TCA perspective, 
said the TCA expert. The TCA provider 
takes in 27 bank feeds and noted that 
a major gap is ‘reject trades’, which 
would be an additive to analytics.

Looking ahead, market participants say 
that FX algo trading is in its infancy, 
but they predict it will continue to 
develop as clients become more 
confident about the outcomes. While 
TCA is still a work in progress, the new 
code of conduct guidelines and TCA 
template could help standardize data 
inputs across the banks and third-party 
providers and allow for more apples-to-
apples comparisons.
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TCA is getting to the stage where it facilitates more informed decisions

“Full amount trading is 
about executing whole 

parent orders as one 
placement instead of 
slicing it up into many 

placements,”

Uday Chebrolu

The FX Global Code of Conduct will drive algo adoption

“The big challenge 
with data is to get it 

standardized so we can 
do some observations 

around executions 
and make sure we are 

analyzing like- for-like,”

Richard Turner
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FX algorithmic execution 
helping to give the buyside 
more control over Market 
Impact
Vittorio Nuti, Global Head of LD & FX Algo Trading at Deutsche Bank discusses 
some of the key issues regarding Market Impact.

What is Market Impact and why is it 
such an important consideration for 
many firms executing FX trades?

Market impact is the effect that a user 
has on the price of an individual asset 
by transacting. It can be categorised 
into temporary and permanent 
depending on the duration it takes for 
the asset price to recover. Information 

leakage and price volatility also 
form a core part of market impact 
consideration. It is important to 
consider market impact in its totality, 
as it forms part of the transaction cost 
of execution and market impact can 
significantly affect the performance 
of a trade. Firms, like Deutsche Bank, 
factor this additional consideration 
into the execution logic to optimise 

the outcome that we can achieve for 
our clients. 

What factors are likely to influence 
the average Market Impact resulting 
from the implementation of a specific 
strategy?

Combining size and duration of orders 
to calculate the speed of execution, 
we can model the potential market 
impact based on market conditions. 
Influences on market impact will be 
mostly driven by the liquidity and 
volume of the asset in a given horizon. 
Less depth in a book combined 
with smaller volume expected can 
mean large and fast orders can have 
significant market impact. This impact 
can propagate and persist to leave not 
only price volatility, but a permanent 
impact on price if opposing volume 
doesn’t return.  

How do leading FX algo providers like 
Deutsche Bank go about computing 
the level of expected Market Impact 
that their algos will be able to 
deliver?

For calculating market impact, we 
look at various indicators including 
the participation rate. This calculates 
the order volume as a percentage 
of expected volume, the higher the 
value, the greater the expected impact. 
Deutsche Bank has also created a 
PreTrade Tool that models average 
and expected slippage based on 
order parameters to allow clients to 

Vittorio Nuti

view their potential market impact. 
We utilise such impact modelling, 
along with assessments of current 
market conditions, to form decisions 
on optimal execution for our dynamic 
algos.

What sort of choices regarding Market 
Impact do buyside firms need to 
weigh up and consider when it comes 
to balancing the risk of it against 
other risks of their trading objectives 
and strategies?

The speed of execution forms an 
important metric in algo decisions 
for all firms. Market impact is often 
balanced against this along with 
subsequent performance against 
benchmarks, including risk transfer 
price. Using analysis (such as Deutsche 
Bank’s PreTrade Tool) can help clients 
pick dynamic algos that weigh up 
their need for faster execution against 
the minimisation of market impact. 
Establishing ranges for expected 
slippage and comparing this to the 
arrival price, firms can make informed 
decisions about how algo performance 
may improve execution over a simple 
risk transfer. 

What sort of data and metrics can help 
firms to better understand what the 
expected impact of a given set of algo 
strategies would be, on average?

As mentioned before, participation rate 
forms an initial assessment of how an 
individual order may impact the market 
if we have a timeframe. With different 
constraints we can form better models 
that calculate a confidence bound for 
the expected rate of slippage. 

There is extensive academic literature 
on how to model impact but the basis 
builds upon a function of volatility 
and volume. More dynamic algos will 
calculate this impact and balance 
against the client’s desired speed of 
execution to find an optimal horizon. 
Firms should investigate slippage from 
previous orders and investigate algo 
strategies market impact models that 
dictate execution.

In what ways are the latest 
generation of FX algos able to be 
configured in ways that can deliver 
more control over Market Impact?

Algos are now more aware of not only 
the market impact other participants 
have but also the movement they 
are causing in the market. To have 
a simulated model for potential 
market impact of any given fill allows 
algos to be calibrated with better 
precision to minimise impact. This 
new generational logic enhances the 
overall rate clients achieve through this 
process. As providers, we continuously 
have more data on the market impact 
in the time periods around any fill we 
make. It is a case of being much more 
aware of any influence algo actions 
have on each pair at any given time. 

What advice would you give to 
buyside firms who are potentially 
looking to use FX algos to help them 
manage and fine tune the impact of 
their trading behaviour?

