THE GLOBAL OTC DERIVATIVESMARKET AT END-JUNE 1998

The BIS is releasing today for end-June 1998 the first instalment of its semi-
annual statistics on open positions in the global over-the-counter (OTC) derivatives market.
This new reporting framework is based on a July 1996 central bank report entitled “Proposals
for Improving Global Derivatives Statistic$the implementation of which was approved by
the Governors of the central banks of the Group of Ten (G-10) countries in Januafyt$997.
format draws on the Triennial Central Bank Survey of Foreign Exchange and Derivatives
Market Activity, whose preliminary global turnover results for April 1998 were released last
October. The BIS will publish a more detailed analysis of foreign exchange and derivatives
turnover (in April 1998) and amounts outstanding (at end-June 1998) in the spring 8f 1999.
Recent financial events have added urgency to improving transparency in derivatives activity
and such regular reporting will help the authorities and market participants to better monitor
the global financial system.

The statistics include thaotional amounts andgross market values outstanding
of the worldwide consolidated OTC derivatives exposure of major banks and dealers in the
G-10 countried. They cover the four main categories of market risk: foreign exchange,
interest rate, equity and commaodity. The notional amount is generally used as a reference to
calculate cash flows under individual contracts and thus provides a rough indication of the
potential transfer of risk associated with them. It is also used for comparisons of market size
between related cash and derivatives markets. Gross market value is defined as the sum (in
absolute terms) of the positive market value of all reporters’ contracts and the negative
market value of reporters’ contracts with non-reporters (as a proxy for the positive market
value of the latters’ positions). It measures the replacement cost of all outstanding contracts,
showing therefore the transfer of financial wealth which would have taken place if all
outstanding contracts had been settled on 30th June 1998.

! The report was prepared by a working group of the Euro-currency Standing Committee chaired by
Mr. Shinichi Y oshikuni of the Bank of Japan (the Y oshikuni Report).

2 See the BIS Press Communiqué of 27th January 1997: “G-10 approve regular collection of
derivatives market statistics”.

3 A more detailed currency breakdown will also be provided. In the future, the triennial survey will be
used to provide benchmarks and supplementary data to regular reporting (such as turnover, activity by
centre, and trading by non-regular reporting dealers).

* The data were collected from 75 large market participants representing nearly 90% of total market
activity.



It also provides a measure of market size that is readily comparable across
market segments, both off and on-balance-sheet. Finally, the gross positive market value of
contracts offers an indication of reporters’ aggregate gross credit exposure.

After adjustment for double-counting resulting from positions between reporting
institutions, the total estimatedotional amount of outstanding OTC contracts stood at
$70 trillion at end-June 1998. This was 47% higher than the estimate for end-March 1995
within the framework of the triennial survey. However, adjusting for differences in exchange
rates and the change from locational to consolidated reporting, the increase between the two
dates was about 130%The most recent data also confirm the predominance of the OTC
market over organised exchanges in financial derivatives busihessest rate instruments
remained the largest OTC component (67%, mainly swaps), followed by foreign exchange
products (30%, mostly outright forwards and forex swhagsll those based on equities and
commodities (with 2% and 1% respectively). Interest rate instruments involve less exposure
to market and credit risk than foreign exchange transactions, which generally include the
exchange of principal and are therefore highly sensitive to price changes in underlying
markets. Of note in this respect is the considerably shorter maturity of currency-related
contracts, with 87% expiring within a year, compared with 41% in the interest rate market. A
breakdown by type of counterparty shows that the share of business with financial
institutions was the highest in the interest rate market (87%, compared with 77% in the
foreign exchange market). Finally, while the dollar is the counterpart to most foreign
exchange transactions (86%), only 31% of interest-rate-related positions are denominated in
the US currency. This confirms other evidence of the expansion of the swap market outside
the US dollar sector, in particular in European currencies.

At end-June 1998, estimatgdoss market values stood at $2.4 trillion, or 3.5%
of the reported notional amounts. It should be stressed, however, that such values exaggerate
actual credit exposure, since they exclude netting and other risk reducing arrangements.
Allowing for netting lowers the derivatives-related credit exposure of reporting institutions to
$1.2 trillion, or to 11% of on-balance-sheet international banking assets. As could be
expected, the ratio of gross market values to notional amounts varies considerably across
individual market segments, ranging from less than 1% for FRAs to more than 15% for
equity-linked options.

® Correspondingly, negative market values represent the gross credit exposure of counterparties to
reporting dealers.

® Differences between the two reporting systems are explained in footnote 2 to Table 1.

" However, the closing-out or modification of existing OTC positions generally results in the creation
of new counterparty relationships, whereas most exchange-traded positions can be unwound through
opposite contracts and are in most instances reversed before contract expiry. Moreover, the exclusion
of the value of non-financial contracts and options on single equities in the figures reported to the BIS
leads to an underestimation of the total size of the exchange-traded derivatives market.

® These results contrast with turnover data for April 1998 released in October, with the higher turnover
posted by foreign exchange products explained by their shorter maturity compared with interest rate
products.



Interestingly, the ratio was of the same order of magnitude in the two major
individual market segments. outright forwards and forex swaps (3.9%), and interest rate
swaps (3.5%). This stands in sharp contrast to the results of the 1995 survey, which had
found a considerably higher value of replacement costs for foreign exchange contracts.’ The
regular reporting of gross market values will be valuable in assessing the evolution of risk

exposure over time.
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This pressrelease is available on the BI S website at http://www.bis.org.

® The difference between the two periods could reflect the more cautious attitude of participants in the
face of overall market turbulence and the subdued volatility of currency parities within continental
Europe in 1998. In contrast, the increased volatility in underlying marketsin late 1994 and early 1995
may have temporarily raised the market value of positions outstanding at end-March 1995.




