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It has been over two years since the signing of the 2010 
Dodd-Frank Wall Street Reform and Consumer Protection 
Act (Dodd-Frank). Of all the areas legislated within 
Dodd-Frank, the approximately $648 trillion1 (notional) 
over-the-counter (OTC) derivatives market is arguably 
subject to the most significant transformation. Seeking 
greater accountability and transparency, Title VII of 
Dodd-Frank imposes higher capital and margin 
requirements, mandates electronic trading and central 
clearing, increases reporting and recordkeeping 
requirements, and introduces more rigorous business 
conduct standards. While rule-making activity is still 
underway, existing regulatory guidance has already 
resulted in the emergence of new market participants 
and vendors and has permanently altered business flows 
and trading relationships.

These changes are impacting the worlds’ largest 
corporations: approximately 94 percent2 of the Fortune 
Global 500 firms use derivatives to manage business or 
macroeconomic risk. Counterparties to each OTC 
derivatives contract are affected by an unprecedented 
industry transformation, with potential implications on 
their strategic, financial, and business decisions. 

Financial services firms will likely be impacted the most: 
according to some estimates, the implementation of 
swaps regulation and elements of the Volcker rule that 
affect derivatives potentially reduce pretax earnings for 
eight large complex U.S. banks by a total of up to $17.5 
billion annually.3 A similar impact is expected across 
banking entities worldwide.

With many compliance dates still pending, leading 
financial institutions are developing their internal 
capabilities and self-assessing their progress in 
preparation for compliance. A steep learning curve is 
expected to understand the nuances of the regulation 
and initiate technology transformations, often with long 
implementation cycles. A number of firms may be at risk 
of falling behind.

This paper focuses on four key mandates arising from 
Dodd-Frank for OTC derivatives and attempts to define 
many of the “unknowns” and compliance challenges 
across OTC derivatives market participants: users, dealers, 
and infrastructure providers. 

Organizations that seek to understand the nature, 
magnitude, and timing of impending changes are 
more likely to address the challenges that lie ahead 
and even benefit from the new marketplace. Timely 
knowledge of the regulatory requirements may also 
improve the ability to address similar challenges in new 
jurisdictions; Dodd-Frank is just the first instance in a 
long list of regional regulatory commitments across 
members of the G20. 

Our four areas of focus are:

•	 Electronic trading via swap execution facilities (SEFs)

•	 Clearing through central counterparties (CCPs)

•	 Reporting to swaps data repositories (SDRs)

•	 Adherence to business conduct standards

We are in the early stages of a long journey toward 
the global transformation of an entire industry. Even 
after more than two years of regulatory reform, this is 
still just the beginning…

Figure 1
Estimated impact of Dodd-Frank on large bank earnings
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1 Bank for International Settlements. BIS Quarterly Review. Bank for International Settlements, September 2012.
2 International Swap Dealers Association. ISDA Research Notes: 2009 Derivatives Usage Survey, 2009.
3 Albrecht, Matthew B. and Carmen Y. Manoyan. “Two Years On, Reassessing the Cost of Dodd-Frank for the Largest U.S.Banks.” Standard and 

Poor’s RatingsDirect. August 2012.

Rule / area
Estimated impact on 

earnings ($B)

Derivatives (OTC market) 4.5 - 5.0

Volcker rule 8.0 - 10.0

Other costs – regulatory and  
compliance expenses

2.0 - 2.5

Total 14.5 - 17.5



What is changing?
OTC derivatives have historically been traded bilaterally 
over the telephone, through instant messaging, or 
bespoke communication channels and platforms. The 
exchange-traded portion of the derivatives market, traded 
largely electronically, only represents about 10 percent4   
of the overall market in terms of notional amounts 
outstanding. The creation of, and mandate to use, SEFs 
will likely have a significant impact on how OTC derivative 
contracts are priced, negotiated, and executed. SEFs, 
platforms that allow multiple participants to execute or 
trade swaps electronically, are expected to function 
similarly to futures exchanges, opening the possibility for 
many swaps contracts to be modified, becoming futures 
contracts. This is a sharp departure from the bilateral, 
mainly relationship-based model we have today.

