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What is Liquidity?

The capacity to readily meet cash and collateral 
obligations at a reasonable cost.  

Maintaining adequate levels depends on the 
institution’s ability to meet expected and 
unexpected cash flow and collateral needs 
without adversely affecting daily operations or 
financial performance.
 *FDIC/OCC/Federal Reserve Liquidity 



Sources of Liquidity

Pools Flows

Contingency Plan



Liquidity is a Balancing Act

Balancing act: liquidity levels and net interest margins 

• Too much liquidity – weak earnings, bank 
performance

• Too little liquidity – stressed financial impact

• Balanced – strong earnings, protection of bank



Liquidity Trap

Typically, the more liquid as asset or liability, the lower the rate earned or paid.

Regulatory pressure to:
• Increased levels of liquid assets
• Lower levels of volatile liabilities
    (Large deposits, brokered CDs, wholesale funding)

Impact:
• More liquid assets = lower yield on assets, downward pressure on earnings
• Less volatile liabilities = more core funding

  



Common Regulatory Liquidity Ratios

Net Non-Core Funding Dependence > 
$250,000

Short Term Non-Core Funding as a percent 
of Total Assets

Core Deposits as a percentage of Total 
Assets



Regulatory Liquidity Ratios

Lacks information on asset cashflows available for 
funding needs.

Considers time deposits > $250,000 volatile and 
potentially unstable but not core deposits.

All ratios are backward looking, not forward looking.

Defining the “core deposit” relationship is subjective.

Limitations:



Liquidity in the Investment Portfolio

V.



Liquidity Cycles

• High loan/deposit ratio

• Increased use of non-
core funding

• Fast loan growth

• High levels of cash

• Slow loan growth

• Increased levels of 
loan paydowns

2018 - Need 
Liquidity

2022 - Need 
Liquidity

2020 - Too much 
Liquidity



Current Liquidity 

• Previous fast increase in ST market rates; inverting the yield curve
• Volatility, uncertainty
• Competition from non-traditional providers
• Economic hardships and lack of consumer funds increase competition for 

deposits
• Deposit longevity/stability uncertain
• Asset-sensitive balance sheet will lose earnings when rates inevitably fall
• Variable rate loan portfolio will reprice down
• Prepayment speeds will increase when rate fall



Current 
Liquidity: 

Loss of 
Deposits



Current 
Liquidity: 

Unrealized 
Loss on 

Investments



Putting the Pieces Together: Managing Liquidity



Slot cash flows into 
time buckets and get 
a sum for assets and 

liabilities

3
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Liquidity Gap Analysis Steps

Calculate liquidity gap 
(asset cash flows 

minus liability cash 
flows)

4

Determine cash flows 
for interest-earning 
assets and interest-

bearing liabilities

2

Determine periodic 
and cumulative gaps 

(asset sensitive or 
liability sensitive?)

5

Define Maturity 
Buckets

1



Liquidity Gap Analysis 
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Cumulative gap:

15-28 days
-49,428

29 days-3 months
-38,811

Over 3 to 6 months
7,037

Over 6 to 12 
months
-13,540

Over 1 year
8,361



More Liquidity Ratios

• Liquidity coverage ratio (LCR) – liquid 
assets/net cash (out) flows over next 30 days

• Basic Liquidity Ratio (BLR)

• Short-term investments to short-term non-core 
funding

• Short-term assets to short-term liabilities

• Net loans to deposits
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Basic 
Liquidity 
Ratio 
Ratios: Basic 
Liquidity

20



Liquidity Trigger Ratios - 
Canary

• Using the OCC Canary Ratios as a Guide helps pinpoint 
potential concern or deeper review

• The following ratios and trigger limits are regulatory 
guidelines

• Net loans/total deposits <= 75%
• Net noncore funding dependency <= 20%
• Net short-term liabilities/ total assets <= 15%
• On hand liquidity/total liabilities <= 15%
• Wholesale funding/total funding > 15%

• Use historical trends to show past liquidity management 
process 
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Liquidity Red Flags
• Significant increase in reliance on wholesale 

funding.

• Significant increases in large time deposits (CD’s), 
brokered Deposits, or

• Deposits with interest rates higher than current 
market rates.

• Significant increases in borrowings.

• Significant increases in dependence on funding 
sources other than core deposits.

