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The Hidden Costs
of FX Trading

Beyond the Spread
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Executive Summary

FX trading costs extend well beyond the visible bid-ask spread,
encompassing a range of factors that materially impact execution
expenses and risk management outcomes. This whitepaper explores
these often-overlooked costs—including commissions, slippage, rollover
fees, technology infrastructure, liquidity sourcing, regulatory compliance,
and credit expenses—to provide a comprehensive understanding of the
true cost of FX trading.

Designed for corporates and institutions involved in foreign exchange,
this guide offers practical insights to help mid-market corporate

and institutional clients evaluate their FX providers, optimize trading
strategies, and enhance cost transparency. By moving beyond headline
spreads, readers will gain clarity on the complex cost components
shaping FX trading economics, empowering more informed decisions and
stronger currency risk management.

The lllusion of the Spread

FX markets often advertise tight spreads on major currency pairs. This
is commonly presented as the headline cost when evaluating liquidity
providers. However, spread alone does not tell the full story.

Behind seemingly competitive rates lie multiple additional costs that
cumulatively affect a company’s bottom line. Treasury teams at mid-sized
firms lacking visibility into these costs risk facing unexpected expenses and
less effective risk management.

This whitepaper details the comprehensive range of FX trading costs and
explains how they influence execution quality and total cost of transaction.
By looking beyond the spread, market participants can make more informed
decisions on execution venues, liquidity providers, and trading strategies.

Breaking Down the True Costs of FX Trading

Execution Costs: Commissions, Slippage, and Spread Variability

At the core of any FX transaction is the spread, the difference between the
buying and selling prices quoted by liquidity providers. While a tight spread
may look attractive as a headline rate, execution costs vary depending on
trade size and timing.

Larger trades tend to incur wider spreads because they often trade through
multiple levels of the underlying order book, impacting market depth and
pricing. This can lead to slippage—the difference between the expected

and actual execution price—which increases overall transaction costs,
especially in volatile or thinly liquid markets. Clients can often reduce spread
costs by executing in smaller sizes over time, particularly when market
conditions allow for more time-sensitive execution strategies.

Commissions are another explicit cost, typically charged as fixed fees or
percentages. Some brokers bundle commissions into the spread, while
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others charge separately. Understanding how your provider structures
these costs is key to comparing offers on a level playing field.

Rollover Fees

Positions held overnight incur rollover or swap fees, reflecting interest

rate differentials between the currencies traded. For companies hedging
long-term exposures, rollover costs can accumulate and materially impact
overall trading expenses. Transparent reporting of these fees aids in
forecasting and budgeting FX risk management.

Technology and Connectivity Fees

Modern FX trading depends on a complex and costly technology
infrastructure. This includes sophisticated trading platforms, FIX APIs,
data centers, and high-speed network connectivity, all designed to ensure
reliable, low-latency execution 24 hours a day, six days a week.

These infrastructure costs are substantial and represent a significant
portion of operational expenses in institutional FX trading. For larger firms,
technology and connectivity expenses can range from tens of thousands
to millions of dollars annually, depending on the complexity of trading
strategies and scale of operations. Investing in low-latency connections,
high-performance trading software, and robust networking systems is
essential to compete effectively in today’s fast-paced financial markets.

Smaller firms building in-house capabilities often face disproportionately
high costs, both in terms of capital expenditure and ongoing maintenance,
which can severely impact their profitability and operational focus.

Akey advantage of partnering with StoneX Pro is that we absorb these
significant technology and connectivity costs on behalf of our clients. By
leveraging our established infrastructure and scale, we relieve clients from
the financial and operational burden of managing these complex systems.
This allows them to focus on their core trading activities while benefiting
from institutional-grade technology without the associated overhead.

Liquidity Sourcing Costs

Access to deep and competitive liquidity pools is crucial for tight spreads
and reliable execution. Aggregating liquidity from multiple providers and
prime brokers requires sophisticated technology, operational expertise, and
relationships which incur operational expenses and require unique skills.

Mid-market institutions and corporates value the ability to reduce or remove
these costs by partnering with an FX liquidity provider like StoneX Pro,

which offers established infrastructure and strong relationships to support
a broad range of clients and various flow types. Selecting a provider with
robust liquidity sourcing not only improves execution quality but also allows
SMEs to benefit from economies of scale.

