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Executive Summary

Since 1985, ISDA has worked to make the global over-the-counter (OTC) derivatives markets
safer and more efficient. Today, ISDA has over 800 member institutions from 64 countries.
These members include a broad range of OTC derivatives market participants including
corporations, investment managers, government and supranational entities, insurance companies,
energy and commodities firms, and international and regional banks. In addition to market
participants, members also include key components of the derivatives market infrastructure
including exchanges, clearinghouses and repositories, as well as law firms, accounting firms and
other service providers. Information about ISDA and its activities is available on the
Association's web site: www.isda.org. ISDA’s work in three key areas — reducing counterparty
credit risk, increasing transparency, and improving the industry’s operational infrastructure —
show the strong commitment of the Association toward its primary goals; to build robust, stable
financial markets and a strong financial regulatory framework.

We wish to signpost the following key topics within our response

. The MIFIR definition of a liquid market as one with ‘continuous buying and selling
activity’ means that the thresholds for trading frequency should be set such that a liquid
instrument trades every day and at least 15 - 40 times that day. We provide data analysis
to support these conclusions in answer to Q116.

. ESMA must be clear about what transactions should and should not contribute to the
calculations of the various thresholds, and ensure that the data it receives from trading
venues / APAs / CTPs only reflects such transactions. ESMA should also be very clear
about which transactions should not be subject to the post-trade transparency regime and
trading obligation. We provide more detail in our answers to Q150 and Q175.

. For OTC derivative contracts, we agree with ESMA’s proposal to adopt a COFIA
approach. The assessment should be conducted at a very granular level in order to
ensure classes of homogenous instruments. ESMA must consider the granularity of
classification and the thresholds themselves as intimately linked — the more granular the
approach, the greater the likelihood that the thresholds will be set at an appropriate level.
We set out our proposals highlighting this granular COFIA approach in Q115.

. It is vital that the volume of transactions in illiquid instruments and liquid instruments
when traded above the LIS threshold are omitted for an extended period of time. This
is consistent with the omission of volumes in the TRACE system in the US and would be
consistent with the legislative intent behind Article 11(3) (b) of MiFIR which explicitly
permits an extended deferral period for volume. If ESMA chooses shorter volume



ISDA

Safe,
Efficient
Markets

omission periods then it would be important for longer initial deferral periods to apply.
We propose an amended deferral table in our answer to Q141.

ESMA must give great consideration to the application of the various requirements of
MIFID to Package Transactions, including the Pre- and Post-Trade Transparency
requirements and the Trading Obligation for derivatives. Generally we recommend that
Packages containing Large-in-Scale or Illiquid components should be treated as if
the entire package is Large-in-Scale or Illiquid. This is further explained in our answer
to Q103, Q150, Q158 and Q168.

The identity of Systematic Internalisers should not be made public as part of any of
the transparency or market data reporting proposals under MiFIR or MIFID Il. We
particularly note the possible avenues for direct and indirect publication of an SI’s
identity through some requirements related to Post Trade Transparency data reporting
proposals and the Supply of Instrument Reference Data which ESMA should make all
efforts to close. The reasons for this are further explained in our answer to Q133.

Commodity derivatives markets are global by nature. Market participants need to hedge
their risk across multiple contracts (both OTC and on-venue) and regional areas. The EU
position limits regime should: a) allow netting on a broad basis in order to accurately
reflect the true position, i.e. the real risk exposure; b) be as consistent as possible with
other existing regimes, i.e. the US); c) be sufficiently flexible in terms of the expression
of limits and measure of the market size to adapt to market changes. These concerns are
at the heart of our responses notably to questions 493 (on aggregation), 495 & 497 (on the
definition of economically equivalent OTC contracts), 501, 506 & 509 (measure of the
market size), 502, 520 and 522 (expression of limits). ISDA members would also
welcome that the reporting of end-client positions protects confidentiality and does not
imply complex and onerous additional reporting systems (see questions 537 and 538).

ISDA members would welcome the creation of a central source listing all instruments
which are traded or admitted to trading or traded on a trading venue or for which a
request for admission to trading has been made, which they would be entitled to rely
upon for the purpose of transaction reporting. This is further explained in our answer
to Q547, Q549 and Q550.

On indirect clearing arrangements, we discuss the challenges which the EMIR approach,
as currently understood, gives rise to, and look forward to addressing these with ESMA.
See our answer to Q614.
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Section 3.5 — Introduction to the non-equity section and scope of non-equity
financial instruments

Q100: No. Securitised derivatives should be treated as a sub-category of bonds rather than
derivatives for the following reasons:

a) bonds and securitised derivatives share a similar taxonomy and are each identifiable by
ISIN numbers;

b) securitised derivatives are not covered by the definition of derivatives in EMIR. The
MiIFIR category of derivatives should be delineated in such a way that there is no
misalignment between EMIR and MiFIR; and

C) by including securitised derivatives in the bond category, these instruments will remain
subject to the same pre-trade and post-trade transparency obligations. The inclusion of
these instruments in the bond category, however, will ensure that these obligations can be
calibrated in a way that is more appropriate to the characteristics of securitised
derivatives. We note that ESMA is open to measuring the liquidity of bonds and
derivatives in slightly different ways. The reasons put forward by ESMA for adopting an
IBIA approach for bonds are, in our view, equally applicable for securitised derivatives.
The COFIA approach, which we support in respect of the OTC derivatives category, is
not appropriate for securitised derivatives.

We support ESMA's proposal to include structured finance products in the bond category.

Q101: Do you agree with ESMA’s proposal that for transparency purposes market
operators and investment firms operating a trading venue should assume responsibility for
determining to which MiFIR category the non-equity financial instruments which they
intend to introduce on their trading venue belong and for providing their competent
authorities and the market with this information before trading begins?

No. To avoid inconsistent determinations across the EU, a centralised authority (such as ESMA)
should make this determination, based on information provided to it by market operators and
investment firms operating a trading venue.

Q102: Do you agree with the definitions listed and proposed by ESMA? If not, please
provide alternatives.

No. ISDA considers that "contracts for difference” (CFD) are a type of "derivative contract"
under (ii) and that a third segment for CFD is not needed.
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Section 3.6 - Liquid market definition for non-equity financial instruments

Q103: Do you agree with the proposed approach? If you do not agree please provide
reasons for your answers. Could you provide for an alternative approach?

No. Whilst we support the adoption of Option 3, a class of OTC derivatives should only be
considered liquid if it:

a) trades 15 to 40 times per trading day; and
b) trades on at least every trading day during the specified period.

For all the liquidity criteria, we recommend that an assessment is undertaken on a half-yearly
basis for OTC derivatives classes. A class of OTC derivatives should, therefore, trade multiple
times on every trading day during a half-yearly period for it to be considered liquid.

