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PROFIT & LOSS IN THE CURRENCY & DERIVATIVE MARKETS

GFI's Mickey Gooch:
BRINGING TRANSPARENCY TO MARKET

Mickey Gooch, CEO and founder of GFI Group, has stayed true to his roots as a money broker
back in 1978. Now in its twenty-third year, GFI has built the leading currency options platform for
the interbank market, as well as strong franchises in fixed income, energy and equities. Gooch sat
down with Julie Ros to discuss the regulatory and legislative changes on the horizon and how he
expects these to impact the interdealer broker industry.
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Julie Ros: What has been the major change, as you see it,
that has occurred to your business since you started it in
19877

Mickey Gooch: When we started, we were purely a broker
that acted as intermediary between the large dealing and
investment banks in OTC derivatives on a strictly name give-
up basis — matching the two counterparties, stepping away
from the trade and collecting the commission. Today, we are
also a technology company. Amongst other things, we sell
data, analytics and trading platform technology to thousands
of users around the world (including exchanges, other
brokers, banks, private banks, regional banks and
corporations). And our business has expanded into the
provision of execution services for hedge funds, as well as
energy and insurance companies.

JR: What is your take on legislative and regulatory develop-
ments for the OTC markets in North America?

MG: They’re happening very slowly. The marketplace is
anticipating the changes and is changing in advance of the
regulations. So a lot of what is ultimately going to be in the
legislation — which is going to surround primarily clearing of
OTC derivatives and transparency — is already taking place in
the private sector. When the legislation is finally in place, I
don’t think it’s going to have as dramatic an effect on the
way business is done as some may imagine.

JR: So you do think there will eventually be a bill passed?
MG: Yes, they’ll pass a bill and we’ll have something to
work with. We largely know what the core elements of that
bill will be, but it will be nice to finally see the details. Once
you have the details, then you can go about managing your
business according to the new regulations. Some of the
regulations are very broad. There are regulations in the bill
that give the CFTC and the Treasury certain powers. Under
the bill as I understand it right now, the Treasury would have
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the authority to regulate the FX markets and to require that
the FX markets fall within the same clearing and disclosure
requirements as other areas of the derivative markets. But the
Treasury also has the authority within the bill to exempt FX.
So itisn’t clear whether FX will be included or exempted,
but it puts a lot of power in the hands of the Treasury. In all
probability, I expect FX will be exempted. Just as the
government bond market is exempt now from significant
parts of the law surrounding securities trading and execution.

JR: What are you preparing for as an eventuality at GFI?
MG: We are expecting the likely new rules surrounding OTC
derivatives to include far greater reporting requirements at
the point of trade. We are already set up for that — we could
report trades in real time if we had to right now. The main
reason we haven’t reported certain trades in real time in the
past is because our largest customers have preferred that we
didn’t. We have straight-through processing to central
repositories, so the process of instantaneous trade reporting
isn’t a problem — we do that now in equities — reporting
trades within 90 seconds of execution. We expect that there
are going to be far more requirements to have an electronic
paper trail in the order process — similar to that which exists
in equities. We are completely in position to facilitate that.
There is the possibility in this swap execution facility and
exchange execution mechanism that a greater degree of
electronic trading will be required, and we are well
positioned for that too.

JR: To what extent do you think banking reform will affect
the revenues of the inter-dealer broker business?

MG: Depending on how reform ultimately evolves (for
example, whether or not the Volcker rule is enacted, which
would separate proprietary trading from commercial bank
platforms and require the banks to establish independently
capitalised entities for that purpose), I think it could level the
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“Since the beginning of our efforts
in the OTC derivatives market, we
have always tried to make those
markets more transparent and
more standardised.”
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playing field somewhat between highly capitalised banks and
less expensive execution venues.

An organisation like ours is the low-cost execution venue, so
I think that anything that goes in that direction would be a
positive for our business in terms of competitive opportunity.
But at the same time, anything that increases the capital cost
of doing business does have the potential of depressing
overall trading volumes. So we would be contemplating the
prospect of a more level playing field where our balance
sheet would be as competitive with the balance sheet of a
bank because under a Volker rule, banks would not be
committing capital to customer execution. The possibility
being more market share for swap execution facilities in an
overall lower volume market.

