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Abstract: We examine the effect of policy uncertainty on firm level stock and bond market liquidity. We posit two
channels through which policy uncertainty may affect firm level liquidity. First, we postulate that policy uncertainty
affects a firm’s market liquidity by affecting a firm’s funding liquidity – defined as the ease with which a trader can
obtain financing. Second, policy uncertainty could affect firm level liquidity through the information asymmetry
channel. During periods of heightened policy uncertainty, managers have incentives to delay their communication
of these decisions to the public due to adverse effects on their stock prices. We expect higher levels of information
asymmetry leading to lower levels of market liquidity. Our empirical results suggest that policy uncertainty indeed
affects firm level market liquidity. Our results are robust to controls for macroeconomic variables and potential
endogeneity.
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