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Received: 20 Dec 2024 Banks with a significant portfolio of commercial or corporate loans should pay close

attention to the correlations between liquidity, loan pricing, and a specific combination

of external and internal factors. This study highlights the combinations of these factors

Accepted: 28 Feb 2025 that significantly impact bank liquidity and, ultimately, solvency. The extensive body of
literature that we scrutinized makes two major assumptions. The first assumption is that
they consider the impact of these factors on a bank’s liquidity at an individual, isolated
level. The second assumption is that the bank portfolios are completely diversified. This
traditional approach may not be suitable for larger banks with a significant portfolio of
corporate loans or facilities. These banks may not conform to the assumption that their
portfolio is completely diversified. Our study also indicates that unique combinations of
these factors have a much more profound and distinct effect on the bank’s liquidity and
vice versa. Corporate loans and facilities pose the most significant challenge due to loan
contracts/covenants and a shallow secondary market for corporate loans. This results in
locked-down liquidity, causing that stress to permeate to other parts of the bank,
particularly when combined with the drawdown of OBS facilities.
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When these internal factors are combined with multiple external factors, they cause
unpredictable areas of stress on the least expected areas of the bank, forcing it to fail
rapidly. This was proven in the case of RBS in 2015 and SVB in 2023.

Banks that can identify correlations between these factors and stress-test these
assumptions based on their portfolio size and diversification with specific importance to
individual loan contracts would be better positioned to meet rapidly changing demands
without impacting their liquidity or solvency. This paper aims to fill the research gap by
analyzing the correlation of factors and the impact of that correlation on both liquidity
and pricing of loans to corporates.
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STRUCTURE

This paper is organized as follows:

1. It starts with an abstract that concisely summarizes the paper, including research objectives,
methodologies, key findings, and implications.

2.  The introduction section provides an overview of the research topic, justifies the significance of
the study, and presents research objectives and hypotheses.

3.  This is followed by an analysis of existing literature on the topic, discussing key theories,
concepts, and models related to the topic.

4.  Next comes the methodology depicting the data collection process, qualitative analysis done on
the data, and methodology limitations.

5.  We then identify and analyze the various factors affecting bank liquidity and loan pricing,
explaining the importance of each factor individually and, more importantly, the correlation
between those factors that cause the most impact.

6. We then interpret the results, lay out implications for the banking industry, our study’s
potential limitations, and suggestions for future research.

7. Lastly, we conclude with key findings and practical implications of the research and ends with
suggestions to banks and further research areas.

INTRODUCTION

This study examines how a bank with a heavy portfolio of commercial loans/OBS facilities can
be quickly and deeply impacted by a combination of correlated external and internal factors that impact
liquidity, assets, liabilities and the pricing! of commercial loans, leading to possible failure of the bank.
The external factors of this study include regulatory needs, interest rate fluctuations, business cycles,
monetary policy, the impact of existing loan contracts, liquidity preference of depositors in the
economy, market volatility, maturity of payment systems, and operational requirements. We examine
each factor’s role in lending and pricing decisions in correlation to other factors. The primary internal
factors in this study include asset and liability management (ALM), risk appetite and risk policy of the
bank, customer segmentation, profit targets, and economic capital, among other factors unique to each
bank. Instead of examining these internal factors individually, we paired them with correlated external
factors to identify multiplying factors that impact a bank’s liquidity and, subsequently, its corporate
loan portfolio.

A bank is a unique institution that converts illiquid assets into liquid assets, thereby making
itself illiquid in the process, based on a future expectation that the bank’s liquid assets would be
returned to it later. It does this by accepting deposits, frequently payable on demand, and lending these
funds to borrowers, frequently on longer terms. This creates an illusion where both parties think they
have immediate and complete access to the money. Liquidity management is the art and science of
managing the expectations of depositors and borrowers in such a way as to convince them that the bank
has enough assets to meet their reasonable demands for liquidity.

Hence, the bank is forced constantly to maintain a balance of liquid assets, whose nature
changes rapidly and unpredictably. An asset that’s liquid today may not be so tomorrow.

