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CONSULTATION RESPONSE
CLIENT CLEARING: ACCESS AND
PORTABILITY
INSIGHT INVESTMENT INSIGHT INVESTMENT
Insight Investment is one of the UK’s largest investment managers, managing over £836bn in assets, primarily for UK defined benefit
pension funds, as well as insurers, sovereign wealth funds and financial institutions1. The majority of Insight’s assets under management
are in risk management solutions that we provide for our clients (primarily asset-liability management solutions) and active fixed
income.

OVERVIEW OF INSIGHT’S POSITION
We agree with the issues represented by the DAT on CCSP (client clearing service provider, or clearing member) concentration issue,
lack of certainty re porting and access. We support the initiative by BCBS/IOSCO in exploring this further.
We see two key risks associated with client clearing:
•

•

The need to post variation margin in cash. Many buyside clients are limited in how much excess cash they can hold and therefore
require an efficiently functioning repo market, especially during periods of market stress. This is expanded in our response to the
October 2021 consultation on the review of margin practices.
The inability to port within short time frames upon either a CCSP default (usually two business days), or CCSP termination provision
(can be one to three months depending on commercial terms). The focus of our response to this consultation focuses on this risk.
We do not believe porting risk has reduced in recent years.

Note that while we do clear in the US as well as Europe, our experience is greatest in Europe (including UK), and so our response will be
more influenced by those models.
Potential solutions to help mitigate porting risk
In order to reduce this risk we propose a number of potential solutions for consideration below. We appreciate each of these
suggestions has its own challenges, but it does not appear that there are easy solutions to this issue.
•
•

•

1

Bank capital rules: Regulators could consider recalibrating bank capital rules to encourage more banks to provide CCSP services
so that porting becomes more likely.
Minimum notice period for CCSP termination: We would support a regulatory minimum notice period of at least six months for
the termination of services by CCSPs in order to provide a greater chance that porting is successful even for large directional
portfolios and in stressed conditions. Bank capital rules would need to be appropriately calibrated to ensure that this extension of
notice period does not discourage banks from providing CCSP services.
Ability to extend the porting window by client connecting with CCPs directly:
o We believe it is crucial that under any model (whether it is a standard client clearing model or sponsored access model), that
clients have the ability to extend the porting window by connecting with the CCP directly in the event of CCSP
default/termination. This would allow clients to post initial margin (IM) and variation margin (VM) directly to the CCP to support
the trades. A sensible multiple of initial margin may be considered during this phase as clients are unlikely to be able to post

As at 30 September 2021. Assets under management (AUM) are represented by the value of cash securities and other economic
exposure managed for clients. Figures shown in EUR. FX rates as per WM Reuters 4pm spot rates. Reflects the AUM of Insight, the
corporate brand for certain companies operated by Insight Investment Management Limited (IIML). Insight includes, among others,
Insight Investment Management (Global) Limited (IIMG), Insight Investment International Limited (IIIL), Insight Investment Management
(Europe) Limited (IIMEL) and Insight North America LLC (INA), each of which provides asset management services.

•

default fund contribution and make intra-day margin calls. Further consideration may also be needed to ensure that risks and
complexity around intra-day margins are addressed appropriately.
o There has been a lot of discussion and interest in the market about the development of sponsored access models and, while
we are supportive of these models and may at some point provide a solution to some of the issues set out here, we
unfortunately do not believe that they currently solve these issues for the OTC derivatives market. There are a number of
reasons for this: we are only aware of one CCP that provides this service for OTC derivatives and other CCPs (where much
clearing liquidity resides) are still unwilling or unable to; the number of banks willing to provide clearing services on such a
sponsored access model is also highly limited (we are only aware of one); and finally, but importantly, these models do not
currently provide the ability for the client to connect to the CCP directly in the event of a CCSP default to extend the porting
window beyond the standard window of around two business days. The combination of these factors means that porting risk
remains high, similar to a standard clearing arrangement. These models work better for repo clearing as explained further
below, however the number of banks providing CCSP services is still highly limited (we are aware of only two for any
particularly CCP in Europe).
o We would be highly supportive of any model – whether a standard client clearing model or sponsored access clearing model –
that permits the extension of porting windows as described above. This is one of the most robust ways to reduce the porting
risk in the short term in a scenario where banks are not willing to provide clearing services. However, the risk for a longer-term
solution remains open as CCPs are unlikely to want clients to maintain this interim status indefinitely.
o Direct access clearing models would naturally provide a direct connectivity to CCPs at all times, thereby eliminating porting
risk. However, the impediments of getting this to work for buyside firms are high and, even if it was theoretically possible to
make this work (which would require significant alteration to the CCP models on direct access), it would only be available for
the very largest clients. Therefore, it is not a market wide solution and so is unlikely to significantly reduce any systemic risk in
the unfortunate event that banks are unwilling or unable to provide clearing services (e.g. in stressed market conditions).
Game plan: We are supportive of any plans that CCPs are able to develop that enable successful porting. However, as the
discussion paper notes, the value of such plans may be limited – for example, they may become outdated as circumstances change
and CCSPs may change their view on accepting client ports during times of significant market stress. We understand that in the
US, the regulator works with the CCP to ensure that porting takes place for the client’s positions; we are not aware of this
arrangement existing in European markets and can see significant benefits, if it were possible.

