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Executive summary
In 2023, in response to a request from members, ICMA created a Bond Market Liquidity Taskforce (BMLT) to take a deep 
dive into bond market microstructures and liquidity conditions with a view to identifying potential vulnerabilities and providing 
recommendations to increase resilience. The analysis is based on both quantitative and qualitative data. This first phase of 
the BMLT’s work focuses on core European sovereign bond markets: Germany, France, Italy, Spain, and the UK. 

The key findings of the research are:

•	 Liquidity in the core European bond markets is generally good, as defined by the ability to execute larger than average 
transactions, relatively quickly, without significantly moving the market.

•	 However, in recent years liquidity has become much more sensitive to both episodes of unexpected volatility and 
regulatory reporting dates (ie year-end and some quarter-ends). 

•	 This can be roundly attributed to the combination of a significant increase in the outstanding stock of government debt 
while primary dealer balance sheets and appetite for risk, on aggregate, have reduced markedly. 

•	 Applying modelling on historical bid-ask spreads, it becomes clear that at certain points these widen significantly, 
and this cannot be explained by volatility alone. Rather, volatility is the catalyst for a discernible retreat from liquidity 
provision.

•	 Furthermore, the speed at which markets become volatile (the ‘volatility of volatility’) has increased, possibly aided by 
greater transparency and more dependence on e-trading and automation. 

•	 Repo markets function well, even in times of heightened stress, but are also subject to sharp drops in liquidity around 
reporting dates. 

•	 Liquidity in the sovereign bond futures markets is generally good, although limited to a few contracts, and again prone 
to a rapid thinning and widening of prices in times of stress.

•	 Market participants accept that episodic heightened volatility, with rapid evaporation of liquidity, and a sharp repricing 
of risk, is the new normal.

•	 Participants also believe that central banks will be required to intervene in bond markets more frequently and 
systematically to restore stability. 

•	 The consistent recommendation from market participants, both sell side and buy side, to make sovereign bond 
markets more resilient, is that policy makers and regulators should review the design and calibration of prudential 
regulation as it applies to primary dealers. They suggest that there is a trade-off between high levels of bank 
capitalization and liquidity and bond market resilience. 
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Why this report 
At a meeting of ICMA’s Committee of the Regional Representatives (CRR) in December 2022, it was suggested that ICMA 
leverage its various initiatives related to fixed income market structure and liquidity to take a more holistic market view, 
looking also at the inter-dependencies of different markets, to identify potential risks and vulnerabilities. This would include 
an analysis of the impacts and interplay of prudential, market, and fund regulation. This multi-dimensional perspective is 
intended to inform recommendations to improve overall market resilience and liquidity. 

In response to the suggestion, ICMA proposed to create and mobilise a Bond Market Liquidity Taskforce (“the Taskforce”) 
to drive this initiative. The Taskforce is made up of interested ICMA members, representing sovereign, corporate, short-
term, or repo markets, including sell side, buy side, and relevant financial market infrastructures.

ICMA established a small advisory group of members in early 2023 to discuss and agree the potential approach for the 
work and how the Taskforce could best be formed and mobilised. 

Following the first meeting of the Taskforce in April 2023 and a subsequent “open-to-all” call with a broader audience of 
members in May 2022, it was agreed that the Taskforce should approach its work in phases, addressing different bond 
market segments sequentially. The first phase of the Taskforce’s work (“Phase 1”) focuses on core European sovereign 
bond markets, identified as being those of Germany, France, Italy, Spain, and the UK.

The approach 
A three-step approach was outlined for the initiative.

In the first step, the ICMA secretariat would conduct desk-based research on the structure of each of the five bond 
markets, including extensive data gathering and quantitative analysis to identify any trends or patterns. This could also 
help to identify any historical observations, either idiosyncratic or structural, where markets may have become dislocated 
or broken down. The full background research and data analysis can be found in Section one of Part two of the report.

