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The Municipal Securities Market

• Responsible for funding many essential 
government projects and activities. 
– Schools, hospitals, utilities, roads and more

• About 1.5M securities (many issuers, many of 
which often must make serial offerings)

• Securities often are complex with sinking 
funds and various options. 

• Disclosure by issuers is limited in comparison 
to corporate disclosure. (Tower Amendment)
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Secondary Trading in Munis

• Munis mostly trade OTC through dealers in a 
decentralized market.
– Dealers and some larger institutions have access 

to various electronic trading platforms collectively 
known as ATS (Alternative Trading Systems). 

• Tax preferences and the huge number of 
issues fragment the market. 
– Buyers and sellers rarely are at the same place and 

time.  
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Transparency

• Issuers have limited financial and risk 
disclosure requirements at registration and 
during the life of the issue. 

• Essentially no pre-trade transparency.
– No NBBO and thus no trade through rules

• Many traders cannot readily access or analyze 
post-trade prices.  
– EMMA Price Discovery Tool helps some. 
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Secondary Transaction Costs

• Secondary transaction costs are very high, 
especially for retail traders.
– OTC market structure
– Huge number of issues
– Fragmentation across states

• Roundtrip transaction costs generally 
consume many months of accrued interest.

• Many retail investors buy funds to partially 
avoid transaction costs. 



Agenda

Provide four suggestions to improve municipal 
bond market liquidity. 

• Remember that liquidity makes bond issues 
more attractive to investors. 

• Increasing bond market liquidity will increase 
sales prices and thus lower funding costs.
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The Four Suggestions

1. Improve pre-trade transparency. 
2. Issue simpler bonds.
3. Issue fewer bonds. 
4. Improve financial and risk disclosure. 



1. Improve Pre-trade 
Transparency
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Disseminate an NBBO for Munis 

• Several electronic markets are now 
aggregating electronic actionable quotes for 
many municipal securities. 

• Most customers do not see these prices. 
• Proposal 1.A

A National Best Bid or Offer (NBBO) should be 
aggregated and disseminated to bond 
customers. 
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My Corporate Bond Evidence

• Interactive Brokers collects and produces a 
private NBBO for corporates and munis. 

• I compared TRACE trade prices to the NBBO. 
– 46% of trades trade through a better electronic 

price. 
– About 40% of these trade throughs are riskless 

principal trades—essentially agency trades.  
– The markups dwarf normal commissions.
– Transaction costs are huge. 
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Objections

• Too many munis would make computing and 
disseminating the NBBO unwieldy. 
– But much less so than the NBBOs that equity 

options markets currently disseminate. 

• Dealers would be harmed if forced to quote 
continuously. 
– Why force them?  Dealers need not quote. But 

those that do not will probably garner more order 
flow than those that do. 
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Order Display Facilities (ODFs)

• Proposal 1.B:
The MSRB and SEC should mandate that 
brokers post all customer limit orders in an 
electronically accessible order display facility. 

• Best execution standards (and the Manning 
Ruling) will prevent dealers from trading 
through these prices.
– They will have to match the prices or fill these 

orders. 
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More about ODFs

• Access to customer orders will allow any 
dealer or buy-side trader to fill an order. 

• Similar order handling rules in the equity 
markets vastly improved those markets.
– Consider the evolution of NASDAQ. 
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The Dealer Response to ODFs

Western Civilization as we know it 
will end!
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The Dealer Argument 

• Dealer profits will fall. 
• Dealers will withdraw.
• Liquidity and markets will dry up. 
• Municipal funding costs will skyrocket. 
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The Truth About ODFs

• The existence of one or more ODFs whose 
prices constrain trades will indeed decrease 
dealer profits, and they will withdraw. 

• But only because buy-side traders will be able 
to effectively offer liquidity to each other. 

• Cutting out the middleman saves costs. 
• Volumes will increase as liquidity increases. 
• Funding costs will decline. 
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Can We Live with Fewer Dealers? 

• Yes, if they are displaced because other 
traders provide their services at lower costs. 

• What about during market crises? 
– Markets always exist at some price. 
– In extremis, most dealers disappear anyway. 

• Electronic dealers who provide better service 
at lower cost will replace traditional dealers.
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2. Issue Simple Bonds
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Complexity Hurts Liquidity

• Municipal bonds often have bells and whistles 
attached that make pricing them difficult.  
– Various options and funding features are 

common. 

• These features favor well-informed traders 
(investment banks and hedge funds) and hurt 
retail and most buy-side traders. 

• Investment bankers claim that these features  
lower funding costs, but empirical evidence 
shows that they increase transaction costs. 
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Proposals

• Proposal 2.A
To the extent that laws permit, issuers should 
issue simple bonds. 

• Proposal 2.B 
Legislatures should make it easier for 
municipalities to issue straight bonds. 

• The devil is in the detail.  Some complexity is 
due to concerns about the misuse of funds 
and to a lesser extent taxes.
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3. Issue Fewer Bonds
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Too Many Securities

• Markets are most liquid when many buyers 
and sellers are interested in the same bond 
issue. 

• Too many issues divide markets so that buyers 
and sellers in different issues cannot trade 
with each other, even when the issues are 
excellent substitutes for each other. 

• Researching small issues is very expensive.  



State Bond Banks

• Proposal 3.A: 
States should form bond banks similar to the 
Indiana Bond Bank. 
– But with broader scope. 

• The Riverside County Mosquito Abatement 
District should not be going directly to the 
markets with a $750,000 bond issue. 
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Standard Bonds

• Proposal 3.B
All issuers should issue just a few standard 
bonds.
– Short, middle and long-term

• Reissue seasoned bonds to raise new funds.
• Refund maturing bonds by buying them in the 

open market to prevent liquidity crunches.
• The devil will be in the details, but the 

benefits are large. 
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4. Improve Financial and Risk 
Disclosure
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Financial and Risk Disclosure

• Many municipal securities have essentially no 
credit risk, but some are quite risky. 