Corporate borrowers offer a complicated challenge. The amounts involved are much more
significant individually, structured into unique contracts and covenants that the bank cannot
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unilaterally revoke, and are unpredictable regarding drawdowns and the activation of credit guarantees
in the case of OBS facilities. Approximately 10% to 48% of a bank’s lending portfolio is allocated to
corporate lending or facilities, which may be on-balance-sheet or off-balance-sheet (OBS). OBS facilities
tend to be used on demand based on borrower preferences.

Changes in external liquidity factors beyond the bank’s control will negatively impact corporate
lending and loan pricing more than other lending facilities. When banks face a liquidity crisis, it is
usually due to a combination of multiple factors that become correlated and multiply the impact. Such
combinations force the bank to adopt processes it would not undertake if exposed to a pure retail market
for its loans. This paper seeks to identify factors impacting liquidity, corporate loan lending decisions,
and pricing. We use the terms commercial bank and bank interchangeably to indicate a bank
specializing in corporate lending.

LITERATURE REVIEW

A review of the existing literature reveals the factors that cause liquidity restrictions and their
effect on the cost of commercial loans.

As Attakai, Mark, and Suresh (2011) observe, corporations that face a liquidity crunch attempt
to utilize their loan commitments to manage the same. This would mean that a corporation would more
likely draw down on a bank facility if it faced a liquidity crunch. If this environmental condition impacts
the bank simultaneously, it loses liquidity when it needs it the most.

Mikael and Soren(2015) state that during financial stress, especially on days with large payment
activity, banks short on liquidity tend to pay a higher cost when borrowing in the market.

Berlin and Master (1999) conducted a seminal study that illuminated the issue of information
asymmetry by highlighting the significance of personal relationships in determining business loan
prices. This vital work paved the way for subsequent research by Delis and Kouretas (2011), who proved
that low interest rates substantially increased bank risk-taking.

Jiménez et al. (2012) and Ioannidis et al. (2020) state that monetary policy easing results in
lower loan spreads for riskier firms. Their extensive research provides a solid foundation for
comprehending the far-reaching effects of economic volatility on loan pricing.

Santos and Winton (2018) state that banks charge higher rates to corporate customers if the
customer has limited access to outside funding options, including access to the public debt market.
Conversely, the loan spreads are lower if the company has access to public debt markets, even during a
recession.

Poddar, et al (2023) state that a significant interaction and correlation exist between bank
competition, liquidity, and loan pricing during economic upcycles.

Kozo Harimaya and Toshiki Jinushi (2023), state that the Bank of Japan’s QQE2 helped
promote bank lending, thus proving a positive correlation between monetary policy and bank lending.

Carpenter .S, et al (2014) state that bank lending to businesses increased when monetary policy
was eased using non-standard policies in the aftermath of the 2008 crisis.

Boot and Thakor's (2020) analysis contributes to a comprehensive understanding of the
interplay between legislative changes, technological advancements, and broader industry dynamics,
yielding significant implications for bank management.

Yota, Delis, et al (2016) describe how formal enforcement actions against banks hurt loan
pricing and positively affect non-price terms.

Our literature review concludes with the works of Kashyap et al. (2002) and Adrian and Shin
(2010), which analyze the complex realm of liquidity constraints, mark-to-market pricing, and their
significant impact on loan pricing.

The review indicates that the existing body of literature evaluates the impact of individual
factors on a bank’s liquidity based on two assumptions:

1.  The bank’s portfolio is entirely and equally diversified.
2.  The factors impact the bank individually and separately; no correlation exists between them.

Neither of these assumptions is valid in banks with non-diversified portfolios.

Copyright © 2024 by Author/s and Licensed by JISEM. This is an open access article distributed under the Creative Commons
Attribution License which permitsunrestricted use, distribution, and reproduction in any medium, provided the original work is 579
properly cited.



Journal of Information Systems Engineering and Management
2025, 10(36s)

e-ISSN: 2468-4376

https://www.jisem-journal.com/ Research Article

METHODOLOGY

We used qualitative methodologies to evaluate the findings of the topic. This paper's primary
source of information comes from the sources listed in references and literature review. The conclusions
and impact of the analysis are our own.