Discuss with providers the logic 
behind their impact modelling and 
how their algos dynamically react 
to differing market conditions in 
order to minimise market impact 
and hence transaction costs. Assess 
the performance of previous algo 
orders by looking at how the algo 
performed against the average 
expected slippage and the confidence 
interval of slippage. Comparisons 
against arrival mid don’t always paint 
the fullest picture of the algo’s real 
market impact. It’s important to have 

a conversation with providers on how 
their algos operate and your desired 
outcome and allow them the flexibility 
to suggest options most suited to your 
objectives. 

How can post trade toolsets be used 
to determine how effective an FX 
algo trading strategy has been in 
reducing Market Impact?

Post trade benchmarks and tools are a 
vital part of a client’s assessments on 
how algos have impacted the market 
during their execution. It is important 
not to view them in an echo chamber 
as there could be exogenous market 
events that impact execution outside 
of the actions performed by the algo. 

However, over a large enough 
sample set, looking at performance 
against average expected slippage, 
performance against arrival mid and 
whether execution fell within the 
expected range of execution speed 
can form standards to assess a 
provider’s impact execution. 

Changes in these benchmarks over 
time allow you to see how algo 
execution logic is altered over time by 
providers fine-tuning their responses 
to order placement and fill market 
impact. Although not a perfect 
metric, it does allow clients to form a 
comparison metric across providers.

The speed of execution forms an important metric in algo decisions for all firms

10 May 2022 11May 2022
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Nicola Tavendale

How FX algo strategies 
are evolving to more 
accurately meet 
execution objectives

Since the surge in FX algo use during the early days of the pandemic, the 
increased appetite for FX algo execution has continued seemingly unabated. 
In response, FX algo providers have significantly evolved their FX algo offerings 
to meet rapidly changing client demand and the FX algo space now looks very 
different to two years ago. Yet as the enhancement of FX algo strategies and 
related analytics continues apace, how are these changes actively improving 
the ability of algo users to achieve their execution goals? Nicola Tavendale 
investigates.

Im
age by shutterstock

Buyside participants have been 
increasingly gravitating towards FX 
algos since their experience of market 
volatility at the start of the pandemic, 
which saw some liquidity providers 
and market makers stepping away and 

FX liquidity became a lot thinner, says 
Tan Phull, Head of Global FX Execution 
Trading Services at Bank of America. 
Since then, the FX algo market has 
been evolving and consolidating, Phull 
explains, with most of the strategies 
available today now falling under 
a few key categories. “Most algos 
today generally fit within one of three 
buckets: schedule based algos, such 
as TWAPs and VWAPs; participation 
algos, such as arrival based or volume 
based algos; and the final group, 
which are the more aggressive, 
liquidity seeking algo strategies,” adds 
Phull. “What we’re trying to do now is 
to increase the refinement around how 
the algos work within those buckets 
to really simplify and streamline the 
algo experience for the buyside trader, 
while also providing access to a much 
richer set of features and a deeper 
amount of liquidity when using them.” 
Clients are also becoming increasingly 

sophisticated in their use of analytics 
and data in order to measure the 
effectiveness of an algorithm, 
according to Phull. In order for 
his team to also have a better 
understanding of the performance 
of the various algo strategies they 
offer, they recently partnered with 
third party TCA providers and 
uploaded all available algo data for 
last year as well as for year to date. 
The aim, he explains, is to work 
with these providers to create and 
independent measure of the bank’s 
algo performance according to their 
metrics. “We wanted to measure 
ourselves in the same way that our 
customers would measure us, then 
to use those findings to significantly 
improve our FX algo offering and 
invest in a mechanism will further 
help our clients,” Phull adds. “One 
key area where we were shown to 
be particularly strong was in our 
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liquidity seeking algo, Whisper. This 
is what innovative, next generation 
algos focus on, providing better access 
to unique liquidity, be that through 
internalisation or external liquidity 
pools, and using the available analytics 
data to help customise the algos 
according to the way they want to 
trade.” 

Meanwhile Nikhil Joshi, eFX Sales 
at NatWest Markets, adds that due 
to their simplicity, TWAP and VWAPs 
have probably been the most popular 
algos for those who are looking to test 
performance and they were a good 
starting point to replicate working 
an order manually over a period of 
time. “They are, however, also fairly 
limited in how they executed – with 
a TWAP you look to slice by time, 
notional, number of slices etc but the 
sophistication ends there,” he adds. 
“VWAPs, where you are looking to 
participate in the market against a 
historic volume measure, such as 
external interbank liquidity, is also 
fairly simple by nature.” On the other 
hand, Joshi notes that smart order 
routing and intelligent placement algos 
have become more popular as markets 
have become further fragmented and 
the focus has moved to avoiding any 
market impact, if at all possible. 

