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l. Market developments in the first half of 2006

The volumes outstanding of over-the-counter derivatives expanded at a brisk pace in the first half
of 2006. Notional amounts of all types of OTC contracts stood at $370 trillion at the end of June,
24% higher than six months before (Table 1)." Growth was particularly strong in the credit
segment, where the notional amounts of outstanding credit default swaps (CDS) increased by
46%. Rapid growth was also recorded in other market segments. Open positions in interest rate
derivatives rose by 24%, while those in FX contracts expanded by 22%. Equity and commodity
contracts grew at 17% and 18%, respectively. Gross market values, which measure the cost of
replacing all existing contracts and thus represent a better measure of market risk at a given point
in time than notional amounts, increased by 3% to $10 trillion at the end of June 2006.

1. Rapid growth in credit default swaps

Growth in the market for credit default swaps (CDSs) accelerated to 46% in the first half of 2006,
up from 36% during the previous months (Graph 1 and Table 4). The rate of growth would have
been even higher had it not been for an increase in the number of early terminations of such
contracts. Multilateral terminations have had a substantial effect on the size of the CDS market.? In
the first half of 2006, contracts totalling almost $4 trillion were terminated, which shaved nearly
30 percentage points from the rate of growth in that market. The corresponding figures in previous
semesters were below 20 percentage points.

Credit default swaps
In trillions of US dollars
By instrument By maturity Multilateral terminations
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! Multilateral terminations during each semester as a share of notional amounts outstanding of CDSs at the beginning of the
period.
Sources: TriOptima,; BIS. Graph 1

In contrast to previous releases of the OTC derivatives data, the total includes credit default swaps (CDSs). The notional amount
outstanding of OTC contracts excluding CDSs increased by 23% in the first half of 2006, to $350 trillion at the end of June. All
growth rates refer to changes over the previous six months.

The private firm TriOptima has been offering multilateral termination services to OTC derivatives dealers since the beginning of
2003, first for interest rate swaps and later for CDSs. A termination cycle consists of two steps. Dealers first provide TriOptima with
contract-by-contract information on their derivatives positions. The firm then checks whether each individual contract is reported by
both counterparties with identical terms. In a second step, it computes a set of bilateral contracts between participants that provides
the same net exposures but lower gross exposures.
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The rate of increase was particularly strong in multi-name CDSs, a category that includes index
tranches. The notional amount of such instruments expanded by 86% in the first six months of
2006 to $6.5 trillion, while those of single-name CDS increased by just under one third to $13.9
trillion.

Activity in the CDS market has become more evenly spread across the maturity spectrum.
Although most CDSs continue to fall into the maturity bracket ranging from one year to five years,
growth was much stronger in the short- and long-term segments of the market. The notional
amounts of CDSs with a maturity of less than one year increased by 83%, while those of
instruments expiring in more than five years rose by 79%. The growth in the nearer-term segment
may be explained in part by older contracts approaching expiry, whereas the sharp increase in
long-term CDSs points to increasing liquidity at the far end of the maturity spectrum.

2. Brisk growth in interest rate products

Growth in the market for OTC interest rate derivatives accelerated in the first half of 2006 after
more moderate rates of increase in the previous year. Notional amounts of these instruments
reached $262 trillion at the end of June 2006, 24% higher than six months before (Graph 2 and
Table 3). Gross market values of OTC interest rate derivatives remained stable at $5.5 trillion,
despite sharp movements in interest rates and bond yields in most currencies. Replacement
values of OTC interest rate contracts account for approximately one half of the gross market
values of all risk categories combined, which is substantially below their 71% share when market
size is measured in terms of notional amounts.

Interest rate derivatives
In trillions of US dollars and percentages
By currency By instrument and currency at June 06
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Source: BIS. Graph 2

While growth remained strong in all major currencies, positions in euro-denominated products
increased at a faster rate (27%) than those in dollar-denominated contracts (18%). Strong growth
was also recorded in contracts in Japanese yen and pounds sterling, whose notional amounts
expanded by 26% and 27%, respectively. However, at $32 and $19 trillion respectively, the yen
and sterling segments remain considerably smaller than those of the euro or the US dollar ($104
and $88 trillion, respectively).

