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Minutes 

1. Introduction 

 

Having welcomed the meeting participants, the Chairman opened the meeting by 

stressing the importance of collateral; and the need to work on collateral related 

matters, including through the CICF.  He reported having been at the previous week’s 

SIBOS conference in Dubai, which had provided an opportunity to speak with many 

interested parties about a range of practical collateral related issues. 

The Chairman next mentioned the continuing work of the ad-hoc COGESI collateral 

working group.  Current efforts include examination of the important need for 

commercial bank settlement money (CoBM) to work efficiently alongside central bank 

settlement money (CeBM); and of the need to be able to support settlement of 

secured financing activity until late in the day.  This should allow intra-day market 

trading until 16:00 CET and a further one hour window for treasury purposes only (but 

still on a secured basis, whereas today such a window is only for unsecured funding 

transactions).  This work anticipates the future implementation of TARGET2-Securities 

(T2S) and the move to T+2 which the forthcoming CSD Regulation is going to require.  

All of this requires investments across the industry to facilitate later settlement.  The 

ERC is currently collaborating with the EBF, supported by an ECB secretariat and 

others may also be asked to join in with this workstream.  

The Chairman observed that the CICF aims to bring together the whole market and 

emphasised that this includes a keen desire for the buy-side to be more fully involved.  

He then asked participants for their thoughts on how they would like to use the CICF 

and how to best make it valuable to both the industry and the authorities.  

Participants agreed that collateral is a big issue in which they are interested and 

involved in many different ways.  Each will continue to do their own specific pieces of 

work, but the CICF provides a very useful and educational communication channel for 

sharing collateral related information and ideas across the industry.  A key element of 

this is that the CICF provides a platform for looking collectively across multiple 

projects, which otherwise tend to only progress and be discussed in their individual 

silos.  It is less likely that the CICF should play any particular role in policy 

formulation, as this will always be tricky given the very wide range of associations 

involved. 

2. Regulatory developments impacting collateral 

 

(i) The Chairman noted that the ICMA ERC had done some very good work on FTT, as 

particularly reflected in the reports that were published in April and May.  Associated 

discussions with DGTax revealed their clear view that intermediation is not valuable, 

so that they view the impact of the FTT from a fundamentally different perspective to 

market participants.  Given recent events it seems clear that some significant change 

to the FTT proposal can be expected, but any details as to what and when remain 

unclear, although more tangible progress may be seen after the German elections are 

concluded.  The domestic FTTs introduced in France and Italy can already be seen to 

be prompting reductions in market activities. 

http://www.sibos.com/
http://www.ecb.europa.eu/paym/t2s/html/index.en.html
http://ec.europa.eu/taxation_customs/taxation/other_taxes/financial_sector/
http://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/short-term-markets/Repo-Markets/icma-european-repo-market-reports-and-white-papers/the-impact-of-the-financial-transaction-tax-on-the-european-repo-market/
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(ii) The Chairman observed that the CSDR proposal is moving quickly towards the 

conclusion of an agreed European legislative text.  It appears that there will be a 

workable compromise on the question of the licensing of the ICSDs, allowing that 

important services – such as their provision of tri-party agency – will be able to 

continue satisfactorily.  The proposals regarding the imposition of market discipline 

through the use of mandatory buy-ins do, however, remain an important concern.  

The effect of this would be so penal that it threatens to decrease collateral availability 

by causing repo market makers to reduce the liquidity which they offer.  The 

European Parliament has seen this concern and adopted the more suitable alternative 

idea of buy-in being at the option of the disappointed purchaser.  Negotiations 

continue with the Council, but all that has so far has been achieved is a partially 

helpful proposal to extend the period before mandatory buy-in would be required.  

Prompted by a query, the Chairman confirmed that the required move to a T+2 

settlement standard does not remove the possibility to contract forward trades. 

(iii) The Chairman reported that the FSB’s finalised shadow banking recommendations 

regarding securities lending and repos still need to be analysed in detail, alongside 

preparation of a response to the further consultation which has been launched in 

relation to haircuts (the ERC Chairman highlighted that the US Fed has itself said that 

going too far with haircuts may create increased procyclicality).  Initial impressions 

are that the eleven recommendations made and the two now under consultation are 

not overly concerning.  Mr David Rule, who has chaired this FSB workstream, will give 

the keynote speech at the 16 October ICMA ERC General Meeting. 