ADDITIONAL CAPABILITIES
“It’s not just how algos slice and 
place orders, what is equally or even 
more important are the pools they 
interact with,” he adds. According to 
Joshi, order placement and routing 
logic become almost irrelevant if you 
are placing into a pool that caused 
immediate leakage and impact, 
therefore having bespoke curated 
pockets of liquidity is ever important. 
One aspect of these order types is the 
fixed timeframe which is specified up-
front, he explains. While this provides 
the benefit of timing certainty, the 
likelihood is that the algo user will 
end up crossing spreads for execution. 
“Using algos that only place resting 
orders, like the NWM Peg Clipper, 
which fill as quickly or slowly as the 
market activity dictates, will invariably 
yield better results over the longer 
term,” Joshi says.

Ralf Donner, Head of FICC Execution 
Solutions at Goldman Sachs, says 
that rather than traditional TWAPs/
VWAPs, the most popular algo 
strategies that his team offers are 
actually those which do not have 
an end time to them and do not 
predetermine the strategy window. 
Instead, next generation algos go 
with liquidity and the client is able to 
choose the parameters to control how 
opportunistic it will be, how much 

market risk it will take, whether it is a 
very passive or very aggressive strategy 
or somewhere in between, he explains. 
“That’s what we normally see as 
being the most common and popular 
strategy,” Donner says. “Nothing much 
has changed there, although one thing 
that we have seen over the last couple 
of years is a growth in the usage of 
purely passive strategies.” 

According to Donner, it used to be 
the case that if you were only posting 
and you were not ever aggressing, 
then you wouldn’t be able to fill in 
a reasonable time and it would be a 
struggle to complete execution. “But 
a number of things have changed 
since then,” he says. “One is there’s 
less reliance on primary markets, so 
there are more idiosyncratic pools 
of liquidity that can be called upon 
such as internal matching engines, 
but also mid pools and other bilateral 
sources of liquidity. And then the 
second important change has been 
the increase in useful algo analytics, 
particularly pre-trade. Now, before 
somebody inputs a passive strategy, 
they’re more likely to go and check 
in on our analytics platform to see 
whether it makes sense at that time 
of day and in that currency pair to use 
a purely passive strategy. That in turn 
increases the confidence in using that 
strategy and so we actually see more 
and more very passive strategies being 
executed as a result.” 

DRIVING GREATER 
CUSTOMISATION 
In comparison, Donner adds that 
just two years ago, the bank’s main 
flagship strategy was its dynamic 
hybrid algo, which he says was 
where nearly every client wanted 
to be executing. “Now we see large 
clients beyond just the corporate 
client base, such as hedge funds and 
real money clients, using the purely 
passive strategy more as well. That is a 
significant change.” 

At HSBC, the continuing focus is on 
enhancing liquidity pool curation, 
says Vivek Sarohia, Global Head of 
Alternative Execution Services at 
HSBC. He explains that this includes 
the creation of bespoke pools of 
liquidity across HSBC’s ECN network to 
reduce post trade market impact (and 
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fill rates) in addition to smart allocation 
to improve the decision making of the 
algos to drive where fills are placed, 
which improves fill rates and again 
reduces market impact.  “Our most 
popular algos have been our TWAP, 
Liquidity Seeking and Implementation 
Shortfall Algos and represent nearly 
90% of algo orders placed with 
HSBC in 2022,” Sarohia adds. “We 
continue to observe that clients are 
requiring more and varied different 
execution metrics and pushing for 
enhanced TCA requirements and/or 
third-party involvement to analyse 
their algo performance, alongside 
pre-trade analytics for informed 
risk management.  Especially with 
the increase in volatility seen in the 
markets over the past few months, the 
importance of having dynamic control 
of your desired execution outcome has 
taken greater importance.”

Within an algo suite, the strategies 
will come with their pre-defined set 
of parameters and this default setting 
may not suit every client exactly, notes 
Phull. “We need to do work with the 
client as an execution consultant to 
help them tune the algos capability 
or settings according to the way that 
they trade, according to the way that 
their funds are managed, according 
to the way that their investment 
process works. Liquidity access, data 
and customisation underpin the 
effectiveness of an algo suite,” he 
adds. For example, to further enhance 
liquidity access, Phull says that the 
bank has invested in making sure 
that its internal liquidity franchise is 
available to algo users in the most 
effective way. In addition, the provider 
has also been enabling access to 
innovative types of liquidity, such as 
from ECNs or peer-to peer networks.  

FINE TUNING TO IMPROVE 
EXECUTION
In addition, Phull says that the buyside 
is becoming increasingly focused on 
execution costs. This is being driven by 
both best execution requirements and 
also because the buyside is increasingly 
becoming more sophisticated in their 
use of data, he explains. “This gives 
us the opportunity to work with our 
customers and have those conversations 
based on the analytics, but then the 

data also enables us to quantify the 
improvement that they can gain from 
that customisation. It’s an interesting 
and exciting time because as the clients 
become more sophisticated, this creates 
more opportunities for us to work 
increasingly closely with them to hone 
their execution performance,” says 
Phull. 

