Proposal for an FpML QuotableSwapLeg type and FpML QuotableCreditDefaultSwap 

Summary:

Electronic trading of OTC Derivatives is seeing tremendous growth particularly on mult-dealer platforms targeting buyside institutions in the interest rate and credit default swap markets.  The two primary methods for communicating availability of an OTC Derivative at a specific price point are the Request for Quote (RFQ) and Streaming Price (SP) models.  

FpML 4.0 introduced the concept of a QuotableProduct type to support RFQ and implemented an example QuotableFXLeg type.  In this implementation a market taker sends the quotable product to a market maker who responds with a full FpML product to represent the quote.  

Some flaws of the current FpML RFQ implementation include:
1. Because full FpML product implementations include party identifier reference information support for anonymous requests can require use of dummy information.
2. More complex product types would require a substantial amount of detail in the response that is not necessary to communicate a simple price quote that may require only a rate or amount.

3. The market taker can only accept or reject a quote. There is no support for negotiation.

Additionally, the current implementation offers no support for market maker initiated offers for specific products through mechanisms such as streaming quotation of prices.  This proposal addresses these issues by extending the QuotableProduct type either within the FpML Business Process Architecture, or within other architectures that support FpML such as the Financial Information eXchnage (FIX) protocol.
Extending the QuotableProduct type:
The QuotableProduct type is extended to include an optional quotation element of type BasicQuotation as defined in the FpML Pricing and Risk Architecture.  This will enable a quote to be provided either as an RFQ response or as a market maker initiate quote.
BasicQuotation Type:
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Proposed QuotableProduct type:
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Up to four quotations are allowed to allow for a quote that contains values for each of the existing QuotationSideEnum enumerations of Bid, Ask, and Mid plus a fourth proposed enumeration of Trade to represent the last traded value for a product.
Interest Rate Swap implementation:
The QuotableSwap type extends the QuotableProduct and is made up of one or two quotableSwapLeg elements of type QuotableSwapLeg.  The QuotableSwapLeg type  includes the elements necessary to define the interest stream for either a fixed rate, floating rate, or inflation rate leg of a swap. Unlike the full FpML InterestRateStream type, the QuotableSwapLeg allows the notionalSchedule to be included or excluded.  The QuotableSwapLeg also uses an element of type QuotablePaymentDates. QuotablePaymentDates allows the period of payments to be specified without a reference to calculation period dates which are not required to be defined during the quote process.
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Example of QuotableSwap used in a RFQ:
A market taker looking for a quote on a Semi-Annual 30/360 vs 3M USD Libor swap that has an effective date of April 27, 2007 and a term of 5 years would specify the following:
<quotableSwap>

    <quotableSwapLeg id=”float”>


<calculationPeriodDates id=”floatingCalcPeriodDates”>


    <effectiveDate>

                     <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

                     <dateAdjustments>
                            <businessDayConvention>NONE</businessDayConvention>

                     </dateAdjustments>

                </effectiveDate>

   <relativeTerminationDate>

                     <periodMultiplier>5</periodMultiplier>


         <period>Y<period>

                     <businessDayConvention>NONE</businessDayConvention>
                     <dateRelativeTo href=”effectiveDate”/>


   </relativeTerminationDate>

               <calculationPeriodDatesAdjustments>


          <businessDayConvention>NONE</businessDayConvention>


   </calculationPeriodDatesAdjustments>

               <calculationPeriodFrequency>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                      <rollConvention>27</rollConvention>
               </calculationPeriodFrequency>
           </calculationPeriodDates>

           <floatingRateCalculation>


     <floatingRateIndex>USD-LIBOR-BBA</floatingRateIndex>

                 <indexTenor>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                  </indexTenor>

             </floatingRateCalculation>

        </quotableSwapLeg>

        <quotableSwapLeg id=”fixed”>

               <quotablePaymentDates>
                    <paymentFrequency>
                           <periodMultiplier>6</periodMultiplier>

                           <period>M</period>

                    </paymentFrequency>
                </quotablePaymentDates>

                <dayCountFraction>30/360</dayCountFraction>

          </quotableSwapLeg>

 </quotableSwap>

If the market taker did not care about any parameters on the fixed leg only the floating leg would need to be specified.  Also note that market taker has not specified on which side of the trade they wish to be.