WHY CORPORATE LOANS ARE IMPACTED MORE

A commercial bank generally lends two types of loans: retail and commercial/corporate. The
retail market consists of low-value, high-volume loans with standardized contracts because of the
similarity of borrower types and limited standardized products. These loans have a deep secondary
market, thus ensuring that the bank can meet unforeseen liquidity demands at a minimal cost. The
retail loan market is also tightly regulated with regard to interest rates and associated fees. As a result,
banks tend to maintain a retail loan portfolio as a steady source of income, with less unpredictable
outcomes, as a low-risk, low-return approach. Usually, banks are rarely distressed liquidity-wise
because of on-balance sheet retail loans. Individual defaults, even when they rise to 8% of the total retail
portfolio, are manageable risks due to a deep secondary markets for retail loans.

Commercial loans, specifically corporate loans, are of much higher value, have a wide variety of
products, and are usually customized for each business need, with no similarity between various
products or business entities. In addition, contingent facilities like Letters of Credit or Credit guarantees
come under OBS+4. Called facilities, OBS introduces drawdown risk, margin calls, and unexpected liquid
asset outflows, which can impact a bank’s asset—liability mismatches. For example, a common loan
product corporations use is the credit line. A credit line offers liquidity to the company when needed
the most. The pricing of a credit line comprises of an undrawn fee and an all-in-drawn fee. The undrawn
fee consists of an annual fee and a commitment fee. The commitment fee is the price that the company
pays the bank to access liquidity on tap. This is the price the company pays to the bank for guaranteed
access to funds anytime during the duration of the commitment. While loan or facility agreements may
share some similarities, each contract is extensively customized to the individual borrower, rendering
them challenging to trade on the secondary market. Additionally, borrowing corporations may place
certain conditions on banks, such as non-disclosure agreements or a complete ban on selling the loan
to another financial institution without the borrower’s express permission.

As explained by Anurag et al, banks price their loans based on expected liquidity in secondary
markets, at least for syndicated loans. Bereft of this secondary market should cause a bank to reprice
loans. However, the bank would be limited by other factors like relationship-based pricing or the danger
of the company foregoing the bank when it has access to other direct access to markets. This would
limit the extent to which the bank can price risk accurately in case of corporate loans or facilities. Banks
can’t and won’t be able to prevent the corporate borrower from drawing down on credit lines when the
bank is facing liquidity issues and trying to raise liquidity in the open market. This negates any addition
of liquidity by the bank. Similarly, the bank can’t foreclose or call in most outstanding corporate
facilities, which were borrowed at lower rates. These features of corporate loans impose constraints on
liquidity, thus exacerbating the outcomes of other factors impacting liquidity. Hence, in retrospect,
these loans and facilities are the first to be impacted by changes to liquidity brought on by external
factors.

IMPACT OF MONETARY POLICY AND ALM

Monetary policy, which combines federal funds rates, open market operations, QE5, and reserve
requirements, plays a vital role in the bank’s ALM¢ and directly impacts commercial loan pricing.

Every central bank action is examined through a narrow spectrum of its impact on NIM or bank
liquidity. For instance, an increase in interest rates of the central bank could lead to higher borrowing
costs for banks, which directly and immediately impacts the bank’s NIM?. Corporations that had signed
contracts at lower rates would find it prudent to draw down on those credit lines to repay any higher-
rate debt they might have. This would lead to a reduction in the liquidity of the bank. Unless the bank
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raised deposit rates, depositor funds would be diverted to money markets offering better rates. This
would result in further reduced liquidity. This was one of the reasons that resulted in the bankruptcy of
Silicon Valley Bank.

If the central bank lowers interest rates, it results in more offtake of new loans at lower rates,
while existing higher rates loans are in danger of being refinanced at lower rates via other banks. This
would increase the bank’s liquidity as loans are repaid but would result in the liquidity flowing out at
lower rates. This depresses the NIM until a new equilibrium is reached. If the bank had offered
committed credit lines at higher rates to corporates, these lines would see reduced drawdowns as
corporates look to lower-cost funds elsewhere. While this would reduce the liquidity outflow, it would
also reduce the NIM as the fee from an unused credit line is much lower.

