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Transparency and Compliance in Institutional Forex

Trading
Beyond the Trade: Transparency and Compliance in Institutional
Forex

The world of Institutional Forex was once seen as an opaque, “over-the-counter” (OTC)
market governed by unspoken rules. However, in the wake of global financial crises and
market conduct scandals, a new era of accountability has dawned. Today, transparency and
compliance are not just buzzwords; they are foundational pillars that shape every aspect of
professional forex trading. For retail traders, understanding this regulatory landscape is
crucial as it directly influences market fairness, execution quality, and the behavior of the
largest players.

The Guiding Principles: The FX Global Code of Conduct

One of the most significant developments in promoting ethical standards is the FX Global Code
of Conduct. This is not a law or regulation but a set of voluntary principles for good practice in
the foreign exchange market. Endorsed by central banks and major market participants
worldwide, the Code covers ethics, governance, information sharing, and execution.

Key Principles of the Code:

— Ethics: Acting honestly, fairly, and with integrity.

— Best Execution: Obligating traders to seek the best possible outcome for their clients.

— Information Sharing: Clearly defining what market information is confidential and what can
be shared.

— Confirmation and Settlement: Promoting robust, efficient, and transparent
post-trade processes.

By signing a Statement of Commitment to the Code, institutions signal to the market that they
adhere to these high standards of conduct.

Mandatory Rules: MiFID Il and Global Regulations

While the FX Global Code provides principles, formal regulations enforce specific rules.
Frameworks like Europe’s MIFID Il (Markets in Financial Instruments Directive Il) and the
Dodd-Frank Act in the United States have had a profound impact on institutional forex, even
for firms outside these jurisdictions.
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Pre-Trade Transparency: Regulations now require greater transparency before a trade is
executed. For certain forex derivatives, firms may be required to make their price quotes
public, increasing visibility for all participants.

Post-Trade Transparency & Reporting: This is a major area of change. Institutions are now
required to report detailed information about their trades to a central database known as a
“trade repository” shortly after execution. This data includes the price, volume, and time of
the trade. Regulators use this information to monitor for market abuse and systemic risk,
creating a far more transparent post-trade environment.

Tackling Execution Issues: The “Last Look” Debate

A key area where transparency and compliance have focused is the practice of “last look.”
This is a mechanism where a liquidity provider receives a trade request and is given a final,
brief moment to either accept or reject the trade at the quoted price. While proponents argue
it's a risk management tool in a fast market, critics claim it can be used unfairly to reject
profitable trades for clients.

Under the FX Global Code and increasing regulatory scrutiny, the use of last look is now much
stricter. Firms are expected to be transparent about how and why they use it, and any price
changes during the last look window (known as “price holding”) should be applied
symmetrically and fairly, whether they favor the client or the provider.

The Role of Technology in Compliance (RegTech)

Meeting these complex regulatory demands would be impossible without technology. A new
industry, known as Regulatory Technology (RegTech), has emerged to help institutions
manage their compliance obligations. These systems automate trade reporting, monitor
communications for potential market abuse, and provide detailed analytics to prove best
execution, ensuring that firms can meet their regulatory burdens efficiently and effectively.

Conclusion: A Fairer Market for All

The concerted push for greater transparency and compliance has fundamentally

changed institutional forex trading. The era of opaque dealings and informal agreements is
over, replaced by a landscape governed by global principles and strict regulations. This shift
benefits everyone in the forex trading ecosystem. It fosters greater trust, ensures fairer
execution practices, and provides regulators with the tools to maintain market stability,
ultimately creating a more robust and reliable marketplace for both institutional and retail
participants.
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