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Course Objective

The focus of this course is on the market for government securities. It will first explore issues in designing a mechanism to issue government securities. Then the demand-side of this market will be explored. Finally, causal links between the issuance practices and the sources of demand will be explored with a view to rationalizing the different government debt issuance practices observed around the world. 

Prerequisites

The course will make extensive use of intermediate microeconomics and econometrics. While a background in Finance is an advantage, finance-related concepts used in the course will be described briefly in class, with the assumption that students familiarize themselves with these concepts after they have been introduced.

Text Book and Background Reading

There is no text book for this course. I shall make extensive use of my own notes that will be made available either on my website or in the ``reserve’’ area of the Perkins library. Students are also encouraged to peruse the readings cited in my notes should they find a specific aspect interesting. The books specified below have been placed in the ``reserve’’ area of Perkins. Journal and other references are available electronically from the Duke library. Students are also encouraged to browse the web-sites of Central Banks and Debt Management Offices  - they provide a wealth of information on institutional features that no text can!
The following books give a comprehensive flavor of the institutional structure of the market for government bonds. 

1. Debt Management and Government Securities Markets in the 21st Century. OECD 2002.

2. OECD Public Debt Markets, Trends and Recent Changes. OECD 2002.

3. Developing Government Bond Markets: A Handbook. IMF and IBRD 2001.

4. Guidelines For Public Debt Management. IMF and World Bank 2003. 

5. Sundarajan, V., P. Dattels, and Hans J. Blommestein (Ed.). Coordinating Public Debt and Monetary Management. 

The following books will be used on and off during the course, and students are encouraged to consult these books.

1. Sunderasan, S., Fixed Income Markets and Their Derivatives.

2. Stigum, M., The Money Market.

3. Fabozzi, F.J., The Handbook of Fixed Income Securities.

4. Meulendyke, Ann-Marie, 1998, U.S. Monetary Policy and Financial Markets, Federal Reserve Bank of New York. (This is available on the NY Fed website free of charge!)

5. Klemperer, Paul, Auctions: Theory and Practice.

6. O’Hara, Maureen, Market Microstructure Theory.

7. Lyons, Richard K., The Microstructure Approach to Exchange Rates.

8. Cox, D.R., and N. Reid, The Theory of the Design of Experiments. Chapman and Hall, CRC, 2000.  

Grading

Grading will be based on a term paper and class participation. I will give a list of topics for term papers, but students are encouraged to come up with questions that interest them as well. While the course is on fixed income markets, issues in equity markets that overlap the fixed income market will be acceptable topics. Grading of the paper will be based on originality. Class participation will be judged on the basis of involvement in discussion of papers assigned to individual students and the class notes that I hand out.  60% of the grade will be based on the paper and 40% on class participation. 

Course Schedule
If the paper is technical, the aim should be absorb the message of the paper. Most of the papers from Journals are available online from the library web-site http://library.duke.edu/E-journals . Notes refers to my notes which shall be made available by e-mail.  The following is a representative reading list. You will find additional readings with the class notes that I hand out as well.
Basics of  Government Debt Issuance using the Experience of USA as a Case Study 
“What, how and for whom”, and “who and how” or microstructure of government securities market (objectives of issuer in designing government debt issuance mechanism, instruments to issue debt, identity of the issuer.). Demand and supply side of the government securities market. The three markets comprising the government securities market. The role of liquidity and transparency.
1. Notes.

2. Developing Government Bond Markets:  A Handbook. IMF and IBRD 2001,  Chapter 1.
3. Fleming, M.J., 2002. Are Larger Treasury Issues More Liquid? Evidence from Bill Reopenings. Journal of Money, Credit and Banking, Vol 34, No. 3, 709-735.

4. Fleming, M.J., 2001. Measuring Treasury Market Liquidity. Federal Reserve Bank of New York Staff Report No. 133.
5. Fleming, M.J. and E.M. Remolona, 1999. Price Formation and Liquidity in the U.S. Treasury Market: The Response to Public Information. Journal of Finance, Vol. 54, No. 5, October 1999, pp. 1901-1915.
6. Brandt. M., and K.A. Kavajecz, 2004. Price Discovery in the U.S. Treasury Market: The Impact of Orderflow and Liquidity on the Yield Curve.
7. Flemming, M.J., and K.D. Garbade, 2004. Repurchase Agreements with Negative Interest Rates. Current Issues in Economics and Finance, Vol 10, No. 5.

