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The bond market has 99
solutions, and 1 problem

the US corporate

Central banking policy has had an extraordinary impact
on the US corporate bond market. Over the past 8 years,
the market has expanded rapidly and now stands at
~$8.5 trillion in notional size, which is almost double the
size of the market in 2006 (~$4.5 trillion). As US
corporations continue to utilize copious amounts debt
capital to finance themselves, the US corporate bond
market gradually assumes the position of being the most
systemically important market in the US financial
system.

5 fun facts about
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99 solutions, one problem
In response to anemic US corporate bond trading volumes, there have been a multitude
of solutions derived from modern financial markets like equities, futures and FX.
Unfortunately, order books, dark pools
and algorithmic trading solutions have
all failed to make a meaningful positive
impact on trading volumes and liquidity.
Why?
The fundamental reason these modern
solutions do not work in the US
corporate bond market is because the
market itself has not evolved for many
years. Therefore, the impact of launching
a central limit order book in the
corporate bond market is akin to the impact of the iPhone would have made if it was
released in 1988. Great conceptually, but not functional due to the lack of
infrastructure.
What year is it?
Practitioners from “modernized” financial markets who have no experience in
corporate bonds find the US corporate bond market
structure to be an enigma. This is because the
technology, architecture and cultural practices in
the corporate bond market are years behind other
markets…..but just how many years?
Using the US equity market as a benchmark, we can
approximate the relative year of the US corporate
bond market. When did the technology,
architecture and culture of the US equity market
most closely resemble the US corporate bond
market? Answering this question requires a quick
examination of US corporate bond market
structure.

5 Fun Facts About the US Corp Bond Market
1) Pricing is exclusively derived from dealers/market makers
Market prices do not form through the aggregation of limit orders but through the
indicative quotes of the market makers and dealers.
2) Market quotes are not organized into a centralized system
The market quotes that are available are created through the parsing of Bloomberg
messages sent from dealers to clients. There is no observable best bid/best offer at any
time in the market
3) There is a terminal based market network
Despite the development of the internet, the Bloomberg Terminal is the dominant
architecture for basic communication and the transmission of pricing data.
4) Execution requires a dealer/market maker
All to All trading facilities have existed for several years, but have yet to generate any
meaningful volume
5) There IS a post trade tape (TRACE Reporting)
All trades must be reported within 15 minutes of the time of execution. Post trade
information is made available through FINRA to all market participants
The Year Is?
So, when was the period of time when the US equity
market relied exclusively on market makers/specialists
for pricing and liquidity, was heavily reliant on a
terminal (Quotron) and lacked a central system for
price discovery?
1970.
Yes, with the exception of the post trade tape
established in 2001, the technology, architecture and
culture of the US corporate bond market is 46 years
behind the current US equity market. If you are waiting
until the US corporate bond market modernizes before
becoming an active participant, cryogenics may be your best solution. Just leave
instructions to wake when a central limit order book has been established.

