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Goodbye Libor, hello basis traders: unpacking the
surge in global interest rate derivatives turnover’

Structural and cyclical factors have driven a surge in turnover of interest rate derivatives (IRDs)
since 2022 - both in over-the-counter (OTC) and exchange-traded (XTD) markets. The reform of
benchmark rates and the shift away from Libor has fundamentally reshaped OTC markets, with
overnight index swaps becoming the dominant instrument. In XTD markets, positions in
government bond futures have risen dramatically, fuelled by hedge funds exploiting arbitrage
opportunities through the cash-futures basis trade. Meanwhile, the sharp shifts in monetary policy
since 2022 boosted turnover, especially for exchange-traded money market futures for major
currencies. By contrast, growth in turnover for emerging market currencies was driven primarily
by OTC contracts. Further market deepening may be held back by the complex geography of
central clearing and the lack of markets for XTD government bond futures.

JEL classification: E43, G12, G21, G23.

Global turnover in over-the-counter (OTC) and exchange-traded (XTD) interest rate
derivatives (IRDs) surged by 87% between April 2022 and April 2025, reaching
$25 trillion per day (Graph 1.A).2 Turnover rose particularly strongly in XTD markets,
to $17.4 trillion per day, driven mainly by futures referencing short-term rates as well
as government bond futures. In OTC markets, turnover reached $7.9 trillion per day
in April 2025, as overnight index swaps (OIS) emerged as the dominant OTC
instrument with the shift to “nearly risk-free” rates.

These developments reflect both cyclical and structural factors that have
reshaped the IRD market. Key factors include the finalisation of the benchmark rate
reform in major markets, the rise of arbitrage trades by hedge funds in government
bond futures and shifts in monetary policy expectations that have boosted trading in
contracts referencing short-term rates.

IRD markets have undergone fundamental structural changes since the Great
Financial Crisis. The G20 OTC derivatives markets reform increased transparency and

The views expressed here are those of the authors and not necessarily those of the BIS or its member
central banks. The authors thank Gaston Gelos, Branimir Gruic, Bryan Hardy, Patrick McGuire, Benoit
Mojon, Daniel Rees, Andreas Schrimpf, Hyun Song Shin, Frank Smets, Vladyslav Sushko, Christian
Upper and Philip Woodridge for helpful comments and discussions, as well as Tongshuo Li for
excellent research assistance. See the full list of abbreviations and brief descriptions of interest rate
derivative instruments in the glossary of this issue.

This article uses comprehensive data on OTC IRD markets from the BIS Triennial Central Bank Survey
in 2025, as well as monthly data on exchange-traded IRDs collected by the BIS. See
www.bis.org/statistics/dataportal/derivatives.htm?m=196.

BIS Quarterly Review, December 2025 45


https://www.bis.org/statistics/dataportal/derivatives.htm?m=196

Key takeaways

e Average daily turnover in markets for interest rate derivatives grew by 87% between April 2022 and
2025, driven by both over-the-counter and exchange-traded markets.

e The benchmark rate reform with its shift away from Libor, the rise of the cash-futures basis trade and
fundamental shifts in monetary policy have spurred growth and structural changes.

e Emerging market economy interest rate derivatives also expanded rapidly, but challenges like the
absence of government bond futures and the complex geography of clearing remain.

led to centralised clearing and electronic trading (Ehlers and Hardy (2019)). In
addition, the reform of benchmark interest rates replaced London interbank offered
rates (Libor) for unsecured lending in the interbank market with “nearly risk-free”
rates, which are mostly overnight rates for either secured or unsecured lending
(Huang and Todorov (2022)).

This benchmark reform solidified the dominance in OTC markets of overnight
index swaps (OIS) — contracts that swap a fixed rate for an overnight rate — in major
currencies. The reform’s effects were particularly pronounced in US dollar and sterling
markets, where risk-free rates (RFRs) are now the primary benchmarks. By contrast,
markets for euro contracts are somewhat distinct, as the euro interbank offered rate
(Euribor) — the reformed interbank offered rate (IBOR) — coexists with RFRs like the
euro short-term rate (ESTR) (EMMI (2019)). A similar duality of reformed IBORs and
RFRs also exists for other currencies like the Australian, New Zealand and Singapore
dollars.

By construction, XTD markets always featured centralised trading and clearing of
standardised contracts. Yet XTD markets have also seen significant changes that
spurred turnover growth. One such change has been the rise of the cash-futures basis
trade, which exploits spreads between government bonds and the corresponding
futures prices. Hedge funds have taken large short positions in government bond
futures in recent years to exploit this spread, with asset managers taking the other
side of the trade. This has happened amid growing government debt supply and
ample availability of repurchase agreement (repo) funding (Hermes et al (2025)). In
combination, the basis trade has raised activity in long-term XTD contracts,
particularly in US Treasury futures.