In our view, trading less frequently than once per trading day, or not trading on all trading days,
does not accord with the continuity of buying and selling interests as set out in the definition of a
liquid market in Article 2(1)(17) of MiFIR.

Package transactions

Throughout its drafting of regulatory technical standards ("RTS"), ESMA should give due
consideration to the application of the various requirements to instruments traded as part of a
package. By package transaction, we mean: (i) two or more components that are priced as a
package with simultaneous execution of all components; and (ii) the execution of each
component is contingent on the execution of the other components (a "Package Transaction™).
A Package Transaction is designed to provide desired risk-return characteristics effectively in the
form of a single transaction with efficiencies in execution cost and reduction in risk (market and
operational) achieved through concurrent execution.

Although there is no comprehensive publically available data on the significance of trading in
Package Transactions we estimate that in the interest rate derivatives asset class and in the credit
derivatives asset class, they account for a significant portion of the market, increasing
substantially around roll dates when there is considerable activity rolling between the series.

Simultaneous execution of a Packaged Transaction with a single counterparty using a single
execution method alleviates the timing and mechanical risks and lowers bid/offer costs.
Inappropriate application of certain requirements, particularly pre-trade and post-trade
transparency requirements and the derivatives trading obligation, will jeopardise the ability of
market participants to execute the entire package (primarily because exposure of an order in one
transaction gives rise to the possibility of another party unrelated to the intended package trading
that component transaction).
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Package transactions give rise to additional complexity because:

Q) the price notation for the package quote is often not in the same units as the price notation
of the component instruments. For example, spreads between two or more instruments on
a yield curve are typically quoted in yield curve spread, whereas the underlying
instruments may be quoted in price or outright yield. As another example, packages are
sometimes quoted in Net Present value terms, with the quote being the monetary fee that
would be required to be paid by one party to the other in order to transact the package,
even if the underlying legs are quoted in yield or price terms.

(i) The notional size of certain legs of the transaction is often a function of the notional size
of other legs and the pricing of the instruments. For example, a yield curve spread
between two interest rate swaps on the same yield curve is typically quoted by reference
to the size of one component transaction, with the sizes and pricing of the full package
only being computed after the trade has been agreed for the purposes of post-trade
processing of the package.

(iii)  The implied pricing of the component transactions is typically conditional on their being
transacted as part of a package. Those implied prices may be unrepresentative of the
pricing for the component instruments when traded on a standalone basis.

The above reasons create technological complexity in processing packages. For example, it may
be more complex to represent orders in components derived from packages in the order books of
those components when traded on a standalone basis.

Particular consideration should be given by ESMA to whether a sufficiently broad range of
venues can adequately process Package Transactions, both in terms of the execution of such
transactions and the post-trade processing, even where such venues offer trading in the
component instruments on a standalone basis. To date, it has proven more complex for venues
and central counterparties to implement processing of Package Transactions compared to the
processing of standalone transactions. The technical build required to support electronic
execution beyond a limited range of Package Transactions, given the number of conceivable
permutations of packages, will be very challenging to market participants and venues alike, and
could prove impossible for certain permutations.

Inability to execute Package Transactions will result in significantly increased costs and risks to
market participants. These costs and risks arise primarily from three sources:

a) separately trading the components of a Package Transaction increases the possibility of
the market moving between execution of each component (because execution of each
component cannot be precisely time-matched);

b) there are likely to be differences in contract specifications, mode of execution,
clearing/settlement workflows and relative liquidity when components of a Packaged
Transaction are executed separately and/or on different venues; and
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accessing different sources of liquidity for the various components when traded across
different venues or over-the-counter incurs additional bid/offer spreads.

The processing of Package Transactions into central clearing can, with insufficient flexibility of
processing, be a source of heightened risk. For example, where scenarios such as the acceptance
of one or more components of the package combined with the rejection from clearing of other
components can expose the parties to those transactions to significantly increased market risk.

In general, we recommend that the application of the various requirements of MiFID Il / MiFIR
to the trading of components as a Package Transaction should be considered separately from the
application of the requirements to those same instruments when traded on a standalone basis.
This is particularly important for the application of the pre-trade and post-trade transparency
requirements and the derivatives trading obligation. Generally, we recommend that each
transaction comprising a package must be considered liquid in order for the package to be
subject to the transparency rules or the derivatives trading obligation. The presence of illiquid
instruments in the package should permit the package to benefit from waivers for pre-trade
transparency, deferrals for post-trade transparency, and not be subject to the derivatives trading
obligation.

For the purposes of counting frequency and volume of transactions within the test of liquidity,
we recommend that each transaction which constitutes a Package Transaction be considered on a
standalone basis. As a practical example, where a 5 year interest rate swap ("IRS") and a 10 year
IRS are traded within the same Package Transaction, these should be considered as two distinct
trades, alongside other 5 year and 10 year IRS, for the purposes of assessing liquidity. In our
view, other approaches would be unfeasible for ESMA. For example, in order to consider the
liquidity of Package Transactions, ESMA would have to collect data on trading in each package
permutation, which would prove technically challenging if not impossible given the number of
conceivable permutations.

Provided appropriate consideration is given to the application of pre-trade and post-trade
transparency and the derivatives trading obligation to Package Transactions, counting each
component of a Package Transaction for the purposes of assessing transaction frequency for the
liquid market definition is, in our view, acceptable.

Technical trades

We recommend that ESMA specify the types of transaction that should not be counted towards
the determination of liquidity. There are a number of transactions, such as new trades resulting
from compressions and give-ups and intra-affiliate trades purely for risk management purposes,
that should not be taken into account for liquidity purposes as they do not represent a true picture
of the buying and selling interests in a market. The inclusion of such transactions would give a
distorted view of liquidity. In our view, these transactions can be excluded from the liquidity
assessment by excluding them, or appropriately identifying them, in transaction reports and using
the data from transaction reporting as the basis for the liquidity assessment.

Consideration of the specific market structures of OTC derivatives
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As a general comment regarding the liquid market definition and its application to OTC
derivatives, we note that in assessing liquidity for the purposes of Article 9 and 18 of MiIFIR (i.e.
pre-trade transparency for trading venues and systematic internalisers trading respectively) Art
2(1)(17) of MIFIR requires EMSA to take "into consideration the specific market structures of
the particular financial instrument.” We recommend that ESMA take into consideration the
following aspects of the OTC derivatives market:

a) consideration should be given, as part of the liquidity assessment, as to whether or not a
particular class of derivative has been made subject to the clearing obligation under
EMIR (but clearing alone should not be definitively determinative of liquidity).

b) whether the collateral terms of an OTC derivatives contract form part of its liquidity
assessment. Non-standard collateral terms for OTC derivatives, in particular where
derivatives are uncollateralised, can be a determinant of liquidity.

Q104: Do you agree with the proposed approach? If you do not agree please provide
reasons. Could you provide an alternative approach?

