
Ad
ve

r

The Journal of Finance / Volume 63, Issue 3 /  pp. 1361-1398

A Search-Based Theory of the On-the-Run Phenomenon

First published: 09 May 2008

https://doi.org/10.1111/j.1540-6261.2008.01360.x

ABSTRACT

REFERENCES 

Admati, Anat R., and Paul P�eiderer, 1988, A theory of intraday patterns: Volume and price variability, Review

of Financial Studies 1, 3–40.

Aiyagari, Rao, and Mark Gertler, 1991, Asset returns with transaction costs and uninsurable individual risks: A
stage III exercise, Journal of Monetary Economics 27, 309–331.

Aiyagari, Rao S., Neil Wallace, and Randall Wright, 1996, Coexistence of money and interest-bearing securities,
Journal of Monetary Economics 37, 397–419.

Amihud, Yakov, and Haim Mendelson, 1986, Asset pricing and the bid-ask spread, Journal of Financial

Economics 17, 223–249.

DIMITRI VAYANOS, PIERRE-OLIVIER WEILL

We propose a model in which assets with identical cash �ows can trade at di�erent prices.
In�nitely lived agents can establish long positions in a search spot market, or short positions by
�rst borrowing an asset in a search repo market. We show that short-sellers can endogenously
concentrate in one asset because of search externalities and the constraint that they must deliver
the asset they borrowed. That asset enjoys greater liquidity, a higher lending fee (“specialness”),
and trades at a premium consistent with no-arbitrage. We derive closed-form solutions for small
frictions, and provide a calibration generating realistic on-the-run premia.
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