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Grey Costs of FX: Overview
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How close are we to providing best execution today? What are the challenges that
are holding us back and where are we driving change to increase efficiency today?

Sponsored by National Australia Bank & Lumint, with the support of NewChangeFX
and ACI, this benchmarking campaign set out to explain how and where our FX
processes are transforming today and based on what key drivers.

This document summarises the key statistical findings of our campaign so far,
prepared by the ValueExchange and HD Financial Consulting. We would love to
hear your reactions to these findings and so please reach out if you have any
comments or questions (to info@thevalueexchange.co)

Run in JunefJuly 2021, this survey
draws on direct feedback from
industry specialists around the globe:
from all industry segments (investors,
banks, brokers, exchanges, etc.) and
geographies.

Investors Banks/
45% Brokers
20%

All of the data in this Key Findings is
drawn from our interactive data
dashboard. Please contact us if you
would like to explore this data

yourself.
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Key Findings
The Case for Change The Case for Outsourcing

Of investors are planning a technology change

Of the industry is not tracking any TCA for FX in 2022

N N

60% of investors are overlooking 72% of our FX 36% of respondents have outsourced their FX
costs execution today
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The Case for Change
39% of us aren’t tracking our FX TCA

Track TCA using
single time-stamp
(inhouse), 26%

Not tracking TCA at all

39%

..27% of fund managers

..31% of equities mangers

..44% of fixed Income managers

r———————-

Question: How do you currently calculate your Transaction Cost Analysis (TCA) for FX? (All respondents)

Track TCA using
multiple time-

stamps, 25%
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The Case for Change

Less than 30% of investors have a view of their total FX costs — beyond TCA

% tracking their FX costs

25%

29%

Asset owners

Fund managers

Banks

Global Grey Costs
benchmark
(2020)

Question: Do you currently track a "Cost per trade" methodology (outside of your TCA)?

Source: FX expert panel

75%
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The Case for Change

Why track a cost per trade? Imbalance between banks and their clients — but
MIFID isn't the only driver for investors

38

37

33

28

28

2.7

2.2

Regulatory Requirements

Client profitability c.qa. MIEID

Competitive differentiation
(e.g. sharing data with clients)

Enhancing yield

Internal cost cutting Enhancing yield
Competitive differentiation .
(e.g. sharing data with clients) Internal cost cUitting
Strategy / Business planning Client profitability tracking
Capacity planning Strategy / Business planning

Regulatory requirements

Key Driving Factors (Out of 5)

Question: What are the key factors driving you to measure your Cost per trade?
Source: Expert panel

34

3.0

29

25

25

24

20

@ drivethe client
MR rclationship

s

Alpha generators are

harnessing cost control)

Competitive differentiation

(e.g. sharing data with clients)

Enhancing yield

2.6

3.0
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The Case for Change

More than meets the eye: spreads are only 17% of What is an FX trade made up of?

the true cost of FX 5 = -

CEO Trading Port.Mgt  Back
Office

Execution Costs / spreads I 177 O O
Liquidity Impact (in the market) NN ©%
Settlement Costs I s
Staffing costs NG
IT / System maintenance cost (including outsourced Middle... I 7%
Capital / Treasury Impact I 7%
Cost of Risk (Operational, Credit/Counterparty; including... I -
Premises costs NN
TCA reporting costs NN %

o0 0 00009
o0l o

Regulatory development costs (including trade reporting) N %
KYC/AML costs I 5%
Core functions (HR, Finance, etc.) I 5%

Fee calculation NG 5 ‘ ‘

Information services (index providers, data/terminal... I 4% ‘

benchmarks
Question: How would you estimate the following costs (as a % of your average cost per trade TODAY across O Leading cost Impact X

all markets) (All respondents) thevame:):;r;;:tg



The Case for Change

What does an FX trade cost? Fund managers and Banks are well aligned, but AOs?

