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Background 
 
In February, the Financial Stability Board set up a sub-group on foreign exchange benchmarks. 
The Foreign Exchange Benchmark Group (FEBG), chaired by Guy Debelle (Reserve Bank of 
Australia) and Paul Fisher (Bank of England), was tasked with analysing the structure of the FX 
market and identifying possible remedies for any adverse incentives. The move followed almost 
a year of allegations that currency traders at major banks were colluding to manipulate FX 
benchmarks. Authorities in multiple jurisdictions were, and indeed still are, investigating the 
allegations, including the US Department of Justice, the Commodity Futures Trading 
Commission, the Financial Conduct Authority, the European Commission, the Swiss Financial 
Market Supervisory Authority, the Hong Kong Monetary Authority and the Monetary Authority of 
Singapore. The spotlight is on London, however, where an estimated 40% of FX trades take 
place (the Bank of International Settlements estimated global daily turnover in the FX market to 
be $5.35tn last year). Six banks – Barclays, Citigroup, HSBC, JPMorgan Chase, RBS and UBS 
– have already held meetings with the FCA to discuss terms for a settlement. 
 
The FX benchmarks are used to value trillions of dollars in investments (including an estimated 
$3.6tn in index funds). Chief among them is the WM/Reuters 4pm fix, which is used to set 
benchmark rates for 21 major currencies. The rates are set on the basis of the median levels of 
actual inter-bank FX trades that take place during a 60-second window (30 seconds either side 
of 4pm). The allegations are twofold: first, that senior traders, possibly using instant message 
chatrooms, shared sensitive information on client orders ahead of the 4pm fix; and second, that 
traders stockpiled orders in order to buy or sell aggressively during the fix window, thereby 
influencing the resulting benchmark rates (a process known as “banging the close”). 
 
FEBG Consultation 
 
FEBG issued a consultation document in July, which set out 15 recommendations for reforming 
the FX market. These included: widening the fix window; relocating the timing of the window; 
increasing the number of information sources that provide price feeds and transactions data; 
introducing an alternative benchmark calculation (e.g. a volume-weighted or time-weighted 
benchmark price); improving price transparency; and creating a central utility for order matching. 
The FEBG was not tasked with identifying wrongdoing on the part of any particular market 
participant, but was instead concerned with finding solutions to the structural and behavioural 
problems afflicting the FX market. 
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Industry Response 
 
On the whole, market participants welcomed the consultation document as a level-headed 
response to the concerns surrounding FX benchmarks. There was, however, a large degree of 
scepticism that widening the fix window would have any significant impact (with some going so 
far as to warn that it would make matters worse). As long as banks are able to accept orders in 
advance of the window – whatever its length – there will remain a structural incentive for 
speculative traders to manipulate the fix. Information leakage, the grease that enables traders to 
abuse the window, will also not be affected by a widening of the window.   
 
A better solution, it was argued, would be to settle FX spot trades in real-time, preventing traders 
from stockpiling trades in the run-up to the fix. This may already be happening organically – 
anecdotal evidence suggests that transaction volumes around the time of the fix are down, with 
more investors using execution management technologies to trade electronically. Indeed, 
advances in technology may have rendered the single-point fix obsolete; a rolling fix, calculated 
every second of the trading day, would be feasible and far less open to abuse.  
 
If the window were to be extended, however, it should be widened to five minutes, according to 
one industry association. Another recommendation was 10-15 minutes, working on the basis 
that trading volumes spike by at least ten times at the 4pm fix. It was also suggested that a 3pm 
fix would be preferable to the current 4pm, as the market is less liquid at the latter time. 
 
There was little enthusiasm for introducing a global, centralised utility for order matching. The 
rationale behind the proposal was that a central utility would maximise netting opportunities and 
reduce the need to provide dealers with information in advance. In response, it was argued that, 
despite the allegations of wrongdoing, dealers do serve a useful function, absorbing risk and 
providing liquidity as market-makers. A central utility would not necessarily lead to fairer pricing: 
residual trades – those which, for no reason other than bad luck, were not matched via the 
central utility – would still need to be executed in the market, where they would incur different 
rates. That said, several major banks, such as ANZ, Commerzbank and NAB, have expressed 
support for the proposal. 
 
Introducing a transparent and consistent price mechanism was another controversial area of 
reform. At present, banks fix orders for free by not charging spreads on transactions, and 
instead offering clients the mid-price only. FEBG has proposed that banks should apply a bid-
offer spread, or use a “clearly communicated and documented fee structure”. The concern, 
however, is that banks will profit from the additional fees while also remaining in a position to 
abuse their position (especially if they continue to receive orders in advance of the fix). 
 
On the behavioural side, it was questioned whether revised codes of conduct would have any 
impact (absent a strong enforcement mechanism). In August, ACI, the FX industry body, called 
for the adoption of a globally-recognised code of conduct. However, it was pointed out that the 
existing ACI Model Code already contains the necessary provisions to guide market participants 
away from unethical or illegal behaviour. Stronger sanctions may afford the Model Code greater 
weight, but, ultimately, the answer to misconduct will be found in reforms to the structural 
processes of the market. 
 
FEBG Final Report 
 
FEBG released its final report around one week after the round-table. The recommendations 
remain much the same as set out in the consultation document. Most notably, the report 
suggests a five minute window for the WM 4pm fix (but calls on WM to consult with market 
participants before deciding the appropriate length of time).  

http://www.financialstabilityboard.org/publications/r_140930.pdf

