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Abstract

The main objective of this study is to analyze the type of relationship that exists between liquidity risk -
measured with the liquidity coverage ratio and the net stable funding ratio - and the probability of
default. The sample is composed of 575 listed and non-listed Eurozone banks and the methodology
applied in the analysis is OLS regression based on panel data. The results show a relationship only
between the liquidity coverage ratio and credit rating, while there is no relationship between the long-
term liquidity measure and probability of default. In relation to the crisis, the results highlight
divergent bank liquidity management only in the short time horizon.
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1 Introduction This study contributes to the broad literature on
risk management and particularly to research that
The crisis that began in July 2007 has highlighted gaps  analyzes the relationship between different bank risks.
in the field of liquidity risk management. Banks have It is intended to at least partly reduce the gap in
demonstrated the lack of good forecasting models to literature in the theme of liquidity risk and its
manage liquidity risk, which has led to a liquidity relationship with other bank risks. While this is
spiral and given rise to a sudden deterioration of bank  currently a relevant topic, most existing studies focus
balance  sheets with  consequent difficulties in  only on limited areas without considering the financial
finding new sources of liquidity on interbank markets.  crisis. A key contribution of this research is the large
In response to the crisis, in December 2010, the Basel ~ sample of European banks and the relationship
Committee issued new principles and guidelines on  investigated. To the author’s knowledge, no specific
liquidity risk management. The Committee studies exist on the relationship between liquidity risk
highlighted the importance of good liquidity risk and the default probability of European banks.
management and defined two new ratios to measure The paper is structured as follows: section 2
liquidity risk: the liquidity coverage ratio as a measure  presents the literature review, section 3 illustrates the
of short-term liquidity risk and the net stable funding  analysis methodology and sample, section 4 presents
ratio to measure long-term liquidity risk. the results, section 5 the robustness checks and the
Numerous contributions in literature have final section offers some conclusions.
studied liquidity risk management using different
measures of liquidity risk; few however have focused 2 Literature review
on the link between this risk and other risks taken by
banks. Liquidity risk management has always been an
The aim of this paper is to understand the important theme in literature. Many authors
relationship between this significant risk and bank (Saraceno, 1949; Caprara, 1954; Cutolo,1968;
probability of default, which has once again become a  Cesarini, 1982; Baravelli, 1989; Ferrari, 1988; Fabrizi
much-debated topic. The study therefore addresses the et al. 1990; Gabbi, 1992; Ruozi, 1994; Banja et al.,

following research questions: 1999) have analysed bank liquidity, providing not

1. Does a relationship exist between liquidity only a definition but also expanding the different
risk and probability of default? liquidity risk management techniques.

2. How does a higher probability of default Following the financial crisis of 2007, scholars,
affect bank liquidity? international organizations and supervisory bodies

3. Has the financial crisis had a negative impact ~ such as the Basel Committee, CEBS and Bank of
on bank liquidity? Italy, have taken a renewed interest in these themes.
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Literature on the determinants of liquidity risk is
relatively scarce. In general, liquidity risk is
considered as a determinant of other risks such as
credit risk (Cannata, 2001; Bissoondoyal-Bheenick
and Treepongkaruna, 2011) or a determinant of bank
performance (Brouke, 1989; Molyneux and Thornon,
1992; Barth et al., 2003; Kosmidou, 2008; Shen et al.,
2009; Sharma and Gounder, 2012; Hamadi and
Awedh, 2012; Arif et al., 2012). Generally, the authors
highlight a negative relationship between liquidity risk
and bank performance.

However, some studies focus on the causes of
liquidity risk. Vodova (2011), in a study on 22 banks
during the 2006-2009 period, emphasises the
determinants of liquidity risk measured with different
balance sheet indices. The results show that the
liquidity of Czech commercial banks is higher when
capital adequacy is higher and when the interest rates
on loans are higher. Furthermore, the liquidity
measures identify a positive relationship with
capitalization and with size, while they are negatively
linked with inflation rate and GDP rate. The author
finds that bigger banks present lower liquidity in line
with the “too big to fail” theory, where it would seem
that bigger banks are less motivated to hold liquidity
since they rely on government intervention in case of
shortages.