(iv) The ERC Chairman explained the ICMA ERC had responded on 20 September to 

the BCBS’s consultation on revised Basel III leverage ratio requirements.  In 

particular, the ERC raised the pertinent issue of why the proposal does not recognise 

legally enforceable counterparty netting of gross repo positions in the calculation of 

the leverage ratio.  ISLA, the GFMA and other associations have also all pushed hard 

on this aspect of the proposal.  One of the many adverse consequences of not 

recognising netting is that intermediary banks would need to contract their balance 

sheet in order to meet the leverage ratio, particularly through the reduction of low-

risk/return assets such as government debt.  It is strongly hoped that a change to this 

aspect of the BCBS leverage rule proposal will be achieved.  Mr McNulty highlighted 

that the stated intention for the leverage ratio was that it should serve as a backstop 

to the risk-based capital rules, but leverage will prove to be the binding constraint for 

securities financing transactions if full gross measurement is required.  Mr Miart added 

that the McKinsey study, performed in support of the joint GFMA/ISDA (& others) 

response, indicated that the proposed leverage ratio would prove binding 70% of the 

time. 

(v) The Chairman reported that the MiFIR/MiFID II package of proposals continues to 

be debated.  The ESMA is doing a significant amount of pre-work, in order to position 

it to be able to come out with follow up work on detailed supporting technical 

standards as early as possible after the actual EU legislative text does get agreed.  

One area of strong focus is the definition of market liquidity.  A somewhat related 

topic also attracting attention is collateral transformation activity, with COGESI in 

particular currently conducting a small study.  Another big MiFID issue which could 

significantly impact collateral is the extension of pre- and post-trade transparency 

requirements into non-equity markets. 

http://www.financialstabilityboard.org/publications/r_130829b.htm
http://www.financialstabilityboard.org/publications/r_130829b.htm
http://libertystreeteconomics.newyorkfed.org/2013/08/are-higher-haircuts-better-a-paradox.html
http://www.icmagroup.org/events/icma-european-repo-council-erc-general-meeting/#BBQ
http://www.icmagroup.org/assets/documents/Regulatory/ERC-Contributions/BCBS-ERC-leverage-response-20-Sep-2013.pdf
http://www.bis.org/publ/bcbs251.htm
http://ec.europa.eu/internal_market/securities/isd/mifid/index_en.htm
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(vi) The Chairman mentioned that the ICMA ERC had a meeting in late August with 

the EBA to discuss various matters, particularly including the topic of asset 

encumbrance.  They gave the impression that they would like to see the market 

rebalanced between unsecured and secured funding and will use the encumbrance 

reporting which they will be instigating in order to inform their ideas.  It could well be 

that new policy proposals will follow from the instigation of reporting and it is felt that 

the concerns held by the EBA may be based on misperceptions.  Mr Wilkin observed 

that there is a risk of a collateral race occurring if encumbrance levels get too high.  

(vii) Mr Miart briefly commented on the proposed BCBS capital treatment of bank 

exposures to CCPs.  ISDA commented on this consultation  (together with the GFMA 

and the IIF), expressing concerns that the proposals appear overly onerous.  It seems 

that the authorities have realised some of the problems relating to CCPs; and hence 

are being conservative in setting banks’ CCP exposure requirements, thus pushing 

banks to place more capital against CCP exposures.  It does need to be remembered 

that CCPs are commercial entities and as such need to react to market pressures, 

which creates some risk of a race to the bottom. 

Mr Miart then described the 2 September final margin requirements for non-centrally 

cleared derivatives, as published by the BCBS and IOSCO.  These mandate the use of 

both initial margin (IM) and variation margin (VM), the former for in-scope entities 

and the latter in all cases.  There are a number of exemptions envisioned, including a 

universal IM threshold of $50mm – which, whilst not a panacea, does help to ease the 

level of new margin to be found.  ISDA had warned that the amounts of extra margin 

required would be high – in the range of $1-2trn – and the BCBS’s own QIS appears 

to have borne this out.  Nevertheless, some economists have argued that there is no 

need to worry too much, since there is plenty of collateral.  Meanwhile studies by Mr. 

Manmohan Singh interestingly illustrate the impact of reduced collateral velocity. 

FX is exempt from these margin requirements, including the FX component of cross-

currency swaps.  VM may be re-hypothecated, re-pledged or re-used and "one-time" 

re-hypothecation of IM collateral is permitted subject to a number of strict conditions.  

It is unclear where this latter degree of permitted flexibility will really be able to be 

utilised, with a number of observers considering that ensuring satisfaction of all the 

necessary conditions will prove too burdensome to make it worthwhile bothering. 

A gradual phase-in period is provided to allow market participants sufficient time to 

adjust to the requirements.  IM on non-centrally cleared trades will be phased in over 

a four-year period, beginning in December 2015 and starting with the largest, most 

active and most systemically important derivatives market participants.  On-going 

work will be conducted to assess impacts, including with consideration to the impact 

of other new rules.  The ISDA Standard Industry Margin Model (SIMM) Committee is 

focused on the development of an industry standardised methodology for calculating 

IM requirements in anticipation of these forthcoming margin requirements.  For the 

time being, it remains very hard to assess what the actual impacts will prove to be. 

