Finding fixed
income liquidity
How traders can source liquidity and execute bond orders more
efficiently in today’s fixed income trading landscape
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“The fixed income landscape is in flux. In this three part series I explore the important
trends we see dominating the fixed income space: technology, liquidity and operational
efficiency. The buzz about new technology and workflow management tools will continue
to be increasingly important, but highly experienced traders with good relationships
remain essential to accessing global liquidity pools.”
Joram Siegel | Head of Fixed Income Outsourced Trading at Cowen

Part 1 – Technology
Staying one step ahead of your rivals
In discussion with David Tattan of TORA, we look at the technology challenges
that fixed income traders face and the emergence of technology and workflow
management tools that have only recently begun to be applied to the fixed
income markets.

Part 2 – Liquidity
Best of both worlds: Where human experience and technology meet
Instead of offering an efficient roadmap to navigate fragmented markets, recent
innovation in bond markets has made sourcing liquidity and achieving best execution
more difficult. I further explore the importance of both relationships and technology
to access global liquidity pools.

Part 3 – Operational Efficiency
Fixed Income Liquidity: Is outsourced trading the answer?
Concluding our discussion on the fixed income trading landscape, David Berney and
Michael Broadbent of ERGO Consultancy join me to explore how outsourced trading
can help you to navigate the complex fixed income ecosystem, while maximizing
overall operating efficiency

Part 4 – From the Desk
Finding value in a brave new fixed income world
John Orrock examines the fundamental shifts in the way fixed income is traded
and how funds can thrive in this brave new world of fixed income trading and
how to find better pricing and execution in a market that presents a unique
set of challenges.
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Part 1
Staying one step ahead
of your rivals
After years of resisting innovation and the adoption of
technology in the same way as other asset classes, bond
investors are finally starting to move forward.

Finding fixed income liquidity

In conversation with David Tattan, Managing Director at TORA, I explore the
technology challenges that fixed income traders face, and why a flexible and
adaptable technology solution is essential in today’s complex, fluid fixed income
market. David Tattan is responsible for European sales at TORA, the platform that
underpins our outsourced trading desk.

Staying one step ahead of your rivals
After years of resisting innovation and the adoption of technology in the same way as other asset classes, bond
investors are finally starting to move forward.
Against this backdrop, the rise of new trading protocols and venues, and access to massive amounts of data, has made
the market more complex in the short term.
Sourcing liquidity and executing bond orders efficiently has actually become increasingly difficult. There is more reliance
on advanced technology to navigate an already fragmented market and to get best execution. The buy side is now in an
arms race for talent, technology and operational efficiencies like never before.

The technology conundrum
When I joined the Cowen team in January this year, my first priority was to incorporate the right technology into our
fixed income outsourced trading desk. In light of the market complexities, and in order to provide the best possible solution
to our clients, it was vital that we went beyond traditional buy-side order management systems.

Navigating the maze
Many new platforms and protocols have emerged, generating voluminous and valuable reams of data that is increasingly
being leveraged to enhance trade execution and liquidity searches.

“Navigating the maze and corralling the information is no easy feat, especially for
players whose pockets are not as deep as their larger counterparts. If they do not
step up their technological game, they are in danger of falling much farther behind
and losing their competitive edge,” says David.
One reason for the increasingly complex ecosystem is the depth and breadth of the global bond market, which is roughly
three times the size of its equity counterpart. There are not only many more securities, but several either trade infrequently
or are illiquid and are still negotiated bilaterally between counterparties.
This has meant market participants have to log into many different systems and bond platforms separately, make calls with
individual counterparties and collect data from disparate sources scattered across the fixed income landscape. Moreover,
often the data gathered from such a fractured environment can often be poorly structured and of variable quality, particularly
for the more opaque, illiquid instruments, which makes it hard to analyze in systematic way. The result is that traders have
lost time, money and equally as important extra basis points from not having a holistic view of the information needed to
make the right investment and execution decisions.
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The ideal
“The nirvana is to be able to source, process and aggregate data from multiple sources
– electronic or otherwise – in order to gain more meaningful insights, access liquidity
and achieve better bond pricing and best execution,” comments David.
This requires more than a tweaking of technology but a rethink in which tools can be best deployed to enhance the integral
data consumption and management. Clunky legacy systems, albeit a well-known problem, should not be an excuse. These
legacy systems simply cannot keep pace with the speed at which data is flowing into the market. Any thoughts of overlaying
a piece of new kit on an existing system is also not a long term or even quick fix.
It has been well documented that fixed income technology is a generation behind other asset classes. However, in recent
years, the pace has quickened with new innovative systems and process coming onto the market. While some firms have
developed or acquired these products internally, others have turned to outsourced technology providers who work in
partnership to find the best way forward.

