CHAPTER ONE: INTRODUCTION

1.1. Introduction and background to the general topic area

The present thesis is dedicated to the very complex and interesting theme that is Liquidity Risk.

There has been renewed interest in this important topic in recent years, particularly in light of the
global financial crisis that began in 2007. All this explains the growing number of studies by

both practitioners and academics.

In response to the subprime mortgage, global financial and Eurozone sovereign debt
crises, on 12" September 2010, the Basel Committee on Banking Supervision (BCBS)
announced higher global minimum capital standards for commercial banks (Basel III).
Therefore, the new capital and liquidity standards were endorsed at the G20 Leaders Summit.
Basel III is the International regulatory framework, developed to strengthen the regulation,
supervision and risk management of the banking sector and "aimed at improving the banking
sector's ability to absorb shocks arising from financial and economic stress, whatever the

source"(BCBS)'.

Another two objectives of the Basel III regulation are to improve governance and strengthen
banks' transparency and disclosures. Basel III builds on the capital adequacy set of reform

measures announced in 1988 (Basel I) and 1999 (Basel II).

According to Charles Goodhart: "The word liquidity has so many facets that is often
counter-productive to use it without further and closer definition". Actually, yet antecedently to
Basel III, we can find different typologies in the literature, granting three broad liquidity types:
central bank liquidity, market liquidity and funding liquidity (Nikolaou, 2009).

The notion central bank liquidity or monetary liquidity commonly used in reference to
monetary aggregates. The central banks provide required liquidity to minimise the probability of
a financial system meltdown by using a wide array of instruments. Conforming with the ECB's

principles to preserve the functioning of the transmission mechanism, a central bank may need to

! http://www.bis.org/bcbs/basel3.htm
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conduct "liquidity interventions aimed at facilitating the transmission of the interest rate policy
and enhancing the flow of credit to the broad economy" (ECB, Monetary Policy). This kind of
intervention is called non- standard policy measure. In response to the 2007 financial crisis,
central banks around the world introduced different kind of unconventional monetary policies.
As the matter of fact, unconventional monetary policy had never been tried before the financial
crisis and recession. It therefore needs to be examined very carefully and to be applied only in
specific circumstances, taking into account its limitations. Otherwise, prolonged accommodation
may have unwelcome side effects such as distorting market signals, masking balance sheet
weaknesses, misallocating credit and encouraging excessive and unwelcome risk-taking.

Accommodation may in fact increase risks to the central bank itself.

Market liquidity is the ability to rapidly execute sizable securities transactions at a low cost and
with a limited price impact—and its resilience is important for financial stability and real
economic activity (GFSR, 2015). Since a depressed market liquidity diminishes the efficiency of
fund flows from savers to borrowers, consequently, it can negatively impact the real economy.
Drastic reduction of liquidity can provoke systemic reaction, as a result of elevated volatility and
mismatching between fundamentals and prices. Conversely, a high level of market liquidity
increases efficiency, reduces transaction costs and facilitates access to funding. Nikolaou (2009)
highlights two types of market liquidity which are the principal sources for bank funding
liquidity. The first one is the liquidity in the interbank market, where liquidity is being traded
among banks and the second one is liquidity in the asset market, where assets are being traded

among financial agents.
There are many ways of defining the concepts of funding liquidity and funding liquidity risk.

According to the Fundamental Principles for the management of the Basel Committee of
Banking Supervision (BIS, 2008) liquidity is the “ability of a bank to fund increases in assets and
meet obligations as they come due, without incurring unacceptable losses. Therefore liquidity
risk - is the "risk that an institution cannot meet its financial obligations, such as payments and
collateral needs, as they fall due in the short and medium term, either at all or without incurring

unacceptable losses.” (EBA, 2013).

All these types of liquidity described above (central bank liquidity, market liquidity and

funding liquidity) are interconnected. The central banks’ open-market operations augment bank
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reserves, hence funding liquidity. The improved funding liquidity of banks, facilitate the
financing of their inventories and consequently support market liquidity (Brunnermeier and

Pedersen 2009).

