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	Date: 27 March 2020


[bookmark: _Toc280628648]Responding to this paper 
ESMA invites responses to the questions set out throughout its Consultation Paper on the Report on post trade risk reduction services with regards to the clearing obligation that ESMA is drafting under Article 85(3a) of the Regulation (EU) No 648/2012 of the European Parliament and Council on OTC derivatives, central counterparties and trade repositories (EMIR, as amended by Refit). 

Responses are most helpful if they:

· respond to the question stated;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all responses received by 15 June 2020.
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· Please do not remove tags of the type <ESMA_QUESTION_PTRR_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_PTRR_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_PTRR_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open consultations”  “Consultation Paper on post trade risk reduction services with regards to the clearing obligation (EMIR Article 85(3a))”.
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. Please clearly indicate by ticking the appropriate checkbox on the website submission page if you do not wish your contribution to be publicly disclosed. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.

Data protection
Information on data protection can be found at www.esma.europa.eu under the heading “Data protection”.
Who should read the Consultation Paper
All interested stakeholders are invited to respond to this consultation paper. In particular, responses are sought from financial and non-financial counterparties of OTC derivative transactions as well as central counterparties (CCPs) and clearing members. 

General information about respondent

	Name of the company / organisation
	IHS Markit
	Activity
	Other Financial service providers

	Are you representing an association?
	☐
	Country/Region
	Europe


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_PTRR_1>

Headquartered in London with offices in 10 EU Member States, IHS Markit (NYSE: INFO) is a world leader in critical information, analytics and solutions for the major industries and markets that drive economies worldwide. The company delivers next-generation information, analytics and solutions to customers in business, finance and government, improving their operational efficiency and providing deep insights that lead to well-informed, confident decisions. IHS Markit has more than 50,000 business and government customers, including 80 percent of the Fortune Global 500 and the world’s leading financial institutions. 
IHS Markit’s derivatives trade processing platform, MarkitSERV plays an important role in EU and global derivatives markets. The platform offers processing and reporting facilities and enables risk mitigation and market connectivity and entry. Among the specific services offered by MarkitSERV are trade confirmation, trade affirmation, allocations, submission of matched (confirmed or affirmed) trades to clearing, as well as a standard connectivity solution with customer risk systems. Globally, over 2,000 firms use MarkitSERV which processes an average of 90,000 derivatives transaction events every day. 
We are generally supportive of post-trade risk reduction (PTRR) frameworks and believe they offer significant financial stability and risk management benefits. We would like to see any transactions created from PTRR measures such as; compression, fixing risk reduction and moving linear risk from non-cleared portfolios to clearing being exempted from the EMIR Clearing Obligation (CO) – and of course the MIFIR Derivatives Trading Obligation (DTO) – as long as the process leads to a decrease in the net uncleared risk position. Flexibility in this should be provided to encourage innovation and lower costs for market participants. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting (the functionality to provide trade linkages already exists in middleware platforms such as MarkitWire and DSMatch). This approach would ensure that PTRR processes lead to increases in the amount of risk warehoused in CCPs, which would support G20 commitments and the general policy goals of regulations such as EMIR. 
It is also worth highlighting in the context of this CP on reducing post-trade risk that the current RTS26 regulation on straight through processing (STP) is unworkable, increases risk and is detrimental to MIFID2 objectives. MIFIR Article 29 states that CCPs, trading venues and clearing members should ensure transactions are submitted and accepted for clearing ‘as quickly as technologically possible’. RTS26 implements this by requiring that all ‘electronically traded’ cleared derivatives should be cleared within 10 seconds, or 10 minutes for non-electronically traded, in a process known as STP. 
While the principle of moving trades into clearing as soon as reasonably practicable should be supported, such overly demanding, inflexible requirements (i.e. 100 percent requirement – something that is impossible to comply with) damages innovation, restricts competition and potentially increases risk as firms need to send trades to clearing that are erroneous because they do not have the time to check for accuracy. (ESMA should also note that this problem has been exacerbated by widespread working from home during the COVID-19 crisis. With people needing (and being encouraged) to work from home, meeting the inflexible 10 second rule for electronic trades and 10 minute rule for non-electronically trades 100 percent of the time becomes even more challenging due to technological difficulties of home working and the need to contact the relevant parties wherever they happen to be if any post-trade checks or corrections are needed. This means we see more of the detrimental effects described above). 
The calibration of RTS26 rule is clearly disproportionate, causing negative effects without counterbalancing benefits. The marginal benefits of providing no flexibility appear very limited compared to the costs imposed and it would be relatively straightforward to calibrate a more proportionate requirement. For example, the requirements could be set at 80 percent of trades meeting the 10 second rule and 80 percent of trades meeting a revised 30 minute deadline (for electronically executed and voice or hybrid trades respectively). Such a correction would ensure the regulatory objectives were met but introduce some flexibility to enable and encourage competition and innovation, employ proper risk mitigation and allow fintech providers to operate successfully.
We appreciate the opportunity to provide ESMA with our comments, which we do so from being in the business of producing high-quality and timely data that is relied on for regulatory, operational and other purposes. We note that for the past three months, we have been focused on supporting our customers and systems during the COVID-19 crisis (during which time our systems have operated effectively and reliably). Therefore, in this response, we have set out our high-level thoughts and principles and we would be happy to discuss in more detail with ESMA up over the coming months. 