No. For OTC derivatives, the average size of transactions should be calculated in accordance
with Option 1 (total notional over a specified period divided by the number of transactions in that
period) ("AVT").

AVT reflects the most natural reading of the Level 1 requirement to consider the average size of
the transaction. Uneven distributions of transactions over time do not need to be addressed as
part of this limb of the liquid market definition. It can better be addressed by the first criterion
(average frequency of transactions). As described in our response to DP 103 above, the
calculation of average frequency of transactions should take into account the number of days on
which a particular class of OTC derivatives is traded. We would recommend that the draft RTS,
which will set the parameters and methods for calculating liquidity thresholds, should require
that both the average frequency and average size criterions are always met.

Q105: Do you agree with the proposed approach? If you do not agree please provide
reasons. Could you provide an alternative approach?

No. Whilst we support the adoption of Option 1, the term market participant should be
understood as any member or participant of a trading venue who is active every month and
involved in at least 10 - 15 transactions over a half-yearly period. The proposed figure of one
transaction is far too low and would catch a large number of predominantly inactive parties.

In addition, we would note that we strongly oppose the adoption of Option 3. In our view this
would not provide a good reflection of liquidity in a particular class of OTC derivatives and, in
practice, it would be difficult to implement and monitor.
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Q106: Do you agree with the proposed approach? If you do not agree please provide
reasons. Could you provide an alternative approach?

Whilst we welcome ESMA’s approach to using only publically available spreads, those spreads
should only be used where it is clear that they are generated from actual transactions or
executable quotes (as opposed to indicative or composite measures).

No. The proposed approach raises the following issues:

a) end-of-day spreads may not be representative of the spread incurred by market
participants during the course of the trading session;

b) end-of-day spreads may not be reliable, as they could be fed by some market participants
that have no intention to trade;

C) it is not always clear when end-of-day spreads should be taken. For example some fixed
income trading venues operate on a 24 hour basis for 5.5 days a week meaning, in such
markets, there is no end-of-day per se; and

d) measuring a spread irrespective of the type, and even more importantly, of the size of the
quotes, can be misleading, as a narrow spread on a very limited size should not be
considered as evidence of liquidity for institutional market participants.

As an alternative approach, we would recommend that trading venues, rather than publishing
"end-of-day relative bid-ask spreads”, should publish averages, taken periodically over each
trading session, of the observed spread. Depending on the market, spreads may vary significantly
at different hours reflecting the particular core time zones which are taking the lead at that
moment in time. This is particularly true of foreign exchange markets. As such, we recommend
that the average should be based on a certain number of daily, randomly determined, snapshots.

In order to be meaningful, spreads should be related to available sizes. For example, relative
spreads could be measured for: (i) the average value trade; and (ii) the size specific to the
instrument. For new instruments, it should be sufficient for trading venues to provide a justified
assurance that their expectation of the typical bid/ask spread in that instrument will fall within
the definition required for "liquid".

Q107: Should different thresholds be applied for different (classes of) financial
instruments? Please provide proposals and reasons.

Yes. Different thresholds should be applied for different classes of OTC derivative contracts,
such as credit derivatives, interest-rate swaps and FX etc. It may also be necessary to apply
different thresholds for intra-asset classes — for example, within the credit derivative class,
different thresholds may be necessary for indices and single names.

For a market participant, the spread on a given instrument can be seen as a cost of entry into that
financial instrument. This means that:



Safe,
Efficient
Markets

ISDA

1) if spread thresholds are to be differentiated between financial instruments, differences
should be based on the risk/return profile for the class of instrument from the investor’s
point of the view, not based solely on the class of financial instrument;

2 if the same spread threshold is to be applied to all non-equity instruments, it should be
based on the acceptable spread for the less risky asset (typically short term government
bonds).

It is a function of markets that different segments are characterised by different spreads. This
feature should be a fundamental building block of the liquidity definition.

Q108: Do you have any proposals for appropriate spread thresholds? Please provide
figures and reasons.

This is not data that is currently available. We would be happy to work with ESMA and advise
on this in more detail once ESMA has received the data required to consider what the appropriate
spread thresholds should be.

Q109: How could the data necessary for computing the average spreads be obtained?

In order to compute the average spreads, data should be obtained from trading venues. A broad
range of trading venues should be included, including traditionally dealer-to-dealer MTFs and
traditionally dealer-to-client MTFs.

Whilst we welcome ESMA’s approach to using only publically available spreads, those spreads
should only be used where it is clear that they are generated from actual transactions or
executable quotes (as opposed to indicative or composite measures).

Q110: Do you agree with the proposed approach? If you do not agree please provide
reasons for your answer. Could you provide an alternative approach?

No. We would recommend adopting Option 2. Average size of transactions and average
frequency of transactions are the two most important liquidity criteria. We recommend that the
threshold for both of these requirements should be met plus at least one of the other two
requirements. Given the importance of the first two criteria, it is vital that these are set at
appropriate levels.

Q111: Overall, could you think of an alternative approach on how to assess whether a
market is liquid bearing in mind the various elements of the liquid market definition in
MiFIR?

No. The ISDA data project, which is described in more detail in response to our DP 116 below,
shows that data is available for frequency of transactions and average size of transactions and the
data shows that these criteria are the key factors for assessing liquidity.
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Q113: Should the concept of liquid market be applied to financial instruments (IBIA) or to
classes of financial instruments (COFIA)? Would be appropriate to apply IBIA for certain
asset classes and COFIA to other asset classes? Please provide reasons for your answers

For OTC derivative contracts, we agree with ESMA's proposal to adopt a COFIA approach. This
approach needs to be sufficiently granular to ensure that the classes are meaningful. Please see
ISDA’s response to Q116. In our view, it is appropriate to apply IBIA for certain asset classes
(such as bonds) and COFIA to other asset classes (such as OTC derivatives).

For OTC derivatives, the periodical assessment of the liquidity of the class should be half-yearly.
Classifying OTC derivatives into homogenous groups lends itself readily to a longer assessment
period since there is already an implied averaging of the liquidity properties across the class, and
therefore a more frequent assessment would be unduly precise and operationally cumbersome to
implement across the industry.

In regard to the means of determining the appropriate thresholds, and considering the two
options proposed on page 124 of the DP, our recommendation is that ESMA adopt option 1, with
expert professional judgement to be involved in setting thresholds, rather than a high-level policy
based approach which would give insufficient regard to the particular considerations for each
asset class.

Q114: Do you have any (alternative) proposals how to take the ‘range of market conditions
and the life-cycle’ of (classes of) financial instruments into account - other than the periodic
reviews described in the sections periodic review of the liquidity threshold and periodic
assessment of the liquidity of the instrument class, above?