Finally, we summarise below the key features that we believe are necessary for client clearing models to be successful:
•
•
•
•

A feature allowing clients to port margin directly to CCPs in the event of CCSP default. This may be either within the standard client
clearing model or via a sponsored clearing model.
Strong support from the banking community to provide clearing services to all models, whether standard clearing models or
sponsored clearing models.
Greater confidence that the CCSP relationship is for the long haul and one that can be relied upon even in stressed conditions.
Any clearing model, other than perhaps the pure direct access clearing models, should be available for large, medium and small
clients.

Sponsored access models
Below, we provide some thoughts on sponsored access models that exist today. Note that the sponsored access clearing model
experience is different for repos to OTC derivatives.
•

Sponsored access clearing model for repos:
These models do exist and are something we actively support. However, they are currently only available to large buyside clients,
with few banks willing to provide sponsored clearing services. In Europe we are only aware of a couple of banks providing these
services for repo clearing sponsored access models.
Generally, CCPs are willing to provide the ability for clients to post margin directly to the CCP in the event of a agent member
default. This is something we very much support as it means that the transactions can still be maintained upon agent member
default and thus, if the positions are properly collateralised, the CCP should be less likely to close out open positions. This feature
potentially provides additional time for the client to find an alternative sponsored clearing provider.
This feature is more easily supported for repo clearing because repo transactions are short dated (usually no more than 612months long) so the risk associated with this is smaller. We are not aware of this feature being offered for OTC derivatives.

•

Sponsored access clearing model for OTC derivatives
We are only aware of it being offered by one CCP and only for the largest clients. The number of CCSPs supporting this are limited
(we believe just one). We are not aware of other CCPs, where significant liquidity still resides, offering such models for OTC
derivatives clearing.

Where this model does exist for OTC derivatives, our understanding is that these models do not have the ability to provide
margin directly to CCPs upon CCSP default. Therefore, this model does not offer the same level of protection that is available on
sponsored clearing models for repos. As such, client must still find an alternative agent member within a short (circa 2 business
days) of agent member default, or positions will be liquidated.
One of the benefits that was hoped for with a sponsored clearing model was that it would reduce balance sheet utilisation for
banks as bank capital rules would provide an advantage versus standard clearing service models. It was believed that this would
encourage more banks to offer clearing services, bringing greater competition and addressing the CCSP concentration issue. In
reality we have not seen much evidence of this. We are only aware of one bank supporting this service for OTC derivatives which is
also only available at one CCP, and similarly only a couple of banks for sponsored repo clearing services (in Europe).
Direct access models
While in theory there could be many benefits to getting a direct access model to work for clients, in practise there are number of
impediments which would require CCPs to have to change their models significantly to work. The impediments include the following:
•
•

•

•

Minimum capital requirements: this would not work for many of the buyside, including pension funds, as they are fully
invested and do not have uninvested capital.
Default fund contribution: this may not be permitted by some buyside firms, including potentially pension funds, depending
on their local regulation. We were interested in the BCBS/IOSCO consultation report that mentioned some CCPs offering a
model where the need to contribute to a default fund is dropped and replaced by greater initial margin collateralisations. We
would support such models but, although we have explored this with some CCPs, we are not aware that they exist, even
though we do manage investments for large pension funds.
Participation in default management process: this is likely to be problematic for buyside firms not only because some clients
may be prevented from taking positions that would result in them being exposed to loss mutualisation, but also because they
do not have the market making experience to be able bid on these portfolios.
Operation liquidity: practical consideration around intra-day margin calls would also need to be considered, including the
potential for out of hours margin calls, which could possibly be solved by having a paying agent.

Even if it was possible to solve the above issues, it would only be for the largest clients. Therefore, it is not a market wide solution and so
is unlikely to significantly reduce any systemic risk in the unfortunate event that banks are unwilling or unable to provide clearing
services (e.g. in stressed market conditions). However, if the largest clients were able to gain direct access, it may remove some
pressure from the market and therefore may still be helpful.

