
Proposed margin requirements for non-cleared OTC 

derivatives could increase trading costs for IORPs 
 

The European Supervisory Authorities (ESAs) have published a consultation on the Draft 

Regulatory Technical Standards (Draft RTS) on risk-mitigation techniques for OTC derivative 

contracts not cleared by a central clearing counterparty (CCP) under the European Market 

Infrastructure Regulation (EMIR). Risk-mitigation techniques such as initial and variation margin 

requirements complement EMIR’s OTC derivatives clearing obligation: they will apply to those 

OTC derivative transactions which are not cleared by a CCP. Hence, they are of particular 

importance for IORPs and their asset managers while they benefit from the exemption from the 

clearing obligation. 

 

In its response to the consultation, PensionsEurope demanded the ESAs to more adequately 

address the specific features and needs of IORPs and financial institutions managing assets on 

their behalf. It is PensionsEurope’s view that the very low counterparty risk of IORPs, the way 

they use derivatives to mitigate financial risk (as opposed to speculative purposes) as well as 

the significant impact that the proposed Draft RTS would have on IORPs and their beneficiaries 

should be taken into consideration. 

 

Indeed, requiring IORPs and their asset managers to post initial margin, as opposed to the 

current practice, would force them to divert capital from productive investments in order to 

meet short-term margin demands. It would also be against the rationale of the exemption from 

the clearing obligation granted to IORPs and their assets managers under EMIR. Moreover, and 

although the proposed large list of eligible collateral is welcomed, the suggested concentration 

limits on government bonds would be detrimental to the interest of IORPs, in particular 

because they would introduce unwanted valuation issues. It is PensionsEurope’s view that 

IORPs should not be penalized for using external credit ratings to assess the credit quality of 

collateral. 

 

The ESAs will now review the responses to the consultation submitted by stakeholders. They 

are expected to present the final RTS to the European Commission by the end of 2014. The 

application of the risk management procedures (including the requirement to collect collateral) 

in the modalities set by these RTS is scheduled to start on 1 December 2015. 

 

https://www.eba.europa.eu/documents/10180/655149/JC+CP+2014+03+%28CP+on+risk+mitigation+for+OTC+derivatives%29.pdf
http://www.pensionseurope.eu/system/files/PensionsEurope response to Consultation on risk-mitigation of non-cleared OTC derivatives - July 2014_0.pdf