With regard to the range of market conditions, we recommend that ESMA use a minimum of two
years’ historical data, divided into quarterly samples. An instrument, or class of instruments,
should qualify as liquid in each of the eight in-sample quarters to be deemed liquid overall. This
test can be constructed in a way to distinguish lifecycle differences automatically.

Our understanding is that the liquidity qualification of an instrument can change when:

a) its liquidity (for an IBIA instrument) or the liquidity of the class of instruments it belongs
to (for a COFIA instrument) is re-assessed; or

b) the evolution of the instrument (for a COFIA instrument) induces a migration from a
liquid COFI into an illiquid COFI (or vice versa). For a bond, this can happen when the
ratio residual maturity / initial maturity decreases from 100%, or gets closer to 0% (bonds
are generally more liquid just after issuance and just before redemption than during the
rest of their secondary life). For a derivative, this can happen when the strike / spot ratio
moves away or towards 100%.

The second mechanism (described in paragraph (b) above) should effectively capture "natural”
and "predictable” moves of liquidity caused by changes in the life cycle of the instrument and in
market conditions. A major drawback of this mechanism, however, is that it cannot be applied to
an IBIA instrument. The re-assessment mechanism (described in paragraph (a) above) can be

10
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applied to both IBIA and COFIA instruments but, from a practical perspective, it will be difficult
to run it on a frequent basis.

In order to keep the liquidity assessment effective and manageable, we recommend that ESMA
implements:

(1)  analert mechanism, by which any market participant can submit a documented request to
re-assess the liquidity of an instrument / a class of instruments, when it has reasons to
believe that the instrument / class of instruments no longer meets the liquidity criteria (or,
conversely, now meets these criteria). This request should be assessed by ESMA within a
short timeframe and the result should be published to all market participants in order to
allow market participants to make appropriate adjustments in a comprehensive and timely
manner; and

(2)  alink between the "temporary suspension” mechanism defined by Articles 9(4) and 11(2)
of MIFIR and the liquidity re-assessment mechanism. Whilst we acknowledge that these
mechanisms pursue different objectives and will have different effects, we believe that a
certain level of consistency should be ensured between them. For example, it should not
be possible to re-assess an instrument / class of instruments as "liquid" during a
temporary suspension period. It should also be possible for the implementation of a
temporary suspension period to trigger a reassessment of the liquidity of the instrument or
class of instrument subject to the temporary suspension.

Q115: Do you have any proposals on how to form homogenous and relevant classes of
financial instruments? Which specifics do you consider relevant for that purpose? Please
distinguish between bonds, SFPs and (different types of) derivatives and across qualitative
criteria (please refer to Annex 3.6.1).

ISDA members have considered the proposed taxonomies in Annex 3.6.1. We particularly
welcome that the basis of the ESMA proposal is the ISDA Derivatives Taxonomy, which we
consider to provide a reliable basis for the classification of derivatives. However, our members
feel very strongly that, in order to identify homogenous classes of derivatives, ESMA must
delineate to a significantly more granular degree than the basic ISDA taxonomy would permit.
ISDA continues to work to re-assess the taxonomy in light of industry and market developments
and would expect that revised versions of the ISDA Taxonomy would continue to and even more
so be the reliable basis for the classification of derivatives for ESMAS purposes here and in other
areas. Below, we consider each asset class in turn, proposing revisions to the various tables and
discussing the degree of granularity we recommend ESMA to adopt for the purposes of
calibrating liquidity.

Differences to ESMA’s proposed taxonomy are highlighted in yellow in the tables below.

11
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Financial Rgco_mmended
Instrument Product Types Sub-Product Types quU|d|_ty sub-
categories
Futures N/A
ETD Options Notional currency
Caps, floors &
Options collars
Debt options Tenor
Swaptions
Fixed-to-fixed Forward-Starting
Term
Fixed-to-floating
(vanilla)
Fixed-to-floating Plain vanilla
Interest Rate Swaps | (basis) products vs products
Inflation incorporating  non-
Interest Rate standard  features
Derivatives (e.g. embedded
OIS options, conditional
notional, etc)
Basis At the money (for

Cross-Currency

Swaps
Fixed-to-floating
Fixed-to-fixed
Forward Rate N/A
Agreement
Others Exotic

options Sub-product)

Out of the money
(for options Sub-
product)

We recommend that Cross-Currency Swaps being reflected as a distinct Product Type, on the
basis that their liquidity properties are very distinct from the liquidity properties of single

currency Interest Rate Swaps.

Additionally we suggest the Liquidity sub-categories At-the-money and Out-of-the-money for
use primarily with the Options Product Type.

Within the Liquidity Sub-Categories, we recommend that ESMA delineate granularly on the
following basis in order to derive homogenous classes of Interest Rate Derivatives. As we detail
in our response to Q116, ISDA has conducted an analysis to demonstrate to ESMA a viable
COFIA for fixed-floating interest rate swaps (IRS), to replicate the bond study in Annex 3.6.2 of
the ESMA Discussion Paper entitled ‘Preliminary analysis for bonds’ for IRS using DTCC trade

12
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data and to help ESMA determine which IRS could be considered to have a liquid market as
defined in Article 2(1)(17)(a) MIFIR. Please also refer to our response to Q116 for further

details:

1) Notional currency
2 Maturity, for which two characteristics must be considered:

a)

b)

Tenor: the difference between the Maturity Date and the Effective Date of the
derivative. Where the Tenor equates to a round number of years +/- 5 trading
days, we recommend that these be classified as Integer derivatives. Otherwise,
derivatives are considered ‘broken dated’, or fractional, and are identified as such,
resulting in a schema as follows:

. For trades with a Tenor of < 1 year :
. 0 to 1.5 months
. 1.5 to 3 months
. 3 to 6 months
. 6 months to 1 year
. For trades with a Tenor of > 1 year :
. Integer Tenors from 1 year to 60 years (the swap with the longest

tenor in the DTCC data) (i.e. 60 categories of which only 53 had
actual trades)

. Broken Dated tenors from 1 year to 60 years (i.e. 60 categories of
which only 51 had actual trades)

Forward-Starting Term: The difference between the Trade Date and the Effective
Date (when the swap begins to accrue interest). All IRS with an Effective Date 0-
5 trading days after the Trade Date are included as spot transactions. All IRS with
an Effective Date of more than 5 days following the Trade Date are considered
forward-starting and grouped according to various buckets dependant on how far
in the future the Effective Date differs from the Trade Date. In the event an All
IRS with an Effective Date prior to the Trade Date are identified as ‘backwards-
starting’. This results in a scheme as follows :

. Backward Starting
. Spot
. For Forward Starting trades within a year of Trade Date :
. 5 to 25 trading days
. 26 to 50 trading days
. 51 to 75 trading days
. 76 to 125 trading days
. 126 trading days to 1 year
. For Forward Starting trades starting more than a year after Trade Date :
. 1 year to 2 years
. 2 to 3 years
. 3 to 4 years

13
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. And so on, out to 46 years (the furthest forward starting swap in the
DTCC data)
. Standard convention versus non-standard convention: We define ‘standard’ versus

‘non-standard’ swaps according to the way accrued interest is calculated and when
cashflows occur. There are currency and term-specific payment frequency, reset
frequency and daycount conventions which market participants agree are standard in
practice. For example, a ‘standard’ 10-year GBP IRS swap would be characterized by
semi-annual fixed and floating leg payment frequencies, a semi-annual floating leg reset
frequency and ACT/360 fixed and floating leg daycount conventions.