Additionally, the sharp shifts in monetary policy since 2022 have acted as a
cyclical driver of turnover growth. As the Federal Reserve and European Central Bank
began signalling and implementing rate hikes after years of near zero interest rates,
volatility in short-term rates picked up. This spurred hedging and speculative activity,
particularly in XTD futures that reference short-term rates (“money market futures”)
and contributed to the rapid growth in IRD contracts linked to short-term rates after
2022.

Finally, turnover in IRD contracts in emerging market economy (EME) currencies
has also grown significantly, albeit from a low base. In contrast to advanced economy
currencies, where both OTC and XTD markets are developed, turnover in EME IRDs
has been overwhelmingly driven by OTC markets. However, some notable exceptions,
eg turnover in Chinese renminbi, Brazilian real and Korean won contracts,
demonstrate how policy initiatives can foster the development of XTD markets. In
most other EME jurisdictions, the market for government bond futures is dormant. In
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addition, EMEs face unique challenges in the OTC market due to the complex
geography of clearing and trading activity. This highlights the remaining barriers to a
deepening of these markets.

Benchmark reform and structural shifts in OTC IRD markets

The shift to new benchmark rates, finalised in major markets by mid-2023, has
transformed OTC IRD markets. The reform transitioned most currencies from Libor to
“nearly risk-free” rates, which are based on the more active market for overnight
transactions. Libor was based on interbank transactions, which raised concerns over
the viability of the rate due to shrinking interbank deposit volumes as well as over-
manipulation (CFTC (2012); FSA (2012); FSB (2014)).

However, the benchmark reform was implemented differently across
jurisdictions. Libor was fully phased out for the US dollar, sterling, the Swiss franc and
the Japanese yen by mid-2023. Other currencies adopted a dual approach of creating
new RFRs which coexist with reformed versions of IBORs. This is the case for the euro
and several other currencies including the Australian, New Zealand and Singapore
dollars.

This coexistence of IBORs with RFRs reflects the ongoing demand for credit-
sensitive term rates, which can capture credit and term liquidity risks better. These
risks are inherent in IBORs like Libor, which was originally designed to reflect banks’
unsecured term funding costs. Additionally, credit-sensitive IBORs are forward-
looking and provide certainty about interest payments at the start of a contract
period. This is important for instruments like loans or bonds with fixed payment
schedules, for which the borrower needs certainty about the interest payments in
advance. By contrast, RFRs such as SOFR (the secured overnight funding rate) in the
United States and SONIA (the sterling overnight index average) in the United
Kingdom are much less sensitive to credit risk as they are overnight rates. In the case
of SOFR, the benchmark rate is based on collateralised transactions to further
minimise credit risks.

The divergence in approaches across currencies and the demand for credit-
sensitive term rates have shaped how IRDs are used and, in turn, the structure of the
OTC market. Turnover of OTC IRDs in currencies that use RFRs based on unsecured
rates has surged. Most notably, this applies to the euro and sterling (Graph 1.B). In
contrast, OTC turnover in currencies with RFRs based on secured lending has
remained relatively stagnant. This includes US dollar IRDs, where SOFR has become
the primary benchmark. The different pace of growth in turnover across segments
has altered the currency composition of OTC IRD markets.

The reform’s impact is also evident in the composition of instruments, which
reflects the mechanics of hedging interest rate risks. As a forward-looking rate known
at the beginning of the coupon period, Libor closely reflects banks' expected
borrowing costs over a future period (Schrimpf and Sushko (2019)). By contrast, most
RFRs are backward-looking and track the evolution of actual overnight rates over a
given period. The coupon in RFR-based instruments is hence known only at the end
of the relevant period and is calculated by compounding overnight rates during that
period. As the coupons in RFR-based swaps capture the daily realisation of overnight
rates, they are “fixed” every day. This is structurally different from Libor-based swaps,
in which the coupons are fixed for much longer periods of three or six months. The
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Trading volumes in OTC and XTD interest rate derivatives markets'

In trillions of US dollars Graph 1
A. Global turnover B. OTC turnover by currency
25 3
20
6
15
4
10
5 2
| | | | | | | | | 10 | | | | | | 0
01 04 07 10 13 16 19 22 25 01 04 07 10 13 16 25
oTC XTD EUR usb GBP JPY Other

OTC = over-the-counter; XTD = exchange-traded.