David adds, “The solutions needed to address these problems are not out of reach.
In fact, an EMS (execution management system) and OEMS (order and execution
management system) is a cost effective, efficient piece of technology that significantly
whittles down the desk top real estate by offering the best of both worlds”.
These two worlds combine portfolio construction, order management, compliance and operational controls along with
data aggregation, decision support and analytics, automation and order routing/trade execution all in one place. Equally
as important is that they are flexible and agile enough to adapt with the ever-changing environment.

Making the right choice
By bringing multiple trading platforms and global brokers into one platform, with a full suite of order allocation
management tools and post-trade analytics, traders benefit from a single system for their trading workflows.
The solution needs to offer a single view of the fixed income market in one click and allow users to easily direct an RFQ
to many platforms and brokers at once. In addition, the OEMS should offer a comparable bond tool, smart order routing,
pre-trade risk controls, real-time position management, and P&L tracking in a single interface.

“An OEMS such as TORA’s enables traders to better meet customer’s demands
coupled with improved execution quality and sharper investment decision making.
In today’s intensely competitive and regulatory burden world, firms need to have
the right technology to differentiate themselves to stay ahead of the pack,”
concludes David.
Although technology and data aim to make trading more streamlined and efficient, access to liquidity remains
one of the biggest challenges for fixed income participants. In the next blog in the series, I will dive into the
matter of fixed income liquidity, and how we find the deepest pools.

READ ONLINE
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Part 2
Best of both worlds:
Where human experience
and technology meet
As we look ahead into 2022 and beyond, expanding access to liquidity
has never been more vital, but what is the optimum solution?
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Best of both worlds: Where human
experience and technology meet
After years of resisting innovation in contrast to other asset classes, bond
investors are finally embracing technological change.
Ironically, the introduction of new trading protocols, venues and diverse data sets
have introduced greater complexity to the market rather than making it easier
to trade. In fact, instead of offering an efficient roadmap to navigate fragmented
markets, sourcing liquidity and achieving best execution has become more difficult.
As we look ahead into 2022 and beyond, expanding access to liquidity has
never been more vital, but what is the optimum solution?

Although the technological advancements have been impressive with
new cutting edge tools and sophisticated datasets, platforms and protocols,
the value of human relationships should not be underestimated. Even in the
digital world, there is no replacement for the acumen and insight of an experienced
trader to provide advice and market color. A machine may point an asset manager
in the right direction, but an experienced trader can help smooth the bumps and
unearth the hard to find liquidity. This will become even more important in 2022
as markets remain volatile against a backdrop of rising inflation and interest rates.

Data explosion
Human judgement is particularly important in separating the signal from
the noise. The tools may be there to collate and analyze the reams of data, but
evaluating the quality of quotes and the chance of executing a trade requires
a human touch and skillset.
Again, having the best of both worlds can help overcome the hurdles of
assessing the quality of pre-trade market data which is often cited as one of
the biggest challenges for asset managers. In much of the market, prices are

Even in the digital
world, there is no
replacement for the
acumen and insight of
an experienced trader
to provide advice
and market color. A
machine may point an
asset manager in the
right direction, but an
experienced trader can
help smooth the bumps
and unearth the hard to
find liquidity.

indicative and not executable while securities that trade infrequently also have
a wide range of indicative prices.
Evaluating post-trade data comes with its own set of issues. While the US has
a robust regulatory reporting regime with TRACE, there is not the same level
of transparency in other jurisdictions. There are several initiatives in different
jurisdictions to create a consolidated tape, but for now no single solution
yet exists.

