
Higher FX volatility, an epiphenomenon or a 
lasting reality in the future? 

 
Every treasurer has noticed and faced the current context of an extremely volatile intraday FX 
market. The intraday volatility on FX markets has been increasing over the last months for 
various reasons. This higher volatility can be explained by an intensive recourse by some large 
market players to automated execution strategies, by the “electronification” of the FX markets 
and eventually by the development of FX high-frequency trading in the recent years. The market 
has become volume sensitive rather than price sensitive. These daily movements mean that the 
morning market price can be higher or lower (i.e. better or worse) than the closing rate. It is 
important to keep this element in mind knowing that lots of treasurers do not hedge exposures 
or demands from affiliates immediately. Let’s take two clear examples.  
 
We can see on the following examples the types of volatility treasury departments are facing 
(i.e. EUR/USD: Average intraday variation over the year 2015: 1.1% - Maximum intraday 
variation over the year: 4% and EUR/GBP: Average intraday variation over the year 2015: 0.9% 
- Maximum intraday variation over the year: 2.5%) 
 
It is important to keep in mind this highly volatile economic context.  
 

 
 
 
We can complain about this higher market volatility. However, let’s remain honest and admit 
that the use of algorithms in the FX market also delivered smart order routing, tighter pricing and 
eventually more efficiency for corporate treasuries. The whole FX market is rapidly shifting as 
markets become more electronic and as buy-side companies keep turning to algorithms to 
execute more sophisticated financial strategies. Another major consequence we can notice is 
the market fragmentation. The banks for several reasons, including regulation, try to abandon 
their market-maker roles.  
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This natural evolution is explained by the nature of the FX market which is, in an algorithmic 
sense, not as developed as other financial markets. There are more trading venues to source 
the market requested liquidities. The FX market becomes more and more complex. Some 
people talk about the “equitisation” of the FX market. The latter could follow the equity market in 
terms of high frequency trading, even if volumes treated could be lower in average value. 
According to specialists, we are at the early stages of the evolution of this market which is not 
yet matured although nearing it. The development of the buy-side trading tools in order to really 
enhance alpha generation will be soon a reality. This situation is offering brand new 
opportunities for market players. However, it also generates greater risks for (some of) the end 
users. 
 

 
 
On top of the technical elements described, there are the economic, macro and financial 
situation. The Swiss Franc jumped in January, the Rubble has fallen by a similar percentage or 
even more, while commodity producers have seen their currencies dropping to six-year lows 
against US Dollars. The repeated shifts have hit a lot of market players. They also follow a 



period of relatively calm FX markets for years. The problem has been crystalized when 
currencies are pegged to another like EUR. It put a lot of pressure on some currencies and 
generated more speculation and more trading. Volatility (in FX trading) refers to the amount of 
uncertainty or risks involved with the size of changes in a currency exchange rate, according to 
manual of finance. If we have a higher volatility, it means an FX rate can potentially be spread 
out over a wide range of values. High “VOL” means that pricing can change and evolve 
significantly over a very short period of time in either direction, unfortunately. And the higher the 
volatility, the riskier the trading.  
 
In such a rapidly moving market, treasurers must be faster, more efficient (meaning more 
automated processes to gain in efficiency) and aware of potential intraday risks. When a risk 
occurs or is identified, treasurers must be fast reacting if he/she wants to guarantee a spot of 
forward price. This extreme volatility will, in our view, continue overtime and even increases. A 
two figure movement during the day on EUR/USD is not anymore impossible. The swings in 
market exchange rates could even be more erratic and unpredictable. The faster a treasurer is 
able to react, the better. A day, an hour, a minute could cost a lot in opportunity loss. We should 
be prepared or at least aware of this emerging and increasing FX volatility risk. 
 
 
François Masquelier, Chairman of ATEL 
 
 
Luxembourg 25

th
 November 2015 


