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• An ECN facilitates trades in the FX market by bringing together multiple Liquidity Providers and Liquidity Consumers

• An ECN does not trade directly with its participants. Trades facilitated by an ECN are between participants. 

• In the case of an anonymous ECN, trades are intermediated by a Prime Broker.

LCLP PB

PRIME BROKERLIQUIDITY PROVIDER LIQUIDITY CONSUMER

What is an anonymous ECN?
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Characteristics
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Use of tags to control anonymity

Liquidity Providers
• Receive tags to customize to whom prices are 

streamed 
• Able to specify at a tag and currency pair level to 

whom they can provide liquidity 

What characterises an anonymous ECN?

Liquidity Consumers
• Are able to specify taking requirements to build a 

bespoke pool of liquidity
• Hold Time
• Market Impact
• Fill Ratio

Anonymous ECN Primary Venue

Streaming Liquidity

Intermediated by PB

Bespoke liquidity pools 

Last look

No MQL

CLOB

Bilateral trading

Open order book

Firm liquidity

No last look

MQL

Live market data
Market data snapshots
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 Connectivity 

 Anonymous ECNs connect market participants that may not otherwise have established trading 

relationships with FX liquidity providers

 Technology

 Anonymous ECNs provide the technology for LCs to access liquidity from multiple LPs, as opposed to 

the LC managing multiple bilateral connections

 Flexibility

 Anonymous ECNs provide the ability for LCs to define bespoke pools of liquidity, and for LPs to define to 

whom they will provide liquidity

 Consistency

 LCs in particular can benefit from the consistency achieved by accessing the market via one single 

connectivity network

Benefits
Anonymous ECNs
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 Price discovery
 Lack of transparency in trading over anonymous ECNs leads to challenges in price discovery
 By design it is difficult to discover the true source of a price

 Dispute resolution
 Lack of relationship between the LP and LC means it is challenging for either party to make contact in 

the event of a dispute
 Anonymity helps to mask those who may abuse liquidity

 Information Leakage
 Liquidity management driven strategies facilitate the derivation of LP specific information

 Latency 
 Latency varies by LP and LC for any given ECN
 Latency is often hardware dependent
 The source of latency issues can be hard to identify and often it takes a collaborative effort to find a 

resolution

Challenges
Anonymous ECNs



5 PUBLIC

 Employing last look to validate a trade request before accepting or rejecting is common practice amongst LPs

 The FX Global Code states that “Market Participants employing last look should be transparent regarding its use 

and provide appropriate disclosures to Clients”

 While many LPs have provided such disclosures to their clients, when trading over an anonymous ECN it is not 

possible to identify the LP or to know whether such disclosures apply

 Cover and deal is a practice where an LP seeks to cover the market risk during the “last look window”, before 

deciding whether or not to accept a trade request

 When trading over anonymous ECNs it is typically harder to understand:

 Whether last look is applied

 Who is applying last look (the LP or the ECN)

 Whether there is a hold time allowed (the application of hold times varies across both ECNs and LPs)

 The type of last look that is applied (e.g. asymmetrical or symmetrical)

 Whether or not the LP is dealing on a cover and deal basis

Challenges: Last Look
Anonymous ECNs
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 An LP is observed to be reading all incoming prices 

through both direct and anonymous market data 

feeds

 The LP updates their price on an ECN (ECN1) with 

every single tick update they receive

 The result is thousands of price updates in a short 

time window, driven by a single LP

Count of price ticks across ECNs

Anonymous ECNs
Challenges: Liquidity Recycling

 Liquidity recycling takes place when the liquidity from one LP relies on liquidity from another LP

 The challenges of liquidity recycling are compounded where the identity of the LP is masked

 Liquidity recycling often occurs as a result of Cover and Deal practices being employed by an LP

 An example:
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 Anonymous ECNs typically offer the ability to create bespoke liquidity pools

 Reliance on ECN for liquidity management typically does not prove as beneficial as coordinated liquidity 

management from all participants (the LP, the LC and the ECN)

 An example:

Spread retention

Anonymous ECNs
Challenges: Liquidity Management
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This document is issued by HSBC Bank plc and/or HSBC UK Bank plc (“HSBC”). HSBC is authorised by the Prudential Regulation Authority (“PRA”) and
regulated by the Financial Conduct Authority (“FCA”) and the Prudential Regulation Authority and is a member of the HSBC Group of companies (“HSBC
Group”).

HSBC has based this document on information obtained from sources it believes to be reliable but which have not been independently verified. Any charts
and graphs included are from publicly available sources or proprietary data. Except in the case of fraudulent misrepresentation, no liability is accepted
whatsoever for any direct, indirect or consequential loss arising from the use of this document. HSBC is under no obligation to keep current the information
in this document. You are solely responsible for making your own independent appraisal of and investigations into the products, investments and
transactions referred to in this document and you should not rely on any information in this document as constituting investment advice. Neither HSBC nor
any of its affiliates are responsible for providing you with legal, tax or other specialist advice and you should make your own arrangements in respect of
this accordingly. The issuance of and details contained in this document, which is not for public circulation, does not constitute an offer or solicitation for,
or advice that you should enter into, the purchase or sale of any security, commodity or other investment product or investment agreement, or any other
contract, agreement or structure whatsoever. This document is intended for the use of clients who are professional clients or eligible counterparties under
the rules of the FCA only and is not intended for retail clients. This document is intended to be distributed in its entirety. Reproduction of this document, in
whole or in part, or disclosure of any of its contents, without prior consent of HSBC or any associate, is prohibited. Unless governing law permits
otherwise, you must contact a HSBC Group member in your home jurisdiction if you wish to use HSBC Group services in effecting a transaction in any
investment mentioned in this document. Nothing herein excludes or restricts any duty or liability of HSBC to a customer under the Financial Services and
Markets Act 2000 or the rules of the FCA.
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