It was noted in discussion that the crisis prompted market participants to cut margin 

thresholds to zero, so that when modelling requirements for stress it ought to be 

assumed that the allow $50mm IM threshold will equally cease to be applied – which 

in fact means allowing the use of the threshold introduces a new procyclical element. 

http://www.eba.europa.eu/news-press/calendar?p_p_auth=yTrbr7Mj&p_p_id=8&p_p_lifecycle=0&p_p_state=normal&p_p_mode=view&_8_struts_action=%2Fcalendar%2Fview_event&_8_eventId=108997
http://www.eba.europa.eu/news-press/calendar?p_p_auth=yTrbr7Mj&p_p_id=8&p_p_lifecycle=0&p_p_state=normal&p_p_mode=view&_8_struts_action=%2Fcalendar%2Fview_event&_8_eventId=108997
http://www.bis.org/publ/bcbs253.htm
http://www.bis.org/publ/bcbs253.htm
http://www.bis.org/publ/bcbs253/ja.pdf
http://www.bis.org/publ/bcbs261.htm
http://www.bis.org/publ/bcbs261.htm
http://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/collateral-initiatives-coordination-forum/collateral-resources-official-bodies/
http://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/collateral-initiatives-coordination-forum/collateral-resources-official-bodies/
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The Chairman commented on the problem of wrong-way risk, noting the case of 

Italian repos – where the need to avoid such risk has led LCH to push up margin 

requirements.  There is a balance between the cost of using CCPs and the risk benefit 

that CCPs can bring, which is currently leading some repo activity back to the 

bilateral, non-CCP market space.  One advantage of such non-CCP activity is the 

flexibility to determine who to take exposure to and on which terms, whilst CCP usage 

means that you must accept the CCP’s decisions on margins and some exposure to 

the CCP related to its activities with others.  There are important considerations for 

the buy-side in these regards. 

An allied topic now being closely examined is the recovery and resolution of CCPs.  

The CPSS and IOSCO have been consulting on this and held a recent meeting in New 

York to discuss the topic with market participants – the ECB is hosting an equivalent 

meeting in Europe.  Collateral is an important element that helps to alleviate worries 

about risks to CCPs, particularly as this is typically taken in the form of cash.  Funding 

these margin payments comes out of the repo market, which assumes the risk of 

securities collateral against the cash being provided and will face pressure from the 

extra amounts of cash that are going to be needed.  Central banks are the alternative 

cash provider if the market cannot meet the applicable demands, but this is not a role 

that central banks wish to have to fulfil. 

Some debate followed on the question of CCP resolution, noting the desire to avoid 

needing official intervention – which leads to debates about what other elements can 

be used to support recapitalisation and when this should be done.  Possible solutions 

mooted include VM haircutting, but there is still much to be debated – particularly 

given strong concerns to also protect client asset balances. 

Responsive to some of the discussion points, Mr Miart pointed out that the finalised 

proposals include a widened list of acceptable collaterals, subject to a schedule of 

haircuts.  More work is being done on related technical standards for the EU’s 

implementation and for the time being it remains unclear what the exact details of the 

final EU rules will be.  This work crosses over with as yet incomplete work on which 

derivatives will be subject to mandatory clearing and therefore taken out of scope of 

these non-cleared derivative margin rules. 

(viii) Mr McNulty mentioned the constraints on the use of securities financing 

transactions in the rules for different categories of funds, such as UCITS and MMFs.  

There are no doubt perfectly good reasons to control the behaviour of funds, but there 

is a concern that rules may become overly constraining. 

Mr Wilkin mentioned that the National Bank of Belgium would be hosting an 8 – 9 

October meeting on risk aspects of collateral re-use and re-hypothecation.  There is 

also a forthcoming CPSS questionnaire on collateral transformation. 

3. Market infrastructure developments impacting collateral 

 

(i) The Chairman recalled the 15 July announcement of the triparty settlement 

interoperability (TSI) memorandum of understanding (MoU), signed by the ICMA ERC 

with Clearstream, Euroclear and Eurex Clearing.  Formal signing of the TSI MoU took 

place in the presence of the ECB (acting as the hosts) and the European Commission.  

http://www.bis.org/publ/cpss109.htm
http://www.icmagroup.org/assets/documents/Media/Press-releases-2013/European-organisations-aim-to-boost-triparty-repo-settlement-interoperability-by-2015---15-July-2.pdf
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The ECB considers this an important step to increase liquidity and a progress update 

will be provided in the context of the 27 October COGESI meeting.  There is already 

interest in the possibility that TSI be extended to other parties.  

