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repricing, 64
required stable funding (RSF), 186, 186
residential mortgage backed security (RMBS)

market, 65, 66
resilience, short-term, 177, 178
retail deposits, 178

definition, 181
retail funding risk, 44, 45–6, 50, 52–7, 55, 57

funding sources, 52
scorecard approach, 54–7, 55, 57
UK, 2 x 2 deposit stability method, 52–4, 52,

54
reverse stress testing, 146
risk, 89

asset, 44, 44, 64–5
avoidance of, 10
basic, 18
business, 31
call, 29
cliff, 93
contagion, 31–3, 48, 63, 66–7
contingency liquidity, 29, 61
correlation, 44, 66–7
counterparty, 8, 174
country, 9
credit, 8–9, 10, 20, 30, 31, 70
cross-currency liquidity, 44, 63
execution, 9
financial, 7–9, 8
foreign exchange, 9
franchise-viability, 44
interest gap, 15–16, 18
interest rate, 9, 10, 18, 97
intraday liquidity, 44, 57–60, 59, 145–6
intragroup liquidity, 44, 60–1
legal, 9
lending, 8, 10
liquidity see liquidity risk
low probability high impact, 45
market, 9, 18, 31
market liquidity, 26, 29
maximum gap, 74–5
mitigation, 10
operational, 9
origin of, 29
regulatory, 9
retail funding see retail funding risk
term, 29

risk appetite, 39–40, 69–79, 89, 126
appropriate level, 70, 71–3
Barclays Bank, 71
liquidity reserve, 24, 76–9
liquidity risk tolerance limit approach, 72
minimum liquidity reserve amount, 73
minimum survival period, 73
qualitative measures, 72
quantitative measures, 72
review of, 78–9
scenario-based limits, 73

risk appetite statement, 69–70
drawing up, 70–6

risk aversion, 95
Risk Committee, 169, 170
risk horizon, 124
risk limits, 19–20
risk management, 3, 9–11

acceptance, 10
avoidance, 10
mitigation, 10, 96
transfer, 10

risk scenarios, 73, 75
risk tolerance, 86
risk-reward relationship, 70–1
RMBS (residential mortgage backed security)

market, 65, 66
rollovers, 93
RSF (required stable funding), 186, 186
run-off rates, 114, 131, 178, 179

sale of assets, 24, 26, 31, 161
scenario-based stress testing, 73, 75, 127

analysis of outcome, 141–5, 142–5
Contingency Funding Plan, 126, 126, 155
definition of scenarios, 134–5, 135
deterministic, 128–9
increased frequency, 157
liquidity coverage ratio, 131–2
playing out, 135–41, 136, 138, 139
sensitivity analysis, 145
step-by-step approach, 133–4
survival horizon, 144

scorecard approach, 54–7, 55, 57, 90–1
secured borrowing, 124, 160–1
secured funding, 92, 94
securities houses, 11
securities lending, 93
securitization, 35, 48, 61, 90, 92, 113, 158, 174,

161
self-sufficiency, 60
senior management, 83–4
sensitivity analysis, 29, 125, 145
sensitivity-based stress testing, 127
settlement risk, 9
short-term cash flows, 29, 43

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



JWBK618-IND JWBK618-Adalsteinsson Printer: Yet to Come April 24, 2014 6:58 Trim: 244mm × 170mm

200 Index

short-term funding, 92, 93, 115
short-term funding gap, 51
short-term maturities, 51
short-term resilience, 177, 178
shot gun approach, 2
Single Rulebook, 176
SIVs (special investment vehicles), 48, 95
Six Step Framework, 4, 5, 5, 30, 35–41, 39

Contingency Funding Plan, 45, 123, 146–66
governance and high-level policy, 81–109
quantitative liquidity risk framework, 111–22
reporting and management information,

169–72
risk appetite, 39–40, 69–79
Sources of Liquidity Risk, 43–67
stress testing, 6, 29, 38, 39, 71, 77, 85, 94, 116,

