
ViewPointP

Introduction

As the specter of additional regulation comes closer into view and nearer to implementation, an increasing focus on the challenges 
and changes impacting users of foreign exchange is dominating FX media coverage.  If you happen to be a financial institution 
responsible for investing other people’s money, the set of best execution standards and compliance requirements coming 
your way should be raising serious concern.  Perhaps there is no other acronym in the capital markets’ universe that causes as 
much concern as MiFID II.  The objective of this European Union regulatory edict is pretty straight forward, but its implication as a 
compliance matter raises a host of complications for the OTC FX marketplace. 

Some MiFID II Background

It all started in 2004, when the first Markets in Financial Instruments Directive was passed – it was not implemented until 2007.  
The first Directive (MiFID) sought to improve the competitiveness of the European Union financial markets by creating a single 
market for investment services and activities while insuring a high degree of unified protections for investors active in the financial 
markets.  In 2011, the second Markets in Financial Instruments Directive (MiFID II) was published – it was passed in 2014 and 
will be implemented in January 2018 after a series of delays.  This second Directive’s purpose is to improve the functioning of 
the financial markets and to make them more efficient, resilient and transparent, largely in response to the fallout from the global 
financial crisis that started in 2008.

MiFID II empowered the European Securities and Markets Authority (ESMA) to establish regulatory technical standards to bring 
the majority of non-equity products into a robust regulatory regime and move a significant part of OTC trading onto regulated 
platforms.  The rules are many and their impact is far reaching.  Of chief concern to the buy side is determining how to satisfy 
the threshold for compliance when it comes to the specific elements of trading transparency and the achievement of best 
execution standards.

So What Does MiFID II and Spot FX Have to Do With Each Other?

MiFID II is extremely wide ranging and will affect many elements of a buy side institution’s business model from trading, 
transaction reporting and client services to IT and HR systems.  Specifically, MiFID II will require greater transparency through 
mandating pre- and post-trade reporting for non-equities and strengthening and broadening the existing requirements for equities.  
MiFID II also requires detailed fee reporting for all financial transactions.  The Directive also requires, like its U.S. cousin Dodd 
Frank, that a large portion of OTC trading is moved onto regulated venues to allow for central clearing and fair and transparent 
execution standards.

MiFID II is very specific in its definition of covered financial instruments and Spot FX, as typically traded with a settlement of 2 
days or less, does not fall under that financial instrument definition.  However, the regulation makes it clear that investment firms 
must disclose FX conversion rates and costs for any financial instrument that includes an amount of foreign currency.  When an 
investment firm executes an order on behalf of a client, the required disclosure to the client must include, among other 
things: the trading time; the rate of exchange obtained where the transaction involves a conversion of currency; and an 
itemized breakdown of commissions and expenses.  
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So while Spot FX is not a financial instrument within the organizing scope of MiFID II, the reporting requirements for any financial 
instrument transactions that include a currency conversion, will require precise reporting of the Spot FX trade executed in relation to 
those transactions.

MiFID II and Best Execution Standards

Under MiFID II, the buy side is required to take “all sufficient steps” to achieve best execution results for their clients.  Under the 
first Directive of 2007, they only needed to take “all reasonable steps.”  So what does that mean?  The new regulations lay out a 
number of factors.  Now the buy side is obligated to execute orders on terms most favorable to the client; they must consider “price, 
costs, speed, likelihood of execution and settlement, size, nature or any other consideration.”  Buy side firms are also obligated to 
check the “fairness of the price.”  This process necessitates the evaluation of pre-trade market data.  The change from MiFID to 
MiFID II formalizes an approach to best execution that had previously been less defined.

How Cürex Can Help

Cürex already provides all the tools and products that allow the buy side to comply with the FX related transparency and 
best execution requirements of MiFID II.  Our customers have access to pre-trade analytics derived from market data gathered 
from the largest liquidity providers in the FX marketplace.  That information can be captured at any moment in time and used for 
compliance purposes.  Our FX ECN is live, streaming and includes only executable prices – there is no “last look.”  When our 
customers execute FX trades on our venue they receive immediate post-trade reporting and benefits that include: a precise time 
stamp (to the millisecond); a proof that the price they achieved was the best price available in our multi-contributor anonymous 
market; a confirmation of their trade in relation to the FTSE Cürex FX Benchmark; and the ability to audit that FX trade at any time 
in the future.  Our customers all pay the same, disclosed small brokerage fee which is both itemized and calculated on an all-in basis 
on their trade confirmation.

Please contact Cürex to see a demonstration of our end-to-end FX trading experience.  We are ready to assist with the buy side’s 
increasing regulatory burden.

“View Point” provides Cürex’s insight on relevant topics to institutional users of foreign exchange. Its mission is institutional 
FX user benefit and information. Cürex’s goal is to provide fairness, transparency and unparalleled efficiency to the FX 
marketplace for the benefit of our partners and customers.  Visit us often so we can share our View Points with you.
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