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THE METHODS OF CONCLUDING TRANSACTIONS
ON THE FOREX MARKET

The investigation of the methods of concluding transactions on the Forex
market refers to foreign exchange trading that participants of that market
engage in. The results featured in this article, let us see the percentage share of
the individual methods of concluding transactions, which are availed of by
active participants of the Forex market.

The purpose of this article is to provide the information on the question of
the preferences of the Forex market participants as regards selecting of a given
method of concluding transitions.

The article assumes the thesis, that direct methods of engaging in foreign
exchange trading still remain more popular in the eyes of the Forex market
participants, than indirect methods.
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The research method, as has been applied by the author in the article
consists in the analysis of statistical data. This data is gathered by the Bank for
International Settlements (BIS) once in three years’ time. On the basis of the
data, as provided by the central banks and by financial institutions of
individual countries, BIS drafts a report on the issue of investments on the
FOREX market. The institutions conveying the information are called
reporting dealers.

This data comprises the information on the issue of methods of concluding
transactions, which are popular with the market participants, while also
screening individual transaction types. At the present time, there are some
1300 institutions representing various countries, which are taking part in the
performed research.

1. The characteristics of the methods of concluding transactions on the
Forex market

Foreign Exchange is the biggest financial market across the world. It is
characterized by incredible dynamics of turnover, liquidity and incessant
growth of turnover value.

Nowadays, the Forex market investors are welcome to avail of the
following execution methods: [2, p. 16]

— Direct method — direct trading, transactions are made exclusively by
contractors; direct. The parties may contact each by making telephone calls
(voice direct), electronically (electronic direct), by using electronic
communication systems (such as, for instance Thomson Reuters Dealing) or
else by applying for that purpose electronic transaction platforms.

— Indirect method —There is a third party involved in transaction process:
Indirect. The engagement of a third party may assume the form of voice
broker (voice indirect) or it can be in electronic form (electronic indirect) —
with the use of electronic brokerage systems (such as for instance EBS
Market) and turnover platform, i.e. the so-called multilateral dealer systems.

2. The preferences of the Forex market participants with respect to a
given method of executing transactions

The Forex market participants, making their transactions on the inter-bank
market are endowed with a possibility of concluding their transactions while
applying almost any of the presented methods. However, in the case of less
liquid of transactions (in particular, when it comes to transactions made using
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currency pairs of secondary importance or the exotic currencies)' an
opportunity for using a specific method may be somewhat restricted.

Thanks to well- developed IT systems and easy access to modern
technologies, everyone is in position to engage in Forex market transactions
from just any place in the world. Diagram 1 shows a percentage share of both
methods’ in the Forex market transactions.

2013 2016

>1% 61%

Direct mIndirect Direct m Indirect

Diagram 1. Foreign exchange turnover by execution method

in 2013 and in 2016, in percent
Source: Own study on the basis of: [4, p. 5]

As it can be perceived from the diagram 2, the dominant way of foreign
exchange trading is the direct method. In the year 2016, the share of this
method accounted for as much as 61%, which meant a growth of 4% with
respect to the year 2013.

In turn, in case of the direct method, there can be observed a four-
percentage fall in its share from 43% in the year 2013 to 39% in 2016.

The table 1 demonstrates the method of executing transactions by the
Forex market participants while featuring a given percentage share of each of
the available mechanisms.

As it can be perceived from table 1, the most frequently used mechanism
are electronic communication systems. Their share went up from 30% in 2013
to 33% in 2016. In second place comes voice direct with a 28% share.
Electronic indirect also merits our attention. In spite of recording a slight
slump in the percentage share from 26% in the year 2013 to 22% in 2016, this
mechanism is still in third place. There is no change, however, when it comes
to the percentage share of voice indirect, which, both in, the year 2013, and in
the year 2016 was at the 15% level.

L as secondary currencies are usually defined less liquid currencies with respect to the major currencies.
However, most often, one of the currencies is either EUR or USD, e.g. USD/CAD, USD/CNY, AUD/USD. Exotic
currency pairs point to currencies characterized by very low liquidity, mainly currencies representing rising markets,
e.g. USD/PLN, USD/BRL, USD/MNX, USD/TRY, USD/CZK, USD/HUF or else USD/ZAR.
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Table 1
Foreign exchange turnover by execution method
Method of ) Year 2013 Year 2016
] Available
executing ) USD USD
) mechanisms - Percentage | , .,,. Percentage
transactions billion billion
Voice direct 1475 27% 1410 28%
Di :
Irect Electronic | o0 | 3006 | 1666 | 33%
direct
Voice indirect 785 15% 755 15%
Indirect Electronic | 1069 | 26% | 1126 | 22%
indirect
Undistributed 125 2% 110 2%

Source: Own study on the basis of: [1, p. 5]; [4, p. 5]

3. The methods of concluding transactions from the perspective of a
given transaction type

The Forex market provides an opportunity to avail of the following
instruments (transaction types): spot transactions (spot), Outright forwards,
foreign exchange swaps (fx swaps), cross-currency interest rate swap (CIRS,
currency swaps) and currency options (fx options, options) [3, p. 9].

