Foreign Exchange Benchmarks Consultative Report

To help address the issues arising from this market structure, the working group is proposing
possible recommendations for reform in the foreign exchange market in the following broad

categories:

Working Group

RVS comment

The calculation methodology of the WMR
benchmark rates

Any one platform for many pairs covers too
small a share of market activity. They should
use as many sources as possible and should in
the interim incorporate the data from all 3
current sources (no. 4 page 24)

The publication reference rates by central
banks.

Market infrastructure in relation to the
execution of fix trades.

Review of how Index providers use the 4pm Fix
as this is fundamental to the rest of the
markets behaviour and changes here could lead
to positive changes for asset managers and
banks around how they provide transparency
and best execution on the FX component

Sharing of trade information between market
makers can lead to collusive behaviour — would
be limited if;

e an auction replaced the 4pm fixing
method ( page 21) But this may not be
realistic for the FX market

e Best execution regulation and market
structure changes were implemented
that promote trading over the day
rather than in and around the
fixing.(page 28)

The behaviour of market participants around
the time of the major FX benchmarks (primarily
the WM 4pm London fix)

Market makers should be empowered to
educate clients on benefits of trading at times
away from the fix which requires market
structure changes that mean they can justify
the prices clients receive

Apart from the forthcoming I0OSCO recommendations, the draft recommendations are summarised
below. While comments are welcome on any aspects of the report and proposals, the group is
particularly inviting feedback on selected recommendations as highlighted (recommendations 1, 2,
3, 6 and 11). Full details on each recommendation are given in the body of this report on pages 22-
28.




Working Group RVS Comment

The group recommends the fixing window be
widened from its current width of one minute.
It seeks feedback from market participants as
to the appropriate width of the calculation
window

e RP -Window width should be on a currency
by currency basis

e RP- Fixing could be based on the average
not median, which could reduce the affect
any emerging news at the time has on the
ability for users to match the BM, ensuring
the Fix remains fit for purpose by
generating a replicable market price.

e A move away from the 4p.m. fix has many
downsides. e.g. If some currencies fixed at
different times then the liquidity provided
from cross currency trades could well be
affected, some currencies do not have a
natural market versus the USD.

e Asthe bank's offering a service that
includes the ability to trade at a mid-price
unknown at the time of the agreement,
widening the window significantly may
result in a reduced appetite to offer this
service - | would suggest maximum should
be 5 minutes for liquid currencies.
Potentially illiquid currencies could be
greater, but it should be noted that the
wider the window, the more opportunities
arise to influence the Fix.

The group seeks feedback from market e Introduction of an auction instead of
participants as to whether there is a need for current Fixing, if there were the liquidity
alternative benchmark calculations (such as a e Use SWAP instead. ( Appendix 1)
volume weighted or time weighted benchmark
price) calculated over longer time periods of up
to and including 24 hours.

The group also seeks feedback from market e Asthe 4 pm fix is widely known to occur,
participants as to whether the fixing windows then central banks etc have the ability to
should continue to be centred exactly on the ensure that they do not disrupt Markets
hour (half hour) or whether the fixing window unnecessarily by releasing sensitive

should close or start on the hour. Market information around this time. The F/X
participants should consider whether this view markets in general offer good liquidity on a
changes depending on the size of the window. global scale, this needs to be respected

when addressing the issue of the Fix.

e Even if the fix was carried out at a different
time, market participants would need to be
aware of the change and so the potential
problems would merely be moved, not
resolved.

The group supports the development of

. NV . e A central utility leads to a silo infrastructure
industry-led initiatives to create independent




netting and execution facilities. However, it also
is interested in seeking feedback from market
participants on the development of a
global/central utility for order-matching to
facilitate fixing orders from any market
participants

which can be negative for market structure
as it does not promote competition or
choice for participants. Any such utility
would need to be regulated

Block trading venues required to facilitate
large orders around the fixing time or at
any other time without unnecessary impact
to the market

Centralised utilities have the additional
downside of not taking into account
credit/country limits - In a situation where
one side of a potentially 'matched fix' could
not transact with the other for the above
reasons, there would be a need for a 3rd
party to be introduced

More broadly, the group recommends that
banks establish and enforce their internal
systems and controls to address potential
conflicts of interest arising from managing
customer flow

Separation of client and house flow trading
responsibilities — should already be
happening.

Compliance departments should impose
internal standards and process with
enforcement methods

Internal review of timeframes for execution
of client flow

In the same way that the CF40 function was
introduced to combat potential conflicts in
the Ibor submissions, a similar appointed
role could be created to handle the F/X fix.
If market participants had the P/L issues
that are inherent with the Fix system
removed, then the temptation to influence
the fix would be removed, the onus instead
placed on a more senior figure within the
bank. Potential downsides to this approach
though revolve around the global nature of
the F/X world, where less regulated
countries/institutions still have access to
the market liquidity and therefore have the
ability to unfairly influence the fixings.

It may be possible with the above structure
for the person in the newly created role to
report to local CB's etc what their Fix
position will be in advance, giving the CB
the ability to intervene/net at a global level
should they wish to do so. Also they would
have an idea of potentially adverse factors
affecting liquidity - particularly relevant to
smaller economies





<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /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 true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /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 (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