ACCESS
Design of direct and sponsored access models
QUESTION 1: Do you agree with the observation in the discussion paper that the direct and sponsored access models are designed for
and generally used more by larger and/or more sophisticated clients?
Yes, we would agree with this observation.

QUESTION 2: Could there be any other solutions that would facilitate access, either through greater use of such access models by small
and medium-sized clients, or through some other solution?
Barriers
QUESTION 3: Do you agree with the findings in the discussion paper that direct and sponsored access models are used more for certain
types of products (eg repos) than for others? Do you agree with the reasons described in the paper for why this is the case? Why/why
not?
Agree, please see executive summary for more information.

Challenges related to direct and sponsored access models
QUESTION 4: Do you agree that direct and sponsored access models have the potential to diversify the risk profile of the direct clearing
participant basis of a CCP by introducing new types of direct participants? Why/why not?
No comment.

QUESTION 5: Do you think that CCPs have introduced sufficient safeguards to prevent risk transmission from direct participants using
direct and sponsored access models? Why/why not? If not, what additional safeguards do you think are necessary?
No comment.

QUESTION 6: Do you think that sponsors are properly incentivised to closely monitor the activity of their sponsored participants (ie the
direct participants)? Why/why not? If not, how do you think sponsors could be properly incentivised?
No comment.

QUESTION 7: Do you think that the number of sponsors is limited? Are you concerned about sponsor concentration risk? If so, is this
because it is difficult to find a sponsor? Are there any other reasons?
We do believe that the number of sponsors is limited and have some concerns about sponsor concentration risk. We are only aware of
one or two banks supporting these services for sponsored repo clearing services, and OTC derivatives and similarly a couple of banks
for.
One of the benefits that was hoped for with a sponsored clearing model was that it would reduce balance sheet utilisation for banks as
bank capital rules would provide an advantage versus standard clearing service models. It was believed that this would encourage more
banks to offer clearing services, bringing greater competition and addressing the CCSP concentration issue. In reality we have not seen
much evidence of this.

QUESTION 8: Do you think that CCP rules adequately address the issue of sponsor default? If so, what are the CCP rules that adequately
address this issue? If not, what kind of CCP rules are required to address this issue?
We believe these are adequately addressed.
We would encourage other models to also be created where clients can post margin directly to the CCP in the event of a CCSP default
to extend the porting window. A sensible multiple of initial margin may be considered during this phase as clients are unlikely to be able
to post default fund contribution and make intra-day margin calls. This is further discussed in the executive summary above.

Testing
QUESTION 9: Have you participated in default management exercises that test direct and sponsored access models?
No but we would be keen to if the CCP was to initiate this.

QUESTION 10: Without providing identifying information, what has worked well in such exercises? What has not? Do you have
recommendations as to what could be improved for such exercises?
No comment.

Additional considerations
QUESTION 11: Please describe any additional factors that may be impacting the activity and uptake of direct and sponsored models
that are not considered in this paper.
We repeat from our executive summary below:
While in theory there could be many benefits to getting a direct access model to work for clients, in practise there are number of
impediments which would require CCPs to have to change their models significantly to work. The impediments include the following:
•
•

Minimum capital requirements: this would not work for many of the buyside, including pension funds, as they are fully
invested and do not have uninvested capital.
Default fund contribution: this may not be permitted by some buyside firms, including potentially pension funds, depending
on their local regulation. We were interested in the BCBS/IOSCO consultation report that mentioned some CCPs offering a
model where the need to contribute to a default fund is dropped and replaced by greater initial margin collateralisations. We
would support such models but, although we have explored this with some CCPs, we are not aware that they exist, even
though we do manage investments for large pension funds.

•

•

Participation in default management process: this is likely to be problematic for buyside firms not only because some clients
may be prevented from taking positions that would result in them being exposed to loss mutualisation, but also because they
do not have the market making experience to be able bid on these portfolios.
Operation liquidity: practical consideration around intra-day margin calls would also need to be considered, including the
potential for out of hours margin calls, which could possibly be solved by having a paying agent.

Even if it was possible to solve the above issues, it would only be for the largest clients. Therefore, it is not a market wide solution and so
is unlikely to significantly reduce any systemic risk in the unfortunate event that banks are unwilling or unable to provide clearing
services (e.g. in stressed market conditions). However, if the largest clients were able to gain direct access, it may remove some
pressure from the market and therefore may still be helpful.