8. Flemming, M.J., and K.D. Garbade, 2003. The Repurchase Agreement Refined: GCF Repo. Current Issues in Economics and Finance, Vol 9, No. 6.

9. Harris, L., and M. Piwowar, 2005. Municipal Bond Liquidity.
      http://papers.ssrn.com/sol3/papers.cfm?abstract_id=503062
10. Spulberg, D.F., 1996. Market Microstructure and Intermediation. Journal of Economic Perspectives, 10:3, 135-152.

11. O’Hara, Chapter 1.

12. Rust, J., and G. Hall., 2003. Middlemen versus Market Makers: A Theory of Competitive Exchange. Journal of Political Economy, 111:2, 353-364. 

13. Biais, B., Glosten, L., and C. Spatt, 2004. Market Microstructure: A survey of Microfoundations, Empirical Results, and Policy Implications. Unpublished manuscript.

14. MTS Conference, 2004 papers. http://www.mtsgroup.org/newcontent/research/conf_2004_index.php
15. Spatt, Chester, 2004. Frictions in the Bond Market. Working paper, SEC.
       http://www.sec.gov/news/speech/spch121604cs.htm#foot5

16. Sunderasan
17. Fabozzi

Double Coincidence of Wants Problem in Primary and Secondary market: Primary Dealer Model and the Open Participation Model.  
1. Notes.

2. Sareen, S., Commodity Bundling in Government Securities Auctions.

3. Hortacsu, A. and S. Sareen, Orderflow and Formation of Dealer Bids: An Analysis of Information and Strategic Behavior in the Government of Canada Securities Auctions (with A. Hortacsu) 
4. Rocholl, J., 2004. Discriminatory Auctions with Seller Discretion: Evidence from German Treasury Auctions. Working paper, Kenan-Flagler Business School, UNC. 
5. Sareen, S. 2003. Cross-Country Comparison of Models of Government Debt Issuance.
6. McConnachie, R. (1996), Primary Dealers in Government Securities Markets. Handbook in Central Banking, No. 6, Centre for Central Banking Studies.
7. Sunderasan

8. Fabozzi.

Protocol of Exchange 

Basics of auctions; auction-posted price debate; comparing discriminatory vs uniform pricing rule in terms of expected revenue, participation, incentive to collude; designing randomized experiments for government securities.
Basics of Auctions:
1. Klemperer, P., 2004. Auctions: Theory and Practice, Chapter 1, pp (1-34), Part C.

2. Klemperer, P., 2004. Google Should Beware the Winner’s Curse. Financial Times, 3-5, 2004.  http://www.paulklemperer.org/.
3. McAfee, P. and J. McMillan, 1987. Auctions and Bidding. Journal of Economic Literature 25, 699-738.

4. Milgrom, P.R. and J. Weber, 1982. A Theory of Auctions and Competitive Bidding. Econometrica 50, 1089-1122. 
Auctions vs Posted Prices
1. Bulow, J. and P. Klemperer, 1996. Auctions vs Negotiations, American Economic Review 86(1), 180-194. 

2. Ehrman, C. and M. Peters, 1994. Sequential selling mechanisms, Economic Theory 4, 237-253. 

3. Garbade, K.D., May 2004. The Institutionalization of the Treasury Notes and Bond Auctions, FRBNY Economic Policy Review, 29-42. 

4. McAfee, R.P. and J. McMillan, 1988. Search mechanisms, Journal of Economic Theory 44, 99-123.

5. Wang, R., 1995. Bargaining versus posted-price selling, European Economic Review 39, 1747-1764.

6. Wang, R., 1993. Auctions versus posted-price selling, American Economic Review 83, 838-851.
7. Notes
Uniform vs Discriminatory Price Auctions:

1. Sareen, S., Comparing Uniform vs Discriminatory Price Auction: Revenue, Participation, and Incentive to Collude.

2. Nyborg, K.G., and S. Sunderasan. Discriminatory versus Uniform Treasury Auctions: Evidence from When-Issued Transactions. Journal of Financial Economics 42, 63-104.

3. Hortacsu, A., February 1, 2002. Mechanism Choice and Strategic Bidding in Divisible Goods Auctions: An Empirical Analysis of the Turkish Treasury Auctions Market, University of Chicago Working Paper.

4. Goldreich, D., 2004. Underpricing in Discriminatory and Uniform-Price Treasury Auctions. Working Paper, London Business School.

5. Nyborg, K.G., Rydqvist, K. and S. Sunderasan, 2002. Bidder Behavior in Multiunit Auctions: Evidence from Swedish Treasury Auctions. Journal of Political Economy 110(2) , 394-424.

