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Top 10 Overall Global Market Share in 2022
Bank Market Share
Deutsche Bank 11%
UBS 10%
JPMorgan 9%
State Street 8%
XTX Markets 7%
Jump Trading 6%
Citi 5%
Bank of New York Mellon 4%
Bank of America 4%
Goldman Sachs 4%



The Liquidity Providers: Foreign Exchange Dealers

6

Top 10 Overall Global Market Share in 2022
Bank Market Share
Deutsche Bank 11%
UBS 10%
JPMorgan 9%
State Street 8%
XTX Markets 7%
Jump Trading 6%
Citi 5%
Bank of New York Mellon 4%
Bank of America 4%
Goldman Sachs 4%



Gabaix and Maggiori (2015)

• One of the most cited papers in international finance in recent years 
(>1,000 Google Scholar citations)

• Provides a theory of exchange rate determination in which 
intermediaries limited “risk-bearing capacity” is the critical friction

• Large set of testable implications—extremely rich paper 

Proposition 2
When there is a shock (risk-bearing capacity falls) countries that are 
net external debtors should experience a currency depreciation

Proposition 6
Net external debtors should command a currency risk premium to 
compensate financiers willing to hold excess debtor currency
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“Capital flows drive exchange 
rates by altering the balance sheets 

of financiers that bear the risks 
resulting from international 

imbalances in the demand for 
financial assets.”
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What Do We Learn?

The authors build a proxy (IntCon) for risk-bearing capacity that is specific to the FX market 

Using this measure, we learn that:

1. there is a positive relationship between NFA/GDP and innovations in the measure

⚬ #1 supports Proposition 2

2. sorting currencies by NFA/GDP generates a spread in currency excess returns

⚬ Net external debtors command a positive currency excess return

3. innovations in IntCon are priced in the cross-section of NFA/GDP sorted portfolios

⚬ #2 and #3 support Proposition 6
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What Do We Learn?

The authors build a proxy (IntCon) for risk-bearing capacity that is specific to the FX market 

Using this measure, we learn that:

1. there is a positive relationship between NFA/GDP and innovations in the measure

⚬ #1 supports Proposition 2

2. sorting currencies by NFA/GDP generates a spread in currency excess returns

⚬ Net external debtors command a positive currency excess return

3. innovations in IntCon are priced in the cross-section of NFA/GDP sorted portfolios

⚬ #2 and #3 support Proposition 6

Punchline: The evidence supports the theory  
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Framework for Discussion

Have we seen this film before? 
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Are the conclusions supported?
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Empirical Tests of Gabaix and Maggiori (2015)

The paper focusses on Propositions 2 and 6 of Gabaix and Maggiori (2015)
Feels familiar!
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Novel Empirical Measure

It is hard (not impossible) to observe risk bearing capacity

• An empirical proxy is usually required

• In Della Corte et al. (2016) we used the VXY

• Consistent with the theory of GM (2015)

Arguably this is an imperfect measure—I agree! 

Adopting a superior approach could change or, at least, 
provide stronger support for the theory

Issue: that was then (2014), but a lot has changed since… 
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Health of 
intermediaries 
matters for FX 
markets
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Risk-bearing 
capacity prices 
currency returns
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Precise measures of risk-
bearing capacity to test and 
support GM (2015)
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Suggestion: The Novel Measure of Risk-Bearing Capacity

The novelty/contribution of the study stems from the FX-specific measure

1. Refine the measure. Use only variables that relate specifically to FX dealers, weighted by market share. 
Also clarify how it the measure it obtained (paper indicates an AR(1)) but then is that a look-ahead bias?
⚬ Remove the VXY (otherwise very similar to Table 6 in Della Corte et al. (2016))

2. Push the contribution further. What does an FX specific proxy buy us? What do we learn that is different 
relative to
⚬ A poor proxy (e.g., VXY)? Or a more sophisticated alternative that are not FX-specific?
⚬ Where does an improvement in pricing come from? New measures (CDS?) or specific dealers?
⚬ To run a proper horse race, explore SDF coefficients from GMM (see Cochrane, 2005) for details