" Adjusted for local and cross-border inter-dealer double-counting, ie “net-net” basis; daily averages in April.

Sources: Futures & Options World; Futures Industry Association; Options Clearing Corporation; BIS Triennial Central Bank Survey; authors’

calculations.

longer fixed periods for Libor created so-called fixing risk, which arises from the
mismatches in coupon fixings on different dates. This fixing risk is significantly smaller
in RFR-based swaps due to the overnight fixings of RFRs (see Box A in Huang and
Todorov (2022) for more details).

With greater adoption of RFRs that have lower fixing risks, the use of forward
rate agreements (FRAs), which were employed to hedge fixing risks in Libor-based
markets, has declined significantly (Graph 2.A). On top of this, FRAs are, by
construction, based on forward-looking rates, making them incompatible with
backward-looking RFRs (Huang and Todorov (2022)). As a result, turnover of US
dollar-, sterling- and yen-denominated FRAs has virtually disappeared in the post-
Libor world. However, euro-denominated FRAs, which accounted for roughly 80% of
global FRA turnover in 2025, are an exception owing to the continued demand for
Euribor-based contracts. These give rise to fixing risks and thus necessitate FRA
hedging. Still, the share of FRAs in euro-denominated IRD turnover declined from
25% in 2022 to 17% in 2025.

OIS, which align naturally with the backward-looking nature of RFRs, have
become the dominant instrument in OTC IRD markets. Their rise has been particularly
pronounced in currencies that adopted an RFR-only approach, including the US
dollar, sterling, the Swiss franc and the Canadian dollar. In these markets, OIS now
account for over 90% of all swap turnover, reflecting the widespread adoption of RFRs
as benchmarks for interest rate swaps (Graph 2.B). Globally, the share of OIS in OTC
IRD turnover reached 65% in 2025, up from 42% in 2022.
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OIS are the dominant type of IRDs Graph 2
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In the euro area and other jurisdictions like Australia and New Zealand, however,
the coexistence of the reformed IBORs and new RFRs has resulted in a more gradual
transition. While OIS have gained traction, accounting for 53% of euro interest rate
swap turnover, Euribor-based contracts remain prominent, suggesting a persistent
demand for credit-sensitive term rates (Graph 2.B). Similar duality, where IBORs
coexist with RFRs, is also observed in other currencies like the Australian and New
Zealand dollars, where OIS account for about half of swap turnover, and in the
Singapore dollar.

In principle, the coexistence of two different reference rates should give rise to
the use of so-called basis swaps. These instruments allow the exchange of interest
rate payments in one reference rate versus another. Surprisingly, however, their scale
remains very limited — including for euro-denominated IRDs (less than 1% of total
turnover).

The euro area’s dual approach contributed to the rising share of euro-
denominated contracts in global turnover (Box A). Euro-denominated OTC IRD
turnover nearly doubled between 2022 and 2025, reaching $3 trillion in daily averages
and surpassing US dollar turnover, which stagnated at $2.3-2.4 trillion (Graph 1.B).

In Japan, the benchmark reform has also been accompanied by unique dynamics.
While the Tokyo overnight average rate (TONA) has become the dominant RFR, the
Tokyo interbank offered rate (Tibor), a reformed IBOR, is maintained for domestic
contracts since some market participants still require a credit-sensitive term rate to
hedge longer-term funding costs or manage credit risk. The publication of Tibor for
offshore euro-yen contracts, however, ceased at the end of 2024. As a result, the bulk
of yen IRD turnover is now concentrated in OIS (Graph 2.B).
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Box A

Geographical shifts in turnover and the migration of euro contracts to Germany

Torsten Ehlers and Karamfil Todorov ©

Structural changes and the benchmark reform have given euro area countries a greater share of global interest
rate derivatives turnover.@ Turnover reported by sales desks in euro area countries reached $1.2 trillion per day
in April 2025, up from $610 billion in 2022. Euro area countries’ share of global turnover also rose, to 14%, up
from 11% in 2022 (Graph A1.A, yellow line). By contrast, the share of turnover at sales desks in the United States
has declined, reflecting the near elimination of US dollar forward rate agreement (FRA) trading and the shift of
US dollar interest rate swap activity to other jurisdictions. The surge is consistent with the migration of trading
demand for credit-sensitive interbank offered rates towards Euribor-based contracts and the expansion of the
euro overnight index swap markets. For its part, turnover at sales desks in the United Kingdom rebounded
somewhat, rising to 50% of the global total in 2025, similar to its share in 2019 and 2013.