Equity Derivatives

Financial R_eco_m_mended
Instrument Product Types Sub-Product Types quwdl_ty sub-
categories
Equity
Dividend
Volatility
Futures Type of underlying
vari asset (Single Name /
ariance .
Single  Index /
Basket / Hybrid)
Forwards Equity
. Liquidity of
Sy Qfsn underlyer
Equity - Term
Dividend Underlying
Swaps Correllation
Variance and .
. Maturit
Equity Derivatives Forwzflr_d VENETIES ¢
Volatility
ETD (Listed)
Options
. At the money (for
gqu_lty o options Product
_ ptions Type)
Options
Out of the money
Dividend (for options Product
Type)
Volatility
Variance
Other Equity Multi Asset
Path Dependency

14
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Equity Multi  Asset
non-Path
Dependency
Explicit Hybrid
Equity Single Asset
Path Dependency

Other
Portfolio Swaps N/A
Commodity Derivatives
Financial Underlying Product (grouped | Sub-Product Rfaco_m_mended
. . Liquidity sub-
Instrument for ease of illustration) Types .
categories
Metals (ME)
Energy (EN) Non-Exotics
Index (IN) (Spot fwd /
Underlving - to Future / Swap /
. Agricultural ying Option / Loan | Maturity
Commodity be delineated
Derivatives g at the most lease /
Transmission)
- granular level
Environmental
Freights Exotic
Emission
Allowances

The list of Sub-Product Types shown in Annex 3.6.1 is insufficiently granular for the purposes of
grouping into derivatives into homogenous classes, and also is non-inclusive (e.g. several
frequently traded commodities — e.g. Rhodium are not listed). For the benefit of illustration, we
have grouped the underlying products into the table above but we consider that ESMA must
consider each commodity at the most granular level. By way of examples:

a) within energy, WTI Crude Oil is a global benchmark for oil that is reasonably liquid for
both exotic and non-exotic across all tenors, Louisiana Light Sweet is a US-centric grade
that is significantly less liquid, particularly at longer-dated tenors (over 1-year).

b) within Agricultural, Corn is comparatively liquid for maturities up to 3yrs, whereas
Rubber is significantly less liquid across all tenors.

We recommend that Environmental, Freight and Exotic derivatives be incorporated in the

taxonomy for Commaodity Derivatives (as shown above). These appear in the ISDA Taxonomy
for Commaodities, and the inclusion of a separate table is unnecessary.
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Financial
Instrument

Product Types

Sub-Product Types

Recommended
Liquidity
categories

sub-

Credit Derivatives

Single name

Corporate financial

Corporate non-
financial IG *

Corporate
financial HY **

non-

Recovery CDS

Loans

Muni

Sovereign

ABS

Total Return Swaps

N/A

Swaptions

iTraxx

Muni

CDX

MCDX

Sovereign

Corporate

Exotic

Coprporate

Structured CDS

Other

Maturity

Currency

Index Tranched

CDX

LCDX

MCDX

CDX
Tranche

Structured

iTraxx

iTraxx Structured

Tranche

ABX

Index Untranched

CDX

LCDX

MCDX

iTraxx

ABX

CMBX

10S

MBX

PO

PrimeX

TRX

"on-the-run" vs "off-
the-run"

Currency
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* For Investment Grade ("IG"), market convention is to consider a credit rating of BBB- or
higher by Standard & Poors or Fitch or Baa3 or higher by Moody’s to be Investment Grade. We
recommend ESMA adopts this definition.

** All single names not qualifying as IG would be deemed High Yield ("HY™).
Other Derivatives

ESMA may also wish to consider that Environmental, Freight and Exotic derivatives be
incorporated in the taxonomy for Commodity Derivatives (as shown above). These appear in the
ISDA Taxonomy for Commodities, and the inclusion of a separate table is unnecessary.

Contracts for Difference

As detailed in our response to Q102, the term "contracts for difference™ needs to be defined by
ESMA as there is a risk that it could overlap with the definition of "derivative contract".
Therefore, ESMA must indicative what types of derivatives would fall within the "contacts for
difference” definition. Due to uncertainty over the intended scope of table (c), Contracts for
Difference, we are not in a position to provide recommendations as to its enhancement.

Q116: Do you think that, in the context of the liquidity thresholds to be calculated under
MIFID I1, the classification in Annex 3.6.1 is relevant? Which product types or sub-product
types would you be inclined to create or merge? Please provide reasons for your answers

Analysis of Interest Rate Swaps

To illustrate how liquidity thresholds should be calculated for OTC derivatives to determine if a
"liquid market" exists for the relevant derivative transaction, ISDA have conducted the following
analysis for the interest rate derivatives asset class. The purpose of the analysis is to demonstrate
to ESMA a viable COFIA for fixed-floating interest rate swaps (IRS); to provide a similar
analysis to the bond study in Annex 3.6.2 of the ESMA Discussion Paper entitled ‘Preliminary
analysis for bonds’ for IRS using DTCC trade data; and to help ESMA determine which IRS
could be considered liquid as defined in Article 2(1)(17)(a) MiFIR.

ISDA hopes this will demonstrate the level of granularity that is necessary in order to classify
derivatives transactions accurately for this purpose and provide ESMA with a framework which
it can employ for the other derivatives asset classes. The scope of the analysis was limited to a
small range of OTC derivatives and therefore ESMA should be careful to calibrate other asset
classes on a case-by-case basis as use of the same thresholds for liquidity is unlikely to be
appropriate for all asset classes.

The analysis of IRS takes two limbs of the definition of liquid market into account: the ‘average
frequency of transactions’ and the ‘average size of transactions’. We utilize a ‘normal markets’
assumption in this preliminary analysis. This allows for the stressing of various market
conditions in future studies. As with the ESMA bond analysis, the other criteria listed under the

17



Safe,
Efficient
Markets

ISDA

definition — ‘number and type of market participant’ and ‘average size of spreads’ — were not
considered in this analysis, as they are not reflected in the data set we are using.

Consistent with the ESMA analysis for bonds, ISDA has used the same three metrics in order to
determine how many instruments and what percentage of trading volume are captured under the
different thresholds:

Q) at least X trades per instrument during the period;
(i) the instrument is traded on at least X of different days during the period;

(iii)  the average daily volume of an instrument is at least X (total turnover over the period
divided by the number of trading days).