Investing in each of the above-mentioned instruments may proceed with
the use of any given method and any arbitrary mechanism. The way that the
share of individual methods and mechanisms in all of the Forex market
transactions shapes is displayed by table 2.

In case of spot transactions, the dominant ones are those, which make use
of the electronic communication systems (electronic direct). Their share
amounted to as much as 43% in 2016, which represents a 6% growth with
respect to the year 2013. The transactions applying voice direct mechanism
amounted to 25% in the year 2016, meaning their share remained unchanged
when compared with the year 2013. A similar situation is encountered in case
of voice indirect. The share of this mechanism amounted to 9% in the year
2016, thus remaining at a constant level with respect to the year 2013.
Whereas the percentage share of electronic indirect shaped at 22% in 2016,
which represents a 5% fall in comparison with the year 2013.

When it comes to outright forwards transactions, the ones in the prime are
those using voice broker (voice direct). Their share amounted to as much as
37% in the year 2016, which represents a 5% growth in comparison with the
year 2013. Electronic direct transactions amounted to 20% in 2016, and their
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percentage share remained at a constant level with respect to the year 2013. In
a similar vein presents the situation of electronic indirect. The percentage
share of this mechanism amounted to 20% in the year 2016, thus presenting an
unchanged position with respect to the year 2013. Whereas the percentage
share of voice indirect shaped at the level of 9% in 2016 which represents a
4% drop with respect to the year 2013.

Table 2
Foreign exchange turnover by instrument in 2013 and in 2016
Year 2013
Execution Available otri h:’ransactlon type Total
method | mechanisms Spot g Fxswaps | CIRS |Fxoptions
forwards
Direct Voice direct | 518 [25% | 215 [32% | 578 [26% | 18 [ 32% | 147 [44% | 1476 | 27%
Ei'f:;tm”'c 763 |37% | 214 | 32% | 528 | 24% | 14 | 25% | 71 |21% | 1590 | 30%
Indirect |Voice indirect | 188 | 9% | 91 [13%| 435 [19% | 9 [16% | 62 |[18% | 785 | 15%
:En'gicrt;;’t”'c 543 | 27%| 138 | 20% | 629 | 28% | 11 | 20% | 49 |15% | 1370 | 26%
Undistributed | 35 [ 2% | 21 [ 3% | 58 | 3% | 4 [ 7% | 8 | 2% | 126 | 2%
Year 2016
. . Transaction type
Execution Available Otright Total

method | mechanisms Spot Fxswaps | CIRS |Fxoptions

forwards
Direct | Voice direct | 410 | 25% | 258 | 37% | 590 | 25% | 29 | 35% | 123 | 48% | 1410 | 28%
Ei'fecgtm”ic 704 | 43% | 227 | 32% | 679 | 28% | 17 | 21% | 40 |16% | 1666 | 33%
Indirect | Voice indirect | 142 | 9% | 61 | 9% | 473 | 20% | 18 | 22% | 62 | 24% | 755 | 15%
:En'gicrtg;”ic 373 | 22% | 139 | 20% | 574 | 24% | 14 | 17% | 25 |10%| 1126 | 22%
Undistributed | 23 | 1% | 16 | 2% | 63 | 3% | 4 | 5% | 4 | 2% | 110 | 2%

Source: Own study on the basis of: [1, p. 5]; [4, p. 5]

When it comes to the fx swap type transactions, the ones in the prime are
those using electronic communication systems (electronic direct). In the year
2016, their share was as much as 28%, and it represented a 4% rise with
respect to the year 2013. The transactions which applied voice direct
enjoyed a 25% share in 2016, and their percentage share with respect to
2013 went down by 2%. A similar situation is in the case of electronic
indirect. The percentage share of that mechanism amounted to 24% in the
year 2016, and this represented a 4% slide with respect to 2013. In turn, the
share of voice indirect went up by 1% in comparison with 2013, as in 2016
it amounted to 20%.
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In case of the CIRS transactions, there dominate the ones concluded with
the use of voice direct. In the year 2016, their percentage share was as much
as 35%, thus representing a 3% rise with respect to the year 2013. The
transactions using electronic direct amounted to 21% in 2016, and their share
went down by 4% in comparison with the year 2013. Whereas, the share of
voice indirect went up by 6% with respect to the year 2013, as in the year
2016 it amounted to 22%. The percentage share of transactions concluded
with the use of electronic indirect amounted to 17% in 2016, which
represented a 3% fall with respect to the year 2013.

