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FIA Special Report

CFTC Begins Futurization Roundtable 

The Commodity Futures Trading Commission on Jan. 31 began a day-long roundtable discussion
focusing on the so-called futurization of swaps. The roundtable discussion was organized by the CFTC
to gather comments from a wide range of market participants about the shift of the over-the-counter
markets to futures exchanges and the implications for several CFTC rulemakings that are nearly
finalized. The discussion is expected to continue for the entire day; this report is based on comments
made during the first two panels. FIA will provide a more extensive report on the meeting after the
discussion ends.

In his opening remarks, CFTC Chairman Gary Gensler commented that the swap-to-futures shift is an
inevitable consequence of Dodd-Frank. “Now that the entire derivatives marketplace—both futures and
swaps—has comprehensive oversight, it's the natural order of things for some realignment to take
place,” he said.

CFTC Commissioners Mark Wetjen and Scott O’Malia asked the participants to provide them with
guidance on whether some of the CFTC’s rules need to be adjusted in light of the concerns about the
futurization trend. The two commissioners asked in particular for comment on issues that the agency
should consider as it finalizes the rules for swap execution facilities, block trading thresholds, and
certain other trading related rules. Those rules are nearly final; Gensler said he hopes to consider them
in February.

Some industry participants on the roundtable criticized the futurization trend, saying that the migration
to futures is being driven mainly by arbitrary differences in regulatory requirements that undermine the
goals of Dodd-Frank. Other participants said futurization should be viewed as a natural step in the
evolution of the swaps markets towards greater standardization and argued that differences in regulatory
treatment are justified by differences in how the markets function. Nearly all participants agreed,
however, that the CFTC should finalize the SEF rules as soon as possible.  

Walt Lukken, president and chief executive officer of FIA, participated in the roundtable discussion and
highlighted the importance of developing regulations that fit the risks of a particular market. “The key is
to ensure that the regulations being put forward are proportional to the risks and fit the attributes of
those markets,” Lukken said.

Panelists representing the over-the-counter markets, including SEF operators, urged regulators to
maintain a “level playing field” between SEFs and futures exchanges. For example, George Harrington,
head of global fixed income trading at Bloomberg, which operates an electronic swaps platform, noted
that cleared financial swaps are subject to much higher minimum margin requirements than financial
futures, and argued that there is no economic reason for this disparity.
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Kim Taylor, head of CME Group’s clearinghouse, responded by describing the issues that arise when
the clearinghouse has to liquidate a portfolio of positions in a default, and outlined several reasons why
the amount of margin needed for a portfolio of cleared swaps should be higher than for a portfolio of
futures. Don Wilson, chief executive of DRW Holdings and chairman of FIA Principal Traders Group,
added that cleared swaps are subject to the “legally separate but operationally commingled” treatment
to limit fellow customer risk, and therefore it would be reasonable for a clearinghouse to set a higher
margin requirement.  

Another key point of discussion was the CFTC’s treatment of block trades. For example, Chris Ferreri, a
managing director at ICAP who spoke on behalf of the Wholesale Markets Brokers Association, noted
that futures exchanges are allowed to set their own block trade sizes, but the CFTC’s proposed rules for
SEFs would not give them that freedom. He urged the CFTC to revise its approach to this issue and
allow SEFs to use various modes of trade execution for block trades such as electronic auction, request
for quote and hybrid voice, rather than limiting them to the futures model.

Representatives from CME Group and IntercontinentalExchange offered some historical context for the
futurization trend. They pointed out that the conversion of energy swaps to futures on their exchanges
last fall was only the latest step in an evolution that took place over many years. With respect to
regulation, Bryan Durkin, chief operating officer of CME, noted that there are “very distinct” differences
between futures contracts and swap contracts. “The rules are not necessarily the same and nor should
they be,” said Durkin.

Click Here for the Agenda and List of Participants
Click Here for Gensler’s Opening Statement
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