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T this paper we study bath the level of Value-at- R ki Val) disclodure and the 2ouracy of the disclaied
Vak lgures for 2 sample of IS and internationsl commercial banks To maxure the leval of ViR discl-
Sures, v develop & Vak Disclasure Index that caplures many dillerent Tecets ol market ik dischkiure
Using panel dats over the pariad 1996-2005, we lind an overallupwand trandin the quantity of informa-
Ligny releasad to the pablic. W aBalind that Historcs] Simulationis by far the most populer Vil me sl
We sgteds the soourecy of Vak ligures by studying the number of VaR exceadances and whether sctusl
daily VaRs contrin inlormation shout the volatility of subssquent treding revenues. Unlike the lavd of
Wak disclosure, the guality of VaR disclsure shows no sign of improvemsnt over time We lind tha

Vak mmputad uing Historicsl Simul stion containg vary litte irdonmmation about Tutwre volatilicy.
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“Disclosure of guanttatve magsures aof market risk, such as value-
at-risk is enlightening anly when accompanded by a thomugh dis-
cussion af haw the risk megsures were calculated and how they
relarad to actual perfyrmance”. Greenspan (1995)

1. Introduction

Follwing a string of high profile trading kosses, greater atten-
tion has recently been focused on the trading risk faced by com-
mercial banks. In accordance with the 1996 Market Risk
Amendment to the Basel Accord (Basel Committee on Banking
Supervision, 1995), many bank regulatory agencies have set capital
requirements toincude a market sk charge that reflects the risk
of banks” trading activities. In the U5, banks that are larze enough
are eligible under the Basel Accord to base their required regula-
tory capital for market rizk on an internal Value-at-Risk ( hereafter
Wak) model.” VakR is defined as the pth lower tail percentile of trad-
ing revenue over the next h periods R, formally p=PriR,,,
< WaKeapl and has become 3 standard market risk measure (Jorion
20051
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In the L5, market risk disclosures are required for all public fl-
ers that make material use of derivatives (not just banks) under
Financial Reporting Release Number 48 (hersafter FRR 48) pub-
lished by the US Secwrities and Exchange Commission {19971
Vah dizclosure is, aleng with tabular presentation and sensitivity
analysis, ane of the three reporting methods described in FRR 48
{Linsmeier and Pearson, 19971° A not 5o well-known consequence
of this multi-format disclosure environment is that VaR public dis-
clasures are not mandatony for all 10-K filings as long as an alterna-
tive quantitative disclosure format is wsed.

The first ohjective of this paper is to study the level of VaR dis-
closure since the 1996 Market Risk Amendment to the Basel Ac-
cord. The fact that bath the Bazel Accord and FRRE 48 encourage
bur do not reguire Vak-based risk dischsure presents a strong maoti-
vation for looking at the actual level of Vak disclosure. It is the very
fact that mast hanks have the option to use VaR that makes their
choice empirically interesting. In this paper, we develop an index,
labeled the VaR Disclosure Index (hereafter YaRDI), that summa-
rizes the amount of Vak disclosure by hanks and the extent to
which hanks disclose details about VaR construction and provide
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