Rauche et al. (2009) study the determinants of
liquidity risk and attempt to identify the determinants
of liquidity creation. Their results highlight that the
most important determinants are macroeconomic
variables and monetary policy, while not showing a
significant relationship between liquidity creation and
bank specific variables such as size and performance.
Finally, Bunda and Desquilbet (2008), in their study
on 1107 commercial banks in 36 emerging economies,
find that capitalization measured by the ratio between
equity and total assets has a significant and positive
relationship with all liquidity measures considered in
their study and a significant relationship with inflation
rate and growth rate.

Angora and Roulet (2011) underline the
relationship between liquidity risk measured with two
new liquidity indicators proposed by the Basel
Committee (LCR and NSFR), some balance sheet
indices (ROA, the natural logarithm of total assets, the
ratio between loans to customers and total loans, etc.)
and some macroeconomic indicators (GDP annual
growth rate, the spread between the interbank rate and
central bank policy rate, etc.). In general, the study
highlights that the liquidity risk ratio has a negative
relationship with most of the indicators analysed
including size and the ratio between regulatory capital
and total assets, while the liquidity measure has a
significant and  positive  relationship  with
macroeconomic variables such as GDP and the central
bank policy rate.

Bonfim and Kim (2011) in a study on European
and North American banks in the 2002-2009 period
illustrate  how banks manage liquidity risk. In
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particular, using regression analysis based on panel
data, the authors consider three different measures of
liquidity risk and attempt to understand whether banks
tend to take more risks in a crisis period and if they
follow similar strategies in these periods. The authors
also identify the determinants of liquidity risk. The
results highlight that the type of relationship between
liquidity risk and size, performance and the ratio
between loans and deposits depends on the type of
liquidity risk measure used. Bank size generally has a
positive impact on bank liquidity, while the
performance measure has an ambiguous relationship
with liquidity risk.

Ahmed et al. (2011), in a study on a sample of
six Pakistani banks, show that there is no significant
relationship between liquidity risk, profitability and
size, while underlining a significant relationship
between liquidity risk and leverage and the measure of
bank tangibility”. Giannotti et al. (2010), in a study on
a sample of 675 Italian banks, also find that larger
banks have lower liquidity exposure. The authors
sustain that this strategy could be justified based on
the theory that larger banks have a better reputation
and so are less exposed to the liquidity risk. Finally,
they highlight that in the Italian banking system there
is no significant difference in terms of liquidity risk
exposure between banks specializing in real estate
lending and other banks, while the former are
significantly affected by interbank market dynamics
with regard to liquidity exposure. Nguyen et al.
(2012), in a study on a sample of 47,684 banks in 113
different countries, analyze the relationship between
liquidity risk and bank market power, showing that
bigger banks, through lower capitalization and cost
efficiency, endure a lower liquidity risk. They also
find that listed banks usually hold more liquid assets
than non-listed banks.

There are fewer studies on the relationship
between credit rating and liquidity risk. In particular,
the analyses usually consider the impact of liquidity
risk on probability of default (Cannata, 2001,
Bissoondoyal-Bheenicke and Treepongkaruna, 2011).
These authors show that a lower liquidity risk is linked
to higher credit rating. Bissoondoyal-Bheenicke and
Treepongkaruna (2011), in a study on a sample of
Australian banks, highlight the determinants of credit
rating and demonstrate that liquidity risk can be
included in these determinants, underlining a negative
relationship between liquidity risk and credit rating.

Wong and Hui (2009) analyze the inverse
relationship and find that an increase in probability of
default leads to costumers withdrawing their deposits,
with a possible bunk run, and the consequent increase
of bank liquidity risk. Giordana and Schumacher
(2012) in a recent study highlight the impact of the
Basel 111 regulation on the probability of bank default.
Specifically, the authors find that the liquidity
coverage ratio (LCR) and the net stable funding ratio

! Bank tangibility is measured by the ratio of fixed assets to
total assets.
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(NSFR) are positively related with distance to default;
higher liquidity standards therefore improve bank
resilience to external shocks.