An ISDA discussion paper5 published in 2011 concluded 
that SEFs are expected to strengthen the infrastructure of 
the market, facilitate smaller participants’ access, increase 
transparency, and ultimately help prevent insider trading 
practices and other market abuses.

Some “known unknowns”
At the time of this publication, the Commodity Futures 
Trading Commission (CFTC) and Securities and Exchange 
Commisson (SEC) were still working on finalizing the 
registration requirements and core principles behind the 
SEFs. Rules are also being drafted in the E.U. and other 
jurisdictions, increasing the complexity for future 
coordination of international compliance mandates for 
global market participants.

It is not yet clear when trading on SEFs will be mandated in 
the United States. Two pre-requisite rules defining when a 
SEF can start trading in the U.S. are still pending:

1. Approval to serve as a SEF

2. Approval to make a contract available to trade

The number of firms that are likley to register as SEFs has 
the potential to create a very fragmented and competitive 
market. Participants will include a combination of 
inter-dealer brokers and technology vendors under two 
main trading principles: request for quote (RFQ) and 
central limit order book (CLOB).

As shown in Figure 2, the decisions made by broker-
dealers to elect a SEF will likely have downstream 
implications on buy-side firms. After a potential 
consolidation phase, it is very likely that three to four7 
SEFs per asset class, and region, will prevail in 2014. 
Buy-side clients will likely demand aggregation to tap into 
multiple venues and allow for best execution. This 
aggregation will come at a cost that will need to be 
priced or absorbed by the market. Accessing liquidity and 
increasing market share in early stages will be critical, 
therefore opening the door to SEF aggregators. It is 
estimated that 87 percent8 of swaps dealers are already 
building SEF aggregation technology or are planning to 
build it in the near future. Dealers are expected to spend 
in excess of $500 million9 between 2011 and 2013, to 
establish swap aggregation tools for their buy-side 
clients. 

Figure 2
Primary buy-side decision drivers in selecting a SEF6
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4 Bank for International Settlements. BIS Quarterly Review. Bank for International Settlements, September 2012.
5 ISDA Discussion Paper, "SEFs: Can they improve the structure of the OTC derivatives markets?," March 2011.
6 State Street, Charting New Territory: Buy-Side Readiness for Swap Reform, August 2012. 
7 TABB Group, Swaps Liquidity Aggregation: Best Execution to Product Selection, January 2012.
8 Ibid.
9 Ibid.
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The challenge ahead
The ability to transact electronically requires a degree of 
standardization that typically does not exist today in the 
OTC derivatives market. As the market matures, variations 
of standard products will likely appear and provide the 
necessary liquidity to operate a commercially viable SEF. 
Figure 2 also shows that clients will be drawn to execute 
on SEFs that maintain the best liquidity in the product 
range of their choice, measured by market share. Liquidity 
in turn will be closely dependent on providing easy 
electronic access, allowing for automated order routing 
on the buy-side and automated quoting on the sell-side.  
A number of seemingly disconnected factors will influence 
the early development and adoption of SEFs.

There are other basic questions that will determine how 
the environment will develop in a live state. The CFTC has 
released a ruling that sets a two-minute window for swap 
dealers either to accept or reject trades. Even with the 
timing requirement expected to drop, the certainty of 
trade execution may be called into question at an early 
stage as there remains the possibility that one party of the 
transaction may reject a trade, leaving the other side 
unhedged. One way to mitigate potential occurrences of 
rejected trades is to allow for greater transparency in the 
credit lines available. Centrally maintained “credit hubs” 
could represent a solution, allowing counterparties to 
aggregate the lines of credit they may have available 
across multiple SEFs. 