The high growth in euro contracts was concentrated in interest rate swaps (28%) and options
(29%), while the volume of forward rate agreements (FRAS) rose at a lower rate (12%). At less
than 5%, the share of these instruments in the euro total is considerably lower than the
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corresponding figures for the dollar or sterling markets, where FRAs account for more than 8% of
all interest rate contracts. In the dollar market, FRAs and interest rate options grew at a higher
pace (25% and 24%, respectively) than swaps (16%). Since swaps account for the bulk of interest
rate derivatives in any major currency, this might explain the somewhat lower growth in positions in
the dollar market relative to the other reserve currencies.

In the yen market, the prospect of the first rate hike in years by the Bank of Japan led to the
resurgence of the FRA market, since these instruments allow market participants to take relatively
precise positions on the path of future short-term interest rates. However, although the notional
amounts of yen-denominated FRAs increased by 58% in the first half of 2006, at $0.3 trillion this
market segment remains rather small, accounting for less than 1% of the yen total. There also
appears to be a growing market for yen-denominated swaps on overnight interest rates, although
the data unfortunately do not allow these instruments to be disentangled from swaps on other
rates.

3. Robust activity in FX derivatives

Notional amounts of foreign exchange derivatives increased by 22% to $38 trillion, while gross
market values rose by 14% to $1.1 trillion, close to the level attained 12 months before (Table 2).
Growth in the notional amounts of FX options (29%) outpaced the change in the volumes of
currency swaps (14%). Forwards, which account for roughly half of total OTC FX derivatives when
measured in terms of notional amounts, grew in line with the market total. There were no
significant changes in the currency composition of FX derivatives. The dollar remained the most
important vehicle currency, well ahead of the euro. Eighty-three per cent of all contracts (measured
by notional amounts) had one leg denominated in US dollars, compared to 40% for the euro and
25% for the Japanese yen.

4. Slowing growth in commodity contracts

Notional amounts of OTC commodity derivatives increased by a solid 18% in the first half of 2006
to $6.4 trillion. Contracts on gold and other precious metals expanded by 36% each, reaching $0.5
trillion and $0.1 trillion, respectively, at the end of June. Growth was weaker in other commodities,
where notional amounts outstanding increased by 16% to $5.9 trillion. The sharp movements in
commodity prices recorded during the first half of 2006 had a substantial impact on the
replacement value of commaodity contracts, which fell by 18% to $0.7 trillion.

Substantial data revisions for December 2005 make it impossible to compare the rate of growth in
commodity derivatives to those that prevailed in the past. However, they indicate that the data for
this product category are probably less reliable than those for financial contracts. In part, this may
be due to the lack of integration of commodity desks with those for financial derivatives at some
dealers, which complicates reporting. In addition, the sample of reporting dealers may be less
representative for the commodities market than for other risk categories due to the presence of a
distinct trader population.

5. Growth in equity derivatives weakens

Growth in positions in OTC equity derivatives slowed to 17% in the first half of 2006, down from
27% recorded in the previous period. The notional amounts of OTC equity contracts stood at $6.8
trillion at the end of June 2006, about one half of which was accounted for by contracts written on
European stocks. The share of European equities is more than twice as high as that of US stocks,
which contrasts with the higher capitalisation of US relative to European stock exchanges.
However, the United States also has a considerably larger market for exchange-traded equity
options than Europe, suggesting that many trades that in the United States would take place on an
organised exchange are executed over the counter in Europe.
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In contrast to the interest rate and FX segments of the OTC derivatives market, equities are
dominated by options rather than forwards. Options account for almost four fifths of all contracts in
terms of notional amounts, which is much higher than the 14% and 24% recorded in the interest
rate and FX segments, respectively. The tenors of outstanding equity options lengthened
considerably during the first half of 2006, as the notional amounts of contracts with a maturity of
more than five years rose by 84% to $0.4 trillion, while that of contracts of one year or less
remained roughly stable at $2.3 trillion.

