
 
 

 

 

USFE Spot Equivalent Futures vs. Foreign Exchange ETFs and CDs 
 

By Michael Sankowski, CFA 
USFE Product Development 
 
Overview of USFE Futures Product When Compared to Other Exchange-Traded 
FX Vehicles (“ETFs”) 
 
 
Leverage – Futures-style leverage provides significant benefits to traders.  Exchange-
Traded Fund (ETF) products require normal stock margining.  The excellent leverage of 
USFE’s FX Spot Equivalent Futures (SEF) enables sophisticated investors to get the 
currency exposure their portfolios demand, without tying up lots of capital.   
 
Example:  
 

$67,500 position (1 contract of FX SEF EURUSD) 
 
Futures Margin:    $850 
Stock/ETF Margin:   $33,750 

 
Liquidity –Liquidity in currency ETFs is low relative to the FX spot market.  USFE 
expects ample liquidity in its SEF products, as they are spot-like instruments.  Liquidity 
affects the actual costs to enter and exit a position.  The wide bid/ask spreads of the 
currency ETF and Certificate of Deposit (CD) products may impact portfolio returns in a 
negative way because of a lack of liquidity.   
 
Example:  See Chart, page 3 
 
High Expense Ratios:   The expense ratios of the currency EFTs are very high.  
Holding these contracts costs about .4% per year.  There are no holding costs 
associated with futures contracts.  As a result, portfolio returns in futures are dependent 
on the performance of the currencies only.     
 
Example:  See Chart, page 3 
 
Tax Treatment:  The tax treatment of holding a currency ETF will always be inferior to 
that of a currency future.  Currency ETFs are taxed as ordinary income.  Futures are 
subject to what is known as 60-40 tax treatment, where 60% of the gains are treated as 
long-term capital gains and 40% are treated as short-term capital gains.  Individuals who 
choose to trade futures should always consult their tax accountants to verify tax 
specifics. 
 
Interest Payment:  USFE’s FX SEFs provide a fair interest rate payment for any 
currency product.  USFE uses the daily current market rate for this interest transaction.  
USFE’s clearing organizations are able to transfer this interest payment directly between 
the holders of the contract.  There is no haircut to the interest rate. 
 
Trading Costs:  Futures products generally have the lowest trading and execution costs 
of any financial instrument.  When considering the amount of assets controlled with 
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limited cash (see Leverage, above), these costs are typically one-fourth the size of stock 
and bond execution costs.  Unlike with ETFs, there are no charges to hold futures 
contracts over time.  The bid/ask spread can be as much as 100 times smaller than the 
spread for CDs.    
 
 
SEF Interest Rate Payment 
 
 
USFE uses the current Over the Counter market interest rates and takes the midpoint of 
the offer rates and bid rates.   These rates are highly liquid and actively traded for large 
interbank dealers.  In short, the rates USFE uses as the basis for the payments between 
the counterparties are the best rates available anywhere.  USFE uses what is known as 
the “spot/next” rate as the benchmark rate for its interest payments.  USFE gets these 
rates from the most widely followed FX sources, Bloomberg and Reuters, who provide 
real time data on these contracts.  As a result, the amounts paid to holders of foreign 
currency are extremely accurate, timely, and fair.     
 
In the FX OTC markets, holders of positions who do not want to take delivery of the 
actual cash currency must roll their positions forward.  This “spot/next roll” is a liquid 
market for all of the major currencies.   USFE takes the numbers directly from its real-
time data providers, noted above.   
 
When dealing with currency markets, it is important to remember that holding cash 
results in collecting interest on that amount. If a trader were to purchase an asset with 
his cash, he would no longer receive interest on the cash. Any currency trade involves a 
purchase of one currency with another currency. While the trader receives the interest 
on the purchased currency, the trader no longer receives the interest on the cash used 
to purchase the foreign currency.  As a result, the trader would actually receive the 
interest rate differential between the two currencies. This is what happens in the OTC FX 
market: buyers receive the interest rate differential between the two currencies. This 
cash flow is from the low interest rate currency to the high interest rate currency.  
 
The spot/next rate is the interest rate differential expressed in currency terms. This 
greatly simplifies the trading of large amounts of currency in the OTC world, as the 
spot/next rate can simply be added to the current price of the currency. USFE takes the 
spot/next rate for a currency pair and translates it into U.S. dollars and cents per 
contract.  
 
USFE provides The Clearing Corporation (CCorp) with a recommended amount for the 
overnight payment between counterparties.  USFE has worked closely with the CCorp 
and major back office service providers to make the execution of this payment 
completely transparent and accessible within existing back office systems. 
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Example:   (with current market rates) 
 
Currency:      EURUSD 
Price:            1.3548 
Spot/Next Rate:       .000048 
Futures Contract Size:     50,000€ 
Tick Size:           $5 per .0001 
 
Pay/Collect =  $2.45   = spot/next * tick size  =.49 * $5.00 
 
The EUR interest rate is lower than the USD interest rate, so the long side of the futures 
trade will pay $2.45 per day, and the short side will collect $2.45 per day. 
 
 
 

Addendum 
Comparison Chart 
 
 

Futures Currency Shares ETF Everbank CDs (website info)

Margin ~$850 ( 1 futures contract) $33,750 (1 futures contract equivalent) $70,000 (can only do $10,000 increments)

Tick Spread 1 pip (.0001 or $5) 2-4 pips (.0002 - .0004 or $10 to $20) 1% of spot price = 130 pips  (0.130 or $650 )

Volume 250,000,000  (CME vol in ETF equivalent) 153,000 Not Transparent

Expense Ratio 0% 0.4% ($270 per contract/year) Not Stated

Execution Costs Low $30 or more (per futures equivalent) Not Stated

Interest Frequency Daily Monthly Not Stated

Interest Rate Directly from market, no middle man approximation, middle man About .5% below OTC rates

Tax Treatment Futures Style tax treatment Top Tax Bracket Top Tax Bracket

Minimum Holding Time None None 3 months
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