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Improving the Market Maker Mechanism with a "Two Dealers" Link

WANG Tun SONG Lunsheng

(ICBC Wealth Management Co.)
Abstract China's interbank bond market has developed a substantial market-making system,which has contributed
to enhancing market liquidity and mitigating volatility. However,the current market-making system operates
independently from the primary dealer system for open market operations,and this inhibits the effective exercising of
market-making capabilities.This separation is particularly problematic during significant bond market fluctuations, as
it impedes the ability to swiftly stabilize market expectations and interrupt negative feedback loops.The People's Bank
of China (PBOC) recently proposed encouraging coordination between market makers and primary dealers,including
conducting treasury bond trading operations with financial institutions in the secondary market.It is therefore
recommended that an integrated "two dealer" linkage mechanism be established in order to build on this initiative.This
would be characterized by an alignment of participant qualifications,a balance of rights and responsibilities,and the
addition of ample resource support.This would organically combine the roles of market makers and primary dealers.
By engaging in routine bond trading operations with these market participants the PBOC could enhance the efficiency
of monetary policy transmission and refine the market maker mechanism,thereby making it an effective tool for
stabilizing financial markets.
Keywords Treasury Bond Trading, Market Maker, Primary Dealers in Open Market Operations, "Two Dealers"
Linkage
JEL Classification G28 G29 E58
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