• Investors must identify which securities are 
risky, and how risky those securities are. 

• Risk averse investors pay less for securities 
that scare them. 
– They discount risky securities and also securities 

for which they are uncertain about risk.
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Improved Disclosure

• Proposal 4.A
Congress should repeal the Tower Amendment.

• Proposal 4.B
The MSRB and the SEC should promulgate and 
enforce disclosure standards that would lower 
the costs of identifying risk.
– The standards should be uniform across states but 

could vary by type of issuer.
– Issuing securities though state bond banks would 

greatly reduce these disclosure costs.  



Conclusion
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A Telling Observation

• Exchange-listed bond trading was quite liquid 
in municipal bonds before the late 1920s and 
in corporate bonds before the mid 1940s.

• Transaction costs then were substantially 
lower than they are now.  
– See Biais and Green (2007). 
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Another Telling Observation

• Practitioners recognize that bonds represent 
interest risk plus some credit risk.  

• Pure interest risk trades in highly liquid and 
transparent Treasury and futures markets. 

• Pure corporate credit risk trades in highly 
liquid and transparent stock markets. 
– Muni credit risks generally are much lower.

• Why should the combination trade in opaque 
dealer markets? 
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The Long-View Perspective

• Bond markets are increasingly electronic, but 
the benefits primarily are going to dealers. 

• Small changes by the MSRB and SEC can push 
bond markets into the 21st Century.
– Dealers won’t support pre-trade transparency—

They make more money in opaque markets. 
– Brokers won’t support ODFs unless required—

They get too much payment for order flow. 
– But investors will benefit, and they will pay more 

for their bonds when first issued. 
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What You Can Do

• Nudge the MSRB and SEC to promote pre-
trade transparency. 

• Help your states and municipalities to
1. Form state bond banks
2. Issue (and reissue) just a few simple 

straight bonds. 

• Encourage Congress to repeal or relax 
the Tower Amendment. 
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The Pre-conference Agenda

Five Sessions Explore Electronic 
Trading
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The Five Sessions

1. How do the muni markets trade today?
2. What potential benefits can electronic 

trading produce? 
3. How do current regulations impede 

electronic trading?
Luncheon address by Honorable John Chiang, 
California State Treasurer
4. What are ATSs now doing?
5. What can issuers do? 



Some Further Reading
• “The Structure of Trading in Bond Markets” 

– Financial Economists Roundtable, May 2015.
• “Secondary Trading Costs in the Municipal 

Bond Market” 
– Lawrence Harris, and Michael Piwowar, Journal of 

Finance 61(3), June 2006.
• “Financial Intermediation and the Costs of 

Trading in an Opaque Market” 
– Richard Green, Burton Hollifield, and Norman 

Schürhoff, Review of Financial Studies 20 (2), 2007. 
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More Reading

• “Transaction Costs, Trade Throughs, and 
Riskless Principal Trades in Corporate Bond 
Markets” 
– Larry Harris, USC working paper, October 2015.

• “The Microstructure of the Bond Market in 
the 20th Century” 
– Bruno Biais and Richard Green, Carnegie Mellon 

University working paper, August 2007.
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Q and A, time permitting
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SESSION ONE

EXAMINING BOND TRADING TODAY:
ADDRESSING TRANSPARENCY, 

EFFICIENCY AND FAIRNESS

B.J (JOHAN) ROSENBERG
CHAIRMAN AND FOUNDER,
BLUE ROSE CAPITAL ADVISORS

BENJAMIN E. STERN
MANAGING DIRECTOR, PUBLIC FINANCE, 
STIFEL, NICOLAUS & COMPANY, INC.

HOWARD SALEND
SENIOR VICE PRESIDENT,
MUNICIPAL BOND TRADING,
FIDELITY CAPITAL MARKETS

NICK GOETZE
MANAGING DIRECTOR,
HEAD OF FIXED INCOME SERVICES GROUP, 
RAYMOND JAMES
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MORNING BREAK

WE WILL RECONVENE FOR
SESSION TWO AT 10:15 AM

UPCOMING CDIAC WEBINAR:

POST-MUNICIPALITIES CONTINUING DISCLOSURE COOPERATION (MCDC) 
INITIATIVE: WHAT DID WE LEARN AS ISSUERS?
DECEMBER 9, 2015
10:00 AM – 11:45 AM PT
MORE INFORMATION: WWW.TREASURER.CA.GOV/CDIAC
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SESSION TWO

THE POTENTIAL BENEFITS OF AN 
EXCHANGE PLATFORM

ANANTH MADHAVAN, PH.D. 
MANAGING DIRECTOR,
GLOBAL HEAD OF RESEARCH,
ISHARES BY BLACKROCK

PINKY KOTTOOR
DIRECTOR, MUNICIPAL SECURITIES CAPITAL 
MARKETS DIVISION,
CITI

JUSTIN MARLOWE PH.D.
ENDOWED PROFESSOR OF PUBLIC FINANCE, 
EVANS SCHOOL OF PUBLIC POLICY AND 
GOVERNANCE,
UNIVERSITY OF WASHINGTON
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Presentation to CDIAC Pre-Conference:  
Fixed Income Market Structure

Ananth Madhavan
Managing Director, BlackRock

October 21, 2015



Market Structure and Bond Valuation

How does the underlying market structure affect issuers? 
 More liquid, transparent secondary markets creates value for buyers  Higher prices for issuers

Centralized vs. Over-the-Counter Trading Paradigms
 Equity markets are generally centralized, transparent and liquid

 Most bond markets are OTC; opaque, dealerized, with relatively low liquidity and high spreads

 Asset proliferation is the critical element:  Unlike equities, where there may be only one share class of a particular stock 
there may be multiple bonds by the same issuer with different coupons, maturities and call features.  For example, 
General Electric has 905 different bond issues as of September 30, 2014 but only one US-listed common stock (GE), 
based on data from Bloomberg 

