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“…What we really want is for things to 
remain the same but get better.” 
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•  U.S. corporate debt is now a $10 trillion 
dollar marketplace. 

 
•  2nd largest of traditional U.S. bond 

markets. 
 
•  Accounts for 24% of the total U.S. bond 

market.  
 
•  Record new issuance ($1.5 trillion). 
 

 

Source:  Sifma, TABB Group 

Source:  Sifma, TABB Group 

The Corporate Bond Market is Growing. 

Source:  Sifma, TABB Group 
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On the Surface, Liquidity Abounds. 

•  Median Bid/Ask spreads for the broader corporate bond market have narrowed 
significantly since 2009. 

 
•  Round-lot (>$1.0MM) and block (>$25MM) spreads now trade close to historic lows.  

Source:  MarketAxess Source:  Goldman Sachs Research 
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Investor Activity (Trade Counts)… 

•  Trade counts have increased across the board for all shapes & sizes. 
 
•  27,000+ D2C trades are executed each day, +77% from 2008. 

Source:  TRACE, TABB Group Source:  TRACE, TABB Group 
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…And Volumes are Booming. 

•  Daily volumes have also swelled to historically high levels. 
 
•  $19.7 billion changes hands daily in the D2C market; up 70% from 2008. 

Source:  TRACE, TABB Group Source:  TRACE, TABB Group 
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“Status quo, you know, is Latin for ‘the 
mess we’re in’.” 
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A Structural Imbalance Threatens. 

Growing Market Imbalance 
  
  
  
  
  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  TABB Group 

  
  

•  A growing imbalance is stressing 
the principal-based model of risk 
transfer. 

 
•  Dealer liquidity provisioning is not 

keeping pace with assets under 
management (AUM). 

 
•  Balance sheet is approximately 

$90-95 billion, down 21%. 

•  As a percentage of outstanding 
assets, capacity is just 0.89%, 
lower by 65% versus 2004. 
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The Status Quo May No Longer Suffice. 

Estimated Balance Sheet Capacity 
(Large Dealers)  
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  TABB Group 

  
  
•  The aggregate balance sheet dealers are committing to has only declined 21%, but it now 

services a market that is significantly larger (+63.5% since 2007). 

•  Dealer inventories have declined, though not as precipitously as reported.  Dealers tell 
TABB they are now deploying 50-70% of their balance sheet capacity. 
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Fund Managers Are Receiving the Inflows.  

•  $600 billion has flowed into IG/HY corporate bond mutual funds and ETFs, while just 1/3rd of 
that has been directed at all other FI products combined. 

Source:  Wells Fargo Research 
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Investment Philosophy Symmetry is Concerning. 

•  Assets are concentrating in the hands of fewer investors as flows are directed at traditional 
fund managers, asset managers consolidate, and the hedge fund community contracts. 

Largest 
Asset Mgmt. 

Firms 

Pension 
Funds 

Insurance 
Companies  

Sovereign 
Wealth 
Funds 
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“If you do not change direction, you may 
end up where you are heading.” 
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Dealers are Adapting to the New Environment. 

Revenue 
Growth & 

Market Share Return on Capital 
(ROC) 

•  Regulation and shareholder value is driving business model change from top-line revenue 
growth and market share towards Return on Capital (ROC). 

•  As a consequence, many dealers are eschewing principal risk and executing more riskless 
principal trades (a.k.a. “agency business”)… 

•  Resulting in the withdrawal of both Immediacy and Obligated Liquidity.  This will 
ultimately have a significantly negative impact on the efficiency of electronic models, in 
particular the e-RFQ. 
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Investors Are Paying the Price. 

•  Immediacy is available for on-the-run and cash flow 
(odd-lot) trades in the context of quoted markets. 

 

•  Quotes often reflect a view of where risk 
might trade, and not where it does trade.  

•  Liquidity premiums are rising. 

•  Dealers are increasingly looking to work 
orders for less popular issues. 
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Market Structure Changes May Be Warranted. 
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Already, Trade Sizes are Getting Smaller. 

•  The average size of a round-lot trade ($1.0+ 
million) has declined by 15%. 

•  Investors have been finding it more difficult to 
transfer risk in bulk. 

•  In the meantime, the average size of an odd-
lot trade has risen dramatically, +47% since 
2008. 

•  Evidence suggests investors are starting to 
break up trades in an effort to transfer risk, a 
characteristic typical of order driven 
marketplaces. 
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Evolving Markets Climb the Curve. 
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Ideal Destination?  Centralized Ecosystem. 

•  The balance of power is shifting. 

•  The principal-based model is 
deteriorating, weakened by regulation. 

 
•  The market is gravitating towards a 

hybrid approach. 

•  Market participants need to 
collaborate, arriving at a new market 
structure. 

 
•  Technology, connectivity and electronic 

trading can tie it all together and make 
it work efficiently. 

 

Principal 

Agency Riskless 
Principal 
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A Crowded Theatre… 

Historical correlation 
between spreads and 

yields broke down 

§  Credit spreads typically narrow as rates rise, following 
the same fundamentals that drive equity prices. 

§  During the “taper tantrum” spreads widened out 50 
bps during the first 40 bps movement higher in yield. 

Flows begin pouring into 
mutual fund managers and 

ETFs 

Source:  TABB Group 
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Mrs. O’Leary’s Cow Starts a Fire! 

While dealers remain as sizeable as they were in 2007, the market around them 
continues growing, minimizing the impact of their liquidity. 

Source:  TABB Group, Sifma 
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“The world is changing very fast.  Big 
will not beat small anymore.  It will be 

the fast beating the slow.” 



22 

Relevant Research from TABB Group 

Corporate Bond Conundrum: 
A Riddle, Wrapped in a Mystery, Inside an Enigma 
September 2014 
 

U.S. Corporate Bond Market Update 
October 2013 
 

U.S. Fixed Income: 
State of the Industry 2012 
November 2012 

Corporate Bond Market Transformation: 
Platforms, Dealers, Investors 
December 2012 