Accessing global liquidity pools
It is one thing to sift through the market data and make a trading decision,
and a completely different matter to access those prices. Most trades in the
bond market are executed bilaterally and on a disclosed basis. If firms are not
onboarded with a particular liquidity provider, it will be difficult to obtain
those prices.

7

Human judgement is
particularly important
in separating the signal
from the noise.

Finding fixed income liquidity

However, even if firms do have access to a provider, it will not solve all the
issues. There is still a great deal of reliance on relationships built over years
of doing business together and this will not diminish, even with the rise of
electronic trading. In other words, digitalization will facilitate but not make
the bond markets more easily tradeable.

Better together
As bond markets enter a long-forgotten era of rising interest and inflation rates,

It is one thing to sift
through the market
data and make a
trading decision, and
a completely different
matter to access
those prices.

the benefits of humans and machines working side by side has never been clearer.
Their symbiotic relationship has been evident over the past few months as volatility
has come back with a force across all asset classes as central banks are in varying
stages of redrawing their monetary policy roadmaps. The landscape has changed
with liquidity draining even from the world’s most actively traded bond markets.
The result is that traders need the full gamut of tools at their disposal if they want
to effectively and smoothly navigate a more jagged path.
This means not only deploying the latest technology and platforms but also skilled
traders with deep relationships and knowledge, as well as a global reach. Blending
the two together will uncover the deepest pockets of liquidity, as well as generate
alpha, build value in client relationships and create operational efficiencies.
This is a significant undertaking and not every firm has the resources or access
to such a comprehensive suite of tools. This is why outsourcing trading has risen
to the top of the agenda for many firms today. Our final blog will examine the
arrangements on offer and the checklist that they need to draw up when
choosing a third party provider.

READ ONLINE
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Part 3
Fixed Income Liquidity:
Is outsourced trading
the answer?
Against the backdrop of new technology and workflow
management tools, how traders navigate the complex
fixed income ecosystem, while maximizing overall
operating efficiency?
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In conversation with David Berney and Michael Broadbent of
ERGO Consultancy, I explore how outsourced trading can help you to
navigate the complex fixed income ecosystem, while maximizing overall
operating efficiency. ERGO Consultancy is a specialist firm which works
with hedge funds and asset managers to increase the effectiveness of
trading and execution desks.

Fixed Income Liquidity: Is outsourced trading the answer?
The buzz about new technology and workflow management tools will continue to be increasingly important, but
highly experienced traders with good relationships remain essential to accessing global liquidity pools.

The rise of outsourced trading
Outsourcing is not a new trend, but gained increased prominence during the pandemic when both buy and sell side firms
moved to remote work environments. This put to rest the concerns that people had to be in the same room to trade in an
effective manner.
It has become even more important today as fixed income trading has become more complex, especially over the past year
due to shifting monetary policy and heightened geopolitical risks.
Rising inflation and interest rates were already hanging over markets, but the Russian invasion of Ukraine added a layer of
volatility that reinforced the need for experienced traders. Markets will be more unpredictable as the impact of sanctions on
Russia is likely to translate into increased energy costs and loftier inflation for much longer than anticipated.
The US Federal Reserve, ECB and the Bank of England have already started to normalize monetary policy. The result
is that many pockets of fixed income markets will be under pressure and finding the best prices will be much more difficult.

Best execution, it’s all about scale
In the current environment, experienced traders are at a premium, but very few have seen the volatility that is
currently disrupting fixed income markets before. With events moving at record speed, they need both the acumen
to deploy technology, but also the long-standing relationships to find liquidity.