For illustrative purposes only
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Defining Liquidity

Definitions of Liquidity vary considerably 
 Liquidity as amount of turnover  

 Liquidity means that trading volume (or order flow) doesn’t move prices very much  

 Liquidity measures the extent to which trade prices do not revert the following day  

All of these approaches to analyzing and thinking about liquidity typically lead to similar conclusions
 Broadly defined, liquidity is a function of investor confidence in the market and conviction to trade at the quoted price

“Humor” sourced from Ron Kahn
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Post-Crisis Regulatory Regime Pressuring Fixed Income Liquidity

Regulations pressure Dealer Balance Sheet Capacity

Value of Fixed Income Dealer Inventory (US Billions)
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Frequency of Bond Trades: 2014 Monthly Average

Most Bonds Trade Infrequently, a Reflection of Low Liquidity
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Investment Grade Bond Trading Costs in Basis Points

Bond Trading Costs have been Higher in OTC Markets Than Electronic Markets
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Fixed Income Markets Undergoing a Structural, Not Cyclical, Change

Spreads have declined since the crisis but remain elevated relative to pre-crisis levels
 However, market shallowness with absence of B-D liquidity backstop could pressure spreads in a dislocation

Electronic trading platforms have emerged to aggregate liquidity
 Though majority of corporate bond trading still occurs via phone, institutional clients now have access to additional liquidity sources

 Electronic venues provide a means for increased client-to-client matching of flow

Nonetheless, corporate bond e-trading is still dealer-centric and in its nascent stages
Corporate bond trading in the secondary market may be enhanced via standardized issuance

Spreads Down Since Crisis but Higher than Pre-Crisis

Source: Morgan Stanley

E-Trading Volume as a % of Total HG Corp Bond Volume
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E-Trading share expanding even with 
overall market growth
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Evolution of Market Structure

Fixed Income execution risk shifting from the sell-side to the buy-side
 Agency-style trading volumes grow as principal dealers face balance sheet pressures

 Equification of other asset classes
 Execution is rapidly moving towards electronic trading with multiple liquidity venues

 Decline in transaction costs and central clearing

 Encouragement of further standardization of products

Security types by percentage of e-Trading

Source: ICAP
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Future Perspectives and Discussion

Market structure matters  
 Distinguish centralized and OTC structures

 Affects transparency, liquidity and trading costs, and hence pricing

Continuing evolution of electronic trading
 Most equities are traded electronically

 Provides transparent pricing (actionable quotes) and lower cost

Bond ETFs offer a vision of the future
 ETFs are already there…bond ETFs trade intraday like equities in centralized markets

 Transparency:  Quotes are generally readily available even on Columbus Day and other bond market holidays

 Liquidity:  Large bond ETFs typically have provided deep liquidity with tight bid-ask spreads

 Price Discovery:  Considerable evidence that bond ETFs can assist in price discovery*

There can be no assurance that an active trading market for shares of an ETF will develop or be maintained.

* Source: Ananth Madhavan and Aleksander Sobcyzk, 2015.  “Price Dynamics and Liquidity of ETFs.  Forthcoming, Journal of Investment Management

51



Disclosure

Carefully consider the Funds' investment objectives, risk factors, and charges and expenses before investing. 
This and other information can be found in the Funds' prospectuses or, if available, the summary prospectuses 
which may be obtained by visiting www.iShares.com or www.blackrock.com. Read the prospectus carefully 
before investing.

Investing involves risk, including possible loss of principal. Fixed income risks include interest-rate and credit risk. 
Typically, when interest rates rise, there is a corresponding decline in bond values. Credit risk refers to the possibility that 
the bond issuer will not be able to make principal and interest payments. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, 
offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions expressed are those of 
the author, and may change as subsequent conditions vary. Individual portfolio managers for BlackRock may have 
opinions and/or make investment decisions that, in certain respects, may not be consistent with the information contained 
in this document. The information and opinions contained in this material are derived from proprietary and nonproprietary 
sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. 
Past performance is no guarantee of future results. There is no guarantee that any forecasts made will come to pass. 
Reliance upon information in this material is at the sole discretion of the reader. 

The Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).

©2015 BlackRock, Inc. All rights reserved. iSHARES and BLACKROCK are registered trademarks of BlackRock, Inc., or 
its subsidiaries. All other marks are the property of their respective owners. iS-16386-0815
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PANEL DISCUSSION, 
QUESTIONS & ANSWERS

ANANTH MADHAVAN, PH.D. 
MANAGING DIRECTOR,
GLOBAL HEAD OF RESEARCH,
ISHARES BY BLACKROCK

PINKY KOTTOOR
DIRECTOR, MUNICIPAL SECURITIES CAPITAL 
MARKETS DIVISION,
CITI

JUSTIN MARLOWE PH.D.
ENDOWED PROFESSOR OF PUBLIC FINANCE, 
EVANS SCHOOL OF PUBLIC POLICY AND 
GOVERNANCE,
UNIVERSITY OF WASHINGTON
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SESSION THREE

IMPEDIMENTS TO ADVANCEMENTS: 
WHERE POLICY AND REGULATION 

ADDRESS THE CHALLENGES

DAVE SANCHEZ
COUNSEL,
SIDLEY AUSTIN LLP

MICHAEL DECKER
MANAGING DIRECTOR,
SECURITIES INDUSTRY AND FINANCIAL 
MARKETS ASSOCIATION

THOMAS DOE
CHIEF EXECUTIVE OFFICER AND FOUNDER,
MUNICIPAL MARKET ANALYTICS, INC.