This overall shift in turnover towards euro area countries has largely reflected a migration of euro-
denominated contracts from London to the continent (Graph A1.B). While London remained the top trading
location for euro-denominated interest rate derivatives (IRDs), its share in turnover fell from 69% in 2022 to 67%
in 2025, continuing its downward trend after 2016. In contrast, the share of euro area countries rose marginally,
from 31% in 2022 to 33% in 2025. The rise was supported by a more than twofold increase in turnover in
Germany, which now accounts for 58% of euro-denominated IRD trading in euro area countries (red bars). This
increase probably reflects the efforts to shift the clearing of euro interest rate swaps to the euro area.® In the
near term, a dual-centre structure seems likely, with execution still concentrated in the United Kingdom and a
growing share of euro clearing and trading moving to euro area venues.

Euro area turnover increased as trading in euro contracts moved away from the
United Kingdom after 2019’

In per cent Graph A1
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® The views expressed are those of the authors and do not necessarily reflect those of the BIS or its member central
banks. @ Fourteen euro area countries participated in the 2025 IRD segment. ® J Demski, R McCauley and P McGuire, “London
as a financial centre since Brexit: evidence from the 2022 BIS Triennial Survey”, BIS Quarterly Review, December 2022.
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The cash-futures basis trade and XTD positioning

The cash-futures basis trade has emerged as an important factor behind the growth
in XTD markets, particularly in longer-term government bond futures. The basis trade
exploits the price difference between cash government bonds and their futures
contracts. Typically, hedge funds take long positions in cash government bonds such
as US Treasuries, financed through repos, while simultaneously shorting government
bond futures contracts. This arbitrage captures the so-called basis spread, which
arises from factors like balance sheet costs for dealers, liquidity premia and delivery
options in futures (cheapest-to-deliver dynamics). The trade profits when the basis
converges, often at the futures’ expiry. But it exposes participants to funding risks if
margins spike, as has happened in stress events (Schrimpf et al (2020); Barth and Kahn
(2020)). The rise of the basis trade could heighten systemic risks if the trade unwinds
during a funding squeeze, as the closing of hedge funds’ leveraged positions could
amplify volatility (Aramonte et al (2021)).

A confluence of factors has underpinned the basis trade’s prominence in recent
years.> Most importantly, rising government debt to fund fiscal deficits and
quantitative tightening have led to an increase in the supply of outstanding US
Treasuries that must be absorbed by the market (Graph 3.A). Given dealers’ balance
sheet constraints, hedge funds have increasingly stepped into the market as marginal
buyers of government bonds as part of a “ basis” trade where they simultaneously

Hedge funds’ short futures positions rose with US Treasury issuance

In trillions of US dollars Graph 3
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(2024); FSB (2025); Brookings (2025); IMF (2025).
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enter into a short futures position* with asset managers taking the other side. As a
result, hedge funds now hold record positions in US Treasuries. Data from the
Commodity Futures Trading Commission indicate that net positions of asset
managers in Treasury futures have more than quadrupled since 2022, while hedge
funds’ net short positions have expanded commensurately (Graph 3.B).

While the basis trade has been particularly impactful in US dollar markets, similar
trades are present in other major government bond markets, such as for German
bunds and Canadian and Japanese government bonds. That said, they are probably
smaller in scale and a more recent phenomenon. However, another hedge fund trade,
the swap spread trade, has gained size in the past year (see box B).

Turnover driven by shifts in monetary policy expectations

The sharp shifts in monetary policy since 2022 have been a key cyclical driver of IRD
turnover growth, particularly in short-term contracts. For years, policy rates in the
United States and the euro area had remained near zero, reducing volatility in short-
term rates and limiting the need for hedging or speculative trading. This changed
when major central banks began signalling rate hikes in early 2022, followed by actual
tightening in March (United States) and July (euro area). Interest rate volatility surged
as a result.

This created new demand for hedging and opportunities for speculation, and
turnover for short-term IRD contracts picked up strongly. For the two major
currencies, the US dollar and the euro, a key driver of the increase in turnover was
XTD futures referencing short-term rates — often dubbed "money market futures”
(Graphs 4.A and 4.B). In the United States, futures referencing one- and three-month
SOFR alone generated an average daily turnover of $4.5 trillion (12-month average
for April 2025) — more than a third of the global turnover of XTD contracts. Fed funds
futures contributed another $2.1 trillion in turnover on the average day over the same
period. For euro-denominated contracts, the reformed interbank rate Euribor still
serves as an important benchmark rate, as explained above, and Euribor futures have
contributed significantly to the growth in turnover (Graph 2.B). However, OIS
contracts were also important, matching the turnover of Euribor futures. Shifts in
monetary policy also affected the composition of FX derivatives trading, with the rise
in turnover of short rate forwards (Huang et al (2025), in this issue).