In addition to core regulatory elements, some practical 
questions remain unanswered:

•	 Once a product becomes eligible for clearing, how does 
it get listed on a SEF?

•	 When a SEF adds a new listing, how does it get notified 
to the public?

Participants will likely continue to favor existing 
bilateral trading relationships until there is more 
certainty on how SEF-executed trades will be 
confirmed and processed. Anonymous trading under 
a CLOB model will require time before trading 
protocols, supporting infrastructure and trust evolve.

Execution is the first step in the trade lifecycle. 
However, due to the timing of SEFs regulatory 
requirements, certainty of execution may very well be 
one of the last regulatory challenges to be addressed.

OTC derivatives reform This is just the beginning…   3



4

What is changing?
While the concept of CCPs is not new, mandatory clearing 
of certain swaps transactions through a designated clearing 
organization (DCO) is set to increase cleared swaps volumes 
significantly. A key consequence is the increase in capital 
requirements posed by CCPs. Contributions to the CCP 
guarantee fund and increased initial margin requirements 
both increase capital and funding needs. Additionally, at 
the CCP level, eligible collateral will be limited to cash and 
high-rated securities. Consequently, futures commission 
merchants (FCMs) and clients trying to fulfill increased 
margin requirements will do so by using a limited list of 
eligible assets, potentially impacting overall liquidity in 
related markets. Industry estimates indicate that the 
incremental collateral requirements could exceed $2 trillion. 

Some “known unknowns”
Dodd-Frank specifies core principles and operational 
requirements for market participants including CCPs and 
FCMs. As compliance dates come closer, practical 
complexities will continue to unfold as rules directed at 
CCPs will have a direct operational impact on FCMs. One 
example is the requirement to implement the legal 
segregation with operational commingling (LSOC) model 
to protect customer collateral; CCPs have had to impose 
additional operational and reporting requirements on 
FCMs in order to be in compliance and avoid fungibility of 
assets pledged as collateral.

The default of a CCP remains a highly unlikely event, but the 
financial consequences of such default would have large 
implications across the industry. Today, a handful of CCPs 
dominate the central clearing of OTC derivatives and each 
CCP’s risk management practices are fundamental to the 
stability of the system. CFTC regulations outline the core 
operating principles for CCPs, but as is the case with several 
of the previous rule releases, the interpretation and 
implementation of these principles is all but done. 

Moreover, CCPs’ regulatory frameworks are likely to contain 
some inconsistencies as regulatory bodies around the world 
continue to finalize their respective rule making process.
On July 18, 2012, the Financial Stability Oversight Council 
(FSOC) identified eight entities as systemically important 
financial market utilities; two CCPs were included in this 
group. Additionally, the Committee on Payment and 
Settlement Systems (CPSS) along with the International 
Organization of Securities Commissions (IOSCO) has 
released a set of 21 guiding principles and seven key 
metrics by which CCPs should be measured: margin, 

default fund, capital, uncovered credit losses, investment 
risk, liquidity risk, and segregation arrangements.10 Until 
these principles are applied and the metrics tracked, 
conversations and concerns about the concentration of 
risk are likely to remain.

The challenge ahead 
The protection of customer collateral for cleared swaps is 
at the core of the regulations currently underway. The 
implementation of the LSOC model changes the way 
customer collateral is handled by both FCMs and DCOs. 
For instance, as part of the daily settlement cycle, DCOs 
can now issue a margin call to cover the amount by which 
the sum of customer-specific initial margin deficiencies 
exceeds the buffer maintained by the FCMs. Intra-day 
margin calls might in turn further increase capital needs. 