Liquidity interaction among the liquidity types is strong. When liquidity risk is low, this creates a
virtuous circle in the financial system liquidity, supporting the stable functioning of the financial
system. During the crises where liquidity risk is high, the interaction is always strong, but
provokes a vicious circle, spreading the risk across the financial system (Drehmann and

Nikolaou, 2010).

Highlighting the relevance of the interconnections between entities of the banking system, it is
important to note that Basel III requirements can induce banks to switch risky activities into the
less-regulated shadow banking system. This represents a risk to the stability of the financial

system as a whole i.e. the shadow banks can increase systemic risk.

Shadow banking is complex network of credit intermediation that creates leverage and/or
performs maturity and liquidity transformation. It is operating alongside traditional banks. Thus,
it is mainly a system of market-based funding. One of the important differences of the shadow
banking from traditional banks is that the shadow system uses short-term deposit, but does not
have deposit insurance. Moreover, shadow banking is a subject to neither bank capital and
liquidity requirements nor to the provision of central bank funding. Shadow banking activity can

influence financial cycles because it grows during booms and shrinks in the periods of bust.

So what did happen during the global financial crisis? According to McCulley (2009) the growth
of the shadow banking system “drove one of the biggest lending booms in history, and collapsed
into one of the most crushing financial crises we’ve ever seen”. Indeed, shadow banking can
undermine financial stability, although, normally it “enhances the resilience of the broader
financial system by offering unique financial products and a range of vehicles for managing

credit, liquidity and maturity risks” (BIS 82nd AR; 2012).
Dombret (2013) argues on three specific aspects of the systemic risk posed by shadow banking:

first, the risk of runs on money market funds; second, the potential procyclicality of securities

financing transactions; and third, the linkages between banks and shadow banking entities.
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Considering the growth and the size of shadow banking there is the need to prevent the build-up
of leverage and maturity and liquidity mismatches that could undermine financial stability. The
European Commission has undertaken the biggest reform regarding the shadow banking sector,
which consists of “delivering transparent and resilient market-based financing while tackling in
major financial risks” (EU Communication; 2013). Regarding the systemic risks, the shadow
banking sector’s interconnectedness with the banking system through contagion risk, the Green
Paper adopted by Commission on September 2013. It aims to limit the risks in the unregulated or
less regulated financial system. The Financial Stability Board (FSB) in collaboration with
standard-setting bodies(SSBs) are developing policy measures and has created monitoring tools

for global trends and risks in the shadow banking system

The present thesis consists of five chapters. The first of them contains the introduction
and background to the general topic area. The second part of this thesis proposes an analyses of
the European Central Bank quantitative policy, as well of the market conditions in which these
measures have been taken and their consistency with the demand for liquidity by the banking
system. Furthermore, the work includes the results the simulation on the size of ECB liquidity
interventions, showing the difference between the dynamic forecasts of the most important

variables under alternative hypotheses and under actual ECB monetary policy.

The third chapter gives some background on the New liquidity regulation, progress in
implementing Basel III liquidity reforms and introduces a number of actions that can be
performed to improve a bank’s liquidity risk management capabilities. By applying the
simulation-based approach to decision making, a sensitivity analysis was used to determine the

impact of managerial rulings on liquidity ratio.

The fourth chapter highlights the importance of the liquidity risk in the recent financial
crisis and illustrates some possible liquidity spirals. Furthermore, this chapter presents the
empirical analysis that allowed the exploration of the relationship between NSFR and banking

stability, macroeconomic and financial markets factors, and central bank operations.

The conclusion and implications for policy and further research follow in the final section 5.
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BBeaenue v npeAnoChIKY K 0011e# TeMe padoThl
HaCTOSIH_[aSI Jucceprangusa ITOCBAILICHA OYCHDb MHOFOCTOpOHHGI;'I n HHTCpGCHOﬁ TECME —PUCKY

JIMKBUJHOCTH.

B nocnemnue roap BO300HOBHICS HHTEPEC K 3TOM BaXKHOU TeMe, 0COOEHHO B CBSI3U C MUPOBBIM
(MHAHCOBBIM KpHU3UCOM, KOTOpbIi BO3HUK B 2007 romy. Bce 310 00BsICHSET pacTyiiee YUCIIO

HCCHCHOBaHHﬁ, IMPOBOAMMBIX KaK IMPAKTUKYIOIIWUMHA ClICHHUAJINCTAMU, TaK U YYCHBIMU.

