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Project Abstract
This project considers the recent evolution of dealer intermediation strategies in financial
markets and implications for market liquidity in light of concerns about regulatory changes
raising intermediation costs for large financial institutions. Using newly available transaction-
level data tracking individual participants in US corporate bond markets, we characterize
dealer intermediation strategies by quantifying inventory holdings and trading patterns for
various securities. We assess whether the evolution of trading strategies post-crisis suggests
that regulation has increased the cost of intermediation, and subsequent implications for
customer trading costs, market liquidity, and market vulnerability to shocks.

Activities and Achievement
This project aims to use a newly available dataset to assess how the nature of
intermediation in illiquid financial markets has evolved since the Financial Crisis. The
Academic TRACE data set from FINRA was made available starting in 2017 and allows for
tracking the behaviour of individual market participants over time, unlike the previously
available data sets. Consequently, we will be able construct a novel empirical assessment of
how post-crisis reforms affected both the capacity of individual dealers to hold large
inventories required to intermediate and the willingness of dealers to take risk to make
markets during episodes of volatility. The changing nature of intermediation by large dealers
has been a principal concern for policy makers working on financial stability in recent years.
The empirical analysis has not yet started because we do not yet have access to the data.

Dissemination
Once we have completed the empirical analysis described above, we aim to publish the
results first in a working paper, and eventually in a journal. We will also present the results
at relevant conferences and workshops, including CERF events.
The paper addresses a current pressing concern of policymakers: whether and how
intermediation in financial markets has changed as a result of recent changes in financial
regulations. Consequently the project can inform policy decisions about whether
adjustments to regulation may be needed to reduce strain on market function.

Outputs
No research papers or other publishable outputs have yet been produced due to delays in
data access.

Major Difficulties and Any Other Issues
We been unable to make significant progress because the data provider (FINRA) has not yet
supplied us with the required dataset on corporate bond transactions (Academic TRACE
data), despite repeated requests from the University, made via the Research Operations
Office. We are very frustrated by the lack of cooperation (especially given that we had been
in touch with the data provider prior to obtaining the grant and they had confirmed the
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process for accessing the data). Given this obstacle, it would be appropriate to prolong the
project until we obtain the necessary data from FINRA and can run the proposed analysis.
Once the data is obtained we expect the analysis to proceed smoothly.
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