Monetary policy changes also had ripple effects on hedging activity in other
currencies, particularly the yen. The Bank of Japan’s decision in 2024 to end yield
curve control and resume using short-term rates as its primary policy tool introduced
volatility into a previously calm market for short-term rates. In contrast to US dollar-
and euro-denominated IRDs, the market for XTD money market futures denominated
in yen has traditionally been very small. The increase in hedging demand and
speculation therefore boosted mainly OTC-traded instruments like OIS, which could
also explain the dominance of OIS over other swaps, including those linked to TIBOR
(Graph 2.B). As a result of the increase in OIS trading, total yen OTC turnover surged
more than sixfold in 2025 compared with 2022.

4 Hedge funds use the repo market to fund the purchase of the cash government bond and to lever

up returns, when earning the difference between the yield on government bonds and the implied
yield on the futures contract.
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Turnover in OIS and short-term rate futures rose ahead of rate increases post-

Graph 4
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The growth in OTC IRD markets for EME currencies and

remaining challenges

Like IRDs in the major currencies, turnover in IRD contracts in EME currencies also
grew rapidly, reaching $0.5 trillion in April 2025 (Graph 5.A). Yet market depth is still
lacking. For example, while EME currencies accounted for 29% of global foreign
exchange (FX) market turnover in April 2025 (Wooldridge (2025), in this issue), their
share in OTC IRD markets remained lower at just 5.1%. When examining daily IRD
turnover relative to the size of the outstanding government bonds market, EME
currencies lag even further behind advanced economy currencies, at a ratio of just

0.07% compared with 35%.
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The rapid increase in IRD turnover in EME currencies was mostly driven by OTC' 2 Graph 5
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One striking difference to IRDs in advanced economy currencies is that EME IRD
turnover has been concentrated in OTC rather than XTD markets. There are some
notable exceptions, however, where XTD markets are well developed (Graph 5.B). The
major EME currencies for which XTD markets hold a non-negligible turnover share
are the Chinese renminbi, Brazilian real and Korean won. XTD market development
for these currencies, however, has followed different paths. In Brazil and Korea, XTD
markets have been well established for over 25 years.> In China, by contrast,
regulators and industry groups began promoting XTD markets in the mid-2010s. The
share of XTD turnover in the Chinese renminbi rose from 0% in 2013 to 44% in
April 2025, spurred by the 2015 introduction of the 10-year Chinese government
bond futures contract on the China Financial Futures Exchange.

Despite these successes, activity in XTD markets in other EME currencies remains
muted or non-existent. This may be due to a lack of demand for interest rate hedging
by EME banks more generally, which tend to match the interest rate sensitivity of their
assets and liabilities instead (Caballero et al (2023); Ehlers and Packer (2013)). As the
volume of outstanding local currency government bonds has risen and is expected
to rise further, XTD futures could play a more prominent role in the management of
interest rate risk — not only for banks but also for a wider range of financial institutions
that will absorb these bonds.®

XTD contracts in the Korean won are predominantly futures on three- and 10-year government
bonds. In contrast, XTD turnover in the Brazilian real is almost entirely driven by futures on the
overnight monetary policy rate, which are used primarily for speculation or hedging against changes
in monetary policy.

Another option to manage the interest rate risks of government bond holdings could be the use of
OTC instruments, such as government bond forwards. This, however, would also require further
market development across many EME jurisdictions. Overall, forwards (including government bond
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International trading is key for OTC IRD markets in most EME currencies’

In per cent Graph 6
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Much of the increase in turnover of OTC IRD for EME currencies over the last
decade has been driven by trades in foreign locations (Graph 6.A) rather than
domestic markets. For example, IRDs denominated in central and eastern European
currencies and the South African rand are predominantly recorded at sales desks in
the United Kingdom (Graph 6.B). Similarly, OTC IRDs in Asian currencies are mostly
recorded in Hong Kong SAR and Singapore, while Latin American currencies see a
disproportionate share of turnover recorded at sales desks in the United States.