B cBsi3u ¢ cyOcTaHIapTHBIM UIIOTEYHBIM KPEAUTOBAHUEM MMHUPOBBIM (PMHAHCOBBIM KPU3UCOM U
KPU3UCOM CYBEPEHHOM 33/I0JDKEHHOCTH CTPaH €BPO30HbI, bazenbCckuil KOMHTET IO OaHKOBCKOMY
Ham3opy (BCBS) 3asBua 0 TOBBIINICHWH YHUBEPCAIBHBIX MUHUMAIBHBIX CTaHAAPTOB IS
kommepueckux OankoB (bazensckue mpasumnalll). Kpome Toro, HOBblE HOPMBI KamHMTaIbHOTO
oOecrieueHUs] ¥ JIMKBUJIHOCTU OBUIM 0OJ00peHBl Ha cammuTre JuaepoB bombmioit J[Bammatku
(G20). bazensckue mupasunalllmpencraBnsitor co0oil MEXIYHApPOAHYIO HOPMAaTHBHYIO 0a3y,
pa3paboTaHHYyIO JJIs PEryJIMpOBKH, HAI30pa W YIpaBJIECHUS PUCKaMM OAHKOBCKOTO CEKTOpa U
«HAIEJICHHYI0 Ha YJIy4llIeHHe CHOCOOHOCTH OaHKOBCKOTO CEKTOpa MHUHMMU3HPOBATh IIOK,
0o0yCIOBJIEHHBIH ~ (PMHAHCOBBIM M SKOHOMHMYECKHM CTPECCOM  HE3aBUCUMO OT  €ro

npoucxoxaeHus» (BCBS).

Eme nBe nenu basensckux mpasun III mpencraBisior coOoi yiydllleHHE YIpPaBICHUS U
MOBBIIICHUE MPO3PAauHOCTH M OTKpbITocTH OaHkoB.baszenbckue mpasuia Il ocHoBBIBatoTCS Ha
a/IeKBaTHOCTH KalKTaJla, COCTOSAIIEr0 U3 MEPOIPUATHH 10 MPOBEAEHHIO pehOopM, OOBIBICHHBIX

B 1988 r.Bbazensckux npasuiax [ u B 1999 r. B bazenbckux npasunax II.

[To coBam Yapnbp3za ['yaxapra: «MupoBasi TMKBUJHOCTh HACTOJIBKO MHOT'OJIMKA, YTO 3a4aCTYyIO
HeleIecooOpa3Ho MOJIb30BaThCS €10 0e3 yriayOieHHoro W 0oJjiee TOYHOTO OmpeiesieHus». B
JIEUCTBUTENBHOCTH enle 10 bazenbckux npaBui III MbI MOXeM HalTH pa3IUYHBIE TUIIOJOTUHU B
JUTEPATYpE, MPEACTABIISIFOIINE TPYU OOIUPHBIX THIA JIMKBUTHOCTH: JIMKBUIHOCTh IIEHTPAIBHOTO

0aHKa, TMKBUJIHOCTH PHIHKA U JIUKBUAHOCTH (pruHaHcupoBanus (Hukomay, 2009).

[lonATHe JIUKBUIHOCTH IEHTPAIBHOTO OaHKA WM JICHE)KHAs JIMKBHIHOCTH HCIIOJIB3YETCS T10
OTHOLIEHUIO K JICHE)KHO-KPEIUTHbIM arperaraM. LleHTpanpHble OaHKH NPEJOCTaBISIIOT
HEOOXOJMMYIO JIMKBUIAHOCTh JJISi CHIDKEHHSI BEPOSTHOCTH OOBana (PUHAHCOBOW CUCTEMBI MPHU

ITOMOIIY IIMPOKOTO CIEKTPa HHCTPYMEHTOB.
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B coorBerctBun ¢ mpunnunamu EL[b, HampaBieHHbIX Ha coxpaHeHHE (QYHKIIMOHUPOBAHUS
NEepeIaTOYHOr0 MEXaHW3Ma, LEHTPaJbHBIH OaHK MOXET MOTpeOOBaTh IPOBEICHHE «MEpP
JIMKBUIHOCTH, HAILIEJICHHBIX HA COJICMCTBUE NEpENayd MPOLUEHTHOM MOJMUTUKU U PACIIMPEHUIO

MOTOKA KPEIUTOBAHUS B LIMPOKHUX cerMeHTax skoHoMUKW» (ELIb, MoHeTapHas nmonutuka).
OTOTTUNBMEIIATENIBCTBA HA3bIBAETCSI METOJOM HECTAHJAPTHON NOJIUTUKH.

