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Griffin outlines the important benefits that derivatives can provide. Institutional investors

can use derivatives to meet their portfolio objectives and manage risk. Regional banks use
CDS’s to protect their loan portfolios, which allows them to free up capital to make more loans.
Manufacturers use derivatives to hedge risks that suppliers will not fulfill their obligations and
suppliers use them protect against the possibility that their customers will not pay. However,
Griffin notes the conditions under which derivatives can cause problems. Imprudent use of
derivatives in an antiquated and opaque market structure, the lack of comprehensive margin and
capital requirements, and the absence of a central counterparty clearing framework can be
catastrophic. Under these conditions, derivatives and other instruments can pose systemic risk.
Accordingly, Griffin recommends establishing capital requirements that reflect the systemic risk
derivatives can create and requiring financial institutions to use clearinghouses for the most

common OTC derivatives. He also emphasizes that, in order to avoid cross-border capital and

regulatory arbitrage, these standards and requirements should be coordinated internationally.
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