On the one hand, these patterns suggest that IRDs in EME currencies exhibit a
high degree of internationalisation, consistent with the trend in FX derivatives
(Caballero et al (2022)). On the other hand, the share of non-local trading is indicative
of the complex geography of central clearing for OTC IRD derivatives, which in turn
is influenced by the concentration of clearing in a few global central counterparties
(CCPs).” Clearing of OTC IRDs for EME currencies is essentially concentrated in two
key CCPs: the London Clearing House in the United Kingdom and the Chicago
Mercantile Exchange in the United States. This presents challenges for deepening IRD
markets in EMEs, where local institutions often lack clearing membership at the major
CCPs (Box C). Only a few currencies, such as the Malaysian ringgit, Indian rupee and
Chinese renminbi, exhibit local trading shares comparable with those of advanced
economy currencies (Graph 6.B).

and other forwards) account for only about 16% of the turnover in EME currencies, amid a very low
ratio of IRD turnover to outstanding government bonds compared with advanced economies.

While for EME currencies, the share of cleared derivatives is lower than for advanced economies (67%
compared with 87% of outstanding derivatives positions), it is still substantial.

BIS Quarterly Review, December 2025 55



Conclusion

The rapid growth in global IRD turnover from 2022 to 2025 reflects the combined
influence of structural and cyclical forces. The benchmark rate reform has reshaped
OTC markets, with the transition to nearly risk-free rates making OIS the dominant
trading instrument. In XTD markets, the cash-futures basis trade has driven a
significant rise in positioning, particularly in US Treasury futures by hedge funds and
asset managers. Continued US Treasury issuance alongside quantitative tightening is
likely to keep the basis trade active. However, a sudden tightening in funding or
margin conditions could trigger leveraged unwinds and amplify volatility across XTD
and OTC markets. Shifting monetary policy expectations have also contributed to
greater turnover, especially in short rate contracts, as rises in the short rate boosted
hedging and speculative demand. In contrast with that for advanced economies,
growth in IRD turnover for EME currencies has occurred primarily in OTC markets
rather than in XTD markets. The complex geography of clearing and the
underdevelopment of XTD markets remain constraints for further market deepening.
Regulatory initiatives to improve clearing access and foster local XTD markets could
support market development.
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Box B

Sizing up hedge funds’ relative value trades in US Treasuries and interest rate swaps
Vladyslav Sushko and Karamfil Todorov ®

The start of quantitative tightening in 2022 and continued rapid government debt issuance has been a fertile
environment for hedge funds to expand their footprint in the market for US Treasury securities (USTs) and other
government bonds. Hedge funds have employed various relative value trading strategies that exploit small price
differences between closely related financial instruments.@ To make these trades sufficiently profitable, hedge
funds employ leverage, mainly relying on repo borrowing to finance their bond holdings. While the best known
and well documented strategy has been the cash-futures basis trade,® another strategy, the interest rate swap
(IRS) spread trade (“the swap trade” for short), has grown rapidly over the past year. This trade combines a long
position in USTs together with a “pay fixed” position in an IRS, mimicking a short position in a fixed rate bond,
to earn a higher yield on the UST than the fixed rate paid in the swap. The swap trade drove most of the growth
in hedge fund repo leverage in the United States over the past year, whereas the cash-futures basis trade, while
still the largest, has not expanded further since early 2024. The swap trade was fuelled further by beliefs about
regulatory relief in the United States since January 2025, and was also the source of hedge fund deleveraging
pressures in Treasury markets during the April 2025 turbulence.

Leveraged relative value trades in the US Treasury market Graph B1
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since 20222 spread trade from long and short UST exposures’ 23

USD trn
Long Short
2.5 ($2,379 bn) ($1,748 bn)
2.0
Cash-futures Cash USTs UST futures
15 basis trade ($1,060 bn) ($1,060 bn)
0 CashUSTs& | Cash USTs &
UST derivatives | UST derivatives
0.5 ($688 bn) ($688 bn)
Swap spread
Cash UST:
| | | | | | 0.0 trade e > No UST short
I I I I I I (residual long) (< $631 bn)
15 17 19 21 23 25

US Treasury exposures: ==Long
= Short

USTs = US Treasury securities.

' Long UST positions consist of cash UST holdings, often financed via repo agreements, as well as long positions in UST futures, forwards and
options. Short UST positions include primarily short positions primarily in UST futures, followed by forwards and options, and can also include
USTs borrowed via reverse repos and sold, along with short positions in UST futures, as well as forwards and options. 2 Data as of June
2025. 3 Note that the implied size of the swap trade based on the residual UST long exposure represents an upper bound, as hedge funds
can also hold cash USTs for other purposes, such as collateral and liquidity management to fund margin calls.

Sources: Commodity Futures Trading Commission; Office of Financial Research; authors' calculations.