In the second step, as an extension of the data analysis, the ICMA secretariat used machine learning to identify 
distinct phases in the underlying markets in relation to other observable markets and data points (clustering), as well as 
modelling for bid-ask spreads (often used as a proxy for liquidity) for the main on-the-run bonds for the five sovereign 
markets. The aim of the latter was to adjust for volatility and other factors that drive bid-ask spreads in order to isolate 
any historical evidence of “illiquidity premia”. The machine learning based analysis and modelling can be found in 
Section two of Part two.

The research, data, and analysis were shared with the Taskforce for review and feedback,

In the third step, the secretariat reached out to members active in some or all of the relevant markets, both sell- and 
buy-side, to conduct semi-structured interviews. The objective of the interviews was to confirm and complement the 
quantitative analysis with a qualitative overlay, to help explain the key observations and conclusions drawn from the data, 
as well as to help formulate meaningful recommendations to help improve market resilience.
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The core European sovereign bond markets
The Taskforce identifies the core European sovereign bond markets as those of Germany, France, Italy, Spain, and the 
UK. These are by far the largest individual European sovereign bond markets, with a combined notional outstanding 
value of $14.3tn as of Q2 2023 (see Figure 1). Together they account for more than 78% of the total notional outstanding 
EU27+1 sovereign bond markets. Furthermore, in terms of secondary market trading volumes, they represent 88% of 
total EU27+1 traded value (see Figure 2).1 

As well as in absolute and relative size, these markets are also structurally distinct from other European sovereign bond 
markets, with active exchange-traded futures markets, extensive Primary Dealer networks, well-defined yield curves, 
covering multiple tenors with large on-the-run and off-the-run issues, and a deep and diverse investor base (Belgium 
and the Netherlands are also well developed, but exhibit smaller markets). Furthermore, these markets are often used as 
both pricing reference points and hedges for other, smaller, European sovereign bond markets, as well as EUR and GBP 
corporate bonds markets. 

Essentially, any vulnerabilities in these markets will have implications that will reverberate across European bond markets 
more broadly.

Figure 1: Quarterly time series of outstanding core European sovereign bond markets

Source: ICMA analysis using UK ONS and Eurostat data

1.	 Based on MiFIR data collated using Propellant software, covering the period January 2022 through June 2023.
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Figure 2: EU 27+1 sovereign bond markets: monthly traded volumes

Source: ICMA analysis using MiFIR data collated using Propellant software
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Figure 4: UK 10yr on-the-run liquidity analysis

Source: ICMA analysis using Bloomberg data

What we observe from the data are specific events around which liquidity appears to become stretched, with some or all 
of the following features: sharp upticks in bond yields, increased volatility, increased volatility of volatility, and wider bid-
ask spreads. In recent years, these events are: the first lock-down in response to the COVID-19 pandemic, the start of 
the hiking cycles in the UK and Eurozone, the Russian invasion of Ukraine, the collapse of Silicon Valley Bank, and the 
September 2022 UK mini-budget.

In addition, we observe notable dislocations at calendar year-end and over some quarter-ends.

UK 10Y
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Modelling for bid-ask spreads

An important point flagged during the interview process is that an increase in volatility does not in itself imply a drop 
in liquidity. It may become relatively more expensive to transact during times of heightened volatility, but it should not 
necessarily become more difficult. In bond markets, which are structurally distinct from equity markets, liquidity is primarily 
provided by intermediating market-makers, mainly Primary Dealers in the case of sovereign bond markets, who take the 
other side of investor trades, employing balance sheet and assuming risk. The difference between where they will buy 
and where they are prepared to sell (particularly where they do not hold a matching opposite position) will be determined 
by a number of factors, including the cost of capital of holding the position, any expected hedging and funding costs, the 
expected time to trade out of the position, and, most importantly, volatility. Changes in bid-ask spreads therefore generally 
reflect changes in market volatility, rather than liquidity. In fact, some analysis undertaken on bond market liquidity has 
been guilty of conflating liquidity with volatility.

To account for this, we used a series of data points, spanning five years, which also included various volatility measures, 
to model for bid-ask spreads (BA) for both 2yr and 10yr on-the-runs for the five issuers. A detailed explanation of 
methodology and results can be found in the Machine Learning section in Part two.