“Yes, the technology is there to help make your job more efficient, but you need
seasoned traders with the skillset and experience to navigate today’s fixed income
environment. Who can not only observe a price on a screen, but is able to transact
at that price as well – relationships are key,” says David.
The behemoth asset managers may have this combination, but the majority don’t, which is why outsourcing trading
is increasingly on the agenda. It offers a seamless and efficient trading experience that frees up space to focus on
the core competencies of investment.
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“When it comes to accessing either primary or secondary markets or flow information
in fixed income, it’s all about your size and presence in the market. If you’re not one
of the huge players and you want to feature prominently on a broker dealer list,
outsourcing gets you a bigger seat at the table and the best possible execution,”
says Michael.
Outsourced trading desks expand reach and influence because there is a much wider network of experienced traders
working on behalf of many firms nationally, regionally or globally. Firms can leverage well-established connections to
access deeper pools of liquidity across the different market segments – effectively engaging with liquidity which they would
otherwise not have access too.
At Cowen, we have the ability to aggregate our clients’ volumes and present them to the street or to platforms as a single
larger order. After all, it is one thing to see a price on the screen and a completely different matter to transact at that price
in size.

“The one thing you can do, as a fund, is you can pretend to be bigger. How can you
pretend to be bigger? The person giving your order is bigger. That’s the way to do it,”
adds Michael.

The fixed income conundrum
Unlike with equities, it is not that easy to send a fixed income order through the pipes. Electronic trading may be
making inroads, but it is at the more liquid end and much of the bond market still operates on a bilateral basis.
Negotiations are conducted via phone or chat between people and having those trusted, strong connections are crucial.
This is particularly the case for the more complicated or difficult trades, where there are no shortcuts. It takes time, effort
and skill to work the order without moving the price. It is also especially true in volatile markets.

“The risks of not being able to act in a timely manner have never been higher.
You almost certainly will not get best execution unless you have sufficient routes
to market. This increases a) your access to liquidity and b) access to a potentially
better price. Both are prime parts of best execution, along with a skilled trading desk
that can pick up the phone and negotiate directly. Many funds do not have these
capabilities,” comments David.

Accessing every piece of liquidity
The human component needs to go hand in hand with technological prowess. By outsourcing, asset managers
can tap into the latest tools and solutions to streamline processes, enhance operational efficiency and reduce cost.

“I think that fixed income is an asset class to drive outsourcing, because it is about
the relationships, the axes, the counterparties and the available liquidity – more
critically than other asset classes,” says Michael.
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Outsourcing also avoids firms having to invest in upgrading their infrastructure or new technology. Instead,
they can concentrate on honing their strategies and investment decisions that will yield the greatest returns.

“We hear a lot of traders, PMs and CIOs say they’re frustrated because they don’t
have the resources to take advantage of the tech that’s out there. Another reason to
leverage the tech stack of an outsourced trading partner like Cowen,” adds Michael.

Making the right choice
“There isn’t, of course, a one-size-fits-all outsourcing model. It depends on the type
of firm, its investment strategies and geographical reach. Some asset managers
prefer hiving off their entire trading operations to a third party while others opt
for a hybrid approach,” concludes David.
This is where an inhouse team may cover core activities while an outsource provider will handle the areas that it
doesn’t cover such as certain asset classes (for example keeping equities in-house, but outsourcing fixed income),
geographies (for example, a US based firm that may not want to staff a team in Europe), the more illiquid or difficult
trades that require anonymity for minimal market impact ,or outsource the trades they don’t do electronically, such
as high yield or emerging market.
Regardless of the path they choose, the benefits of the outsourcing model are the same – a more proficient,
effective way to navigate fixed income markets to generate returns and reduce costs. It enables asset managers
the time and space to concentrate on the strategies that will help them to outperform.