Effective February 2013, DCOs are also expected to start 
accepting customer-specific excess collateral. 
Notwithstanding that the "client-specific excess" model is 
likely to be phased in, FCMs may be at a competitive  
disadvantage if they cannot support this model in early 
stages. To be in compliance, FCMs must determine: 1) the 
margin status of each cleared swaps customer account and 
the resulting margin deficiency, 2) the amount of firm 
contributed assets to the cleared swaps account, and 3) the 
amount (if necessary) to be deposited into the cleared 
swaps customer account to cover the margin deficiency.11

As a business, OTC clearing has been traditionally viewed as 
a value-added service for clients, helping to attract 
execution business. The pricing for such services tend only 
to cover operational costs and generally did not take into 
consideration the counterparty credit risk dealers took on. 
As clearing volumes grow and trading shifts to SEFs, the link 
between clearing and execution revenues will be broken, 
forcing banks to run their clearing entity as a stand-alone 
business. The cost of providing clearing services is 
significant: Passing along those costs to the client might 
change the appetite of clients to use derivatives. Dealers 
will be faced with the challenge of figuring out what the 
optimal revenue model for this business will be.

The introduction of CCPs presents new business and 
operational challenges for market participants. 
Increased operational costs will likely cause market 
participants to make strategic decisions as to which 
asset classes they offer to clients. Broker-dealers will 
need to find new ways to make up for the lost revenue 
from central clearing.

Clearing through central counterparties

10 CPSS/IOSCO, Disclosure 
framework for financial market 
infrastructures, April 2012.

11 Joint audit committee 
regulatory update #12-03, 
October 18, 2012.
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What is changing?
The establishment of SDRs as central repositories of all OTC 
derivatives is the driving force behind the standardization 
of reporting practices and increased market transparency. 
Trade reporting typically involved submitting trade 
information to internal stakeholders and utilities at the end 
of the trade lifecycle: This, however, is about to drastically 
change. With the registration of SDRs, market participants 
are required to redesign their trade flow process and 
reporting engines to meet real-time and other trade 
submission requirements. Reconciliation and exception 
management processes will be necessary to ensure that 
data accuracy and completeness checks can be performed 
within the required time frames.

Both buy- and sell-side firms are now gearing up to be in 
compliance with requirements in each of the below 
categories:

•	 Real-time reporting requirements
 Requires submission of specific data to SDRs within 15 

minutes after execution, and outlines the rules 
regarding public dissemination of swap transaction and 
pricing data

•	 Swap data record-keeping and recording
 Details the record-keeping requirements such as data 

retention and retrievability. It also defines creation (e.g., 
primary economic terms, confirmation), valuation, and 
continuation data (e.g., post-trade events) and new data 
identifiers (i.e., unique swap identifier, legal entity 
identifier, and unique product identifier)

•	 Historical swaps reporting requirements
 Encompasses both pre-enactment swaps (i.e., swaps 

entered into before the enactment of Dodd-Frank) and 
transition swaps (i.e., swaps entered into after the 
enactment of Dodd-Frank, but before the final 
compliance date defining a swap)

Some “known unknowns”
Compliance with reporting requirements will be a 
multiyear effort, especially as phase-in schedules from U.S. 
and foreign regulators go into effect. It remains to be seen 
how some of the data identifiers and outstanding 
definitions in the rules will be finalized and implemented. 
Terms such as “U.S. entity,” “swap-dealer,” and “reporting 
counterparty” are still subject to evolving definitions or 
interpretation in a number of cases. Determining the 
eligible trade universe subject to reporting requirements 

by jurisdiction is therefore more complex than anyone may 
likely have anticipated. Even once these terms are fully 
defined and understood, there may be unknown 
downstream lifecycle implications if, for example, a 
counterparty changes its status (e.g., a non-U.S. entity 
redefined as a U.S. entity) before the expiration of the 
swap.

With the compliance date approaching for registered 
swap dealers (SDs) and major swap participants (MSPs), 
many sell-side firms are currently focusing their efforts 
on preparing for the backloading of historical trade 
information. The scalability of the existing reporting 
infrastructure and supporting processes will be put to 
test as compliance deadlines approach quickly one after 
another. Market participants will also need to monitor 
their real-time reporting performance, as trading activity 
picks up in the future.

