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Motivation

(International) efforts to establish or reform (existing) liquidity risk
frameworks

Especially introduction of Basel 3 Liquidity Coverage Ratio (LCR)
and Net Stable Funding Ratio (NSFR)

Little is known about determinants of banks’ liquidity holdings

First global study on the role of liquidity regulation
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Liquidity Risk

Risk that a financial agent will be unable to meet obligations at a
reasonable cost as they come due

Banks manage their liquidity risk by maintaining a buffer of
market-liquid assets anticipating their depositors’ liquidity demands
The determination of a bank’s optimal liquidity buffer involves a
trade off between self-insurance against liquidity risk and the
returns from illiquid, higher-yielding assets

Any observed factor that would be expected to lower (raise)
liquidity risk should reduce (increase) observed liquidity buffers.
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1. Data coverage

e 7000 banks
e 1998-2007
e 24 OECD countries

2. Key variables
e Concentration of the banking sector
e Deposit insurance coverage
e Disclosure Requirements
e Business models and size
e Liquidity Regulation
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® Share of cash and due from other banks relative to total assets
® |iquidity requirement does not imply higher liquidity buffers but lower volatility

® Banks in smaller countries and less used currencies have larger liquidity buffers
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Empirical model

AlLiquiditypes = Bo+  PiBankyy +  B.Contexty +  fzMacroy, +  BsFinDepy  +éep

e Liquidity variable
e Bank: Profit, Size, Deposits, Capital

Context: Concentration, Disclosure, DGS, Business Model

Macro: Interest rates, GDP growth, inflation etc.

FinDep: financial openess, stockmarket capitalization etc.
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Liquidity Holdings and Size

Table 1: Banks’ Liquidity Holdings under different regulatory Regimes (Part 1)

All No Regulation Regulation
VARIABLES 0] @ &) @ ) © a ® ©

Cooperative Bank 02244 022455 024%%% 0455 0455 0495+ 014 015 0217
0% 0o ©08) 01 015 ©15) o e e

Cooperative*Size 014 039 056 199 003 -1
03 095 a0 @50 o) a0y
Cooperative*Size” o1 096 071%
036 e2n ©36)
Investment Bank 042 051 032 0me 037 023 083 080 116
03 039 045 03 s 06 ©0m® oo a0
Investment*Size 103 262 731 1430 018 527
©85) @ a8y d0ss) 09 @4

Investment*Size® 271% 3565 3374
as9) G301 am

Mortgage Bank  -L77%6%  _179%%  _195M% 088 064 048 1360 138H _LaghH
015 o 018 - o051 0 om0
Mortgage*Size 080 1016+ G332 3873 070 463
a2 609 ason @24 036 G
Mortgage*Size? -1279%+% 718 587
e @52 @)
Savings Bank O88FEE 09T 09IME 07 LIRS LIS 006 015 002
) ©009) o o o1 oy ey 0

Savings*Size 068 026 487+ 1427w 040 909+
059 a0 e e 08 @y

Savings*Size’ 122 -27.10%% 7.70%%
30 ©29) 649

Size 004 001 LISHE 006 010 130 047 017 003
0 03 040 0 0 o 06 019 06

0.50% 0.56 006
o021 04 02

Observations 20160 20160 20160 10360 10360 10360 6486 6486 6456
R 0256 0257 0260 0286 0288 0291 0263 0263 0270

De Nederlandsche Bank
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Liquidity Holdings and Contextual Factors

Table 1: Banks’ Liquidity Holdings under different regulatory Regimes (Part 2)

All No Regulation Regulation
VARIABLES [0 @) [B) “@ ©) (©) [ ®) ©)
Profit 026" 026"+ 025%% 031+ 030°* 030 009 009 009
X 00H 005 009 005 00 008 ©o8)

Capital rtio (%) 0.00 0.00 000 000 000 000 001 001 001
o0 000 00N 00 00 0K OO ©0n  ©o)

Deposits 00200 0024FF 0020 0024%% 002 0027 000 000 000
o 0o 00N 000 00 000 O 00 oo

Disclosure 0064+ 006%#* 006+ 001  -001 000 0085 008% 008+
oo ©on ©on o 0n  ©on 00 00n ooy

Concentration <001 -0.01*** -00I*** 001" -00I*** 001 000 000  -001
o 0o 00N © 00 ©K) @) ©0n o)

DGS 000 000 000 000 000  000% -000% -000% -000°
©0) 000 00 00 0w 0o 00 oo

Observations 20160 20160 20160 10360 10360 10360 6486 6486 6486
R 0256 0257 0260 0286 0288 0291 0263 0263 0270

De Nederlandsche Bank
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Main Findings

1. Determinants of banks’ liquidity holdings
e Bank: Deposits (+), Profit (+), Size (x), Capital (x)
e Business Model: Savings (-), Investment (x), Corporate (-),
Mortgage (-)
e Contextual: Concentration (-), Disclosure (+), DGS (x)

2. Effects of liquidity regulation:

e Substitutes almost all bank- and country specific determinants
o Complements disclosure
e Causes a non-linear effect of size
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Sensitivity

1. Different liquidity regulation variable
2. Lagged variables

3. Fixed and random effects
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Sensitivity

. Different liquidity regulation variable

Lagged variables
Fixed and random effects

To do: Different liquidity variables
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Conclusion

e Findings
e Determinants of banks’ liquidity buffers is a combination of bank-
and country-specific factors
e Liquidity regulation substitutes most of these factors
e Liquidity regulation makes disclosure more important: Complement

e Policy Implication
e When harmonizing liquidity regulation, disclosure requirements
need to be harmonized as well
o Non-linear effect of size indicates bias towards large institutions
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