B nensx pearupoBanusi Ha puHaHcoBbI Kpusuc 2007 T., IeHTpalbHbIe OaHKW BO BCEM MHpE

BBCJIM pa3JIMYHBIC BU/Ibl HETPAJUITUOHHBIX KPCAUTHO-ACHCKHBIX MEP.

CrietyeT OTMETUTb, YTO HETPAAUIIMOHHAsI MOHeTapHas([IéHe)KHO-KpeIUTHAS ) TIOIMTHKA HUKOT/Ia

MpeKAC HE UCII0JIb30BAJIaACh 10 q)HHaHCOBOI‘O KpHu3uca 1 craja.

Bo Bcsakom CJIy4dac 3Ta IMOJIMTUKAa JOJDKHA OBITE IMpOaHAJIU3UPOBAHA OUCHb TINATCIIbHO U JOJIKHA

MNPUMCHATBCA IIPU OHpC,Z[eHéHHBIX 00CTOSITENLCTBAX C Y4€TOM CBOUX OrpaHquHHﬁ.

Kpome Toro, npoaomkurenbHoe NPUMEHEHUE TAKOW MOJMTUKH MOXKET UMETh HEKENaTeJIbHbIE
noOouHbeie AP (HEKThl, Takue Kak AePOPMHUPYIONIME PHIHOYHBIE CHTHAJBI, MAaCKHPYIOIINE
HEJOCTATKH OYyXTaJITEpPCKUX 0alaHCOB, HEPALIMOHAILHOE paclpeIeieHHe KPEAUTOB U YPE3MEPHO

O6H8.,Z[C)KI/IBa}0H_[€€ " HCIKCJIAaTCIIbHOC IIPUHATHUC PUCKOB.

Takoe MNPpUMCHCHHUEC MOXXCT B HeﬁCTBHTCHBHOCTH CII0COOCTBOBAThL MOBEIIEHUIO PHUCKOB JIA

CaMOIo HCHTPAJIbHOI'O OaHKa.

JIMKBUHOCTh pPBIHKA MPEACTABIIAET COOOM CIIOCOOHOCTH OBICTPO BBINOJIHATH 3HAYUTEIIHHBIC
OTepaInyy ¢ HEHHBIMU OyMaraMmu Mpy HU3KUX 3aTpaTax u ¢ d3PPeKToM PUKCUPOBAHHOU LIEHBI —H
€e YCTOWYMBOCTh OYEHb Ba)KHA JJIsi ()MHAHCOBOM CTAOMIIBHOCTU W pPeajbHONH DKOHOMHYECKOM

nestensHoctu (GFSR, 2015).

BBuny TOro, 4ro JIMKBHUIHOCTH YIMAJOYHOTO pPbIHKA yMEHbIIAeT 3()(PEeKTUBHOCTh MOTOKOB
KaluTaja OT BKJIATYMKOB K 3aE€MIIUMKAM, 3TO MOYKET HEraTHMBHO OTPA3UTHCS Ha PEATBHOMN

SKOHOMHYECKOM JACATCIbHOCTH.

Pe3koe cokpamieHue JIMKBUAHOCTH MOKET CIPOBOLMPOBATH CHUCTEMHYIO PEAKLMIO BCIEICTBUE
MOBBIIIEHHON HECTaOMJIBHOCTH U HECOOTBETCTBHS MEX]y (yHIaMEHTaJIbHBIMU (PaKTOpaMu U

IICHAMU.

