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Executive Summary
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WYL FEHo] w2 S D 740l 7] wiold ol Al BlAa
| o] T2 tiand ofg e = Tyl gt x| Hof theh U we] Heo| w2
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A=2H(spot) T2 FAI7F thad A= Qs A0 R Yephs WA, QSAK(FX
swap) Ae] Azio] w2 A Z71skal Qi o) = A A7 S glo] %A
g AFxY £HOR £ o] g5l glon E5| 2T A7 |9 ©7|3} 5o
UERHA Ak Z71oll 7]ofstal Jle o i Z10 2 ZolHrt,
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Aol 44 FEENAZ B WA AT ol 27 ghRoltt, F, A gL He)
7 F2% Ele SAA ATt A8 e TEo] golat 8 F§F Al
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HAA Shato] w2 Z2 ojgialae] 72x viste A

o H| = At SokE 2L Rls AlS =2l A-polls HAE A ANE = A A

-=%HNon-Deliverable Forward: NDF) A2 H| 50| & 45& 2FA|5lal It NDF
a

= W] Al AlS B4 mgRiEkE Aitshs AEeriee E4% FHIE HIAFAE
o] ZAetE] 2] ke NEZ E5IE tho 2 FeALt 3B 5 B0z o] gH) Al
2 5510 42 JUIAIFEL 9o A (off-shore)o] T4 47} whe FgRS Holal

Ao fjuets 23St ofAlof Algare] A Ae|Alo] AUIAIY Aol FEE S
3)etal Qlrt.

£5] S2luet Ysh= 2] NDF Al Aelsst & 5=, A%, ittt 5 ofeksgtol
Hl&l 74 2 #2.5 ZFAIskaL QU 20161 L Aol oF 3009 2= ollA] 20194
o] % oF2ufj 0 & FF ot Ju|AFA} U235 The] A2 ot v A St
7P°ﬂ o] F0]Z|:= NDF 77} &1 & Ao &2 A Hrt 11 23t Y3} g2 A58

ok

2] AUHA YT NDF 412 JeIA|go 2 FiEs Bg Holl gt
121 ||-5> K| HLy-9| 72H HIE 20| <H |I2> 2= NDF A2}z 0|
OTC offshore-to-onshore turnover*? (et =)
(Ratio) 2013 2016 2019 2022
== EmergingAsia ot 195.6 | 300.8 | 601.0 4979
= | atin America
== Other EMEs 3 = 170.8 | 103.6 117.7 132.1
=iy 88.6 115.0 | 308.6 430.3
2
ol 172.0 164.3 | 500.2 464.1
1 Bz | 1589 186.5 3579 397.1
Aok | 412 | 293 | 550 34
o 4 7 10 1B 16 19 ° 71e} | 4459 | 4407 | 648.3 | 736.3

A S AEA 2 (BIS)

23 Q3N Ao B4 % shbs UAE Y1&o] wrioR ejarale] 1xAe
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B o] kA S7bs}a QIrks Ho|ehy QJFkAI ] HAARE S A B s A
& AEuld 2 Qe 7|3 ARl 52 A8 A EA, Hol AR 2L
3} S0 Bevs 55 A2 Aol A5 AUAS ojulsit

229 BN TXE QsH 199045 E 2RElof $ieks £5] 19904
4 QJFENEIAL] Azt AEAA AR THE 27t QJFHAI ] KA

S

Shato] 2 QRS 01 202 etk gl LAt gel A £ AxpAA AH
2 AN PR 9 H A7k AHE A o] M5 L HA AR A0 R o
7t olghalgel A S 27 Z3IAI7) AR Btk ojefat AR WAle] ¢
4402 QUi HAAA AH £ o) F LazhAlgel Azt w17k i) 27 S
g 7oz Hhect

2 11-6> 22t 2l2| CiX|Het Tk

(a) 1990CH x4t 5! F4t (b) 1990ACH S 5 20001ACH kit (o) 212 104
Dealer-customer market Dealer-customer market Dealer-customer market
Inter-dealer market Inter-dealer market Inter-dealer market

)
.
)

= ' Client '

