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AHHOTAIIUSA

B mHacrosimiee BpeMs OOJBIIMHCTBO OaHKOB TaK WM HMHAYE CaMOCTOSATEIBHO
pa3pabaThIBalOT COOCTBEHHYIO MOJMTHUKY YIPaBJICHUS pUCKaMH JHUKBUAHOCTHU. [Ipu
ATOM 3TH OaHKKW JIOBOJIBHO YacTo NpeHeOperaroT BHEIIHUMH (aKTopamu,
OKa3bIBAIOIIMMH BIUSHUE HA JIMKBUAHOCTh, MPUHUMAsi BO BHUMAaHHUE JIMIIb OOIIMN
KOMIIOHEHT pucKa B (PMHAHCOBOH cucTteMe. B cBsi3u ¢ 3THUM MBI IipenaraeM OaHkam
AMIIMPUYECKU BBISBIIATH IPOOJIEMBI, CBA3aHHBIE C MPHUHATHEM pemieHus. C npyroi
CTOPOHBI, CYIIECTBYIOT HHCTPYMEHTBI, B TOM YHUCJIE YCTAaHOBJIEHHBIE PETYISITOPOM,
CTUMYJMpYIOIIME OaHKM B KayecTBE aJbTEPHATUBBI pa3pabOTKH COOCTBEHHOU
MOJINTUKU HWCIIOJIb30BaTh KOJUIEKTUBHBIE CTPATErMH MPUHATHS PUCKOB, YTO MOXKET

YBCIIMYUTDH CUCTEMHbIN pHUCK
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Abstract

Most Banks independently enhanced their liquidity risk management policies one
way or the other. In doing so, these banks out of neglect did not take into accounts the
associated externalities which were created by way of some of the choice of decision
the took with regards to the general risk component within the financial system. In
view of this we try to reflect on the banks problems caused by their choice of
decision empirically. On the other hand, there may be incentives, associated for
instance to the role of the main regulator, for banks to enhance their choices not
rigorously at the individual level, but appealing as an alternative in collective risk

taking strategies, which may increase systemic risk.
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Overview

The liquid liabilities of Banks within an economy could generally be packaged
as illiquid claims which could be considered as loans by way of extension. The role
of Banks in this regard as intermediaries make them rely on maturity mismatches
amongst other assets as well as other liabilities which makes the banks find
themselves in extremely exposed positions with regards to the risk of funding which
is a liquidity risk and or the general runs within the [1]. There is massive literature
regarding the subject matter, whilst on the other hand there is surprisingly limited
empirical evidence on banks’ developmental mismatches notwithstanding their
exposure to the risk of liquidity which could be associated to funding. It is in view of
this that we do an empirical assessment on the subject matter.

Methodology

To begin with, we set a multivariate by assessing the impact of other banks

liquidity decision within a particular industry, eg. Banks within Russia i.e Sberbanks



liquidity decisions as against that of let’s say Gazprom Banks liquidity decisions.

This could be assessed by employing the formula below defined as (1)

Ligx; =xy+; + B Capital;,_, + f,Banksize; + [sprofitabilty;,_4
+ B,Cost_inc;;—1 + PsLend_speci;—1 + Lo (Liq — xjp—1) + iy + &

based on the parameters of equation (1) above, we then generate the equation below
as equation (2)

Ligxjt
Nit—1

Ligx; =xXq+;+ o X + Bycapitaly,_, + B,capitaly;_, +
pobanksize;; + Bsprofitabilty;;_, + [,Cost_inc;_1 + Pslend_spec;i_1 +
Be(Liq — xjr—1) + i¢ + &
thus, representing the average liquidity indicators of peer or other banks as well as all

the parameter’s and or variables as stipulated in the first equation (1)

In a multivariate setting, the effects of a peer banks decision taking choices
with respect to liquidity could be determined by employing the version as stipulated
below:

Ligx;
Ligx;; =xy+o;+ B, Z N q_]; + Bicapital;;_; + B,capital;;_; + Prbanksize;;
it

+ Bsprofitabilty;,_; + fiCost_inc;;_4 + Pslend_specis_4
+ Be(Liq — xj0—1) +ir + &

where
Ligxj;
Nit - 1

Jj#i

We then determine the coefficient S, by taking into account the degree by which a

banks choice of liquidity decision reflects that of the group it finds itself.



This assessment notwithstanding entails sever macroeconomic challenges; this

stem from the postulates not limited to;

— Arguments as to how peer (competitor) choices may affect the decisions of a
specific bank,

— Our inability to rule out the fact that the decisions of a bank will not, in turn,
affect the choices made by its competitors and or other players within the

same industry.