• Declines in the level of core deposits.

• Significant decreases in short-term investments.
22



ALCO Agenda 
– IRR and 

Liquidity and 
Funds 

Management 

• Liquidity & Funds Management

• Deposits and Borrowing
• Sources and Uses of Funds
• Liquidity Back Testing
• ALM Modeling Results - stress testing, comparison of 

actual results to targets/benchmarks, mitigation 
efforts for out-of-tolerance results

• Investment Committee Reporting
• Strategy Update
• Investment Activity & Portfolio Reports
• ALM First Investment Portfolio Analysis
• Treasury Yield Report
• Contingency Plan Update
• New Product Offerings and Impact on ALM
• Policies Approval (usually annually)
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Periodic monitoring 
through stress 

testing, comparison 
of actual results to 

targets/benchmarks, 
mitigation efforts for 

out-of-tolerance 
results

3
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Liquidity and Funds Management Process

Periodic reporting of 
liquidity reports to 

senior management, 
board of directors 

(ALCO)

4

Daily analysis of 
liquidity and funds 

management position 
and resolutions

2

Periodic contingency 
plan update for 

economic, regulatory 
and institution-

specific strategic plan 
changes

5

Establish policies and 
procedures (liquidity 

benchmarks, 
monitoring, 
reporting, 

responsibilities, 
governance and 

controls)

1



Liquidity and 
Funding Policy 

Elements

• Corporate Governance
• Liquidity and Funding Strategy
• Key Liquidity Ratio Limits and Metrics
• Funding Mix and Allowable Gaps
• Reporting
• Early Warning Systems in Place
• Contingency Funding Plan
• Stress Testing
• Model Validation
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Regulatory 
Role

• CAMELS (“L” is liquidity)

• Liquidity Risk Focus:
• Should employ both quantitative targets and qualitative 

guidelines such as:
• Cash flow mismatches or gaps (sources and uses of 

funds) over specified future short-and long-term time 
horizons under both expected and adverse business 
conditions

• Target amounts of unpledged liquid asset reserves
• Funding concentrations that address diversification 

issues, such as dependency on a few large depositors or 
sources of borrowed funds

• Contingent liability metrics, such as amounts of 
unfunded loan commitments and lines of credit relative 
to available funding. Potential funding of contingent 
liabilities, such as credit lines and commercial back-stop 
lending agreements, should also be appropriately 
modeled and compared to policy limit
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Contingency 
Funding Plan

• Determine contingent funding sources given the stress scenario 
• Depending on nature of crisis, wholesale sources may be 

limited
• Secured funding
• Liquidation of unencumbered assets, where possible

• Identify a crisis management team in charge to provide :
• Early warning signs
• Action plan to take during a given level of stress
• Communication plan with counterparties, large investors, 

correspondent banks, vendors and regulators involved
• Identify reporting measures and escalation process
• Link with other contingent activities such as the Business 

Continuity Plan of the bank
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Liquidity Stress Testing

28

Stress Event Warning Indicators Monitoring

Large depositor withdrawals Customer feedback, competitor specials, level 
of transactional deposits (not relationship 
deposits), economic/access to markets events 
or bank-specific events

Change in deposit balances report; CD 
redemption report; deposit runoff reports

Deterioration in asset quality Deteriorating trends in loans past-due and 
downgraded; decline in earnings

Loan loss provision; risk rating change 
reports, past-due reports, local economic 
triggers; NIM reports

Negative press event (regulatory, system 
issues, release of negative financial info)

Deterioration in one of the CAMELS, net 
losses, failure of bank systems 

Capital reports, asset-quality, management 
turnover, systems reports

Low Probability or Frequency/High Impact Scenarios-Market & Institution Specific



Liquidity 
Stress Tests

Other Stress Considerations:
• Immediate runoff of all uninsured 

deposits
• Double and cut in half core deposit betas 

and lags (also a stress test of key 
assumptions)

• No wholesale funding available
• Assume a significant “haircut” on the 

liquidation of unencumbered assets
• Double the assumption for disbursement 

of unfunded loan commitments
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Wrap Up

1
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3

4

What is Liquidity?

How can we obtain Liquidity?

How we measure Liquidity

Managing Liquidity

Stress Testing 
5



Questions?



Thank You!
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