To our knowledge, no specific study exists on
the impact of credit rating on liquidity risk; existing
studies focus instead on the inverse relationship. This
aspect therefore represents a key contribution to
literature. In this study, we test the following
hypotheses:

H;: A relationship exists between liquidity risk
and bank probability of default

H,. If bank probability of default increases, bank
liquidity risk also increases

Bunda and Desquilbet (2008), in the
aforementioned study highlight that the financial crisis
of 2000 had a significant and negative impact on the
liquidity ratio and that banks face higher liquidity risk
exposure during a financial crisis. Vadova (2011), in
his study on Czech banks, also underlines that the
financial crisis has a negative impact on one of the
four measures of bank liquidity used in the analysis. In
accordance with these studies, our third research
hypothesis is:

Hs: During a financial crisis banks have a higher
exposure to liquidity risk

This study contributes to literature in three
different aspects: to our knowledge, a specific study
on the relationship between liquidity risk and
probability of default of European banks during the
financial crisis does not yet exist. Furthermore, the
liquidity coverage ratio and the net stable funding
ratio have not been extensively tested in literature.
Finally, the sample composed of listed and non-listed
Eurozone banks can be considered a point of strength
of this research since previous studies are based on a
limited sample of banks in one or a few countries and
frequently focus on listed banks only.

3 Methodology and Sample

The initial sample was composed of 1080 European
banks for each year. Only 60 of these banks are listed,
31 are delisted and the remaining 989 banks are
unlisted; this confirms the low recourse of European
banks to the stock market. Although the liquidity
coverage ratio and the net stable funding ratio can be
measured for all 1080 banks, a rating is available for
only 575 banks, which therefore constitute our sample.
The author’s choice to focus only on the Euro area is
dictated by the desire for as homogeneous a sample as
possible in terms of bank characteristics and the
territory in which they operate. The observations for
each year are 547 (2006), 555 (2007), 561 (2008), 566
(2009) and 570 (2010).

3.1 Variables

The dependent variables used in the empirical analysis
concern liquidity risk. Based on previous studies

”

(Giannotti et al., 2010; Van den End, 2010; Angora
and Roulet, 2011; Giordana and Schumacher, 2012),
the net stable funding ratio and the liquidity coverage
ratio are the two dependent variables considered,
which are the two liquidity measures proposed by the
Basel Committee (2010).

The liquidity coverage ratio (LCR) is a short-
term ratio and is measured as follow:

High guality liqguid asset
LCR = =
Net cash outflows (t + 30)

100 (1)

The second measure of bank liquidity is the net
stable funding ratio (NSFR), which is a measure of
structural liquidity (with a one-year time horizon) and
is calculated as follows:

Available amount of stable funding

NSFR =100 (2)

" Required amount of stable funding

A high value of these ratios means high bank
liquidity.

Appendix 1 and 2 show the term considered to
quantify the two liquidity ratios proposed by the Basel
Committee (2010).

The difficulty of including all terms required by
the Basel Committee, which entails a precise
calculation, is a main limitation of this method.
However, the use of these two measures instead of the
balance sheet indices usually used in literature can
more effectively indicate bank liquidity risk.

The independent variable is the credit rating that
quantifies the probability of default. The credit rating
is transformed into a quantitative measure based on
studies by Cannata (2001), Bissoondoyal-Bheenicke
(2005), Kisgen (2006), Borensztein et al. (2007),
Gillard (2009), Gopalan et al. (2009) and
Bissoondoyal-Bheenicke and Treepongkaruna (2011).
For each rating, a point from 1 to 22 is allocated: 1
corresponds to a lower rating (D) and thus a higher
probability of default, while 22 corresponds to the best
rating (AAA) and thus a lower probability of default.
Table 1 illustrates the rating scale.

In addition to the independent variables, some
control variables are also used in this study:

¢ Bank size measured with the natural logarithm
of total assets (SIZE) and frequently used in literature
(Shen et al., 2009; Giannotti et al., 2010; Ahmed et al.,
2011; Bonfim and Kim, 2011; Angora and Roulet,
2011; Vodova, 2011; Nguyen et al., 2012)

e Bank specialization (SPEC) that measures to
what extent a bank is specialized in lending,
considering net loans as a percentage of total assets
(Bonfim and Kim, 2011; Angora and Roulet, 2011).

A performance index (NIM): the net interest
margin of banks (Bonfim et al., 2011; Sharma and
Gounder, 2012; Lin et al., 2012; Hamadi and Awedh,
2012);
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Table 1. The rating scale

Number Fitch Rating S&P Rating Moody’s Rating Classification
21 AAA AAA Aaa
20 AA+ AA+ Aal
19 AA AA Aa2 Investment upgrade
18 AA- AA- Aa3
17 A+ A+ Al
16 A A A2
15 A- A- A3
14 BBB+ BBB+ Baal Investment downgrade
13 BBB BBB Baa2
12 BBB- BBB- Baa3
11 BB+ BB+ Bal Speculative upgrade
10 BB BB Ba2
9 BB- BB- Ba3
8 B+ B+ Bl
7 B B B2
6 B- B- B3 .
5 cee+ cee+ Caal Speculative
downgrade
4 CccC CCcC Caa2
3 CCcC- CCcC- Caa3
2 CC+ CC+ Ca
1 D D D Default

All bank-specific data were obtained from the
Bankscope database for the period 2006-2010.

