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		In this paper, we use the recent collapse of the ARS market as the laboratory to study issues on the fragility of financial innovations and systemic risks.  We find strong evidence of investor runs for liquidity - partly caused by a self-fulfilling panic - and coordination failures among major broker-dealers in providing liquidity support.  The two forces amplify each other dynamically, resulting in the market collapse.  We also find that the likelihood of auction failures and ARS reset rates depend significantly on both the rule and the level of maximum auction rates; that, as predicted by auction theories, there is also strong evidence for underpricing after dealers withdrew their liquidity supports; and that liquidity in the non-auction secondary market may encourage aggressive bidding that increases the reset rates. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Auction, auction rate securities, municipal bond pricing, liquidity crisis

	
	

	
    

    
	

	
	
		JEL Classification: G12, G24, D44, H74

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Han,  Song and Li,  Dan, Liquidity Crisis, Runs, and Security Design: Lessons from the Collapse of the Auction Rate Municipal Bond Market (January 15, 2008).  Available at SSRN: https://ssrn.com/abstract=1325702 or http://dx.doi.org/10.2139/ssrn.1325702 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Song Han (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th Street and Constitution Avenue NW
Washington, DC  20551
United States
202-736-1971 (Phone)
202-452-3891 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Dan Li

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Board of Governors of the Federal Reserve System]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Board of Governors of the Federal Reserve System  ( email )

			

			
			
				
				
				
					20th and C Streets, NW
Mail Stop 89
Washington, DC  20551
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      274

			

		
		
		
			Abstract Views

			    1,345

		

		
		 
		
			Rank

			  204,127

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       28 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,551

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                
	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,978

                                    

                                    
                                        PAPERS

                                           17,673

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Capital Markets: Market Microstructure eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Microstructure eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,416

                                    

                                    
                                        PAPERS

                                            8,016

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Underpricing and Market Power in Uniform Price Auctions

                        
                            By
                                
                                
                                    
                                    Ilan Kremer
                                     and 
                                
                                    
                                    Kjell G. Nyborg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Underpricing and Market Power in Uniform Price Auctions

                        
                            By
                                
                                
                                    
                                    Ilan Kremer
                                     and 
                                
                                    
                                    Kjell G. Nyborg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Flexible Estimation of Demand Schedules and Revenue Under Different Auction Formats

                        
                            By
                                
                                
                                    
                                    Robert Feldman
                                     and 
                                
                                    
                                    Vincent R. Reinhart
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Strategic Behaviour and Underpricing in Uniform Price Auctions: Evidence from Finnish Treasury Auctions

                            
                                By
                                    
                                    
                                        
                                        Matti Keloharju, 
                                        
                                    
                                        
                                        Kjell G. Nyborg, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Tilting the Supply Schedule to Enhance Competition in Uniform-Price Auctions

                            
                                By
                                    
                                    
                                        
                                        Marco Licalzi
                                         and 
                                    
                                        
                                        Alessandro Pavan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Treasury Bill Auctions: Issues and Uses

                            
                                By
                                    
                                    
                                        
                                        Leonardo Bartolini
                                         and 
                                    
                                        
                                        Carlo Cottarelli
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Underpricing in Discriminatory and Uniform-Price Treasury Auctions

                            
                                By
                                    
                                    
                                        
                                        David Goldreich
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Underpricing in Discriminatory and Uniform-Price Treasury Auctions

                            
                                By
                                    
                                    
                                        
                                        David Goldreich
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Auction Format Matters: Evidence on Bidding Behavior and Seller Revenue

                            
                                By
                                    
                                    
                                        
                                        Robert Feldman
                                         and 
                                    
                                        
                                        Vincent R. Reinhart
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Auctions: Theory and Possible Applications to Economies in Transition

                            
                                By
                                    
                                    
                                        
                                        Robert Feldman
                                         and 
                                    
                                        
                                        Rajnish Mehra
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 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.
					
						
							
							This page was processed by aws-apollo-l200 in   0.117 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