6. Stable degree of concentration

Concentration in the OTC derivatives market remained remarkably stable during the first half of
2006. The Herfindahl indices were lowest and most stable in the foreign exchange segment of the
OTC derivatives market, followed by interest rate products. Concentration appears to have
declined in forwards and swaps on European equities and, albeit from a very high level, in options
on Latin American stocks. The latter is particularly noteworthy, as the decline in concentration
coincided with a sharp fall in volume (-64%) of such contracts. By contrast, the Herfindahl index for
options on US stocks increased and is now almost twice as high as that for options on European
equities. Concentration measures for inter-dealer positions rose slightly in several segments of the
fixed income market but decreased in equities. Again, the decline was particularly notable in
options on Latin American stocks.

4 OTC derivatives market activity, first half 2006



. Statistical notes

1. Coverage

As of end-June 1998, the central banks of the G10 countries introduced the regular collection of
statistics on derivatives markets through reporting by leading global dealers. The objective of the
reporting exercise is to obtain reasonably comprehensive and internationally consistent information
on the size and structure of over-the-counter (OTC) derivatives markets.

The semiannual OTC derivatives market statistics (Tables 1 to 3) provide data on notional amounts
and gross market values outstanding of forwards, swaps and options of foreign exchange, interest
rate, equity, commodity and credit derivatives. All published figures are adjusted for double-
counting resulting from positions between reporting institutions. Notional amounts outstanding are
adjusted by halving positions vis-a-vis other reporting dealers. Gross market values are adjusted
by adding the total gross positive market value of contracts to the gross negative market value of
contracts with non-reporting counterparties only.

As of end-June 2004, the BIS started releasing statistics on concentration measures in the context
of the semiannual OTC derivatives statistics. The central banks of the G10 countries provided the
BIS with data back to June 1998, including concentration measures for foreign exchange, interest
rate and equity-linked derivatives (Tables 6a to 6i).

In response to a request made by the Committee on the Global Financial System (CGFS), as of
end-December 2004 the BIS started releasing semiannual statistics on credit default swaps
(CDSs) (Tables 4 and 5), which include notional amounts outstanding and gross market values for
single- and multi-name instruments. As of December 2005, additional information by counterparty,
sector and rating has been made available.

2. Definitions

2.1 Types of data collected

Notional amounts outstanding: Nominal or notional amounts outstanding are defined as the
gross nominal or notional value of all deals concluded and not yet settled on the reporting date. For
contracts with variable nominal or notional principal amounts, the basis for reporting is the nominal
or notional principal amounts at the time of reporting.

Nominal or notional amounts outstanding provide a measure of market size and a reference from
which contractual payments are determined in derivatives markets. However, such amounts are
generally not those truly at risk. The amounts at risk in derivatives contracts are a function of the
price level and/or volatility of the financial reference index used in the determination of contract
payments, the duration and liquidity of contracts, and the creditworthiness of counterparties. They
are also a function of whether an exchange of notional principal takes place between
counterparties. Gross market values provide a more accurate measure of the scale of financial risk
transfer taking place in derivatives markets.

Gross positive and negative market values: Gross market values are defined as the sums of the
absolute values of all open contracts with either positive or negative replacement values evaluated
at market prices prevailing on the reporting date. Thus, the gross positive market value of a
dealer’s outstanding contracts is the sum of the replacement values of all contracts that are in a
current gain position to the reporter at current market prices (and therefore, if they were settled
immediately, would represent claims on counterparties). The gross negative market value is the
sum of the values of all contracts that have a negative value on the reporting date (ie those that are
in a current loss position and therefore, if they were settled immediately, would represent liabilities
of the dealer to its counterparties).

The term “gross” is used to indicate that contracts with positive and negative replacement values
with the same counterparty are not netted. Nor are the sums of positive and negative contract
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values within a market risk category such as foreign exchange contracts, interest rate contracts,
equities and commodities set off against one another.

As stated above, gross market values supply information about the potential scale of market risk in
derivatives transactions. Furthermore, gross market value at current market prices provides a
measure of economic significance that is readily comparable across markets and products.

Current credit exposure and liabilities: Current credit exposure represents the gross value of
contracts that have a positive market value after taking account of legally enforceable bilateral
netting agreements. Liabilities arising from OTC derivatives contracts represent the gross value of
contracts that have a negative market value taking account of legally enforceable bilateral netting
agreements.

Herfindahl index: The Herfindahl index represents a measure of market concentration and is
defined as the sum of the squares of the market shares of each individual institution. It ranges from
0 to 10,000. The more concentrated the market, the higher the measure becomes. If the market is
fully concentrated (only one institution), the measure will have the (maximum) value of 10,000.