2) EB=%1z2 &2 i MDP maﬂaeaﬁ% ECN=Z- A AU EQ] T, PB=22}] B 27,
PTF=A7 |22 A3 A}, SDP=trJH 2| EHE, VB=HOo|AH 2715 oJn]|
k& Chaboud et al.(2023), =243

)
g

04 Qetrizie] tAd ak= Al IPgollA =ofdh F2E Qf@kAe] L3 Watol] 2729l gFFo] A ¢
£ of7|M 7 e 2 Adrsielnth

05 Zz29] A1 HxA ] Z2E-2 1987 Zo|EJAto| A ZAI3H Thompson Reuter Dealing’e. 2 g2 7t
AR AIA] 440 B A7 & A% 5 7122 Q1 A FAS A1he 8) ok

06 2|29 QR ChaRk HAFS7HAIAEIS- 1992 2olEjA} 4|5+ 20 (Reuters Matching), 013 1993
ol o AlA’le] 237t @S A 5SS et 22 2312704 EC] dA%ksto] EBS(Electronic
Broking System) & £4|5}ich

07 G AlAES 20 ZH7e4 SojlA E8E 1 Q= 24 Wﬁz 2 (Central Limit Order Book: CLOB) {]

o 7 7jdhE|glon, ol Foff TR AARE 27F Q1 A7t 47, 24 AE Gol 7Hssith
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1990t} S5t o] 2 J2FAIR ] TAAR RFAlL2 Tl Aol A & g 9fsHA| &
7] AlFskATh 2TAIY ARSI A A]S 5ol 54 2 Bl o2kl %?47}
golsidl 22 tig2d=o] AAPNES 2 |es 7|Hreg oy oi4de] Ak
&5t7] AlARe Zio|th. 8 i A o) ZAAARAI A A5 27]oll= ©
A %6394 %x}—.‘i Az} 2 A A8 (Single Bank System: SBP) 952 thilzy o FkA| %
oMo} RpA Mu|A7F AFE 7] AlAFstlem o] o= v 239 oM
Aol A-g-oh= HE[H I A AHR] (Multi Bank System: MBP)©] 5745t ct.%

£35] th 7 Q@A 1Atol| o] HAFAR = 2000 T S5 o] & <] ghe| A3 e
7t 7heRt AlAR o2 Tz o] = o] f A7 FiE Ao Yehdt), 28
#o] HAE 7 A A8 o] API(Application Program Interface) ¥4 53l Z7hAke} &
Y 8] (Market Making System: MMS) 7t AAE A Yst= 4] 0= o] =g
w2} o] 5 -85 et iz Aol whg = el 7o Asat 7hs A
7] wiiZoleh10 of 25k HARA A AR A 2 el o fhAIe] A iH] & 4 ’Qle
2 A-gotHA] Aol A o kA e S E AQlskaL ot

oL
T
i
ol

2 EolXe 22 AT 2= EA Bt ohfel A i Qo et
EMH EL] A (Electronic Communication Networks: ECN)7}F 545 A] 238 2 2
S QTS T i okl ok 3 2359] Zek}] B 27(Prime Broker)
75 vt 0 2 2}7|2HE A2l E] AR(Principal Trading Firms: PTF)7}F A =72 5
ZJehH A dalE]E(algorithm) Edo|d 5 F23 ejghujujztz 245190 =t) o] 52
QJ2ko] 4= 2Rl FAlof| F-5/d 33715 7HA] H sl Jlof Age] 27t wp et o
P = akshal Q.

oje} 22 2=d @] yAd gtz XV}HEHE Z-got AtEFol A 7t

SHRTE 2022 7] & A the] HdAbA 8]52 oF 58% ¢~F o= miolH ). o|g
B Hdz A2 v &2 2016 = 66%7}HA] S = HP 1O Lt o] AY7AY AlSto] wh=
08 thaz] B2 HAAA AL 1996 Holx|=7t 2|2 2 thiz) A HAE 7 kA Al S 245 o] % e

&l State Street S-0] QAR th 7} HRAA| ABIS A3} v} Q)

09 #x2] MBP+= 2001 =29 23 77§A7} detsto] &35k FXall'®= MAAAPY 2 34 2 2h¢lo]
A 35 EAS Ao 2 hofun o] & sl AlAElS HEHZUA A (LSE)o) S %o FA 7] tha A B
= =2 7 vE-S ARk Qi