QUESTION 12: Please provide any additional comments with regards to the impact that direct and sponsored access models have on
access to client clearing.
We repeat from our executive summary below:
There has been a lot of discussion and interest in the market about the development of sponsored access models and, while we are
supportive of these models and may at some point provide a solution to some of the issues set out here, we unfortunately do not
believe that they currently solve these issues for the OTC derivatives market. There are a number of reasons for this: we are only aware
of one CCP that provides this service for OTC derivatives and other CCPs (where much clearing liquidity resides) are still unwilling or
unable to; the number of banks willing to provide clearing services on such a sponsored access model is also highly limited (we are only
aware of one); and finally, but importantly, these models do not currently provide the ability for the client to connect to the CCP directly
in the event of a CCSP default to extend the porting window beyond the standard window of around two business days. The
combination of these factors means that porting risk remains high, similar to a standard clearing arrangement. These models work
better for repo clearing as explained further below, however the number of banks providing CCSP services is still highly limited (we are
aware of only two for any particularly CCP in Europe).

QUESTION 13: Please provide additional comments with regard to access to client clearing more generally.
These are well captured in the DAT report, but some issues include:
•
•
•
•
•
•

Lack of sufficient CCSP to make the client clearing model reliable in stressed conditions
High concentration CCSP such that a default or an exit of business by one of them could lead to systemic risks in the market
Lack of confidence that porting will reliably work in stressed conditions
Lack of confidence that CCSP will be there to support the business in less favourable times, given they have an “option” to
walk away through termination provisions
Concern that directional portfolios will experience the difficulties of all of the above to a greater extent
Concern that the portfolios will be forced into liquidation due to CCSP no longer supporting service (either due to default or
commercial reasons to exit the business).

PORTING
Risks from not porting
QUESTION 14: Are there any additional risks or potential harm associated with not porting following a clearing participant default,
which were not described in the discussion paper? If so, please describe such additional risks and/or harm.
Portfolios shall be liquidated, clients will lose their exposure (which may have been providing a hedge for a liability), and clients will also
not have visibility on when and what is liquidated which leaves them unable to also try to manage this risk.

QUESTION 15: Potentially effective practices. Do you agree with the two tools identified in the discussion paper as potentially
successful porting practices? Are there any other tools that should be identified as potentially effective practices?
Agree but we also request the consideration of the points below as ways to make porting more successful.
We repeat from our executive summary below:

We appreciate each of these suggestions has its own challenges, but it does not appear that there are easy solutions to this issue.
•
•

•

•

Bank capital rules: Regulators could consider recalibrating bank capital rules to encourage more banks to provide CCSP services
so that porting becomes more likely.
Minimum notice period for CCSP termination: We would support a regulatory minimum notice period of at least six months for
the termination of services by CCSPs in order to provide a greater chance that porting is successful even for large directional
portfolios and in stressed conditions. Bank capital rules would need to be appropriately calibrated to ensure that this extension of
notice period does not discourage banks from providing CCSP services.
Ability to extend the porting window by client connecting with CCPs directly:
o We believe it is crucial that under any model (whether it is a standard client clearing model or sponsored access model), that
clients have the ability to extend the porting window by connecting with the CCP directly in the event of CCSP
default/termination. This would allow clients to post initial margin (IM) and variation margin (VM) directly to the CCP to support
the trades. A sensible multiple of initial margin may be considered during this phase as clients are unlikely to be able to post
default fund contribution and make intra-day margin calls. Further consideration may also be needed to ensure that risks and
complexity around intra-day margins are addressed appropriately.
o There has been a lot of discussion and interest in the market about the development of sponsored access models and, while
we are supportive of these models and may at some point provide a solution to some of the issues set out here, we
unfortunately do not believe that they currently solve these issues for the OTC derivatives market. There are a number of
reasons for this: we are only aware of one CCP that provides this service for OTC derivatives and other CCPs (where much
clearing liquidity resides) are still unwilling or unable to; the number of banks willing to provide clearing services on such a
sponsored access model is also highly limited (we are only aware of one); and finally, but importantly, these models do not
currently provide the ability for the client to connect to the CCP directly in the event of a CCSP default to extend the porting
window beyond the standard window of around two business days. The combination of these factors means that porting risk
remains high, similar to a standard clearing arrangement. These models work better for repo clearing as explained further
below, however the number of banks providing CCSP services is still highly limited (we are aware of only two for any
particularly CCP in Europe).
o We would be highly supportive of any model – whether a standard client clearing model or sponsored access clearing model –
that permits the extension of porting windows as described above. This is one of the most robust ways to reduce the porting
risk in the short term in a scenario where banks are not willing to provide clearing services. However, the risk for a longer-term
solution remains open as CCPs are unlikely to want clients to maintain this interim status indefinitely.
o Direct access clearing models would naturally provide a direct connectivity to CCPs at all times, thereby eliminating porting
risk. However, the impediments of getting this to work for buyside firms are high and, even if it was theoretically possible to
make this work (which would require significant alteration to the CCP models on direct access), it would only be available for
the very largest clients. Therefore, it is not a market wide solution and so is unlikely to significantly reduce any systemic risk in
the unfortunate event that banks are unwilling or unable to provide clearing services (e.g. in stressed market conditions).
Game plan: We are supportive of any plans that CCPs are able to develop that enable successful porting. However, as the
discussion paper notes, the value of such plans may be limited – for example, they may become outdated as circumstances change
and CCSPs may change their view on accepting client ports during times of significant market stress. We understand that in the
US, the regulator works with the CCP to ensure that porting takes place for the client’s positions; we are not aware of this
arrangement existing in European markets and can see significant benefits, if it were possible.

