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	  Policy	  changes	  affec0ng	  market	  structure	  

•  Bank	  capital	  and	  liquidity	  rules	  (Basel,	  CCARs)	  
	  
•  Bank	  ac0vity	  limits	  (Volcker,	  merchant	  banking)	  
	  
•  Deriva0ves	  market	  compe00on,	  transparency	  
	  
•  Collateral,	  central	  clearing,	  counterparty	  limits	  

•  Monetary	  policy	  (ZLB,	  LSAP,	  RRP)	  	  

	  



Frac0on	  of	  U.S.	  Private	  Credit	  Provided	  by	  Banks	  
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Data	  Source:	  Federal	  Reserve,	  BIS,	  adjusted	  for	  breakpoints	  



	  Annual	  Growth	  Rate	  of	  U.S.	  Private	  Credit	  Provided	  	  
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Exhibit 12 

Historical and forecast Wholesale industry revenue pools 
1993-2016E, $BN 
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Source. Oliver Wyman analysis 

Exhibit 13 

Base/ bull/ bear macroeconomic scenarios  
  Base case Bull case Bear case 

Economic growth  Continued growth and recovery in US 
and European economies 
 

 Modest investment and wage growth 
 

 Less impressive story in EM as capital 
outflows continue and political disruption 
damages growth outlook; but 
widespread disruption avoided 

 Strong recovery in growth and 
employment across G10 economies 
 

 Rising inflation in Eurozone and Japan 
boosting consumer spending 
 

 Improved outlook for China with 
easing of fears over debt ratios 
 

 Limited impact on real economy for 
EM from currency volatility and 
investor flows 

 Failure of US / European economies to 
consolidate on green shoots of H2 
2013 
 

 Disorderly unwind of taper causes 
further damage to Rates businesses 
and across EM 
 

 AQR in Eurozone adds pressure to 
scale of European bank operations 
 

 Equity market downturn reverses much 
of the gains in Equities and IBD 

Regulation  Rates markets continue to be pressured 
by OTC reform, but revenue impact 
bounded 
 

 Remaining uncertainties resolved in line 
with current expectations 
 

 Investigations into LIBOR / FX disrupting 
specific markets, but not spreading to 
wider OTC markets 

 No new major regulatory shifts 
 

 Less painful absorption of remaining 
regulation with leverage ratios causing 
only minor disruptions 
 

 Derivative market reforms offset by 
underlying growth in client demand 

 Remaining regulatory uncertainties fall 
unfavourably against sector 
 

 Tightening of leverage ratio and capital 
requirements 
 

 Scrutiny of OTC markets increasing as 
a result of conduct events (LIBOR / FX 
investigations) 
 

 Transaction tax and ring-fencing 
enforced across Eurozone 

2014 revenues $230BN 
 ~0-5% 

$240BN 
 5% 

$200BN 
 ~10-15% 

Source. Oliver Wyman analysis 
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Who	  handles	  the	  bonds?	  
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How	  are	  REIT	  assets	  growing?	  
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Data	  source:	  Flow	  of	  Funds	  L127	  
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Dealers	  and	  Hedge	  Funds	  
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Average	  daily	  bond	  market	  turnover	  
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UST10yr:	  Volume	  and	  Vola0lity	  
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Liquidity before and after financial crisis

Liquidity supply E [Lij ] = Xiγj :
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Daily	  Average	  Volume:	  Interest	  Rate	  Deriva0ves	  	  
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Data	  sources.	  BIS:	  OTC	  Triennial	  (April),	  	  U.S.	  exchanges	  Table	  23A	  (March).	  
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Central	  clearing	  and	  trade	  compression	  are	  reducing	  
outstanding	  deriva0ves	  posi0ons.	  
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	   Risk-‐weighted	  assets	  are	  limited	  by	  	  

available	  capital	  c.	  	  
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	   The	  leverage	  rule	  could	  be	  distor0onary,	  by	  

penalizing	  safe	  assets	  rela0ve	  to	  risky	  assets.	  



	  	  Poten0al	  adverse	  policy	  implica0ons	  
1.  Growth	  of	  risky	  non-‐bank-‐affiliated	  intermediaries.	  
2.  Ability	  to	  safely	  resolve	  the	  failure	  of	  new	  systemic	  

market	  infrastructure.	  	  
3.  Uncertainty	  regarding	  the	  efficiency	  of	  SEFs/MTFs.	  
4.  Implementa0on	  costs	  (compliance	  fric0ons).	  
5.  Atrophied	  ability	  of	  banks	  to	  act	  as	  shock	  absorbers?	  
6.  Market	  distor0ons	  under	  gross	  leverage	  constraints.	  
7.  Reaching	  for	  yield	  (distor0ons	  and	  risks).	  
8.  Implica0ons	  of	  new	  monetary	  tools	  such	  as	  RRP	  facility	  

for	  private	  monitoring	  efficiency	  and	  run	  risk.	  	  
9.  New	  difficul0es	  with	  interna0onal	  rule	  harmoniza0on.	  
	  



	  Posi0ve	  policy	  implica0ons	  
	  
•  Increased	  financial	  stability	  (in	  most	  respects).	  	  
•  Increased	  ability	  to	  compete	  with	  large	  banks	  
and	  bank	  affiliates,	  with	  associated	  efficiency	  
benefits.	  

•  Addi0onal	  effec0ve	  monetary	  policy	  tools.	  
•  Increased	  market	  transparency.	  	  
	  
	  	  
	  