READ ONLINE
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Part 4
From the Desk
Finding value in a brave
new fixed income world
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Finding value in a brave new fixed income world
Today’s fixed income market barely resembles what it looked like in the 1990s, when
John Orrock got his start as a trader. In fact, the market barely resembles what it
looked like just a decade ago, when electronic bond trading finally began to take off and
post-crisis regulatory changes were just starting to be introduced. Between then and
now, new technology and an evolving market structure have also led to fundamental
shifts in the way fixed income is traded, as the sell side has gradually lost pricing power.
Orrock, managing director for Cowen’s fixed income outsourced trading operation in Europe, has had a front-row
seat to those changes. That means his clients get the benefit not only of his vast trading experience, but also his
deep knowledge of how the fixed income market has developed.
In the latest edition of our From the Desk series, we hear from Orrock about how funds can thrive in this brave new
world of fixed income trading. He explains how an outsourced trading provider can offer a slew of benefits, from
the expertise of experienced traders to significantly enhanced access to debt market liquidity from a wide range
of sources. The net result is better pricing and execution in a market that presents a unique set of challenges.

Q: You were a buy-side trader for close to 20 years. Then

The other big difference is that the market makers in fixed

a regulatory change gave you the idea of moving into

income are human beings with all the nuances that they

outsourced trading. Could you explain that journey?

offer. So, with it being so subjective, you need expertise

A: MiFID required a disintermediation between risk-taking

and knowledge of the market in order to be able to define

groups and trading groups within asset managers because
of the conflict of interest that acting on behalf of investors’
money presented. So, asset managers started to centralise
dealing desks and physically move the traders away from
risk-taking portfolio managers.
The natural progression, in my view, was that you could
actually take that function completely outside the fund.
When the regulator is pointing in a direction, don’t stand in
the way, is the way I look at it.
Q: Outsourced trading for equities is fairly established,
but it is less common in fixed income, which is much more
complicated than equity trading. Why does it make sense
for a fund to go down this route?
A: Fixed-income execution is very subjective, unlike
equities, where you have an exchange not just for price
discovery but also to actually define liquidity. You also
have more depth of market. For every one equity you can
perhaps have 200 bonds. Take Ford, for example. Each of
those bonds has its own story.
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what best execution is. What we offer is a breadth of both
sell side and buy side expertise, to actually be able to offer
the subjective answers to what best execution on any
given day is. We offer access to a wider range of liquidity
sources than funds generally will have, and we can then
provide judgment and subjective colour around a quote
to determine if it is worth engaging with.
Q: The fixed income market has also been undergoing
major structural changes, in terms of the relationship
between the buy-side and the sell-side and how firms
source liquidity. How does that affect the job of
providing an effective trading service?
A: The street balance sheet has reduced versus the buy
side. The risk appetite feels as if that has reduced even
more. Our job now is no longer to actually work with
market makers and use their balance sheet. Our job, as
outsourced traders, is to find the other side of the trade.
How we do that varies, depending on the order.
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There is a misconception in the electronification of the

Q: What about programme trading? Is that something

market that one fund is not finding another. That is not

that an outsourced trading provider can offer that not

the case. Invariably, everyone is doing the same thing.

every fund can do on its own?

So, it takes a bit more skill to find the other side of the

A: There has been growth in that and, certainly, that is

trade. You find yourself working with people and market
makers who are in tune with all the big players, who can
actually find the other side of that trade, rather than just
use their balance sheet, which they can no longer do. That
ability was taken away by the regulator. The regulator has
effectively regulated liquidity out of the market.
Q: Meanwhile, there has been widescale technological
change in financial markets. Has that also altered the
way you find fixed income value?
A: Technology has dramatically improved, but if you
could fully electronify fixed income, it would have been
done a long time ago. Smaller high-touch business has
now become totally electronic and very efficient.
Where that doesn’t work is when there is a need to
speak to someone, either for very illiquid bonds or bond
sizes that are market-moving.

