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Research on the Spillover Effect of Liquidity Risk Regulatory

Policy under International Regulatory Cooperation
FANG Yi (Renmin University of China, 100872)
OUYANG Hui ( Guizhou University of Finance and Economics, 550025)
JIA Yanyan ( Tianjin University of Finance and Economics, 300221 )

ZHANG Biqiong ( Central University of Finance and Economics, 102206)
Summary: After the 2008 global financial crisis, the regulation of liquidity risk was strengthened, but
globalization has resulted in the interplay of national policies, and the policy spillover effect cannot be ignored.
In this paper we construct the spillover effect indices of liquidity risk regulatory policies. Using the Qual VAR
model, we transformed variables of the liquidity risk regulatory policy of 33 major countries in the world into
continuous latent variables, and performed the generalized forecast error variance decomposition. The spillover
effect indices were constructed after the results of the differential decomposition were weighted. Then the
indices were used to examine dynamic and static levels of the effect and its correlation network characteristics.
Finally, this paper theoretically analyzes the spillover effects of the co-movement of economic cycles and of
financial cycles including the role of international regulatory cooperation, and discusses their heterogeneity.

The contributions of this paper are as follows. First, it extends the scope of research on macro-prudential
policy’s spillover effects to the influence on policies between two countries, and analyzes the theoretical
mechanism behind it. Second, it discusses and quantifies spillover effects between regulatory policies on
liquidity risks. Third, in the context of international regulatory cooperation, it analyzes and empirically tests the
mechanism under which the co-movement of economic cycles and of financial cycles affects the spillover effects
of global liquidity risk regulatory policies.

This paper shows that the total spillover effects of global liquidity risk regulatory policies are volatile.
Policy spillovers between developed countries and between developed countries and China are relatively large.
The policy association network is a center-periphery network with developed countries at the center and
emerging markets at the periphery. The connections within the network have the characteristics of regional
aggregation. In general, the economic cycle co-movements and financial cycle co-movements between countries
have a significant positive impact on the policy spillover effects, which is amplified with the pressure of
international regulation on countries. However, the effects are significantly heterogeneous for intra-group and
inter-group situations in different types of countries.

Therefore, this paper argues that countries should pay more attention to the policies of countries which they
are closely connected with and which are in the same region with when formulating and implementing macro-
prudential policies, and strengthen the communication of policy information. At the same time, attention should
be paid to the influence brought by the co-movement of economic cycles and of financial cycles between
countries to improve the effect of regulatory policy.

Keywords: Liquidity Risk Management Policy, Spillover Effect, International Regulatory Cooperation, Macro-
prudential Policy, Cycle Co-movement
JEL. F41, F42, G28
ARG A
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