With regard to the macro-economic variables,
which have the aim of explaining bank liquidity taking
into account the economic and political system, we
consider:

e GDP growth rate (GDP) (Bunda and
Desquilbet, 2003; Shen et al., 2009; Angora and
Roulet, 2011; Vodova, 2011)

The crisis (DUMMY): to consider the crisis
we use a dummy variable equal to O during the pre-
crisis period (2006-2007) and equal to 1 during the
crisis period (2008-2010) (Vadova, 2011).

3.2 Descriptive statistics

Table 2 summarizes the variables used in the OLS
regression.

Table 2. The variables

Variables Description Expected sign

DUMMY The dummy variable is equal to 1 in the 2008-2010 period and Significant
equal to 0 otherwise

GDP Gross growth rate of GDP +

NSFR Net stable funding ratio

LCR Liquidity coverage ratio

SIZE Natural logarithm of total assets +

SPEC The measure of the specialization in bank lending activity -

NIM Net interest margin +

The descriptive statistics of the variables used in
the analysis are shown in Table 3.
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Table 3. Descriptive Statistics

Variable Average  Median Minimum  Maximum Std. Dev  Asymmetry  Kurtosis

DUMMY 0.600 1.000 0.000 1.000 0.489 -0.408 -1.833
SIZE 13.658 13.122 8.537 21.512 2.140 1.015 0.794
NIM 2.657 2.6780 -25.545 12.189 1.025 -4.213 139.280
SPEC 62.398 65.778 0.051 98.797 17.941 -1.074 1.169
LCR 0.538 0.301 0.001 11.172 0.787 5.843 51.287
NSFR 2.130 1.688 0.039 75.146 2.281 14.890 360.339
GDP 0.023 0.809 -8.227 10.522 3.086 -0.612 -0.627

RATING 16.806 17.000 8.000 27.000 1.616 -0.457 6.331
The table presents the descriptive statistics of the Before implementing the empirical analyses, the

variables used in the analysis: bank size (SIZE), the correlation was verified between the independent and

financial crisis dummy (DUMMY_CRISIS), the control variables used in the survey. The analysis of

measure of performance (NIM) the measure of bank these correlations appears to support the hypothesis

specialization (SPEC), liquidity coverage ratio (LCR) that each independent variable has its own specific

and net stable funding ratio (NSFR). information value in explaining bank liquidity risk
(Table 4).

Table 4. Correlation Table

DUMMY SIZE NIM SPEC LCR NSFR GDP RATING
DUMMY 1
SIZE -0.010 1
NIM -0.123 -0.405 1
SPEC -0.047 -0.024 0.228 1
LCR 0.017 -0.039 0.010 -0378 1
NSFR 0.041 -0.151 -0.153 -0.520  0.178 1
GDP -0.445 0.021 -0.038 -0.047  -0.014 0.013 1
RATING -0.059 0.038 -0.192 -0.244  -0.063 0.122 0.038 1

The table presents the descriptive statistics of the 3.3 Methodology
variables used in the analysis: bank size (SIZE), the
financial crisis dummy (DUMMY_CRISIS), the In terms of methodology, the OLS regression is
measure of performance (NIM) the measure of bank estimated using panel data. The regression aims to
specialization (SPEC), liquidity coverage ratio (LCR) investigate the relationship between liquidity risk and
and net stable funding ratio (NSFR). credit rating:

LIQUIDITY RATIO = a + B;RATING; + BoNIM;; + B3 SPEC; + B4 SIZE; + BsGDP, + BsDUMMY + £ (3)

The LIQUIDITY_RATIO;; can assume two the gross domestic product at time t, DUMMY is the
different ratios: LCR;; and NSFR;; which are the two  dummy variable related to the financial crisis that is
liquidity measures of bank i in the year t, a is a equal to O during 2006-2007 and equal to 1 during
constant, RATING;; is the credit rating of bank i at 2008-2010.
time t, SIZE;, indicates the size of bank i in the year t,

