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Abstract
We study the fragility of discretionary liquidity provision by major financial intermediaries during systemic events. The laboratory of our study is the recent collapse of the
auction rate securities (ARS) market. Using a comprehensive dataset constructed from auction reports and intraday transactions data on municipal ARS, we present quantitative
evidence that auction dealers acted at their own discretion as "market makers" before the market collapsed. We show that this discretionary liquidity provision greatly affected
both net investor demand and auction clearing rates. Importantly, such discretionary liquidity provision is fragile. As auction dealers suffered losses from other financial markets
and faced increasing inventory pressure, they stopped making markets. Moreover, the drop in support occurred suddenly, apparently triggered by the unexpected withdrawal of
one major broker - dealer.

Keywords: Auction rate securities, uniform-price auctions, liquidity crisis, financial fragility, market microstructure, municipal bond pricing

JEL Classification: G01, G12, G24, D44, H74

Suggested Citation

Show Contact Information

43 References

1. Viral V Acharya , Philipp Schnabl , Gustavo Suarez
Securitization without risk transfer Posted: 2010

Crossref (https://doi.org/10.3386/w15730)

2. Michael J Alderson , Donald R Fraser
Financial innovations and excesses revisited: The case of auction rate preferred stock
Financial Management , volume 22 , issue 2 , p. 61 - 75 Posted: 1993

Crossref (https://doi.org/10.2307/3665860)

3. Michael J Alderson , C Keith , Scott L Brown , Lummer
Dutch auction rate preferred stock
Financial Management , volume 16 , issue 2 , p. 68 - 73 Posted: 1987

Crossref (https://doi.org/10.2307/3666006)

4. D Austin , Andrew
Auction-rate securities





Download This Paper (Delivery.cfm/SSRN_ID1898324_code358088.pdf?abstractid=1898324&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1898324_code358088.pdf?abstractid=1898324&mirid=1&type=2)

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_ID1898324_code358088.pdf?abstractid=1898324&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1898324_code358088.pdf?abstractid=1898324&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=229077
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=407829
https://doi.org/10.3386/w15730
https://doi.org/10.2307/3665860
https://doi.org/10.2307/3666006
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1898324_code358088.pdf?abstractid=1898324&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1898324_code358088.pdf?abstractid=1898324&mirid=1&type=2
https://www.elsevier.com/legal/cookienotice


Report RL34672, Government and Finance Division Posted: 2008

Load more

0 Citations

Fetch Citations

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

4  Citations

43  References

Related eJournals

Recommended Papers

The Cross Section of Money Market Fund Risks and Financial Crises (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1684802&rec=1&srcabs=1898324&pos=1)
By Patrick E. Mccabe (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27563)

The Cross Section of Money Market Fund Risks and Financial Crises (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1898341&rec=1&srcabs=1898324&pos=2)
By Patrick E. Mccabe (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27563)

How Safe are Money Market Funds? (https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1769025&rec=1&srcabs=1898324&pos=3)
By Marcin T. Kacperczyk (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=301912) and Philipp Schnabl (https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?
per_id=1151804)

View more 

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

Paper statistics

DOWNLOADS 77

ABSTRACT VIEWS 1,078

RANK 330,928

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1898324)

Board of Governors of the Federal Reserve System Research Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=671301)

 Follow 

Microeconomics: General Equilibrium & Disequilibrium Models of Financial Markets eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?
form_name=journalBrowse&journal_id=1546261)

 Follow 



Feedback 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1684802&rec=1&srcabs=1898324&pos=1
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27563
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1898341&rec=1&srcabs=1898324&pos=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=27563
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=1769025&rec=1&srcabs=1898324&pos=3
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=301912
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=1151804
https://www.ssrn.com/index.cfm/en/Announcements-Jobs/
https://plu.mx/ssrn/a/?ssrn_id=1898324
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=671301
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1546261
javascript:void(0);


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)

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. 

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://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