Asset
Oowners

Execution costs / spreads

v

Premises costs

Capital / Treasury impact

Regulatory development costs

Liquidity impact

iy

) e I I I I ) ) I8 N

IT/ System costs

Staffing costs

TCA reporting costs

KYC / AML costs

Cost of Risk

Question: How would you estimate thg
all markets) (All respondents)

s

Fund
Managers

Execution costs / spreads
Liquidity impact
Settlement costs

Staffing costs
TCA reporting costs
Cost of risk
IT / system costs
Capital / Treasury impact
Regulatory development costs

Fee calculation

?
3
:
¢

Banks /
Brokers

Execution costs / spreads
Liquidity impact
KYC / AML costs
Settlement costs

Staffing costs
Cost of risk
IT / system costs
Information services

Capital / Treasury impact

Regulatory development costs



The Case for Change

60% of investors are missing up to 72% of our FX costs

60%

72% of total FX costs today

44% I S R S S R S S S R S R S S S R R S S R S S R S R

40% 40%
38% 38% 38%

36%

27%
22%

16%

BuIdoeI1 SI01SSAUI JO %04 >

Settlement Liquidity

TCA reportin ) IT / System Capital / Regulatory ;
P 9 Cost of Risk maintenance Treasury . e cere PliEmlses
costs calculation functions costs

6% 6% 5%

Execution Costs / spreads Costs T

19% 10% 10%

e
7% cost Impact nt costs
7% 7% 6% %

benchmarks
Question: How would you estimate the following costs (as a % of your average cost per trade TODAY across all markets) /Does your Impact
cost per trade tracking include a unitised (i.e. volume-based) view of the following costs? (All respondents) oY
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The Case for Change

Beware investors' hidden costs: they are growing every day

16.8%

.

10.1% 10%

T 1

9.2%

7.2% 6.9% 6.9% 7%

L N U

52%

Settlement Liquidity
Costs Impact
9.8% 9.7%

Execution Costs / SpreadS TCA reporting IT/ System Gl REEERely EEE! Core Premises

Cost of Risk maintenance Treasury developme - "
calculation functions

costs
6.8% cost Impact nt costs 5.5%

(o)
18.6% 7.5% 6.8% 6.5% 56%

benchmarks
Question: How would you estimate the following costs (as a % of your average cost per trade TODAY across all markets) /Does your Impact
cost per trade tracking include a unitised (i.e. volume-based) view of the following costs? (Investors only) oY
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The Case for Change

Staffing: a small but fast-growing cost

All Investors

=’o

Activg FX managers

FX desk size (FTE)

Passive FX managers

0] $5bn $10bn $51bn $100bn

Assets Under Management (USD)

Question: How many staff (FTEs) do you have working on FX today (inc share class hedging)? (All
respondents)

Expected growth in staffing costs in 2021/22

North America

‘ +8%
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Importance

The Case for Change
Broker selection: Pricing or operational efficiency?

is AUM an inhibitor to operational performance? ..and do passive managers see past the spread?

50
48 [ AENE ] E g Pricing (4.0)
OO : o
46 > (© Operational Efficiency (4.1)
0 C
b4 )
© (V)
Credit lines al E
42 4 v ‘ ,
'sl Service Delivery
40 Indemnification
38 Operational
\ Efficiency
36 /

Operational Efficiency (4.3)

Existing agreements
34 /CbD

32

Active FX
Mmanagers

Pricing (4.2)
3.0
USD 0-5bn USD 6-10bn USD 11-50bn USD 51-100bn >USD 100bn

Assets Under Management (USD)

community
thevalueexchange.co

benchmarks
Question: When selecting your FX broker, how important are each of these criteria? Impet X



The Case for Outsourcing

Cost centres are already outsourced — and income-activities are

growing

Broker onboarding /review l‘
Share class hedging l‘

Asset /portfolio hedging
FX execution

Emerging Markets FX execution

Middle Office /Deal Calculation l‘
Share class performance attribution /deviation analysis l‘
rea reporting - ) ™7
Reguiatory reporting [
Back Office (including matching settlement) "

Question: Which functions have you outsourced or do you plan to Revenue ‘ Cost
outsource? centres centres

48%

. have outsourced

Alpha
objective

42%

. have outsourced

Beta
objective
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The Case for Outsourcing
What other solutions can deliver returns?