<ESMA_COMMENT_PTRR_1>




1. : Would you agree with the description of the benefits (i.e. reduced risks) derived from PTRR services? Are there any missing? Could PTRR services instead increase any of those risks? Are there any other risks you see involved in using PTRR services?
<ESMA_QUESTION_PTRR_1>

We broadly agree with ESMA’s description of the benefits derived from PTRR services, particularly that they can reduce operational and systemic risks, by reducing the number of transactions and/or notional exposure between counterparties. The use of such services should not be disincentivised by subjecting resulting transactions to regulatory requirements such as the EMIR CO.

We believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting.

<ESMA_QUESTION_PTRR_1>

: Would you agree with this description of portfolio compression? Please explain the different compression services that are offered and how they may differ from the description above.  Are there today viable alternatives to using PTRR services to achieve a similar outcome?  
[bookmark: _Hlk35514199]<ESMA_QUESTION_PTRR_2>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_2>


: Without changing the market risk of the portfolios, how different can the transactions included in the portfolio compression exercise be? Would the market risk be changed at all by the applied tolerances and if yes, how can the portfolio remain market neutral? What tolerance levels are often applied and could/should restrictions be placed on tolerances?
<ESMA_QUESTION_PTRR_3>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_3>

: Should there be a clearing exemption for PTRR trades that are a direct result from a portfolio compression? If not, why? Is there a difference between bilateral and multilateral portfolio compression for the sake of an exemption?   
<ESMA_QUESTION_PTRR_4>

We believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. Flexibility in this should be provided to encourage innovation. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting. This approach would ensure that PTRR processes lead to increases in the amount of risk warehoused in CCPs, which would support G20 commitments and the general policy goals of regulations such as EMIR.  Generally, bilateral and multilateral compressions are broadly similar in approach however multilateral compressions offer much greater opportunities for efficiency.

<ESMA_QUESTION_PTRR_4>

: Would you agree with this description of PTRR Services? What other forms of PTRR services exist? What do they do? How do they work? Are there any other viable alternatives to PTRR services, if yes, why are they not sufficient?
<ESMA_QUESTION_PTRR_5>

As stated above, we believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting.

<ESMA_QUESTION_PTRR_5>


: Without changing the market risk of the portfolios, how different can the transactions included in the PTRR exercise be? What tolerance levels are often applied and what restrictions could/should restrictions be placed on tolerances (if applies)?
<ESMA_QUESTION_PTRR_6>

Transactions included in the PTRR activities can be very different from the actual portfolio. Uncleared portfolios are likely to contain transactions that are neither standardised nor liquid and a PTRR service is likely to use more standardised transactions to reduce risk and uncleared positions. No tolerance restrictions should be imposed providing the PTRR activity (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) leads to a decrease in the net uncleared risk position. The fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting.

<ESMA_QUESTION_PTRR_6>


: Is the requirement under EMIR of portfolio compression sufficient to mitigate the risk of build-up of transactions and how is the market managing this risk today? 
<ESMA_QUESTION_PTRR_7>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_7>


: Based on all of the above, how would you define (algorithm based, second order risk, market neutral) PTRR services that cover all of the relevant aspects?
<ESMA_QUESTION_PTRR_8>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_8>


: Should there be an exemption from the clearing obligation for PTRR trades (other than portfolio compression) that are a direct result from a PTRR exercise? If not, why?  
<ESMA_QUESTION_PTRR_9>

As stated above, we believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting.