DAVID COHEN
SENIOR COUNSEL, MUNICIPAL MARKETS,
RBC CAPITAL MARKETS
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LUNCHEON FOR ALL

NEXT DOOR IN SALONS 1-3

WE WILL RECONVENE FOR
SESSION FOUR AT 12:30 PM

UPCOMING CDIAC WEBINAR:

POST-MUNICIPALITIES CONTINUING DISCLOSURE COOPERATION (MCDC) 
INITIATIVE: WHAT DID WE LEARN AS ISSUERS?
DECEMBER 9, 2015
10:00 AM – 11:45 AM PT
MORE INFORMATION: WWW.TREASURER.CA.GOV/CDIAC
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SESSION FOUR

CURRENT TECHNOLOGICAL ADVANCES IN THE 
MARKET: ALTERNATIVE TRADING SYSTEMS (ATS)

MARK CAMPBELL
EXECUTIVE DIRECTOR,
CDIAC

RAYMOND JOHNSON
FIXED INCOME APPLICATION SPECIALIST, 
BLOOMBERG LP

TOM MEDER
SENIOR VICE PRESIDENT,
TMC BONDS LLC

ROB NOVEMBRE
CHIEF EXECUTIVE OFFICER AND PRESIDENT, 
CLARITY BIDRATE ALTERNATIVE TRADING SYSTEM

CLARKE ROBERTS
MANAGING PARTNER AND FOUNDER, EAX 
TRADING

ALLEN WILLIAMS
EXECUTIVE VICE PRESIDENT AND MANAGING 
DIRECTOR, GLOBAL DEBT CAPITAL MARKETS, 
IPREO

56



BLOOMBERG’S 
MUNICIPAL BOND 
PLATFORM

Raymond E. Johnson
Fixed Income Specialist 

October  21st, 2015



BLOOMBERG ANALYTICS 

What is Bloomberg? 
─Market Monitoring 
─News
─Advanced Analytics
─Security Master Database
─Communication/Execution Tools
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BLOOMBERG ELECTRONIC EXECUTION 
PLATFORMS:

FIT <GO>  “Fixed Income Trading”
─Treasuries
─TBA Mortgages
─ Interest Rate Swaps
─Agency Bonds 
─Corporate Bonds (ALLQ <GO> and IMGR <GO>)
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FIT <GO> (TREASURIES, MORTGAGES, AGENCY BONDS 
AND INTEREST RATE SWAPS.
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Treasuries
TBA Mortgages
Agency Bonds
Swaps

 



FIT <GO>  EXECUTION PAGE  
INPUT QUANTITY

SELECT DEALERS TO SOLICIT OFFERS

61

Input Quantity and Settle
Select Dealers
Submit 



COMPETITIVE OFFERING RESPONSES

- Activity Panel 
- Identifies Best Price
- Provides Electronic Audit Trail 
 confirming Best Execution.
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ELECTRONIC CONFIRMATION

Capture Necessary 
Security Master and 
Trade Detail Information.

63



MUNI MARKET UNIQUE CHARACTERISTICS:

1MM+ Active CUSIPS
Unique Issue Details
Greater Number of Dealers
More Cooperative Dealer Network
Far Greater Number of Investors
Relationships Important
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CRITICAL SECURITY DETAILS
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HUGE UNIVERSE OF OFFERINGS AVAILABLE
PICK <GO> 

New PICK.
IB and Email Links.
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ELECTRONIC TRADE CONFIRMATION.
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CONSOLIDATED TRADE BLOTTER 
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ACCOUNT ALLOCATION 
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SHORT TERM MUNI OFFERINGS {BOOM <GO>} 
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MONITORING THE NEW ISSUE MARKET

“i” allows comparison of deals series:  
Coupon/Yield/Spread 
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COMPARING NEW ISSUE DEALS

72



BIDS WANTED INPUT 
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BIDS WANTED RESPONSES 
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KEYS TO IMPROVING MUNI WORKFLOW 
EFFICIENCY:

─Efficient Distribution of Offerings and Bid Lists
─Access to all Information needed to Evaluate Trade
─Digital Capture of Trade Details
─Communication of Trade Details to Back 

Office/Clearing 
─Electronic Audit Trail (Compliance)
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CDIAC Session- 
Ipreo Overview



©2014 Ipreo. All rights reserved. None of Ipreo, its affiliates, or any of their third party providers is liable for any informational errors, incompleteness, or delays, or for any actions or decisions 
taken by any person as a result of any information contained herein.

Who is  Ip re o?
We  a re  the  e ng ine  b e hind  your ne w 

issua nce  p roce ss .

Ip re o  d e live rs  a  p owe rfu l su ite  of c a p ita l m a rke t  so lu t ions  to  m a na g e  a ll a sp e c ts  of 
the  ne w-issue  workflow, se rving  a ll p a rt ic ip a nts  in  the  ca p ita l-ra is ing  p roce ss

Ove r 90% of ne w issua nce  in  the  m unic ip a l m a rke t  is  run  on  ou r sys te m s
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©2014 Ipreo. All rights reserved. None of Ipreo, its affiliates, or any of their third party providers is liable for any informational errors, incompleteness, or delays, or for any actions or decisions 
taken by any person as a result of any information contained herein.

NEW ISSUANCE LIFECYCLE- The  tools  for Issue rs

Bidd ing  & 
Orig ination

 Ma na g e  ne w 
issua nce  with  

g re a te r e ffic ie ncy
 
• The  ind ust ry s ta nd a rd  

com p e t it ive  b id  
ca lcu la t ion sys te m

• Online  Bookrunning 's 
com p/ ne g  AAU 
function a llows 
synd icate  & se lling  
group  m e m be rs to  
re spond  e le ctronically 
to  an invita tion

• Municipal Inform ation 
Ce nte r p rovid e  
com pre he nsive  
m unicipal ne w-issue  
d ata  and  d e al 
inform ation and  offe r 
historical analysis to  
p rod uce  p itch books 
and  RFP's 

• A full-se rvice  e le ctronic  
d ocum e nt d e live ry 
provid ing  a  com ple te  
aud it tra il 