HanpoTtuBs, BEICOKHIT ypOBEHb PBIHOYHOHN JTMKBUIHOCTH IMOBBIMACT dPPEKTHBHOCTD, COKpPAIIAET
oTiepalMOHHbIC U3JEPKKHU U YIPOIIaeT 1ocTyn K puHancupoBanuto. Hukonay (2009) Beigenset
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JBa THIIa pLIHO‘IHOﬁ JIMKBUJHOCTH, KOTOPBIC MABJIAKOTCA OCHOBHBIMHU HCTOYHHKAMH JJIA
JIMKBUJHOCTH 0aHKOBCKOT'O q)HHaHCI/IpOBaHI/IH. HCpBBIﬁ TUII —3TO JIMKBHJAHOCTH Ha
MEXO0aHKOBCKOM PBIHKE, TAC JIMKBUIHOCTb SABJIACTCA 00BEKTOM KYIUIU-TIPOAAXHU MCKIAY
6aHKaMI/I,a BTOpOﬁ TUII — OTO JIMKBHIAHOCTb HAa PbIHKAX AKTUBOB, T'AC AKTHUBbI SABJIAKOTCA

00BEKTOM KYIUTU-TIPOAAXKU MECKAY (bHHaHCOBBIMI/I arcHraMu.

HMeeTcss MHOXKECTBO CIIOCOOOB OIIpCACIICHUA MOHSITHI JIMKBUJHOCTH q)HHaHCI/IPOBaHI/ISI H pUCKa

JMKBUJHOCTH (PMHAHCUPOBAHUS.

B cooTBeTCcTBUH ¢ OCHOBOIOJIATAIOIIMMY PUHIMIIAMU ba3enbckoro KOMUTeTa N0 OAaHKOBCKOMY
Ha3opy (BCBS 2008), TMKBUAHOCTB 3TO - «CMOCOOHOCTh OaHKa (PMHAHCHPOBATh YBEJIMUEHUS B
aKTHBAX M HCIOJHATH 00s3aTEIbCTBA B OOBIYHBIX YCIOBHUIX 0€3 pUCKa HEAOMYCTHMO BBICOKHX
yobITKOB. [l09TOMY pHCK JHMKBUAHOCTH — 3TO «PHUCK TOTO,UTO YUYPEKICHHE HE CMOXKET
BBIMOJTHUTh CBOMX (DMHAHCOBBIX 0053aTENBCTB, TAKUX KaK OCYIIECTBICHHE IUIaTeXeH U
BCIIOMOTATEIbHBIX CPEJICTB 1O Mepe HACTYIUICHUS KPATKOCPOYHBIX U CPEIHECPOUYHBIX CPOKOB

OIUIaThl THO0 BOOOIIE, TMOO0 0€3 prucKa HEeJOMyCTUMO BhICOKUX YORITKOBM EBA 2013).

Bce 5»Tu TuUnbl JMKBUIAHOCTH, ONHCAaHHBbIE BbINIE (JIMKBUAHOCTh LEHTPAIbHOTO OaHKa,
JUKBUHOCTh PhIHKA M JTUKBUIHOCTh (DMHAHCHPOBAHHMS), CBSI3aHBI MEXAY co00ii. Onepanyuu Ha
OTKPBITOM pBIHKE, MPOBOJMMBIE LEHTPAJbHBIMU OaHKaMH IOBBIIIAIOT OAHKOBCKHUE DPE3EPBBHI,
¢buHaHCHPYS, TaKUM OOpa3OM, JHMKBUAHOCTh. YIIyYIlIEHHAs JUKBHIHOCTb (HDMHAHCHUPOBAHHS
0aHKOB CMOCOOCTBYeT (DPMHAHCHUPOBAHUIO COOCTBEHHBIX pE3epPBOB IEHHBIX Oymar w,

COOTBETCTBEHHO, MOIJICPKUBAIOT PHIHOYHYIO JIMKBUAHOCTH (bpyHuepmaiiep u [legepcen 2009).