<ESMA_QUESTION_PTRR_9>


: Is there a PTRR service today including offsetting transactions with a CCP?
<ESMA_QUESTION_PTRR_10>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_10>


: Assuming there would be an exemption to the clearing obligation: 
(i) Could PTRR services conduct offsetting opposite trades in the counterparty’s cleared portfolio and if yes, should it be mandatory to enter into such offsetting transactions? 
(ii) Would the PTRR transaction in the non-cleared portfolio then remain between the counterparties or be terminated (netted)?  
<ESMA_QUESTION_PTRR_11>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_11>


: Please provide data (number of trades and notional compressed, amount of initial margin reduction, number of counterparties regularly using PTRR services, other metrics) per type of PTRR service, with as much granularity as possible (per entity, per asset class/currency, per run, over the years and over the past year, etc.) and the related explanations on how PTRR services are used.
<ESMA_QUESTION_PTRR_12>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_12>


: Please also, where possible, provide data whether those numbers would be expected to change if there was an exemption to the clearing obligation.
<ESMA_QUESTION_PTRR_13>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_13>


: Do you think an exemption from the clearing obligation for transactions resulting from PTRR services would increase the use of PTRR services? Please explain.
<ESMA_QUESTION_PTRR_14>

Yes. An exemption from the CO (and DTO) for transactions resulting from PTRR services would open up greater participation and innovation in PTRR services. This should reduce systemic risk and lower costs for market participants as the costs of risk management and exposure to complex instruments fall.

<ESMA_QUESTION_PTRR_14>


: Do you think an exemption from the clearing obligation is not needed for legacy portfolios and PTRR services generally? To what extent can the use of plain vanilla transactions in PTRR services be replaced with the use of non-plain vanilla transactions, or should this be avoided? Please explain.
<ESMA_QUESTION_PTRR_15>

We would support an exemption from the CO (and DTO) for legacy portfolios and PTRR services (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) generally. As stated in out above, an exemption from the CO for PTRR services that reduce net uncleared positions would reduce systemic risk, lower costs for market participants and promote regulatory objectives.

<ESMA_QUESTION_PTRR_15>


: Would an exemption to the clearing obligation contradict the G20 commitments? Please explain.
<ESMA_QUESTION_PTRR_16>

No, we do not believe such an exemption would contradict the G20 commitments.  An exemption from the CO (and DTO) for PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) that result in a decrease in net uncleared positions would ensure that PTRR processes lead to an increase in the amount of risk warehoused in CCPs, something that would support the G20 commitments, as well as and the general policy goals of regulations such as EMIR.

<ESMA_QUESTION_PTRR_16>


: How could an exemption to the clearing obligation for PTRR trades lead to a circumvention of the clearing obligation? Please explain.
<ESMA_QUESTION_PTRR_17>

[bookmark: _Hlk42268410]We believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. To avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting. Therefore, individual firms would not be able to benefit from the exemption to the CO unless it was for PTRR performed by an independent, regulated provider and it resulted in a decrease in the net uncleared position. 

<ESMA_QUESTION_PTRR_17>


: Would you consider introducing an exemption to the clearing obligation as an incentive not to clear transactions that technically are covered by the clearing obligation. If yes, why?
<ESMA_QUESTION_PTRR_18>

No. As explained above, we believe that the appropriate control framework would prevent circumvention of the CO by ensuring that PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing)  lead to a decrease in net uncleared positions. To avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting. Therefore, individual firms would not be able to benefit from the exemption to the CO unless it was for PTRR performed by an independent, regulated provider and it resulted in a decrease in the net uncleared position. 
 

<ESMA_QUESTION_PTRR_18>


: Are there risks with reducing collateral? Even if complying with regulatory requirements, could this lead to such capital being used to increase risks, possibly systemic risks?
<ESMA_QUESTION_PTRR_19>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_19>


: Are there other jurisdictions where PTRR trades have been exempted from the clearing obligation? Please explain the features of any such exemption. Do you use any of those exemptions, and for what type of trades?
<ESMA_QUESTION_PTRR_20>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_20>


: Should conditions, similar to the ones as outlined above, apply to a possible exemption under EMIR for PTRR transactions? Should other conditions apply? Would the answer depend on the type of PTRR service? Please explain.
<ESMA_QUESTION_PTRR_21>

As explained above, we believe that any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) should be exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. However, to avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting.

