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	  Policy	  changes	  affec<ng	  market	  structure	  

•  Bank	  capital	  and	  liquidity	  rules	  (Basel,	  stress	  tests)	  
	  
•  Bank	  ac<vity	  limits	  (Volcker)	  
	  
•  Deriva<ves	  market	  compe<<on	  and	  transparency	  
	  
•  Collateral,	  central	  clearing,	  counterparty	  limits	  

•  Monetary	  policy	  (ZLB,	  LSAP,	  RRP)	  	  
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	  Hybrid	  OTC	  Market	  Approaches	  
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CCP	  Default	  Management	  Waterfall	  

Failed	  member	  margin	  and	  
default	  fund	  contribu<on.	  

Surviving	  members	  default	  fund	  
contribu<ons.	  

More	  CCP	  capital.	  

Replenishment	  contribu<ons	  	  
to	  default	  fund.	  

Payment	  to	  	  
surviving	  
members	  to	  
accept	  failed	  
swaps	  	  	  

	  	  CCP	  capital.	  
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S2	  
S1	  

S3	  

B1	  

B2	  

B3	  

	  	  big	  complex	  
	  	  	  	  	  	  	  	  bank	  

	  	  TPR	  
facility	  
	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  	  



CPSS-‐IOSCO	  FMI	  Principle	  9	  
“An	  FMI	  should	  conduct	  its	  money	  se4lements	  in	  
central-‐bank	  money	  where	  prac<cal	  and	  available.	  
	  
If	  central	  bank	  money	  is	  not	  used,	  an	  FMI	  should	  
minimize	  and	  strictly	  control	  the	  credit	  and	  liquidity	  
risk	  arising	  from	  the	  use	  of	  commercial	  bank	  
money.”	  	  
	  
“One	  way	  an	  FMI	  could	  minimize	  these	  risks	  is	  to	  	  
limit	  its	  ac<vi<es	  and	  opera<ons	  to	  clearing	  and	  
seXlement	  and	  closely	  related	  processes.”	  (CHIPS)	  	  
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Ins<tu<onal	  investment	  in	  prime	  money	  market	  mutual	  funds	  	  	  

September	  2008	  Run	  on	  Money	  Market	  Funds	  
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Morgan	  Stanley	  collateral	  received	  that	  can	  be	  pledged	  
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Morgan	  Stanley’s	  Liquidity	  Loss	  	  	  	  	  Sept.	  12-‐22,	  2008	  

$176.8	  
billion	  

$91.5	  
billion	  

$85.3	  
billion	  

Prime	  brokerage	  liquidity	  loss	  

	  	  	  	  � New	  York	  $44.8	  billion	  

� 	  London	  $17.6	  billion	  

	  

	  Conduit	  finance	  roll	  off	  ($8.8	  billion)	  

Other	  ($3.4	  billion) 

  Repo	  haircut	  widening	  ($4.0	  billion) 

Debt	  maturing/buyback	  ($5.4	  billion) 

Deriva7ves	  collateral	  loss	  ($7.3	  billion)	  

Duffie	  (2011)	  	  	  	  	  	  	  	  	  	  	  	  	  	  Data	  source:	  Morgan	  Stanley-‐FRBNY	  FCIC	  disclosure	  
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Who	  handles	  the	  bonds?	  
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How	  are	  REIT	  assets	  growing?	  
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Data	  source:	  Flow	  of	  Funds	  L127	  



Dealers	  and	  Hedge	  Funds	  
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Average	  daily	  bond	  market	  turnover	  

0	  

0.001	  

0.002	  

0.003	  

0.004	  

0.005	  

0.006	  

0.007	  

0.008	  

2002	   2003	   2004	   2005	   2006	   2007	   2008	   2009	   2010	   2011	   2012	   2013	  

Municipal	  bonds	   Corporate	  bonds	  

Da
ily
	  v
ol
um

e/
ou

ts
ta
nd

in
g	  
(p
er
ce
nt
)	  	  

Data	  source:	  SIFMA	  



	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  	  	  
	  A
ve
ra
ge
	  D
ai
ly
	  T
ra
di
ng
	  V
ol
um

e	  
($
	  b
ill
io
ns
)	  

0	  

10	  

20	  

30	  

40	  

50	  

60	  

70	  

80	  

90	  

US10YR	   MBS	   CORP	  

Data	  Source:	  Campbell,	  Li,	  Im	  (2014)	  	  
BrokerTec:	  US10YR.	  TRACE:	  MBS	  30yr	  FNMA	  TBA	  3%,	  3.5%,	  4%.	  CORP	  100	  most	  traded	  IG.	  	  

Trading	  volume	  



UST10yr:	  Volume	  and	  Vola<lity	  
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Daily	  Average	  Volume:	  Interest	  Rate	  Deriva<ves	  	  
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	   Risk-‐weighted	  assets	  are	  limited	  by	  	  

available	  capital	  c.	  	  
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	   The	  leverage	  rule	  could	  be	  distor<onary,	  by	  

penalizing	  safe	  assets	  rela<ve	  to	  risky	  assets.	  


