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Exploring the benefits 
of all-to-all dark mid-
matching in algorithmic 
FX execution
With Mathijs Peeters, Head of Distribution, Europe at Siege FX

Why are dark pools of liquidity 
becoming more meaningful for 
algo FX execut ion teams? 

The short answer is that we are see ing 
increased part ic ipat ion, a surge in 
match ing success and trade vo lumes, 
so the flywhee l is acce lerat ing. W ith 
match rates in excess of 30 % , the 
Siege M idPoo l is now a mean ingfu l 
source of liqu id ity and va lue. What ’s 
even more exc it ing is that we have 
a hea lthy p ipe line of both Se ll-side 
a lgo providers and Buy-side traders 
who want to jo in to rest orders in 
the dark . In a market that has seen 
periods of substant ia l spread w iden ing 
w ith  increased spot vo lume on a ll 
p latforms, dark match ing in the 
M idPoo l has de livered great va lue for 
exist ing part ic ipants. Espec ia lly in EM 
and “Scand ies”  b ig cost savings were 
rea lised for our part ic ipants through 

spread savings and reduced market 
impact .

Why is mid-matching in dark pools 
a great way to mit igate market 
impact in FX trading?

The prob lem w ith trad ing larger 
amounts in the ‘ lit ’ markets is that 
your act ivity is a signa l to other 
traders: some of whom w ill get out of 
your way wh ile others w ill jump ahead 
of you . Th is signa lling informat ion 
is d istributed through the ‘ lit ’ 
market data feeds used by liqu id ity 
providers, other a lgos and of course 
h igh frequency traders. Important ly 
Siege does not se ll your data back to 
other traders, so rest ing orders in the 
M idPoo l does not resu lt in informat ion 
leakage. 

Not a ll dark poo ls are created 
equa l. The Siege M idPoo l uses the 
independent FCA-regu lated m id-rate 
from New Change FX , protects a ll 
part ic ipants w ith ant i-po lling contro ls 
and prints trades aga inst centra l 
counterpart ies to provide anonym ity. 
Th is means that the act of trad ing 
in the M idPoo l does not influence 
your next price, so there is no market 
impact . 

In what ways has the grow ing use 
of TC A and execut ion analyt ics in 
algorithmic FX trading helped to 
drive interest in dark pools and 
the benefits they can deliver?

The advance of a lgo-focussed TCA is 
he lp ing Buy-side traders to compare 
outcomes from the ir a lgo providers 
and risk transfer a lternat ives in terms 
of tota l cost inc lud ing market impact . 
Th is is someth ing that Se ll-side traders 
have probab ly had access to earlier 
through in-house quant ana lysis. We 
conduct our own mark-out ana lysis 
aga inst NCFX m id-rates and can see 
that M idPoo l order subm ission does 
not create impact . Th is fact is key 
to the not ion that once you have 
dec ided to trade over t ime, there is 
no opportun ity cost to a im for dark 
matches ahead of other risk out lets. 
A lthough we cannot know how our 
part ic ipants trade e lsewhere, we do 
observe that M idPoo l trade act ivity 
has an attract ive mark-out profi le 
wh ich mot ivates part ic ipants to 
engage w ith us more and more. 

How successful has the Siege 
M idPool been so far in attract ing 
liquidity and what factors are 
influencing this?

At the outset we were lucky to have 
a core group of Buy-side and Se ll-side 
supporters who were comm itted to 
the idea of a ll-to-a ll dark match ing 
and had both the t ime and resources 
to work w ith us. The turn ing-po int was 
a more targeted approach to Se ll-side 
a lgo providers that has deve loped into 
strong partnersh ips w ith the banks. 
A lgo strateg ies offer a great access 
route for both Buy-side and Se ll-side 
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traders as they wrap cred it provision 
w ith order rout ing, risk reba lanc ing 
and trade t icket aggregat ion. Ease of 
connect ivity and workflow integrat ion 
is a lso of huge importance for our 
partners. Now that we have crit ica l 
mass and data driven proof of va lue, 
the flywhee l has ga ined its own 
momentum .   

What steps can buy side firms take 
to help maximise the dark pool 
opportunity?

The first and easiest step is to engage 
w ith your a lgo providers to d iscuss 
venue access and of course to ask for 
the Siege M idPoo l by name. The next 
step is to find out wh ich strategy can 
operate at longer rest ing t imes and 
send larger c lip sizes, because rest ing 
t ime rea lly drives match ing success. 
If your a lgo just sends and retrieves 
order c lips w ith in seconds, your queue 
posit ion is lost and dark match ing 
opportun it ies are m in im ised . Traders 
know that d ifferent market cond it ions 
and currency pa irs w ill have d ifferent 
opt ima l execut ion durat ions. Th is is 

the trade-off bet ween market impact 
and market drift . We see a lot of 
act ivity in EM , where longer durat ions 
are more common and dark match ing 
at m id is even more attract ive.

Are there other services available 
to Buy-side traders that compete 
w ith dark matching?

Bank interna lisat ion offers sim ilar 
benefits to Buy-side traders, but we 
see that as comp limentary to dark 
match ing on the Siege M idPoo l. Banks 
can create offset opportun it ies from 
the ir eFX liqu id ity and a lgo flows 
that many c lients va lue h igh ly. These 
Buy-side traders to ld us that the idea l 
sequence for lowering execut ion 
impact is bank interna lisat ion, 
fo llowed by the M idPoo l and on ly 
then to show any interest into ‘ lit ’ 
markets. Some of our bank partners 
have imp lemented the M idPoo l that 
way and it is indeed very successfu l for 
c lients. However other c lients choose 
not to access bank interna lisat ion and 
some a lgo providers d ist inct ly offer 
more ‘agency’ style execut ion. For 

these c lients and bank a lgos, Siege 
works best as the first port of ca ll.

How opt imist ic are you about the 
future growth prospects for the 
use of dark pools in algorithmic FX 
trading and where do you see this 
coming from?

We are very opt im ist ic as we cont inue 
to see great growth in Spot FX and we 
expect th is  to mu lt ip ly in the next few 
years w ith ever greater part ic ipat ion.  
As markets are increasing ly automated 
new liqu id ity providers enter, venues 
pro liferate and a lgo trad ing increases 
even more.  As A lgos have learned to 
p lace large c lips in our M idPoo l for the 
who le durat ion of the order, increased 
match ing reduces the a lgo t ime path 
w ith better resu lts: Shorter market risk 
comb ined w ith lower market impact 
are the c lear benefits of dark match ing  
Our experience in EM suggests that 
there is va lue to extend the offering 
to NDFs. Even for FX swap trad ing we 
have some very exc it ing conversat ions 
w ith our partners on how to crack 
that nut!

…and the flywheel is now turning faster and faster
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