something that we can help with. Banks are now offering
to price the whole portfolio, rather than the individual
pieces. Say there are 50 bonds that you want to sell or buy,
and two are unbuyable or unsellable. You package them up
with the other 48 and you can get it done. That is part of
the attraction of portfolio trading.
Q: In addition to trading services, an outsourced provider
can offer TCA. How important is that for clients?
A: It is not just the trading that is subjective. How you
look at liquidity and transaction costs is also subjective.
There are some TCA tools coming out now. They are
helpful, but I think we have to bear in mind that you have
to be able to have that expertise to look at the TCA. The
tools may not apply to a particular trade if it’s too big or
too illiquid.

No matter how you try to do it, at some point you have

Q: Does outsourced fixed income trading make sense for

to give up information. As soon as you do, you need to

larger funds as well?

quickly get the trade done or I can guarantee that by
the end of the day or the next morning, that information
will be reflected in the price. I know from my experience
that you need somebody who can carefully manage that
information and go to the people who are most likely to
be able to give you the other side to that trade.
Q: As an outsourced trading provider, do you have
access to more electronic platforms than a single trader
or a two-man trading desk would have? Is there an
economy of scale factor?
A: We will certainly have as many, and probably more,
because of the breadth of asset classes that we cover.
But I think it is more about knowing when to use them
and knowing when not to use them. That is probably
where we have the edge. There are times when you
really don’t want to advertise things, and one call is the
only call you should make.
The temptation is just to use it. It is convenient, it is STP,
So, they will want to just use it indiscriminately. We are in
the market all day and we will know whether right now
is the right time to send that bond out electronically or
whether we should be managing it by voice.
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A: It depends on the DNA of the firm and how they work.
I think the costs of running trading, the general costs for
asset managers and the pressures on those are no secret.
So, as an example, I spoke to a CIO, and he said, ‘It is not
really for me’. And then he said, ‘But if I look at this one
part of my business, I actually need maybe half of a trader,
but I have actually got a full time-trader because that is
what we do’. He then also needs someone to back him up
for six weeks of the year, so he ends up having two people.
He said, ‘If someone came along to me and they could cut
that cost in half, I would probably have to look at it’.
Q: It’s not just about cost. There is also the question of
where you have expertise.
A: If you are a big asset manager but you haven’t
really got an EM trader, but 2% of your trades are EM,
you may want to come to us for your EM trades. We have
got the expertise.
It just depends on the mandate. I think that from a bigger
outsourcing point of view, the MiFID bit is what is creating
interest. And after Covid, portfolio managers also have
learned to work without their traders sitting nearby. For
the last two years, all the traders have been outside the firm.
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Q: We’ve talked about market evolution and fund

In addition, outsourced trading tends to just imply we can

managers’ needs. Could you sum up the big picture

buy and sell your bonds for you. What I would like to do

for funds that might want to consider outsourced

is make it clear that we offer much more than that. We

fixed income trading?

actually offer the same service that an in-house trading

A: There are general arguments for the outsourced

team would offer, which is liquidity scores, transaction

model that apply to all asset classes, particularly
around the efficiency of your operating business. What

costs, and control of information. We are not just buying
and selling. We are giving you the full service.

differentiates us in the fixed-income space is that access
to liquidity is not the same for everybody – it’s all about
size and presence. If you want to feature prominently on
a broker dealer list, outsourcing gets a bigger seat at the
table and allows firms to engage with liquidity that they
would be unable to access otherwise.
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Final thoughts
In this series we have delved into the key drivers in the fixed income space and concluded that it takes
a carefully concocted blend of technology, experience and relationships to access global liquidity in an
environment where many pockets of fixed income markets are under pressure.
There are a number of very large players that have the resources to leverage all these capabilities, but
where does that leave the rest of the market? At best, working furiously to keep up, at worst missing out.
The answer? The expertise, scale, influence and reach of an outsourced trading desk. One underpinned
by best-of-breed technology and resourced by highly experienced fixed income traders.
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