Finally, we summarise below the key features that we believe are necessary for client clearing models to be successful:
•
•
•
•

A feature allowing clients to port margin directly to CCPs in the event of CCSP default. This may be either within the standard client
clearing model or via a sponsored clearing model.
Strong support from the banking community to provide clearing services to all models, whether standard clearing models or
sponsored clearing models.
Greater confidence that the CCSP relationship is for the long haul and one that can be relied upon even in stressed conditions.
Any clearing model, other than perhaps the pure direct access clearing models, should be available for large, medium and small
clients.

QUESTION 16: What additional approaches do CCPs use to pre-emptively identify a backup CCSP? What incentives can be provided to
assist the development of alternative/backup CCSP relationships? Are there any other considerations for alternate/backup CCSPs not
set forth in the report?
No comment.

QUESTION 17: Are there other considerations for having a game plan that were not described in the discussion paper?

No comment.

QUESTION 18: In addition to those outlined in the paper, what attributes of account structures facilitate or impede porting client
accounts?
No comment.

QUESTION 19: Are some client accounts not suitable for porting?

QUESTION 20: Does holding excess collateral and the ability to make direct payments improve the probability that a client will be
ported successfully or are there impediments to using this collateral?
We strongly support this. See executive summary for more information.

QUESTION 21: What is your view of a client consent mechanism that could be used to facilitate porting, if permitted under applicable
law?
No comment.

QUESTION 22: Are the potentially effective practices described in the discussion paper consistent with prior porting experiences?
No comment.

QUESTION 23: Are there any barriers to implementing potentially effective porting practices that are not described in the discussion
paper?
No comment.

Communication and coordination
QUESTION 24: Are there any additional communications by the CCP or the defaulting CCSP that may increase the probability of porting
client accounts?
No comment.

QUESTION 25: Are there additional actions CCPs can take following a clearing participant default to coordinate that are not set forth in
the discussion paper? Are there any limitations on coordination that are not included in the paper?
No comment.

Harmonisation
QUESTION 26: Are there additional items CCPs can harmonise or standardise during business as usual that are not outlined in the
discussion paper? Are there any factors that may impede harmonisation or standardisation that are not provided in the paper?
No comment.

Notable issues to consider when developing a porting protocol
QUESTION 27: Are there additional regulatory requirements that could impede porting? Can such impediments be addressed or
mitigated through action prior to the CCSP’s default?
No comment.

QUESTION 28: Are there any additional factors that should be addressed in testing exercises?
No comment.

QUESTION 29: Please provide examples of good disclosure practices from your perspective.
No comment.

QUESTION 30: Are there other arrangements a CCSP can make to ensure that, post default, the CCSP can help coordinate porting at
multiple CCPs if the CCSP is a non-defaulter? If the CCSP defaults, what arrangements can the CCSP make to facilitate the porting of its
clients?
No comment.

Suggested next steps
QUESTION 31: Please provide feedback on the suggested next steps for consideration. Do you agree that these issues warrant further
consideration by CCPs, CCSPs and/or clients? Are there additional issues that may warrant further consideration?
We encourage policy makers to consider all options including those that are set out in the executive summary. We are grateful to BCBS
and IOSCO in engagement on this topic.

RISK DISCLOSURES
Past performance is not indicative of future results. Investment in any strategy involves a risk of loss which may partly be due to
exchange rate fluctuations.
Any target performance aims are not a guarantee, may not be achieved and a capital loss may occur. Funds which have a higher
performance aim generally take more risk to achieve this and so have a greater potential for the returns to be significantly different than
expected.
Portfolio holdings are subject to change, for information only and are not investment recommendations.
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