Consistent with the degree of granularity of classification of IRS that we are recommending, we
have run the analysis on three different scenarios. Two of these scenarios align with scenarios
which ESMA have set out in annex 3.6.2 and we have added one scenario which we feel is more
consistent with the view of ISDA’s members that an instrument must be actively trading15-40
times per day and on at least every trading day in order to be considered liquid and therefore to
appropriately reflect continuity of buying and selling as per the description of a liquid market in
Article 2(1)(17) of MiFIR.

Methodology Overview

For our study, we have used data from the DTCC SDR from April 2013 to March 2014, which
results from the public reporting of trades pursuant to the Part 43 requirements of the CFTC. As
part of a broader exercise, ISDA have warehoused and cleaned the DTCC data in order to bring
greater transparency to the OTC derivatives market. Please do look our website
www.swapsinfo.org for more information on this.

This analysis looks purely at fixed-floating Interest Rate Swaps (IRS), the most liquid taxonomy
from the DTCC-comprising roughly 70% of total volume reported through DTCC in the rates
market. We have focussed on number of trades and notional trading volumes. The DTCC data
does not show either bid-offer spreads or the number of market participants (the trades are
reported anonymously). We would be happy to share our approach with ESMA in greater detail,
including extending to other classes of Interest Rate Derivatives.

We were very aware that using DTCC data could be thought of as producing a US centric set of
findings. However, our primary objective was to propose a COFIA schema and methodology
that ESMA can replicate using European data once available. Regardless, a selection of ISDA
members checked the data we are using with their own, internal (non public), and more EU
centric data. Amongst these firms, the non-USD swap transactions were deemed to be a
representative sample set of the overall global population in terms of distribution of trades
between classes. The ratio of USD to non-USD transactions was skewed to show more USD
transactions as one might expect.
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Swaps data from the DTCC dataset was grouped according to the following criteria. This
grouping scheme resulted in the identification of 5,661 unique classes of IRS used in the
analysis. During the analysis period of 1 April 2013 to 31 March 2014 5,550 unique classes
traded.

a) Currency: All swaps were single current fixed-floating swaps, and were classified
according to currency. ISDA’s analysis has 34 currencies.

b) Forward-Starting Term: The difference between the Trade Date and the Effective Date
(when the swap begins to accrue interest) allows us to classify IRS by their Forward
Starting Term. All IRS with an Effective Date of 0-5 trading days after the Trade Date are
included as spot transactions. All IRS with an Effective Date of more than 5 days
following the Trade Date are considered forward-starting and grouped according to
various buckets dependant on how far in the future the Effective Date differs from the
Trade Date. In the event an All IRS with an Effective Date prior to the Trade Date are
identified as ‘backwards-starting’. ISDA’s analysis has 53 separate Forward Starting
Term categories:

. Backward Starting

. Spot

. For Forward Starting trades within a year of Trade Date :
. 5 to 25 trading days

26 to 50 trading days

51 to 75 trading days

76 to 125 trading days
126 trading days to 1 year

. For Forward Starting trades starting more than a year after trade Date:
. 1 year to 2 years
. 2 to 3 years
. 3 to 4 years
. And so on, out to 46 years (the furthest forward starting swap in the
DTCC data)
c) Tenor: the Tenor of an IRS is defined as the difference between the Maturity Date and

the Effective Date. Where the Tenor equates to a round number of years +/- 5 trading
days, these are classified as Integer IRS. Otherwise, IRS are considered ‘broken dated’, or
fractional, and are identified as such. ‘ISDA’s analysis has

. For trades with a Tenor of < 1 year:
. 0 to 1.5 months
. 1.5 to 3 months
. 3 to 6 months
. 6 months to 1 year
. For trades with a Tenor of > 1 year:
. Integer Tenors from 1 year to 60 years (the swap with the longest tenor in

the DTCC data) (i.e. 60 categories of which only 53 had actual trades)
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d) Standard convention versus non-standard convention: We define ‘standard’ versus
‘non-standard’ swaps according to the way accrued interest is calculated and when
cashflows occur. There are currency- and term-specific payment frequency, reset
frequency and daycount conventions which market participants agree are standard in
practice. For example, a ‘standard’ 10-year GBP IRS swap would be characterized by
semi-annual fixed and floating leg payment frequencies, a semi-annual floating leg reset
frequency and ACT/360 fixed and floating leg daycount conventions.

Broken Dated Tenors from 1 year to 60 years (i.e. 60 categories of which
only 51 had actual trades)

Our Research Department at ISDA have taken great care to clean up the data, so that it is more
easily digested by those who choose to analyse it. We would like to stress that this is an
academic exercise — it in no way has skewed or added bias to our findings. By this we mean that:

. The daily DTCC repository data we have used only includes actual price-forming
transactions. It does not include novations, terminations, partial terminations,
amendments, delta-neutral compressions or anything similar.

. Furthermore, the CFTC’s Part 43 rule does not require reporting of derivative
transactions between different entities of the same corporate group where conducted for
internal risk management purposes.

. Additionally, the CFTC’s Part 43 rule allows for allocated trades to be reported as a
"block”, by which we mean that where an Investment Advisor transacts a single order on
behalf of multiple beneficial owner sub-accounts, these are reported to the DTCC as a
single amalgamated transaction.

. This finalised dataset reflects any subsequent cancellations of or corrections to the
initially-reported trade details.
. Transactions that are components of packages of multiple transactions are not

distinguished from comparable transactions traded in isolation, by which we mean that a
package of a 5 year IRS traded as a yield curve spread to a 10 year IRS appears in the
DTCC dataset as two separate transactions (a 5 year and a 10 year).

. The Trade Date is defined by the period of time ranging from 16:01 EST on trade trade T
t0 16:00 EST on T+1 to reflect realistic market dynamics.

. All notional amounts have been converted to US dollar amounts using Bloomberg’s last
reported exchange rate on the third Wednesday of each month.

We recommend that ESMA adopt all elements of this, specifically the exclusion on transactions
that are not price forming, the exclusion of transactions between different entities of the same
corporate group, and the consideration of block orders at the amalgamated level.

We also recommend that ESMA not distinguish trades that form part of a package as distinct
from comparable transactions traded in isolation; to do otherwise would be unnecessarily
complex. However, when it comes to application of the Pre- and Post-Trade Transparency
requirements, and the Derivatives Trading Obligation, such a simple approach will not be
appropriate, an issue we explore in more detail in response to other questions.
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Findings:

We present the results of ISDA’s analysis in the tables below. We have not replicated
scenarios 1, 2, 4 and 5 since the thresholds they set are far too low. Scenarios 1,4 and 5
do not require an instrument to be trading every day, and the minimum average daily
turnovers are inappropriately small.

