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Purchased with a mere 2% down payment?
® Houses before GFC.

2% “down” payment + risk-free interest rate + rolled over indefinitely?
® Treasury securities financed with repo.

Repo: trillion-dollar short-term funding.
® Contributor to Treasury’s immense liquidity (Menand and Younger, 2023).

Dealers: intermediaries between cash lenders and borrowers in repo markets.
® Cash borrowers in the Triparty repo market.

® (Cash lenders in inter-dealer and bilateral repo markets such as GCF, FICC, and
uncleared private repo.
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Key question: who funds dealers, and at what cost?
¢ Traditional focus: money market funds as sources of cash (e.g., Copeland,
Martin, and Walker, 2014, Huber, 2023).

® This paper: affiliated parties in the same BHC.

Key finding: substantial funding at prices higher than unaffiliated.

Puzzle: typical incentive is to lower price in inter-affiliate trades.
® Regulation W: inter-affiliate trades cannot be below market price.

Reconciliation: dealers’ true cost of repo borrowing includes BHC’s balance
sheet (B/S) cost.
® Affiliate lenders charge higher because inter-affiliate transactions save the dealers
on balance sheet cost.
® = Affiliate pricing is not necessarily higher than the true “market price” of repo.



TOUR DE FORCE

e Convincing documentation of “affiliate premium”.
® (Careful and exhaustive controls.

e Elegant rationalization of the puzzle.
® Surprising yet simple once revealed.



TOUR DE FORCE

e Convincing documentation of “affiliate premium”.
® (Careful and exhaustive controls.

e Elegant rationalization of the puzzle.
® Surprising yet simple once revealed.

® Gets to a fundamental question: is it beneficial for dealers to be part of a
BHC?



TOUR DE FORCE

e Convincing documentation of “affiliate premium”.
® (Careful and exhaustive controls.

e Elegant rationalization of the puzzle.
® Surprising yet simple once revealed.

® Gets to a fundamental question: is it beneficial for dealers to be part of a
BHC?
® Pre-GFC: many standalone investment banks, e.g., Lehman Brothers, Bears
Sterns, Merrill Lynch, Goldman Sachs, Morgan Stanley.



TOUR DE FORCE

e Convincing documentation of “affiliate premium”.
® (Careful and exhaustive controls.

e Elegant rationalization of the puzzle.
® Surprising yet simple once revealed.

® Gets to a fundamental question: is it beneficial for dealers to be part of a
BHC?
® Pre-GFC: many standalone investment banks, e.g., Lehman Brothers, Bears
Sterns, Merrill Lynch, Goldman Sachs, Morgan Stanley.
® Today: all large dealers are part of a BHC with a deposit-taking arm.

® Benefits to society: access to emergency liquidity, increased regulatory oversight.

® Benefits to dealers?



TOUR DE FORCE

e Convincing documentation of “affiliate premium”.
® (Careful and exhaustive controls.

e Elegant rationalization of the puzzle.
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® Pre-GFC: many standalone investment banks, e.g., Lehman Brothers, Bears
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® Benefits to society: access to emergency liquidity, increased regulatory oversight.

® Benefits to dealers?

e This paper: advantageous to access internal liquidity from affiliated BHC.
® Discussion: reflect on (the sources and magnitude of) this “BHC Advantage”.
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Dealer borrows from an Affiliate Party via repo.

Repo rate (rp?) set by bargaining over surplus.

® 1: Dealer’s bargaining power over (1) difference in outside option, and (2) B/S
cost savings.

How much B/S cost savings? Depends on allocation within BHC.
® o Dealer’s share of BHC’s total B/S cost.

Model in paper: used to illustrate and thus specializes parameter values.
o n— 1 1
n=3,0> 3.

Magnitude of the BHC Advantage likely captured by these parameters.
® Useful to think through implications using general parameter values.
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Replicates paper result when n = %, C(x) = g:UQ.
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How to estimate n?
® Need to know (marginal) B/S cost from repo intermediation.

Thankfully, several cross-market Treasury repo rate spread can be proxies.
® CMTR: dealer-specific.

® GCF-TGCR spread: market average.
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o rpd —rpU = C'(x) = a—n=~1.

e a,nel0,l]=ax1n=0.
® Dealer bears all of the BHC’s total B/S cost?
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® Removes need for exogenous a.

® Eye-ball structural estimation: rp? — rpV ~ C’(x) = n =~ 0.
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e Even if there were no cost advantage, there may be a quantity advantage.
® Can dealers get more flexible repo funding from affiliate parties?

® (Can dealers get more repo funding than if affiliate parties did not exist?
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e MMF's stepped up recently as dealers needed more repo funding.
e Affiliate funding rather steady.
® Not shown: for much of the sample, MMFs had lots of ONRRP investments.
® If not from affiliate parties, can borrow from MMFs?

® But these are equilibrium outcomes.

® One suggestion: estimate the Affiliate’s full problem, combine with Dealer’s and
MMF’s problem, and explore counterfactuals.



CONCLUSION

® Amazing paper = cool facts 4+ coherent explanation.

® Cherry on top: Can we learn more about the extent of BHC Advantage?
® Pricing?
® Quantity?
® Not touched yet: seat at the table (barrier to entry).

® Exciting research direction. Best of luck!
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