Tablel

The global over-the-counter (OTC) derivatives markets'
Positions at end-June 1998, in billions of US dollars

Memorandum items:
.. _ 2
Notional Gross market Positions at end-March 1995
amounts values Notional Gross market
amounts® values®
A. Foreign exchange contracts........c.ccccveereeuenne 18,719 799 13,095 1,048
Outright forwards and forex swaps................ 12,149 476 8,699 622
CUITENCY SWAPS. ....eeveeeeeeereeieeiesieereseeseesaeneas 1,947 208 1,957 346
Options. 4,623 115 2,379 71
B. Interest rate contracts*.....cooevveereeeveereeeneen. 42,368 1,160 26,645 647
FRAS. ...ttt 5,147 33 4,597 18
SWAPS. . ceveveerieereseete sttt saenens 29,363 1,018 18,283 562
(0] 011700 SRS 7,858 108 3,548 60
C. Equity-linked contracts.........ccccoeevrererereeenenn 1,274 190 579 50
Forwards and SWaps..........c.coeveerereeieneineenes 154 20 52 7
(0] 011700 SRRSO 1,120 170 527 43
D. Commodity CONtractS’.........coovevverervenrernnennns 451 38 318 28
(7] Lo IR 192 10 147 10
(01115 ST 259 28 171 18
Forwards and SWaps..........ccccoeereeeneennenenns 153 . 120 13
(@] 01110 SRR 106 . 51 5
E. Estimated gapsin reporting...........cccceeevereee. 7,100 240 6,893 432
GRAND TOTAL ettt 69,912 2,427 47,530 2,205
GROSS CREDIT EXPOSURES........cooooverernn 1,203
Memorandum items:
Credit-linked and other OTC contracts’........ 98 3 .
Exchange-traded contracts®............cccooee.... 14,256 10,310

L All 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 ofcdh&acts an
absolute value of the gross negative market value of contracts with non-reporting countefpéamtiaddition to changes in reporting
months, differences in the reporting basis (locational reporting in 1995; worldwide consolidated reporting in 1998) amchibehef
participating countries (26 in 1995; Group of Ten countries in 1998) mean that the two surveys are not really corhpasdlear

outright forwards and forex swaps are incomplete because they do not include outstanding positions of reporting dedlsriseh the
Kingdom. Data for total foreign exchange and interest rate contracts include “other” products which are not shown sépSiaydy.
currency contracts only’> Adjustments for double-counting at end-June 1998 have been estimated using the results of the 1995
Triennial Central Bank Survey of Foreign Exchange and Derivatives Market ActiviBross market values after taking into account
legally enforceable bilateral netting agreemertsGross market values not adjusted for double-counfingources: Futures Industry
Association and various futures and options exchanges.



Table?2

Theglobal OTC foreign exchange derivatives markets™?
Positions at end-June 1998, in billions of US dollars

Memorandum items:
.. _ 3
Notional Gross market Positions at end-March 1995
amounts values Notional Gross market
amounts values
Total CONLraCES. .....ceeieieeieeceee e 18,719 799 13,095 1,048
with other reporting dealers..........ccooveernenne 7,406 314 7,121 533
with other financial institutions...................... 7,048 299 2,817 180
with non-financia customers...........ccceeveeee.. 4,264 186 3,157 335
UPTO LYEA oo 16,292 10,345
between 1and 5years®.........cocvvvvvvevreriinnnnn, 1,832 2,095
OVEr BYEAS .......oooeeeeeeeeecseee e 595 655
(05T o (o] | =T 16,167 747 10,739
Deutsche mark 4,685 109 3,297
JAPANESE YEN.....ciiieeie e 5,579 351 4,212
Pound sterling.......c.ccovveereiieieneerec e 2,391 55
French franC......ooeveeeeeeee e 1,418 36
SWISSFraNC....cceveeeeeeeeeee e 1,104 35
(1 2= 1= 1 L1 = VOO 1,051 24 .
(©]131C SO 5,043 241 7,942
Memorandum item:
Exchange-traded contracts’..............co..ovuun.. 103 119

! Seefootnote 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. ® Seefootnote 2 to Table 1. * Residual maturity. ° Seefootnote 8 to Table 1.




Table3

Theglobal OTC interest rate derivatives markets'
Positions at end-June 1998, in billions of US dollars

Memorandum items:
.. _ 2
Notional Gross market Positions at end-March 1995
amounts values Notional Gross market
amounts values

Total CONEraCES......ceeieieceeeeeee et 42,368 1,160 26,645 647

with other reporting dealers..........ccooveevnnenne 18,244 463 15,732 351

with other financial institutions...................... 18,694 515 6,566 156

with non-financia customers...........cceeveeee.. 5,430 182 4,347 139

1 R Lo T = 17,423 11,724

between 1 and 5 years’.........coovevevvvevverernnnnns 16,805 11,457

OVEN B YEAIS ..o 8,141 3,464

(05T (o] |- 13,214 311 9,307 183

Deutsche Mark ........ccceceeeeeeeeiieceie e 6,483 188 3,376 54

JAPANESE YEN.....oiiiieee e 7,164 197 5,562 170

Pound sterling.......c.ccovveeveiveeneerec e 3,288 58

French franC......oovveceeeeee e 3,196 106

SWISSFraNC....cceveeeeeeeee e 1,055 19

(1 2= = 1 L1 = VOO 2,082 116 . .

(0137 5,887 163 8,400 199
Memorandum item:

Exchange-traded contracts®...........cc.cooovuun.e. 13,107 9,722

! Seefootnote 1to Table 1. * Seefootnote 2 to Table 1. ° Residua maturity. * Seefootnote 8 to Table 1.




