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Purpose

• Show the effects of a quantitative liquidity requirement on the
interbank money market

• Dependent variable: Interest rates (maturity and volume weighted
average; spread with ECB rate) and total lending (in total assets)
in the Dutch unsecured interbank money market

• Main explanatory variable: The fulfilment of the Dutch quantitative
liquidity requirement
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• Introduction of Basel 3 Liquidity Coverage Ratio

• Due to the high run-off assumptions, particular concerns regarding
hampering of the interbank market

• Very little to no empirical evidence
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Discussion

• Coeur (2012): "It is important that the [LCR] does not hamper the
functioning of [...] interbank funding."

• Noyer (2010): "The new liquidity ratios therefore cannot be applied
as they stand as they do not take into account all their
consequences on [...] the functioning of the interbank market, the
level of intermediation or the conditions of monetary policy
implementation."

• Schmitz (2011) argues that the LCR disincentivises banks to lend
and/or borrow on the unsecured money market.

• Other: No direct effect of the LCR on loans with maturities shorter
than 30 days but on loans with maturities longer than 30 days



Introduction Background Methodology Findings Conclusion References

Discussion

• Coeur (2012): "It is important that the [LCR] does not hamper the
functioning of [...] interbank funding."

• Noyer (2010): "The new liquidity ratios therefore cannot be applied
as they stand as they do not take into account all their
consequences on [...] the functioning of the interbank market, the
level of intermediation or the conditions of monetary policy
implementation."

• Schmitz (2011) argues that the LCR disincentivises banks to lend
and/or borrow on the unsecured money market.

• Other: No direct effect of the LCR on loans with maturities shorter
than 30 days but on loans with maturities longer than 30 days



Introduction Background Methodology Findings Conclusion References

Discussion

• Coeur (2012): "It is important that the [LCR] does not hamper the
functioning of [...] interbank funding."

• Noyer (2010): "The new liquidity ratios therefore cannot be applied
as they stand as they do not take into account all their
consequences on [...] the functioning of the interbank market, the
level of intermediation or the conditions of monetary policy
implementation."

• Schmitz (2011) argues that the LCR disincentivises banks to lend
and/or borrow on the unsecured money market.

• Other: No direct effect of the LCR on loans with maturities shorter
than 30 days but on loans with maturities longer than 30 days



Introduction Background Methodology Findings Conclusion References

Discussion

• Coeur (2012): "It is important that the [LCR] does not hamper the
functioning of [...] interbank funding."

• Noyer (2010): "The new liquidity ratios therefore cannot be applied
as they stand as they do not take into account all their
consequences on [...] the functioning of the interbank market, the
level of intermediation or the conditions of monetary policy
implementation."

• Schmitz (2011) argues that the LCR disincentivises banks to lend
and/or borrow on the unsecured money market.

• Other: No direct effect of the LCR on loans with maturities shorter
than 30 days but on loans with maturities longer than 30 days



Introduction Background Methodology Findings Conclusion References

The Dutch quantitative liquidity requirement

1. Introduced in 2003

2. Scope: All banks, clearing institutions and collective investment
schemes

3. Consolidated on the banking group level

4. Monthly reporting with stress scenarios of 1 week and 1 month

5. Minimum requirement which was a binding constraint when
introduced

6. Available liquidity > Required liquidity

7. Main differences with LCR:

• HQLA: haircuts, more diversification
• Outflows: No distinction between stable and unstable deposits,

higher run-offs
• Inflows: No Cap on inflows compared to outflows
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The liquidity variable

0
.2

.4
.6

.8
1

S
ha

re
 o

f L
O

W
 b

an
ks

2004m1 2006m1 2008m1 2010m1 2012m1

• Dummy which is 1 in case 90%<LR<110%

• 536 cases (22%)

• average time 4.4 months, median 2 and maximum 54 months
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• Steady improvement starting in November 2007

• Crisis puts pressure on liquidity position but quick recovery
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Empirical model

∆Lit =β0 + β1LOWi,t + β2Loani,t + β3Banki,t + β4RLATi,t + β4CCPi,t +εit

• LOW: Liquidity variable
• Loan: Maturity of loan i, t

• LongLen:share of loans longer than 30 days over total loans

• Bank: Matrix of characteristics of bank i, t

• Capital

• RLAT: Relationships (Based on Cocco et al. (2009)

• borrower preference index weighted by the lender preference index

• CCP: Health of borrowing counterparts

• Volume weighted average capital ratio of counterparts

• Crisis dummy: 1 after failure of Lehman Brothers
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Sensitivity

1. Various definitions of LOW

2. Liquidity ratio as continuous variable

3. Lagged variables

4. Split dataset in small and large banks

5. Heckman 2 Stage Estimation

6. Crisis
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Main Findings

1. Effects of liquidity regulation on interest rates:

• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:

• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)

• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:

• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days

• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:

• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:

• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:

• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:
• Reduces lending during stress

• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:
• Reduces lending during stress
• No particular effect on longer maturities

• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Main Findings

1. Effects of liquidity regulation on interest rates:
• Increases interest rates (lending and borrowing)
• Especially for maturities longer than 30 days
• Health of counterpart and relationships important driver

2. Effects of liquidity regulation on volumes:
• Reduces lending during stress
• No particular effect on longer maturities
• Health of counterpart and relationships important driver



Introduction Background Methodology Findings Conclusion References

Conclusion

• Aim of liquidity regulation

• More stable and less vulnerable banks
• Incentivize banks to rely less on short-term unsecured funding but

on liquidity buffers

• Effects on the interbank market?

• Increases interest rates of short-term unsecured loans
• Reduces volumes of short-term unsecured loans

• What to make of it?

• The DLCR does exactly what it is supposed to do
• Extend the buffer definition during stress
• Clarify the usage of the buffer during stress
• Rethink monetary policy framework
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