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" Algo Execution

As part of our “Explainers” series, we shed light on Algo Execution. This issue offers
an introduction to Algos, how they are used, and their prominence. In later issues,
we will delve into the technical details of Algos and their future prospects.

What is Algo Execution?
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When clients want to trade FX, they usually enter into a
Risk Transfer execution with a Liquidity Provider (LP),
where they pay a spread to execute their whole amount
at once - clients receive a guaranteed price and
execution fulfillment.

Alternatively, clients can choose to take on Execution
Risk and/or Price Risk through Algo execution. Algo
execution slices the client’s whole amount into many
smaller executions, traded aggressively or passively,
against various liquidity pools, over a period of time.

Algo execution is becoming increasingly popular. Both
the share of clients using Algos, and the share of volume
executed through them, is climbing steadily each year.
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Note: Based on responses from global users of foreign exchange from 2014 to 2022. Numbers in parentheses represent
number of respondents.
Source: Coalition Greenwich Voice of Client - 2014-2022 Global Treasury Services Studies

Why use Algo Executions?

*

Spread: For Risk Transfer executions, wider spreads are
charged for larger trades. However, Algo executions slice
trades into many smaller amounts, pay smaller spreads
with each trade, and drive the average spread lower.

Internalisation: A LP’'s Algo execution may match with
other clients and internal parties, minimising market
impact compared to taking external liquidity.

Maximum Notional: LPs have an upper bound on the
amount they will quote on a Risk Transfer basis, based
on their risk appetite. However, the only notional limit for
Algo execution is the available market liquidity.

Anonymity: Algo execution is often segregated from the
LPs’ Risk Transfer (market-making) desks so only the
client and select staff that are overseeing the execution
are aware of the execution.

What are the main resons why users choose execution algorithms?

1 = not important at all; 5 = very important

Reduce trading costs/improve desk productivity I
Reduce market impact/footprint

Confidentiality

Access to multiple liquidity pools

Improve Execution consistency

Transaction cost analysis

Fee transparency

Best execution requirements

Pre-trade analytics

o
o
@
IS
o

Source: Bank for International Settlements. Markets Committee.
FX execution algorithms and market functioning. Octover 2020




How are Algos Parametrised?

Algo execution has many features that clients can tailor to
meet their specific needs.

*
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Duration: Clients can specify the permitted time, and
therefore speed, of the Algo execution.

Leniency: Clients may choose an aggressive execution
{(expecting to get more done faster but at higher cost and
with more impact) or a more passive execution (expected
to take more time to execute but at lower cost and with
lower impact). With relaxed enough parameters, an Algo
execution may not fill the entire notional of the order.

Limit Price: Clients can specify to not aggress beyond
certain prices, or to wait until certain prices are traded
before executing.

Liquidity Pool: Clients can specify which combination of
internal liquidity, Primary Venues, Secondary Venues, or
Alternative Venues the Algo may access.

How do clients access algo orders?

*

*

Single Dealer Platforms (SDP): Typically, the Algo
provider (e.g. a Bank) would provide algos over their
SDP. HSBC offers Algo order placement through Evolve
—our single deal platform.
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Multi Dealer Platforms (MDP): Major venues like
Bloomberg, FXall, FXSpotStream, and FX Connect offer
integrations that allow clients to access algo orders
offered by different LPs (mainly banks).

Direct API: Clients can build their own APIs that allow
them to place orders directly with their Algo LPs.

Analytics

@ Pre-trade Analytics: Using a suite of analytics, a client
will be able to derive expectations on how a specific Algo
may perform. This expectation would be derived from
historical comparisons for that Algo and historical
context for that currency pair’s liquidity, volumes, and
volatility on the day.

¥ Real-time Analytics: An analytics suite will allow a

client to view live orders and their fills, compare the
Algo’s performance to a benchmark, see the breakdown
of volume by venue, fill quality, and amend the Algo
parameters in-flight.

Analytics fox order 103026631 - EVOLVE TEST SCIMBES BUY 300,000,000 GBP va USD (16)  Switch to Pue Eaccation vicw

@ Trade Cost Analytics (TCA): Standard TCA reports for

Algo executions will compose the volume executed over
time, the price distribution of fills, and performance
metrics in comparison to historical comparisons,
amongst many other metrics.



https://www.gbm.hsbc.com/-/media/media/gbm-global/pdf/articles/efx-explainers-primary-venues.pdf
https://www.gbm.hsbc.com/-/media/media/gbm-global/pdf/articles/efx-explainers-secondary-venues.pdf
https://www.gbm.hsbc.com/-/media/media/gbm-global/pdf/articles/efx-explainers-alternative-venues.pdf
https://www.gbm.hsbc.com/en-gb/solutions/evolve

HSBC FX Execution Algo Suite

HSBC's suite of FX Algos are designed to elevate your execution
experience. It embeds state-of-the-art probabilistic and statistical
techniques, within its fully dynamic and market- adaptive

decision-making processes.

Get Done
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Aggressive open-ended Algo which consumes
maximum liquidity within selected limit time.

Open-ended Algo balancing trade-off between
Shortfall) market volatility risk and market impact.

Passive open-ended Algo which dynamically tracks
the market, hiding true extent of execution interest.

Volume-based open-ended Algo which executes at market
activity pace subject to selected participation rate.

VWAP Volume-based scheduler Algo which executes at pace

(Volume Weighted
Average Price)

proportional to historic market activity

TWAP Time-based scheduler Algo which executes at relatively

(Time Weighted
Average Price)

Liquidity+

even pace throughout selected order duration.

Basket Algo
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How are Algos executed? Why are Algos important to practitioners?

€ Adaptive: Smart routing logic determines how to slice L 4
the total order quantity to optimally place child orders —
taking liguidity on different venues, in different regions.
Real-time market data is continually analysed to adapt
the trading strategy.

€ Customisable: Clients can choose the level of control L 2
they wish — taking execution into their own hands by
fully customising behaviour of the Algo, or letting the
technology determine the optimal execution path.

€ Liquidity Optimisation: External liquidity is frequently
reviewed and tailored to minimise the spread cost and
potential information leakage. *

€ Support: Dedicated FX Algo execution teams assist
clients before, during and after execution.

Novel Participants in an Opaque Market: Algo
executions represent an increasingly relevant portion of
the FX market. As clients interact in and observe the
market, it is important to understand how these new
participants may be impacting the ecosystem.

Execution Differentiation: Under certain
circumstances, present Algo executions may be better
than Risk Transfer executions for some clients. As Algos
become more advanced, it is important for clients to be
familiar with them to make sure that they are choosing
the best execution avenue.

Market Fragmentation: As volumes increasingly shift
from Primary Venues to Secondary Venues, Algo
executions allow clients to access these disjointed
venues through their Algos’ curated liquidity pools.
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Agency, is registered with Kanto Local Financial Bureau (Registration No.Toroku-105), and is a member of Japan
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