NIM;, is a measure of performance of bank i at timet, 4 Results

SPEC;; measures to what extent bank i is specialized

in lending in the year t, considering net loans as a  Table 5 presents the regression results obtained for the
percentage of total assets, GDP, is the growth rate of  first liquidity measure (LCR).
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Table 5. The liquidity risk determinants: LCR

Coefficient Std. Error T ratio p-value

Const 0.638 0.144 4.407 0.00001 Fokk
RATING -0.039 0.006 -6.460 <0.00001 kel
SIZE 0.057 0.004 13.060 <0.00001 Fokk
GDP 0.007 0.003 2.346 0.01907 *x
DUMMY 0.076 0.024 3.136 0.00174 Fokk
SPEC -0.011 0.0005 -19.367 <0.00001 kel
NIM 0.067 0.0133 5.109 <0.00001 Fokk
R-squared 0.222297 Adjusted R-squared 0.219811

The equation presents an Adjusted R-squared of
0.22 and the model therefore shows a modest ability to
explain the variance of the dependent variable.

All variables show a significant relationship with
the short-term liquidity measure (LCR). In particular,
the size measure presents a positive relationship with
LCR, in line with Vodova (2011), Bonfim and Kim
(2011) and Nguyen et al. (2012), while the
specialization measure shows a negative relationship
with the LCR, in line with the aforementioned authors.

The crisis dummy variable has a significant
relationship with the dependent variable and thus

considerably during the financial crisis, in line with
Vadova (2011).

With regard to the independent variable, namely
credit rating, the results underline a significant
negative relationship with the LCR. This could imply
that banks with higher credit rating are less inclined to
hold liquidity in the short time horizon, perhaps
because they believe they are less exposed to liquidity
risk in the short-term.

Table 6 highlights the results of the regression
that uses the net stable funding ratio (NSFR) as a
dependent variable.

short-term  liquidity risk management changes
Table 6. The liquidity risk determinants: NSFR

Coefficient Std. Error T ratio p-value
Const 7.484 0.322 23.220 <0.00001 il
RATING -0.004 0.013 -0.354 0.72324
SIZE -0.170 0.009 -17.327 <0.00001 faleie
GDP 0.005 0.007 0.781 0.43455
DUMMY 0.013 0.054 0.249 0.80328
SPEC -0.054 0.001 -41.403 <0.00001 falaied
NIM 0.209 0.029 7.064 <0.00001 faleie
R-squared 0.568495 Adjusted R-squared 0.567115

The equation presents an Adjusted R-squared of
0.57 and the model therefore shows a good ability to
explain the variance of the dependent variable. With
regard to the bank specific variables, in contrast with
Vodova (2011), Bonfim and Kim (2011) but in line
with Angora and Roulet (2011), liquidity creation is
negatively related to the size measure; these results
may be due to the fact that larger banks need less
liquidity in the long time horizon. The specialization
measure also underlines a negative relationship with
the dependent variable, indicating that banks
specialized in lending activities present lower long-
term liquidity.

With regard to the dummy variables, the results
show a non-significant relationship with the liquidity
measure; this means that long-term liquidity
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management remained unchanged during the crisis, in
contrast with Bonfim and Kim (2011).

Considering the independent variable, Table 6
shows a non-significant relationship between NSFR
and bank probability of default, in contrast with
previous results. This could imply that credit rating is
only related to the short-term liquidity measure, while
liquidity management over a long time horizon is
unrelated to credit rating.

In conclusion, the findings show that bigger
banks that are more specialized in lending activities
have lower liquidity, both in the short and long time
horizon. In terms of the hypotheses of this study, these
can only be accepted in part since credit rating affects
only one of the two measures considered in the
analysis. In particular, the results show that a change
in credit rating affects short-term liquidity
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management. When considering the crisis, the
findings underline that this has an impact only on the
short-term liquidity measure and thus the third
hypothesis can also only be accepted in part and in
terms of the LCR. In light of the results obtained, we
sustain that banks with higher credit rating (lower
probability of default) are more likely to manage
liquidity in the short term and that liquidity
management changed during the 2007 financial crisis.
This is perhaps due to the willingness of banks to
control the liquidity problem to a greater extent in the
short term.

In line with recent studies (Sharma and Gounder,
2012; Lin et al., 2012; Hamadi and Awedh, 2012), the
empirical findings also highlight a negative
relationship  between liquidity risk and bank
performance measured by net interest margins.
Indeed, the positive sign highlights that a higher net
interest margin is linked with higher liquidity
availability and hence lower liquidity risk.