As a result, he explains that the key area 
of focus for the further development of 
the algo suite is to continue simplifying 
the algos while also further enhancing 
the amount of liquidity that the algos 
can access. In addition, due to the size 
of Bank of America’s franchise, Phull 
says an ongoing major project is to 
ensure that all available liquidity from 
the many different business areas is 
being piped into one central liquidity 
source where is can be accessed by 
the algos. In addition, the bank is in 
the processes of rebuilding all of its 
existing algos using a new common 
infrastructure for both equities and FX, 
which Phull says will significantly boost 
the capabilities of the FX algo suite as 
a result. “The objective of this exercise 
is to take our existing algos and really 
revamp, which will in turn help us to 
make them even more customisable, 

to further improve the way that 
they access liquidity and overall, to 
significantly benefit our clients in 
achieving their execution outcomes.”

“Liquidity access, data and 
customisation underpin 
the effectiveness of an 

algo suite.”

Tan Phull 

“Now we see large 
clients beyond just the 
corporate client base, 
such as hedge funds 

and real money clients, 
using the purely passive 
strategy more as well.”

Ralf Donner

“It’s not just how algos 
slice and place orders, 

what is equally or even 
more important are the 

pools they interact with.”

Nikhil Joshi 

The buyside is becoming increasingly focused on execution costs
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CUSTOMISATION
When it come to the demand for 
FX algo customisation, Joshi says 
that while requirements can vary 
considerably, buyside firms are often 
motivated by the need to alter the 
speed of execution on a case by 
case basis or to operate in a specific 
set of liquidity pools. “This latter 
point is particularly interesting as 
the motivations do vary widely 
and can be both policy driven and 
performance driven,” he adds. “Some 
examples from a policy perspective 
would be wanting to use no-last look 
liquidity only, or perhaps have an algo 
which will only interact with market 
participants who have a certain ESG 
rating. Such choices inevitably affect 
the rate of execution and one of the 
potential pitfalls of any customisation 
along these lines is the inevitable 
conflict between wanting quick 
execution in a more limited pool.”
In addition, speed and impact are 
highly correlated, according to Joshi, 
who adds that it is appealing to many 
users, and algo providers, to offer 
an ever increasing range of settings 

on an algo. However, he warns 
that the challenge then is how to 
judge performance in a statistically 
meaningful way, when every new 
setting dilutes the number of 
executions that have that particular 
combination. “‘Peer group analysis’ 
being offered by various third party 
TCA providers can be a big help here 
and greatly improve the reliability 
of such analysis. We would highly 
recommend users take advantage of 
this data, but despite this there are 
clearly diminishing returns to adding 
more and more complexity,” Joshi 
adds. 

He explains that the market appears 
to have settled on having a choice of 
three of four ‘speeds’ that the user 
can choose from, as well as offering 
a limited selection of liquidity pools. 
“In our experience going from 
the slowest to fastest can easily 
generate a factor of 10 increase in 
speed, which is more than enough 
for the vast majority of use cases,” 
he adds. “That there will always 
be more market impact the faster 
you go cannot be avoided and we 
do tend to steer users to go slowly, 
unless they have strong reasons for 
speed.” With that in mind, he says 
that the focus for NatWest Markets 
going forward will be on curating 
better liquidity and identifying 
counterparties that cause market 
impact. “This is a moving target and 
is and one that requires further data 
mining to reach better outcomes, and 
significant investment in machine-
learning capabilities, however is the 
best route to improving the outcomes 
from an implementation-shortfall 
perspective,” adds Joshi. “We have 
seen recently during high times of 
volatility and thin liquidity, that you 
need strong liquidity providers and 
pools for your strategy to interact 
with, and these need to always be 
ones where information leakage is 
under control in all circumstances.”
 
ONGOING GROWTH AND 
FUTURE DEVELOPMENT
For Donner, the most important area 
in terms of algo development is the 
provision of useful algo analytics, 
particularly pre-trade. “This remains 
a big focus for us. We are aiming 
to build an analytics offering that 

is not only robust but also cross-
asset in nature. So the aim is to have 
something that would work not only 
in FX, but also in other asset classes 
and which actually wouldn’t just be 
about algos. “Of course, the work on 
algo development is also ongoing. 
That remains an arms race and we 
are very, very busy there. But we 
expect to see more in terms of the 
unique interactions between analytics 
and algos, this will be an important 
difference for the algo market.”

Looking to the future of the FX algo 
suite at HSBC, Sarohia shares the 
news that the bank will providing 
clients with the ability to change 
strategies ‘in-flight’, a new offering 
which it will be launching in the 
second half of this year.  He adds that 
this will allow clients the flexibility 
to switch between HSBC’s aggressive 
and passive algo strategies during 
the life of the order, without having 
to cancel and rebook, thus allowing 
clients to speed up or slow down 
execution as market dynamics 
change. Also, in conjunction with the 
bank’s algo analytics suite, Sarohia 
says they are looking to expose more 
of their proprietary risk management 
tools, which can allow clients to have 
greater confidence on the likely range 
of outcomes of their execution. 

