
 
   

  

Summary of Paper: Optimal Reporting Systems in Bank Runs 
 
What is this Study About? 

The study investigates the role of financial reporting systems in preventing bank runs. 
Specifically, it examines how different reporting strategies affect financial stability when banks 
face potential runs. The research uses a theoretical model to determine the optimal reporting 
approach that balances the need for transparency with the risk of triggering unnecessary 
withdrawals by investors. 

 

What are the major findings of the study?  

The optimal financial reporting system for banks should involve full disclosure only when early 
estimates of investment performance fall below a certain threshold. This approach minimizes 
inefficient bank runs while tolerating some level of inefficient continuations of bank operations. 
The study suggests that current accounting practices, which often treat unrealized gains and 
losses asymmetrically, may contribute to financial stability. Additionally, it found that the 
optimal reporting threshold should be adjusted based on the bank's exposure to run risks, with a 
U-shaped relationship between the threshold and the level of bank-run risk. 

 

Why is the study important? 

This research addresses a significant issue in banking and financial stability: how financial 
reporting influences investor behavior and the likelihood of bank runs. By proposing an optimal 
reporting strategy, the study offers valuable insights for policymakers and banking regulators on 
how to design reporting standards that enhance financial stability. The findings can help shape 
policies that mitigate the risk of bank runs, ultimately contributing to a more stable financial 
system. 
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