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In November 2018, the securities market regulator, the Securities and Exchange Board 

of India (SEBI), released the regulatory framework for interoperability among clearing 

corporations (CCPs). The framework proposes to operationalise interoperability between the 

three qualified CCPs, namely the National Securities Clearing Corporation Ltd (NSCCL), Indian 

Clearing Corporation Ltd (ICCL) and MCX-SX Clearing Corporation Ltd (MCX-SXCCL). 

Interoperability among Clearing Corporations (CCPs) necessitates linking of multiple Clearing 

Corporations. It allows market participants to consolidate their clearing and settlement functions 

at a single CCP, irrespective of the stock exchange on which the trade is executed. 

 

Initially,  participants who trade on multiple exchanges had to necessarily arrange for 

margin and capital separately at each of the three stock exchanges and their respective clearing 

corporations. This led to a practice wherein broker members had to keep margins with each 

clearing house as all equity and derivative brokers are members of the BSE and the NSE, along 

with the Metropolitan Stock Exchange of India (MSEI). The stringent arrangement for clearing 

trades resulted in inefficient use of capital and high costs. Hence SEBI’s decision to link all the 

clearing corporations in the securities market and allow consolidation of the clearing and 

settlement function at any one of them. 

 

 The proposal of ‘Interoperability’ seeks to address the current suboptimal utilization of 

margin and capital resources in the securities market, by linking the CCPs and allowing market 

participants to consolidate their clearing and settlement function at a single CCP, irrespective of 

the stock exchange on which the trade is executed. It is envisaged that this proposal may lead 

to efficient allocation of capital for the market participants, thereby saving on cost as well as 



provide better execution of trades. In addition to the benefit of savings on cost, interoperability 

can also foster efficiency in the capital deployed by the market participants by employing 

multilateral netting, enabling them to participate in a wider range of trading platforms, and 

enhance competition among CCPs in terms of price and services they offer. Interoperability 

creates a system that separates execution risk from settlement risk, allowing market participants 

to square off their positions in case of stock market outages. 

 

There are two types of links that can be established between clearing corporations: 

peer-to-peer link and participant link. In a peer-to-peer link, a CCP maintains special 

arrangements with another CCP and is not subject to the normal participant or membership 

rules. CCP risk management is on a bilaterally approved framework, which ensures coverage of 

inter-CCP exposures. In a P2P arrangement (as shown in the figure below), CCPs exchange 

margins and other financial resources on a reciprocal basis, based on mutually agreed marginal 

models.  

 

 

 



As seen in the above model, all three CCPs enter into a mutual agreement (indicated by the 

dotted lines), in order to clear and settle trades on behalf of market participants. According to 

the recommendation of the working sub-group, the recognized clearing corporations established 

a P2P link for ensuring interoperability.  

 

The primary driver for SEBI to introduce interoperability norms in the Indian market is to 

reduce trading costs in the Indian Market through more efficient utilization of margin and capital 

resources of market participants. This change will allow market participants to select a clearing 

house instead of locking operations within a vertically closed set of entities for trading, clearing 

and settlement for each exchange. Except for commodity derivatives, interoperability applies to 

all exchange-traded products. Interoperability allows traders to consolidate trades across 

multiple exchanges and submit them for clearing and subsequent settlement to a single 

designated clearing house. Thus, the margin and collateral are deposited at a single CCP rather 

than being spread across the respective clearing house of each exchange. This enables better 

utilization of capital resources for market participants due to reduced fragmentation of their 

liquid assets and lower post-trade costs for both individual and retail investors. Investors can 

effectively deposit collateral with one clearing house and take advantage of reduced costs by 

the other exchange. Additionally, in case of a disruption of the link between an exchange and a 

clearing house, trades can still be routed to other CCPs, ensuring continuation of trading 

activity. Interoperability will simplify operations between market participants and CCPs by 

requiring them to liaise only with their preferred CCP, instead of multiple CCPs, for operational 

procedures. The efficient allocation of funds would lead to cost-effective trades and make 

exchange transactions more affordable. Member-brokers keep their funds and collateral with 

high buffers across exchanges and across different segments. Under interoperability of clearing 

corporations, broker-member will be able to consolidate and reduce buffers, lowering their 



overall collateral requirement, which definitely helps to reduce transaction cost for settled trades 

across the segment. 

 

Most importantly, interoperability can catalyze competition among existing clearing 

houses in terms of prices and services they offer and can affect their margin requirement from 

the members and commission they charge on clearing. Also, it can potentially discourage the 

possibilities of inter-exchange arbitrage and agency risk since the working of clearing 

corporations together may bring down the inefficiency issue and improve market microstructure. 

Currently, more than 90%3 of trading volumes (and, consequently, clearing volumes), both in 

the cash and derivatives segments, are secured with a single exchange. The flexibility available 

to market participants to choose their CCP will increase competitiveness among CCPs. This will 

lead to reduction in costs and redistribution of clearing and settlement volumes among the three 

CCPs. 

 

Globally interoperability was first established in Europe to address the existing 

fragmented market structure. Similarly, in Asia, the Hong Kong Stock Exchange and Shanghai 

Stock Exchange are connected through a participant link model with an agreement to clear their 

trades via their local clearing houses. In the U.S, the Depository Trust and Clearing Corporation 

(DTCC) serves as a single point of clearing across exchanges and asset classes. Globally, 

though many bourses have tried interoperability, it has been on a smaller scale. If India 

manages a smooth roll-out, it will make heads turn. The accrued benefits of interoperability will 

be higher if a large number of exchange-traded products are available for trading, clearing and 

settlement under the interoperable framework. Currently, NSE has almost 100% market share in 

equity futures and options, and 95% of cash trades also happen on NSE. Now, with 

interoperability, this may change. Interoperability opened new opportunities for CCPs, with BSE 



being a listed stock, investors are talking about its clearing arm ICCL revenue growth in the near 

future. 

 

Overall, Interoperability allows consolidation of the clearing and settlement functions with 

only a single CCP per segment for a market participant. It will lead to reduced costs and 

improved capital utilisation while simultaneously reducing the operational complexities 

associated with subscribing to multiple CCPs. Interoperability will also further drive competition 

amongst CCPs with the objective of securing a higher market share in clearing and settlement 

functions. This will in turn lead to enhanced customer services, differentiated offerings and 

potentially reduced cost of offerings as CCPs seek to innovate and expand their existing scope 

of services. On the other hand, it is crucial to impose regulations on the CCPs to foster healthy 

competition among themselves. In this step, SEBI did not impose interoperability for 

commodity-derivatives. The complexity of attempting to inaugurate derivative interoperability 

agreements among three or more CCPs would increase dramatically. A spike in concentration 

risk and inter-CCP exposures over the duration of derivatives contracts requires additional 

margins to cover the risk, potentially leading to increased costs for the market participants. This 

must be considered while drafting and imposing the regulations. Indian CCPs and regulators 

must remain vigilant towards this and have a defined policy and procedures in place to tackle 

such risks.  
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