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Collateral, collateral management and the future of the world. A round-table with 
Prof. Ronald Anderson (LSE), Manmohan Singh (IMF), Saheed Awan (Euroclear), 

Kathleen Tyson Quah (Granularity) and Richard Metcalfe (Investment Management 
Association). 

Held on Thursday, September 18, 2014, at London Capital Club. 

The round-table explored concerns about a scarcity of collateral – typically the high-
quality liquid assets that must be held by banks, central clearers and other systemic 
institutions to guard against the Lehman-style failure of a counterparty. Demand for 
collateral has been driven up by post-crisis regulation that has required banks to be 
better prepared for a drying up of funds (liquidity coverage), and is driving trading in 
derivatives through central counterparties (CCPs), which require collateral to be posted. 

The impact of an increase in demand has been exacerbated by limits on the re-use of 
collateral. How much of it is immobilised? (Too much.) How elastic is the supply? (Not 
enough.) The impact on the credit system is to cramp the lubrication that can be 
achieved through the circulation of collateral. The re-use of collateral – and securities 
lending is part of this picture – is a legitimate way to enhance yield. But property rights 
can be blurred when collateral is pledged and credit chains become more complex. (The 
spectre of the Lehman Bros bankruptcy appeared a few times during this debate.)  

Authorities, such as the Financial Stability Board, have stressed the importance of 
transparency in repo transactions, securities lending etc. But how will the information be 
aggregated and made public in a meaningful way? 

Totting up the amount of pledged collateral pre- and post-crisis, it shrunk from $10tr to 
$6tr and has not come back. Quantitative easing by central banks – with the Fed 
providing the bulk of it – has compensated to some extent. But the impact has been to 
take good collateral out of the system, reducing the velocity that could have been 
created by its re-use. Meanwhile, an extra need for collateral has been stimulated by 
driving derivatives trading through CCPs. 

Effectively central banks have become market-makers of last resort and, more broadly, 
monetary policy is being implemented through collateral policy. The amount of collateral 
being held and its velocity are important factors in the money supply. This is uncharted 
territory for the CBs.  
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Bank balance sheets have shrunk and cash received from the sale of assets to central 
banks has been placed on deposit, which clogs the system. The big question is how 
banks can act effectively as credit intermediaries without using their balance sheets.  

Inevitably, there are a lot of rules around which assets are selected to post as collateral, 
and legal uncertainties persist especially in cross-border transactions. All of this costs. 
For instance, if cash is posted as collateral, instead of securities, the drag on the returns 
made by a fund manager may be as much as 1%. 

Last but not least, the systemic nature of CCPs is a worry. If defaults of counter-parties 
exhausts the collateral posted, then a waterfall of losses has to be borne by successive 
pots of capital – from the CCP’s reserves to the balance sheets of members. It is 
possible that those using the exchange who are “in the money” could be subjected to 
“variable margin gross haircuts” (expect to hear the initials VMGH bandied about), which 
would be extremely unpopular.  

It should never get to this point, but with CCPs competing against each other, the 
temptation will be to cut corners on the risk margins required.  

 


