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DERIVATIVES
H o w  w i l l  n e w  U . S .  a n d  e . U .  r e g U l a t i o n S 
a f f e c t  t H e  a S i a - P a c i f i c  r e g i o n ? 

With a myriad of global regulatory changes facing the financial services industry, 2011 is 

expected to be a year of active rulemaking in the United States and the European Union. 

While the timing of financial regulatory reform for the Asia-Pacific region is less certain, 

APAC countries will undoubtedly be affected by several regulatory changes occurring in the  

United States and European Union, chief among them, over-the-counter (OTC) derivatives.

Several proposed regulatory changes for financial institutions in the United States and 

European Union are still unclear and will not be finalized for several months – mid- to 

late-2011 for the United States and 2012 for the European Union. Many common themes 

are expected between these sets of proposals, with hopes that regulatory arbitrage will not 

occur. Except for Hong Kong and Singapore, regulatory jurisdiction in APAC is fragmented 

and will leave rulemaking in the region on a delayed timeframe compared with the United 

States and European Union. However, as U.S. and E.U. legislators write rules that will 

reshape the derivatives landscape in their respective jurisdictions, Asia-Pacific financial  

institutions will likely be affected. Those engaging in global transactions will have to 

address the complexity of dealing with regulatory reform in different jurisdictions and 

managing those overlaps.
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CLEARING
U.S. and E.U. regulations on the mandatory clearing of swaps will largely depend on  
two key factors: (1) classification of entity (dealer/major swap participant/end user) and 
(2) OTC derivatives traded. In the United States, many corporations and pension funds 
may receive end-user exemptions from having to clear swaps. In the European Union, 
there will likely be a period of time (i.e., three years) where similar organizations  
will receive an exemption. For firms that do not receive exemptions, any trade that is 
accepted by a clearing exchange will be subject to mandatory clearing and will most likely 
be executed through a swap execution facility. APAC institutions that trade OTC deriva-
tives with a U.S. or E.U. bank (i.e., a foreign branch of a U.S./E.U. registered bank) may be 
obligated to comply with the regulations as if they were a U.S.- or E.U.-registered entity. 
For APAC firms aiming to receive an exemption from mandatory clearing, registration 
with the appropriate U.S./E.U. regulatory body likely will be required.

In the case of existing transactions held by APAC institutions, there appears to be no 
requirement to convert those transactions to a clearing model if they are currently held 
with a U.S.-based counterparty. The E.U. regulators have not yet addressed this topic in 
their rulemaking process.

REpoRtING
U.S. and E.U. banks that enter into OTC and cleared swaps with APAC institutions may 
still be required to report their positions to the appropriate swap data repositories. There 
are concerns, however, that this reporting will violate confidentiality agreements currently 
required of financial institutions in Asia. 

MARGIN
U.S. and E.U. regulators will impose capital requirements on banks that continue to hold 
OTC derivatives. If an APAC institution trades OTC derivatives with U.S. banks, the U.S. 
banks may impose strict margin requirements similar to their requirements if trading 
with a U.S.-registered end-user. Similarly, an E.U.-based dealer may be required to margin 
the transaction or face capital requirements.   In addition to regulatory requirements, 
industry standards continue evolving that lead to a more orderly collateral management 
process for all parties. For example, frequent and proactive derivatives reconciliations are 
being adopted by Asia-Pacific firms in an effort to reduce the length of time required to 
resolve collateral disputes.
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ApAC REGuLAtoRy REquIREMENts
As different countries in the Asia-Pacific adopt rules governing derivatives activities, 
there will be a call for coordination and acceptance of multi-jurisdiction exchanges and 
trade repositories. There may be reciprocity granted if the exchanges demanded by the 
United States and European Union accomplish the same principles as having access to 
APAC swap data repositories. While the Asia-Pacific region may benefit from a delayed 
implementation of rule-making through balanced regulations to reduce systemic risk at a 
minimal cost of implementation, in the near-term there will likely be direct consequences 
for APAC institutions that trade with U.S.- and E.U.-based counterparties.

This material is directed to institutional investors, expert investors and professional investors only and should not be relied upon by retail investors.

Northern Trust Global Investments Japan, K.K. is regulated by the Japan Financial Services Agency. Northern Trust operates in Australia as a foreign authorised deposit- 
taking institution (foreign ADI) and is regulated by the Australian Prudential Regulation Authority. Northern Trust in Hong Kong is a securities company regulated by the  
Securities and Futures Commission. Northern Trust in Singapore is a foreign wholesale bank regulated by the Monetary Authority of Singapore. The Northern Trust 
Company has a branch in China regulated by the China Banking Regulatory Commission.
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We hope you enjoy the latest presentation from Northern trust’s Line of Sight. By providing research, findings, analysis 

and insight on the effects and implications of our changing financial landscape, Line of Sight offers the clarity you need 

to make better informed decisions.


