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Basel Committee on Banking Supervision 
Bank for International Settlements 
Centralbahnplatz 2 
CH-4002 Basel 
Switzerland 
Sent by e-mail to: baselcommittee@bis.org 
 
International Organization of Securities Commissions 
C/ Oquendo 12 
28006 Madrid 
Spain 
Sent by e-mail to: wgmr@iosco.org  

15 March 2013 

Ladies and Gentlemen:  

Re: Second Consultative Document: “Margin requirements for non-centrally cleared derivatives”  

This submission relates to the Quantitative Impact Study (the “QIS”) whose results are summarised 
in Appendix C of the Consultative Document referred to above.  It is made on behalf of the five 
Australian banks named below (the “Group” or “We”) in our role as market participants and liquidity 
providers, and reflects a common view on the process around the QIS and the impact of initial 
margin in the Australian context.  

Each member of the Group contributed their own data to the study and in each case the modelled 
worst case was the standardised initial margin schedule and would result in the Australian Banking 
system being required to post in the order of USD 250 to 300 billion of initial margin. In the lowest 
initial margin outcome where full portfolio offsets were available, we would expect the Australian 
Banking system to be required to maintain a gross initial margin pool of USD 30 to 40 billion (prior to 
reduction as a result of the application of thresholds, with the level of the reduction of course 
dependent on various factors).  

The Group notes that while Australia has one of the largest pools of retirement savings anywhere in 
the world, the allocation to fixed income is among the lowest. This has created a structural 
requirement for Australian Banks to tap offshore capital markets and swap the proceeds back to the 
local currency.  

The most influential product contributing to the enormous initial margin requirement for the Group 
in aggregate is cross currency swaps, which were classified as “foreign exchange swaps and 
forwards” for the purposes of the QIS.  More generally, any interest rate swap that included more 
than one currency was regarded as a foreign exchange derivative for the purposes of the QIS.  

Cross currency swaps are not akin to outright forward foreign exchange transactions as they bear 
intermediate cashflows and are largely rebased on a quarterly basis to reflect the current exchange 
rate. 
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The Australian banking system has a significant requirement for this product, which would be 
severely impacted by the potential requirement for both parties to post initial margin. For every USD  
1,000 million issued by an Australian bank, the global system will absorb approximately USD 160 
million of initial margin based on current assumptions of volatility and confidence intervals 
(acknowledging that this does not include a reduction for offsets, where permitted).The QIS survey 
did not survey the losses due to default that had been experienced by contributors. We believe that 
the circumstances that led to large derivative related losses in other jurisdictions have never been 
experienced in Australia and would be unlikely given the regulation and nature of our businesses. 
Our realised losses from derivatives cumulated over the past 10 years would be unlikely to represent 
as much as 1% of the anticipated lowest case initial margin. 

The members of the Group have two main concerns about the imposition of initial margin 
requirements on Australian cross-currency swap transactions:  

1.        The quantum of margin required we expect would have significant systemic implications for 
the Australian banking system, which adverse impacts are probably shared by very few other 
economies, and which we believe ought to be considered carefully by the Working Group.  

 2.        The amount and cost of the margin taken from the Australian banking system due to cross-
currency swaps does not seem at all justified when it is assessed against: (i) the risk of future 
losses; and (ii) historic losses, on cross-currency swap transactions, and the ability of 
Australian banks to absorb them.  

The view of our Group is that the QIS data require a qualitative overlay that considers these two 
factors.  
 
For further enquiries please contact:  
 

ANZ Global Markets:  

Heidi Gaussen 
Director, OTC Reforms 
heidi.gaussen@anz.com;  
+61 2 8669 4089  

Damien Scholefield 
Director, OTC Reforms Asia 
damien.scholefield@anz.com;  
+65 6681 8724  
 

Commonwealth Bank of Australia Markets:  

Deepak Powani  
Chief Operating Officer, Rates  
Institutional Banking & Markets  
deepak.powani@cba.com.au;  
+61 2 9118 1056 

David Farr  
Chief Operating Officer, Markets  
Institutional Banking & Markets  
david.farr@cba.com.au;  
+61 2 9118 1966 
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Macquarie Bank Limited:  

Andrew D Harding  
Executive Director, Head of Legal Risk Management, 
Fixed Income, Currencies and Commodities  
andrew.harding@macquarie.com;  
+61 2 8232 4205 

Shannon Spriggs  
Associate Director, Legal Risk Management, Fixed 
Income, Currencies and Commodities  
shannon.spriggs@macquarie.com;  
+61 2 8232 1873 
 

National Australia Bank Ltd Wholesale Banking: 

John Feeney  
Head of Credit Portfolio Positioning, 
Fixed Income, Currencies & Commodities  
john.feeney@nab.com.au;  
+61 2 9237 9513  

Lindesay Brine 
Head of Business Risk & Regulatory Change, Fixed 
Income, Currencies & Commodities 
lindesay.brine@nab.com.au;  
+61 2 9237 9181 
 

Westpac Institutional Bank Financial Markets:  

Andrew Baume  
Head of Portfolio Trading 
abaume@westpac.com.au;  
+61 2 8253 4274  
 
Jim Pollock  
Chief Operating Officer Foreign Exchange & 
Commodities, Carbon, Energy  
jpollock@westpac.com.au;  
+61 2 8254 9463 
 
 
 
 
 
 


