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Changes in market‑making:  
impact of technology and regulation

Market makers perform an essential role in financial markets by facilitating price discovery 
and providing liquidity to buyers and sellers who would not naturally interact. In recent years, 
technological innovation and forward-looking regulatory reforms have shown their potential 
to improve market-making capabilities and yield a more competitive landscape, benefiting 
investors through better pricing and more sources of liquidity, all at a lower overall cost to 
the financial system. These enhancements yield a lower cost of capital for businesses and 
governments, and better returns for private and public savings programmes.

Technological innovation has transformed markets, which have become more reliable, 
efficient, and cheaper to transact in. A new generation of market makers has emerged, 
using predictive analytics and modern risk management techniques to enhance price 
discovery and liquidity provision. However, in many parts of the fixed income, currency, 
and commodity (or FICC) markets, legacy structural barriers and frictions persist, impeding 
competition between new entrants and incumbent intermediaries. Certain forward-thinking 
regulatory reforms in the FICC markets – notably related to clearing and settlement, 
non-discriminatory access to trading venues, and real-time post-trade transparency – 
have begun to unlock greater competition, but the potential for further progress remains. 
Policy measures that promote fair, open, and transparent FICC markets will foster more 
competition and greater diversity in the market-making community, providing better pricing 
and liquidity to investors and contributing to resilience in times of stress.
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1| Introduction to market‑making

In nearly every marketplace, intermediaries play 
a vital role in facilitating the matching of buyers 
and sellers, who rarely meet at the same time, 
at the same place, with the same volume to buy 
or sell, and with identical price expectations. 
The same is true in financial markets, where 
market makers facilitate trading in stocks, 
bonds, commodities, foreign exchange, and 
related derivatives. Market makers perform 
two important functions – price formation 
and liquidity provision.

Market makers contribute to the price formation 
process by providing quotes to buy or sell a given 
financial instrument to the marketplace. Market 
participants aim to transact at the best possible 
price, and the availability of competing quotes 
from market makers informs them of prevailing 
price levels. At the same time, market makers 
continuously update their quotes to assimilate 
new information based on, among others, 
current and anticipated supply (offers) and 
demand (bids) for a given financial instrument. 
Investor confidence is predicated on the belief 
that buyers and sellers are getting the most 
current, accurate price when they trade – so 
the timely and efficient assimilation of market 
moving information into prevailing price levels 
by market makers underpins investor confidence.

Market makers provide liquidity to the 
marketplace, acting as a buyer when a seller 
wants to sell, or as a seller when a buyer wants 
to buy. Since a seller may not find an ultimate 
buyer for a financial instrument at the exact 
time the seller wants to sell – a market maker 
can take the other side of the trade, allowing 
the seller to complete the transaction. Market 
makers commit their own capital to provide 
this liquidity, warehousing risks over different 
time horizons or maintaining an inventory of 
financial instruments to facilitate trading activity. 
Given variations in the volume and frequency 
of trading activity across financial products 

and asset classes, the market‑making business 
depends on correctly valuing and managing the 
risks assumed and the resources committed to 
providing appropriate and consistent liquidity. 
A healthy amount of liquidity benefits financial 
markets – liquid markets ensure that investors 
can efficiently deploy and redeploy capital 
as warranted. Where liquidity is impaired, 
valuations and investment returns suffer and 
issuers’ cost of capital increases.

A range of market participants provide 
market‑making services – from banks to 
broker‑dealers to principal trading firms. While 
certain marketplaces, such as specific equity and 
options exchanges, have formal market‑making 
designations that come with attendant quoting 
obligations, this is generally not the case in the 
fixed income, currency, and commodity (FICC) 
markets. Nevertheless, the vast majority of 
participants acting as market makers in FICC 
markets, whether as a bank or a non‑bank, are 
regulated entities. In the United States, for 
example, there are non‑bank broker‑dealers 
and broker‑dealers that are subsidiaries of bank 
holding companies. In addition, both banks and 
non‑banks are registered as “swap dealers”. In 
the European Union (EU), non‑bank market 
makers are regulated as investment firms, and 
both banks and investment firms may act as 
“systematic internalisers” under Markets in 
Financial Instruments Directive (MiFID) II. 
While banks have grown in recent decades 
to occupy a central role in many FICC 
markets (at times through the acquisition 
of broker‑dealers), this is not a preordained 
state of affairs, and greater diversity among 
bank and non‑bank market makers is both a 
historical reality and a future possibility. In 
this article, we generally use the term “new 
entrants” to refer to the new generation of 
analytically driven and technologically advanced 
non‑bank market‑making firms and the term 
“incumbent intermediaries” to refer to large 
global banking groups, though there are 
exceptions to these categorisations.
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2| Optimising market‑making  
in the financial system