B3aumocBsi3b MKy THIIAaMH JIMKBUAHOCTU OY€Hb CUiIbHA. Korja pucK TMKBUIHOCTH HU30K, 3TO
co3/1aeT OJaronpusiTHBIE YCIIOBUS Ui JMKBUAHOCTH (PMHAHCOBOM CHCTEMBI U IOAJIEPKUBACT
cTabuinbHOe (PYHKIMOHMpPOBaHHE (UHAHCOBON cHUCTEMBbl. BO Bpemsi KpU3HCOB, KOT/Ia PHCK
JIMKBUIHOCTHU BBICOK, B3aMMOCBSI3b TaKXKE€ CHJIbHA, HO B 3TOM CIIy4ae CO3JaeT 3aMKHYTBIH KpYT,

pacmpezensisi puck 1o Bceii ¢punancoBol cucreme (pexmann u Hukomnay, 2010).

HaCTOSIH_Iaﬂ Aauccepranuda COCTOUT M3 IIATU TJIaB. HCpBaH riaBa COIACPKUT BBCIACHHC U
NpCAINOChIJIKM K 061].[6171 TEMC pa6OTBI. BTOpaH qaCTb ﬂaHHOﬁ AUCCepTauu pacCMaTpuBacT
aHaJIu3 KOJ'II/I‘IGCTBCHHOﬁHOHHTHKHEBpOHCﬁCKOFO HCHTpELTIBHOFO BaHKa, d TaKXXC PBIHOYHBIC
YCiioBUsA, IPU KOTOPBIX IMPUHUMAINCh AAHHBIC MCPBI, U HUX MHCJIOCTHOCTH CO CIPOCOM HaA

JIMKBUJHOCTB 0AaHKOBCKOM CHCTEMOI. KpOMe TOro, pa60Ta COACPXKKUT PE3YyJIbTAThI
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MOJEIIMPOBAaHUs CTENEHU MHTEepBeHUMHU 10 JIKBUAHOCTH EIIb ¢ yka3aHuem pasHMIBI MEXAY
JMHAMUYECKUMH TIPOTHO3aMU HanboJiee BaKHBIX IMEPEMEHHBIX MPHU ATbTEPHATUBHBIX TUIIOTE3aX

W [IpU HacTosend MoHeTapHoi nonutuke ELB.

Tperps ri1aBa coAepKUT HEKOTOPBIE MPEANOCHIIKMA K HOBBIM PETyJIMPOBKAaM JIMKBUIHOCTH, X0JI€
OCYIIECTBJIICHUS pedopM MO JIMKBUIAHOCTA B COOTBETCTBMU C bazenpckumu mpaBuiamu I, a
TAaK)KE BBOJIUT PsJ MEPOINPHUATHH, KOTOPbIE MOTYT OBITh BBINOJHEHBI Uil  YIy4IICHUS
BO3MOKHOCTEH YIpaBJICHHsI pUCKOB OAHKOBCKOM JTUKBUAHOCTH. [lyTeM nmpumeHeHus moaxo/1a Ha
OCHOBE MOJICTUPOBAHUSA JJI NPUHATHS PEILICHUN, aHAJIN3 YyBCTBUTEIBHOCTH UCIIONB3YETCS ISl

OIPEACIICHUA BJIMAHNA PYKOBOAAIUX peHICHPIfI Ha IIoKa3aTcCJib JINKBUJHOCTH.

YeTBepras T71aBa BBIACISAET BAKHOCTh PUCKA JTUKBUIHOCTH B HEJlaBHEM (PMTHAHCOBOM KPH3HCE U
JEMOHCTPUPYET HEKOTOpPhIE BO3MOXKHBIE CHUpPAIM JUKBHUIHOCTH. K ToMy e naHHas TiaBa
NPEACTaBIACT AMIUPUYSCKUN aHAlU3, TO3BOJIIONIMK H3ydaTh B3aMMOOTHOIICHUS MEXIY
kodddurrenrom cradbunbHoro ¢oumupoBanus (NSFR) u 0aHKOBCKOW CTaOMIBHOCTBIO
MaKpO’KOHOMHYECKHMMH  (pakTtopamMmu  ©u Qakropamu  (UHAHCOBBIX PBIHKOB, a TaKkKe

orcpanmiaMu HCHTPAJIBHOI'O OaHKa.

3aKkIoueHue | BBIBOJbI AJId IIOJUMTHUKH H I[aJ'IBHefIH.Iee HCCJICAOBAHUC YKa3aHbl B

3aKJIIOUUTEIILHOM II1aBe S.

21



