

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Frictional Intermediation in Over-the-Counter Markets

	
    
        
            
            







    
    










    
    
    
    











			
                    FRB of Philadelphia Working Paper No. 19-10
 
        

    
	

	
	
		
		
			80 Pages
		
		

		Posted: 6 Feb 2019
		
			Last revised: 29 Apr 2020
		
		
	

	
		
			
			




	See all articles by Julien HugonnierJulien Hugonnier
École Polytechnique Fédérale de Lausanne; Centre for Economic Policy Research (CEPR)
Benjamin R. Lester
Federal Reserve Banks - Federal Reserve Bank of Philadelphia
Pierre-Olivier Weill
University of California, Los Angeles; National Bureau of Economic Research (NBER)


		

	
	
	
	
	


	
	
		
			There are 4 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Frictional Intermediation in Over-the-Counter Markets
									

								
							
							
							
								Swiss Finance Institute Research Paper No. 18-59
							

							
							
								
									Number of pages: 81
								
								
									Posted: 27 Aug 2018
								
								
									Last Revised: 18 Jan 2019
								
							

							
						

						
							
							Downloads
							   87
							
						

					

					
					

					
						
							
						

						
							
								
									Frictional Intermediation in Over-the-Counter Markets

								
							
							
							
								FRB of Philadelphia Working Paper No. 19-10
							

							
							
								
									Number of pages: 80
								
								
									Posted: 06 Feb 2019
								
								
									Last Revised: 29 Apr 2020
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   80
							
						

					

					
					

					
						
							
						

						
							
								
									Frictional Intermediation in Over-the-Counter Markets
									

								
							
							
							
								NBER Working Paper No. w24956
							

							
							
								
									Number of pages: 80
								
								
									Posted: 17 Sep 2018
								
								
									Last Revised: 11 Mar 2023
								
							

							
						

						
							
							Downloads
							   19
							
						

					

					
					

					
						
							
						

						
							
								
									Frictional Intermediation in Over-the-Counter Markets
									

								
							
							
							
								CEPR Discussion Paper No. DP13126
							

							
							
								
									Number of pages: 82
								
								
									Posted: 17 Sep 2018
								
								
							

							
						

						
							
							Downloads
							    2
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: 2019-01-31

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We extend Duffie, GË†arleanu, and Pedersenâ€™s (2005) search theoretic model of over-the-counter (OTC) asset markets, allowing for a decentralized inter-dealer market with arbitrary heterogeneity in dealersâ€™ valuations or inventory costs. We develop a solution technique that makes the model fully tractable and allows us to derive, in closed form, theoretical formulas for key statistics analyzed in empirical studies of the intermediation process in OTC markets. A calibration to the market for municipal securities reveals that the model can generate trading patterns and prices that are quantitatively consistent with the data. We use the calibrated model to compare the gains from trade that are realized in this frictional market with those from a hypothetical, frictionless environment, and to distinguish between the quantitative implications of various types of heterogeneity across dealers. 
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