<ESMA_QUESTION_PTRR_21>


: Is there a difference between bilateral and multilateral portfolio compression justifying an exemption to the clearing obligation only to apply for multilateral portfolio compression?
<ESMA_QUESTION_PTRR_22>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_22>


: Should only uncleared transactions be included in portfolio compression in order to qualify for the clearing exemption? How would a possible limitation to uncleared transactions limit the effectiveness?
<ESMA_QUESTION_PTRR_23>

We would prefer to see flexibility to encourage innovation and enhance the effectiveness of PTRR services. However the condition that the PTRR activity resulted in a net decrease in the net uncleared position would need to be met in order to qualify for the CO (and ideally DTO) exemption. This would be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting. This approach would ensure that PTRR processes lead to increases in the amount of risk warehoused in CCPs, which would support G20 commitments and the general policy goals of regulations such as EMIR.  

<ESMA_QUESTION_PTRR_23>


: To benefit from an exemption to the clearing obligation, should PTRR trades be strict risk neutral or should there be tolerances for small changes in the risk of portfolios? How would you define what is an acceptably small change in risk?
<ESMA_QUESTION_PTRR_24>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_24>


: To benefit from an exemption to the clearing obligation, to what extent should parties to a PTRR exercise be able to be changed, i.e. not limited to the original counterparties? Would the answer depend on the type of PTRR service? Please explain.
<ESMA_QUESTION_PTRR_25>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_25>

: Should there be a requirement for PTRR services to reduce risk for a clearing exemption to apply? Should it apply to all PTRR services? If not, please explain why. How would a successful PTRR exercise be measured?
<ESMA_QUESTION_PTRR_26>

Ideally, as explained above, we would like to see any transactions created from PTRR measures (such as compression, fixing risk reduction and moving linear risk on non-cleared portfolios to clearing) being exempted from the EMIR CO (and the MIFIR DTO) as long as the process leads to a decrease in the net uncleared risk position. To avoid circumvention of the CO, the fact that the process led to a decrease in the net uncleared position should be attested to by an independent and regulated provider of the PTRR service (something which would be auditable) and, where applicable, trade linkages could be reported as part of EMIR and MIFIR transaction reporting. This approach would ensure that PTRR processes lead to increases in the amount of risk warehoused in CCPs, which would support G20 commitments and the general policy goals of regulations such as EMIR.
  
<ESMA_QUESTION_PTRR_26>


: Could PTRR services increase exposure or risk on a participant basis? Would the answer depend on the type of PTRR service provided? How should the PTRR service provider limit any possible increase in notional amount or risk? Please explain.
<ESMA_QUESTION_PTRR_27>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_27>


: How could a limitation like “no participant worse off” be defined?
<ESMA_QUESTION_PTRR_28>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_PTRR_28>


: How should it be ensured that PTRR service providers are independent in their assessment? Should the conditions imposed on the providers of PTRR services include requirements on governance of the algorithms to ensure the definition and the setting of parameters takes place with minimum influence from market participants? Should algorithms run with minimum manual intervention? Any other conditions or structural requirements that should apply?
<ESMA_QUESTION_PTRR_29>

[bookmark: _GoBack]As stated above, we believe that PTRR service providers should be subject to supervisory oversight, including the record keeping and similar requirements that would allow supervisors monitor whether conditions were being met. We believe that the main condition should be that PTRR activity results in a decrease in uncleared positions, which we believe would be relatively straightforward to monitor. Trade linkages could also, where applicable, be reported as part of EMIR and MIFIR transaction reporting (the functionality to provide trade linkages already exists in middleware platforms such as MarkitWire and DSMatch).  

<ESMA_QUESTION_PTRR_29>


: Do you consider that a PTRR service provider should be specifically licenced or authorised? Would this depend on the remits of the services provided? Would it be sufficient to provide requirements on the service provided, i.e. on transaction level rather than entity level? What do you see as the benefits of regulating PTRR services? Would this create any impediment or barriers?
<ESMA_QUESTION_PTRR_30>

Existing PTRR service providers are already regulated in the jurisdictions where they operate. We would support proportionate regulation and oversight, including the flexibility for services to be provided from outside the EU to capitalise on global efficiencies. The MIFID regulatory framework already contains appropriate requirements regarding governance, independence, product development and conflicts of interest.  

<ESMA_QUESTION_PTRR_30>


: What would be the cost-benefit of exempting PTRR transactions (replacement and risk mitigation services through offsetting trades such as rebalancing) from the clearing obligation?
<ESMA_QUESTION_PTRR_31>

We believe that the costs of adopting the approach to exempting PTRR as we have set out above would be minimal compared to the benefits, including promoting regulatory objectives to increase risk warehoused in CCPs, lower costs for market participants and promote innovation. 

<ESMA_QUESTION_PTRR_31>
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