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Netting Benefits Outweigh the Risk of Adverse FX Rate Movements

By delaying the execution of certain FX trades to capture the benefits of netting, additional
market and timing risks are assumed. FX Transparency argues, however, that the FX market is
efficient, and hence just as likely to move in the investor’s favor over that time horizon, as it is to
move against the investor, and that over the long run, the effects of market timing are a zero-
sum game. The investor is left with the savings of netted trades derived from executing lower
volumes in the market.

To support the view that market timing is a zero-sum game, FX Transparency offers two points
of support; one theoretical and one empirical:

1. Theoretical support is in the form of the well-known Efficient Markets Hypothesis (EMH)
which states that if market moves, including the FX market, were directionally
predictable, those effects have already been priced into the market, and no easy profit
from forecasting the direction of currency rates exists. Hence, FX rates are just as likely
to rise as to fall at any given point in time:

https://en.wikipedia.org/wiki/Efficient-market hypothesis

2. Empirical support is in the form of FX Option Pricing. The market believes over the next
24 hours that the EURUSD rate is just as likely to increase as it is to decrease. This is
visible in any option price, not just EURUSD. The the price of EUR puts vs. EUR calls
are identical for a strike price at the current spot rate. The price of both puts or calls in
the current market is 0.239% of the EUR notional. Hence, the market believes that
EURUSD is just as likely to move higher as it is to move lower over the next 24 hours:


https://en.wikipedia.org/wiki/Efficient-market_hypothesis
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