Data on hedge funds’ long and short UST exposures are published by the US Office of Financial Research
(OFR), which aggregates information from confidential SEC Form PF quarterly filings. The long UST exposures
consist of cash bond holdings (often financed via repos), as well as long positions in UST futures, forwards and
options. In turn, short UST exposures include bonds borrowed via reverse repos and sold, along with short
positions in UST futures, as well as forwards and options. It is crucial to note that unlike Treasury futures, an IRS
contract does not reference USTs as an underlying in the reporting. Instead, in an IRS counterparties exchange
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a series of interest rate payments, where a floating rate benchmark and the dollar notional amount are specified
in the contract. For example, a short IRS position refers to making (pre-determined) fixed rate payments and
receiving floating rate payments based on the contract’'s notional amount. Hence, the OFR does not classify IRS
as UST exposures. This feature of the data allows us to estimate the size of the swap trade from information on
hedge funds’ long and short UST exposures.

In the swap trade, hedge funds hold cash USTs (long UST exposure) and enter IRS as fixed rate payers (short
IRS exposures).@ Like the cash-futures basis trade, the swap trade exploits pricing discrepancies — specifically,
the discount at which cash USTs trade relative to comparable derivatives (in this case an IRS) due to the
“inconvenience” yield on USTs.

Since 2022, hedge funds’ total UST exposures have more than doubled. As of Q2 2025, long UST exposures
totalled $2,379 billion (Graph B1.A, blue line), or approximately 10% of USTs held by the private sector, while
short UST exposures totalled $1,748 billion (red line). Most of the short UST exposures, $1,060 billion, were in
short UST futures associated with the cash-futures basis trade (see main text).® In that trade, as mentioned
above, the short futures positions are matched with an equal sized $1,060 billion in cash UST holdings. The
remaining $688 billion in short UST exposures can be linked to various other relative value trades with offsetting
short and long UST exposures (eg on-the-run vs off-the-run arbitrage or yield curve arbitrage).

The upper bound on the size of the swap trade can be approximated from aggregate data because the
UST holdings (long US positions) in this trade are not matched by short UST positions reported in the OFR data.
Unlike the cash-futures basis trade, where a long cash UST position is paired one for one with a short UST futures
position, the swap trade pairs a long cash UST position with a short (ie fixed rate payer) position in an IRS, which
is not classified as a short UST position by the OFR, as explained above. Hence, one can infer the upper bound
on the size of the swap trade as the residual of long UST exposures of hedge funds after all their short UST
exposures have been accounted for. This residual represents an upper bound, since hedge funds may also hold
USTs for collateral and liquidity management, eg to make payments on margin and collateral calls on their
outstanding derivatives positions. Applying this approximation, a T-account-type diagram illustrates that the
residual long UST exposures, not matched by short exposures, amounted to $631 billion in Q2 2025 (Graph B1.B,
blue block). This residual is the implied upper bound on the size of the swap trade.

Swap trades drove the recent growth of hedge funds’ repo leverage Graph B2
A. Relative value trades in the US B. Cumulative repo borrowing and C. Implied size of the swap spread
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The swap trade has expanded rapidly since early 2022. Since Q1 2022, the size of the swap trade has more
than doubled, from $281 billion in Q1 2024 to $631 billion in Q2 2025 (Graph B2.A, blue bars). In fact, since
Q2 2024, the growth of hedge funds’ UST exposures has been primarily driven by the swap trade, whereas the
cash-futures basis trade, while remaining the largest, has largely stagnated (red bars). Hence, the increase in
hedge funds' repo leverage appears to be primarily driven by the swap trade, and to a lesser extent by other
long/short relative value trades (Graph B2.B).

The inferred size of the swap trade exhibits the expected co-movement with the IRS spread. For expositional
purposes, we plot the estimate of the swap trade as a negative value, which can be interpreted as the resulting
short IRS exposure, where hedge funds position themselves as payers of the swap rate (the fixed rate in an IRS).
The size of the implied short IRS exposures tends to expand and contract with the IRS spread (the 10-year swap
rate minus the 10-year UST yield) (Graph B2.C), where the spread approximates the incentives to enter the swap
trade. This suggests that, despite being an upper bound, the inferred size of the swap trade may be a fairly good
estimate of the size of the actual trade, at least over the past few years.

