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CURRENT BROKER LANDSCAPE

ver the course of the past two years, regulatory
oversight in the US and the global financial
meltdown have changed the landscape
of what it takes to be a competitive FX broker.

Asyou read thisafewregulated FX brokers are teetering
on the verge of going out of business, most unregulated
brokers are complacently moving on, while a new batch
of brokersare entering the market, probably unprepared,
driven by theallure of profitsor by the zeal of sponsoring
a perceived technological or business improvement.

The FX broker market is consolidating in regulated
countries like the US, Switzerland and Japan. If a
FX broker regulated by the U.S. National Futures
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Association (NFA) were to fail, chances are that one
morning clients might receive an e-mail from the
brokers CEO informing them that their accounts
will be serviced by some big firm within days. In
other words, the transition to a new broker would be
a bit disconcerting, but smooth. But what about if
a firm is regulated elsewhere or not regulated at all?

This article takes a hard look at how client
perceptions of brokers may be leaving some firms more
vulnerable than others in light of regulatory changes.

Even if you followed FX brokerage news over the past
18 months, it is very likely that each announcement
was evaluated in isolation. A clearer image of industry
trends emerges as we evaluate these announcements as
awhole.
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Jan 08. IFX Markets, founded in 2004, is ned $60,000
by the NFA for failing to supervise its Introducing Brokers
(IBs). Aug 08, IFX parent company City Index merges IFX
Markets into FX Solutions

Jan 08. NFA completes closure of two FX brokers:
One World Capital Group, FXLQ for insu  cient net capital
requirement

Jan 08. NFA nes Advanced Markets Inc $150,000
for inadequate record-keeping and introducing broker
supervision

Jan 08. NFA launches massive e ort to close down
fraudulent commodity pool operators (CPOs), resulting in
dozens of high pro le scams

Jun 08. Saxo Bank begins NFA registration process as
Futures Commaodities Broker (FCM, i.e. FX broker dealer).
Oct 08 Saxo Bank pulls out registration petition. Saxo Bank
announces personnel cuts throughout the world. May 09

nancial statements show increase in revenues and net pro ts,
of 61% and 23% year-on-year, respectively.

Aug 08. e US Congress passes the CFTC
Reauthorization Act of 2008 granting expanded powers to
the CFTC and its enforcement agency, the NFA. e Act
raises the Net Capital Requirement (NCR) FX dealers would
need to keep to $20 million by May 2009. e NCR had been
$5 million through Sep 08 and only $250,000 through Feb
06.

Sep 08. IG Markets buys an 87% stake in Japanese
currency broker FXOnline for $207 million. May 09 Financial
Times report casts negative light on the acquisition due to
recently announced Japanese regulator sintention to drastically
curtail leverage, IG Markets publicly trades prices fall

Oct 08. MG Financial, founded in 1992, becomes a
subsidiary (IB) of Rosenthal Collins Group (RCG), a futures
broker

Nov 08. CMC Markets pulls its registration from the
NFA and announces personnel cuts in the US, Australia and
other parts of the world

Jan 09. ODL Securities sells its US accounts to FXCM

Jan 09. Hotspot FXr announces the sale of its retail FX
accounts to FXCM

Jan 09. ACM USA, NFA-registrant since 2007 and
indirectly related to AC Markets, announces suspension of
operations and the transfer of accounts to AC Markets of
Switzerland

Feb 09. US regulator FINRA announces reduction in
leverage for Forex traders to 1.5:1, reportedly in response to FX
brokers that wanted to circumvent NFA oversight in the US

Mar 09. Last month for online FX brokers in
Switzerland to register as banking entities, as mandated by e
Swiss Federal Banking Commission and FINMA in 2008.
Bank license applicants: AC Markets, MIG Investments,
Dukascopy, and GFX Group (Forex.ch). Realtime Forex S.A
decided to move operations to Malta.

Apr 09. NFA nes FX broker I-Trade FX $250,000
for inadequate anti-money laundering (AML) procedures.
A week later, on May 09 I-Trade FX announces sales of its
accounts to FXCM.