2.2 Instrument types

Forward contracts: Forward contracts represent agreements for delayed delivery of financial
instruments or commaodities in which the buyer agrees to purchase and the seller agrees to deliver,
at a specified future date, a specified instrument or commodity at a specified price or yield.
Forward contracts are generally not traded on organised exchanges and their contractual terms
are not standardised. The reporting exercise also includes transactions where only the difference
between the contracted forward outright rate and the prevailing spot rate is settled at maturity, such
as non-deliverable forwards (ie forwards which do not require physical delivery of a non-convertible
currency) and other contracts for differences.

Swaps: Swaps are transactions in which two parties agree to exchange payment streams based
on a specified notional amount for a specified period. Forward-starting swap contracts are reported
as swaps.

Options: Option contracts convey either the right or the obligation, depending upon whether the
reporting institution is the purchaser or the writer, respectively, to buy or sell a financial instrument
or commodity at a specified price up to a specified future date.

2.3 Specific definitions for credit default swaps
Single-name CDS: A credit derivative where the reference entity is a single name.

Multi-name CDS:A contract where the reference entity is more than one name as in portfolio or
basket credit default swaps or credit default swap indices. A basket credit default swap is a CDS
where the credit event is the default of some combination of the credits in a specified basket of
credits.

3. Data availability

Detailed tables on OTC derivatives and concentration measures from end-June 1998, are available
with their main breakdowns, on the BIS website under http://www.bis.org/statistics/derstats.htm

4. Next publication dates

The next OTC derivatives statistics, covering the second half of 2006, will be released no later than
30 May 2006.
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Il. Statistical tabl

es

Table 1

The global OTC derivatives market*
Amounts outstanding in billions of US dollars

Notional amounts outstanding Gross market values (total)
End- End- End- End- End- End- End- End-
Dec Jun Dec Jun Dec Jun Dec Jun
2004 2005 2005 2006 2004 2005 2005 2006
GRAND TOTAL (including
credit default swaps - CDSs) 257,894 | 281,493 | 297,670 | 369,906 9,377 | 10,605 9,749 | 10,074
A. Foreign exchange contracts | 29,289 | 31,081 | 31,364| 38,111 1,546 1,141 997 1,134
Outright forwards
and forex swaps 14,951 | 15,801 | 15,873 | 19,415 643 464 406 436
Currency swaps 8,223 8,236 8,504 9,669 745 549 453 533
Options 6,115 7,045 6,987 9,027 158 129 138 166
Memo: Exchange-traded contracts? 164 169 174 188
B. Interest rate contracts® 190,502 | 204,795 | 211,970 | 262,296 5,417 6,699 | 5,397 5,549
FRAs 12,789 | 13,973 | 14,269| 18,117 22 31 22 25
Swaps 150,631 | 163,749 | 169,106 | 207,323 4,903 6,077 | 4,778 4,944
Options 27,082 | 27,072 | 28,596 | 36,856 492 592 597 579
Memo: Exchange-traded contracts® 42,769 | 53,794 | 52,297 | 76,838
C. Equity-linked contracts 4,385 4,551 5,793 6,783 498 382 582 671
Forwards and swaps 756 1,086 1,177 1,423 76 88 112 147
Options 3,629 3,464 4,617 5,361 422 294 470 523
Memo: Exchange-traded contracts? 3,659 4,554 5,346 7,389
D. Commodity contracts® 1,443 2,940 5,434 6,394 169 376 871 718
Gold 369 288 334 456 32 24 51 77
Other 1,074 2,652 5,100 5,938 137 351 820 641
Forwards and swaps 558 1,748 1,909 2,186 0 0 0 0
Options 516 904 3,191 3,752 0 0 0 0
E. Credit default Swaps5 6,396 | 10,211 | 13,908 | 20,352 133 188 243 294
Single-name instruments 5,117 7,310 | 10,432 | 13,873 112 136 171 186
Multi-name instruments 1,279 2,901 3,476 6,479 22 52 71 109
F. Unallocated® 25,879 | 27,915| 29,199| 35,969 1,613 1,818 1,659 1,707
GROSS CREDIT EXPOSURE’ 2,075 1,897 1,900 2,032
Memo: Exchange-traded contracts®® | 46 502 | 58517 | 57.816| 84,415