The swap trade has become the source of the growth of hedge funds’' Treasury exposure over the past
year, largely driven by bets on regulatory easing, but was also vulnerable to rate shocks. Specifically, hedge
funds have bet on the possible easing of the supplementary leverage ratio for banks, which is expected to free
up balance sheet space to hold more USTs, thus allowing for the trades to be unwound with a profit from higher
UST prices. However, during the April 2025 market turbulence, traders were caught wrong-footed, as UST yields
spiked and bond prices fell. The partial unwinding of the swap trade was reflected in an 11% contraction of the
implied size of the trade, from $707 billion in March 2025 to $631 billion in June (Graph B2.A, blue bars),
underscoring its sensitivity to periods of strains in fixed income markets. Most recently, the swap spread has
compressed somewhat,® suggesting that hedge funds may have renewed their bets on potential
supplementary leverage ratio relief. Moreover, the continued erosion of the UST convenience yield due to
expansive fiscal policy could give further impetus to the growth of the swap trade. There is also an international
dimension, as incentives for the IRS trade have been rising in other jurisdictions, such as the euro area and
Japan.@ The associated cross-border interconnections and potential international spillovers from the swap
trade could be just as significant as those of the cash-futures basis trade, if not more so.

@ The views expressed in this publication are those of the authors and do not necessarily reflect the views of the BIS or its member
central banks. @ Main types of trades are cash-futures basis trades, IRS spread trades, on-the-run versus off-the-run arbitrage,
auction cycle arbitrage and yield curve arbitrage. ® D Barth and J Kahn, “Hedge funds and the Treasury cash-futures basis trade”,
Journal of Monetary Economics, volume 155, 103823, 2025. @ Traditionally, bank dealers have been the main sellers of IRS (see
eg N Boyarchenko, P Gupta, N Steele and J Yen, "Negative swap spreads”, Federal Reserve Bank of New York Economic Policy Review,
October 2018) but hedge funds have been growing their footprint. Fixed rate receivers in IRS often include institutional duration
hedgers, corporates seeking to swap floating for fixed rates and other market participants managing interest rate risk. ® For the
most recent discussion of the basis trade, see T Ehlers and K Todorov, “Goodbye Libor, hello basis traders: unpacking the surge in
global interest rate derivatives turnover”, BIS Quarterly Review, December 2025, in this issue. Also note that not all short UST positions
are basis trades. For example, futures, instead of cash bonds, can also be used in yield curve arbitrage, and for hedging other cash
bond exposures, such as those associated with auction cycle arbitrage. ® See “Volatility challenges the risk-on mood”, BIS
Quarterly Review, December 2025, in this issue. @ M Aquilina M, A Schrimpf, V Sushko and D Xia, “Negative interest rate swap
spreads signal pressure in government debt absorption”, BIS Quarterly Review, December 2024.
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Box C

The concentration of clearing as a challenge for emerging market economy OTC
interest rate derivatives markets

Torsten Ehlers and Karamfil Todorov ®

The dominance of two global central counterparties (CCPs) in clearing over-the-counter (OTC) interest rate
derivatives (IRDs) affects the location of sales for contracts in emerging market economy (EME) currencies. The
London Clearing House (LCH) in the United Kingdom and the Chicago Mercantile Exchange (CME) in the United
States are the two dominant CCPs for OTC interest rate derivatives (IRDs) in EME currencies (Graph C1.A). Only
China, India and Mexico have local CCPs that attract meaningful OTC clearing activity. The locations of the two
main CCPs, in turn, are often closely related to where an IRD contract is being sold. IRDs for currencies like the
Hungarian forint, Czech koruna, Israeli new shekel, South African rand and Polish zloty are almost entirely
cleared through LCH, which also aligns with the majority of IRD sales in these currencies being recorded in the
United Kingdom (Graph C1.B). In contrast, IRDs for major Latin American currencies are primarily cleared
through CME, with a corresponding concentration of sales recorded in the United States (Graph C1.C). Emerging
Asian currencies are an exception, as they are predominantly cleared through LCH but traded mainly in Hong
Kong SAR and Singapore, where several large banks that are also clearing members of LCH are located.

The clearing through foreign CCPs can create challenges for domestic counterparties in EMEs. As in
advanced economies, the hurdles for IRD trading may be relatively low in cases where an EME is home to
financial institutions that are clearing members of the global CCPs or have affiliates in the country where the
key CCP is located. This is not the case, however, for all EMEs. The reliance on foreign CCPs is bound to result in
cross-border legal complexities as well as higher settlement costs and risks, given the involvement of
correspondent banking services. In some jurisdictions, capital controls pose an additional hurdle. The alternative,
setting up local CCPs in EMEs, faces significant competitive disadvantages due to the scale and network effects
of global CCPs (see Ehlers and Hardy (2019)).

The key CCPs LCH and CME affect the geography of sales for EME currencies' Graph C1
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@ The views expressed are those of the authors and do not necessarily reflect those of the BIS or its member central banks.
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