Synd ication & 
Marke ting

 Form  the  
und e rwrit ing  g roup , 

sha re  d ocum e nts  a nd  
m a rke t  to  inve stors

 
• Ord e r Monitor e na b le s  

a ny a u thorize d  d e a l 
p la ye r to  a cce ss  a  sa le  
in  re a l-t im e  from  the  
we b  a nd  vie w ord e rs  & 
a ccounts

• ��Online  Bookrunning  
m anage s the  e ntire  
ne w-issue  proce ss in 
re al- tim e

�
• NM Bookrunning  

syste m  allows for re al-
tim e  com m unication & 
sharing  of d e al 
inform ation

��

• Re tail/ Institutional 
Ele ctronic  Ord e r Entry 
p la tform  allows sale s 
force  to  re ce ive  wire s & 
d e al inform ation

Orde rs  & 
Allocation

 Stre a m line  the  e n t ire  
p roce ss  from  

ind ica t ions of in te re st  
th roug h fina l p ric ing

 
• Owne rship  Ana lys is  a nd  

Profile s  he lp  
und e rwrite rs  a nd  
issue rs  und e rs ta nd  
inte re s te d  inve stors  to  
e nsure  a  fit

• Bookbuild ing  p la tform  to 
g ive  a ll partic ipants re al-
tim e  acce ss to  ord e r 
inform ation

• Fully autom ate d  
workflow e nsure s 
e ffic ie nt & accurate  
p ric ing  and  a llocations, 
includ ing  d e signations, 
P/ L accounting  and  
stra ight-through-
proce ssing

• iProspe ctus a llows 
tim e ly and  e ffic ie nt 
d e live ry of a ll d e al 
d ocum e nts to  
appropria te  inve stors

Trad ing  &
Se ttle m e nt

 Ensure  succe ss  of 
d e a ls  a nd  m a na g e  

inst itu t iona l inve stor 
d is t rib u t ion  cha nne ls
 
• Our p riva te -la b e le d  

p rosp e c tus  lib ra ry 
fa c ilita t ing  "Acce ss  
Eq ua ls  De live ry“

• ��Custom ize d  Trad ing  
Syste m s & Fe e d s 
d e signe d  to  flow 
se am le ssly from  
Bookrunning  syste m

• Re tail/ Institutional 
Ele ctronic  Ord e r Entry 
e nab le s sa le s force  to  
b re ak d own allotm e nts 
by account online  to  
fe e d  d ire ctly into the  
firm 's inte rnal trad ing  
syste m

• Variab le  Rate  Trad ing  
provid e s acce ss to  buy-
sid e  & se ll-sid e  use rs 
a llowing  full trad ing  
autom ation
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For the  Issue r - How d o we  he lp  you? 

Are  you a  Munic ipal Advisor, 
Unde rwrite r or Issue r?

Ipre o continue s to le ad  the  way in innovations which are  now so com m only use d  in the  
m arke t’s day-to-day ope rations; the y are  standards of be havior.  Som e  of our p roducts you 

would  know include :

01 BIDCOMP:  The  industry standard  com pe titive  b id  
calculation syste m  to conduct transactions 
quickly and  e ffic ie ntly

02Pa rity:  a  se cure  p roce ss for unde rwrite rs to 
subm it b id s and  for issue rs to re ce ive  b id s in 
com bination with the  BIDCOMP syste m

03
De a l Monitor Sys te m :  e nab le s any authorize d  
de al p laye r to acce ss re al-tim e  colle c tion of 
inve stor data
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For the  Issue r - How d o we  he lp  you? 

As we  continue  to b road ly im prove  workflow software , Ip re o is  innovating  
around  how Issue rs acce ss the  Cap ita l Marke ts, starting  with the  launch of a  
ne w tool a llowing  for a  re al-tim e  vie w of how an Issue r’s de al is  p rog re ssing

Ne w tools  a llow Ba nks  to  com m unica te  d e a l p rog re ss  with  Issue rs  m ore  e ffe c t ive ly. 
Som e  of the se  ne w tools  inc lud e : 

  Re al-tim e  vie w of how an issue r’s de al is  p rogre ssing , availab le  on any b rowse r or 
tab le t de vice

  Marke t base d  vie ws and  insight, both during , be fore  and  afte r a  de al 

  Roadshow and  Orde r Book vie ws

  Re al-tim e  Docum e nt m anage m e nt and  acce ssib ility

  Scale  and  com parab le  analysis tools
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TMC Company Overview
TMC Bonds

CDIAC Pre-Conference
Alternative Trading Systems (ATS)

Overview
Tom Meder 

(t.meder@tmcbonds.com) 
October  2015



Overview

Primary Market & Underwriter Applications

 - Muni New Issue Order Platform
 - MassDirect Notes – Commonwealth of Massachusetts  
 - Recent Deals & Secondary Trading of Unsold Balances

Issuers

 - Search and Plot Secondary Offerings by CUSIP Root

Portfolio Managers & Traders

 - Fixed Income Investment Products
 - TMC Model – What’s in it for you?

Pedigree—note that TMC was responsible for 27% of all secondary interdealer trading in Municipal 
bonds (September 2015)
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 Muni New Issue Application 

 TMC’s functionality enables underwriters to post New Issue Primary 
offerings via TMC’s marketplace.

 Approved dealers and investors submit orders via TMC marketplace 
during the order period.  TMC is deemed a ‘conduit’ and not an 
underwriter.

 Functionality allows for re-pricing, allotments and real-time ticketing.  
Dealers’ orders receive approximately one-half the takedown—again, 
TMC is not involved herein.

 TMC’s new issue site is multi-dealer with new underwriters added in 
2015.  Since launch TMC has placed 500+ orders (for $150+ million par) 
on Citi’s negotiated underwritings alone.
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 New Issue Muni Ex. – Turlock Irrigation District 
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 MassDirect Notes

The Bond Buyer 13th Annual Deal of the Year Award winner

TMC’s electronic bond trading platform is used to offer bonds to 
retail investors via 1,000+ firms and 125,000+ Financial Advisors 
who access TMC’s marketplace.