The challenge ahead
While many financial services firms prepare for compliance 
with U.S. reporting requirements, it remains to be seen 
how these requirements will compare to other 
jurisdictions. A situation may arise where a contract is 
agreed to between two firms in different jurisdictions: 
Each side may then have different data reporting 
requirements to their respective regulatory bodies. If the 
data requirements between jurisdictions do not align, 
there is the possibility that one counterparty may be 
missing a required piece of static or trade data due to 
jurisdictional reporting differences. To help limit potential 
errors in reporting, swaps dealers should keep abreast of 
changes to new regulations and identify any differences 
that impact their reporting infrastructure and operations.

Market participants should be vigilant and verify that their 
transactions are properly reported, especially when they 
are not the reporting party. Nuances in reporting may arise 
as the data to be reported will differ depending on the 
execution and clearing status of the transactions. 
Participants will need to have the ability to identify what 
data is required of them for each transaction. 

Market participant solutions to address reporting 
accuracy, completeness, and timeliness are likely to 
evolve over time. Aggressive timelines have forced a 
number of participants to deploy tactical solutions to 
be in compliance. Early stages are prone to manual 
intervention and monitoring, robust reconciliation 
processes are likely to take hold over time.

Reporting to swaps data repositories



12  Defined by the CFTC in its final rules on business conduct standards for swap dealers and major swap participants with counterparties: 1) a 
federal agency, 2) a state, state agency, city, county, municipality, or other political subdivision of a state, 3) any employee benefit plan, as 
defined in Section 3 of ERISA, 4) any governmental plan, as defined in Section 3 of ERISA, or 4) any endowment, including an endowment that is 
an organization described in Section 501(c)(3) of the Internal Revenue Code of 1986. http://www.cftc.gov/ucm/groups/public/@newsroom/
documents/file/bcs_qa_final.pdf
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Adherence to business conduct standards

What is changing?
One potentially far-reaching, and often overlooked, section 
of Dodd-Frank Title VII is the implementation of internal 
and external business conduct standards. The CFTC has 
released new guidelines applicable to all SDs and MSPs, 
introducing new standards to govern their dealings with all 
counterparties, including special entities.12 The standards 
are designed to prohibit certain abusive practices, mandate 
disclosures of material information to counterparties, and 
require SDs and MSPs to undertake additional due diligence 
relating to dealings with counterparties.

To comply with the new external business conduct 
standards, SDs and MSPs must now apply “know your 
counterparty” (KYC) criteria to all counterparties. In 
support, ISDA has introduced a new protocol to facilitate 
the collection of information on an entity level rather than 
at the current trade level. The new protocol has been met 
with some hesitation as it automatically allows dealers to 
share confidential end-user information with regulators. 
Other newly acquired responsibilities for broker-dealers are 
to confirm the identity and legal status of counterparties 
while avoiding the disclosure of the counterparty’s 
confidential information, providing daily marks for all 
swaps not required for mandatory clearing when the 
counterparty is a non-SD or non-MSP, and a suitability and 
scenario analysis to be provided upon request when first 
entering into a swap contract.

Internal business conduct standards require SDs and MSPs to 
implement enhanced recordkeeping and risk management 
procedures. SDs and MSPs are now required to keep full 
transaction and position reports along with daily trade 
records for all swap activities. They must also ensure risk 
management policies are able to monitor traders to prevent 
daily risk thresholds from being breached and establish 
business continuity plans that allow for resumption of 
operations following an emergency or business disruption. 

The implementation of these external and internal standards 
will have significant impacts across front office, operations, 
and technology, while also affecting how broker-dealers 

interact with their clients. SDs and MSPs will need to either 
enhance existing policies and procedures or create new 
ones to stay compliant with the regulations while also 
maintaining their competitiveness in the market.

