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As global markets edge clos-
er to a new regulatory land-
scape for oTC derivatives, 

questions remain as to whether 
the new world will result in a saf-
er environment or simply shift risk 
from banks to clearing houses. 

This year’s osaka conference ex-
plored this issue with a new debate 
format known as the Sibos Collo-
quium, sponsored by the SWiFT 
institute, which pitted the views of 
Manmohan Singh, senior econo-
mist at the international Monetary 
Fund, against Godfried De Vidts, 
director of european affairs at iCAP.

emanating from the Group 
of 20’s 2009 Pittsburgh summit, 
the new swaps rules will push a 
portion of the oTC derivatives 
market through central counter-
parties (CCPs) with the aim of 
reducing systemic risk. 

Singh estimated the cost of this 
risk to be uSD 2 trillion, which 
comprises the under-collateralised 
portion of swaps held by banks.

but he warned that the new 
rules would only transfer the 
risk to a new type of entity, rath-
er than reducing it, and could 
eventually lead to another sit-
uation that requires a taxpayer 
bailout.
“instead of 10-15 pockets of 

risk held at banks, we are mov-
ing to 20-40 pockets of risk at 
banks and CCPs combined,” he 
said. “if the plan is to give CCPs 
the same job as banks, in terms 
of risk mitigation, there better be 
good economics behind it.”

Possible ways to increase the 
 effectiveness of central clearing, 
said Singh, would be to funnel 
cleared swaps through a single 
CCP that would be backed by a 
host of central banks. The prima-
ry benefit of this structure would 
be the greater possibility for net-
ting, i.e. the ability to reduce the 
collateral needed against con-
tracts by setting them off against 
related products. However, the 
complexities associated with this 
model mean it has not been con-
sidered by regulators. 
“Another alternative would be 

for CCPs to interoperate, but this 
is unlikely because clearing hous-
es have targeted niche markets 
and the differences between na-
tional bankruptcy laws pose chal-
lenges,” said Singh.

Complicating the situation fur-
ther, are the firms that will be ex-
empt from the new swaps rules, 

such as sovereign entities, insurers 
and corporate firms, in addition to 
the exotic products that CCPs will 
have difficulty in valuing and there-
fore can’t be cleared – referred to 
by Singh as a “time bomb”. 

exemptions and exotic prod-
ucts combined could represent 
a large part of the market and 
means banks will still hold signif-
icant risks on their books.
“if everyone posted collateral there 

would not be a need for CCPs,” 
said Singh. “Those firms that have 
exemptions to the rules creates an 
asymmetry, which means the risk 
remains in the system.”

Proactive on risk 
Taking the stand after Singh, 
iCAP’s De Vidts agreed that 
moving oTC derivatives from a 
bilateral world to a cleared one 
would not eliminate the associ-
ated risks, but noted that a num-
ber of solutions are emerging that 
would help to limit the dangers. 

one of these cited by De Vidts 
is Trioptima’s tribalance tool, 
which attempts to reduce portfo-
lio risk exposures across bilateral 
transactions and cleared swaps. 

by taking steps to reduce the risk 
exposure associated with bilateral 
counterparties and CCPs, banks 

can decrease margin requirements 
and the regulatory capital required 
for new rules like basel iii, con-
tributing to the decrease in system-
ic risk that regulators crave.
“Margin and capital for oTC 

derivatives do address the risk 
in the system but don’t address 
the underlying cause,” said De 
Vidts. “banks should be proac-
tively looking at what’s happen-
ing in this market and looking for 
ways to reduce risks.”

The Colloquium session was 
designed to promote the work be-
ing carried out by the SWiFT in-
stitute, a new initiative created to 

better link academic research with 
financial market realities. The ses-
sion was introduced by SWiFT 
Ceo Gottfried Leibbrandt, who 
said the aim of the scheme is to 

“answer those deeper questions 
that are not easily solved.”

From 2013, the institute will 
offer 12 grants per year for re-
search projects targeting issues 
related to transaction banking. 
This follows on from the grants 
already issued in 2012, which in-
clude research on the  challeng-
es associated with international-
isation of the RMb and how to 
reach the ‘unbanked’.

“instead of 10-15 pockets 
of risk held at banks, we are 
moving to 20-40 pockets 
of risk at banks and CCPs 
combined.”
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