Given the important role that market makers 
play in our financial system, a competitive 
market‑making landscape is essential to ensuring 
that the overall quality and cost of market‑making 
services are optimised. An open, level competitive 
playing field can foster further improvements 
in price formation and liquidity provision 
while driving down revenues earned by market 
makers. The ultimate objective is for market 
makers to deliver robust, efficient prices and 
a healthy and resilient supply of liquidity at 
minimal cost – where market makers earn a rate 
of return commensurate with the capital they 
deploy, the risk they take, and the competitive 
advantages they sustain over time.

History is unfortunately replete with examples 
where excess rents have been extracted from 
financial intermediation at the hands of investors 
who incurred artificially wide or inefficient 
pricing due to a lack of competition. Today, 
there are still significant variations across 
financial markets. While certain markets, 
such as the equity and futures markets, have 
become significantly more competitive and more 
efficient, many segments of the FICC markets 
lag behind, including the corporate and sovereign 
bond markets, the over‑the‑counter (OTC) 
derivatives markets (including interest rate 
swaps and credit default swaps), and the foreign 
exchange markets. Bank for International 
Settlements (BIS) research shows wide disparities 
across FICC products in terms of the degree of 
electronification.1 Even across highly correlated 
products, such as sovereign bonds, sovereign 
bond futures, and interest rate swaps, there are 
often material differences in the competitive 
landscape. In addition, even within a given 
product such as interest rate swaps, the broader 
and more rapid adoption of clearing and trading 
reforms for USD swaps than for EUR swaps 
has translated into greater improvements in 
pricing and liquidity.2 There are many variables 

at play in this overall equation, but the most 
important driver of progress has been the 
competition fostered by new entrants when 
forward‑thinking regulatory reforms catalyse 
market evolution. Under these conditions, 
investors benefit as all market makers are 
incentivised to improve pricing and liquidity 
in order to remain competitive.

Our modern, electronic equity markets are a 
prime example of the significant improvements 
that have been made over the past two decades. 
Intense competition among market makers has 
markedly improved conditions for all investors, 
who benefit from dramatically lower trading 
costs, improved market transparency and greater 
liquidity.3 Improvements in FICC markets 
have been more limited and less universal. 
There are undoubtedly material differences 
between equity markets and FICC markets in 
terms of the types of instruments, composition 
of market participants, and legacy market 
structure – but there is no reason that greater 
competition in FICC markets should not yield 
similar improvements in pricing and liquidity 
at a dramatically lower net cost to investors. 
New entrants possessing superior skills to 
analyse, precision price, manage and warehouse 
risk are already beginning to compete in and 
transform parts of the FICC market, but further 
market evolution is required to fully harness 
their potential.

In the following sections, we will examine the 
prospects for improving FICC markets through 
a more competitive market‑making landscape. 
Section 3 will explore how technology‑driven 
innovations have improved markets overall, 
but how in many FICC markets, certain legacy 
structural barriers and frictions have limited 
competition. Section 4 will then examine how 
certain forward‑thinking regulatory reforms 
have begun, and can continue, to address these 
legacy structural barriers and frictions, thereby 
unleashing the full benefits for the market of 
greater competition.

