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Summary
We argue that the corporate bond market is 
broken as a matter of design. 

Investors must choose between controlling agency 
costs vs. high liquidity.

Bondholders face costs that equity market 
participants do not face.

This tension between tailorability vs. tradability has 
implications for bondholder debt governance and 
capital allocation through credit. 



The Primacy of 
Equity Markets

Equityholders enjoy systematic protection under law 
and regulation.

They are protected by a system of rules and 
regulations like the fiduciary duty of loyalty and 
appraisal rights that safeguard the value of their 
claims.

Institutionally, they are overseen by a well-resourced, 
expert and experienced judicial system, lawyers’ bar, 
accountants, analysts, journalists and others.

Equityholders’ interests are well-scrutinized and 
market integrity maintained.



The Under-Protection of Bondholders

Bondholders must 
protect themselves 

using contract. 

Bondholders do 
not enjoy the 

thicket of 
protections that 

shareholders enjoy.

Their contract that 
must be tailored to 
match the risks of 
the issuer and the 

issue. 



The Argument
We suggest that bondholders must choose between 
tailorability and tradability.

The more bondholders decide to tailor their contract, 
they more they lose in liquidity of the claim.

Tailored claims become less standard, less 
comparable, opaque and complex.

UNSURPRISINGLY, bond market microstructure is 
dealer-based, opaque, inefficient and costly.
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Equity Market: 
Alignment 
between Control
and Liquidity

Equityholders in public markets enjoy an 
alignment between investor protection and 
liquidity. 

This allows equityholders to deploy activist 
strategies like the “Wall Street Walk” – powerful 
shareholders can threaten exit as a way to signal 
discontent.

They can sell into a liquid and informative market. 
Literature describes the importance of 
blockholders as key actors in corporate 
monitoring and discipline. 

Prices are also monitoring levers – they have 
become useful as a trigger for class 
actions/corporate control.



Bondholder 
Deficit (I)

Bondholders cannot rely on an 
alignment between control and 
tradability.

Exercising tools like the Wall Street Walk 
is much more costly. 

Bond prices are less liquid and limited 
transparency can impede signaling. 

Bondholders must invest in private 
activism as a way to protect themselves. 



Bondholder Deficit 
(II)

Prices are much less informative 
and useful as a governance lever. 

Bond are unique role, with greater 
sensitivity to default risk. 
Bondholders cannot simply rely on 
equity prices.

Reduced utility for prices increases 
the costs of activism and 
monitoring by bondholders. 



A New Story about 
Bondholders

Bondholders have a bad reputation as 
apathetic and disengaged monitors. The 
standard story explains this as a function 
of dispersion and collective action.

However, we suggest a new account that 
explains bondholder apathy as a function 
of the tension between tailorability and 
tradability. 

Facing in-built costs, bondholders have 
even lower incentives to spend on 
activism and monitoring. 



Proposal for 
Reform



A Market with 
Investor Choice 
and Investor 
Protection

We propose a market that is essentially divided into two 
parts:

First, we suggest that the bond market include a segment 
with greater standardization. Tiers of standard-form 
contracts with varying intensity of control will be supported 
by electronic trading and platform monitoring.

Second, we advocate for the continuing status quo 
allowing those that wish to value tailorability to continue to 
operate under current design. 

The market gains the benefit of monitoring and tailoring. 
Investors can choose between liquidity and tailorability. 



THANK YOU!


