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A
s regulations targeting over-the-
counter (OTC) derivatives 
continue to unfold and increase 

the pressure on portfolios, participants in 
the FX market are increasingly turning to 
services that will help them reduce their 
cost of capital and manage their exposure 
to counterparties.

As the volume of OTC FX derivatives 
trading has picked up in recent years, com-
pression and optimisation have emerged 
as invaluable tools for enhancing capital 
efficiency and managing credit risk without 
fundamentally changing participants’ 
market positions.

At TriOptima, a market-leading post-trade 
risk management service provider, the use of 
these services has seen phenomenal growth.

On the compression side of the business, 
$11 trillion worth of gross notional was 
processed through the firm’s triReduce 
service in the past 12 months, with a 
record $4.9 trillion compressed in the 
fourth quarter of 2019 alone – 153% 
above the previous quarterly high achieved 
in Q3 2018. 

In a compression cycle, a set of forward 
and swap trades are eliminated and replaced 
with new transactions with a combined 
gross notional equalling less than the 
original combined gross, thus reducing 
costs without changing overall market risk 
positions. Depending on their require-
ments, market participants can prioritise 
certain objectives for each cycle, such as 
gross notional reduction or net FX delta 
optimisation for the standardised approach 
to counterparty credit risk (SA-CCR), 
leverage ratio or risk-weighted assets.

The recent uptick in volumes compressed 
is largely due to more banks joining TriOp-
tima’s FX network, with approximately 30 

globally systemic important banks (G-Sibs) 
now on board.

“It’s a network-based service,” explains 
Mattias Palm, head of triReduce FX at 
TriOptima, “so the more relationships that 
are involved in the service, the greater the 
reduction in counterparty exposure will be. 
But we’ve also seen participants become 
more mature in their use of the service. 
They’ve grown accustomed to tailoring 
their risk tools and fine-tuning their settings 
to improve their results dramatically.”

This, he says, is because banks have made 
the necessary technological investments 
to centralise their portfolio, thus enabling 
them to compress more trades on their 
global book. Additionally, many of them 
have also integrated their prime brokerage 
services into the network.

And, with a large portion of the 
interbank market participating, the net-
work becomes more attractive to smaller 
market participants.

While most of the compressed volumes 
are largely made up of continuous linked 
settlement (CLS) currencies, the return 
of volatility to FX markets in 2020 has 
highlighted the settlement risk associated 
with non-CLS emerging market currencies. 
Consequently, demand for compression 
cycles involving the offshore renminbi, the 
Russian ruble and the Turkish lira, among 
others, is on the up.

“The volumes are small, but the impact 
of each exposure is so much bigger,” says 
Palm. “That’s something that the market 
learned with Turkey earlier this year when it 
went from stable to unstable very quickly.”

Amid this turbulence in FX markets, 
TriOptima maintained a consistent service 
without any system failures.  

“This is really important,” says Phil Junod, 
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head of triReduce and triBalance business 
management at TriOptima. “The industry 
was faced with a unique set of events. Market 
volatility was back, but all of our clients were 
faced with the challenge of working from 
home, so the fact we managed to keep the 
service running without missing a beat and 
with full participation is very impressive.”

This consistency in service was true 
across all of TriOptima’s services, includ-
ing optimisation.

Launched in 2017, the firm’s triBalance 
service was set up to help market partic-
ipants optimise their counterparty risk 
following the introduction of the uncleared 
margin rules (UMR).

“With greater attention to the SA-CCR 
over the past year, the capital regime focus 
is changing from gross notional to a risk-
based approach,” says Erik Petri, head of 
triBalance solutions at TriOptima.

As counterparty exposure is the cen-
trepiece to both UMR and SA-CCR, 
triBalance’s weekly optimisation cycles 
prioritise rebalancing the credit relationship 

between counterparties. It does this, in part, 
by introducing short-term risk-reducing 
hedge trades across all relationships and 
asset classes with each participant remaining 
market risk neutral. “We have recently 
extended the triBalance solution to optimise 
SA-CCR in addition to UMR, which is 
something that attracts a lot of interest and 
positive feedback.”

Having recently introduced gold to its 
triBalance cycles, market participants can 
now optimise initial margin between coun-
terparties across equities, rates, commod-
ities and FX. The impact of diminishing 
counterparty risk is a reduction in the initial 
margin requirements.  

With $7 billion to $10 billion dollars’ 
worth of FX-driven initial margin reduced 
on a continuous basis, Petri expects the 
network to continue to grow steadily, 
with the potential to double over the next 
five years.

TriOptima was voted best compression/
optimisation service for FX at the 2020 FX 
Markets e-FX Awards. FX

As the world’s leading and most diverse 
derivatives marketplace, CME Group 
(www.cmegroup.com) enables clients to trade 
futures, options, cash and OTC markets, 
optimise portfolios, and analyse data – 
empowering market participants worldwide 
to efficiently manage risk and capture 
opportunities. CME Group exchanges offer the 
widest range of global benchmark products 
across all major asset classes based on 
interest rates, equity indexes, foreign exchange, 
energy, agricultural products and metals. The 
company offers futures and options on futures 
trading through the CME Globex® platform, 
fixed income trading via BrokerTec and foreign 
exchange trading on the EBS platform. In 
addition, it operates one of the world’s leading 
central counterparty clearing providers, CME 
Clearing. With a range of pre- and post-trade 
products and services underpinning the entire 
lifecycle of a trade, CME Group also offers 
optimisation and reconciliation services through 
TriOptima, and trade processing services 
through Traiana.

All information contained herein 
(“information”) is for informational purposes 
only, is confidential and is the intellectual 
property of CME Group Inc and/or one of its 
group companies (“CME”). This communication 
is directed at CLS Members who have 
professional experience in matters relating 
to investments and is not intended for Non-
Professional Clients (as defined in the Swedish 
Securities Market Law (lag (2007:528) om 
värdepappersmarknaden)) or equivalent in 
a relevant jurisdiction. This Information is 
not, and should not be construed as, an 
offer or solicitation to sell or buy any product, 
investment, security or any other financial 
instrument or to participate in any particular 
trading strategy.

The information is not to be relied upon 
and is not warranted, either expressly or by 
implication, as to completeness, timeliness, 
accuracy, merchantability or fitness for any 
particular purpose. All representations and 
warranties are expressly disclaimed.

Access to the information by anyone other 
than the intended recipient is unauthorised 
and any disclosure, copying or redistribution is 
prohibited without CME’s prior written approval. 
If you receive this information in error, please 
immediately delete all copies of it and notify the 
sender. In no circumstances will CME be liable 
for any indirect or direct loss, or consequential 
loss or damages including without limitation, 
loss of business or profits arising from the use 
of, any inability to use or any inaccuracy in the 
information.

CME and the CME logo are trademarks of 
the CME Group. CLS and the CLS logo are 
registered trademarks of CLS UK Intermediate 
Holdings Ltd. TriOptima AB is regulated by the 
Swedish Financial Supervisory Authority for the 
reception and transmission of orders in relation 
to one or more financial instruments. TriOptima 
AB is registered with the US National Futures 
Association as an introducing broker. For further 
regulatory information, please see www.nex.com 
and www.cmegroup.com 

Mattias Palm, head of triReduce FX at TriOptima