ISDA’s members believe that, in order for an instrument to be considered liquid, it must
be actively trading 15-40 times per trading day and on at least every trading day. Trading
less frequently than once per trading day, or not trading on all trading days, does not
accord with continuity of buying and selling set out in the definition of a Liquid Market
in Article 2(1)(17) of MiFIR.

ISDA members consider that Scenario 7 sets more appropriate requirements for a class to
be considered liquid. In Scenario 7, an IRS must be traded on at least every trading day,
and on average at least 20 times per trading day (4,800/240), and requires an average
daily volume of at least 100,000,000 EUR in order for a class to be considered liquid.

Based on the data that was available to ISDA, Scenario 3 results in a set of liquid IRS that
corresponds reasonably well with the set of derivatives deemed MAT by the CFTC.
Generally, spot starting IRS with integer tenors at benchmark maturities across USD,
EUR and GBP are liquid under these scenarios. However, there are a small number of
classes from CAD and MXN which are shown to be liquid, which may reflect the US-
centric dataset, as well as two AUD and one JPY class. We have also replicated Scenario
6, but, the absence of a requirement of the class exhibiting trading on all trading days,
does not accord with continuity of buying and selling set out in the definition of a Liquid
Market in Article 2(1)(17) of MiFIR.

It is critical that ESMA determine liquidity correctly rather than taking a policy-based
approach that seeks to scope in a pre-determined percentage of volume or transactions.
Where an instrument does not have a liquid market, it qualifies for a waiver under pre
trade transparency for venues, is exempt from the pre trade transparency rules for SI and
is eligible for post trade transparency deferrals. Therefore, ESMA should consider where
the inappropriate calibration of the liquidity threshold would be harmful to what liquidity
is available in the relevant instruments were it to misclassify such instruments as illiquid.

Caveats and further comments

Although our analysis has been thorough, we do note the following caveats:

The data is US centric; we would not expect MXN trades to be so prevalent in data
relating to trading between European market participants, for example, and it is possible
that the DTCC dataset under-represents trading in certain European currencies.
Nevertheless, it is the framework and approach that we ask ESMA to focus on.
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We focussed only on IRS. Different thresholds may be appropriate for asset classes other
than Interest Rate Derivatives, due at least in part to difference in market structure.

We did not distinguish between those swaps with on-market coupons from those traded
with an off-market coupon + a fee. Nor did we distinguish between the collateral terms of
otherwise identical swaps, or whether swaps were centrally cleared or traded bilaterally.
We do not consider these particular determinants of a high-level determinant of liquidity.
But they do factor into the liquidity of trades when considered at a very granular level,
and are features that we recommend ESMA incorporate for the enhanced liquidity test
required for application of the Derivatives Trading Obligation.

DTCC data is "masked” in order to cap large notional volumes that might limit a
participant from hedging their position in a timely manner. For example, a EUR 5-year
plain vanilla interest rate swap notional may appear as follows: 150,000,000+. The
addition of the "+" at the end of the notional value indicates this is a capped notional
amount. Of the 479,855 trades observed in the analysis period, 80,763 (16.8%) are
capped. Thus, these values are smaller than the actual transacted notionals, which biases
dataset notional amounts lower.

When analysing their own internal trade data, some ISDA members have found different
results, which speaks to the importance of ESMA sourcing reliable, accurate European
data prior to undertaking their own analysis.

Inherent in calibrating the test for liquidity is the trade-off between degree of granularity
and thresholds. A lesser degree of granularity, for example, could only be adopted with a
different, higher, set of thresholds. The degree of granularity of classification and the
thresholds used must be considered by ESMA to be integral to their calibration.

Table 3 — Analysis results — scenario 3 — all trades

All Trades scenario 3

At least x trades during the 1 year period 240

Traded on at least x number of different days during the 1 year

period 240

Average daily volume is at least x EUR 100,000,000

Total # of classes 5,500

total # of classes captured as liquid 40

Percentage of swaps captured as liquid 0.7%

Total # of trades 479,855

Total # of trades captured as liquid 235,855
Percentage of trades captured as liquid 49%

Total volume 33,776,862,785,276
Total volume captured as liquid 14,807,709,803,624
Percentage of volume qualified as liquid 44%
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Table 6 — Analysis results — scenario 6 — all trades

All Trades scenario 6
At least x trades during the 1 year period 2,400
Traded on at least x number of different days during the 1 year
period 120
Average daily volume is at least x EUR 1,000,000
Total # of classes 5,500
total # of classes captured as liquid 28
Percentage of swaps captured as liquid 0.5%
Total # of trades 479,855
Total # of trades captured as liquid 219,871
Percentage of trades captured as liquid 46%
Total volume 33,776,862,785,276
Total volume captured as liquid 13,352,439,990,038
Percentage of volume qualified as liquid 40%
Table 7 — Analysis results — scenario 7 — all trades
All Trades scenario 7
At least x trades during the 1 year period 4,800
Traded on at least x number of different days during the 1 year
period 240
Average daily volume is at least x EUR 100,000,000
Total # of classes 5,500
total # of classes captured as liquid 13
Percentage of swaps captured as liquid 0.2%
Total # of trades 479,855
Total # of trades captured as liquid 173,098
Percentage of trades captured as liquid 36%
Total volume 33,776,862,785,276

Total volume captured as liquid
Percentage of volume qualified as liquid

11,163,015,598,709
33%

The following instruments are liquid under Scenario 3:

EUR/spot/10 year term /standard

EUR/spot/2 year term /standard

EUR/spot/20 year term /standard

EUR/spot/3 year term /standard

EUR/spot/30 year term /standard

EUR/spot/4 year term /standard

N[OOI~ IWIN|

EUR/spot/5 year term /standard
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EUR/spot/7 year term /standard

9 GBP/spot/10 year term /standard

10 | GBP/spot/30 year term /standard

11 | GBP/spot/5 year term /standard

12 | USD/spot/1 year term /standard

13 | USD/backward starting/10 year term
/standard

14 | USD/spot/10 year term / non-standard

15 | USD/spot/10 year term /standard

16 | USD/spot/12 year term /standard

17 | USD/spot/15 year term /standard

18 | USD/spot/2 year term /standard

19 | USD/spot/20 year term /standard

20 | USD/spot/3 year term / non-standard

21 | USD/spot/3 year term /standard

22 | USD/spot/30 year term /standard

23 | USD/spot/4 year term /standard

24 | USD/spot/4-broken/ non-standard

25 | USD/backward  starting/5 year term
/standard

26 | USD/spot/5 year term / non-standard

27 | USD/spot/5 year term /standard

28 | USD/spot/6 year term /standard

29 | USD/spot/7 year term / non-standard

30 | USD/spot/7 year term /standard

31 | USD/spot/8 year term /standard

32 | USD/spot/9 year term /standard

33 | AUD/spot/10 year term /standard

34 | AUD/spot/3 year term /standard

35 | CAD/spot/5 year term /standard

36 | JPY/spot/10 year term /standard

37 | MXN/spot/10 year term /standard

38 | MXN/spot/2 year term /standard

39 | MXN/spot/3 year term /standard

40 | MXN/spot/5 year term /standard

The following instruments are liquid under Scenario 7:

