
Discussion of “Granular Treasury Demand with Arbitrageurs” by
Jansen, Li, Schmid

William Diamond, UW Madison

SF Fed Fixed Income Conference, May, 2025

Diamond Granular 05/2025 1 / 14



Overview

Structural model of treasury demand, estimated on a new rich dataset of sector-level treasury
holdings.

Broker-dealers and hedge funds modeled as rational arbitrageurs. Other sectors have
reduced-form demand curves.

Unlike standard demand-based asset pricing models, find highly elastic demand by
non-arbitrageurs,

Unlike standard preferred habitat models, high elasticity of substitution changes behaviour
of arbitrageurs.
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1. Rich new dataset of treasury holdings

Aggregate to quarter-level holdings of 3 buckets of treasuries (short ¡1Y /1Y¡ medium ¡ 5Y
/long maturity ¿5Y )Diamond Granular 05/2025 3 / 14



2. Reduced-form model of non-arbitrageur treasury demand

New advance: include average yield of treasuries of different maturities. Low yields on other
buckets cause rebalacing to this bucket.

IO demand systems have no notion of a portfolio- this steps in the right direction.
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3. IV estimation of demand system

1. Run regression of holdings on non-yield predictors.

2. Use predictions to infer “pseudo-yields” that would clear market, nonlinear function of
charecteristics.

3. Plug fitted values in for yield, relying on linear functional form for identification.

Comment: No statement of formal exclusion restriction. Best to use an IV that holds without
assuming model form...
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Demand curve estimates
Mutual funds, money market funds, banks have most elastic demand. Substitution across
maturities is crucial.
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4. Rational mean-variance arbitrageurs
Risk-averse arbitrageurs substitute across all treasury maturities. GMM estimates of their
risk aversion parameter.

Diamond Granular 05/2025 7 / 14



Arbitrageurs significantly dampen supply shock responses

Key question: due to modelling arbs differently or inherent differences in behaviour?
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More realistic impact of monetary policy on term structure
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Long-lived QE necessary to move yields significantly

Appendix: changes in QE policy rule (Haddad, Moreira, Muir 2024) also are powerful.
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Steps forward

Paper is state-of-the-art as is (... and already 98 pages). My comments are mostly for
demand-based asset pricing going forward.

1. Dynamic modelling of arbs and static modelling of non-arbs is a bit inconsistent. Ideally
we want a model that integrates the logic of portfolio choice and the idea that assets are
imperfect substitutes.

IO demand systems (e.g. BLP) built for buying a single car.

In finance, we almost always have panel data on individual portfolios. Let’s not copy-paste
from other literatures, but follow the process that led to their success! (This paper does better
than others by at least combining models...)
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Steps forward: instruments

2. Instruments in demand-based asset pricing often rely heavily on structure of model.

Ideal: find good model-free natural experiments; match directly estimated causal effects with
model.

Challenge for this literature: many good micro-level shocks. Tricky aggregation problem to
get macro-elasticities...

Similar micro-to-macro aggregation issues for cross-sectional estimates of e.g. fiscal
multipliers.
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Steps forward: elasticity at what horizon?

3. Cross-sectional estimation makes it difficult to think of firms slowing adjusting to a
“target” portfolio.

Because yields respond to shocks and impact future demand, the model here does have
dynamic implications, but somewhat by accident.

Reduced-form literature will often examine panel-data responses to identified shocks.

Can we write dynamic asset demand systems that directly confronts such evidence?
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Conclusion

Structural estimation of treasury demand on rich new dataset of sector-maturitity specific
holdings.

Interaction between rational arbitrageurs and relatively elastic demand curves from
non-arbitrageurs crucial for results.

Realistic effects of monetary shocks and of QE on long-term yields.

Going forward: demand-based asset pricing methodologically very much a work in progress.
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