The outcome of all reductions is for the commercial bank to “search for yield” by investing in
projects of marginal value and inefficient from an investor point of view. The bank may justify this
lending to maintain the profit targets and a lower cost of acquiring funds from the central bank, should
liquidity needs arise. Another monetary tool is QE, which results in the central bank buying large
quantities of financial assets and providing liquidity in exchange. This was done in 2008 GFC and
during the COVID-19 crisis. An outcome of this would be an economic system that suddenly has much
liquidity and a lower cost to acquire them. As stated by Carpenter et al., banks increase their lending at
times of QE. However, corporations with access to public funds, like bonds, would find it cheaper to
borrow directly from bond markets. Other lending restrictions and capital surcharges based on asset
quality would probably prevent the bank from lending to firms whose credit ratings aren’t stellar but
present a profitable ROI. So, unless associated regulations are adjusted, QE as a tool to increase bank
lending would not benefit banks or corporations.

IMPACT OF BUSINESS CYCLES ON LIQUIDITY AND LOAN PRICING

Business cycles of boom and growth profoundly impact a bank’s liquidity and commercial loan
pricing. Examining the start of a business cycle, we find that it starts with a low-interest rate regime
coupled with relaxed capital or liquidity standards. During this stage, banks tend to have higher
liquidity. They would be willing to explore lending to riskier ventures in pursuit of expected returns.
Since banks generally create and inflate asset bubbles during periods of excess liquidity, corporations
would find it cheaper and easier to borrow from banks for longer durations. This would lead them to
explore marginally profitable projects with longer timelines. This results in a surge of investment
funded by borrowings, leading to higher demands for goods and services. Banks will see reduced liquid
assets in their portfolio as lending increases. Once the bank uses this excess liquidity, it will try to
conserve the remaining asset base by curtailing lending or increasing rates to meet economic capital
needs and regulatory requirements. This would raise the borrowing costs for marginal projects that
would stop or reduce borrowings. By this time, the investment projects with longer timelines would be
nearing completion and starting their production cycle. This would cause increased demands for the
same limited resources and increased prices of those input resources. Since the projects had been
started with money borrowed at lower rates, the higher resource costs would partially stress the project’s
profit margins. Banks seeing lesser liquidity in their asset base would raise lending costs to
accommodate scarcity, thus increasing the costs of fresh borrowing.

Increasing prices would raise inflation at this stage, causing the central bank to increase its
lending/discount rates. This automatically raises the cost of borrowing for banks, which now seek to
borrow from central banks to shore up their liquidity needs. This rate increase would be transmitted to
fresh borrowing from those banks, affecting new projects. The bank would re-examine existing lending
facilities. This would result in many marginal projects which thrived on low-interest rates and resource
prices becoming unprofitable. This would lead to failures of those projects and defaults on bank loans,
causing banks to lose massive asset bases and liquidity. This would make the banks borrow at much
higher prices in the open market or from the central bank. A mix of rising defaults and increasing cost
of money would make the commercial banks raise their lending rates, and maybe their deposit rates
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too, if they want to retain deposits. The remaining viable projects would be investments least impacted
by these rapid fluctuations.

Under the ABCTS8 theory, F.A. Hayek states that the prices of lower-order goods closest to the
consumer are least affected by volatility. In contrast, prices of higher-order goods like semi-finished
goods and raw materials are most affected. According to Hayek, time plays a critical factor in the
production cycle, and hence, processes closest to raw materials, like mining, are immediately affected
by changes in their output prices and investments. As the material flows through the production process
into refining and manufacturing, its marginal utility reduces, and the material is less amenable to being
used for alternative purposes. Hence, a borrower who produces higher-order goods would see their
profitability more quickly affected by changes in the business cycle, thus increasing their propensity to
draw down on credit lines or to default on existing loans- both scenarios resulting in a reduction of a
bank’s liquidity. As the produced good goes up the value chain into finished goods, its purpose and
usage become clearer. Companies that had to wait for these semi-finished goods to make consumer-
usable products, like cars, have already invested resources. Hence, they would be least affected by
business cycle changes and less likely to affect a bank’s liquidity.