3. Address alternative explanations. Endogeneity is an issue—may all be driven by global volatility
⚬ Is the risk factor different from the Global FX volatility factor of Menkhoff et al. (2012)? 
⚬ This factor is also a non-tradable factor—I disagree with the way it was described
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Suggestion: The Novel Measure of Risk-Bearing Capacity

This paper DCRS (2016)
Change in Spot Change in Spot

NFA/GDP 0.03 0.03
∆Risk-Bearing 
Capacity

-3.50*** -0.54***

∆Risk-Bearing 
Capacity x NFA/GDP

0.99*** 0.27***
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⚬ where does an improvement in pricing come from? New measures (CDS?) or specific dealers?

3. Address alternative explanations. Endogeneity is an issue—may be driven by global volatility

⚬ Is the risk factor different from the Global FX volatility or the Global Imbalance factors?

⚬ The volatility measure is also a non-tradable factor
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Are the conclusions supported?
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Net Foreign Assets and Currency Excess Returns

Sorting by NFA/GDP generates a spread (albeit small) in currency excess returns

All the action is coming from the long portfolio:

⚬ Debtor countries generate positive currency excess returns 

Implications: 1. the risk factor should explain the returns, especially P4 (time series) 
          2. the risk factor should account for the cross-section of returns (cross-section) 

Creditors P2 P3 Debtors HML HML (DCRS)
Mean return (%) 0.06 0.88 2.28 2.14 2.08 1.96*
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But… it doesn’t. 

Global 
risk? …

Verdelhan 
(2018)

Direct evidence that innovations in risk bearing capacity are statistically unrelated to 
the returns that we are most interested in understanding 
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Gabaix and Maggiori (2015)

The paper undertakes a lot of additional checks and tests that seem unrelated to GM(2015)

Better to dig deeper into the Gabaix and Maggiori predictions

• Which currencies should generate a spread in returns? The interaction of interest rates and unscaled NFA 

• Which other predictions could be tested? 

⚬ For example, in UIRP regression, Fama’s beta should go to 1, when risk-bearing capacity is high.

⚬ Post-GFC UIRP has more closely held (e.g., Bussiere et al., 2022)
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Gabaix and Maggiori (2015)

The paper undertakes a lot of additional checks and tests that seem unrelated to GM(2015)

Better to dig deeper into the Gabaix and Maggiori predictions

• Which currencies should generate higher returns? The interaction of interest rates and unscaled NFA 

• Which other predictions could be tested? 

⚬ For example, in UIRP regression, Fama’s beta should go to 1, when risk-bearing capacity is high.

⚬ Post-GFC UIRP has more closely held (e.g., Bussiere et al., 2022)

Expected returns were 
historically high when risk-
bearing capacity was high 
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Haddad and Muir (2021) He et al. (2017) 



Additional Comments and Questions
[for the authors]

These are a few additional points I noted down while reading the paper:

1. How did you deal with removing observations with large deviations from CIP after 2014? E.g., with Ukraine or Egypt?

2. It’s perhaps worth also considering the work of Colacito et al. (JF, 2018)

3. Why is 2004 to 2007 defined as a “crisis period”?

4. The evidence on EM currencies seems related to flightiness (Fu, 2025) or original sin (Della Corte et al. 2016).

5. How do fixed exchange rates impact the findings?

6. The composition of the portfolios (Table 4) seemed a little different from Figure 7. E.g. Tunisia/Singapore

7. Is there an R2 > 100% in Table 8?

8. Why are R2 statistics missing for GMM?
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Final Thoughts

• Paper helps to further consolidate our understanding of GM (2015) 

• Novel measure of FX-specific dealer constraints. I like it—push further! 

• Adds to a large set of papers arguing that intermediary constraints matter for asset prices

• But results are less convincing (to me) of this relationship. Conclusion could flip…

Looking forward to the next version 
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