Depending on the underlying bond, we are able to explain successfully between 29% and 72% of the observed bid-ask 
spread. We then use the difference between the observed spread and predicted spread as a measure of illiquidity, or 
“liquidity premium”: effectively the additional cost to investors to source liquidity.

What we observe is that at times of heightened volatility, or at year-end or certain quarter-ends, bid-ask spreads widen 
by notably more than can be explained by our models, suggesting a deterioration in liquidity that can be expressed as a 
quantifiable cost to investors.  Our observations show that this liquidity premium varies with issuer (with a maximum of 
1.25 basis point (bp) for 10yr UK and 4bp for 10yr Italy), and with shorter maturities being impacted more in terms of bp 
cost (with a maximum of 10bp for 2yr Spain and 25bp for 2yr France), but broadly similar when adjusted for duration, 
ranging from around x2.5 to x8 the normal bid-ask spread. 

Some of the results are illustrated in Figures 5 to 8, with the full results found in Part two.

Figure 5: 10yr UK liquidity premium

UK 10YR Bid-Ask Spread  
Prediction vs Observation 10YR UK Liquidity Premium
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Figure 6: 10yr Italy liquidity premium 

Italian 10YR BTP Bid-Ask  
Spread Prediction vs Observation 10YR IT Liquidity Premium

Figure 7: 2yr Spain liquidity premium

Spain 2YR Government Bond Bid-Ask  
Spread Prediction vs Observation 2YR ES Liquidity Premium

Figure 8: 2yr France illiquidity premia

France 2YR BTAN Bid-Ask  
Spread Prediction vs Observation 2YR FR Liquidity Premium
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Participant views

Interviewees confirm that liquidity conditions across the core markets, for the most part, are generally good. Bid-ask 
spreads are relatively tight,2 and do not widen by much for larger sizes, and it is possible to trade large blocks of bonds 
(100-200mn clips) without moving the market significantly. Supported by a deep futures markets and an active repo 
market, recycling risk for dealers is usually manageable, even if it may take some time to trade out of larger positions. 

However, participants also confirm what we observe in the data, that there are certain stress points, usually triggered 
by an event, when the core sovereign bond markets become extremely challenging and highly illiquid. This is largely 
attributed to the fact that dealer balance sheets, on aggregate, have become smaller over the past ten-to-fifteen 
years, while the underlying market has become notably bigger.3 Interviewees also point to a reduction in the appetite 
for risk among many dealers, particularly as volatility spikes and client orders become largely one-directional. In such 
circumstances, some desks are under pressure to cut positions, which can add to the market pressure. 

In these scenarios, with some dealers stepping aside, liquidity provision also becomes more concentrated, with the larger 
global banks best placed to internalise and manage risk across multiple product desks and to recycle positions through 
their vast franchises. The buy-side observation, however, is that client differentiation also becomes a part of this process, 
as dealer banks are forced to prioritise scarce balance sheet and constrained risk limits for their more valuable clients. 
From an investor viewpoint, the largest may be subject to wider bid-ask spreads, while the smallest will struggle to find 
any price. Interviewees explain that this is when the dealer-investor “partnership” become important, and which is based 
on business flows across the broader range of activities and services provided by the dealer bank.

One interviewee noted that this characteristic of bond market liquidity was not always the case, and that prices were wide 
even during the 2008 global financial crisis, but it was still possible to transact. In recent years, at points of heightened 
stress, liquidity has not only become expensive, but for many buy-sides it has become binary. The ability to ride this storm 
largely depends on the type of fund, and whether they are able to retreat to the sidelines until the dust has settled, or if 
they are subject to sizeable investor redemptions or spiraling margin calls on related derivatives positions.

2.	 The data suggests median bid-ask spreads for all core markets to be less than 0.5bp for 10yrs and less than 1.5bp for 2yrs.
3.	 The combined notional amount of outstanding issuance of the five markets grew by 27.2% from the end of 2019 to June 2023 alone. See Figure 1.
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Figure 10: European traded sovereign bond average trade sizes

Interviewees verify these observations, attributing both to the greater use of algos and automated order flow. Using algos 
to price and automate the execution of smaller transactions is more efficient for dealers, and, as a corollary of this, buy-
sides splitting trade orders into smaller “child orders” can be more effective than executing in block size. Some dealers 
note that automating the more liquid, commoditised, and less profitable, transaction flow allows them to spend more time 
focusing on facilitating the larger, less liquid, and more lucrative client needs. One interviewee described this as being 
as much an advisory role on execution optimisation, as an enabling risk transfer. A number of participants talked about 
dealer-client “partnerships”. This is very much what we see in Figure 9.