123–46
SLRP (Supervisory Liquidity Review Process),

130
small-to-medium size enterprises (SMEs), 45–6,

67, 140, 183
SMEs (small-to-medium size enterprises), 45–6,

67, 140, 183
solvency, 25, 30–1
Sources of Liquidity Risk, 43–67, 44

asset risk, 44, 64–5
contagion risk, 31–3, 48, 63, 66–7
correlation risk, 44, 66–7
cross-currency liquidity risk, 44, 63
funding concentration risk, 44, 65–6
funding cost risk, 44, 44, 63–4
individual/idiosyncratic, 43, 44
intraday liquidity risk, 44, 57–60, 59
intragroup liquidity risk, 44, 60–1
off-balance sheet liquidity risk, 44, 61–3
retail funding risk, 44, 45–6, 50, 52–7, 52, 54,

55, 57
systemic, 43, 44
technical/timing, 43, 44
wholesale funding risk, 44, 45–50, 51

Sources of Liquidity Risk Report, 39, 90
SPADE see Contingency Funding Plan
special investment vehicles (SIVs), 48, 95
stability, 89
Standard and Poor’s balance sheet ratio method,

114
stickiness of funding sources, 52, 53
stock-based stress testing, 134
stress assumptions, 181–5, 182, 184
stress testing, 6, 29, 38, 39, 71, 77, 85, 94, 116,

123–67
alert levels, 129–30, 129
choice of model, 126–7
deterministic (‘what if’) approach, 127–9,

131–2
glide-path ratio, 130
performance of, 124

principles, 125
reasons for failure, 124–5
reverse, 146
scenario-based, 73, 75, 127

analysis of outcome, 141–5, 142–5
Contingency Funding Plan, 126, 126, 155
definition of scenarios, 134–5, 135
deterministic, 128–9
liquidity coverage ratio, 131–2
playing out, 135–41, 136, 138, 139
sensitivity analysis, 145
step-by-step approach, 133–4
survival horizon, 144

sensitivity-based, 127
severity, 129–32, 129
stock-based, 134
time horizons, 132–3, 133
VaR model, 127
within Six Step Framework, 126, 126

Stress Testing at Major Financial Institutions:
Survey Results and Practice, 124

structural liquidity risk, 29
structured investments, 1
subprime mortgages, 1, 66, 105
Supervisory Liquidity Review Process (SLRP),

130
survival time period, 75–6
SWOT analysis, 66
systemic liquidity risk, 43, 44

tactical liquidity risk, 29
technical liquidity risk, 43, 44
term deposits, 107
term risk, 29
time-specific payments, 60
timing of cash flows, 43
tolerance limit approach, 73–5

cap on maturity gap funding, 74–5
ceiling on borrowing, 74
concentration limits, 74
maximum LDR, 74

too big to fail, 32
top-down approach, 4, 16, 20, 36, 37, 39, 76, 84
total payments, 59–60
trading book, 174
transfer pricing curves, 99, 100–1, 100
transformation risk, 12
trends vs. numbers, 170
triggers, 151, 152, 164–5

hard, 165
two by two deposit stability method, 52–4, 52,

54

UBS, 105
UK

2 x 2 deposit stability method, 52–4, 52, 54
BACS payment system, 57

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



JWBK618-IND JWBK618-Adalsteinsson Printer: Yet to Come April 24, 2014 6:58 Trim: 244mm × 170mm

Index 201

Individual Liquidity Adequacy Assessment,
37–8

liquidity reserve, 78
Northern Rock, 33, 48, 66
Prudential Regulation Authority, 33, 41, 44, 64,

67
unencumbered assets, 119
unpredictability, 10–11
unsecured borrowing, 74, 160
unsecured funding, 92, 157
USA

bank failures, 32
Bear Stearns, 65, 66
Countrywide, 48
Dodd-Frank Act, 176
Federal Reserve System, 176
subprime mortgages, 1, 66, 105

value at risk (VaR), 18
vanilla fixed income instruments, 1
VaR stress test model, 127

what-if (deterministic) approach to stress testing,
127–9, 131–2

wholesale deposits, 178
wholesale funding risk, 44, 45–50, 51

advantages, 48–9
disadvantages, 49
emphasis and benefits, 46–9
new and recycled funds, 46, 47

yellow alert level, 129, 129, 154
possible actions, 156–7

yield curve shifts, 18
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