Al figures are adjusted for double-counting. Notional amounts outstanding have been adjusted by halving positions vis-a-vis
other reporting dealers. Gross market values have been calculated as the sum of the total gross positive market value of
contracts and the absolute value of the gross negative market value of contracts with non-reportin% counterparties. > Sources:

Single currency contracts
Includes foreign exchange, interest rate,

FOW TRADEdata; Futures Industry Association; various futures and options exchanges.
only. * Adjustments for double-counting partly estimated. ° See Tables 4 and 5. °

equity and commodity derivatives of non-reporting institutions, based on the triennial central bank survey of foreign exchange
and derivatives market activity. ' Gross market values after taking into account legally enforceable bilateral netting
agreements. ° Excludes commodity contracts.
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Table 2

The global OTC foreign exchange derivatives market* 2

Amounts outstanding in billions of US dollars

Notional amounts outstanding

Gross market values (total)

End- End- End- End- End- End- End- End-
Dec Jun Dec Jun Dec Jun Dec Jun
2004 2005 2005 2006 2004 2005 2005 2006
Total contracts 29,289 31,081 31,364 38,111 1,546 1,141 997 1,134
With reporting
dealers 11,668 12,179 12,161 15,281 486 377 323 367
With other financial
institutions 11,417 12,334 12,721 15,120 648 470 412 471
With non-financial
customers 6,204 6,568 6,482 7,710 413 294 261 296
Uptol year3 22,834 24,256 23,910 29,578
Between 1 and 4386 | 4729| 5165| 5841
5 years
Over 5 year53 2,069 2,097 2,289 2,692
US dollar 25,726 27,584 26,297 31,771 1,408 1,024 867 967
Euro 11,900 12,404 12,857 15,348 752 512 397 472
Japanese yen 7,076 6,907 7,578 9,510 258 220 256 242
Pound sterling 4,331 4,273 4,424 5,219 220 150 121 148
Swiss franc 1,452 1,586 1,690 2,096 60 54 46 50
Canadian dollar 1,171 1,217 1,379 1,675 71 56 70 75
Swedish krona 957 1,039 1,067 1,172 41 48 24 31
Other 5,965 7,152 7,436 9,431 282 219 214 283
Memo: Exchange-
traded contracts® 164 169 174 188

! See footnote 1 to Table 1. 2 Counting both currency sides of every foreign exchange transaction means that the currency
breakdown sums to 200% of the aggregate. ° Residual maturity. * See footnote 2 to Table 1.
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Table 3

The global OTC interest rate derivatives market*

Amounts outstanding in billions of US dollars

Notional amounts outstanding Gross market values (total)
End- End- End- End- End- End- End- End-
Dec Jun Dec Jun Dec Jun Dec Jun
2004 2005 2005 2006 2004 2005 2005 2006
Total contracts 190,502 | 204,795 | 211,970 | 262,296 5,417 6,699 5,397 5,549
With reporting
dealers 82,258 87,049 91,541 | 114,474 2,155 2,598 2,096 2,219
With other financial
institutions 85,729 92,092 95,320 | 115,089 2,631 3,265 2,625 2,613
With non-financial
customers 22,516 25,655 25,109 32,734 631 837 676 718
Uptol year2 62,659 66,681 69,378 90,582
Between 1 and 77,929 | 82,341 | 86,550 | 101,795
5 years
Over 5 years2 49,915 55,773 56,042 69,918
US dollar 61,103 72,558 74,441 88,094 1,535 1,826 1,515 2,149
Euro 76,161 76,426 81,442 | 103,607 2,986 3,692 2,965 2,358
Japanese yen 24,209 25,224 25,605 32,214 352 454 294 472
Pound sterling 15,289 16,621 15,060 19,079 240 372 344 296
Swiss franc 3,243 2,804 3,275 3,647 62 75 49 47
Canadian dollar 1,475 1,602 1,747 2,047 40 53 36 38
Swedish krona 2,213 2,222 2,551 3,452 48 63 41 38
Other 6,809 7,339 7,850 10,156 155 165 153 153