“Fake liquidity”
As much as e-trading and automation delivers significant efficiencies, and possibly even enhanced liquidity, at the smaller, 
more commoditised end of the transaction spectrum, some interviewees also highlight potential imbedded vulnerabilities. 
They point out that pre- and post-trade data generated on platforms become points of reference for pricing larger trades. 
In stable markets, this is helpful. In stressed markets, the impulse response of many liquidity providers is to switch their 
algos off, leaving the market blind, particularly from the perspective of pre-trade transparency, which is widely considered 
to be more valuable than post-trade transparency. One interviewee described venue-based pre-trade transparency as 
“fake liquidity”, since it is there under normal conditions, but quickly evaporates in times of stress, potentially exacerbating 
market moves and fueling volatility.
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Futures markets
Deep and liquid bond futures markets are not only a biproduct of deep and liquid sovereign bond markets, but also help 
to reinforce depth and price efficiency. Standardised,6 exchange-traded bond futures contracts, which usually roll on a 
quarterly basis, allow for delivery at expiry of a similar maturity cash bond from a pre-defined basket. The futures price 
will usually closely follow that of one bond in the basket, the so-called “cheapest to deliver” bond (or CTD), which is the 
bond with the cheapest implied repo rate from the perspective of buying the bond, selling the future, and making delivery.7 
Built into this price is the optionality of a different bond in the basket becoming the CTD, which is a function of both the 
make up of the basket and yield volatility and is essentially a discount to the implied CTD price (buyers of the future are 
effectively compensated for “selling” the delivery option to the sellers of futures). 

Futures are highly efficient off-balance sheet hedges for sovereign bond exposures, as well as a leveraged alternative to the 
underlying market. In many ways they achieve what the cash bond market cannot, providing a highly liquid, standardised, 
exchange-traded instrument with full pre- and post-trade transparency. Some buy-side interviewees explained that futures 
(as well as interest rate swaps) provide an effective alternative to cash bonds when constructing portfolios. 

All of the five core European sovereign bond markets have developed futures markets, in some cases representing 
different points on the curve. 

In terms of traded volumes, open interest, and market depth, the German futures contracts are by far the most liquid, 
with a total combined daily average volume of €192bn notional equivalent,8 and the 10yr Bund contract daily average 
equivalent to €77bn alone, compared with an average daily traded notional value of €29bn in the underlying German 
sovereign bond market. 

With respect to other contracts, the daily notional value is less than that of the underlying market, with the French 10yr 
contract averaging €18.6bn vs cash volumes of €21.2bn, the Italian 10yr contract averaging €15.6bn vs cash volumes of 
€30.7bn, and the 10yr UK contract averaging £14.3bn notional equivalent vs cash volumes of £18.5bn. 

Interviewees also report that for the most part, in the main contracts,9 liquidity is very good, particularly in the three main 
German contracts, where it is usually possible to execute lots of 500 to 1,00010 without having a major impact on price. 
The 10yr France (“OAT”) contract, the 10yr Italian (“BTP”), and the 10yr UK (“Gilt”) contract are, reportedly, similarly liquid. 
This is also reflected in the data with respect to daily trading volumes and open interest (see Figure 11).

6.	 A futures contract will represent a “notional” bond, rather than an actual bond, with a specified coupon and maturity date.
7.	 Known as “cash-and-carry” basis, this is effectively a synthetic repo exposure.
8.	 Based on the period January 2022 through June 2023.
9.	 This is the 10yr “Bund”, the 5yr “Bobl”, and the 2yr “Schatz”.
10.	The equivalent of 50mn to 100mn notional value.
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Figure 11: Active European sovereign bond futures contracts

However, a number of existing contracts see little-to-no activity, including the 10yr Spanish (“Bonos”) contract, the 5yr 
France contract, the 5yr Italy contract, and the 2yr short-Gilt contract (see Figure 12).

