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		Abstract

		What are liquidity crises? And what can be done to address them? This short paper brings together some personal reflections on this issue, largely based on previous work. In the process, it questions a number of commonly held beliefs that have become part of the conventional wisdom. The paper is organised around ten propositions that cover the following issues: the distinction between idiosyncratic and systematic elements of liquidity crises; the growing reliance on funding liquidity in a market-based financial system; the role of payment and settlement systems; the need to improve liquidity buffers; the desirability of putting in place (variable) speed limits in the financial system; the proper role of (retail) deposit insurance schemes; the double-edged sword nature of liquidity provision by central banks; the often misunderstood role of "monetary base" injections in addressing liquidity disruptions; the need to develop principles for the provision of central bank liquidity; and the need to reconsider the preventive role of monetary (interest rate) policy. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: market and funding liquidity, liquidity crises, deposit insurance, central bank operations, monetary base

	
	

	
    

    
	

	
	
		JEL Classification: E50, E51, E58, G10, G14, G18, G28

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Borio,  Claudio E.V., Ten Propositions About Liquidity Crises (November 2009). BIS Working Paper No. 293,  Available at SSRN: https://ssrn.com/abstract=1511622 or http://dx.doi.org/10.2139/ssrn.1511622 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Claudio E.V. Borio (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bank for International Settlements (BIS) - Research and Policy Analysis  ( email )

			

			
			
				
				
				
					CH-4002 Basel, Basel-Stadt
Switzerland

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      130

			

		
		
		
			Abstract Views

			    1,040

		

		
		 
		
			Rank

			  397,079

		

		
	


	
		
            
            	       23 Citations
		

	

	
		
			
				       60 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,781

                                    

                                    
                                        PAPERS

                                           31,804

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Financial Crises eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Crises eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,713

                                    

                                    
                                        PAPERS

                                            7,271

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Fear of Fire Sales and the Credit Freeze

                        
                            By
                                
                                
                                    
                                    Douglas W. Diamond
                                     and 
                                
                                    
                                    Raghuram G. Rajan
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity, Efficiency and Bank Bailouts

                        
                            By
                                
                                
                                    
                                    Gary B. Gorton
                                     and 
                                
                                    
                                    Lixin Huang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity Hoarding and Interbank Market Spreads: The Role of Counterparty Risk

                        
                            By
                                
                                
                                    
                                    Florian Heider, 
                                    
                                
                                    
                                    Marie Hoerova, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Liquidity Hoarding and Interbank Market Spreads: The Role of Counterparty Risk

                            
                                By
                                    
                                    
                                        
                                        Florian Heider, 
                                        
                                    
                                        
                                        Marie Hoerova, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity Hoarding and Interbank Market Spreads: The Role of Counterparty Risk

                            
                                By
                                    
                                    
                                        
                                        Florian Heider, 
                                        
                                    
                                        
                                        Marie Hoerova, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Outside and Inside Liquidity

                            
                                By
                                    
                                    
                                        
                                        Patrick Bolton, 
                                        
                                    
                                        
                                        Tano Santos, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Outside and Inside Liquidity

                            
                                By
                                    
                                    
                                        
                                        Patrick Bolton, 
                                        
                                    
                                        
                                        Tano Santos, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Imperfect Competition in the Interbank Market for Liquidity as a Rationale for Central Banking

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Denis Gromb, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Imperfect Competition in the Interbank Market for Liquidity as a Rationale for Central Banking

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Denis Gromb, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Imperfect Competition in the Interbank Market for Liquidity as a Rationale for Central Banking

                            
                                By
                                    
                                    
                                        
                                        Viral V. Acharya, 
                                        
                                    
                                        
                                        Denis Gromb, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