This is however captured in the works [2] as a reverse causality problem in peer
effects is commonly stated to as the reflection problem. Manski in his works

distinguishes three different extents of peer effects:

1) The exogenous or contextual effects, that is related to the impact of
exogenous peer features;

i) The endogenous effects, rising from the effect of peer results (i.e., peers
(competitors) liquidity choices); and

1)  The correlated effects that simultaneously affects the major elements of

the peer group.

It is however empirically challenging to separate these effects. [2] However argues
that the difficulties arise from the difference between effective peer effects (which
are either endogenous or exogenous) from that of other correlated effects. Moreover,
the proof of endogenous and exogenous effects could be challenged by the reflection
problem, as the peer decision which occurs simultaneously could result in a perfect
collinearity which would exist between the expected mean outcomes of the group as

well as its mean characteristics, as stipulated in the works of [3] as well as that of [4].

We can realize from this work that an assessment of the second equation i.e.
equation (2) does not give room for accurate assessment of peer and or competitor
effects, our response to this inaccuracy could be rectified by the use of an instrument

as a way to mitigate the corresponding problems in lieu of endogeneity. There is



further assertion in the work of [5] suggestion that this problem regarding the
reflection issue could be rectified by incorporating an instrumental variable which
will directly affect the results of some of the members of the peer group.

Works by researchers [6] as well as that of [7], suggests that such an
instrument need be orthogonal to systematic and or show herding effects. Using this
assertion, we then employ the values stated as predicted values of the liquidity
indicators of the peer banks with emphasis on the determinants regarding the
regression of the liquidity indicators. In doing so, we could realize that the predicted
values will depend on the bank characteristics within the peer group, without bank i.
It is worthy to note that these predicted values depend solely on observable bank
features and thus be orthogonal to systematic or show herding effects. We can then
suggest that the predicted values in respect of the liquidity indicators of these peer
banks must not indirectly affect Ligxi: the banks liquidity indicators of the bank i at

time t, since the predicted values are centred solely on the observable bank features.

We then try to control the time effects, and it could be done by being able to
orthogonalize all the systematic shocks in the banks. This notwithstanding, there’s
the need for the predicted values of the peer banks to be highly correlated with
regards to the average liquidity indicators which were observed as part of our

possible endogenous variables.

Our instrumental variables approach is thus equivalent to that of the estimation, i.e.

Ligxj¢
Nit—1

Ligx;, =Xo+X;+ Bo Y. + Bicapital;;_, + B,banksize;, +

Bsprofitability;, + B,Cost_inc;—, + Pslend_specis—q + Be(Liq — Xjr—1) + iy +

it

where the first step equation is



Ligx; Ligx_predx;
q_]t = Ko+t y, E qup_ 1 A + Bicapital,_, + Bbanksize;,
it

+ Bsprofitability;._, + BsCost_incj._1 + Pslend_spec;,_4

+ Be(Liq — Xjp—1) + i + &t

In this way
Ligxj;
Nit - 1

VE

signifies the average predicted values for Ligxi: for the peer group

As employed in the equation:

Liq_predx;;
=, +X;+ ficapital;;_, + B, Banksize;; + B;Profitability;,_4
+ f,Cost_inc;;—4 + PsLend_spec;;—1 + Lo (Liq — Xj1—1) + i;

we are however able to ascertain peer effects having dealt adequately with the
problem of reflection, and we would have realized biased results if we had ignored

the problem.
Conclusion

Previous works however defines the benchmark peer group as the banks
operating within the same country and within the same year. These banks are
however the banks that is most probable to employ collective risk-taking actions by
virtue of the implicit or explicit bailout anticipations. That is to say in Russia for

example, a number of banks engage in funding liquidity strategies which they



consider globally risky (for example, too much dependence in short term debt in
terms of financing long-term assets or projects or there tend to be large funding gaps
or in situations where players in the industry tend to tap persistently into the interbank
markets). When most banks employ these strategies simultaneously, there tend to be
an automatic increase in the level of systemic risk. As argued in the works [8] and
that of [9], the central bank as a lender of last resort is not necessarily going to bail
out a bank that gets into crisis due to its own distinctive wrong choices (if not this
supposed bank is clearly too big to fail as perceived in the 2007-2008 financial crisis).
Nevertheless, it is noteworthy that when a number of banks are at risk, the onus lies
on the lender of last resort to take the necessary actions to have a systemic risk
approach to bring sanity in the industry. When this happens the probability of a
bailout thus increases, should one of these banks finds itself in a crisis there is

likelihood of other banks following afterwards.

With this in mind, a given bank within a country has clearly high incentives to
involve in related risky but profitable methods. Nonetheless, same cannot be assumed
for a bank operating within a different country, where the work of the central bank is

quite different. This notion justifies the need for reference peer group.
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