Finally, internalisation is also often 
quoted as a key differentiator from the 
sell side regarding reducing market 
footprint, but how internalisation 
actually takes place varies across 
institutions, says Sarohia. “At HSBC, 
we are putting a lot of analysis 
and modelling into how clients can 
internalise their flow across HSBC’s 
various client types,” he concludes. 
“Careful consideration is clearly needed 
regarding information leakage, but the 
opportunity for clients to dynamically 
choose how their algo orders offer 
to, as well as take, opposing flows of 
liquidity from different client sectors, 
especially from a firm such as HSBC 
with its global footprint and diverse 
client base, has extreme appeal and 
could be the next step in terms of 
driving tighter spreads and higher fill 
rates. Ultimately, transparency is key 
and analytics, combined with flexible 
execution tools, helps achieve our 
clients’ goals.”

“We continue to 
observe that clients 
are requiring more 

and varied different 
execution metrics and 
pushing for enhanced 

TCA requirements and/or 
third-party involvement 

to analyse their algo 
performance.”

Vivek Sarohia
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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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 This completely free resource provides:

A comprehensive database of FX algo 
trading service and e-FX technology 

providers

A library of market commentaries, expert 
opinions and buyside perspective articles

A useful information and resources section

For more information please visit:
fxalgoportal.com

ALGORITHMIC 
FX TRADING 
HANDBOOK 
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Dynamic Algos

Please describe the key functional 
components of Citi Velocity Dynamic 
Algos.

The Citi Velocity Dynamic Algo platform 
is underpinned by our belief that the 
best way an algo execution strategy can 
achieve low market impact is through 
internalisation against liquidity sourced 
from Citi’s extensive FX franchise. The 
new platform will deliver increased 
opportunity for internalisation via three 
distinct methods: access to internal 
principal liquidity, algo to algo matching 
and a discretionary internalization 
model. 

The new algos will be able to source 
both deliverable and NDF liquidity from 
a configurable set of liquidity pools: Citi 
only, a hybrid of Citi & external liquidity 
and external liquidity only. As part of 
the planned product evolution, we are 

adding additional liquidity sources such 
as Curex and dark pools. 

The strategies incorporate a new layer 
of dynamic control allowing users, via 
engine or discretion modes, to adapt 
order placement as market conditions 
change. Users can also choose whether 
an order should aggress at the end of 
the period to fill the remaining balance, 
extend the duration, or simply expire 
in-line with the initial working period 
instruction.

We have also increased the number 
of benchmark algos available by 
introducing a new Implementation 
Shortfall algo named ‘Arrival’ which is 
benchmarked against arrival price and 
uses adaptive techniques to forecast 
market dynamics and manage the 
trade-off between market impact and 
price risk.

Additionally, we added a VWAP strategy 
for clients looking to execute in line 
with a historical volume curve. These 
two new algos compliment the TWAP 
and Volume Tracker (Historical/live POV) 
strategies to provide clients with the 
flexibility to tailor their execution style 
according to their objectives.

Our dynamically controlled execution 
logic, which is common across all 
our benchmark tracking strategies, 
continuously recomputes an optimal 
execution policy using a variety 
of quantitative methods. The core 
algorithmic logic calculates the marginal 

impact on expected slippage of every 
potential order placement and compares 
it to the increase or reduction in the 
risk of missing the target benchmark 
rate and profile. It manages the trade-
off between reduced slippage and 
increased benchmark risk according 
to the client’s stated discretion level. 
In determining that optimal action, it 
considers prevailing market conditions 
by using metrics including future 
expected spreads, market impact, 
market volatility, potential passive 
fills, and historical market volume 
profiles. It produces a trading policy 
that is optimal in both timing and rung 
placement.

How much choice and flexibility do 
clients with different trading styles 
have when using Citi Velocity Dynamic 
Algos?

At a strategy level the Citi Velocity
Dynamic Algo platform offers a 
wide range of execution styles from 
the passive Peg strategy, multiple 
benchmark referencing strategies 
through to the liquidity seeking Sweep 
/ Post and Sweep strategies. Within the 
strategies themselves we have increased 
the flexibility and control a user has over 
an in-flight order. For the Arrival & Peg 
strategies, the engine mode allows users 
to dictate the level of prioritization the 
strategy gives to clearing risk quickly 
with less regard for market impact, 
versus a slower execution with higher 
probability of passive fills and lower 
market impact.

Citi Velocity Dynamic Algos have been engineered from the ground up as part 
of the banks algorithmic suite re-platforming initiative. The algos are based on 
a combination of the banks’ experience in research and advanced quantitative 
techniques together with its next generation market making technology. 
FXAlgoNews talked to Paul Goldberg, Head of Algo Execution desk at Citi to 
learn more about this market leading offering.

For the TWAP, VWAP & Volume Tracker 
strategies users will be able to select 
from three levels of discretion mode 
which will instruct the algo on how 
closely it should track the benchmark, 
with the low mode designed to track 
the benchmark very closely and high 
mode allowing the strategy increased 
discretion to react to favourable price 
conditions and maximize passive fill 
rates. 

What range of strategies are now 
available with Citi Velocity Dynamic 
Algo’s?