5 Robustness checks

A number of checks were undertaken to assess the
robustness of the empirical results. More specifically,
some variations to equation (3) were estimated in
order to assess the robustness of the results in terms of
the relationship between liquidity risk and bank
specific features.

In addition to the crisis dummy variable, a
country dummy variable was also considered,
assigning a value of 1 to Italian banks and O otherwise.
The results show a non-significant relation with both
the liquidity coverage ratio and the net stable funding
ratio.

Finally, we estimated equation (3) aggregating
panel data by stacking cross sections rather than by
stacking time series. Once again, the main results
hold.

With regard to the performance index, other
measures such as ROA and ROE were also used. The
results obtained are the same although the adjusted R-
squared is higher when using the net interest margin.

With reference to liquidity risk, the different
balance sheet indices proposed by literature, such as
the ratio between liquid assets and total assets or the
ratio between net loans and customer deposits, were
considered although we chose to use the two ratios
proposed by the Basel Committee in 2010, believing
that these will become the two official measures of
liquidity risk.

6 Conclusions

In the last year, the liquidity risk management theme
has again become a much-debated topic. The aim of
this study is to investigate the relationship between
liquidity risk and probability of default.

The results underline that a relationship between
bank probability of default and its liquidity risk

”

exposure effectively exists. In particular, the study
highlights that banks with better credit rating are more
likely to manage liquidity as well as hold more
liquidity in the short term. This could be due to the
fact that banks that are associated with a lower default
probability are also believed to be safer and more
stable, and can therefore hold higher cash levels.

With regard to the long time horizon, the
analysis shows that credit rating does not affect the
level of liquidity held by banks.

In considering the 2007 financial crisis, the study
underlines that only short-term liquidity changed,
while with regard to the long time horizon, the bank’s
modus operandi remained unchanged by the crisis.

The results obtained from this study are
significant in that no other studies on this specific
topic exist in literature and the analysis demonstrates
bank reactions to the financial crisis in terms of
liquidity management.

The annex 1 and 2 show the main items consider
to calculate the liquidity risk measures: liquidity
coverage ratio and net stable funding ratio. The values
are taken from the Bankscope database, but some
items are not available, and this is the main limitation
of the methodology.

References

1.  Ahmed, N., Ahmed, Z. and Nagvi, I. H. (2011),
“Liquidity Risk and Islamic Bank: Evidence from
Pakistan”, Interdisciplinary Journal of Research in
Business, Vol. 1, No. 9, pp. 99-102.

Angora, A. and Roulet, C. (2011), “Transformation
Risk and its Determinants: A new Approach Based on
Basel III Liquidity Management Framework”, SSRN.
Arif A., and Anees, N. A. (2012) “Liquidity Risk and
Performance in the Banking System”, Journal of
Financial Regulation and Compliance, Vol. 20, No. 2,
pp. 182-195.

Athanasoglou, P. P., Brissmis, S. N. and Delis, M. D.
(2008),  “Bank-Specific, Industry-Specific  and
Macroeconomic Determinants of Bank Profitability”,
Journal of International Finance, Markets, Institution
and Money, Vol. 27, pp. 121-136.

Banca d’Italia, (2010), Disposizioni in materia di
governo e gestione del rischio di liquidita delle banche
e dei gruppi bancari e degli intermediari finanziari
iscritti nell’elenco speciale. Documento per la
consultazione, Giugno.

Banca d’Italia, (2010), Nuove disposizioni di vigilanza
prudenziale per le banche. Quarto aggiornamento, 13
Dicembre 2010.

Bangia, A., Diebold, F. X., Shuermann, T. and
Stroughair J. D. (1999), Modeling liquidity risk, with
implications for traditional market risk measurement
and management. Financial Institution Center.

Basel Committee on Banking Supervision, (2003),
Public Disclosure by Banks: results of the 2001
disclosure survey.

Basel Committee on Banking Supervision, (2004),
Financial Disclosure in the Banking, Insurance and
Securities Sectors: Issue an Analysis. The Join Forum,
May.

N

®

NTERPRESS
VIRTUS,

48



Risk governance &l control: financial markets  institutions / Volume 3, Issue 1, 2013

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

29.

30.

Basel Committee on Banking Supervision, (2006),
The Joint Forum, The management of liquidity risk in
financial groups. Bank for International Settlements,

Maggio.
Basel Committee on Banking and Supervision, (2008),
Liquidity risk: management and supervisory

challenges. Febbraio.