- Three different fixed rate GO maturities offered initially
- Different maturities offered the following week and regularly 

thereafter
- Daily allotment and re-pricing of bonds
- Orders submitted by broker-dealers via TMC
- Over $100mm par placed

Known issuers can make their offerings available to retail investors 
on a nearly continuous basis and expand their distribution via an 
electronic ATS.  
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 MassDirect Notes Ex.                                   (cont’d)
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Primary Market - Unsold Balances
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Primary - Unsold Balances                      (cont’d)
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Issuers

Monitor secondary market supply in your state
 - CA 6,368 offerings for $1.76 Billion in Par (10/9/15)
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Issuers                                                           (cont’d)

Track your issuance in secondary market by root CUSIP.
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Issuers                                                           (cont’d)

Plot a yield curve of your secondary market offerings.
 355 California GO offerings - $132mm Par (10/13/15)
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TMC for Portfolio Managers & Traders

Fixed Income products on TMC’s marketplace

 - Agency & Treasury securities 
 - Primary and secondary CD’s
 - Corporate and Municipal bonds
 - MBS & Structured Products
 

What’s in it for you…

 - Content – bids, offers & bids wanted on a single venue
  Levels playing field for smaller participants
 - Advanced search functionality enhances work flow
 - Liquidity
 - Centralized counterparty clearing > Access / Credit
 - Pre and post trade anonymity
 - Electronic trading supported by trading professionals 
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The Electronic Platform for Variable-Rate Securities



What is Clarity BidRate ATS?

Clarity is a new electronic platform for remarketing variable-rate securities
• Powerful combination of an electronic platform and a team of active market experts
• Replaces pricing role of traditional remarketing agent

Key points
• Competitive bid process
• Allocations determined by bid level – encourages buyers to compete on price
• Pre-trade price transparency
• Multi-modal security – Clarity is simply an additional mode
• New deals and/or conversions of outstanding deals

Goals of the Clarity system
1. Improve Execution
2. Lower Volatility
3. Provide Data
4. Promote Transparency, Competition and Centralization

A Division of Arbor Research & Trading, LLC 94



Market Dynamics

TEAM

• Broad Experience
• Tier 1 Professionals
• Independent

ATS

• Competitive Bidding
• Transparent
• Centralized Liquidity

STRATEGY

• Market Standardization
• Lessons Learned
• Clarity Securities

A Division of Arbor Research & Trading, LLC 95



Clarity ATS  vs. Current Market

Important Similarities
• Multi-modal
• 2a7-eligible products
• Marketing team of experienced professionals
• Access to existing investor base
• Fees competitive with current market
• Uses traditional underwriting process

Important Differences
• Pricing and allocation is competitive
• All positions re-bid at each reset period
• Pre-trade price transparency
• Multiple order types, including Good-Til-Cancelled (GTC)
• Access to data – both historical and real-time markets
• Does not use dealer balance sheet

A Division of Arbor Research & Trading, LLC 96



Market Dynamics

Dealer Balance Sheet
• Hold positions sold by investors
• Average of only 1.3% of outstanding VRDNs [Moody’s 4/14/2014]
• Capital is expensive given new regulations (Basel III, Fed Leverage Ratio)

Clarity Operates Without Balance Sheet
• Active Competition – full-time buyer participation in the market
• Buyer Base – extension of equal access to all institutional investors
• Intelligent Bidding – resting GTC orders to create layers of liquidity
• Real-Time Data and Transparency – alerts sideline investors to buying opportunities
• Centralized – immediate, one-stop access to investors that may not participate frequently
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Clarity  ATS  Market Dynamics

Transparency Competition Centralization

Deeper, Broader
Marketplace

A Division of Arbor Research & Trading, LLC 98



Market Dynamics Comparison

Clarity

Rmktg
Agents

2a7 Funds

Asset Managers, SMA/RIAs, Trust Companies., Private Wealth

Corporate Cash Managers

Short-Term Bond Funds

Intermediate / Long-Term Bond Funds

Opportunistic / Hedge Funds

A Division of Arbor Research & Trading, LLC 99



Comparison

Remarketing
Agents

Clarity

Market Voice Electronic

Organization Fragmented Centralized

Liquidity Providers Yes Yes

Bidding No Yes

Pricing Determined by Dealer Competitive Bidding

Balance Sheet Yes No

Real-Time Data No Yes

Pre-Trade Transparency No Yes

Conflicts of Interest Yes No

A Division of Arbor Research & Trading, LLC 100



Clarity BidRate  ATS

A Division of Arbor Research & Trading, LLC 101



Clarity BidRate ATS

• Full Rate History – table and graph view
• On-demand and in real-time
• Download all historical data
• Export in PDF, Excel or email

A Division of Arbor Research & Trading, LLC 102



Clarity BidRate ATS

A Division of Arbor Research & Trading, LLC 103



Disclaimer

This message is intended only for the personal and confidential use of the designated recipient(s) named above. 
If you are not the intended recipient 

of this message you are hereby notified that any review, dissemination, distribution or copying of this message is 
strictly prohibited. This communication is 

for information purposes only and should not be regarded as an offer to sell or as a solicitation of an offer to buy 
any financial product, an official 

confirmation of any transaction, or as an official statement of this organization. Email transmission cannot be 
guaranteed to be secure or error-free. 

Therefore, we do not represent that this information is complete or accurate and it should not be relied upon as 
such. All information is subject to change.

Arbor Research & Trading, LLC (Arbor) is not recommending an action to you as the municipal entity or obligated 
person ; (b) Arbor is not acting as an advisor to you and does not owe a fiduciary duty pursuant to Section 
15B of the Exchange Act to you with respect to the information and material contained in this 
communication; (c) Arbor is acting for its own interests; [and] (d) you should discuss any information and 
material contained in this communication with any and all internal or external advisors and experts that you 
deem appropriate before acting on this information or material. 

