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FX futures make up a tiny part of the global foreign exchange market today, but given recent
changes, they and similar instruments have the potential to grow fast enough that FX may eventually
follow in the footsteps of U.S. Treasuries—a market that was mostly OTC and in which futures now
top cash trades in terms of average daily volume (ADV).

The chart below tracks the growth of Treasury futures over the past 15 years. Does this trajectory
represent the future of FX?

The Growing Role of FX Futures
FX futures have an ADV of approximately $100 billion, making up about 2.5% of the $4 trillion that is
traded in FX each day. According to FIA, annual volumes have not increased significantly since 2010
and grew less than interest-rate futures.

However, trading volumes in cleared non-deliverable forwards (NDFs) have grown substantially
since the introduction of Uncleared Margin Rules (UMR) and are now estimated to account for close
to 20% of global NDF volume, according to industry sources. Although these sources indicate that
the growth in cleared NDFs has hit a ceiling, there are several trends now playing out in the market,
which suggest that exchanged-traded and cleared FX products will become a bigger and more
important part of the trading activity in FX:

Regulatory Changes: The biggest global FX dealers are already subject to new margin rules1.
under UMR. The list of covered market participants will grow over time. Any institutions with
an exposure of over $50 billion in notional uncleared derivatives will need to adhere to UMR
regulations as of September 2020, which is expected to bring the number of affected users to
200, according to triOptima. Another estimated 900 parties will be affected a year later when
the threshold is lowered to $8 billion.

These rules are designed specifically to increase the costs of uncleared trades in order to
prompt market participants to shift to cleared transactions. According to the 2016 BIS
triannual survey, roughly 40% of FX volume is traded between dealers that have been most
affected by UMR to date. If one were to assume that non-dealers (including customer banks
and institutional investors) shift their trading to a similar degree from bilateral to cleared
NDFs, the share of cleared NDFs could grow to as much as 50%.

Consolidation: The acquisition of large FX platforms by exchanges like the CBOE’s purchase2.
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of HotSpot and the LSE’s acquisition of Refinitiv, with its Reuters and 360T platforms,
represents an obvious attempt by the exchanges to grab a bigger piece of the FX market by
capitalizing on the regulatory push toward cleared trades. This is not unlike what market
observers believe the CME’s objective was in acquiring NEX/BrokerTec, the leading platform
for cash Treasuries.

However, the growth potential for FX futures moving forward is significantly larger, given that
Treasury futures already trump cash trading. By owning OTC and exchange-traded liquidity
pools, exchanges can provide FX users with a unified view of both markets. This would open
up FX futures to a much wider audience and is likely to fuel the growth of FX futures trading.

Product Innovation: Exchanges are creating products that blur the line between OTC and3.
exchange-based trades. OTC-like innovations include cash-settled forwards and FX Link on
CME, which is described as “creating a seamless connection between the FX futures contract
and the OTC FX marketplace as a CME Globex-traded basis spread” which “results in a
simultaneous execution of FX futures cleared by CME and OTC spot FX…”

How Will Futurization Affect the FX Landscape?
There are still many questions to be answered before it’s possible to predict precisely how far this
shift will go and how large a part of the global foreign exchange market futures and like instruments
will become.

Market participants that have not been subject to UMR will soon find out how much more expensive
it will be to trade uncleared NDFs. Before this happens, we simply don’t know how much of their
trading will go cleared. UMR does not impact spot trading, deliverable forwards and swaps, which
make up a large part of the FX market. Any shift from OTC trading in these instruments will depend
on how successful the exchanges are in linking the OTC and exchange-traded/cleared markets
across a large number of currency pairs.

But if FX futures continue to grow in volume, and if foreign exchange markets ultimately follow U.S.
Treasuries by becoming more “futurized,” we can expect continued restructuring and innovation, as
executing futures brokers and clearing brokers look to maximize market shares in a growing
business. And FX dealers will look to compete and stem losses, in part by attempting to transition
trading volume internally from traditional OTC market-making business to their own futures
commission merchant (FCM) franchises. And who will be the biggest winners? FX customers, who
will be able to reap the benefits of the investments in new product innovation by exchanges, brokers
and FCMs alike.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of
strategic benchmarking, analytics and insights to the financial services industry.

We specialize in providing unique, high-value and actionable information to help our clients improve
their business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market
share, revenue performance, client relationship share and quality, operational excellence, return on
equity, behavioral drivers, and industry evolution.
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About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making
markets function better. It is majority owned by S&P Global Inc., a leading provider of transparent
and independent ratings, benchmarks, analytics, and data to the capital and commodity markets
worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong
record of growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000
customers through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China,
Hong Kong, and Singapore.

For more information, visit www.crisil.com
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This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of
S&P Global. All rights reserved. This Document may contain analysis of commercial data relating to
revenues, productivity and headcount of financial services organisations (together with any other
commercial information set out in the Document). The Document may also include statements,
estimates and projections with respect to the anticipated future performance of certain companies
and as to the market for those companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation
of past or future activities of the businesses or companies considered in it but rather is designed to
only highlight the trends. This Document is not (and does not purport to be) a comprehensive
Document on the financial state of any business or company. The Document represents the views of
Crisil Coalition Greenwich as on the date of the Document and Crisil Coalition Greenwich has no
obligation to update or change it in the light of new or additional information or changed
circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and
should not form basis of any lending, investment or credit decision. This Document does not
constitute nor form part of an offer or invitation to subscribe for, underwrite or purchase securities
in any company. Nor should this Document, or any part of it, form the basis to be relied upon in any
way in connection with any contract relating to any securities. The Document is not an investment
analysis or research and is not subject to regulatory or legal obligations on the production of, or
content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s
data submission, business structure, and sales revenue Reporting methodology. As a result, any data
contained in the Document may not be directly comparable to data presented to another bank. For
franchise benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on
aggregate results i.e., when sales revenues are within 5% of at least one competitor ahead, a tie is
shown and designated by = (where actual ranks are shown). Entity level data has no equal ranking
logic implemented and therefore, on occasion, the differences between rank bands can be very close
mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the
research participants. Interviewees may be asked about their use of and demand for financial
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products and services and about investment practices in relevant financial markets. Crisil Coalition
Greenwich compiles the data received, conducts statistical analysis and reviews for presentation
purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES CRISIL COALITION GREENWICH BELIEVES TO
BE RELIABLE. CRISIL COALITION GREENWICH DISCLAIMS ALL REPRESENTATIONS OR
WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO THIS DOCUMENT, INCLUDING AS
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MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF
ALL OR ANY OF THIS DOCUMENT. CRISIL COALITION GREENWICH ACCEPTS NO LIABILITY
WHATSOEVER FOR ANY DIRECT, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY
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