(ii) The Chairman reported that COGESI is continuing a collateral related workstream.  

On 15 July, the ECB published COGESI’s study comparing collateral eligibility 

requirements.  Work is underway to report on various aspect of the efficiency of the 

repo market, including specific joint work which the ERC and the EBF are assisting 

with on the question of end-of-day cut-off times and the extension of repo trading 

until late in the day.  A short study is also being done to better understand collateral 

transformation activities. 

The Chairman also highlighted a finalised BCBS paper on monitoring tools for intraday 

liquidity management, published on 11 April.  The publication of this paper further 

raises the bar as to how banks are expected to manage their liquidity.  Meeting the 

standard implies the need to update systems and infrastructure and links to the need 

to make improvements to allow for late closing of the repo market, in order to best 

support daily liquidity management on a secured funding basis. 

(iii) The Chairman advised that the European Post-Trade Group (EPTG) last met on 21 

May.  Whilst minutes of this meeting are yet to be made public, the agenda included 

updates on topics 3(i) and 3(ii) above.  In addition, there was discussion related to 

possible harmonisation of withholding tax procedures and concerning some topics 

from the TFAX (Task Force on adaptation to cross-CSD settlement in T2S).  Whilst the 

EPTG’s work appears to be progressing at a relatively slow pace, it is an important 

group which brings together the European Commission, the ECB, ESMA, and industry. 

(iv) Concerning the topic of data repositories (DRs), the Chairman recalled that the 

ECB has called for a euro repo database and that various other bodies, including the 

FSB, the ESRB and the European Commission have all expressed varying interests in 

their being some form of DR to contribute to increased transparency of secured 

financing markets.  The ERC is working on a short paper, to pull together a number of 

thoughts relating to the possible use of DRs in relation to repos, which it hopes to 

make available during October. 

4. CICF collateral events 

 

The Chairman recalled the discussion held at the previous CICF meeting regarding the 

fact that the CFA Institute had expressed interest in the CICF’s work and would be 

interested to explore opportunities to co-sponsor an event.  The Chairman proposed 

that it might make sense to plan a one day CICF collateral conference during March 

2014, perhaps along similar lines to the ERC’s 11 June “Future of the Repo Market” 

conference.  Mr McNulty supported this idea, suggesting that ISLA could contribute a 

view on the way in which securities lending can provide collateral and that other CICF 

participants might equally contribute on collateral topics where they have particular 

insights – for example, ISDA might discuss derivative margining rules.  The collation 

of such different expert views on collateral topics ought to provide a useful overview 

for those only aware of specific limited aspects impacting the collateral space.  Other 

participants echoed the view that this might prove worthwhile.  It was noted that 

policy makers, regulators and buy-side participants might all see this as educational. 

http://www.ecb.europa.eu/press/key/date/2013/html/sp130715.en.html
http://www.ecb.europa.eu/paym/groups/cogesi/html/index.en.html
http://www.ecb.europa.eu/press/pr/date/2013/html/pr130715.en.html
http://www.ecb.europa.eu/press/pr/date/2013/html/pr130715.en.html
http://www.bis.org/publ/bcbs248.htm
http://www.bis.org/publ/bcbs248.htm
http://ec.europa.eu/internal_market/financial-markets/clearing/eptg/index_en.htm
https://www.cfainstitute.org/pages/index.aspx
http://www.icmagroup.org/events/PastEvents/the-future-of-the-european-repo-market/
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The Chairman indicated that efforts would therefore be made to coordinate such an 

event and emphasised that help would be needed from across the CICF in order to 

actually help put in place a valuable programme for the day.  A location will need to 

be found and arrangements put in place to equitably manage the costs.  Specific 

speakers and panellists will need to be identified and plans made to handle the 

general administration and marketing of the event.  

The Chairman noted that the ECB is now paying particular interest to the topic of 

collateral, in part because the preparation for T2S has triggered the need to explore 

big, interrelated issues. 

5. Any other business 

 

A query was raised regarding why it appears to be that joined-up thinking seems to 

be lacking in the formulation of new regulatory requirements.  It was noted that the 

authorities are seeking to act on complex financial systems and have been forced to 

act quickly in response to political pressures.  This is broadly understandable in the 

immediate aftermath of the financial crisis and the challenge for regulators is 

exacerbated by the fact that they remain under-resourced.  Despite all that has 

already been done, there is still much to come; albeit that the upcoming European 

elections may serve to slow things down through 2014. 

There being no further business, the Chairman then closed the meeting. 

 