Basel Committee on Banking Supervision, (2008),
Principles for sound liquidity risk management and
supervision”, Giugno.

Basel Committee on Banking Supervision, (2009),
International ~ Framework on  Liquidity Risk
measurement, standard and monitoring. Dicembre.
Basel Committee on Banking Supervision, (2009),
Principles for sound stress testing practices and
supervision, Gennaio.

Basel Committee on Banking Supervision, (2009),
Strenghening the resilience of banking sector,

December.
Basel Committee on Banking Supervision, (2010),
Basel Ill: International framework for liquidity risk

measurement, standards and monitoring”, December.
Bharath, S. T. and Shumway, T. (2004), Forecasting
default with KMV-Merton model. University of
Michigan.

Bissoondoyal-Bheenick, E. (2005), “An Analysis of
the Determinants of Sovereign Ratings”, Global
Financial Journal, Vol. 15, pp. 251-280.
Bissoondoyal-Bheenick, E. and Treepongkaruna, S.
(2011), “An Analysis of the Determinants of Bank
Ratng: comparison across Rating Agencies”,
Australian Journal of Management, Vol. 36, No. 3,
pp. 405-424.

Bonfim, D. and Kim, M. (2011), Liquidity Risk in
Banking: is there herding? Available online. HTTP:
<http://www.greta.it/credit/credit2011/PAPERS/Poster
s/29/2_Bonfim.pdf> .

Borensztein, E., Cowan, K. and Valenzuela, P. (2009),
“Sovereign Ceilings “Lite”? The Impact of Sovereign
Ratings on Corporate Ratings in Emerging Market
Economies”, IMF Working Paper 07/75.

Bravelli, M. (1989), L'organizzazione della banca.
EGEA, Milano.

Brouke, P. (1989), “Concentration and Other
Determinants of Bank Profitability in Europe, North
America and Australia”, Journal of Banking and
Finance, Vol. 13, pp. 65-79.

Bunda, 1. and Desquilbet, J. (2008), “The bank
liquidity smile across exchange rate regimes”,
International Economic Journal, Vol. 22, No. 3, pp.
361-386.

Cannata, F. (2001), “Rating esterni e dati di bilancio:
un’analisi statistica” Studi e note di economia n. 3.
Caprara, U. (1954), La banca: principi di economia
delle aziende di credito. Giuffré, Milano.

Cesarini, F. (1982), Le aziende di credito italiane. Il
Mulino, Milano.

Cutolo, 1. (1968), Aspetti della teoria della liquidita.
Giannini Editore.

European Cental Bank (2008), EU banks’ liquidity
stress testing and contingency funding plan.
Novembre.

Fabrizi, P.L., Ferrari, A. and Erzegovesi, L. (1990) La
gestione dei flussi finanziari nelle aziende di credito.
Giuffre, Milano.

”

32.

33.

34.

35.

36.

37.

38.

42.

43.

44,

46.

47.

48.

Ferrari, A. (1988), Gestione finanziaria e liquidita
nelle banche. Giuffré Editore, Milano.

Gabbi, G. (1992), La riserva obbligatoria di liquidita
delle aziende di credito. EGEA, Milano.

Giannotti, C., Gibilaro, L. and Mattarocci G. (2010),
“Liquidity Risk Exposure for Specialised and
unspecialized Real Estate Banks: Evidence from the
Italian Market”, Journal of Property Investment and
Finance, Vol. 29, No. 2, pp. 98-114.

Gillard, N. (2009), “The Determinants of Moody’s
Sub-Sovereign  Ratings” International Research
Journal of Finance and Economics, Vol. 31, pp. 194-
209.

Giordana, G. and Schumacher, 1. (2011), “The Impact
of the Basel Il Liquidity regulation on the Bank
Lending Channel: a Luxemburg Case Study”, Cahier
de Etude, Working Paper n.61. Banque Centrale Du
Luxemburg.

Gopalan, R., Song, F. and Yerramilli, V. (2009), Do
credit rating agencies understimate liquidity risk?
Auvailable
on:http://apps.olin.wustl.edu/faculty/Gopalan/credit_ra
tings_and_liquidity_risk.pdd

Hamadi, H. and Awdeh, A. (2012), ,,The Determinants
of Bank Net Interest Margin: Evidence from Lebanese
Banking Sector*, Journal of Money, Investment and
Banking, Vol. 23, pp. 85-98.