We categorize the Citi Velocity Dynamic 
Algo’s into three groups, Benchmark, 
Limit and Float:

BENCHMARK

Dynamic TWAP - Our dynamic TWAP 
algo aims to minimize slippage to the 
time-weighted average price benchmark 
over a set time interval. This allows 
clients to manage the trade-off between 
tracking the execution schedule and 
expected slippage while continuously 
tailoring order placement to market 
conditions. Continuous time approach 
allows for sophisticated benchmark 
tracking, allowing clients to pursue 

optimal execution with minimal market 
impact.

Dynamic VWAP - Our dynamic VWAP 
algo is engineered to intelligently 
track the historically observed volume 
distribution over the specified order 
duration. This allows clients to manage 
the trade-off between tracking the 
execution schedule and expected 
slippage, optimizing execution within 
client parameters while dynamically 
adapting to live market conditions.

Arrival - our new implementation 
shortfall algo aims to the arrival price 
benchmark while managing the trade-
off between market impact and price 
risk in real time. This strategy combines 
the power of advanced statistical 
techniques with microstructure theory 
to forecast market dynamics.

Volume Tracker - Our new Volume 
Tracker algo targets a configurable 
level of market volume participation, 
dynamically scaling passive and 
aggressive order placement based 
on real-time volumes and the target 
participation level. Market participation 
can be amended in-flight, allowing 
clients to adjust their market 
participation mid-execution.

LIMIT

Sweep - Our Sweep algo strategy takes 
liquidity at or better than the limit price, 
without showing visible resting interest 
externally using a proprietary cost model. 
This allows client orders to sweep across 
the selected liquidity pools, posting into 
the primary market at the limit price to 
work the balance via further aggressive 
orders as liquidity becomes available 
within the price limit.

Post & Sweep - Our Post & Sweep algo 
strategy employs a proprietary cost model 
to optimize liquidity targeting across 
multiple venues at or better than the limit 
price, without showing visible resting 
interest externally. This allows client orders 
to sweep across the selected liquidity 
pools, posting into the primary market at 
the limit price to work the balance, taking 
liquidity that becomes available within the 
limit price (and discretion).

FLOAT

Peg - Our Peg algo strategy captures 
liquidity passively in line with market 
prices, posting resting interest at or near 
the top of book. Engine Mode gives user 
control over how urgently the strategy 
should treat the execution and adjusts its 
posting behavior accordingly.

What functionality does your Algo 
Dashboard provide to help clients 
monitor the performance and progress of 
their algo orders?

Post-trade specific execution reports and 
live charts are available to enhance levels 
of transparency and visibility, alongside 
an automated data-feed to independent 
third post-trade analysis. We also provide 
clients with insight into their real-time 
execution footprint as they execute, 
where a client running their execution via 
Velocity can see their fills plot graphically 
in real time against a market neutral price.

Paul Goldberg

Algo Dashboard

Engine Mode Discretion Mode
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The use of algorithmic trading is in its 
relative infancy in Australia, especially 
when it comes to FX. Australia-based 
financial research firm Peter Lee 
Associates has only been tracking 
algorithmic trading levels in its 
studies for the last three years and 
currently finds usage is largely limited 
to the large volume users – those 
with A$10 billion or above in annual 
FX trading volumes.

Among these large volume users, 
according to Peter Lee Associates’ 
annual  FX study, the number of 
financial institutions respondents 
that cited algo trading increased 
from nine in 2019 to 12 in 2020. 
The figure dropped to 11 in 2021, 
although PLA managing director 
Cameron Peter puts this down to 

sample changes in the survey rather 
than a fall in adoption rates. “The 
11 users equates to  one-third of the 
large volume users in Australia using 
algorithmic trading,” says Peter. 

It is not just the number of users that 
is modest but also the percentage of 
total trading done via algos. When 
asked what percentage of total 
volume is executed via algorithmic 
means, six users reported 3% or less, 
one user reported 5% while four 
users reported more than 10%. 
When it comes to the type of algo 
trading employed, the majority 
(64%) use schedule-based algos 
such as TWAPs, while a smaller 
figure (45%) use other types, mainly 
icebergs and slices with some users 
employing both types. 

The 2021 study was  the first time 
that PLA tracked algo usage among 
corporates.  The 2021 Corporate FX 
study showed a marked increase in 
FX trading volumes, up by 7% to 
A$323 billion, the highest reported 
volumes in 13 years, which Peter 
ascribes to a sharp lift in resource 
prices, particularly iron ore.  
So it was not surprising that 
algo usage, as with the financial 
institutions and other buy-side 
traders, was limited to the large 
volume users, those with A$1 billion 

Nicholas Pratt investigates the use of FX 
algos among Australian buyside firms and 
discovers a market currently divided into two 
types of user but positioned for dramatic 
growth over the next few years.

Algorithmic FX trading 
in Australia – A market 
ripe for growth

Nik Pratt
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in annual FX volumes or more. Among 
those large volume corporate users, 
five reported using algos.  Of these 
five, four  were in the natural resources 
sector.