1 See Bank for International 
Settlements (2016).

2 See Benos et al. (2016).

3 See Angel et al. (2013).
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3| Impact of technological innovation 
on competition in FICC markets: 
opportunities and impediments

Technological innovation has significantly 
transformed daily life, changing the way we 
communicate, obtain news and information, 
work, shop, and travel, among others – and the 
pace of technological change appears to have 
dramatically accelerated in recent years. The impact 
of technological innovation on financial markets 
has been no less profound – the benefits have 
been enormous and the changes are ultimately 
irreversible. Across many financial markets, 
technology has transformed the mechanisms 
through which buyers and sellers interact, the 
channels through which market data and market 
moving information are transmitted, the tools 
used to conduct research and analysis, and the 
platforms used by market makers to disseminate 
quotes, and by investors to obtain and compare 
quotes. Investors can now access transparent, 
electronic trading venues where competing 
quotes are available from numerous liquidity 
providers. News and information can be obtained 
on a more accurate and timely basis, improving 
investors’ ability to make informed investment 
decisions. Once manual processes throughout the 
trade lifecycle have now been automated, allowing 
the overall investment and trading process to be 
conducted more economically and with far less 
operational risk.

In the market‑making space, a new generation of 
analytically driven and technologically advanced 
market makers has emerged, competing against the 
legacy manual intermediaries that once controlled 
the markets. The use of predictive analytics and the 
efficient integration of market moving information 
allows these new entrants to provide up‑to‑date 
quotes to the marketplace. This has also led 
to innovations such as firm and immediately 
executable quotes in FICC markets where only 
indicative quotes were historically available. Greater 
automation of once manual processes, from 
auto‑quoting to auto‑hedging and the streamlining 

of middle and back office workflows, has led to 
more scalable operations and a more efficient use 
of financial resources. New entrants’ ability to 
precision price risk and to hedge and warehouse 
risk in a more timely, cost‑effective, and reliable 
fashion together translate into more accurate 
prices and more reliable liquidity for investors, 
even in volatile market conditions. This ultimately 
allows both buyers and sellers to transact closer to 
the true market value of a financial instrument, 
thereby reducing their transaction costs.

In many FICC markets, these competitive forces 
have emerged, but to varying degrees. While 
a select number of new entrants have had the 
prowess and resources to break into the top 
echelon of the US Treasuries, foreign exchange, 
and OTC derivatives markets, legacy structural 
barriers and frictions have generally tilted the 
competitive playing field against new entrants 
and potential new entrants. New entrants often 
face significant hurdles to directly interacting with 
end investors and to overcoming information 
asymmetries in FICC markets. Meanwhile, 
where insulated from new challengers, incumbent 
intermediaries have maintained their roles as the 
dominant liquidity providers to investors and 
have not faced pressure to improve their pricing 
or liquidity. Where this dearth of competition 
persists, incumbent intermediaries have often not 
honed their market‑making capabilities, increasing 
the deadweight losses borne by all. By contrast, 
when faced with new competition, incumbent 
intermediaries have often aggressively invested to 
improve their market‑making capabilities. Investors 
thus benefit both directly and indirectly from 
improvements in pricing and liquidity that stem 
from greater competition between new entrants 
and incumbent intermediaries.

Addressing structural barriers and frictions 
that impair a more competitive market‑making 
landscape in FICC products also has important 
implications for the resilience of liquidity – a topic 
that gets considerable attention in discussions 
of how new entrants have changed markets.4 

4 See Adrian et al. (2017);  
Anderson et al. (2015).
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Many discussions of the resilience of liquidity 
in modern markets are premised on one of two 
flawed assumptions.

•  The first is that certain market makers are in 
the business of “catching a falling knife”. It 
has simply not been the case in the past, nor 
is it today, that market makers manage to halt 
or counter a significant fundamentally driven 
correction in price levels. While market makers 
will play a role in facilitating price discovery 
to establish a new market equilibrium and 
may commit capital to counter a short‑term 
price dislocation, they are not in the business 
of committing large amounts of capital to 
take directional positions to call the bottom 
of a market decline (or the top of a rally). 
Fundamentally driven, proprietary position 
taking is a distinct business from market‑making, 
and is performed by a range of other types of 
market participants outside the market‑making 
community (while select market participants 
may be engaged in both business lines, in some 
jurisdictions such overlaps are restricted, e.g. by 
the Volcker Rule in the United States).