While having too many available contracts runs the risk of fragmenting and also diluting liquidity, interviewees highlight 
some challenges associated with limited choice. One is curve risk created by maturity mismatches between the maturity 
of the underlying the bond exposure and that of the notional contract. This is compounded by convexity considerations as 
a result of relatively high legacy coupons on notional contracts and very low (even zero) coupons on the underlying bonds. 
In the case of Gilts, it was flagged that historically shorter maturities could be hedged effectively using short-sterling 
strips,11 but that following the demise of LIBOR, the replacement SONIA contracts12 are not as liquid. 

The second is credit risk, particularly in the case of Italy, where a deeper Bonos futures market would provide the ability 
to hedge not only BTP interest rate exposure, but also the associated credit risk with a closer fit than using, say, Bund or 
OAT futures.

11.	Short-sterling were a cash-settled contract based on the 3 month sterling LIBOR fixed rate. Interest rate exposures could be hedged by using “strips” of contracts across 
different settlement dates to match the term of the exposure.

12.	Following the cessation of LIBOR, short-sterling contracts were superseded by 3 month SONIA contracts, which settle on the historical compounded Sterling Overnight Index 
Average.

RX1 Future DU1 Future

OAT1 Future IK1 Future

G 1 Future
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Figure 12: Inactive European sovereign bond futures contracts

An additional futures-related challenge identified by some interviewees is more structural and concerns the rate at which 
bond yields have seen a sharp spike in optionality during the past 12 to 18 months (that is a higher probability of a CTD 
switch) thereby un-anchoring contracts from the CTD and making the spread between futures and cash bonds (the basis) 
less predictable and so a less perfect hedge or substitute.

However, perhaps the biggest concern raised by participants is that, similar to the underlying cash market, in times of 
stress the futures markets can become extremely illiquid and highly volatile, characterised by a thinning of order depth 
and “gapping” between prints (rather than moving a tick at a time). This is also attributed to algos being switched off, 
which provide a lot of the smaller order flow, thus supporting price discovery for larger trades. As liquidity thins in futures, 
so it becomes more difficult for dealers to price and hedge client orders in sovereign bonds, driving bid-ask spreads even 
wider and reducing their appetite for risk.

KOA1 Future BTS1 Future

BTA1 Future
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Figure 14: Repo Funds Rate daily volumes and rates: DE, FR, IT, ES

Source: ICMA analysis using CME RFR data

In the case of quarter-ends, EU regulated banks regularly shrink balance sheets, temporarily, to meet (usually self-
imposed) Liquidity Capital Ratios (LCR). Depending on market positioning, and the amount of leverage in the system, this 
can feed through into the underlying bond market, reducing liquidity and widening bid-ask spreads; which is what we 
observe in the data. 

At calendar year-end, this effect is compounded not only by European banks’ LCR reporting, but more widely by the 
largest globally systemically important banks managing their balance sheets down to optimise their snapshot GSIB 
scores, which affects their capital requirements for the next twelve months. The picture is further complicated by a 
number of jurisdictions applying bank levies, also based on year-end balance sheet snapshots. Add to this mix, as we 
have seen in recent years, a combination of excess reserves and a degree of collateral scarcity (the result of central bank 
asset purchases), and year-end for euro denominated repo markets is characterised by significant deleveraging and 
wild price dislocations (see Figure 15). The impact for underlying sovereign bond markets, as observed in the data, is a 
reduction in trading activity and a sizeable widening of bid-ask spreads commensurate with that seen in any crisis. 

Some buy-side interviewees point to restrictive regulation that limits their ability to access the repo market, noting that 
this could be a useful liquidity management tool, particularly in times of volatility, enabling them to manage margin calls on 
derivatives exposures or to meet redemptions without the procyclical impacts of selling holdings into a thin market. 

A further observation noted during some buy-side interviews is the lack of price transparency in the repo market, 
compared to that in the underlying market. While in some respects it is difficult to compare repo rates as they also contain 
an element of counterparty-specific balance sheet footprint, knowing where “specials”16 are trading would provide useful 
intelligence with respect to price formation in the underlying bond.

