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		This submission discusses implications for the quality and safety of financial markets of proposed rules implementing the market-making provisions of section 13 of the Bank Holding Company Act, commonly known as the â€œVolcker Rule.â€� The proposed rules1 have been described by the Office of the Comptroller of the Currency, the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance Corporation, and the Securities and Exchange Commission. The Agenciesâ€™ proposed implementation of the Volcker Rule would reduce the quality and capacity of market making services that banks provide to U.S. investors. Investors and issuers of securities would find it more costly to borrow, raise capital, invest, hedge risks, and obtain liquidity for their existing positions. Eventually, non-bank providers of market-making services would fill some or all of the lost market making capacity, but with an unpredictable and potentially adverse impact on the safety and soundness of the financial system. These near-term and longer-run impacts should be considered carefully in the Agenciesâ€™ cost-benefit analysis of their final proposed rule. Regulatory capital and liquidity requirements for market making are a more cost effective method of treating the associated systemic risks. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: market-making, Volcker rule, financial markets, regulatory capital, liquidity requirements, systemic risk

	
	

	
    

    
	

	
	
		JEL Classification: E42, G21

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Duffie,  James Darrell, Market Making Under the Proposed Volcker Rule (January 16, 2012). Rock Center for Corporate Governance at Stanford University Working Paper No. 106,  Available at SSRN: https://ssrn.com/abstract=1990472 or http://dx.doi.org/10.2139/ssrn.1990472 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						James Darrell Duffie (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Stanford University - Graduate School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Stanford University - Graduate School of Business  ( email )

			

			
			
				
				
				
					655 Knight Way
Knight Management Center
Stanford, CA  94305-7298
United States
650-723-1976 (Phone)
650-725-8916 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Canadian Derivatives Institute  ( email )

			

			
			
				
				
				
					3000, chemin de la Côte-Sainte-Catherine
Montréal, Québec H3T 2A7
Canada

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,899

			

		
		
		
			Abstract Views

			   10,654

		

		
		 
		
			Rank

			   16,261

		

		
	


	
		
            
            	        4 Citations
		

	

	
		
			
				       58 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Rock Center for Corporate Governance at Stanford University Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Rock Center for Corporate Governance at Stanford University Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,105

                                    

                                    
                                        PAPERS

                                              383

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David F. Larcker at Stanford Graduate School of Business, Joseph Grundfest at Stanford Law School, Monika Suhr at Stanford Law School, Robert P. Bartlett at Stanford Law School, Colleen Honigsberg at Stanford Law School

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Market Microstructure eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Microstructure eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,416

                                    

                                    
                                        PAPERS

                                            8,016

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Law: Corporate Governance Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Corporate Governance Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,551

                                    

                                    
                                        PAPERS

                                            9,012

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance & Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,316

                                    

                                    
                                        PAPERS

                                            4,492

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,133

                                    

                                    
                                        PAPERS

                                           10,786

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Howell E. Jackson at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance: Arrangements & Laws eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Arrangements & Laws eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              699

                                    

                                    
                                        PAPERS

                                            5,661

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Valuation in Over-the-Counter Markets

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Nicolae Garleanu, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Valuation in Over-the-Counter Markets

                        
                            By
                                
                                
                                    
                                    Nicolae Garleanu, 
                                    
                                
                                    
                                    Darrell Duffie, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Valuation in Over-the-Counter Markets

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Nicolae Garleanu, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Valuation in Over-the-Counter Markets

                            
                                By
                                    
                                    
                                        
                                        Darrell Duffie, 
                                        
                                    
                                        
                                        Nicolae GÃ¢rleanu, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Over-the-Counter Markets

                            
                                By
                                    
                                    
                                        
                                        Darrell Duffie, 
                                        
                                    
                                        
                                        Nicolae Garleanu, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Over-the-Counter Markets

                            
                                By
                                    
                                    
                                        
                                        Darrell Duffie, 
                                        
                                    
                                        
                                        Nicolae GÃ¢rleanu, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity Premia in Dynamic Bargaining Markets

                            
                                By
                                    
                                    
                                        
                                        Pierre-olivier Weill
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity Premia in Dynamic Bargaining Markets

                            
                                By
                                    
                                    
                                        
                                        Pierre-olivier Weill
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Leaning Against the Wind

                            
                                By
                                    
                                    
                                        
                                        Pierre-olivier Weill
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Leaning Against the Wind

                            
                                By
                                    
                                    
                                        
                                        Pierre-olivier Weill
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
