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Motivation

 Illiquidity and lack of disclosure during the 2008 financial crisis
 Lack of liquidity is a key feature of the crisis. (e.g. Acharya and Mora, 2015; Ivashina and 

Scharfstein, 2010)
 Insufficient disclosure is believed to have added to heightened uncertainty in crisis (e.g. Bischof, 

Laux, and Leuz, 2018).

 Liquidity coverage ratio (LCR) regulation in the US
 LCR: the ratio of High Quality Liquid Assets (HQLA) to expected 30-day net cash outflows
 Requirement 1: LCR≥100%.
 Requirement 2: Disclose LCR information.

 We know little about liquidity regulation.
 “With capital regulation there is a huge literature but little agreement on the optimal level of 

requirements. With liquidity regulation, we do not even know what to argue about.” (Allen and 
Gale, 2017)
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Preview of the paper
Specific research question
 Does LCR disclosure regulation have negative spillover effect on non-disclosing banks’ 

liquidity holdings?

Conceptual argument
 LCR disclosure provides useful information about future market liquidity condition.
 Better information reduces banks’ uncertainty about the probability of future liquidity 

shortage, encouraging them to cut precautionary liquidity holdings.

Main findings
 Non-disclosing banks reduced liquidity level and growth after LCR disclosure, especially 

for those potentially learned more from the disclosures.
 The reduction comes from a disclosure channel. 

 Reduction unlikely caused by minimum LCR requirements.
 Greater reduction when the disclosing bank is more important to other banks.
 Lower incentive to form relationship with the disclosing banks after LCR disclosure.
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LCR regulations
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Min LCR stage 1: 
“Covered banks”: 
LCR≥ 80%

Min LCR stage 2: 
“Covered banks” and 
“modified LCR banks”: 
LCR ≥ 90%

LCR disclosure 
stage 1: Very large 
“Covered banks": 
disclose LCR 
information.

LCR 
disclosure 
stage 2: 
Other 
“covered 
banks”: same 
disclosure 
requirement

LCR 
disclosure 
stage 3: 
“Modified 
LCR banks”: 
same 
disclosure 
requirement

LCR disclosure first 
observed by other 
banks in 3Q2017

Sample period 
ends in 2Q2018

Min LCR stage 3: 
“Covered banks” and 
“modified LCR 
banks”: LCR ≥ 100%
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LCR disclosure
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 JPMorgan LCR disclosure, 2Q2017



Empirical design
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 Unique features of the LCR setting help identify a spillover effect:
 Only 7 out of 210 disclose. Non-disclosing banks only affected by a spillover effect. 

(helps identify a spillover effect) 
 Disclosure requirement implemented after minimum LCR rules.                               

(helps identify a disclosure effect)

 Empirical specification

𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑡𝑡+1 = 𝛽𝛽0 + 𝛽𝛽1𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑡𝑡 + 𝛽𝛽2𝐶𝐶𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐶𝐶𝐶𝐶𝑖𝑖,𝑡𝑡 + 𝐵𝐵𝐵𝐵𝐿𝐿𝐵𝐵 𝐹𝐹𝐹𝐹 +
𝑇𝑇𝐿𝐿𝐿𝐿𝐿𝐿 𝐹𝐹𝐹𝐹 + 𝜖𝜖𝑖𝑖,𝑡𝑡

where,
𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝑖𝑖,𝑡𝑡
= 1 − 𝐹𝐹𝐵𝐵𝐿𝐿𝐿𝐿𝐶𝐶𝐿𝐿𝐵𝐵𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐹𝐹𝐿𝐿𝐿𝐿𝐹𝐹𝐹𝐿𝐿𝐶𝐶𝐹𝐹𝐶𝐶𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝐹𝐹𝐵𝐵𝐵𝐵𝐿𝐿𝐵𝐵𝐶𝐶𝑖𝑖 ∗ 1{t > 2Q2017}. 
= 1 −%𝑆𝑆𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐹𝐹𝐵𝐵𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐵𝐵𝐿𝐿𝐶𝐶𝐿𝐿𝐶𝐶𝐶𝐶𝐿𝐿𝐿𝐿𝐿𝐿𝐹𝐹𝐿𝐿𝐿𝐿𝐹𝐹𝐹𝐿𝐿𝐶𝐶𝐹𝐹𝐶𝐶𝐿𝐿𝐶𝐶𝐿𝐿𝐿𝐿𝐹𝐹𝐵𝐵𝐵𝐵𝐿𝐿𝐵𝐵𝐶𝐶𝑖𝑖 ∗ 1{t > 2Q2017}. 



Network analysis
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 Node: bank
 Edge: have co-syndicated before
 Node size: # co-syndicated banks
 Color: modularity (how closely 

interacted)
 Layout: ForceAtlas2 algorithm 

(clusters closely connected, 
pushes away less connected)

Source: https://twitter.com/hashtag/forceatlas2 One closely connected single network.
 LCR disclosure is relevant to all banks.



Changes in liquidity holdings after the LCR 
disclosure rule: disclosing vs non-disclosing banks
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Effect of LiqInfoImprove on liquidity ratio
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Liquidity ratio 
declines by 1.2 p.p., 
or 8% of average 
liquidity ratio.



Effect of LiqInfoImprove on liquidity growth
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Effect of minimum LCR rule on liquidity ratio
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Effect of minimum LCR rule on liquidity growth
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Effect of lead arrangers' LCR disclosure
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Effect of LiqInfoImprove on co-syndication 
relationship

14



Conclusion

Main finding
 Non-disclosing banks reduced liquidity after LCR disclosure requirement.

Implication
 A potentially unintended spillover effect, inconsistent with the goal that LCR 

disclosure “increases liquidity in the market as a whole…” (81 FR 94922)
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Thank you!
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