16.	A “special” is a bond that is trading expensively on repo (ie a lower repo rate) relative to general collateral (ie the generic secured funding rate for the class of bond).

Figure 14

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

RFR Spain volume

RFR Italy volume

RFR Germany volume

RFR France volume

 €
 m

illl
io

ns

-6

-5

-4

-3

-2

-1

0

1

2

3

4

RFR Spain

RFR Italy

RFR Germany

RFR France

Repo Rate (Volum
e W

eighted Average)

02
/01

/20
20

02
/06

/20
20

02
/01

/20
21

02
/06

/20
21

02
/01

/20
22

02
/06

/20
22

02
/01

/20
23

02
/06

/20
23



22Liquidity and resilience in the core European sovereign bond markets

Figure 15: Repo Funds Rate spread to Germany RFR

Source: ICMA analysis using CME RFR data
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Central bank purchases
Interviewees cite monetary policy, in particular central bank asset purchase programme, as one of the key considerations 
in any attempt to analyse sovereign bond market liquidity. As they point out, it was the relaunch and expansion of asset 
purchases that helped to stabilise markets after the COVID-19 crisis of early 2020. Since then, and until the end of 2021 
in the case of the UK, and July 2022 in the case of the ECB, the respective e central banks became by far the largest 
single buyer of government bonds. Figure 16 shows the monthly and cumulative net purchases of the four core euro 
sovereign bond markets under the Public Sector Purchases Programme (PSPP) and the Pandemic Emergency Purchases 
Programme (PEPP). By July 2022, the ECB and respective NCBs held a total of €3.142tn notional of the bonds of the big 
four issuers, or around 31% of the total outstanding issuance, which is difficult to ignore (see Figure 16).

While interviewees suggest that these purchase programmes were largely responsible for richening sovereign bond swap 
spreads (see Figure 17), increasing repo specialness for certain bonds (and most bonds in the case of Germany), the 
overarching result was to contain volatility, and to support liquidity more broadly with the reassurance for dealers of a 
perennial buyer, where size was often a more important consideration than price. 

Figure 16: ECB purchases of core EUR sovereign bonds under the PSPP and PEPP

Source: ICMA analysis using ECB data

Figure 17: Bund and Schatz swap spreads

Source: ICMA analysis using Bloomberg data
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Alternative liquidity providers
Another discussion point raised by some interviewees is the impact of other, non traditional liquidity providers. Very much 
linked to the observations and views on algo trading is the growth of sovereign bond exchange traded funds (ETFs), 
where the creation and redemption process is reliant on the ability of the authorised participant (AP) or market-maker 
to sell or buy quickly, and efficiently, proxy baskets of bonds, usually in relatively small clip sizes. Here auto-quoting and 
execution plays a critical role. The corollary to this is the generation of additional two-way flows, close to mid-market, in 
the underlying bonds, which could be viewed as adding to overall liquidity. 

However, while the European sovereign bond ETF market has seen rapid growth in recent years, it is noted that in terms 
of assets under management (AUM), this remains relatively insignificant when compared to the size of the underlying 
sovereign bond market (see Figure 18).

Figure 18: EUR sovereign bond ETF total assets

Source: ICMA analysis using Bloomberg data

Of more significance, particularly to some interviewees, is the role of hedge funds, in particular relative value (RV) 
funds that utilise leverage to enter into short-term strategies to exploit potential price opportunities between different 
sovereign bonds and instruments. Participants also note a resurgence in hedge fund activity since the end of interest rate 
compression and with this an increase in volatility, both of which provide more opportunities for RV based trading. 

Views on the contribution of hedge funds to market liquidity and resilience are mixed. On the one hand they provide new 
and active flows, often contrary in direction to more passive, real money orders, that otherwise would probably not exist 
in the absence of bank “prop” desks. There is also the argument that they ensure price efficiency, by arbitraging-out any 
price anomalies that exist in the market. However, as some interviewees were keen to point out, unlike Primary Dealers, 
they have no commitment, nor incentive, to stay active when markets become too volatile or stressed. They are often the 
first to pull-out when the going gets tough, often adding to the volatility as they deleverage and unwind.
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The question debated by market participants and regulators, and discussed with interviewees, is how much real time 
information should be made publicly available, and what should be deferred, and for how long? 