Apr 09. GFS Forex & Futures, a NFA-regulated rm,
exits the US market to be based in the United Kingdom

Apr 09. NFA announces rule  NFA Compliance
Rule 2-43(b) prohibiting hedging trades, mandating FIFO
accounting, and imposing restrictions on pending orders

May 09. Japanese FSA announces intention to curtail
leverage to 20:1 or 30:1 by the summer of 2009.
May 09. AvaFX,aFX broker owned by an Israeli public
rm, reports 1Q09 revenues of $11.8 million, with net income
of $5.1 milliona er marketing and advertising expenses of $3.6
million.
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These series of events leads us to think that a number
of major brokers entered the US late, in 2007 and
2008, allured by the fact that the US represents some
30% of the global market place. Who were these
firms? There were brokers with a substantial following
in other continents, like Saxo Bank, Alpari, and 1G
Markets. There were US futures brokers that wanted
to expand into spot FX, like MF Global, Rosenthal
Collins Group, PFG Best, and Ikon Global Markets.
And there were also new entrants like I-Trade FX and
Advanced Markets.

MG Financial, a broker dating to 1992 but not known
for keeping up with the times, sold out to Rosenthal
Collins Group and became an introducing broker to
them. The passage of the
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by the direct and indirect cost of regulation. There
are approximately 15 FX brokers that are regulated in
the US, down from about 22 a year ago. Our estimate
is that we might have only 10-12 firms left a year from
now.
Clearly, the industry appears to have reached a point
where there are two very different types of FX brokers:
1) well capitalized, highly regulated, operationally
sophisticated brokers, and 2) unregulated/lightly-
regulated brokers that have profitable businesses but
have questionable operational sophistication and
marketing.
There are two regulatory bodies with substantial
experience in spot off-exchange currency (Forex)
markets: the United States

CFTC  Reauthorization
Act was a major cause for
CMC Markets closing its
US operations to focus on
more competitive regions
like the EU and Australia.
Thismovewasalsomatched
by Saxo Bank, which
abruptly ended its four-
month dealer registration
request with the NFA.

Asthe minimumregulatory
capital increased in the
US from $5m to $10m to
$15m to $20m within a
few months, more brokers
continued to either sell out
or move out of the United

NFA and the United
Kingdoms Financial
Services Authority (FSA).
The majority of the
remaining regulators are
either increasing their
regulatory oversight in
Forex like Switzerland
and Japan or maintaining
lower regulatory standards

Malta, Cyprus, Belize,

and other off-shore
jurisdictions.

The differences in
regulatory oversight

and the associated cost
~ & are dramatic. A broker

1 outside of the NFA/FSA
regulation does not have

States. ODL Securities and

Hotspot FXr opted to sell their US retail FX business
to FXCM. ACM USA, a partner with (but separately
owned than) AC Markets of Switzerland suspended
its US venture. Right before the increase to a capital
requirement of $20m, I-Trade FX, a newer MT4
platform broker was heavily fined by the NFA and
sold its entire business to FXCM.

Some like Alpari US and IG Markets have stayed in the
US while others have exited the market, driven away

the incentive to adhere to
any of the following major NFA requirements:
- Reportkey statistics on adaily, weekly, monthly
and quarterly basis, under the threat of major fines for
lateness, inaccuracy, or deception
- Keep records, transactional data and price data
for years
- Have emergency contingency plans and data
privacy protection plans
- Be able to prove marketing claims and have
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clear dispute-resolution procedures

- Screen accounts according to anti-money
laundering and anti-terrorism rules

- Strictly supervise the marketing claims of
authorized agents soliciting accounts

- Publish detailed risk disclosures

Since 2006, the NFA has not hidden its displeasure
with (spot) Forex brokers that were not part of its on-
exchange futures brokers group. It set out to fine most
such regulated brokers operating in the US from 2006
through early 2008. As these brokers adhered more
strictly to the newly aggressive rule enforcement, the
NFA sought approval from Congress to increase the
minimum capital requirement to levels that were 80
times what they were through Feb 2006.