IMPACT OF REGULATIONS ON LIQUIDITY THAT IMPACTS PRICING

Regulations, in the context of this study, force a bank to take either of two kinds of actions: they
force the bank to either lend or not to lend. For example, the CRA (1977) forced banks to lend to specific
communities by imposing penalties and regulatory actions on the banks not complying. Similarly, the
Dodd-Frank Act forced the bank to have HQLA9 to meet liquidity needs, thus curtailing lending. Banks
tend to hold liquidity buffers above the minimum requirement. This is determined by bank size, profit
goals, and other factors internal to the bank, as explained by Bonner, et al. These regulations, in turn,
influence corporate loan pricing dynamics. Post the 2008 financial crisis, the Basel III regulations
introduced two critical liquidity measures — the Liquidity Coverage Ratio (LCR) and the Net Stable
Funding Ratio (NSFR). A direct result of these regulations means banks are forced to hold a more
significant proportion of low-yield liquid assets. This imposes an opportunity cost on banks, which
might be offset through higher pricing of corporate loans. However, an examination of actual bank
actions (Banerjee & Mio, 2018) indicates loan prices did not significantly increase due to increasing
liquidity needs. The cost associated with maintaining longer-term stable funding, as NSFR prescribes,
could also feed into higher loan pricing (Schmitz, 2017). Corporations prefer banks’ credit lines to other
finance modes as it protects them against shocks to their cash needs.

An indirect outcome of such regulations results in tighter capital regulations that can reduce a
bank's risk-bearing capacity. This causes a shift towards safer but less liquid assets and subsequently
influences loan pricing (Gambacorta & Mistrulli, 2004). In addition, introducing macroprudential
measures targeting specific sectors or risks can lead to changes in banks' portfolio allocations, with
implications for their liquidity management and loan pricing strategies (Aiyar, Calomiris, & Wieladek,
2014).

IMPACT OF TECHNOLOGY, AT AND INSTANT INFORMATION ON LIQUIDITY AND
LOAN PRICING

Banks were the forerunners of adopting technology from the days of adding machines or
pneumatic tubes, telegraphs, or mainframes to today’s AT Models.

The introduction of technology in banks has accelerated the pace of information collection and
data processing. However, it did not change the speed of decisioning, which is still human-dependent.
The introduction of Al brings in the first change where humans can be bypassed in such decisioning
because of how AI perceives the market. Hedge funds and high-speed trading already use limited AI to
decide how the market can go and complete the trades. This type of decisioning is entering retail
banking, where banks make decisions on lending to retail customers based on Al predictions with
minimal or no human intervention. Banks can and should use AI technologies to find correlations
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between economic factors, business cycles, liquidity needs, and company-specific information to price
a loan in real time.

While current commercial contracts prevent the implementation of dynamic pricing because of
covenants between both parties, it is nevertheless a template for the bank to track the borrower’s risk
factor to adjust pricing. Therefore, new contracts are likely to offer this facility. Banks use existing
statistical tools to forecast liquidity needs. However, predicting the ideal liquid assets to carry each day
requires a constant prediction of market conditions, business cycles, depositor preferences for liquidity
and borrower capacity, and other factors. To some extent, the ability to predict exists today. The
willingness of the bank to utilize that capability depends on external and internal [to the bank]
factors.Allowing technology to maintain liquidity is unlike setting cruise controls in a car. The bank
needs to tell the technology team what collaterals to track, how to track them, where to get additional
funds, assets that can be sold or pledged, and track the dependency of those collaterals against others.

This was shown in the 2008 recession when banks tried to sell too much collateral
simultaneously to maintain liquidity and shore up the quality of other collateral. They ended up
depressing the values of all collateral in a downward spiral.Similarly, the collapse of SVB started rapidly
when it tried to sell perfectly good-quality collateral in a market where the values were down. This
caused a run on the bank because of the rapid dissemination of information about the activities of the
SVB. This quickly became self-feeding as depositors started withdrawing massive amounts of liquidity
from the bank, causing it to collapse, as it could not meet the commitments because the liquidity it held
was not sufficiently liquid.

Hence, while technology can improve financial stability, it can exacerbate certain risks.
Overreliance on these tools may result in homogeneity in the decision-making processes across banks,
potentially amplifying systemic risks. Such a scenario could have influenced Silicon Valley Bank's
failure, emphasizing the importance of carefully implementing and managing these technologies.