•  The second is that certain patterns of activity that 
are visible in today’s electronic, lit markets are 
somehow different than the patterns of activity 
that were simply invisible in yesterday’s manual, 
dark markets. Today, the quoting and trading 
activity of electronic market makers is generally 
visible – including during periods of market stress 
where such firms stay active on lit trading venues 
searching for a new market equilibrium – and 
thus can appear to contribute to market volatility. 
However, in non‑electronic markets, the voice 
based discussions of prospective price levels that 
inevitably occurred during periods of market stress 
were merely hidden from broader view. Further, 
in periods of market stress, the fact that quotes 
and trades are now visible and executable may 
well compare favourably to the non‑electronic 
era where bids and offers, to the extent available, 
were not widely accessible and may have been 
indicative in nature rather than executable.

Discussions of the resilience of liquidity should 
instead focus on how a more competitive landscape 
can improve the performance of the market‑making 
function in stressed market conditions. During 
a number of recent market events, a generally 
observed trend has been that many new entrants 
stay in the market with tight bid‑ask spreads but 
smaller quote sizes, while incumbent intermediaries 
widen their bid‑ask spreads but maintain more stable 
quotation sizes (see Chart 1, for example, which 

C1  Reaction of banks/dealers and principal trading firms in the cash 
US Treasury market on 15 October 2014

a) Depth at top 3 levels by type (cash)
(USD millions) (USD per 100 par)

0

180

40

60

80

100

140

08:00 10:00 12:00 14:00 16:00

160

120

20

100

105

102

103

104

101

Retail
sales

Event
window 

b) 10-year bid/ask spreads by type (cash)
(256ths) (USD per 100 par)

-100

100

-40

-20

0

20

60

08:00 10:00 12:00 14:00 16:00

80

40

-80

101

105

102

103

104

-60

Retail
sales

Event
window 

Principal trading firm (PTF) Bank/dealer Price (right-hand scale)

Source: Joint staff report: the US Treasury market on October 15, 2014 (July 2015).
Primary source: BrokerTec; staff calculations.
Note: For Chart 1a, 1-minute moving average; sum of top 3 levels. For Chart 1b, 1-second observations;  
USD per USD 100 par.



88 Banque de France Financial Stability Review No. 22 - April 2018 - Non-bank finance: trends and challenges

Changes in market-making: impact of technology and regulation
Peng Zhao

shows the reactions of banks/dealers and principal 
trading firms in terms of quoted depth and bid‑ask 
spreads to events in the cash US Treasury market 
on 15 October 2014).5 The result is that many 
of the newer entrants are actively contributing to 
finding a new market equilibrium, but they are 
doing so without effecting significant risk transfer 
or integrating potentially larger and more price 
informative customer order flow. At the same time, 
incumbent intermediaries may be serving larger and 
more price informative customer order flows, but at 
less efficient prices and without directly contributing 
to the establishment of a new market equilibrium.

These different reactions generally reflect legacy 
structural impediments to competition that 
result in market segmentation. Markets, and 
in particular institutional investors, have thus 
still not harnessed the full potential that robust 
competition can deliver in terms of price efficiency, 
a healthy and resilient supply of liquidity, and 
right‑sized rents.

Fortunately, these structural barriers and frictions 
can be addressed by market evolution catalysed 
by forward‑thinking regulatory reforms. The next 
section will explore how key structural barriers and 
frictions can be, and are already being, addressed in 
a number of FICC markets. Ultimately, the goal is 
to make the following tasks as seamless as possible:

•  establishing a new trading relationship;

•  accessing competing quotes from a greater 
choice of counterparties;

•  having adequate information to have confidence 
in quoted prices.

4| Regulatory reforms that improve 
competition in FICC markets

Policymakers around the globe have pursued a 
comprehensive financial regulatory reform agenda 
since the financial crisis. While the headline 

objective of these reforms has been to address 
systemic risk, embedded in the reform programme 
– from the 2009 G20 commitments through to 
the Dodd‑Frank Act in the United States and the 
European Market Infrastructure Regulation (EMIR) 
and MiFID II in the EU – have been measures to 
make markets more fair, open, competitive and 
transparent. Other policymaking initiatives, such as 
the United Kingdom’s Fair and Effective Markets 
Review and the US financial regulators’ Joint staff 
report: the US Treasury market on October 15, 2014, 
have also highlighted areas where market functioning 
can be enhanced.