JR: GFI is headquartered here in the US, but EMEA con-
tributes the bulk of revenues — where do you see the princi-
pal location of your business — North America or Europe?
MG: EMEA, Asia and our global technology business
contributes about 60% of revenues compared to 40% of our
revenues coming from the US. And EMEA, Asia and
technology are all currently growing faster than our US
business. However, we are a publicly traded company here in
the US, so our head office is going to remain in the US. We
have a significant amount of our development process for
trading platforms here, so that will remain. In terms of the
underlying business, currently the business environment is
friendlier in Europe than the US, so our business will expand
more in Europe and Asia than it will in the US. We will be an
American company doing increasingly more of our business
overseas.

JR: Is that to do with the regulatory horizon?

MG: It is more to do with the fact that in the US, the current
political environment is turning to one of higher business and
investment income taxes and is therefore less business
friendly, while at the same time, the Europeans are trying to
move towards a more business friendly environment through
lower business taxes. We’re just going through two different
cycles politically; and one is friendlier to business.

JR: Do you feel GFI is best served by a stock exchange
listing in North America or can you imagine a time, con-
sidering tax and legislative changes, when you would
consider a listing in London?

MG: Moving the business domicile to London would trigger
a tax event, so it’s unlikely we would re-domicile the
business outside the US unless the US government began to
tax US corporations on global operations. Then I think a lot
of US companies will end up domiciled outside the US, most
likely as the result of mergers with non-US companies.

JR: The BIS just released a consultative report on recommen-
dations for central counterparties to OTC derivatives. One of
the findings was that there was a severe lack of transparency
during the crisis. Do you feel this is a fair assessment?

MG: The two areas where the lack of transparency exists in
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the OTC market — then and to some degree now — is when
trades are entered into, there is no price posting mechanism
mandated by regulation. When two private counterparties
enter into a transaction, it is a private transaction and it is
entered into the books and records of those two private
entities, and there has historically been no central repository
where regulators or the public can see every transaction that
occurs — unlike a stock exchange where, at the end of the
day, every single transaction is public information. That is
what was lacking in the OTC derivative market.

JR: Do you feel there’s a need for trade repositories?

MG: It certainly would go a long way to providing the
transparency into the marketplace. In my opinion, there isn’t a
pressing need for the general public to know about every
derivative trade that’s entered into. It’s more a question of
transparency so John Q Public can be informed about what’s
going on in the broader marketplace so he can make informed
decisions about his investments in his own private portfolio.
But also, the thing that strikes me as being critical, looking
back to the end of 2008 when we had the Lehman
bankruptcy and the various efforts regulators made to make
sure there wasn’t systemic risk, is that regulators such as the
Fed know exactly how much notional risk and domino effect
there might be through one or more entities going into
bankruptcy and therefore failing on their obligations in the
OTC derivatives market. In the fall of 2008 the Fed couldn’t
easily see where all the trades were — so there was no simple
mechanism to determine how much risk was at stake if a
particular company were to go out of business, and therefore
what affect that would have in the OTC derivative market.
Whereas, if there were clearing mechanisms and trade
repositories for OTC back in 2008, then regulators would at
least have the ability to look in one place — the trade
repository and a few clearing houses — to see where all of the
risks lay. That would be in the public interest to avoid a
situation like we had at end of 2008.

JR: What are your plans for Asia?

MG: Expansion, but not aggressive. There’s a big
marketplace out there, but it’s very expensive to do business
in Asia even though the tax rates are low.

JR: What is GFI’s view on Latin America?

MG: We’ve successfully opened some offices in Latin
Anmerica, recently in Chile, and we’re looking at other areas.
Most of Latin America has become increasingly business
friendly. It used to be rather complex to do business in Latin
America and there were a fair number of barriers to entry,
but the business environment is improving slowly but surely.
So as Latin America comes into the 21st century, there’s a lot
of opportunity for us there.

JR: FX market turnover recovered quickly after the global credit
crisis — where do you see opportunities for your FX business?
MG: Our Fenics currency options platform has great penetration
and we’ve recently introduced an RFQ mechanism. Under the
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proposed regulations for swap execution facilities, Fenics is
very well positioned to provide all the necessary reporting and
electronic requirements of the FX options business.

That said, we don’t currently have a strong presence in the
G3 forward FX, but that area is growing in importance as the
forward FX market has now taken a larger presence than the
money market deposit business as a vehicle for interest rate
hedging.