HOW LOAN COVENANTS RESTRICT RE-PRICING OF LOANS

Loan covenants are essential tools for lenders to mitigate loan risks. These stipulations are
embedded in loan agreements that force the borrower to meet conditions or refrain from taking specific
actions. If these conditions are not met, penalties, loan defaults, or loan recalls may occur. Regarding
loan pricing, covenants might indirectly affect a bank's ability to adjust the pricing of a loan. For
example, a bank may impose covenants that bind loan pricing to specific financial indicators. These
indicators include Loan Value Ratio (LTV), Debt Service Coverage Ratio (DSCR), and Interest Service
Coverage Ratio (ISCR). Such covenants can restrict a bank's freedom to modify its loan pricing based
on changes in market conditions or the borrower's financial health. Let us illustrate this using a couple
of examples.

1. A bank provides a commercial loan to a company with a covenant that specifies that the
interest rate will be adjusted if the company's DSCR falls below a certain level. This covenant restricts
the bank's ability to alter loan pricing independently, as the change in interest rate is tied to the
company's financial performance.

3.  Another loan agreement includes a negative covenant that prevents the borrower from
incurring additional indebtedness beyond a specified limit. Suppose the borrower wants to
refine the loan at a lower interest rate because of improved market conditions. In this case, the
bank may be unable to accommodate this request because it would breach the covenant's limit
on additional indebtedness. In both cases, loan covenants restrict banks’ flexibility in adjusting
loan pricing. This highlights the role of loan covenants in maintaining the lending agreement’s
stability while ensuring that the loan terms remain fair for both the lender and the borrower.

PROPOSITION

As examined, any of these factors can adversely impact a bank’s liquidity. Specifically, in the
case of banks laden with corporate loans, a correlated effect is seen. For instance, a sudden increase in
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Federal Reserve lending rates results in the bank’s treasury bond portfolio dropping in value. Due to
specific contracts, the bank is prevented from raising lending rates on existing commercial
loans/facilities. Should corporates utilize this opportunity drawdown on credit lines, it would reduce
the bank’s liquidity rapidly. Corporate loans have a shallow secondary market due to unique loan
covenants and contracts. This prevents the bank from augmenting its portfolio by borrowing against
the corporate loans or selling them. The bank must offer higher deposit rates to attract fresh deposits
to feed lower-interest loans. In this correlated scenario, the bank rapidly loses liquidity, cannot raise
fresh liquidity without paying a premium, and must sell or pledge low-value, high-grade collateral to
raise liquidity. A similar sequence of steps caused the rapid failure of Silicon Valley Bank in March
2023. Banks with heavy corporate lending portfolios may want to look at the following suggested steps
in addition to their regular risk management:
i Examine each corporate loan contract to identify its ability to be converted into liquid assets.
ii.  Diversify the deposit base by accepting more retail deposits and maintain a higher proportion
of retail deposits if the loan portfolio swerves to corporate loans.
iii. Track, identify, and stress-test combinatory external factors that would impact the bank’s
liquidity.
iv.  Update Models of OBS facilities offered to corporates based on the changing external factors
and stress-test them to identify the areas in the bank most vulnerable to them.
v.  Maintain grades of assets based on their liquidity. This must be monitored frequently and
updated as required, as an asset that is liquid today may not be liquid tomorrow.