Market reforms have begun to address legacy 
structural barriers and frictions that have impeded 
the development of a more competitive FICC 
market, but have yet to be fully or universally 
implemented. In this section, we will explore 
three key forward‑thinking regulatory reforms 
that should be expanded even further given their 
demonstrated potential to improve competition 
in market‑making:

•  expanding the use of, and access to, central 
clearing and settlement systems not only 
mitigates systemic risk and improves investor 
protection, but also materially simplifies 
the process for investors to establish new 
trading relationships;

•  trading on multilateral trading venues that 
provide non-discriminatory access to all market 
participants allows investors to access competing 
quotes from a greater choice of counterparties;

•  introducing greater transparency eliminates 
information asymmetries, providing investors 
with the confidence that quoted prices are fair 
and accurate and all market makers with the 
confidence to quote across market conditions.

4|1 Central clearing and settlement

The introduction of central clearing for OTC 
derivatives markets was a central part of the G20 

5 See Securities and 
Exchange Commission (SEC), 

Board of Governors 
of the Federal Reserve 

System (FRB), the Department 
of the Treasury (USDT), 
Federal Reserve Bank  

of New York, and Commodity 
Futures Trading  

Commission (CFTC) (2015).
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reform programme. Central clearing of derivatives 
delivers wide‑ranging benefits, from mitigating 
systemic risk and instilling disciplined margining 
practices to protecting investors by insulating 
them from a trading counterparty’s default and 
safeguarding their collateral. An additional, often 
overlooked, benefit of central clearing, however, is 
the greater choice of trading counterparties that 
it offers investors. Once investors participate in a 
centrally cleared market, they can confidently trade 
with any other market participant using the same 
central counterparty (CCP). The same dynamics 
also exist in other FICC markets, including for 
sovereign bonds and repurchase agreements (or 
repos), where initiatives are also underway to 
transition more activity into central clearing and 
settlement systems.

Central clearing and settlement can thus address 
a key structural barrier that otherwise impedes 
a more competitive market‑making landscape – 
the ability to establish new trading relationships. 
This, in turn, helps unlock greater competition 
in the liquidity provision process. In the absence 
of accessible and efficient clearing and settlement 
mechanisms, an array of post‑trade considerations, 
operational and credit risks and legal arrangements 
need to be addressed before any two market 
participants can establish a trading relationship. 
This creates unnecessary friction between potential 
counterparties, impairing the economics of 
seeking the best price for a transaction and the 
ability of all potential liquidity supply to meet all 
liquidity demand.

The recent introduction of central clearing in 
interest rate swap and credit default swap markets 
provides a prime example of how enhancing 
clearing and settlement mechanisms can lead 
to significant improvements in trading. In these 
markets, straight‑through processing rules mean 
that trades are now submitted and accepted for 
clearing within seconds of execution. As a result:

•  investors can access cleared markets more easily and 
enjoy a greater choice of trading counterparties;

•  competition is enhanced as a key barrier to 
entry – negotiating complex documentation with 
each and every potential trading counterparty 
in the market – is removed;

•  new and innovative trading protocols and trading 
venues can emerge to facilitate price discovery 
and risk transfer among a more diverse set 
of counterparties.

Collectively, these developments deliver better 
pricing, deeper liquidity, and greater transparency. 
Central clearing has delivered these benefits in 
jurisdictions where the clearing obligation has 
been fully implemented. Academic research has 
concluded that “the reduced counterparty risk 
and increased post‑trade transparency associated 
with central clearing have beneficial effects on 
liquidity.”6 New liquidity providers have entered 
both the cleared index credit default swap and 
interest rate swap markets.7

Skeptics of central clearing have posited that 
systemic risk is being concentrated in a handful of 
CCPs. However, while the growth in central clearing 
undoubtedly necessitates a robust supervisory 
regime and sound CCP governance and risk 
management standards, there is little doubt that 
the standardisation, predictability, transparency, 
and valuation and margin discipline of central 
clearing is superior to the complex, interconnected 
web of under‑collateralised bilateral counterparty 
credit exposures that existed prior to the financial 
crisis. Nevertheless, choice among and competition 
between CCPs should be preserved, even as netting 
opportunities and economies of scale and scope 
may incent market participants to coalesce around 
fewer CCPs.