The market maker has a choice in their response.  They can send back the same quotable swap with the 2 quotation elements, one for the bid rate, and one for ask rate.   They could instead send back two responses each with the fixed leg fully populated and the quotation element specifying the side of the trade for each respectively.  In either case, the market maker can also specify an acceptable notional for the quote, or add a spread to the index on the floating leg.   The market taker could also respond to the quote by changing values on either leg allowing for negotiation.  This same structure could be used by a market maker to send unsolicited quotes.
Option 1:  Specifying the quote using the quotation element.

<quotableSwap>

    <quotation>

        <value>0.0465</value>
        <side>Bid<side>

    </quotation>

    <quotation>

        <value>0.0470</value>

        <side>Ask<side>

    </quotation>

    <quotableSwapLeg id=”float”>


<calculationPeriodDates id=”floatingCalcPeriodDates”>


    <effectiveDate>

                     <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

                     <dateAdjustments>

                            <businessDayConvention>NONE</businessDayConvention>

                     </dateAdjustments>

                </effectiveDate>


   <relativeTerminationDate>

                     <periodMultiplier>5</periodMultiplier>


         <period>Y<period>

                     <businessDayConvention>NONE</businessDayConvention>

                     <dateRelativeTo href=”effectiveDate”/>


   </relativeTerminationDate>

               <calculationPeriodDatesAdjustments>


          <businessDayConvention>NONE</businessDayConvention>


   </calculationPeriodDatesAdjustments>

               <calculationPeriodFrequency>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                      <rollConvention>27</rollConvention>

               </calculationPeriodFrequency>

           </calculationPeriodDates>

           <floatingRateCalculation>


     <floatingRateIndex>USD-LIBOR-BBA</floatingRateIndex>

                 <indexTenor>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                  </indexTenor>

             </floatingRateCalculation>

        </quotableSwapLeg>

        <quotableSwapLeg id=”fixed”>

               <quotablePaymentDates>

                    <paymentFrequency>

                           <periodMultiplier>6</periodMultiplier>

                           <period>M</period>

                    </paymentFrequency>

                </quotablePaymentDates>

                <dayCountFraction>30/360</dayCountFraction>

          </quotableSwapLeg>

 </quotableSwap>

Option 2:  Example of a bid only response. This also can be used for Streaming Quotes
<quotableSwap>

    <quotation>

         <side>Bid<side>

    </quotation>

    <quotableSwapLeg id=”float”>


<calculationPeriodDates id=”floatingCalcPeriodDates”>


    <effectiveDate>

                     <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

                     <dateAdjustments>

                            <businessDayConvention>NONE</businessDayConvention>

                     </dateAdjustments>

                </effectiveDate>


   <relativeTerminationDate>

                     <periodMultiplier>5</periodMultiplier>


         <period>Y<period>

                     <businessDayConvention>NONE</businessDayConvention>

                     <dateRelativeTo href=”effectiveDate”/>


   </relativeTerminationDate>

               <calculationPeriodDatesAdjustments>


          <businessDayConvention>NONE</businessDayConvention>


   </calculationPeriodDatesAdjustments>

               <calculationPeriodFrequency>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                      <rollConvention>27</rollConvention>

               </calculationPeriodFrequency>

           </calculationPeriodDates>

           <floatingRateCalculation>


     <floatingRateIndex>USD-LIBOR-BBA</floatingRateIndex>

                 <indexTenor>

                      <periodMultiplier>3</periodMultiplier>

                      <period>M</period>

                  </indexTenor>

             </floatingRateCalculation>

        </quotableSwapLeg>

        <quotableSwapLeg id=”fixed”>

               <quotablePaymentDates>

                    <paymentFrequency>

                           <periodMultiplier>6</periodMultiplier>

                           <period>M</period>

                    </paymentFrequency>

                </quotablePaymentDates>

                <fixedRateSchedule>

                      <intialValue>0.0465</initalValue>

                </fixedRateSchedule>

                <dayCountFraction>30/360</dayCountFraction>

          </quotableSwapLeg>

 </quotableSwap>

CreditDefaultSwap Implementation
The QuotableCreditDefaultSwap type extends QuotableProduct and contain elements of type QuotableGeneralTerms, QuotableProtectionTerms and QuotableFeeLeg.

The QuotableGeneralTerms type does not include buyer or seller information and introduces elements of type RelativeEffectiveDate and RelativeScheduledTerminationDate.  These ared based on the idea of the relative swap introduced in the FpML pricing and risk architecture.

The QuotableProtectionTerms type has the calculation amount element as optional as it may not be needed for quoting.

The QuotableFeeLeg replaces the initialPayment element found in FeeLeg with the QuotablePayment element that does not require payer and receiver party information.