6. Back, K. and J.F. Zender, 1993. Auctions of Divisible Goods: On the Rationale for the Treasury Experiment. The Review of Financial Studies 6(4), 733-764.
7. Fleming, M., Garbade, K.D., and F. Keane, 2004. Anomalous Bidding in Short-Term Treasury Bill Auctions. Journal of Financial Research, forthcoming.
Designing Randomized Experiments for Treasuries:

1. Malvey, P.F., Archibald, C.M., 1998. Uniform Price Auctions: Update of the Treasury Experience. Department of Treasury, USA.
2. Cox, D.R., and N. Reid, 2000. The Theory of the Design of Experiments. Boca Raton : Chapman & Hall/CRC, Chapter 1.
Demand for Government Securities

Balance Sheet of  a Central bank. Ownership structure of government securities: institutional and retail investors, foreign investors, central bank. Demand for government securities in the context of the market for interday, intraday credit.

1. Notes

2. Developing Government Bond Markets: A Handbook, 2001. IMF and World Bank. Chapter 6.

3. Sheppard, D., 1996. Payment Systems. Handbooks in Central Banking, Vol 8, Centre for Central Banking Studies, Bank of England.
4. Gray, S., Hoggarth, G. and J. Place. Introduction to Monetary Operations. Handbooks in Central Banking, Vol 10, Centre for Central Banking Studies, Bank of England. 

5. Borio, C.E.V., December 2001. A Hundred Ways to Skin a Cat: Comparing Monetary Policy Operating Procedures in the United States, Japan and the Euro area. BIS working paper.  
6. Flemming, M. and K.D. Garbade, 2002. When the Back Office Moved to the Front Burner: Settlement Fails in the Treasury Market after September 11. Federal Reserve Bank of New York Economic Policy Review, Vol. 8, No. 2, November 2002, pp. 35-57.
7. Bartolini, Leonardo, and A. Prati, April 2003. The Execution of Monetary Policy: A Tale of Two Central Banks. Federal Reserve Bank of New York, Staff Report # 165.
8. Bartolini, Leonardo, and A. Prati, October 2003. Cross-Country Differences in Monetary Policy Execution and Money Market’s Rates Volatility. Federal Reserve Bank of New York, Staff Report # 175.
9. Johnson, K., McAndrews, J.J., and K. Soramaki, 2004. Economizing on Liquidity with Deferred Settlement Mechanisms. FRBNY Economic Policy Review, pp. 51-72.
Ex-post Causal Links between Issuance Mechanism and Demand for Government Securities.

1. Notes
Case Study of Europe (ECB and Central Banks of the EEA countries) 

1. Notes.

2. ECB, MTS web-site.
Tentative Schedule
Week 1:     Introduction, House-keeping.
Week 2:     USA Case Study.
Week 3:     Objectives, Instruments, Liquidity.

Week 4:     Microstructure
Week 5:     Microstructure

Week 6:     Double Coincidence of Wants: Notes
Week 7:     Sareen, Hortacsu and Sareen, Rocholl papers.

Week 8:     Basics of Auctions

Week 9:     Auction-posted price, Discriminatory vs Uniform Auctions 

                                                                                         (Binmore, Sareen Surveys)

Week 10:   Designing randomized experiments (Cox and Reid, Malvey and Archibald)

Week 11:   Overview of demand (notes), Link Demand with Supply Side.

Week 12:   Monetary Policy Implementation, Payments and Settlement Systems.

Week 13:   Putting it all together in terms of experience of countries (Notes)

Week 14:   ECB Case Study.
Final Schedule
Week 1:     Introduction, House-keeping.

Week 2:     USA Case Study.

Week 3:     Objectives, Instruments, Liquidity.

Week 4:     Microstructure

Week 5:     Microstructure

Week 6:     Microstructure

Week 7:     Double Coincidence of Wants: Notes

Week 8:     Sareen, Hortacsu and Sareen, Rocholl papers.

Week 9:     Basics of Auctions

Weeks 10,11,12:   Auction-posted price, 
                              Discriminatory vs Uniform Auctions (Binmore, Sareen Surveys)

                              Designing randomized experiments (Cox and Reid, Malvey and 
                              Archibald)

                              Overview of demand (notes).

Week 13:   Monetary Policy Implementation, Payments and Settlement Systems and 

                   Demand for Government Securities.
Week 14:   Putting it all together in terms of experience of countries (Notes)