Unrealistic expectations or growing
momentum??

5.90%

5.70%

5.50%

Question: What was the impact of these measures on
your total cost per trade over the last 12 months ?

5.30%
510%
490%
4.70%
450%
430%
[

Robotics / RPA

peer |

System Peer to Utilities /
consolidation Qjf  execu tion Collaboration

benchmarks
Savings expected in next Impact
12 months community
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The Case for Outsourcing
Tech-spend avoidance for investors? The next step for Banks

Investors are beginning their system transformation ..just as banks complete theirs or turn to outsourcing

Adding new technologies / systems to current

43% Outsourcing Execution 30%
infrastructure
Peer to peer execution platform 30% Counterparty consolidation 39%
Outsourcing processing 33% Outsourcing processing 35%
Externalﬁutlomatlon (Using ?PIS bit—)based 27% (Internal) Robotics and process re-engineering 43%
technology to process key tasks
. . . Renegotiating fees (with existing providers) and / or o
(Internal) Robotics and process re-engineering 33% 52%

changing vendors

External automation (Using APIs bot-based technology

Outsourcing Execution 40% to process key tasks)

39%

£ Counterparty consolidation 35% System consolidation 57%
3 I . S .
-E Renegotiating fees (Wlt.h existing providers) and / 379 Insoureing 5 T
) or changing vendors
g System consolidation 38% Moving internal resources to lower cost locations 61%
. Adding new technologies / systems to current

g Insourcing 37% ° infras*?ruct/ur}; 65% 43%
2
| Moving internal resources to lower cost locations 40% Peer to peer execution platform 70%
I Utilities / Collaborative projects 43% Utilities / Collaborative projects 61% 26%

Question: Where do you plan to focus your Benchiiarks

attention most in the next 12 months: in 1h2

ths

Impact
terms of managing costs and ensuring scale community X
thevalueexchange.co



The Case for Outsourcing
Investors outsource TCA already, but not Banks

Fund managers Fauities Banks

In-house, 18%

Don't track,

28% Don't track,

Fixed Income 33%

6%

In-house,
64%

! benchmarks
Question: How do you currently calculate your Transaction Cost Analysis (TCA) for FX? (All respondents) T

thevalueexchange.co



National

Australia
Bank

The Grey Costs of FX
G rey COStS Of FX How far to tXJe best execution?
[ELUMINT

What next?  [te——
ﬁthe ValueExchange AC'

hd financial consulting

)
Ke .
. A Webinar WETGH S Podcast
Key Findings Findings . . .
discussion handbook series
Podcast
- w -
What did the How can | be part What does the What does this
survey tell us? of the discussion? change journey look like in real
look like? life?
A discussion document Personalised scorecards for Detailed, interactive Specialist insights on our A global webinar bringing A comprehensive Case study interviews of
that highlights the key every respondent dashboards giving you full Key Findings in a 30- together experts and handbook report that how other market players
statistical insights from our access to every survey minute interview with practitioners: giving you showcases the have delivered on
survey response leading experts answers to the questions transformation journey: meaningful change. What
that matter what to focus on, what challenges they've faced
risks to expect and what and what outcomes they
returns to look for have achieved

Click here to contact us
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http://www.thevalueexchange.co/corporateactions2021
https://www.thevalueexchange.co/corporateactionsin2021-webinar
mailto:info@thevalueexchange.co?subject=Tell%20me%20more%20about%20the%20Grey%20costs%20of%20FX!
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