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Case Studies of Forex Market Manipulation Scandals
Beneath the Surface: Case Studies of Forex Market Manipulation
Scandals

The foreign exchange market, with its daily turnover in the trillions, is often described as the
most liquid and efficient market in the world. Its sheer size and decentralized nature make it
incredibly difficult for any single entity to control prices. However, this does not make it immune
to misconduct. History has shown that through collusion and the exploitation of structural
loopholes, even this colossal market can be manipulated. Examining Case Studies of Forex
Market Manipulation Scandals provides a crucial lesson in market mechanics, ethics, and
the vital importance of regulatory oversight.

While various isolated incidents have occurred, one scandal stands out for its scale, audacity,
and the profound impact it had on the industry: the global FX fixing scandal that came to light
around 2013.

The Setting: Understanding the Forex “Fix”

To understand the manipulation, one must first understand the mechanism that was exploited:
the daily currency “fix.” For decades, a key benchmark used by global asset managers,
pension funds, and corporations to value their foreign currency holdings was the World
Markets/Reuters (WMR) benchmark rate, particularly the one set at 4 p.m. London time. This
rate was calculated by taking a snapshot of trades occurring within a very short window
(originally just 60 seconds) around 4 p.m. Billions of dollars in client orders were set to be
executed automatically at this benchmark price, creating a predictable and concentrated pool
of activity.

The Main Case Study: The Global FX Fixing Scandal

This scandal was not the work of a lone rogue trader but a coordinated effort among senior
traders at some of the world’s largest investment banks.

The Players and the Playground:

The core of the scandal involved a small, elite group of traders from major banks like
JPMorgan Chase, Citigroup, Barclays, UBS, and The Royal Bank of Scotland. They
communicated through exclusive, invitation-only online chat rooms with revealing names like
“The Cartel,” “The Bandits’ Club,” and “The Mafia.” These chat rooms were the digital
equivalent of a smoke-filled back room where illicit deals were made.

The Mechanism of Manipulation:
The strategy, while complex in execution, was simple in concept. It was built on the abuse of
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confidential client information and collusion.

1. Information Sharing and Front-Running: Traders in the chat rooms would illegally
share details about their clients’ large upcoming orders that were due to be executed
at the 4 p.m. fix. For example, a trader at Bank A might tell the group, “I have a
huge order to sell EUR/USD for a client at the fix.” This gave the other traders advance
knowledge of a massive sell order that would likely push the price down.

2. Building Positions: Armed with this inside information, the traders in “The Cartel”
would use their own bank’s money to build positions ahead of the fix. In the example
above, they would all start selling EUR/USD before 4 p.m., anticipating the large
client order that was coming. This practice is known as “front-running.”

3. Coordinated “Banging the Close”: In the crucial 60-second window around 4 p.m.
when the benchmark rate was calculated, the traders would coordinate their actions.
They would unleash a flurry of trades in the same direction to deliberately push or
“ram” the exchange rate to a level that would benefit their pre-built positions.

4. Profiting at the Client’s Expense: By manipulating the benchmark rate, they ensured
their own positions were highly profitable. At the same time, their clients received a
worse execution price on their orders than they would have in a fair market. The traders
profited directly at the expense of the clients their banks were supposed to be serving.

The Aftermath: A Global Reckoning:
The discovery of these chat logs by global regulators led to one of the largest financial

investigations in history.

e Massive Fines: Global authorities, including the U.S. Department of Justice, the UK’s
Financial Conduct Authority (FCA), and Swiss regulators, levied tens of billions of
dollars in fines against the involved banks for their failure to prevent this misconduct.

e Criminal Prosecutions: Unlike some previous financial scandals, this one led to
criminal charges and convictions for individual traders, with some facing prison
sentences.

¢ Reputational Damage: The scandal severely damaged the reputation of the forex
market and the banks involved, revealing a culture of collusion that eroded client trust.

The Legacy: Regulatory and Industry Responses

The fallout from these Forex Market Manipulation Scandals spurred significant and lasting
reforms designed to make the market more robust and transparent.

¢ Changes to the FX Fixing Window: The window for calculating the WMR benchmark
was widened from 60 seconds to five minutes. This makes it significantly harder and
more expensive for a small group of traders to manipulate the rate over a longer period.

¢ Increased Surveillance: Regulators and banks themselves invested heavily in
advanced surveillance technology to monitor electronic communications (including chat
rooms) and trading activity for signs of collusion or market abuse.

* The FX Global Code of Conduct: In response to the scandal, central banks and
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market participants from around the world collaborated to create the FX Global Code.
This is not a law, but a comprehensive set of principles of good practice for the forex
market, covering ethics, transparency, governance, and risk management. Adherence
to the Code has become a standard expectation for reputable market participants.

What Does This Mean for Today’s Retail Trader?

While this manipulation occurred at the highest institutional level, there are crucial takeaways
for retail traders:

e Understanding Market Structure: It highlights that even the largest markets can have
structural vulnerabilities.

* The Power of Regulation: The fact that these schemes were uncovered, investigated,
and heavily punished demonstrates the power and importance of a strong regulatory
framework. It's a compelling argument for why traders should always choose brokers
licensed by top-tier authorities.

* Renewed Focus on Ethics: The scandal forced a much-needed conversation about
ethics and conduct in the forex industry, leading to a more professional and transparent
environment for all.

Conclusion: A Lesson in Vigilance and Reform

The great forex fixing scandal remains one of the most important Case Studies of Forex
Market Manipulation Scandals. It serves as a stark reminder that vigilance against
misconduct is always necessary. More importantly, however, it demonstrates the resilience of
the global financial system. The subsequent fines, reforms, and the creation of the FX Global
Code of Conduct have fundamentally improved the market’s structure and transparency,
ultimately creating a safer and fairer environment for all traders today.
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