Arbor Research & Trading, LLC  is a member of FINRA
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EAX TRADING
MUNI BOND TRADING + DATA 



COMPARISON OF THE US MARKETS

“Although the municipal securities market is often characterized as a 
“buy-and-hold” market, significant secondary market trading 
occurs.”*

*SEC Report of the Municipal Market 2012 106



PROBLEMS IN
SECONDARY MUNI TRADING 

• Muni trades incur exorbitant transaction & search costs in the secondary market

• Price differential exceeds 2% (200 bps) for over half of customer-to-customer chains1

• Length of 2 or more days for over half of customer-to-customer chains1

• Regulators: “…investors have access to relatively little pricing information”2

• Dealer inventories to provide liquidity declined 65% since 2007 3  due to new regulations

• $2.5 trillion2 in annual secondary trading via phone or antiquated bulletin-board systems

1. MSRB Report on Secondary Market Trading in the Municipal Securities Market, July 2014
2. SEC Report on the Municipal Market, July 2012
3. Federal Reserve
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MUNIS ARE LIKE THE HOUSING MARKET

Muni Characteristics

• 1.7 million individual bonds (CUSIPs)

• High retail ownership (>75%1)

• Personal tax exemption

• Low turnover, most bonds trade twice per year1

Price Discovery in the Housing Market

• Buyers express interest by house type: # of 
bedrooms, # of bathrooms, for about $X

• Sellers list their house for a price

• Agent matches serious buyers + sellers prior 
to firm bidding

1. SEC Report on the Municipal Market, July 2012
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INEFFECTIVE PRICING DATA

Muni Reference Pricing

• Last trade

• 3rd party price evaluation

• Comparables of like-bonds

…similar to housing market

• The price you bought your house

• Zillow estimated price 

• Your neighbor’s selling price

No quote on 
CURRENT demand 

for your bond & 
amount for sale
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EAX REDEFINES TRADING & DATA

• For the first time, buyers may express interest across types of bonds (patent pending*)

• Buyers use our cloud technology to indicate desired bond features, size & price range

• Sellers view indicative market for their bonds & contact buyers at attractive prices

• Search based model creates a new trading and data ecosystem

Align Interest: Sellers have specific security
  Buyers want type of bond within price range

*United States Patent Application Serial No. 
14/643,870
(claiming priority to Serial No. 62/950,594, filed March 
10, 2014) Filed: March 10, 2015
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EAX: THE TARGETED APPROACH
Current Process EAX Process

111



CREATE BID PROFILE
• Enter target yields vs. indexes across bond features, maturity & call ranges
• Limit bid-wanted invitations to sellers with similar expectations
• Flexible methods to receive bid invitations: app, email, IM, text
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Sellers Search & Select Invitation 
Price Invitations Display Profile Price
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TARGETED BID INVITATIONS 
FOR SINGLE-SEALED BIDS



REDEFINE THE SECONDARY MUNI BOND MARKET

CREATE A SEARCHABLE NETWORK OF TRADING INTEREST
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SESSION FIVE

TAKING LEADERSHIP
IN THE BOND MARKET:

THE ISSUER’S ROLE

JUSTIN MARLOWE PH.D.
ENDOWED PROFESSOR OF PUBLIC FINANCE, 
EVANS SCHOOL OF PUBLIC POLICY AND 
GOVERNANCE,
UNIVERSITY OF WASHINGTON

KIRAN JAIN
CHIEF STRATEGY OFFICER,
NEIGHBORLY

COLIN MACNAUGHT
FORMER ASSISTANT STATE TREASURER, 
COMMONWEALTH OF MASSACHUSETTS

TIM SCHAEFER
DEPUTY TREASURER, PUBLIC FINANCE, 
CALIFORNIA STATE TREASURER’S OFFICE
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COLIN MACNAUGHT
FORMER ASSISTANT STATE TREASURER, 
COMMONWEALTH OF MASSACHUSETTS

116



MassDirect Notes
• In 2014, Massachusetts launched its MassDirect Notes (MDN) program
• The MDN program was created to be a dedicated way for retail investors 

to get regular, predictable access to new-issue bonds
• Bonds were sold on a near-continuous basis as part of a rolling offering 
• Modeled on the corporate medium term note programs of large, blue chip 

companies like Caterpillar and Duke Energy
• Bonds were sold through an open-architecture electronic trading platform 

called TMC Bonds
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MDN Program Details
• As part of the MDN program, bonds were offered for sale every day for the 

last two weeks of every month
• Bonds re-priced daily: yields adjusted based on changes to MMD, but 

spreads to MMD were maintained
• All of the bonds were state G.O.’s, fixed-rate securities, with maturities 

ranging from two to ten years
• The entire program was rated in advance by the rating agencies
• Bonds were assigned the state’s regular CUSIPs, standard denominations, 

same ratings
• The program was sized at $250 million and ran from March 2014 to July 

2014
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Why Did We Develop This Program?
The MDN program was based on three goals to provide long-term benefits to 
taxpayers:

I. To expand the investor base, particularly for retail investors, giving them 
dedicated access to the primary market

II. To position the state to “get paid” for more transparency

III. To price bonds daily through smaller bond sales, which would effectively 
plumb the market for true investor demand
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I. Expanding the Investor Base for Retail
• The MDN program was more than just a typical retail order period on 

steroids
• It was a dedicated, daily, convenient program for retail investors
• The open-architecture nature of the electronic trading platform made it 

possible for any retail advisor anywhere in the country to place an order 
for a Mass. G.O.