Kisgen, D. J. (2006), “Credit Ratings and Capital
Structure”, The Journal of Finance, Vol. 61, No. 3, pp.
1035-1072.

Kosimodou, K. (2008), “The Determinants of Banks’
Profits in Greece during the Period of UE Financial
Integration”, Managerial Finance, Vol. 34, pp. 146-
159.

Molyneux, P. and Thornton, J. (2005), “Determinants
of European Bank Profitability: A Note”, Journal of
Banking and Finance, Vol. , pp. 1173-1178.

Nguyen, M., Skully, M. and Perera, S. (2012), “Bank
Market Power and Liquidity, Evidence from 113
Developed and Developing Countries”, SSRN.

Ruozi, R. (1994), Economia e gestione della banca.
Egea, Milano.

Saraceno, P. (1949), La banca di credito ordinario,
Vita e Pensiero. Milano.

Sharma, P. and Gounder, N. (2012), “Determinants of
Bank Interest Margins in Fiji: A Small Island
Developing Stata”, Applied Financial Economics, Vol.
22, pp. 1647-1654.

Shen, C., Chen, Y., Kao, L. and Yeh, C. (2009), “Bank
Liquidity Risk and Performance”, SSRN.

Vodova, P. (2011), “Liquidity of Czech Commercial
Banks and its Determinants”, International Journal of
Mathematical Models and Methods in Applied
Sciences, Vol. 6, No. 5, pp. 1060-1067.

van den End, J. M. (2010), “Liquidity stress tester: Do
Basel III and unconventional monetary policy work?”
DNB Working paper n. 269, De Nederlandsche Bank,
dicembre.

Wong, E. and Hui, C.H. (2009), “A liquidity risk
stress-testing framework with interaction between
market and credit risks” Hong Kong Monetary
Autority, Paper.

®

NTERPRESS
VIRTUS,

49



Risk governance & control: financial markets el institutions / Volume 3, Issue 1, 2013

Appendix 1. The Liquidity Coverage Ratio

Cash Cash 100
Qualifying marketable securities from sovereigns, central | Governament Bonds 100

banks, public sector entities, and multi-lateral

development banks

Qualifying central bank receivables Reserves 100

In addition, the Committee will gather data on the Proxy not implemented

following instruments to analyze the impact of this

standard on the financial sector: Qualifying corporate

bonds rated AA or higher Qualifying

Corporate bonds rated A- to AA-Qualifying covered Proxy not implemented

bonds rated AA or higher Qualifying covered bonds rated

A-to AA

Cash outflow oltre i 30 giorni

Retail deposits Stable deposits Deposits Minimum 7,5
Less stable retail deposits (additional categories to be Deposits Minimum 15
determined

by jurisdiction)

Stable, small business customers Deposits Minimum 7,5-15
Non-financial corporates, no operational relationship Deposits 75

Funding from repo of illiquid assets and securities Proxy not implementd

lending/borrowing transactions illiquid assets are lent out

Cash inflow oltre i 30 giorni

Amounts receivable from retail counterparties Total retail deposits 100
Amounts receivable from wholesale counterparties Banks’deposits 100

Source: Authors’ elaboration on Basel Committee on Banking Supervision (2013)

Appendix 2. The Net Stable Funding Ratio

Avaiable stable funding (fonti)

Tiers 1 and 2 capital instruments Total Capital 100
Stable deposits of retail and small business customers Customer deposit 85
(nonmaturity or residual maturity , 1 year)

Less stable deposits of retail and small business customers Customer deposit 70
(nonmaturity or residual maturity , 1 year)

Wholesale funding provided by non-financial corporate Proxy not implemented

customers

(non-maturity or residual maturity , 1 year

Required stable funding (usati)

Debt issued or guaranteed by sovereigns, central banks, BIS, Government Bond 5
IMF,

EC, non-central government, multilateral development banks

Unencumbered non-financial senior unsecured corporate bonds | Proxy not implemented

(or

covered bonds) rated at least AA, maturity $ 1 year

Unencumbered listed equity securities or non-financial senior Proxy not implemented

unsecured corporate bonds rated at least A-, maturity 1 year

Gold

Loans to non-financial corporate clients having a maturity , 1 | Loans to customer 85
year

All other assets Other assets 100

Source: Authors’ elaboration on Basel Committee on Banking Supervision (2010)
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