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		The organizational structure of financial conglomerates gives rise to fundamental regulatory challenges. Legally, the structure subjects firms to multiple, incompatible client duties. Practically, the structure provides firms with a huge reservoir of non-public information that they may use to further their self-interests, potentially harming clients and third parties. The primary regulatory response to these challenges and a core feature of the financial regulatory architecture is the information barrier or Chinese wall. Rather than examine measures to strengthen information barriers, to date legal scholars have focused on the circumstances in which to deny them legal effect, while economists have focused on demonstrating information barriers' practical ineffectiveness in a range of important contexts.

This paper discusses the phenomenon of failing information barriers, explains why it occurs, and proposes a regulatory solution. The paper argues that limits on market discipline and evidential difficulties in detecting and proving the use of non-public information account for the failures of information barriers. It shows how the Volcker Rule, a core plank of the Dodd-Frank Act, will likely reduce harms flowing from failing information barriers, despite the ruleâ€™s intended focus on financial stability. To address the ongoing regulatory challenges, the article proposes the use of statistical inference to both detect and prove trading by financial conglomerates using non-public information and thus the failure of information barriers. Employed in so-called forensic finance to detect wrongdoing, the analyses can be used to rule out benign rationales â€“ including superior trading skill and mere coincidence â€“ for financial conglomeratesâ€™ abnormal trading returns. The article designs a regulatory strategy based on the use of statistical analyses. Although recognizing limits with the strategy, the article argues that it nevertheless holds promise in addressing the regulatory challenges of financial conglomeration. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Chinese walls, Financial conglomerates, Information Barriers, Volcker Rule, Insider trading, Statistical evidence

	
	

	
    

    
	

	
	
		JEL Classification: K22, G21, G24

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Tuch,  Andrew F., Financial Conglomerates and Information Barriers (May 26, 2014). 39 J. Corp. L. 563 (2014), Washington University in St. Louis Legal Studies Research Paper No. 13-11-01,  Available at SSRN: https://ssrn.com/abstract=2363312 or http://dx.doi.org/10.2139/ssrn.2363312 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Andrew F. Tuch (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Washington University in St Louis - School of Law  ( email )

			

			
			
				
				
				
					One Brookings Drive
Saint Louis, MO  63130
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      857

			

		
		
		
			Abstract Views

			    6,697

		

		
		 
		
			Rank

			   52,380

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       35 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Washington University in St. Louis School of Law Legal Studies Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Washington University in St. Louis School of Law Legal Studies Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            5,485

                                    

                                    
                                        PAPERS

                                              704

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Scott Baker at Washington University in St. Louis - School of Law

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Corporate & Financial Law: Interdisciplinary Approaches eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Corporate & Financial Law: Interdisciplinary Approaches eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,744

                                    

                                    
                                        PAPERS

                                            5,380

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        James A. Fanto at Brooklyn Law School and Co-Director of the Center for the Study of Business Law & Regulation

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Regulation of Financial Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Regulation of Financial Institutions eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,707

                                    

                                    
                                        PAPERS

                                           11,309

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Corporate Governance Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Corporate Governance Law eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,551

                                    

                                    
                                        PAPERS

                                            9,007

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                
	
                    Corporate Law: Securities Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Law: Securities Law eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,275

                                    

                                    
                                        PAPERS

                                            7,574

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Bernard S. Black at Northwestern University - Pritzker School of Law

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance & Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Law eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,091

                                    

                                    
                                        PAPERS

                                           10,772

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    IO: Firm Structure, Purpose, Organization & Contracting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Firm Structure, Purpose, Organization & Contracting eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,073

                                    

                                    
                                        PAPERS

                                           12,799

                                    

                                

                                
                            

                        

                    

                
	
                    IO: Regulation, Antitrust & Privatization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Regulation, Antitrust & Privatization eJournal

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

                                
                                    
                                        FOLLOWERS

                                              999

                                    

                                    
                                        PAPERS

                                           22,847

                                    

                                

                                
                            

                        

                    

                
	
                    Corporate Governance: Governance of Special Types of Firms eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Governance of Special Types of Firms eJournal

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

                                
                                    
                                        FOLLOWERS

                                              764

                                    

                                    
                                        PAPERS

                                            3,419

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Law & Society: Public Law - Corporations eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law & Society: Public Law - Corporations eJournal

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

                                
                                    
                                        FOLLOWERS

                                              348

                                    

                                    
                                        PAPERS

                                            2,939

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Donna M. Nagy at Indiana University Maurer School of Law

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Trilateral Dilemma in Financial Regulation

                        
                            By
                                
                                
                                    
                                    Howell E. Jackson
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Beyond Disclosure: The Case for Banning Contingent Commissions

                        
                            By
                                
                                
                                    
                                    Daniel Schwarcz
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Does Soft Dollar Brokerage Benefit Portfolio Investors: Agency Problem or Solution?

                        
                            By
                                
                                
                                    
                                    Stephen Horan
                                     and 
                                
                                    
                                    D. Bruce Johnsen
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Impact of Soft Dollars on Market Equilibrium and Investors' Profits

                            
                                By
                                    
                                    
                                        
                                        Gilad Livne
                                         and 
                                    
                                        
                                        Brett Trueman
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Surprising Virtues of the New Financial Privacy Law

                            
                                By
                                    
                                    
                                        
                                        Peter Swire
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Transparency Overcome Conflicts of Interest? Evidence from Investment Managers and Their Brokers

                            
                                By
                                    
                                    
                                        
                                        Mark Abrahamson, 
                                        
                                    
                                        
                                        Tim Jenkinson, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Small Laws: Eliot Spitzer and the Way to Insurance Market Reform

                            
                                By
                                    
                                    
                                        
                                        Sean M. Fitzpatrick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Smart Mortgages, Privacy and the Regulatory Possibility of Infomediation

                            
                                By
                                    
                                    
                                        
                                        Scott R. Peppet
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Paradox of Financial Services Regulation: Preserving Client Expectations of Loyalty in an Industry Rife with Conflicts of Interest

                            
                                By
                                    
                                    
                                        
                                        Andrew F. Tuch
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How to Improve Retail Investor Protection After the Dodd-Frank Wall Street Reform and Consumer Protection Act

                            
                                By
                                    
                                    
                                        
                                        Barbara Black
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.095 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