The odds are high that the new NFA Compliance
Rule 2-43(b) announced on April 09 will prove
to be a serious regulatory overstep by the NFA. It
is likely to hurt the broker industry in the United
States. All brokers offering MetaTrader4, by far the
most popular trading platform in the world with over
50% market share, will be particularly hard-hit. US
brokers will have costly modifications to make on the
client interface and broker backoffice for something
that will actually deter a substantial number of traders
to open accounts with them. In our opinion, UK FX
brokers are best positioned to gain from this NFA
controversial decisions, as long as the UK FSA does
not follow the same regulatory steps.

A massive regulatory shakedown is also taking place
in Switzerland, where the Swiss Federal Banking
Commission had given FX brokers until Mar 2009 to
registerasabankwith FINMA (Swiss Financial Market
Supervisory Authority) in order to continue to offer
retail Forex from a Swiss headquarters. AC Markets,
MIG Investments, Dukascopy,and GFX Group (Forex.
ch) filed their banking application with FINMA by
the deadline, while others sold out to existing banks
or left Switzerland to less strict jurisdictions within
the EU zone. The Swiss regulatory push would have
greater credibility if FINMA had not dragged on
the closure of fraudulent Swiss broker Crown FX for
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months Crown FX was able to continue to attract
clients throughout much of the shut down process
while existing accounts had their accounts frozen.
Major changes also appear to be brewing in the
Japanese retail FX world. Since its inception, the
Japanese retail FX market has been in the hands of
a few dozen Japanese brokers. There are reports that
this later group routinely turned down equity stake
offers in their firms from foreign brokers. Finally in
late 2008, FXOnline, one of the top five Japanese
brokers, sold an 87% stake to 1G Markets of the UK
for $207 million.

Unfortunately for domestic brokers, regulatory winds
appear to have changed in Japan. In May 09, the
Japanese Financial Services Authority reported that
it was requesting a sharp reduction in leverage for all
retail FX transactions to a maximum of 20:1 or 30:1
no later than the summer of 2009. Some believe that
this change will mean higher spreads in Japan and
lower liquidity during the Asian session. More likely,
though, will be the gradual flow of FX accounts out
of Japan and a more rapid foreign takeover of Japanese
brokers.




THE 2009 FOREXDS AWARDS
THE OPINION OF FX TRADERS

0 as the winds of regulation change and create

opportunities, the broker sentiment of FX traders is

what ultimately decides winnersand losers. e average
trader has to choose from a pool of over 100 FX brokers that,
to most traders, appears confusingly similar. Information
about brokers on the web is highly dispersed, has questionable
credibility, and is arranged in ways that make comparisons
di cult. Most people choose a broker using a trial and error
method, which can be very costly.
At this point, it is appropriate to take a short detour and
explain the origin of the Forexds Awards. My involvement
in foreign exchange began in 2000, working for BankBoston
as a currency strategist.  en in 2005 I came to know the
needs of retail traders as | launched the institutional sales
department of Interbank FX. By mid 2007, | felt strongly
to do something about the abundance of low quality broker
data and le IBFX to launch ForexDatasource.com as a
market research rm and information portal.
A er ayear of preparing the survey methodology, we began
to collect broker data in a systematic way with minimal self-
referral bias or double counting.  is research was aided
by the fact that my team counted with a background in
applied statistics and broker operations. A er one year of
data collection, we gathered slightly more than 1000 broker
evaluations from 82 countries.  is extensive statistical
sample with a wide geographic representation was the basis
for the Forexds Awards.
Wk asked traders to rate a FX broker from alist of 50 medium
and large brokers. ey answered the question: How likely
are you to refer this broker to others, from 1 to 10 (where
1=low, 10=high)?  eyapplied thisbrokerevaluationin ve
satisfaction categories: overall, trading platform, customer
service, accounts department, and funding department.

e numeric results allowed us to calculate what is known
in statistics as the Net Promoter Score (NPS), a simple
percentage that reveals whether a rm has more promoter
clients than detractor clients. e simplicity and logic of
the NPS statistic is powerful, and it is also helpful to know
what rms are more likely to gain market share and remain
in business.
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Broker Capital - US$ million
OANDA 159.7
FOREX.COM (Gain Capital)  90.8