The other buy-side sector where 
FX algo use is likely to increase 
is the super funds market. In the 
last year, Australia’s A$3.3 trillion 
superannuation sector has seen a 
continued wave of consolidation, 
encouraged by the country’s regulator. 
There were 15 mergers in the sector 
in the 12 months up to October 2021, 
which is driving the market’s structure 

to a handful of mega-funds, or super 
funds. And underpinning this all is 
a vast pool of assets that has been 
amassed due to Australia’s compulsory 
pension saving rules.

In an FX sense, these super funds will 
likely turn increasingly to algo trading 
in order to minimise the market impact 
of their trades in what remains a 
relatively illiquid market in Australia.

INCREASED ADOPTION
So how are Australia’s leading banks 
developing their FX algo offerings 
to cater for these changing market 
developments? There are numerous 
drivers for the increased adoption 
of algorithmic FX trading across 
Australia, says Paul Scott, Head of eFICC 
Capability at ANZ. One is the best 
execution requirements that have come 
from regulatory initiatives such as MiFID 
II and the Global FX code of conduct.
More clients are also using algo 
orders rather than ‘at best’ orders to 
reduce their market impact as well as 
information leakage. Greater access 
to transaction cost analysis (TCA) has 
helped in this regard.

But as the adoption of electronic trading 
continues to increase throughout the FX 
market, the buy-side’s understanding and 
expectations regarding connectivity, venue 
selection, internalisation rates, global 
infrastructure and support becomes 
increasingly important, says Scott. 

While Australia has a large and diverse 
community of buy-side players, it is 

essentially binary when it comes to the 
use of FX algos, says Scott. On the one 
side, you have the large institutions 
and super funds, which have become 
sophisticated users of algos and are 
demanding a wider range of trading 
tools. They are also demanding greater 
control over their algos. An example 
includes using pause-amend-resume 
and dynamic functionality over the algo 
execution logic. 

But away from the super funds, the 
use of algos is much more basic, as are 
the demands. Very few fund managers 
or corporates are using any algo more 
advanced than a TWAP or limit type 
order algo. This bifurcation of Australia’s 
buy-side traders necessitates flexibility 
in bank algo offerings in terms of venue 
selection, algo suite and TCA, either 
through a ‘client self-serve’ or full-
support model. 

“The large real money/superannuation 
firms are growing exponentially and 
as a result the need to invest offshore 
necessitates the importance of FX 
overlay and execution to protect 
offshore earnings,” says Scott. “These 
flows can be significant in size and 
may require benchmarking which 
are two of the traditional reasons 
for using FX algos. The Australian 
market can be less liquid at times than 
other markets, so market impact is 
of key importance. That is why ANZ 
has focused so much on liquidity 
management and reducing market 
impact.”

But as the rest of the buy-side 
clients increase their use of e-trading 
solutions, we will see further focus on 
streamlining straight-through-processing 
(STP) given the more complex nature of 
post trade activities for these sectors, 
says Scott. 

“Apart from requiring allocation, 
netting and block trade processes, 
the buy-side and more broadly the FX 
market are looking at holistic credit, 
margining and clearing solutions. 
Equities has always been leading the 
charge initially in electronic trading 
and then client Algo solutions, as  
eFX trading become more broadly 
accepted we expect FX algos to follow 
a similar pattern of adoption,” adds 
Scott. 

PRODUCT DIFFERENTIATION
In a market where TWAPs are still the 
primary product, how do the banks 
provide any differentiation to their 
client when it comes to client algos? 
“The real differentiation between the 
different bank algos is around access to 
liquidity, interaction with that liquidity 
and understanding the impact of that 
liquidity” says Joel Marsden, Head of FX 
Algo and Order Management at ANZ. 
“Liquid management is key.”

“It is important to acknowledge 
exchanged-based trading concepts 
do not necessarily correlate to best 
execution in a fragmented global OTC 
FX market. The definition of what is 
deemed ‘best execution’ may vary 
greatly from one counterparty to the 
next due to differing trading expectation 
outcomes such as benchmarking, 
rejection/ fill ratios or market signally 
and implementation shortfall,” says 
Scott.

ANZ has recently embarked on a 
recoding and updating of all the 
technology, infrastructure and analytics 
behind its suite of client algos which 
has now been migrated across to the 
new platform. This ensures the bank can 
respond to changes in market dynamics, 
client behaviour and regulatory 
adherence. “At the heart of its offering 
is a robust but flexible order and 
liquidity management framework which 
allows scalability for their algo suite,” 
says Marsden. 

“We are always looking to roll out new 
features to our algo toolset through 
a regional customer driven lens.  We 
have just launched a dynamic algo 

to the multi-bank portals that tracks 
the market according to volatility and 
liquidity conditions based on customer 
requests.  Forward settlement dates are 
important to our Australian institutional 
customers as algos become more 
entrenched with treasury management. 
We are currently looking at how to 
best support that seamlessly for our 
customers,” says Marsden. A limit order/
pegging order algo is set to be added in 
the next few months. 