Policymakers should redouble their efforts to 
promote accessible and efficient clearing and 
settlement mechanisms in FICC markets. The 
implementation of central clearing in OTC 
derivatives markets is far from complete, and 
has stalled in certain jurisdictions. Central clearing 
mandates should be comprehensive, covering as 

6 See Loon and Zhong (2016).

7 See, e.g., Rennison (2015);  
Smith (2016); Smith (2018). 
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many eligible counterparties as possible and a 
broader range of products. In the sovereign bond 
and repo markets, central clearing mechanisms do 
not serve the entire marketplace, and should be 
expanded. Finally, further regulatory calibration is 
needed to ensure that investors can access central 
clearing on reasonable economic terms. For example, 
pending amendments to the EMIR regime in the 
EU aim to ensure that clearing members provide 
their clients with access to central clearing on fair, 
reasonable and non‑discriminatory terms, while 
a broad coalition of market participants and 
regulators have sought revisions to the Basel III 
supplementary leverage ratio to better reflect the 
risks inherent in, and the economics of, banks’ client 
clearing offerings.

Expanding the use of, and access to, central 
clearing and settlement systems has been a central 
and successful component of post‑financial crisis 
reforms to improve the safety and stability of the 
financial system. An often overlooked benefit 
of this transition is the removal of barriers and 
frictions to establishing new trading relationships. 
This, in turn, helps foster a more dynamic and 
competitive landscape for FICC market‑making, 
ultimately yielding better pricing and more sources 
of liquidity for investors.

4|2 Multilateral trading venues that provide 
non-discriminatory access

Trading on multilateral trading venues that provide 
non‑discriminatory access to all market participants 
builds on the foundation of central clearing and 
settlement by allowing investors to seamlessly 
access competing quotes from a greater choice of 
market participants. This addresses another key 
friction that exists in certain FICC markets – the 
difficulties faced by market participants seeking 
to access competing prices and counterparties. 
Here too, forward‑looking regulatory reforms 
have been a catalyst for greater competition by 
requiring both new and existing trading venues to 
provide impartial and non‑discriminatory access 
to all market participants, including new entrants.

Historically, the architecture of many FICC 
markets was designed to frustrate competition 
and protect the position of the largest incumbent 
intermediaries. A select group of incumbent dealers 
typically transacted with each other on exclusive 
dealer‑only trading platforms that denied access 
to other market participants (both investors 
and potential competitors alike). Meanwhile, 
investors could only trade with that select group 
of incumbent dealers over‑the‑counter or on a 
limited number of dealer‑to‑customer trading 
platforms that would prohibit or otherwise restrict 
new entrants. This segmented and restricted market 
structure is opaque, inefficient and harms investors 
by fragmenting liquidity, hindering access to best 
execution, and reducing competition among the 
incumbent dealers.

Non‑discriminatory access requirements correct 
these conditions and foster the development 
of markets that are more open, transparent, 
competitive, and efficient. Non‑discriminatory 
access requirements promote competition by 
lowering barriers to entry for new liquidity 
providers, breaking up incumbent oligopolies, 
ensuring investor access to best execution, and 
providing investors with the freedom to execute 
with any other eligible counterparty.

Trading on multilateral trading venues that provide 
non‑discriminatory access has yielded significant 
benefits in affected markets. Bank of England 
research has found that in the United States, the 
introduction of new “swap execution facilities” 
(or SEFs) has led to a significant improvement 
in liquidity and a material reduction in execution 
costs, with end‑users saving between USD 7 million 
and USD 13 million per day.8 Since January 2015, 
Citadel Securities has observed a 50% decrease 
in bid‑offer spreads in USD interest rate swaps 
traded on SEFs (see Chart 2).