Under the current regulation, deferred sovereign bond post-trade data is published on a weekly basis in aggregate form, 
which is then disaggregated after four weeks. However, national competent authorities (NCAs) have the discretion to elect 
that the deferred post-trade data for their respective sovereign bond markets remain in aggregated form indefinitely. ICMA 
estimates that 59% of transactions and 69% of the total traded volumes in the five core markets are subject to indefinite 
aggregation (see Figure 19).

Following the MiFIR and MIFID II Review, indefinite aggregation of sovereign bond trades will cease, with all deferred 
trades being disaggregated within six months. Interviewees, particularly those representing the buy-side, question the 
limited value of aggregated post-trade data, as well as the value of six-month old, disaggregated information. Some 
suggest that sovereign bond trades should be subject to the same revised deferral regime as corporate bonds, with 
a maximum delay of four weeks before hitting the tape. Views on this vary among sell-sides, who rely on a degree of 
information asymmetry to take on large risk positions from their clients, although it is difficult to find consensus on the 
optimal deferral calibration, which to a large extent depends on the actual trade and resulting exposure in question. 

Ultimately it will be for ESMA to calibrate the transparency regime, and some suggest that they begin conservatively with a 
view to increasing the number of transactions published in real time gradually, while also monitoring the market impact, with 
a view eventually to reaching the transparency “sweet spot”. However, some note that so long as NCA’s retain discretion, 
their instinct, perhaps understandably, will be to protect their Primary Dealers with a high degree of information asymmetry.
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The outlook
Looking forward, the general view of interviewees is that we have entered a new era for sovereign bond markets, where 
event-triggered episodes of heightened volatility and illiquidity should be expected on a relatively regular basis. The unwind 
of central bank asset purchases, while ultimately healthy for liquidity more broadly, will likely add to volatility and market 
sensitivity in the near term. This will also increase overall supply, while dealer balance sheets are set to become even more 
constrained with the roll-out of Basel 3.5, which may also see a retreat of some traditional liquidity providers. All of this 
makes central bank interventions to stabilise markets increasingly inevitable and less extraordinary.

As one interviewee pointed out, it is difficult to compare what we have experienced since 2008 with any other period in 
the history of sovereign bond markets, and at some point, long into the future, the period of 2008-23+ will probably be 
one of the most studied chapters in financial market history.

Recommendations
Interviewees were asked to provide recommendations that could help improve market resilience, and to support better 
liquidity during times of heightened volatility or market stress. The closest that participants came to a consensus view 
was the suggestion that policy makers and regulators need to review the prudential rules that are applied to banks that 
act as primary liquidity providers in sovereign bond markets, with a view to recalibrating in order to allow dealers to fulfill 
their function. This would apply not only to underlying bond exposures, but also to related hedges and repo exposures, 
particularly when viewed in combination. This should be assessed from the perspective of sovereign bond market liquidity 
and stability as being social goods. Increased sovereign bond issuance and the expected launch of active quantitative 
tightening will only give more importance to the provision of secondary market liquidity and the ability to neutralise market 
volatility. If banks cannot provide this critical function, particularly in times of stress, then that responsibility will have to fall 
on central banks. 

A number of other suggestions were offered, which do not necessarily represent a consensus, but each of which perhaps 
warrants further exploration and consideration:

•	 Regulators should give consideration to the role and primacy of Primary Dealers when drafting regulation.

•	 There should be the same focus by regulators on sovereign bond transparency as there is on the corporate bond 
market.

•	 Various balance sheet-based reporting requirements and levies should be determined using average measures rather 
than one-off snapshots. 

•	 Hedge funds should be subject to same prudential requirements as banks.

•	 UCITS and Money Market Fund regulations should afford greater access to the repo market as a tool to manage 
liquidity risk.

•	 Non-cash collateral should be encouraged as an acceptable alternative to cash collateral in the case of variation 
margin, both for cleared and uncleared trades.
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