EUR/spot/10 year term /standard

EUR/spot/5 year term /standard

GBP/spot/10 year term /standard

AIWIN|F-

USD/backward starting/10 year term
/standard

(6}

USD/spot/10 year term /standard

6 | USD/spot/2 year term /standard
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USD/spot/3 year term /standard

8 USD/spot/30 year term /standard

9 | USD/spot/4 year term /standard

10 | USD/spot/5 year term /standard

11 | USD/spot/7 year term /standard

12 | MXN/spot/10 year term /standard

13 | MXN/spot/5 year term /standard

Please find the embedded spreadsheet for the data behind this exercise:

@

Transparency
Framework - scenaric

Additional comments about the liquidity of IRS under study:

It should be noted that the trading day thresholds used in the scenarios can be further
decomposed in the DTCC data to show a more granular picture of the frequency of daily trading
of the 5,500 individual combinations of IRS under study. Chart (XYZ below) highlights that
90% (4,952) of the combinations only traded between 1 and 49 days during the analysis period.

6,000

5,000

4,000

3,000

2,000

1,000

o I —

1to49 50 to 99 100 to 149 150 to 199 200 to 249 >250

Analysis of Credit Derivatives

ISDA has also analysed the six most liquid CDS indices. The table below shows the dramatic fall
in liquidity when an on-the-run series becomes an off-the-run series. As soon as an index
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becomes "off-the-run" it turns illiquid almost immediately. This dynamic should be strongly
considered for both the trading obligation and the transparency requirements.

Index Roll date Pre-roll | Post- Change | Post- Change | Post- Change | Post - | Change

5-day roll 1-5 roll 6- roll 11- roll 16-

average | day 10 day 15 day 20 day

trade average average average average

count trade trade trade trade

(old count count count count

series) (old (old (old (old

series) series) series) series)

Itraxx 20/03/2014 | 171.8 28.6 -83% 16.6 -90.3% | 6.4 -96.3% | 7 -95.9%
Europe
5Y
Itraxx 20/03/2014 | 143.4 414 -71.1% | 16.4 -88.6% | 10 -93.0% | 13.2 -90.8%
Crossover
5Y
Itraxx Sr | 20/03/2014 | 37.6 9.6 -745% | 5.4 -85.6% | 2.4 -93.6% | 1.6 -95.7%
Fincl 5Y
NA.HY 27/03/2014 | 160.8 62.8 -60.9% | 39 -75.7% | 30 -81.3% | 12.6 -92.2%
5Y
NA. 1G | 20/03/2014 | 192.8 64 -66.8% | 27.8 -85.6% | 16.4 -91.5% | 18 -90.7%
5Y
CDX. EM | 20/03/2014 | 29 16.8 -42.1% | 5.2 -82.1% | 4.6 -84.1% | 1 -96.6%
5Y

In this analysis, we have used the daily trade count from the publicly available DTCC SDR and
Bloomberg BSDR data. The table shows that liquidity in existing credit derivative index swaps
immediately declines following the date the new series begins to trade. This is evident by
comparing the 5 day trading volume average before the roll date with the 5 day trading volume
average after the roll date (we exclude the roll date itself since this is the event we wish to
analyze).

To complete the analysis, the table also shows the additional 5-day increments of average trading
volume post the roll date: days 6-10, days 11-15 and days 16-20. It appears that 75% or more of
this average liquidity has drained across the entire sample as early as day 10 and by the end of
the third trading week after the roll, liquidity has collapsed by over 90%. As stated above, ISDA
believes that a cash or derivative instrument that does trade at least daily should be considered
ipso facto illiquid.

The above analysis also demonstrates the degree to which an instrument is considered to be ‘on-
the-run’ influences the market’s propensity to trade it. Patterns that are similar to the above can
be observed in the Single name CDS market as well (the ‘on the run” SN CDS contract for a
given Reference Entity is typically considered to be the one that matures at the first IMM date
after 5 years have passed from trade inception). ISDA believes separating ‘on-the-run’
instruments from those that are ‘off-the-run’, in addition to separating instrument by underlying
Reference Entity, is the minimum that would be required for a reliable study of liquidity patterns.

In the United States, the ‘On-the-run/Off-the-run’ concept has been embedded in all Made
Available to Trade determinations submitted by SEFs thus far. The result of applying the trading
mandate only to instruments that are truly liquid in their own right (rather that instruments that
are liquid only with reference to other similar swaps) has been a relatively smooth transition to
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SEF trading for those products. When less liquid products are forced onto electronic platforms,
the risks of diminished liquidity and significantly higher transactions costs rise.

Please see the embedded spreadsheet for the data behind this exercise — the results of which are
presented on the "Summary Table" tab.

H
Copy of CDS index
roll analysis_SwapsIn

Analysis of Single Name CDS transactions
Summary

The goal of this analysis is to observe single name CDS transactions over the period of one year
in order to construct a framework for transparency and highlight possible implications of public
reporting. In doing so our work seeks to characterize the liquidity of single name CDS contracts.

Description of dataset

The single name CDS dataset was obtained via the Depository Clearing Trust Corporation
(DTCC) Trade Information Warehouse database over the period of July 1, 2013 to June 30,
2014. DTCC Market Risk Transaction Activity (Section V) provides users with a weekly
activity table designed to describe where market participants were engaging in market risk
transfer activity such as new trades between two parties, a termination of an existing agreement,
or the new leg of an assignment representing the trade between the step-in party and the
remaining party.

Several challenges arose when referencing this data. Although Section IV was designed to
exclude transactions which do not change the market risk position of the market participants such
as delta neutral compression trades, these trades are not easily identified and were initially
included in the public data set. Additionally, the data only described weekly gross (USD)
notional amounts and trade counts at the reference entity level, excluding more granular
information such as currency, coupon and term.

ISDA collaborated with DTCC to resolve the issues described above. The resulting data is
stripped of delta neutral trades and intra family transactions (which do not add to market risk)
and is described according to reference entity, currency, term and coupon characteristics as
shown in Table 1. To protect the anonymity of trading in single name CDS transactions with
lower volumes, weekly notional and trade count data was only given for those reference entities
which trade in excess of 50 or more contracts during the analysis period. The "dropped" single
names have been aggregated according to currency, reference entity type, term, and coupon
descriptors.

We will refer to the more granular dataset of single name CDS referen