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Summary 

Kaswell believes that OTC derivatives markets play an important role in the economy and that 

some of the provisions of the DMTAA would harm the OTC derivatives markets and their ability 

to fulfill their economic functions. 

 

Trading Limits to Prevent Excessive Speculation 

Kaswell is concerned that the DMTAA puts the CFTC in an overly active role that could be 

fulfilled by exchanges with more expertise. 

 

 Kaswell believes that exchanges, not the CFTC, are better suited to determine position 

limits. 

 Kaswell is concerned that the position limit advisory groups proposed by the DMTAA 

are not composed of balanced members. 

 Kaswell does not believe that position limits should be set for all months because it could 

limit liquidity in the back months and interfere with market prices for these contracts. 

 

Over-the-Counter Authority 

The DMTAA suggests a test for determining whether the CFTC should have the authority to 

impose position limits.  The test is whether OTC transactions have the potential to disrupt the 

market. 

 

 Kaswell believes that this provision might automatically grant such authority to the 

CFTC because anything can be determined to have disruptive “potential.” 

 

Central Clearing 

Kaswell supports central clearing of certain OTC derivative products, but believes that Congress 

should not require that all OTC derivatives be cleared by a particular date. 

 

 Kaswell is also concerned that, as is, there are operational uncertainties for 

clearinghouses that include: 

o how to protect customer collateral 

o governing central counterparties and resolving disputes 

o the best forms for clearing  

o an appropriate fee structure 

 Many OTC products are not standardized and therefore cannot yet be cleared, making 

the requirement to clear all OTC derivatives potentially very disruptive. 

 

 

Limitation on Eligibility to Purchase a Credit Default Swap 

http://agriculture.house.gov/testimony/111/h020409/Kaswell.pdf
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Kaswell believes that requiring parties to have direct exposure in order to enter into a CDS 

contract would eliminate hedging and significantly impair the CDS market. 

 

Applicability of Regulations to All Commodities 

Kaswell believes that different commodities have different characteristics and trade in different 

markets, so not all regulations are applicable to all commodities. 

 

 Speculative position limits, for example, are not applicable to financial futures or their 

OTC derivatives. 
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Appendix A. MFA Principles for Improving OTC Derivatives Markets 

 

The MFA is a participant in the Operations Management Group, which is an industry group 

aimed at improving OTC derivatives markets.  The Group’s principles for such improvement, 

according to Kaswell’s testimony
1
, are: 

 

 Complete global use of CCP processing and clearing 

 Elimination of redundant trades through trade compression 

 Electronic processing of eligible trades 

 Elimination of backlogs 

 Risk mitigation for paper trades 

 Streamlined trade life cycle managements to process events 

 Central settlement for eligible transactions 

 

 

                                                 
1
 Please see Kaswell’s testimony for a more complete description. 