Regulatory and Compliance Costs

FX trading is subject to increasing regulatory requirements that vary

by region. Obligations include transaction reporting, capital adequacy
standards, and legal contract enforcement, imposing both direct fees and
indirect costs through compliance personnel and legal support.
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Regulatory bodies, including the U.S. Commodity Futures Trading
Commission (CFTC), the National Futures Association (NFA), and the UK's
Financial Conduct Authority (FCA), actively enforce compliance standards
across the FX market, including smaller firms and intermediaries.

For example:

«+ In 2020, the CFTC fined a retail FX broker $3.5 million for failing to
properly report transactions and providing misleading information
to clients, illustrating the serious consequences of inadequate
trade reporting.

« The FCA has imposed significant fines on smaller FX firms
for deficiencies in anti-money laundering (AML) controls and
customer due diligence. A 2019 enforcement action against an FX
broker resulted in both a multi-million-pound fine and operational
restrictions, underscoring the financial and reputational risks of
non-compliance.

= Investigations triggered by whistleblower complaints have also
targeted smaller FX operations, increasing the risk of costly legal
proceedings and reputational damage even before penalties
are finalized.

These enforcement actions demonstrate that the costs of regulatory
missteps often far exceed the investments needed to maintain a robust
compliance framework. Attempting to manage regulatory obligations
internally without specialized expertise can lead to higher total costs and
increased operational risks.

Partnering with a regulated and transparent provider like StoneX Pro
offers access to established compliance infrastructure and expert
oversight, helping mitigate these risks and allowing firms to focus on
their core trading operations.

Credit and Capital Costs

When trading on credit, providers extend capital to clients and assume the
associated risks. This credit intermediation typically requires providers to
earn areturn on deployed capital, which is reflected in wider spreads or
additional fees passed on to clients.

However, not all providers manage these costs equally. Larger and more
experienced firms like StoneX Pro leverage advanced risk management
techniques and diversified capital resources to optimize the cost of credit.
This scale and expertise allow us to absorb a greater portion of capital-
related costs internally, enabling us to offer more competitive pricing to
clients without compromising on risk controls.

By contrast, traditional banks often face higher capital requirements and
regulatory capital charges that limit their flexibility. While they may aim to
provide competitive pricing, these costs can restrict their ability to pass
savings to clients, especially smaller and mid-market firms.

For clients, partnering with a provider like StoneX Pro means benefiting from
institutional-grade credit facilities backed by efficient capital management.
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This can translate into tighter spreads, reduced fees, and a more cost-
effective trading experience overall.

Understanding the credit and capital dynamics behind pricing helps
treasury and trading teams make better-informed decisions about the
providers that best align with their financial goals and risk appetite.

Understanding the True Cost of Trading
$300 Million in Euro FX Volume

Toillustrate how costs add up in practice, consider a trader moving
approximately $S300 million in Euro FX volume per month. The exact costs
will vary depending on trade size, liquidity, counterparty relationships, and
leverage used.

» Assume an average spread of 0.5 pips on trades sized around
€500,000. This alone translates to roughly $15,000 in spread
costs monthly.

« If the average trade size increases to €10 million, the spread may
widen to around 1 pip, doubling the cost.

« Additional costs include slippage caused by market volatility and
execution quality dependent on the counterparty.

« Legal and margin costs, such as ISDA and CSA agreements, can
add significant expenses. For instance, margin requirements of
5% on leveraged positions could translate into financing costs of
approximately $25,000.

« Regulatory costs and compliance overhead further contribute to
total expenses.

When aggregated, these components could push total monthly trading
costs to between $100,000 and $150,000. This example highlights why
a holistic view of FX trading costs, beyond just spreads, is essential for
accurate budgeting and vendor evaluation.

Different FX Products and Their
Cost Implications

While much of the discussion focuses on spot FX trading, liquidity providers
usually offer a range of products, including forwards, NDFs, swaps, options,
and deliverable FX, each with distinct cost structures and benefits:

» Forwards, NDFs, and Swaps: Allow clients to hedge or roll positions
for future delivery. Forwards often carry higher costs due to forward
points and increased risk as tenors lengthen, resulting in higher
margin and balance sheet utilization.
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« Options: Used for hedging or speculation. Buying options involves
paying a premium, the only cost for the buyer. Selling options
requires risk management via delta hedging in spot or forwards,
adding complexity and cost.

= Deliverable FX: Typically, more expensive due to settlement costs,
confirmations, and money movements. However, deliverable FX
can provide valuable downside risk protection while preserving
upside potential.

StoneX Pro tailors product offerings to client profiles and risk appetites,
ensuring cost-effective solutions aligned with trading needs.