We have a small presence now in spot FX with a platform that
aggregates several large bank feeds, which is a little different to
the models of platforms like EBS and Hotspot. Ours is a bank
price distribution model that does not try to dis-intermediate
banks from their customers. Our platform does not match
customer to customer — it only matches customer to banks

So if we combine our Fenics distribution and RFQ
mechanism, along with our small but growing presence in
the spot FX market, and the potential to do more
electronically in the forward markets, I would say that GFI
has some interesting potential in the FX space.

JR: IDBs clearly have the ability to create leading edge tech-
nology for currency options. Why has it been so difficult for
them to move forward?

MG: I think that trend is reversing as more and more
electronic trading in currency options is occurring. The biggest
barrier against the electronic trading of currency options is the
complex nature of the instruments. It’s not so simple to
electronically trade an instrument that’s got a lot of different
elements to it — expirations, strikes, premiums — compared, for
example, to electronically trading spot FX. But, that said,
currency options are becoming increasingly electronic.

JR: So is this an area of development now for GFI?

MG: Yes, we’ve been one of the leaders in that development
and our technology in currency options now far exceeds that
of our competitors. There was the platform [Volbroker] that
the banks had established that was then merged in a JV with
Icap and Tradition, which for a long time enjoyed the
dominant market share. However, the technology hasn’t been

may demand electronic trading and with clearing of IRS it
could be only a matter of time before that market becomes
an all-to-all market. Those IDBs not ready for that
eventuality will struggle to transition their business, but at
GFI we have everything in place from a technology
perspective to achieve this and nothing in IRS to cannibalise.

JR: Is GFI actively looking at post-trade processing technology?
MG: We’re not looking at the post-trade environment as an
area to try to make money. We’re always looking at
improving the post-trade environment. We have straight-
through processing in place either through our proprietary
platform or through third party vendors with all of our
customers and it just makes common sense to have a very
efficient post-trade environment.

JR: Pre-Lehman, GFI was in serious talks with Tullett about
a merget, is this something you would still consider?

MG: No. We were in that discussion two years ago. It was
before the credit crisis and it seemed to make quite a bit of
sense at the time (some of which was driven by the prospect
of the US tax code changing), but I would say that it is not
very high on our radar at this time.

JR: So in closing, going back to our conversations about reg-
ulation, does GFI support the efforts to regulate the markets
and make them more transparent?

MG: Yes we do. In fact, we’ve been leading proponents of
greater transparency in the derivative markets for many
years. GFI was the original initiator of the efforts to
introduce the clearing mechanism to credit derivatives with
our initial investment in the Clearing Corp. and we have,
since the beginning of our efforts in the OTC derivatives
market, always tried to make those markets more transparent
and more standardised. So now that the regulators and the
government want to push that forward, we’re very much in
favour of achieving those goals. H

updated in so long that I think it’s falling behind the
technology advancements that organisations like ours have
introduced to the market.

Michael Gooch is chairman of the board and
chief executive officer at GFI Group. He
founded the business of GFI Group Inc in 1987
and has been GFI’s chairman and CEO since
JR: What other areas do you see as growth opportunities
for GFI?

MG: I see the interest rate swaps market as an area of great
opportunity for us. The IRS market has been very big and
very lucrative for large IDBs, but I think that model may be
under threat from the new regulatory environment. The
interest rate swaps business is vast and extremely opaque
and, outside of the short end of the market there is very little
in terms of electronic trading. The market is dominated by a
few large banks. The end users have very few options as to
where they can go for liquidity, so I think that has the
potential to change dramatically post the legislative changes.
It should come as no surprise that Icap is launching an
electronic market for bank to bank IRS. The new regulations

its inception. Prior to this, Gooch worked for
Citibank, Refco Group, Bierbaum Martin,
Harlow Meyer Savage and Tullett & Tokyo
Forex. He is the president and majority
shareholder of Jersey Partners, the largest shareholder of GFI.

Gooch is a member of the Board of Trustees of Monmouth University in

New Jersey and a Board Member of the Count Basie Theatre
Foundation, Red Bank, NJ. In 2007, Global Capital Associates
honoured him with the Theodor Herzl award, which salutes “people
who had a vision to build new enterprises and movements and change
existing paradigms; people with the courage to do something different.”
For his support of PAX, a non-profit organisation working to end gun
violence against children and families in the US, Gooch and his wife
Diane were honoured in 2006.
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