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There still seems to be a misconception that markets primarily driven by central limit orders books (CLOBs)
are the most liquid, and that all other markets should strive to move in that direction.  

Despite numerous attempts to move the fixed-income market toward order book trading, including those from
Congress (remember Dodd-Frank when it was a bill and did not yet include “any means of interstate
commerce”?), the Gary Gensler CFTC and a few startups, institutional investors continue to vote with their
feet.

Buy Side Not Interested in Trading U.S. Treasurys in CLOB
A question we posed in a recent research study to the buy side was, first, do you trade on-the-run U.S.
Treasurys via an order book?  95% said no. We then asked if they thought gaining access to an order book
market for U.S. Treasurys would improve their over execution quality - only 16% thought it would. Given that
almost 90% of our study participants believed that trading on-the-run U.S. Treasurys in sizes up to $15 million
was easy, the limited impetus to change isn’t all that surprising. 

Why fiddle around with executing a large order in bits and pieces with principal trading firms when you can
either RFQ it or make a quick call to a primary dealer and get the whole thing done in one shot? Numerous
Greenwich Associates studies and periodic conversations with real-money U.S. Treasury investors over the
past few years lead us back to the conclusion that the buy side just isn’t interested in trading U.S. Treasurys
in a CLOB. 
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That’s a big, bold statement—we know.  

It is very possible that many investors just don’t know what they’re missing. For instance, given the relatively
limited use of transaction cost analytics (TCA), most buy- side traders have limited means to measure
execution quality in such a way that they can justify changing their workflow.  

This makes measuring the value of anonymity in the market, a big potential benefit of order-book trading,
challenging. In addition, gaining access to order-book platforms such as BrokerTec and Nasdaq Fixed Income
(formerly eSpeed) continues to be non-trivial, whether due to technical integration issues, compliance
concerns or concerns of damaging critical dealer relationships. Taking that risk for many just isn’t worth it.
You never get fired for buying IBM (or trading via RFQ, in this case).

Too Early to Write Off Buy Side’s CLOB Adoption
But let’s not write off the buy side’s adoption of order-book trading so quickly. Five short years ago, no one
thought all-to-all trading would work for corporate bonds—and here we are.  

Rate futures, which by some measures make up a bigger portion of the market than the bonds themselves,
trade in an order book with volumes continuing to grow. 

Innovations in TCA, execution algorithms and liquidity aggregation are also progressing more quickly today
than ever before, with the buy side increasingly tempted.

And lastly, with the big banks focusing their capital and best people on their biggest clients to improve return
on equity, smaller investors are more willing and able to take a self-service approach than ever before.

Fixed-income markets continue to show us that no single trading protocol works for everyone. Choice is key,
and order-book trading will over time be yet another tool for investors alongside RFQ, auction, aggregated
streams and, yes, the phone. But no, the U.S. Treasury market is not like the equity market, and we don’t
really want it to be.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of strategic
benchmarking, analytics and insights to the financial services industry.

We specialize in providing unique, high-value and actionable information to help our clients improve their
business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market share, revenue
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performance, client relationship share and quality, operational excellence, return on equity, behavioral
drivers, and industry evolution.

About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets
function better. It is majority owned by S&P Global Inc., a leading provider of transparent and independent
ratings, benchmarks, analytics, and data to the capital and commodity markets worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong record of
growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000 customers
through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China, Hong Kong, and
Singapore.

For more information, visit www.crisil.com

Disclaimer and Copyright

This Document is prepared by Coalition Greenwich, which is a part of CRISIL Ltd, an S&P Global company. All
rights reserved. This Document may contain analysis of commercial data relating to revenues, productivity
and headcount of financial services organisations (together with any other commercial information set out in
the Document). The Document may also include statements, estimates and projections with respect to the
anticipated future performance of certain companies and as to the market for those companies’ products and
services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or
future activities of the businesses or companies considered in it but rather is designed to only highlight the
trends. This Document is not (and does not purport to be) a comprehensive Document on the financial state
of any business or company. The Document represents the views of Coalition Greenwich as on the date of the
Document and Coalition Greenwich has no obligation to update or change it in the light of new or additional
information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not
form basis of any lending, investment or credit decision. This Document does not constitute nor form part of
an offer or invitation to subscribe for, underwrite or purchase securities in any company. Nor should this
Document, or any part of it, form the basis to be relied upon in any way in connection with any contract
relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data in this Document may reflect the views reported to Coalition Greenwich by the research participants.
Interviewees may be asked about their use of and demand for financial products and services and about
investment practices in relevant financial markets. Coalition Greenwich compiles the data received, conducts
statistical analysis and reviews for presentation purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES COALITION GREENWICH BELIEVES TO BE RELIABLE. COALITION
GREENWICH DISCLAIMS ALL REPRESENTATIONS OR WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO
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THIS DOCUMENT, INCLUDING AS TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE
INFORMATION, STATEMENTS, ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF ALL OR ANY OF
THIS DOCUMENT. COALITION GREENWICH ACCEPTS NO LIABILITY WHATSOEVER FOR ANY DIRECT, INDIRECT
OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS
DOCUMENT.
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