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Introduction

Madam Chair, Members of the European parliament, ladies and gentlemen. Thank you for inviting me
to speak with you today on the important topic of OTC derivatives. 

My comments today will be focused on the OTC Derivative markets, the changes we need, and the 
benefits to companies throughout the European Union that a well organised and appropriately regulated 
OTC market can provide.

Let me start with some context,

OTC derivatives have been around for over 25 years and are used as standard practice by the majority 
of companies in Europe to help manage their commercial risks.

These risks include the foreign exchange exposure that multi-national companies face, the funding 
costs associated with frequent borrowers (including governments, and international agencies) and the 
long dated interest rate risks that pension funds and life insurance companies have to deal with.    

European Airlines for example would face significant problems without the ability to hedge jet-fuel 
costs through OTC derivatives. 

OTC Derivatives provide corporations with efficient risk transfer mechanisms to protect their downside, 
and give them a sound financial footing from which to invest and grow.  

They transfer financial risks from end-users who are not equipped to deal with them to the banks and 
other dealers who specialise in managing them.  

Here in Europe we have efficient and competitive OTC markets and our companies and citizens are the 
beneficiaries of that. The industry takes very seriously its duty to continue to improve these markets, 
working with regulators here in Europe and abroad.

I want to specifically comment on three key areas – Clearing, Transparency and Trading. 

Clearing

Let me start with Clearing and collateralisation in general. 

Well capitalised, regulated clearing houses with robust default management procedures substantially 
reduce the systemic impact of a major default.

One of the goals of the regulators and legislators in Europe and the US is to increase the proportion of 
OTC Derivative trades that are centrally cleared and this is something that we fully support.  

However, while this makes sense for systemically risky financial institutions, it does not for many end-
users who pose no systemic risk and where the complexity and funding issues of daily margin calls 
make the requirement a serious challenge. 

Non-financial corporations do not generally post collateral at all on their OTC trades today and any 
requirement to force them to clear their trades, or exchange collateral on a bilateral basis, would be a 
major issue for them. It would also provide an incentive to not hedge their risks, leaving them more 
vulnerable to market volatility and potentially increasing risk in the real economy.

I should also point out at this stage that the vast majority of exposures between financial firms are 
already collateralised on a bi-lateral basis.



Another issue where we would appreciate your careful consideration is making sure that legislation 
covers the appropriate products. Some OTC products do not lend themselves to clearing where there 
isn’t the depth of market to justify the cost of establishing the product in the clearing house, or where 
other risks are more relevant. Foreign exchange would be one example, where settlement risk is often 
the key issue, not counterparty credit. 

Clearing houses, their members, and regulators need to work together to define what products are 
suitable – this has to be a collective effort.  

It is also reasonable to expect that the members of these clearing houses have some say in how they are 
run as they ultimately support the risks that the clearing houses bear.

Let me make one final comment on this topic. Clearing houses have to be well regulated. It is 
important that they are not allowed to compete in a race to the bottom on weaker risk management 
standards, or lower collateral requirements. 

Transparency

Let me now talk about Transparency.

The key issue in a nutshell here is that OTC markets have been opaque to regulators for too long. 

For pre-trade price discovery, there is already a significant amount of data available to allow market 
users understand what the fair price is.  The industry is working with regulators globally to document 
the extent of this. Based on what our clients tell us, I don’t believe there is an issue with price 
discovery in our markets.

Trade and Post-trade is more complex. 

The industry fully supports complete access for Supervisors and work is underway to provide for that 
across all asset classes.  For example, in CDS, the DTCC in the US has been around since 2006. The 
recent establishment of a global trade data repository for Interest Rates in Stockholm, and the plans 
around a similar database of Equity derivative trades in London are all examples of further progress 
here.

These global solutions are more efficient than multiple local repositories. The key of course is ensuring 
open access to supervisors. Good progress is being made on this.

Public disclosure of trade activity in professional markets needs to be carefully managed and well 
thought through to avoid damaging liquidity though. European regulation already recognises this 
relationship in MIFID and as we build the legislative framework for OTC derivatives it’s important we 
continue to recognise that. 

Trading

Let me finish with a comment on Trading, and Standardisation.

“Standardisation” is a word that is used a lot when people talk about OTC Derivatives, often without 
being clear what they mean.  What we are striving for is standardisation of process and legal
framework, all of which leads to an efficient market. 

In some cases, establishing products with standard terms also makes sense – for example futures 
contracts traded on exchanges.  For many users of derivatives though, standard terms don’t make sense 
and they need the ability to tailor their solutions to manage their risks accurately. 

With the work going on in OTC markets around clearing, transparency and standardisation of process 
we can however achieve the best of both worlds – bespoke solutions in an efficient controlled way.

Closing



In closing, let me say this. Everyone agrees that the financial markets need to be overhauled to prevent 
any recurrence of the shocks we have seen over the last two years.   

The OTC derivative markets are part of this process. But let me leave you with the three key points to 
take away:

 Transparency on these markets needs to improve – but should be done thoughtfully to avoid 
damaging liquidity.

 Clearing is an effective way of reducing systemic risk, but too much of an overhead for many 
end-users, who present no systemic risk at all.

 Exchange traded markets can never provide all the risk management tools that end-users 
require.  OTC solutions are the only way of accurately hedging many commercial risks. 

I look forward to the rest of the session.

Thank you
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