Some “known unknowns”
SDs and MSPs that fail to obtain the necessary information 
from their buy-side counterparties and/or fail to conform 
to the new due diligence standards will be prohibited from 
trading with those counterparties. Some market 
participants may not be fully aware of the new business 
conduct requirements or understand the full implications, 
while others may be reluctant to provide sensitive 
information to dealers. The amount of information that 
dealers need to collect in a short span of time raises 
questions on whether the deadline is practical.

It remains to be seen the extent to which the new ISDA 
protocol can assist in addressing many of the new business 
conduct requirements. In addition to collecting information 
on existing trades at an entity level, the updated ISDA 
protocol may also be used to fulfill the scenario analysis 
requirement under the external business conduct rules.

The challenge ahead
The main perceived challenge is the implementation of the 
new business conduct standards without substantially 
slowing trade processing or impacting pricing and liquidity. 
For uncleared swaps, SDs and MSPs are required to provide 
counterparties with both mid-market and end-of-day marks, 
and to disclose the methodology and assumptions used to 
prepare them. For cleared trades between SDs and non-SDs, 
the SDs must notify the non-SDs of their ability to receive an 
end-of-day mark from the CCP.

Comprehensive business conduct regulation is new to 
the OTC derivatives markets: The interdependencies 
across all market participants to share and process 
information are critical and could force even leading 
firms to rise or sink with the tide. Industrywide efforts 
will impact the entire OTC derivatives market, including 
vendor providers to financial services firms.



13,14  Financial Stability Board, OTC derivatives market reforms fourth progress report on implementation, October, 31 2012.
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The effort to implement consistent reforms in the OTC 
derivatives market is extremely complex, given its size and 
global reach. In October 2012, the Financial Stability Board 
published its fourth progress report13 on OTC derivatives 
markets reform implementation. While the G20 leaders 
have all committed to the reform in their respective 
jurisdictions, variations with regards to progress and 
regulatory uncertainty still exist. For example, the report 
suggests that the development of market infrastructure is 
not perceived as an obstacle to meeting the G20 
commitments related to trading, central clearing, and 
reporting. A more important obstacle is the regulatory 
uncertainty around the implementation of these 
frameworks as well as their cross-border implications.

Jurisdictions with large OTC derivatives markets, including 
the U.S., E.U., and Japan were the most aggressive in 
structuring their legislative and regulatory frameworks. 
However this year, authorities in the smaller jurisdictions 
have made significant progress, particularly in the June to 
October 2012 period and focused on central clearing, 

reporting, and standardization efforts as per Figure 3.

While the regulatory frameworks in key OTC 
derivatives markets are well underway, they also give 
rise to the potential for regulatory arbitrage. For 
instance, certain business conduct and reporting 
requirements promulgated by Dodd-Frank are 
applicable to non-U.S. counterparties entering into 
transactions with U.S. entities. If the measures have 
not been fully and consistently implemented across 
jurisdictions, participants could redirect their activities 
to other jurisdictions and take advantage of potential 
regulatory misalignments between regulators.

Market participants have already raised concerns over 
which jurisdiction and bankruptcy regime they will fall 
under when transacting with global infrastructure 
providers. In a move to address growing non-U.S. 
customer concerns around the extraterritoriality, at 
least one U.S.-based CCP has already announced the 
launch of a London-based derivatives operation.

Reform progress across jurisdictions and 
regulatory arbitrage

Figure 3
Summary progress of OTC derivatives market reform – status of applicable legislation14

Central cleaning Exchange/platform trading Reporting to trade respositories Capital Margin Standardization

