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Regulators of several countries, including the United States Commodity

Futures Trading Commission (CFTC), have introduced or proposed rules

requiring clearing of over-the-counter (OTC) derivatives through central

counterparties. Clearing requirements in turn affect margin requirements,

which are one key mechanism used by parties to mitigate counterparty

risk. Although clearing rules help shield collateral from the insolvency of

the secured party, they also may substantially increase financial and

operational costs for the users of cleared derivatives because of the

higher margin delivery requirements applicable to such transactions.

Paul Watterson, Craig Stein & former SRZ attorney Joseph Suh Margin
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