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MOTIVATION



➢ Financial crisis

➢ Regulation: Dodd-Frank, Basel III

➢ Trump administration announcement

MOTIVATION



Do regulations have significant impacts on the bond market liquidity?

Which type of bond is most likely to be affected?

RESEARCH QUESTIONS



➢ Mizrach (2015)

Analysis of corporate bond liquidity using trades characteristics

➢ Bessembinder et la. (2016)

Dealers capital commitment and illiquidity

➢ Anderson & Stulz (2017)

Post-crisis bond liquidity under stress events

➢ Trebbi & Xiao (2015)

Examine liquidity using structural breaks

LITERATURE REVIEW



➢ Dick-Nielsen & Rossi (2016)

The cost of immediacy for corporate bonds

➢ Choi & Huh(2016)

Provision of liquidity based on transaction costs

➢ Bao, O’Hara & Zhou (2016)

Price impact under stress events

LITERATURE REVIEW



➢ Dodd-Frank Act: 
• Proposed by the Obama administration on June 15, 2009

• On July 21, 2010, the Dodd-Frank Act became Public Law

• Volcker rule: prevent banks from making speculative investments 
using their own resources

• Volcker rule’s implementation took place on April 1, 2014

➢ Trump administration’s plan to roll back the Dodd-Frank Act 
and repeal the Volcker Rule through Financial Choice Act

BACKGROUND



• FINRA’s enhanced TRACE

• FISD bond ratings

• Post-crisis period: 2009 – mid-2017

DATA



• Market level vs. bond level

• Sub-sample analysis
o Investment grade
o Non-investment grade

• Events studies
o Calculate the expected illiquidity based on the model
o Compute the cumulated abnormal illiquidity using different windows

[-5,5] [-10,10] [-10,-5] [-5,-1] [-10,-1] [1,5] [5,10] [1,10]

• Low-frequency proxies: Amihud (2002), Roll (1987)

METHOD



• Amihud (2002)

• Roll (1987)

METHOD



Amihud Measure



Roll Measure
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• PostCrisis: Dummy variable equal to 1 for May 1, 2009 to July 20, 2010 and 0 
otherwise. 

• PostDoddFrank: Dummy variable equal to 1 for July 21, 2010 to March 31, 2014 
and 0 otherwise. 

• PostVolcker: Dummy variable equal to 1 for April 1, 2014 to June 30, 2017 and 0 
otherwise.

• The omitted period dummy is the Crisis period (January 1, 2009 to April 30, 
2009)

• Time: time trend variable 
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• The implemented regulations leads to lower transaction costs and lower price 
impacts.

• The effects of regulatory changes are evidently stronger in transaction costs than 
in price impacts

• The influence of new regulations is more profound for bonds with good ratings.

• Different measures measure different aspects of liquidity and the determinants of 
each aspect depend largely on the bond rating classes

• Illiquidity we see in the non-investment grade subsample has more to do the 
bond characteristics and less to do with changes in the regulatory framework.

SUBSAMPLE
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• Two events are strongly and consistently significant in all three samples:
• Volcker Rule is scheduled to take effect 

• Full compliance for the Volcker Rule is required.

• Significant impacts of regulation announcements are more profound in 
longer time windows than in shorter time windows

• The non-investment grade market reacts less to the regulation milestones 
as the number of significant results in this subsample is less than that of 
the investment grade sample

EVENT STUDY
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CONCLUSION

• The implementation of the regulations does not decrease the liquidity of 
the market as a whole. The analyzed regulation are improving the liquidity.

• The impacts of regulations are different for bonds in different grades. For 
investment grade bonds, the regulations have favorable impacts and 
improve the liquidity level. For non-investment bonds, the regulations do 
not improve their liquidity but also do not worsen the situation

• Our event study confirms that there are anticipation effects of changes in 
the regulatory framework.



THANK YOU!
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