The reason for the expansion of the 
FX algo suite is the growing size and 
sophistication of the Australian client 
base who demand a broader range of 
execution options and the ability to 
control their own trading, says Scott. 
“Another key value proposition for our 
Australian clients is the way me manage 
cross-currency orders which aligns with 
ANZ Institutional bank’s value proposition 

of being the best bank for clients 
driven by regional trade and capital 
flows.  Our algorithms look to optimise 
trading through both the underlying 
currency pairs, in conjunction with the 
tradeable cross itself, to better access 
market liquidity and improve customer 
execution,” says Marsden.

Sustainable liquidity is critical for 
ANZ’s client algo offering as well as 
their broader FX business. “We have 
developed advanced trading analytics 
that ensure we have a granular 

“Approximately one-third 
of the large FX trading 

volume users in Australia 
use algorithmic trading.”

Cameron Peter

“The Australian market 
can be less liquid at times 

than other markets, so 
market impact is of key 

importance.”

Paul Scott

Regulation remains a huge regional driver in the adoption of algos
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understanding of the impact from our 
liquidity providers as well as our own 
trading behaviour on the market,” says 
Scott. 

“ANZ has leveraged our internal liquidity 
aggregation product and smart order 
routing techniques to develop a range 
of algos that can access a diverse range 
of liquidity venues,” says Marsden 

“Venue categorisation; black listing; 
Full amount logic, skew exclusion 
logic; speed bumps and real time 
trade analytics are all key elements of 
our liquidity management. We also 
produce monthly “Liquidity provider” 
reports that allow transparency and 
two-way communication on constant 
improvements to sustainable liquidity.”
Scott says that ANZ’s entire eFX stack is 
internally developed with no external 
vendors and is hosted by ANZ and this 
allows the bank to respond to changes 
in market dynamics from a geographic 
or client perspective. 

“There are four issues that come to 
mind with internally-built solutions. 
The budget and resources required to 
build a globally distributed eFX solution 
is significant. Credit and access to 
liquidity is fragmented within OTC FX. 
Compliance and regulatory standards 
are increasingly a barrier to entry for 
the algos market. And benchmarking 
against peers can preclude the use of a 
proprietary platform.” Given the above, 
there is still little movement among 
most buy-side firms to develop and 
build their own FX algos, says Scott. 

REGULATORY TRENDS
Regulation is certainly a huge driver 
in the adoption of algos, as each 
individual fill can be analysed both 
on a pre and post execution basis, 
says Marsden. There has also been 
an increase in the availability of third 

party TCA analysis which has not only 
helped firms meet their regulatory 
requirements but also encouraged 
greater use of algos. 
Trade processes have been streamlined 
in order to drive down costs and ensure 
compliance with ongoing regulation 
changes, says Scott. “We monitor and 
police our unique liquidity venues 
to ensure there is no excessive hold 
times, market impact or rejects and 
as an institution encourage all market 
participants and venues to sign up to 
the FX Global Code of Conduct.”

“As part of regulation and 
client disclosure documentation 
requirements, it is essential to ensure 
the client understand the algos they 
are implementing, therefore the 
development effort is placed in liquidity 
access, scalability, analytics, STP 
and overall support versus increased 
complexity, says Marsden.  

Initially, the leading algo providers 
emphasised the importance on 
“internalisation” rates of an algo, 
however this has shifted with the 
focus on market signalling and 
subsequent benchmarks to arrival price, 
implementation shortfall, child order 
spread performance, risk transfer. 

ANZ offers the choice of including its 
internal liquidity or matching only with 
external venues and providers, says 
Marsden. “It is the sole discretion of the 
client. By utilising ANZ’s liquidity, we are 
able to show unique liquidity and advise 
clients on local liquidity conditions, 
especially during the Asia time zone 
given the breadth of our branch 
network and franchise footprint.”

In general, there is more responsibility 
on the clients to ensure they are 
responsible for understanding their 
execution, this has seen a move away 
from more complex ‘black box’ algos, 
says Scott. 

“In response to global regulation, 
such as the FCA’s algorithmic trading 
compliance framework, the FX global 
code – which ANZ attested to in 
December 2017 - as well as the recently 
developed ‘Algo Due Diligence Template’ 
- we are seeing a drive towards greater 
transparency, fairness and consistency in 
relation to FX execution,” says Scott. 

“The real differentiation 
between the different bank 

algos is around access 
to liquidity, interaction 
with that liquidity and 

understanding the impact 
of that liquidity.”

Joel Marsden

There is still little movement among the majority of Australian buy-side firms to 
develop and build their own FX algos
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Whatever your trading style or execution need, our suite of FX algorithmic execution 
strategies are designed to perform even in the most challenging of liquidity 
landscapes. Helping you to unlock opportunities and meet your trading goals. 

Employing advanced logic, under-pinned by machine learning, enables 
our algorithms to reduce market impact and optimize execution 
performance by anticipating and reacting rapidly to market events.

To find out how, speak to our FX algorithmic execution experts today. 

For more information visit ubs.com/electronictrading-fx
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