Market Structure and Counterparty Risk

The FX market involves diverse liquidity providers and intermediaries with
varying roles and operational models affecting cost and risk.

= Prime Brokers: Large tier-one banks that intermediate
transactions, provide leverage, and custody services. Their higher
capital costs translate to higher monthly minimums and fees passed
to customers.

= Prime of Primes: Smaller brokers that route trades through prime
brokers, offering lower barriers to entry but often higher spreads.

« Agency Brokers: Execution-only brokers who do not assume credit
risk or custody assets. Clients must have prime broker arrangements
to access agency brokers.

+ Wholesale Market Access Providers: Firms like StoneX Pro act
as principals, providing custody, post-trade services, and direct
market access at lower cost by backing trades themselves,
reducing credit intermediation.

Selecting providers with strong financials, regulatory oversight, and
transparency (e.g. regulated by CFTC/NFA, FCA, MAS, ASIC) ensures
fund security and compliance with industry standards.

FX Trading for SMEs and
Institutional Newcomers

SMEs entering institutional FX markets face complex legal and operational
challenges. Contracting (e.g. ISDA agreements), compliance, and
negotiation require expertise and time, resources that SMEs may lack.

Outsourcing these legal and operational burdens through a turnkey FX
provider can reduce costs and accelerate time to market. StoneX Pro, for
example, offers standardized terms of business that incorporate key legal
protections and regulatory compliance, minimizing negotiation time and
resource drain.
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Tailoring solutions to fit trading volumes and styles, from low-touch API
executions to high-touch advisory services also helps optimize costs and
service quality.

The Cost-Effectiveness of Outsourcing
and Turnkey Solutions

For many firms, especially smaller or mid-market participants, a plug-and-
play or turnkey provider model offers compelling advantages:

= Avoid upfront capital outlay and ongoing costs related to legal,
compliance, regulatory, and technology infrastructure.

= Benefit from lower capital requirements and quicker time to market.

= Access deep liquidity pools and robust execution capabilities across
multiple asset classes—including equities, fixed income, futures,
crypto, and FX-through a single provider.

» Leverage established relationships with tier 1liquidity providers,
technology stacks, aggregation platforms, post-trade systems, and
24/6 support teams.

StoneX Pro exempilifies this turnkey approach offering unique capabilities
such as expertly managed FX liquidity that leverages StoneX pricing and
tier 1bank flow for optimal execution. We provide clients with a streamlined
way to implement and manage FX solutions through a single counterparty,
connection, and account. Our boutique-level services and extensive range
of FX products, typically exclusive to larger firms trading directly with banks,
set us apart.

Looking Ahead — The Future of FX Trading Costs

Technology continues to evolve rapidly, with automation, machine

learning, and advanced analytics streamlining execution, liquidity sourcing,
and risk management. These advances are lowering barriers to entry and
increasing competition, whichis likely to drive FX trading costs down

over time.

However, as technology lowers costs, the complexity of matching the
right liquidity solutions to a client’s unique trading requirements increases.
This is where experienced providers like StoneX Pro play a critical role,
guiding clients through the evolving landscape by leveraging deep

market expertise and advanced technology to tailor liquidity access and
execution strategies.



Regulatory demands will continue to present challenges, but these will
increasingly be balanced by technology-enabled compliance efficiencies.

Partnering with providers that invest in scalable, transparent, and flexible
platforms, and who offer expert advisory alongside technology, is essential
to fully benefit from these industry shifts and optimize trading costs.

Conclusion

The true cost of FX trading includes far more than the headline spread.
Commissions, slippage, rollover fees, technology, liquidity sourcing,
regulatory compliance, and credit costs all contribute to the total cost.

Mid-market institutions and corporates must understand these factors
to make informed choices and optimize FX strategies. StoneX Pro's
institutional-grade, turnkey solutions deliver transparency, counterparty
strength, and technology-driven efficiencies that reduce costs and
improve execution outcomes.

Institutions and corporates involved with FX trading and hedging are
encouraged to evaluate their FX trading costs comprehensively and
consider partners prioritizing transparency and client service to maximize
currency risk management effectiveness.
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StoneX Pro

StoneX (SNEX) is a publicly traded and fully
regulated market maker and a Fortune 50
company. StoneX Pro provides FX trading and
hedging infrastructure to institutional clients.
The Moody's and S&P-rated firm focuses on
delivering simplified trading solutions while
maintaining rigorous compliance standards.
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