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No new swaps have been mandated to trade on SEFs since the original determinations were made two years
ago. The CFTC recently called a panel to understand why and what they should do to change the logjam we
are in the middle of now. We were pleased to be asked for our thoughts on the topic by the CFTC by
participating in a panel discussion in Washington. The following is my opening statement presented to the
CFTC on July 15th.

Current State

Before we discuss ideas for change, | think it is important to first examine more closely how far we've come in
the past five years. In 2010, interviews with over 100 US based investors trading interest rate swaps revealed
that 17% of them were trading at least some of their volume electronically. In volume weighted terms this
amounted to 9% of notional volume traded. The rest of that volume, of course, was traded via the phone,
instant messages and email.

Fast forward to 2015. Our latest data which was finalized last month paints a pretty amazing picture of
change. The 17% of investment firms trading some volume electronically in 2010 has jumped to nearly two
thirds in 2015. Looking at asset managers specifically the increase is even greater, now up to three quarters
of firms. To further that story, 60% of client trading by notional volume is done electronically today up from
9% in 2010.

The transformation of the CDS market is even more stunning. Five years ago less than 10% of investor trading
volume in investment grade index CDS was done electronically. Today, that number has jumped to an
astonishing 93%. That is the highest rate of electronic trading reported in any market that we cover, including
markets known for their electronic trading like equities and spot FX.

The result of this change is a market with increased price transparency, more competition amongst liquidity
providers and increasingly better execution quality for investors. And while the trade lifecycle has become
more complicated, the automation and risk reduction is proving worth it. So while we’re here today to talk
about improving the process, let’s not lose sight of how far we've already come.

The first MAT round

Further expansion of SEF trading is inevitable, but it will unnecessarily slow if the current made available to
trade process remains as is. The first MAT submission was expansive; looking primarily at what was already
clearable rather than what was already trading in an active way on screen. While this approach seemed

logical on the surface, market participants quickly revolted, claiming it was trying to move too far too fast -
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and it probably was.

But the industry’s reaction served to discourage other SEFs from pushing the envelope with their own
submissions for fear that trading would either leave or never come to their platform. As such the MAT
submissions that followed were scaled back to a more manageable level and close copies of one another, the
SEFs feeling safety in numbers. They targeted products that were already trading on screen and as such
would provide for a more organic move to mandatory SEF trading. Clients of the SEFs knew something had to
be MATed, and saw these narrower submissions as a workable solution given their previous experience
trading these products electronically.

In the months since as we’ve seen SEF trading grow and investors become increasingly comfortable
interacting with the Street electronically, conflicting interests have continued to ensure that MAT submissions
will occur infrequently if they ever occur at all. While we are in general a fan of allowing natural market forces
to drive change, the uncertainty created by a jammed up MAT process can act to slow progress that might
have otherwise occurred naturally.

The original assumption was that SEFs would want as much mandated for trading as possible given most
derive revenue from volume, and so would make as many swaps available for trading as possible. The reality
however is that as any good business owner would do, the SEFs don’t do what they want but instead what is
best for their customers. So while both the buy and the sell side have adapted well to electronic trading in
some interest rate swaps and index CDS, they'd still prefer to make method of execution decisions on their
own rather than being told what to do.

To some extent this organic approach to electronic trading growth works, with the FX derivatives market as a
prime example. Greenwich data shows that clients traded about one quarter of their FX options electronically
in the past year and about one third of their non-deliverable forwards electronically. Both products fall under
the CFTC's oversight of course, but neither has yet to be mandated for clearing or SEF trading. Nevertheless
electronic trading in both is growing, with investors telling us they plan to do even more electronically next
year.

But while organic adoption of e-trading works, the timetable for adoption is considerably longer than for a
product mandated for SEF trading. As such, we believe that the CFTC should take control of the MAT process,
deciding which products should receive SEF trading mandates, using an approach similar to the one used to
make clearing determinations.

A set of metrics should be agreed upon to make these determinations, including current rates of e-trading
adoption for instance. The impact on the current market functioning must also be closely examined. For
instance, if NDFs were mandated for clearing and SEF trading would significantly increase in costs associated
with those requirement cause market participants to leave the market all together? The impact on packaged
transactions should also be accounted for, with our experience over the past few years in the rates market as
a guide.

Lastly, industry input should also be taken into account, particularly from liquidity providers, investors and the



swap execution facilities themselves. Allowing the CFTC to make the final determination as to what must be
traded on SEF would take the existing conflicts out of the process and allow the implementation of Dodd-
Frank to continue on at a reasonable pace. And as we move forward, let’s not forget the benefits already
gained from mandatory clearing trading and work together to ensure those benefits grow.
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This Document is prepared by Crisil Coalition Greenwich, which is a part of Crisil Ltd, a company of S&P
Global. All rights reserved. This Document may contain analysis of commercial data relating to revenues,
productivity and headcount of financial services organisations (together with any other commercial
information set out in the Document). The Document may also include statements, estimates and projections
with respect to the anticipated future performance of certain companies and as to the market for those
companies’ products and services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or
future activities of the businesses or companies considered in it but rather is designed to only highlight the
trends. This Document is not (and does not purport to be) a comprehensive Document on the financial state
of any business or company. The Document represents the views of Crisil Coalition Greenwich as on the date
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additional information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not
form basis of any lending, investment or credit decision. This Document does not constitute nor form part of
an offer or invitation to subscribe for, underwrite or purchase securities in any company. Nor should this
Document, or any part of it, form the basis to be relied upon in any way in connection with any contract
relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data contained in the Document is based upon a particular bank’s scope, which reflects a bank’s data
submission, business structure, and sales revenue Reporting methodology. As a result, any data contained in
the Document may not be directly comparable to data presented to another bank. For franchise
benchmarking, Crisil Coalition Greenwich has implemented equal ranking logic on aggregate results i.e., when
sales revenues are within 5% of at least one competitor ahead, a tie is shown and designated by = (where
actual ranks are shown). Entity level data has no equal ranking logic implemented and therefore, on occasion,
the differences between rank bands can be very close mathematically.

The data in this Document may reflect the views reported to Crisil Coalition Greenwich by the research
participants. Interviewees may be asked about their use of and demand for financial products and services
and about investment practices in relevant financial markets. Crisil Coalition Greenwich compiles the data
received, conducts statistical analysis and reviews for presentation purposes to produce the final results.
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WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF
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ANY DIRECT, INDIRECT OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL
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