10 EBS+= 2003'd API A 141 0] A A 2] Ao =5 e85t om, 2olEjAF Tgh 2004 o] & API
Al 7)%6-S A5l Qi
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27 22 AL ARAN ) B 502 ATz Aol T
Sk Uehbn 9l iAo 2 Lz 9l3hA|Ae) Aelako] Zast A A S E
Satol wet Ao} FRdo] A SrhEEA AR K5 TEPRE B
delste2 a1, o1 Aol 2 olejst 22 olgtA o] P2 wist U 54

A

L 23T A2 AgThA 4

2|2 229 QA Al FAolA 7 FEARA YERYL Q= E4 9] st
SBTA] AeligFo] A AzlEf oib] Gt 0 &2 Zastil Qe HE E 4 U
o} <13 111-1>0ﬂ LFER HEel ZHo] 1990 T H7HA] 2347 HA1 4 AeaFe] & < eFA =)
F ] H]F2 60%E 3ot 502 O] AR o] =2 32 A&
5 gtout, 2007Ld S 7102 thuHAIEe] Al shslekal Qlot. o]2fgh A= &
T7HA] o]0l 20194 Foll= F AT the] 23HA2] A2 vl Fo] 38% 4=
| ZhAast 70 2 Uehar Qo2 ok 202218 Fofl= S 7kA| ol Al Q] Ajiv| &

o1 /\
o] 2% Y45ohe 2102 Uit Qi) ol RRU9 Abel YO 2T ¥
grjsielq 28 Deleao] oln 47 407} SoiE o we AxIHel 4

12 3G 713 5 229 TAe] Ao A2 1.52921(1998)0llA] 7.5% 31(2022H)§ AA Z7rgol uf
2} 2T A FA2 Z7F FAIE FAISHL QoL A Aeligk 57154 tiv] AdthiE vlE 44

ZA7} b Qe
13 Moore et al.(2016)0] T2 S|#hAA W54 St Aol SR A2 vl Zo] Siels Aahe Hoja
e Ao = 2oy,

19



HAA2 Sarol nhe 22 olghge] 724 wiske} XY

<JZ II-1> SHZIAIE 72 HIF Z=0]
(%)
70
65
60
55
50
45
40
35

30
1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021

—-— O
=

vogg

F T e
A A2 (BIS)

2aizkAlge] Azhak vlFo) whA| 7hast
7MHFAlo] 7]Z0] HolA(voice) HHA (M3} 2 el
o AR e A o ZIelsta gict &

7 %Pi FAIZF HERE Zlo = Jﬂro*gﬁ} 1 01% 231t QTEA ol Al 2] A2 EHA]
§o] 79 ARt o AiA A o] 7hst SYAIE 72 A (Central Limit Order
Book: CLOB)S & &-83to] whe} mpA e} Zho] Al& 7 Ate] 7FAA B 7L AX|7E A2
wl= Aol A bt Alztcholl QR 4718 98] A7F Z55H= o] 24} ‘hot
potato’ A2l 427} 27 k45t 202 Zo|Het 15 = S7IAI o] HAARA| AES
0 chA A2 ARl s Sl ek A el ol 1S1E A4 32
540] Qi4:Q) 93] 407} A 74sigict.

=AY, 7 A AN ERF Sl whE VA E T 7
ot ol 237 A2 A

A gglom Agotal Qle Aoz HAl gAfo] &
14 Kingetal.(2011)0l] wh2H ZzFZ7HA| 28] 29 2591 1990 U 2347 A28 A% HzlA 2] Bl 5-2 2F90%

oﬂ DPAHE] 7oz XXJEIE,]—

15 Lyons(1997)« Bel2a9] tia) ejgrjef = Qlst LA 4] 524 o] MY 72l ML 2 5
F F¥o] w2771 94291 Daizk Az (hot potato trading) 2 o]0} ]

hJ
)
oo
o
=
r
=

20



I 22 224 o] 2 wsh gl g

£ A7) FRAE ZRlo] 7Hset HApA= Al o &= et whet de] 239
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Abstract

The global foreign exchange (FX) market, the largest among global financial mar-
kets, has traditionally relied on major banks as primary liquidity providers. However,
since the late 1990s, rapid advancements in FX trading infrastructure, spurred by the
adoption of electronic trading technologies, have driven significant changes in mar-

ket substructures.

