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Committee Urges Market Participants to Consider Using 


Cross-Product Master Agreements to Reduce Risk








New York, N.Y. - The Global Documentation Steering Committee (the “Committee”), consistent with its goal of carrying forward the efforts of the Counterparty Risk Management Policy Group (the “CRMPG”) and reducing risk through improvements to financial market documentation, is today calling on market participants to consider using cross-product master agreements such as The Bond Market Association’s Cross-Product Master Agreement (“CPMA”) wherever possible in order to minimize their exposure to documentation basis risk.  The Committee recognizes the leadership exhibited by The Bond Market Association in developing model cross-product netting arrangements, in general, including its on-going efforts to develop a cross-affiliate version of the CPMA.  





The Committee would like to remind market participants that the CRMPG made a number of important recommendations in its 1999 report that continue to be valid today. Among the recommendations included in the report was the suggestion that practitioners “make the best possible use of multi-product master agreements, and master-masters, to facilitate obligation netting and collateral netting across product lines.”  After emphasizing the various risks arising from discrepancies in events of default and differing notice periods in the various industry master agreements, the CRMPG noted that a standardized cross-product master agreement can help reduce these documentation risks.





	





							


In February 2000, The Bond Market Association, the British Bankers’ Association, the Emerging Market Traders Association, the Foreign Exchange Committee, the International Primary Market Association, the International Swaps and Derivatives Association, the Japan Securities Dealers Association, the London Investment Banking Association and the Investment Dealers Association of Canada (the “Publishing Associations”) published the CPMA for use by industry participants.  The Publishing Associations wrote:





“[m]anaging counterparty risk across different financial product types and widely used industry master agreements is a goal that should be pursued to reduce financial system risk.  The [February 2000] Cross-Product Master Agreement provides one tool that may be useful towards achieving this goal.  Market participants should . . . consider using the Cross-Product Master Agreement where appropriate, keeping in mind that the requirements for netting may differ from jurisdiction to jurisdiction.”





The Committee concurs with the views expressed by the Publishing Associations in February 2000 regarding the utility of the CPMA and other master-masters as potentially valuable risk management tools.  Accordingly, the Committee would like to remind market participants that they should consider using such agreements where appropriate.
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