CONCLUSION

Banks stand as unique entities capable of generating liquidity, albeit often at the expense of
their own liquidity reserves. This requires a vigilant management of liquid assets as a cornerstone for
bank survival. Unlike their retail counterparts that benefit from a deep, mature secondary market,
commercial loans are particularly vulnerable to external factors that influence a bank's liquidity as they
are mostly illiquid and have a shallow secondary market. This study delves into five pivotal external
factors that significantly affect a bank's liquidity and, by extension, its commercial loan
portfolio.Monetary policy mechanisms, encompassing federal fund rates, open market operations, and
quantitative easing, wield direct influence over liquidity. Alterations in these rates trigger a repricing of
assets and liabilities, thereby affecting the bank's Net Interest Margin (NIM). A diminished NIM may
compel the bank to either elevate loan interest rates or curtail deposit rates, potentially triggering a
deposit exodus to other asset classes.Business cycles, as conceptualized in Monetarist and Austrian
economic frameworks, play a consequential role in shaping monetary policy, liquidity, and loan pricing.
As liquidity contracts, interest rates ascend, jeopardizing the feasibility of marginally viable projects
and escalating the likelihood of loan defaults or restructures.Regulatory frameworks, notably BASEL-
3, mandate banks to maintain a higher cache of low-yield liquid assets, thereby inflating the cost of
commercial loans. Although designed to fortify banks against runs, such prescriptive measures do not
categorically preclude bank collapses. Technological advancements exert immediate and palpable
effects on liquidity. The agility in fund transfers enabled by technology can induce abrupt liquidity
fluctuations, especially during liquidity crunches. Moreover, automated decision-making systems may
inadvertently exacerbate liquidity issues. Loan covenants, particularly in Off-Balance Sheet (OBS)
facilities, further complicate liquidity management by restricting the tradability of loans, thereby
influencing their pricing. The propositions above mitigate the effects of factors on banks weighed down
with portfolios of corporate loans. In summation, this inquiry illuminates the intricate nexus between
external factors and bank liquidity, elucidating their downstream effects on the pricing of commercial
loans. This understanding is indispensable for banks and commercial borrowers alike, particularly
those bereft of public funding avenues.
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[1]

[2]

[3]

SUGGESTED FUTURE RESEARCH AREAS

Dynamic Loan Pricing Models: Investigate dynamic loan pricing models leveraging AT and
real-time data to adjust loan terms and interest rates based on changing market conditions and
borrower risk profiles.

Impact of Technology on Banking Operations: Explore the implications of Al on various
aspects of banking operations, including risk assessment, fraud detection, customer service,
and regulatory compliance.

Cross-Border Banking and Liquidity Management: Identify how international banking
institutions manage liquidity across borders, especially in fluctuating exchange rates, differing
regulatory frameworks, and global economic shocks.

Behavioral Economics in Banking: Investigate influence of behavioral economics on the
decision-making processes of both banks and borrowers. Examine how cognitive biases affect
loan pricing, borrowing behavior, and risk assessment.

Macroprudential Regulation and Liquidity Management: Study the effectiveness of
macroprudential regulations like Basel III in enhancing bank liquidity management and
stability. Assess whether these regulations achieve their intended goals or inadvertently
introduce new challenges.

Alternative Financing Mechanisms: Explore the growing trend of alternative financing
mechanisms, such as peer-to-peer lending, crowdfunding, and blockchain-based financing, and
their impact on traditional bank lending and liquidity.

Environmental, Social, and Governance (ESG) Factors: Investigate how ESG
considerations influence banks' lending decisions, risk assessment, and loan pricing. Analyze
the potential for ESG-aligned loans to affect liquidity.

Regulatory Compliance Costs: Examine the cost implications of regulatory compliance for
banks and their impact on loan pricing. Investigate whether compliance costs lead to a
reduction in lending to specific sectors or regions.

Micro-Level Analysis of Loan Covenants: Conduct a micro-level analysis of loan
covenants in commercial lending agreements, examining their impact on borrower behavior
and loan performance. Explore the role of specific covenants in loan pricing dynamics.
Systemic Risk Assessment: Develop advanced models for assessing systemic risk in the
banking sector, considering the interconnectedness of financial institutions and external
factors. Investigate how early warning systems can help mitigate systemic risks.
Comparative Analysis of Banking Systems: Conduct cross-country comparative studies
to understand how different banking systems and regulatory frameworks influence liquidity
management, loan pricing, and overall financial stability.

Long-Term Effects of Business Cycles: Investigate the long-term effects of business cycles
on banks and borrowers. Analyze how prolonged economic growth or recession periods shape
lending behavior and liquidity management strategies.
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a.
b.
c.

S N

1Pricing includes interest for loans and fees for loans and guarantees.
2Qualitative-Quantitate-Easing

3 Due to the loan products being highly standardized across banks, with generally low
risk of the overall portfolio, they are liquid. Dodd-Frank does impose limitations as to
whom a retail loan can be sold.

40OBS- Off-Balance-Sheet

5 QE- Quantitative Easing

6 ALM- Asset Liability Management

7NIM- Net Interest Margin

8 ABCT- Austrian business cycle theory

9 HQLA- High Quality Liquid assets as defined by BASEL-III
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