GFT 80.7

FXCM 60.5
FXSOLUTIONS 415

IBFX 36.5 medium
CMS FOREX 29.7

IG MARKETS 22.8

FOREX CLUB 218

ALPARI (US) 21.0

ADVANCED MARKETS 19.8

MB TRADING 17.1

EASY FOREX US 15.6

IKON GLOBAL MARKETS 134

Source: CFTC, Apr 2009, Adjusted Net Capital

e Net Promoter Score s calculated asfollows: percentage of
promoters percentage of detractors = NPS %. A promoter
rates a broker with a9 or a 10, while a detractor rated it with
a1 through 6. Votes of 7 or 8 are considered neutral and are
not considered in the NIPS.

For the Forexds Awards, Forex Datasource used simple
averages of the evaluations in the Global FX Broker category
and NPS scores in the ranking of Continent Leaders. e
recognized that ranking all brokers globally had many
shortfalls. Most brokershad astrong presence inone continent
only. We discovered signi cant di erences in the average
number of promoters and detractors in di erent con

tinents  see table. We also had diversity in the number of

votes for a broker as well as diversity in the size of brokers.

Promoters Detractors  Neutral NPS
Continent
AFRICA 25% 24 50 1
ASIA 21 29 50 -8
EUROPE 27 27 46 0
AMERICAS |39 14 46 25
OCEANIA 29 29 42 0
Source: Forex Datasource, 2009, Best Overall category
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e Global FX Broker category recognized seven brokers

that were among the top 6 brokers in more than one
continent.  isgroup of peerswas then matched against one
another in the ve sub-categories: Best overall, platform,
customer service, accounts and funding departments. s
year swinner in this category was IBF X, followed closely by
Oanda and Alpari UK in third place.
Some of the 50 brokers in the survey did not su  cient votes
to allow us to consider the results representative of their
client base. We applied the criteria of a minimum of 8 votes,
resulting in a list of 28 brokers that accounted for 96.3% of
all votes received.

The Continental Leader category allowed all 28 brokers
(even Global FX Brokers) to compete on an equal basis,
using the Net Promoter Score of each firm to determine

Global Best Platform Cust Accounts Funding
Broker Overall Svce

IBFX 1 1 1 1 1
OANDA |2 7 2 2 2

Alpari UK |3 4 3 3 3
FXDD 4 3 5 4 4
FXPRO |5 2 6 5 5
FXCM 6 6 7 6 6
SAXO 7 5 4 7 7
Source: Forex Datasource, 2009

three winners per continent in two sub-categories:
Highest Broker Satisfaction, and Highest Platform
Satisfaction.

Twelve Continental Leaders

EUROPE
Broker NPS

Highest
Broker
Satisfaction

ASIA
NPS

Broker

Broker

AMERICAS
NPS

AFRICA
Broker NPS

OCEANIA
Broker NPS

1 OoDL 18.00% | ODL 15.40% | Interactive | 66.70% | Alpari 26.00% |Oanda |33.30%
Markets Markets Broker UK

2 IBFX -7.80% | GFT 9.10% CMS 58.30% |FXDD [14.00% [IBFX 16.70%

Forex

3 Saxo -10.00% | Alpari | 8.30% GFT 30.00% |FXCM |-14.00% |FXCM |0.00%
Bank UK

Continent -8.00% 0.00% 25.00% 1.00% 0.00%

NPS

EUROPE
Broker NPS

Highest
Platform
Satisfaction

ASIA
NPS

Broker

Broker

AMERICAS
NPS

AFRICA
Broker NPS

OCEANIA
Broker NPS

1 IBFX 18.60% |IBFX [30.00% |IBFX 4570% |FXPRO [50.00% [Oanda |33.30%

2 FX 12.50% | Alpari 21.10% |[FXDD 37.50% | Alpari -10.00% [ IBFX 25.00%
Solutions UK UK

3 FXDD |-830% |FXCM |21.10% |[GFT 37.50% |FXDD |-20.00% |FXCM [11.10%

Continent -20.00% -1.00% 15.00% -10.00% 0.00%

NPS

Source: Forex Datasource, 2009, Best Overall and Best Platform categories
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