Argentina Adopted Adopted

Australia Proposed Proposed Proposed Proposed Proposed

Brazil Adopted Adopted

Canada Adopted Adopted Adopted N/A

China Proposed Adopted Adopted Adopted

European Union Adopted Proposed Adopted Adopted

Hong Kong SAR Proposed Proposed Proposed Adopted Proposed Proposed

India Adopted Adopted Adopted Adopted Adopted Adopted

Indonesia Adopted Adopted Adopted

Japan Adopted Adopted Adopted N/A Adopted

Mexico N/A N/A N/A N/A N/A N/A

Republic of Korea Proposed Adopted

Russia Adopted Adopted Adopted Adopted

Saudi Arabia N/A N/A N/A N/A N/A N/A

Singapore Proposed Proposed Proposed Proposed Consultation

South Africa Proposed Proposed Proposed

Switzerland Consultation Consultation Partially adopted Adopted Consultation

Turkey Proposed Proposed

United States Adopted Adopted Adopted Adopted Adopted Adopted
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Compliance readiness and the need 
for self-assessment

The rule-making process around Dodd-Frank is all but 
complete and similar rules will continue to be finalized in 
other jurisdictions. Many of the larger sell-side firms have 
already been through a significant transformation program 
with initiatives that focus on internal infrastructure and 
procedures to support the new rules on the execution, 
clearing, and reporting of swaps.

These internal initiatives may fail to provide assurance or 
validation on the level of compliance reached. With several 
key deadlines coming up in the near future, financial 
services firms are now beginning to focus on implementing 
a self-assessment process to ensure that the new 
procedures and processes are in compliance with the rules. 

The outcome of the assessment should be to pinpoint any 
areas not fully compliant and put together a remediation 
plan.

A typical self-assessment initiative involves, at a minimum, 
the following steps:

•	 Perform a gap assessment against Dodd-Frank 
requirements

 Gain an understanding of existing compliance risk 
assessment methodology and perform a gap assessment 
against applicable Dodd-Frank Title VII requirements.

•	 Conduct compliance risk assessment
 Define new and map existing controls to applicable 

requirements at an appropriate level for conducting an 
updated compliance risk assessment.

•	 Prioritize testing plan and execute testing
 Build a prioritized testing plan focusing on high-risk 

activities and verifying that the required tests are 
executed and monitored continuously.
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The depth and breadth of Dodd-Frank is creating 
significant levels of change in the operating models of 
financial institutions. Many broker-dealers have already 
made significant investments in an effort to stay in 
compliance while continuing to stay competitive. As 
electronic trading increases, transaction volumes will likely 
grow, which may drive up operational costs for financial 
services firms that are unable to scale appropriately. Higher 
capital and collateral requirements and new contributions 
to CCP guarantee funds will also drive up costs, further 
reducing profit margins. While the new regulatory 
environment helps to provide market transparency, it 
stands to reason that the business of making markets in 
OTC derivative products will transform from a largely 
bespoke, high-margin business to one comprised of highly 
standard products and lower margins.

An increased focus on cost recovery will force financial 
institutions to be more strategic in the types of fees they 
charge to clients as well as the products and services they 
offer. Client segmentation and tiered pricing are expected 
to become commonplace as broker-dealers become 
increasingly selective in what they offer their clients. Firms 
should conduct an assessment of their capabilities by 
geography and jurisdiction and focus on the products and 
services where they hold a strategic advantage.

The new normal

The costs of compliance are only expected to increase, 
especially as key regulations continue to go into effect 
across the globe. The challenge of maintaining a 
competitive advantage in an environment subject to 
growing regulatory constraints and increasing costs is one 
that is here to stay. 

Two years into Dodd-Frank, many unknowns and 
challenges remain in many aspects of the OTC 
derivatives market: starting at the inception of the 
trade and finishing years after the trade has matured. 
A world of lower margins and higher operational and 
compliance costs is likely to become the “new normal” 
of the OTC derivatives market.
 
While many rules are still being finalized, there is one 
thing we do know: it is never too early to monitor rule 
changes and assess the challenges they present to your 
organization. This is just the beginning of a long 
journey. 

Upcoming Dodd-Frank regulatory deadlines in the United States

For a detailed timeline and other relevant materials related to OTC regulatory reform, 
please visit: www.deloitte.com\us\otcderivatives
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