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Framing the Issue

◮ Collateralization lowers counterparty risk.

◮ Increasing collateral requirements has a shadow price, and also implies
transfers from dealer shareholders to dealer creditors.

◮ Dodd-Frank Title VII and MiFID is part of a G20 mandate for central
clearing and broader collateral requirements on non-cleared
derivatives. New regulatory capital requirements push both ways.

◮ Dealers are charging ahead with major improvements in collateral
efficiency, including trade compression and central clearing of
derivatives, repos, and securities lending.
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Table: Some of the funding value adjustments of major dealers (millions).
Source : Andersen, Duffie, and Song (2015).

Amount Date

J.P. Morgan Chase $1,500 Q4 2013
BAML $497 Q4 2014
Citi $474 Q3 2014
Morgan Stanley $468 Q4 2014
Credit Suisse Fr279 Q4 2014
UBS Fr267 Q3 2014
RBS $475 Q4 2012
Deutsche Bank e366 Q4 2013
Barclays £75 Q4 2012
Lloyds e143 Q4 2012
Nomura $98 Q4 2013
Goldman Sachs NA Q4 2012
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TYING IT ALL TOGETHER

Chart 4 ties together the effects of both clearing and compression since December 2011 (the first period for 
which the terminations of compressed IRD volume is available). The chart visually depicts:

•	 The size of the IRD market as per the BIS reported gross notional outstanding – the blue line.

•	 Market size if there was no portfolio compression activity – the grey line.

•	 The size of the market if there was no clearing activity (but including portfolio compression) – 
the red line.

•	 Market size after factoring out the impact of clearing and compression – the orange line.

Adjusting for 
clearing and 
compression 
reveals a 13% 
increase in 
interest rate 
derivatives 
notional 
outstanding 
since December 
2011

0

100

200

300

400

500

600

700

800

Jun-14Dec-13Jun-13Dec-12Jun-12Dec-11Dec-10Dec-09Dec-08Dec-07

(RGNO + ACNO) Market Without Compression (RGNO) BIS Reported Gross Notional Outstanding

(DGNO) Derived Gross Notional Outstanding (AGNO) Adjusted Gross Notional Outstanding

Chart 4: Gross Notional Outstanding Volume: Interest Rate Derivatives, US$ trillions
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Table 2 compares ACNO volumes from December 2011 to June 2014. Total outstanding 
compressed volume has grown from $94.7 trillion at the beginning of the series to $184.9 trillion 
in June 2014, representing a 95.3% increase. We observe a steady uptick in compressed CCP trades 
throughout the series, with the largest jump – an increase of 60% – occurring in the most recent 
six-month period. Meanwhile, non-CCP outstanding compressed trade volumes have remained 
more or less flat as the market continues to shift to a cleared world. 

Given the impact of new capital rules – and particularly the leverage ratio under Basel III, which is 
based on gross notional exposures – it is not surprising to see an uptick in compression volume in 
recent years, as the need to reduce exposures is critical. 

Chart 3 details period compression volume trends from December 2007 to June 20147. 

CCP period compressions (denoted by the red line) increased by 313.1% (from $13.5 trillion to $55.8 
trillion) between June 2013 and June 2014. In comparison, non-CCP period compressed volumes (denoted 
by the blue line) have been fairly stable (around $3.5 trillion). The move to central clearing, as well as 
innovations in compression methodology, have driven this increase and will likely continue to do so.

7 ���TriOptima triReduce period compression volumes represent new compression activity recorded in each period. Unlike ACNO statistics, period 
compressions are not adjusted for terminations

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14

(ACNO) Adjusted 
Compressed Notional 

Outstanding

n/a n/a n/a n/a 94.7 113.8 125.2 131.8 134.1 184.9

Adjusted CCP 
compression

n/a n/a n/a n/a 41.7 60.1 72.6 80.9 83.9 134.2

Non-CCP compression n/a n/a n/a n/a 52.9 53.7 52.6 50.9 50.3 50.7

Table 2: Adjusted Compressed Notional Outstanding (ACNO) Volume: Interest Rate 
Derivatives, US$ trillions
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In order to adjust this figure for the effects of clearing, we use central counterparty (CCP) data 
to determine the level of bilateral interest rate derivatives outstanding that has been cleared and 
consequently double counted. This metric represents the adjustment factor for cleared transactions 
(which we call the AFCT). At June 30, 2014, the AFCT was $230.6 trillion. After applying the 
adjustment metric, gross notional outstanding totaled $332.7 trillion. In other words, the notional 
outstanding size of the market (which we refer to as adjusted gross notional outstanding, or AGNO) 
would be $332.7 trillion if there was no cleared volume in the interest rate derivatives space.

It is notable to mention that the AGNO of $332.7 trillion is roughly 6.7% lower than the adjusted 
December 2013 data point. This is a larger difference than the change in headline metrics. It is 
driven by a decrease in total gross notional volume coupled with an increase in cleared versus non-
cleared transactions. 

Chart 1 compares the RGNO and AGNO of interest rate derivatives. From December 2007 
through to June 2014, reported gross notional (denoted by the red line) has increased by 43.3%, 
from $393.1 trillion to $563.3 trillion. 

This situation is very different when we adjust for the impact of clearing. The current AGNO 
figure of $332.7 trillion (denoted by the blue line) was calculated as of June 2014. Comparing that 
with the December 2007 AGNO figure of $338.7 trillion, interest rate derivatives outstanding has 
declined by 1.8% over the past 6.5 years. This is visually described by the ‘flatness’ of the blue line. 

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14

(RGNO) BIS Reported 
Gross Notional 

Outstanding

393.1 432.1 449.9 465.3 504.1 494.4 489.7 561.3  584.4 563.3

(AFCT) Adjustment 
Factor for Cleared 

Transactions

54.4 75.8 107.7 124.2 141.9 152.8 170.7 201.8 227.7 230.6

LCH.Clearnet (single-
counted) gross notional 

outstanding

54.4 75.8 107.7 124.2 141.9 152.8 170.7 195.5 213.0 206.8

CME gross notional 
outstanding

n/a n/a n/a n/a n/a n/a n/a 3.0 9.1 15.6

JSCC gross notional 
outstanding

n/a n/a n/a n/a n/a n/a n/a 3.3 5.6 8.2

(AGNO) Adjusted Gross 
Notional Outstanding

338.7 356.3 342.2 341.1 362.2 341.6 319.0 359.5 356.7 332.7

Pct (%) Cleared Gross 
Notional Outstanding

16.1% 21.3% 31.5% 36.4% 39.2% 44.7% 53.5% 56.1% 63.8% 69.3%

Table 1: Gross Notional Outstanding Volume: Interest Rate Derivatives, US$ trillions
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Appendix : Illustrating Collateral in Flight
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Velocity Drag and Precautionary Buffers
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