QuotableCreditDefaultSwap:
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QuotableGeneralTerms:
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QuotableProtectionTerms:
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QuotableFeeLeg:
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Example of a QuotableCreditDefaultSwap used for RFQ
This could used for quote request for CDS on index iTraxx Europe Consumers Series 2 Version 1 with a 5 year term

<quotableCreditDefaultSwap>
<quotableGeneralTerms>
       <effectiveDate>

             <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

             <dateAdjustments>

                     <businessDayConvention>NONE</businessDayConvention>

            </dateAdjustments>

       </effectiveDate>

      <relativeScheduledTerminationDate>

              <periodMultiplier>5</periodMultiplier>


  <period>Y<period>

               <businessDayConvention>NONE</businessDayConvention>

               <dateRelativeTo href=”effectiveDate”/>

        </relativeScheduledTerminationDate>

        <indexReferenceInformation>

          <indexName>Dow Jones iTraxx Europe Consumers Series 2 Version 1</indexName>

          <indexSeries>2</indexSeries>

          <indexAnnexVersion>1</indexAnnexVersion>

     </indexReferenceInformation>

 </quotableGeneralTerms>
</quotableCreditDefaultSwap>

Quote Response or market maker initiated quote

Like the IRS quote response, the CDS quote response can either be represented using the quotation element, or have multiple response messages.  In either case protection terms can be added to the quote.
Example showing bid and ask in one message
<quotableCreditDefaultSwap>
<quotation>

        <value>100.3</value>

        <side>Bid<side>

    </quotation>

    <quotation>

        <value>100.4</value>

        <side>Ask<side>

    </quotation>

<quotableGeneralTerms>
       <effectiveDate>

             <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

             <dateAdjustments>

                     <businessDayConvention>NONE</businessDayConvention>

            </dateAdjustments>

       </effectiveDate>

      <relativeScheduledTerminationDate>

              <periodMultiplier>5</periodMultiplier>


  <period>Y<period>

               <businessDayConvention>NONE</businessDayConvention>

               <dateRelativeTo href=”effectiveDate”/>

        </relativeScheduledTerminationDate>

        <indexReferenceInformation>

          <indexName>Dow Jones iTraxx Europe Consumers Series 2 Version 1</indexName>

          <indexSeries>2</indexSeries>

          <indexAnnexVersion>1</indexAnnexVersion>

     </indexReferenceInformation>

 </quotableGeneralTerms>
 <quotableProtectionTerms>

        <calculationAmount>

          <currency>EUR</currency>

          <amount>25000000</amount>

        </calculationAmount>

      </quotableProtectionTerms>
</quotableCreditDefaultSwap>

Example of separate bid response

<quotableCreditDefaultSwap>
<quotation>

        <value>100.3</value>

        <side>Bid<side>

    </quotation>

    <quotation>

        <value>100.4</value>

        <side>Ask<side>

    </quotation>

<quotableGeneralTerms>
       <effectiveDate>

             <unadjustedDate id=”effectiveDate”>2007-04-27</unadjustedDate>

             <dateAdjustments>

                     <businessDayConvention>NONE</businessDayConvention>

            </dateAdjustments>

       </effectiveDate>

      <relativeScheduledTerminationDate>

              <periodMultiplier>5</periodMultiplier>


  <period>Y<period>

               <businessDayConvention>NONE</businessDayConvention>

               <dateRelativeTo href=”effectiveDate”/>

        </relativeScheduledTerminationDate>

        <indexReferenceInformation>

          <indexName>Dow Jones iTraxx Europe Consumers Series 2 Version 1</indexName>

          <indexSeries>2</indexSeries>

          <indexAnnexVersion>29</indexAnnexVersion>

     </indexReferenceInformation>

 </quotableGeneralTerms>
 <quotableProtectionTerms>

        <calculationAmount>

          <currency>EUR</currency>

          <amount>25000000</amount>

        </calculationAmount>

      </quotableProtectionTerms>
      <quotableFeeLeg>

           <singlePayment>

           <adjustablePaymentDate>2007-4-29</adjustablePaymentDate>

           <fixedAmount>

                <currency>USD</currency>

                <amount>100000.00</amount>

           </fixedAmount>

      </singlePayment>

     <periodicPayment>

          <paymentFrequency>

              <periodMultiplier>3</periodMultiplier>

              <period>M</period>

         </paymentFrequency>

         <rollConvention>29</rollConvention>

         <fixedAmountCalculation>

             <fixedRate>1.003</fixedRate>

         </fixedAmountCalculation>

     <periodicPayment>

</quotableFeeLeg>

</quotableCreditDefaultSwap>

