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I. The Parable of the Banded Pair

Consider a currency pair whose central bank holds it inside a narrow band. It barely
moves; its volatility is among the smallest of any instrument in the world. A sizing
discipline that measures risk honestly — at the distance to the stop, not at the size of
the position — will size such an instrument large, and it will be right to do so. The
position may carry notional worth many multiples of the account's equity while
risking only a few percent of it, because the instrument cannot travel far. This is not
aggression. It is volatility-normalized sizing behaving exactly correctly: large where
the world is quiet, small where it is wild.

Now watch what happens to that single, doctrinally sound position at two different
venues. At the first venue, the posted capital required to hold it is a sliver — a
rounding error against the account. The leg deploys, the law governs it, and life goes
on. Take the identical signal, the identical size, the identical stop, to a second venue,
and the capital demanded to hold the same position exceeds the entire account many
times over. The trade is not risky at the second venue. It is impossible.

Nothing about the institution changed between those two paragraphs. Not the
signal, not the discipline, not the risk. The only thing that changed was the converter
— and that is the entire lesson. If the previous paper established that leverage is a
conversion performed by a venue, this paper names the rate of that conversion,
shows that it can be measured, and argues that it is the single most neglected
coordinate in the engineering of a trading institution.

II. The Yield, Defined

Define the Governed Capital Yield of a venue — its GC-Yield — as the quantity of
governable exposure the venue returns per unit of capital posted to it. It is,
mechanically, the reciprocal of the venue's effective margin requirement. A venue
that demands one percent of notional as margin yields one hundred; a venue that
demands the full notional yields approximately one. Between those poles lies the
entire spectrum on which real institutions actually operate, usually without ever
writing the number down.

The word yield is chosen deliberately. An institution posts scarce Equity Capital to a
venue the way it might place capital in any instrument, and the venue returns
something — not interest, but capacity: the capacity to bring exposure under the
institution's law. That capacity is the raw material of the second kind of capital
described in Paper I. Venues, in this framing, are not interchangeable pipes through
which orders flow. They are converters, each with a measurable rate, and the choice
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among them is a capital-allocation decision in its own right — arguably the first such
decision an institution makes, since every subsequent position inherits it.

II1. Yields Are Class-Specific — and Cannot Be Assumed

A venue does not have one yield. It has a schedule of them, differing by instrument
class — often violently. The same counterparty may convert posted capital into
currency exposure at one rate, into equity exposure at a rate thirty times poorer, and
into exchange-margined futures exposure at something else entirely. Two venues
that look alike from the outside, offering the same instruments under the same
regulatory regime, can carry materially different schedules; and a single venue's
published schedule can diverge from what its systems actually charge on a live book.

From this follows a rule of institutional conduct: the yield is measured, never
assumed. The first act of an institution arriving at a new venue should be a
measurement, not a trade — a minimal position per instrument class, taken not for
profit but to observe what the venue's ledger actually demands against it. The
observed number, not the brochure, becomes the venue's coordinate in the
institution's records. This sounds pedantic until the day the assumed number and the
real one differ by a factor of five, at which point it sounds like the cheapest insurance
ever purchased.

IV. The Mismatch — When Law Travels to the Wrong Yield

Here is where the parable becomes a warning. Every sizing law, every risk
discipline, every accumulation doctrine is calibrated — explicitly or by habit — at
some yield. It has a home. The danger is that the law travels: an institution extends to
a new venue and carries its rules with it unexamined, the way a traveler carries an
appliance abroad and assumes the outlets will match.

Carried from a high-yield home to a low-yield venue, a sound law becomes an
aggressive one — not because its risk arithmetic changed, but because every
position now consumes capital at many times the assumed rate. The book fills the
account's capacity long before it fills the law's risk budget; deployment halts not
where the institution's rules say stop, but where the venue's ledger says no. And with
capacity exhausted, a deeper inversion follows: the venue's own risk machinery — its
margin engine, its liquidation rules — becomes the account's operative governor,
senior to every circuit the institution wrote for itself. Who ought to hold that seniority
is a question large enough to close this series; it is the subject of Paper VII. Carried
in the other direction, from a low-yield home to a high-yield venue, the failure is
quieter: the law is needlessly timid, capacity sits unused, and the institution pays for
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governance it never exercises. Neither failure involves a bad signal or a broken
discipline. Both are pure mismatch — good law, wrong yield.

V. Yield Is Not Virtue

It is tempting, once the coordinate is visible, to rank venues by it — to treat high yield
as generosity and low yield as defect. The temptation should be resisted, because
each end of the spectrum carries its own physics, and neither is free.

A high-yield venue offers deployability: the law can act, accumulate, and stage at
will, with capital consumption a distant concern. The price is that the institution's
discipline bears the full weight of restraint — enormous exposure is always available,
and nothing external will refuse it. Gaps and tails on a large governed book are the
institution's own problem, precisely because the venue asked so little up front. A low-
yield venue inverts the bargain. It is a crude, external cap on exposure — roughly one
unit of governed capital per unit posted — which no institution would choose as its
risk system, but which does mechanically bound the book. Its price is the mismatch
of Section IV: doctrines built on staged deployment suffocate, and the venue's engine
sits close to the account at all times.

The sovereign posture, therefore, is neither to seek one end of the spectrum nor to
condemn the other. It is to condition: to know each venue's yield per class, to size the
law to the yield it actually operates on, and to select venues the way an engineer
selects materials — by fit to load, not by admiration.

VI. The Organizing Question

Everything in this paper compresses into a single question, and the question is the
point: how much Governed Capital does this venue return per unit of sovereign
capital posted — and is the law sized to that yield? An institution that asks this
question before every venue decision has replaced an entire folklore of leverage,
margin anxiety, and broker comparison with one engineering coordinate and one act
of measurement.

The question also scales. Asked of one venue, it calibrates a law. Asked across many
venues, it turns the institution's counterparty roster into what it always secretly was:
a portfolio of conversion rates, in which presence at each venue is a deliberate
allocation rather than an accident of history. What it means to hold a presence at a
venue — how small that presence can be, what it costs to establish, and what option
it silently confers — is the subject of the next paper.
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VII. The Arc Ahead

Paper III is The Node: the minimum viable presence in a market, and the argument
that its cost matters more than its size. It will make a claim that sounds
administrative and is in fact constitutional: an institution whose smallest node is
trivially cheap relative to its internal capital can never be forced to seek public
capital for market participation — and that impossibility, engineered deliberately, is
a form of sovereignty.

The series then continues through ruin priced as an operating expense, seeds held as
options, the fleet as a vintage structure, and the closing question of guardian
ordering. One vocabulary, built one paper at a time — and after this paper, one
coordinate that no reader should ever again leave unmeasured.
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