First, there has been a noticeable decline in interbank FX trading. Major banks
are minimizing their FX position exposures by expanding dealer-to-customer netting
or intrabank transactions, which has led to a reduction in the chain of transactions
required to clear positions resulting from dealer-to-customer transactions. Second,
the shiftin liquidity providers within the FX market is accelerating. This change is pri-
marily attributed to non-bank entities’ increased participation in interbank markets
through prime brokerage services, as well as the growing role of principal trading
firms (PTFs) specializing in algorithm-based FX trading. Third, the adoption of elec-
tronic trading systems has underscored the importance of the dealer-to-customer
market. Major dealer banks’ proprietary electronic trading platforms, as well as the
electronic trading system where multiple liquidity providers simultaneously offer bid
prices, have stimulated both quantitative and qualitative growth in the dealer-to-cus-
tomer market. Fourth, algorithmic trading has expanded rapidly in parallel with the
proliferation of electronic trading systems. This enables global asset management
companies or hedge funds to pursue strategies aimed at reducing transaction costs

and minimizing market impact.

These structural changes in the global FX market have generally brought about
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benefits, such as the cost reduction in back-office operations through trading au-
tomation, increased price competitiveness from a diversified participant base, and
additional cost savings from the diversification of trading platforms and expanded
algorithmic trading. However, these changes have also presented challenges in FX
market data management, affecting liquidity estimation and the representation of

price data.

In contrast, Korea’s FX market lags significantly behind its global counterpart,
primarily due to limited progress in FX market liberalization and substructure im-
provements. Notably, Korea is more than 20 years behind the global FX market in
terms of the development and utilization of electronic trading systems. In response,
the Korean government has recently undertaken various initiatives to advance the
FX market, including enhancing market substructures by permitting dealer-to-cus-
tomer electronic trading and implementing measures to further open the market to

foreign financial institutions.

To effectively narrow the gap between Korea’s FX market and the global FX mar-
ket, it is worth considering the following measures. First, incentives are needed to
encourage offshore financial institutions to actively participate in the Korean FX mar-
ket. To this end, Korea should meet the requirements of overseas financial institu-
tions by enhancing credit support for Registered Foreign Institutions (RFIs) and ex-
tending trading hours to ensure that global services for foreign customers contribute

to increasing domestic interbank transactions.

Second, it is crucial to encourage infrastructure development to alleviate the
operational burden of after-hours trading associated with offshore market open-
ing. The unique practice of allowing trading in the domestic market until 2 a.m. is
not likely to serve as a sustainable long-term approach. Therefore, domestic banks
should consider implementing automated trading systems through Application Pro-
gram Interfaces (APIs) to support electronic solutions for night-time dealer activities.
It is also recommended that domestic banks and financial institutions make contin-

uous investments to benefit from the advancements in electronic trading systems.

Third, it is worth considering expanding FX prime brokerage (PB) services to fa-
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cilitate liquidity provision. Given the stagnation in interbank market trading volumes
in Korea, diversifying market participants as liquidity providers through PB services
could bring positive changes to the domestic FX market’s liquidity supply structure,

while broadening and deepening the market.

Fourth, after the growth of RFIs’ participation in the market becomes evident,
infrastructure development should focus on enhancing the versatility of electronic
trading systems for dealer-to-customer transactions. Based on the market condi-
tions following liberalization, it is necessary to utilize Multi Bank Platforms (MBPs),
which are commonly used in the global FX market, to develop a more integrated

structure encompassing both wholesale and retail FX trading.

Fifth, it is essential to establish a 24-hour trading system for the Korean won,
which aligns with international practices. Once market liberalization achieves its ob-
jectives, such as increased trading volumes, the establishment of electronic trading
systems, and improved market efficiency, Korea should pursue the integration of the
Korean won into the global FX market’s 24-hour trading framework, thereby solidify-

ing its position as a truly international currency.
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