Memo: Exchange-
traded contracts® 42,769 53,794 52,297 76,838

2

' See footnote 1 to Table 1. Residual maturity. % See footnote 2 to Table 1.
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Table 4

Credit default swaps market*

Amounts outstanding in billions of US dollars

Notional amounts outstanding

Gross market values

End-Jun 2005 End-Dec 2005 End-Jun 2006 End-Jun | End-Dec | End-Jun
2005 2005 2006
bought sold Total bought sold Total | bought sold Total
Total CDS contracts 7,659 7,405 | 10,211 | 10,672 | 10,174 | 13,908 | 15,729 | 15,232 | 20,352 188 243 294
With reporting dealers 4,857 4,849 4,853 6,988 6,888 6,938 | 10,670 | 10,547 | 10,609 77 109 138
With other financial institutions 2,545 2,340 4,886 3,325 3,009 6,335 4,657 4,360 9,017 99 119 142
Banks and securities firms? 1,839 1,703 3,541 2,555 2,470 5,025 57 69
Insurance firms? 176 59 235 229 68 297 2 2
Other? 1,310 1,248 2,559 1,873 1,823 3,696 60 72
With non-financial customers 257 216 473 359 277 636 402 325 727 12 15 14
Up to 1 year 571 402 671 830 455 862 1,326 1,168 1,574 - - -
Between 1 and 5 years 5,322 5,387 7,139 7,436 7,513 9,821 9,994 9,910 | 13,019 - - -
Over 5 years 1,765 1,615 2,400 2,406 2,205 3,225 4,408 4,154 5,759 - - -
Single-name instruments® 5,521 5,428 7,310 7,882 7,737 | 10,432 | 10,646 | 10,448 | 13,873 136 171 186
Multi-name instruments 2,138 1,977 2,901 2,790 2,437 3,476 5,082 4,784 6,479 52 71 109

! Data on total CDS and gross market values are shown on a net basis. Data on CDS bought and sold are shown on a gross basis, ie not adjusted for inter-dealer double-
counting ? Global aggregates available only from end-December 2005. ° See Table 5.
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Table 5

Credit default swaps market*

Single-name instruments

Amounts outstanding in billions of US dollars

Notional amounts outstanding

Gross market values

End-Jun 2005 End-Dec 2005 End-Jun 2006 End-Jun | End-Dec | End-Jun
2 2 2
bought | sold | Total | bought | sold Total | bought | sold Total 005 005 006

Total single-name instruments 5521 | 5,428 | 7,310 7,882 | 7,737 | 10,432 10,646 | 10,448 | 13,873 136 171 186
With reporting dealers 3,659 | 3,617 | 3,638 5,216 | 5,158 5,187 7,277 7,164 7,221 60 82 92
With other financial institutions 1,697 | 1,648 | 3,344 2,400 | 2,353 4,753 3,095 3,059 6,154 69 80 86
Banks and securities firms? 1,323 | 1,296 2,619 1,580 1,528 3,109 41 41
Insurance firms? 94 32 125 90 38 129 1 1
Other? 983 | 1,026 2,009 1,425 1,492 2,916 38 43
With non-financial customers 165 163 328 265 226 492 274 225 499 7 9 8
Up to 1 year 445 345 535 621 402 688 911 765 1,087 - - -
Between 1 and 5 years 3,841 | 3,951 | 5126 | 5,623 | 5764 | 7,497 | 7,084 | 7,110 | 9,272 - - -
Over 5 years 1,235 | 1,130 | 1,649 1,638 | 1,571 2,247 2,651 2,574 3,514 - - -
Sovereigns2 1,995 | 1,896 2,695 2,325 2,191 3,033 - - -
Non-sovereigns2 5,887 | 5,842 7,737 8,321 8,257 | 10,840 - - -
Investment grade2 5,642 | 5,549 7,316 7,426 7,241 9,330 - - -
Below investment grade2 1,028 | 1,029 1,469 1,362 1,445 2,002 - - -
Non-rated? 1,212 1,159 1,647 1,858 1,762 2,542 - - -

! Data on total CDS and gross market values are shown on a net basis. Data on CDS bought and sold are shown on a gross basis, ie not adjusted for inter-dealer double-
counting 2 Global aggregates available only from end-December 2005.
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