Critics have nevertheless questioned whether 
the participation of new entrants on formerly 
incumbent‑only trading venues is truly additive 
to the price discovery and risk transfer process. 8 See above note 2. 
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However, in addition to the pricing improvements 
noted above, diversifying participation has also 
increased market resilience. For example, in the 
wholesale US Treasury markets, broader access 
to trading venues has allowed many non‑bank 
broker‑dealers to aggressively compete as liquidity 
providers, and the benefits of having a broader 
and more diverse array of liquidity providers are 
clear. The events of 15 October 2014, one of the 
most volatile days in the history of bond markets, 
demonstrated the value of these new liquidity 
providers. As the US government’s joint staff 
report9 on the volatility of 15 October points out, 
non‑bank participants maintained tight bid‑ask 
spreads and continued to provide the majority 
of liquidity, while the banks widened bid‑ask 
spreads and at times withdrew completely from 
the market. Meanwhile, the Chicago Mercantile 
Exchange (CME) Treasury futures market, which 
features the greatest number and diversity of 
participants, maintained tight spreads and firm 
quotes throughout the trading day.

Policymakers should continue to vigilantly enforce 
the existing requirements that trading venues 
provide non‑discriminatory access, and look 
to expand such requirements across products 

and markets. Such requirements have long been 
in place for exchanges and regulated markets 
for equities and futures. In the United States, 
the Dodd‑Frank Act required SEFs to provide 
impartial access, while in the EU, MiFID II now 
applies non‑discriminatory access requirements 
to “multilateral trading facilities” (MTFs) and 
“organised trading facilities” (OTFs). However, in 
both jurisdictions, the CFTC and the European 
Securities and Markets Authority (ESMA) 
respectively have had to issue further guidance 
prohibiting a range of anti‑competitive access 
criteria that were nevertheless employed to erect 
access barriers and hinder competition – confirming 
that continued regulatory vigilance is essential.

Trading on multilateral trading venues that 
provide non‑discriminatory access to all market 
participants addresses a second key barrier and 
friction to greater competition in certain FICC 
markets – challenges in efficiently accessing 
competing prices and counterparties. Allowing 
a broader array of market makers to compete to 
offer prices to investors, and allowing investors to 
more easily compare and choose among competing 
liquidity providers, will further improve pricing 
and liquidity.

C2  USD interest rate swap (IRS) bid-ask spreads, by week, 2015-2017
(half spread in basis points)
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9 See above note 5.
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4|3 Transparency

Information asymmetries are a final key structural 
barrier and friction that exist in many FICC 
markets, impeding a fairer, more transparent 
and more competitive market‑making landscape. 
Post‑trade transparency, in the form of real‑time 
reporting of transaction sizes and prices to the 
public, can significantly reduce information 
asymmetries in the market, which in turn yields 
significant benefits.

•  First, real‑time public reporting provides investors 
with the information necessary to accurately 
assess execution quality. By enabling investors 
to compare the prices they receive from liquidity 
providers with concurrent trading activity across 
the market, post‑trade transparency enhances 
investor confidence and incentivises price 
competition as investors are able to demand more 
accountability from their liquidity providers.

•  Second, real‑time public reporting promotes 
competition by levelling the playing field with 
respect to access to information about trading 
activity. With this knowledge, market makers 
are able to price risk more precisely and better 
manage their risks. In turn, market makers can 
quote prices, commit capital, and warehouse risk 
more confidently across all market conditions.

•  Third, real‑time public reporting contributes to 
market resilience by ensuring that changes in 
supply and demand are more efficiently reflected 
in current price levels. Greater transparency allows 
new information to be efficiently assimilated 
across the market, contributing to resilience in 
times of stress.

Academic studies have shown that increased 
transparency has delivered tangible benefits to 
investors in FICC markets where it has been 
implemented. US corporate bond spreads have 
narrowed following the introduction of trade 
reporting and compliance engine (TRACE) 
in 200210 and several studies have shown that 

post‑trade transparency has generally had 
positive effects on liquidity.11 Similarly, studies 
in the OTC derivatives market have shown that 
increased post‑trade transparency has contributed 
to improvements in liquidity.12 Increasing the 
liquidity of an asset class reduces risk premiums 
and reduces the cost of capital for issuers. This, 
in turn, encourages greater capital formation, 
allowing businesses to invest to expand their 
operations and create jobs.

