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Abstract
Fair value accounting (FVA) has been blamed for amplifying the recent financial crisis. We conduct an event study of policymaker deliberations, recommendations and decisions
about FVA and impairment rules in the banking industry. If FVA was a key contributor to the financial crisis as some industry pundits and academic research suggest, we first
should observe positive stock market reactions to proposals to curtail FVA and negative reactions when policymakers support FVA. Second, we expect especially positive reactions
to the curtailment of FVA and impairment rules for banks that are relatively sensitive to pro-cyclical contagion. Third, we investigate cross-sectional reactions to factors that
potentially contribute to pro-cyclical contagion, including relatively (i) low regulatory capital, (ii) more assets recorded at fair value, (iii) poor asset liquidity, (iv) larger potential
impairments, and (v) more trading assets. Finally, we expect banks that have fewer alternative sources of information about fair values beyond those reported in financial
statements to experience relatively negative reactions to potential relaxation of FVA and impairment rules.

We examine ten event windows related to FVA and impairment rules for financial institutions. We find that events that signaled an increased (decreased) probability that existing
FVA standards would be relaxed (retained) generally produced positive (negative) abnormal stock price reactions for sample banks. As predicted, the magnitude of the stock price
reactions was positively related to our proxy for individual bank’s susceptibility to contagion. Further, stock price reactions were associated with specific attributes that could
contribute to contagion, including banks’ capital levels, holdings of illiquid assets and banks’ likelihood of being subject to other-than-temporary-impairments. Finally, stock
price reactions were negatively related to the absence of analyst coverage, our proxy for the weakness of banks’ information environment. In sum, while stock market participants
appeared to welcome relaxation of FVA and impairment rules during the financial crisis of 2008-09, the potential loss of fair value information was perceived to be significant for
banks with a thin information environment. We believe our study informs the debate about the role of FVA in the recent financial crisis.

Keywords: Fair value accounting, mark-to-market, financial crisis, credit crunch, contagion, subprime crisis, standard setting

JEL Classification: G21, G33, M41, M44

Suggested Citation

Show Contact Information





Download This Paper (Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1&type=2)

Do you have a job opening that you would like to promote on SSRN?

Place Job Opening (https://www.ssrn.com/index.cfm/en/Announcements-Jobs/)

Paper statistics

DOWNLOADS 1,189

ABSTRACT VIEWS 3,629

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submission.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=17136
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=539855
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=135849
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1534026_code539855.pdf?abstractid=1498912&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

Related eJournals

View more 

RANK 27,626

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1498912)

Financial Accounting eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710)

 Follow 

Banking & Insurance eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492282)

 Follow 



Feedback 

Submit a Paper  (https://hq.ssrn.com/submission.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://plu.mx/ssrn/a/?ssrn_id=1498912
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1508710
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1492282
javascript:void(0);
https://hq.ssrn.com/submission.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy
https://www.elsevier.com/legal/cookienotice

