
 
Liquidity: What to Think About Before the CFTC’s Market Risk Advisory Committee Meeting 

 
The CFTC’s Market Risk Advisory Committee (MRAC) meeting on June 2nd will tackle questions about “liquidity,” one of the most used, 
misused and abused terms in all of finance. Questions MRAC will consider include how liquidity should be defined; how it should be 
measured and monitored; and, whether a concentration of Futures Commission Merchants has affected liquidity in the marketplace. 
Liquidity is long overdue for debate, as opposed to industry’s often heard self-serving assertions and claims. Some in the industry are 
sure to use the meeting as another opportunity to promote their unfounded claims that many/most/all regulations protecting investors 
and the markets will “harm liquidity,” damage markets, and make everything more expensive for small businesses, farmers, and families 
on Main Street.  
 
The ability of industry to use the liquidity threat as a powerful lobbying tool relies on a pervasive misunderstanding of liquidity and its 
role in various markets. Therefore, these claims deserve significant scrutiny. Below are some important questions the Commission should 
address at the upcoming meeting: 
 
What are the factors that contribute to liquid markets? 

Without a fact-based definition of liquidity, tailored to different markets and markets conditions, it is nearly impossible to even list 
the actual factors that influence it, when and how. But even the most basic outline must surely include these critical factors: 

 Transparency – Markets presenting more information attract greater sponsorship by participants. 

 Accessibility – It must be possible for parties to access a market to provide liquidity in it.  

 Stability – The more stable a marketplace, the lower the risk tolerance is required to transact in it.  
How much weight should be given to claims that regulations seeking to promote these elements may in fact reduce liquidity and, if 
so, in which markets and under what specific conditions? 

 
Is more liquidity really always better for a given marketplace? 

A persistent misunderstanding around the idea of liquidity is that “liquidity” and “volume” are the same thing. Despite being  
trumpeted as a universal benefit, there are numerous examples of the detrimental effects of too much liquidity – when high volume 
is mistaken for actual liquidity - in a marketplace. The key example is the risk posed by high-frequency trading, which claims to 
“provide liquidity” at millisecond speeds, but in exchange this unfettered speed trading presents enormous risks to the market, as 
demonstrated by the Flash Crash in 2010 and so many other computer-driven disasters over the last several years. It is factually 
baseless to suggest that the ability to transact at 5 milliseconds instead of 7 milliseconds would provide any meaningful benefit to 
capital formation, so, if that is viewed as more liquidity, then what is the benefit of seeking even more liquidity in that market? 

 
Who does, can, and should provide liquidity to markets? 

We are in the midst of a sea change in the way many financial markets operate following the catastrophic 2008 financial crash. For 
decades, liquidity in most financial markets has been provided almost exclusively by a few large banking institutions, acting as quasi-
market makers. Their stranglehold on this profitable function – and the anti-competitive and predatory practices too often employed 
to maintain it - have been well-documented. Through a combination of new rules and regulations outlined in Dodd-Frank, this 
stranglehold is being released and other non-bank entities are entering the marketplace. We are transitioning to a broader, more 
stable landscape of liquidity provision in many markets and those developments must be nurtured and carefully monitored for 
benefits and unintended consequences.  

 
How important is the liquidity of any given marketplace to the health of the broader economy? 

There has been much attention in recent months on claims of illiquidity in a variety of marketplaces - primarily but not exclusively 
in the bond markets - and calls for regulators and legislators to address it. But this coincides with a historic rebound in the economy, 
jobs, housing prices, and bond market issuance. What effect, if any, is any purported decrease in liquidity having on the markets? 
Could some decrease in liquidity be an appropriate trade-off for more stable markets? 

 
The upcoming MRAC meeting will open a crucial dialogue among industry participants, regulators, and the public. But the conversation 
must not become an industry echo chamber, where self-serving spin and fact-free assertions from the biggest Wall Street banks and 
their allies go unchallenged by actual robust data that can be independently analyzed. We hope the Commission will address the points 
above, and insist on answers to the hard questions that have gone unaddressed for far too long. 


