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2 European Central Bank (2023). Private equity in the euro area: trends, challenges and policy
considerations.
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2013.
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1 Zhang, Frank. "High-Frequency Trading, Stock Volatility, and Price Discovery". Social Science Research Network
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Commissions, 2022.

3 Menkveld, Albert J. "High-Frequency Trading and the New-Market Makers". Journal of Financial Markets, Vol. 16,
No. 4, 2013, pp. 712-740.

4 Jorion, Philippe. Value at Risk: The New Benchmark for Managing Financial Risk. McGraw-Hill, 2007.

5 Kirilenko, Andrei et al. "The Flash Crash: High-Frequency Trading in an Electronic Market". Journal of Finance,
2017.

5 European Securities and Markets Authority (ESMA). "MIFID Il and Market Structures".
https://www.esma.europa.eu
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Bond fund Mixed fund Equity fund Other fund

Date shares shares shares shares

Q1

2020 0 0 0 0
Q2

2020 646214 17446.52 47206.25 5182.78
Q3

2020 83473.14 24585.52 61715.48 11206.23
Q4

2020 10301156 51605.38 120498.36 28989.74
Q1

2021 958618 64270.13 170372.61 41875.83
Q2

2021 104368.15 85657.9 207360.93 6428197
Q3

2021 124320 93032.66 223323.81 74678.26
Q4

2021 131432.37 113955.25 269748.32 9906115
Q1

2022 87149.57 83813.75 231987.96 87810.48
Q2

2022 28409.6 38545.51 169833.19 87503.42
Q3

2022 7668.93 16942.31 147609.93 98000.81
Q4

2022 6810.63 5545.47 148473.83 94496.21
Q1

2023 15827.1 19034.09 178363.41 101867.83
Q2

2023 17333.39 2244115 196748.46 106956.09
Q3

2023 7348 10549.23 182907.34 107595.33
Q4

2023 42984.05 30484.23 215717.5 119095.21
Q1

2024 57872.01 49425.41 264896.99 128254.12
Q2

2024 56317.97 46742.36 268693.94 129530.96
Q3

2024 85840.36 59566.34 283268.97 131378.11
Q4

2024 83956.13 65710.6 307848.04 131092.02
Chart Analysis:

Left Chart: Shows cumulative changes in insurance corporations' holdings of investment fund shares by type
Right Chart: Shows percentage changes in liquid assets holdings when applying regulatory haircuts
Data Period: Q1 2020 - Q4 2024 (left chart), Q1 2021 - Q4 2024 (right chart)
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liquidity, suggesting that liquicity can quickly disappear during rapid bouts of market tension. More
recantly, volatisty in bid-ask spreads for euro area sovereign bonds increased and spreads widened
amid the market events in early 2016. For certain markets, the widening of spreads in 2016 was
more substantial than in previous episodes. A principal component analysis depicts a strong
commonakty in forces driving the “tighiness™ dimension of liquidity across ewro area secondary
pond markets. This analysis raises concems that kiquidity may deteriorate simultanecusly across
markets right when it is most needed.'”

Chart 1 Chart 2
Bid-ask spreads relative to mid-point Turnover ratios in euro area sovereign bond
markets (normalised)
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Turnover ratios are also below their pre-crisis leved for many ewo area sovereigns (see Chart 2)
and the average deal size raded on the largest inter-Gealer trading system for euro area
government bonds (MTS) is sightly below pre-crisis levels, despite having rebounded afler the start
of the ECB’s public sector purchase programme in March 2015. Allemative liquidity measures such
as Amihud ratios and market efficiency coefficents display a simiar pattern and suggest
deteriorating liguidity conditions in some sovereign bond markets in the first few months of 2018
(see Chart 3).

*  SeeBox 4 of the ECB's May 2015 Financilal Stability Review,
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Corporate bond markets

Information gathered from bid-ask spreads, surveys of market-makers (including those described in
Section 4) and market intelligence point to a deterioration in liquidity conditions in the secandary
market following the onset of the global financial crisis.'' Bid-ask spreads for euro area corporate
bonds dispiay a similar trend to their sovereign counterparts: they are currently slightty above levels
cbserved prior 1o the onset of the financial crisis, but are markedly tighter than levels observed at
the heights of the giobal financial and euro area sovereign debt crises (see Chan 4).

Chart3 Chart4
Amihud ratios in euro area sovereign bond Bid-ask spreads on corporate bonds
markets (normalised)
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Though most market-based liquidity indicators do not signal a material deterioration in iquidity
conditions in nomal times, survey-based information suggests a marked deterioration in lquidity
and funcioning across a broad range of ewo area markets. Respondents 1o the ECB's survey on
credit terms and conditions in euro-denominated sewmammong and over-the-counter
derivatives markets (SESFOD) consistenty reported a worsening of liquidity conditions for
corporate bonds in 2015 and anticipate a further deteroration this year.'* Market analysts report a
decline in tumover ratios and bifurcation of conditions for on-the-run and off-the-run securities.
Market kquidity in the corporate band market depends 1o a greater extent on the willingness of
market-makers 1 respond 1o temporary imbalances. Indications of reduced confidence among
market-makers in their abdity to provide Bquidity during periods of stress (as expressed in the

" Numerous repons sugoest @ deckne in manket Iquidity across mullple asset dasses. For @ summany of the avaslabie
9 s view, see F “ooper's August 2015 “Giohal financial manets Squaly study”
¥ Seethe March 2016 SESFOD swvey.
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Abstract: This study aims to analyze the various roles performed by market makers in
international financial markets, focusing on their impact on liquidity enhancement, price
stability, and trading efficiency. Market makers are categorized into different types, including
automated market makers, designated market makers, and those operating in crypto markets.
The study evaluates their influence across sovereign bond markets, corporate bonds, money
markets, and derivatives. Findings, based on data from the European Systemic Risk Board
(ESRB) and the Survey on the Access to Finance of Enterprises (SESFOD), show that market
makers play a crucial role in supporting market liquidity, especially during periods of volatility.
Their inventory behaviors serve as sensitive indicators of liquidity conditions. The study
underscores the growing importance of market makers in modern financial market structures
and recommends regulatory adaptation to support their role while ensuring financial stability.

Keywords: Market Makers, Liquidity, Financial Markets, Fixed-Income Instruments,
Money Markets, Sovereign Bonds,
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