• Open architecture MDN program vs. traditional underwriting:

Level 1: National Broker-Dealers

Level 2: Regional Broker-Dealers

Level 3: Independent & Other
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II. “Getting Paid” for Transparency
• The ability to offer bonds in a rolling offering program was possible 

because of the state’s enhanced disclosure program
• The state updated its information statement on a bi-monthly basis, 

whether it was selling bonds or not
• And it developed a dedicated investor website that was used to make 

voluntary filings on a regular basis

• Also, the use of an electronic trading platform provided investors with 
significantly more pre- and post-price transparency than a traditional 
financing

• Bonds were also sold and allotted on a first come, first serve basis
• Same day order confirmation for investors
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III. Finding the Right Level of Demand
• Even for frequent issuers, it’s incredibly hard to know where bonds should 

price on a given day
• The typical process of pricing bonds on a single day – typically in a large 

transaction – makes it unlikely that supply and demand equal each other 
out

• The MDN program priced bonds every day, taking a dollar-cost averaging 
approach to pricing

• This reduced market risk, but more importantly, it removed the relative 
value buyer from the pricing 

• No bonds were underwritten – no supply was forced upon the market
• The daily pricing of small amounts of bonds plumbed the market for the 

true investor demand for Mass. G.O.’s, which led to a normalizing of 
pricing spreads
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Pricing Spread Analysis
• Prior to the launch of the program, MA looked at how short-dated MA 

G.O.’s had priced in the primary in previous transactions
• Analysis covered bond sales from 2008-2014
• Focused on spreads to MMD for new issue bonds with maturities of 2 

years to 10 years
– So no BABs, no taxable, no variable rate bonds included in the analysis
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Pricing Spread Analysis Results
• The wide range of spreads to MMD for short-dated, highly rated bonds 

was a big surprise and counter intuitive

• Wider spreads tended to be associated with larger deals, with larger 
maturities, in negotiated financings

• However, not enough data points to be definitive

MA G.O.’s Historical Spread Analysis

Maturity
MAX 

Spread
MIN 

Spread
AVG 

Spread
Hi/Low 
Range

1 15 -2 2 17
2 23 6 13 17
3 23 9 15 14
4 23 -5 14 28
5 25 -5 15 30
6 29 0 18 29
7 30 0 20 30
8 30 17 24 13
9 30 18 24 12

10 32 12 22 20
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Pricing Spreads: Expected
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Pricing Spreads: Actual
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Pricing Spreads for Select Maturities
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Results

• The initial MDN period in 2014 included 9 weeks of sales, with the 

program selling out of bonds bonds ahead of schedule

• For the program, $250 mm in bonds sold to retail, or $6 million in bonds 

per day

• 1,080 individual orders from 44 different firms

• Average order size under $250,000

• The small daily bond sales provided the state with real-time feedback on 

investor demand

• Over the course of the MDN program, the state used this real-time 

investor feedback to determine normal pricing spreads
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Key Take-Aways

Electronic Trading Platforms can be used effectively by municipal issuers for 

new-issue financings, like they are in other markets

They promote a far more transparent, issuer and investor friendly process

They can lead to significantly better pricing results for issuers
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Questions & Contact Information

Colin MacNaught

colin@bondlink.com
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@ NEIGHBORLY neighborly.com

THE COMMUNITY INVESTMENT MARKETPLACE
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@ NEIGHBORLY neighborly com133



MILLENNIALS: THE LARGEST 
GENERATION

PROJECTED POPULATION BY GENERATION
PEW RESEARCH CENTER - CENSUS 2014

@ NEIGHBORLY
neighborly.com
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@ NEIGHBORLY neighborly.com

NOT ALL MILLENNIALS LIVE IN 
THEIR PARENTS’ BASEMENT
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SHAPED BY TECHNOLOGY
“IN ALGORITHMS WE TRUST”

@ NEIGHBORLY neighborly.com
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VALUE COMMUNITY, FAMILY &
CREATIVITY IN THE WORKPLACE

@ NEIGHBORLY neighborly.com137



@ NEIGHBORLY neighborly.com

1 IN 3 MILLENNIALS
WILL LIVE TO BE 100
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LARGEST WEALTH
TRANSFER IN HISTORY

@ NEIGHBORLY neighborly.com139



 al Disruption Index,” Scratch/Viacom Media N  

@ NEIGHBORLY neighborly.com140



@ NEIGHBORLY neighborly.com

TOO HARD FOR 
MILLENNIALS

TO INVEST IN U.S. CITIES

PROBLEM
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@ NEIGHBORLY

neighborly.com

SOLUTION: DEMOCRATIZE
ACCESS
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SOLUTION: DIRECT ACCESS
For Demonstration Purposes Only

1. FIND by Place, Type, Yield2. REVIEW3. INVEST!
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@ NEIGHBORLY neighborly.com

CROWDFUNDING
COMMUNITY FINANCE
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@ NEIGHBORLY neighborly.com

NEXT GENERATION 
COMMUNITY PROJECTS

PLAYGROUNDS    LIBRARIES    BIKE LANES    PARKLETS   
COMMUNITY GARDENS    COMMUNITY SOLAR     WIRELESS MESH NETWORKS    

SKATE PARKS    DISC GOLF PARKS  MUNICIPAL DRIVERLESS FLEETS    
OPEN SPACES    DISTRIBUTED WATER RETENTION    RESILIENCE RETROFITS

WHAT ELSE?
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@ NEIGHBORLY neighborly.com

THANK YOU
“Anyone should be able to invest in anywhere”

“I want to save for retirement financially and socially”

“I want to invest directly in projects I care about”

“I want to invest in my community to help it become 
greener, healthier, more efficient…”
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CLOSE OF PRE-CONFERENCE

PLEASE COMPLETE THE GOLDEN 
EVALUATION FORM IN THE PROGRAM 
HANDOUT AND GIVE TO CDIAC STAFF.

THANK YOU FOR PARTICIPATING 
TODAY!

UPCOMING CDIAC WEBINAR:

POST-MUNICIPALITIES CONTINUING DISCLOSURE COOPERATION (MCDC) 
INITIATIVE: WHAT DID WE LEARN AS ISSUERS?
DECEMBER 9, 2015
10:00 AM – 11:45 AM PT
MORE INFORMATION: WWW.TREASURER.CA.GOV/CDIAC
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