There is a fair policy question as to whether the 
details of a given trade should be private information 
that remains known only to the two counterparties 
to that trade, or public information available 
to all other market participants. On the whole,  
we believe that the market‑wide benefits of better 
pricing, liquidity, competition, and market stability 
outweigh the costs of revealing information about 
an otherwise private transaction. Further, a number 
of protections exist to mitigate any unintended 
consequences from publicly disclosing trade 
details. Real‑time post‑trade transparency regimes 
generally provide trade‑by‑trade information on 
price, size, and execution time only – and never 
the identity of any individual market participant. 
In addition, for a subset of larger “block size” 
trades, volume caps are typically employed to 
mitigate concerns that the full disclosure of trade 
details could provide clues as to a trader’s identity 
or cause an outsized price impact.

Policymakers should continue to expand real‑time 
post‑trade transparency regimes in FICC markets. 
Today, such regimes are in place in the United States 
for futures, corporate bonds and, most recently, 
OTC derivatives. However, the US Treasury 
market continues to lack post‑trade transparency. 
According to official estimates, over 50% of the 
secondary US Treasury market operates without 
meaningful post‑trade transparency.13 In Europe, the 
MiFID II framework has, in principle, introduced 
real‑time post‑trade transparency requirements for 
a range of FICC markets. However, in practice, 
this regime remains nascent. For the vast majority 
of transactions in European FICC markets, the 

10 See Adrian et al. (2015).

11 See, e.g., Goldstein 
et al. (2007);  

Edwards et al. (2007); 
Bessembinder et al. (2006).

12 See, e.g., Loon 
and Zhong (2014); 

Loon and Zhong (2016). 

13 See Fleming et al. (2016).
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publication of trade details can still be deferred for 
four weeks, as opposed to being disseminated in 
real‑time. In addition, EU sovereign bonds receive 
laxer treatment than other FICC instruments, 
increasing the cost borne by taxpayers for sovereign 
financing. Finally, globally, foreign exchange markets 
have no post‑trade transparency regime. In each 
case, the perpetuation of information asymmetries 
comes at the detriment of investor confidence, 
liquidity, price competition, and market resilience.

The broader adoption of real‑time post‑trade 
transparency addresses a final key barrier and 
friction that exists in certain FICC markets – 
information asymmetries. The elimination of 
such asymmetries helps investors assess quoted 
price levels and hold their liquidity providers 
accountable. At the same time, it allows market 
makers to better price and manage risk, and 
by extension, to quote more accurately and to 
commit more capital across all market conditions. 
These developments together help foster a more 
competitive and resilient market‑making landscape, 
improving liquidity and reducing issuers’ cost 
of capital.

5| Conclusion

Market‑making is undergoing a profound 
transformation as new entrants, advanced 
analytical capabilities, and the latest technologies 
transform markets and unleash greater competition 
– ultimately benefiting market participants through 
better pricing and liquidity. However, in FICC 
markets, further measures are needed to harness 

these benefits. Market structure and regulation 
need to evolve and adapt in order to remove the 
remaining structural barriers and frictions that 
have impeded the development of a healthier 
and more competitive market‑making landscape.

Fortunately, significant progress is already being 
made in certain segments of the FICC markets 
as policy measures introduced in the wake of 
the financial crisis have sought not only to 
reduce systemic risk, but also to promote fair, 
open, and transparent markets. These measures 
should be built upon and extended to more 
products and asset classes, as they hold the key 
to unlocking greater competition and diversity 
in the market‑making community. In particular, 
policymakers should continue to expand the use 
of central clearing and settlement facilities, ensure 
non‑discriminatory access to new and incumbent 
multilateral trading venues, and implement 
real‑time post‑trade transparency regimes in a 
broader array of FICC markets. Each of these 
measures has already demonstrated its potential 
to encourage a more dynamic and competitive 
market‑making environment.

The FICC markets of the future, built on the 
foundation of an open, level competitive playing 
field, should fully harness innovation and feature 
a diversity of bank and non‑bank market makers 
providing better pricing as well as deeper and more 
resilient liquidity to investors at a lower overall cost 
to the financial system. These improvements, in 
turn, lower the cost of capital for both corporate 
and sovereign issuers, and improve the rates of 
return for private and public savings programmes.
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