As concerns the fx option type transactions, the dominant ones are those
concluded with the use of voice broker (voice direct). Their percentage share
in the year 2016 was as high as 48%, thus representing a 4% rise with respect
to the 2013-year figure. The transactions using electronic direct mechanism in
2016 amounted to 16%, which meant that their share increased by 5% with
respect to the year 2013. Whereas the percentage share of voice indirect
increased by 6% with respect to the year 2013, as in 2016 it equaled 24%. The
share of transactions using electronic indirect mechanism was 10% in 2016,
which meant a drop in share by 5% with respect to the year 2013.

The outlined in the article investigation of the preferences of the Forex
market participants has verified the thesis, as posed by the author, stating that
as yet the greatest majority of transactions taking effect on the Forex market is
realized with the use of direct methods. In the year 2016, their share amounted
to as much as 61%. The share of voice direct in 2016 was at the level of 28%.
Whereas, the share of electronic direct in 2016 equaled 33%.

In turn, the share of the indirect methods in 2016 was at a 39% level, out
of which 22% falls onto electronic indirect type transactions, and 15% is
attributed to voice indirect transactions.
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IHerpuxk I.B.
acnipaum,
Jloneywvxuii deporcagnuil yHigepcumem YnpaeiiHHs.

OCHOBHI NIOJIO)KEHHSI CYYACHOI TEOPII IHHOBAIIM

ExoHoMiuHa Teopisi IHHOBALIIHA € OJTHIEI0 3 HAUTOIUPEHIINX €KOHOMIYHUX
JOKTPUH CYYacCHOCTI JJig OaraThOX PO3BUHEHUX Ta KpaiH, SKi JIKIIe
po3BUBalOThCA. CHUcTeMaTu3allisi OCHOBHUX IOJIOKEHb TEOpii 1HHOBAIIHHOTO
PO3BUTKY Ta i1 ajanTallis 0 €eKOHOMIKM YKpaiHU € aKTyaJbHOI0, 00 came 3 1i
JIOTIOMOT'0I0 MOKJIMBO BUPILIUTHU OaraTo 3a7a4 TEOPETUYHOIO Ta MPAKTUYHOTO
3HAUEHHS. Y 3B’S3Ky 3 YUM JIOCHIJPKEHHS OCHOBHMX IOJIOXKEHb CY4YacHOI
TEOpii IHHOBAIlIM € CBOEYACHUM Ta aKTyaJIbHUM.

VY HaykoBiil TEpMIHOJOTIi A0 ILOTO Yacy HEMAa€ €JUHOI0 BU3HAYaHHS
MOHSITTSl «IHHOBaIis». ICHye OaraTo TiiyMau€Hb BUIIE3raJaHOTO TEPMIHY Y
BITUM3HSIHIN 1 CBITOBIN JiiTeparypi. Bigomo, 110 BIiepiie TepMiH «IHHOBAILIISN
BBIiB 10 HayKkoBoro o6iry y 1912 poui M. Illymnerep. Bin naB BH3HauYeHHS
MOHATTS  1HHOBAIlli <«SIK HOBOI HAYKOBO-OpTraHi3amiiiHOi  KOMOIHAIIil
BUKOPUCTAHHS BUPOOHMYUX (DAKTOPIB, BMOTHUBOBAHMX IMIANPUEMHHUIIBKUM
nyxom» [1, c. 220].

CydacHl BITYM3HSIHI €KOHOMIYHI CJIOBHHUKHM TJyMauaTh 1HHOBAIIO SIK
HOBOBBEJICHHSI, HOBHMHKA. BHIUIAIOTE KOHCTPYKTOPCHKE HOBOBBEICHHS,
HOBOBBEJICHHSI, II[0 3a0Ia/DKy€ BHUTpaTH Ha TMpam abo KamiTan,
HOBOBBEJICHHSI, 1[0 30epirae >KUBY MpaIllo, MIABUIIYE 1i MPOTYKTUBHICTH;
CTUMYJIIOE HOBHUM BHJ BHUPOOHHUIITBA. TakoXX IIJI TEPMIHOM «IHHOBALIISN
pPO3yMIiIOTh BTIJIEHHS HOBUX (OpM opraizaiii mpaimi ¥ ymopaBiIiHHSA, IO
OXOIUTIOIOTh HE TUIBKH OKpeMe MIANPUEMCTBO, a M iX CYKYMHICTbh, Tally3b
[2, c. 116]. InHOBaliss — 1€ 3arajJbHOCOIIOJOrIYHA KaTeropis, pe3yibTar i
CHOHYKAJIbHUM MOTHUB MPOTPECy CYCHIIbCTBA Y BCIA HOro 6araTOBUMIPHOCTI.
[HHOBAIIIT — 1€ Pe3y/bTaT 1HHOBALIMHOI A1STBHOCTI, SIKMM BTIJICHUN Y BUTJISAII
HOBUX a00 yJOCKOHAJEHWX TOBAapiB YU TOCIYT, IO € KOHKYPEHTO-
COPOMOXXHMMHM HAa PHUHKY, TEXHOJIOIIYHUX TIPOLECIB, OpraHi3aliiHo-



