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The purpose of this project is to study how settlement fails b% repo sellers
affect the repo markets. We not only study settlement fails on the repurchase date (the starting
leg of a repo), but also study default by sellers on the repurchase date (the closing leg). In this
analysis, we show that it may not be socially beneficial to set a more severe penalty on settlement
fails by sellers on the purchase date as sellers’ default probability on the repurchase date rises.
This means that, just like in the middle of the recent financial crisis, when sellers’ default is
very likely, it may not be desirable to strengthen the penalty on sellers’ settlement fails.
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