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Three types of liquidity

» Market liquidity: The ease with which market participants can

—
—> n
I@I transact and the ability of markets to absorb large trades.

* Funding liquidity: The availability of credit or ease with which @ I
financial institutions can take on leverage Iw

* Settlement liquidity: The ease with which market participants can
discharge (with finality) their obligations at a time either agreed
upon by the parties to the transaction or determined by market
conventions.




Liquidity is interdependent and interlinked

* Regardless of its definition, liquidity depends both on the actions taken
by the agents in the economy and on factors outside their control.

* The different types of liquidity are interlinked.

Funding
=3 liquidity
eier and pedersen (2009) @ ‘ (overnite+)
Qe grunnerm
Market — > [=Z \
liquidity K
r
() ; Settlement
— liquidity
(intraday)
Bech, Martin and McAndrews (2012):

“Settlement Liquidity and Monetary Policy Implementation
—Lessons from the Financial Crisis”,

BIS




Unrestricted

How to improve settlement liquidity?

» Liquidity savings mechanisms (LSM) * New settlement assets

« Mechanism design paper * Global stablecoins
* Incentives to provide liquidity
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A word from the BIS Innovation Hub

Project Titus: market-based liquidity Project Agora: exploring tokenisation of
efficiency in RTGS systems wholesale cross-border payments
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» Tokenised commercial banks deposits
* Tokenised central bank reserves
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The all-star panel

* Eric Budish is the Paul G. McDermott Professor of Economics and
Entrepreneurship at Chicago Booth - a leading expert in market design.

* Darrell Duffie is The Adams Distinguished Professor of Management and
Professor of Finance at Stanford Graduate School of Business. His recent work
focuses on the future of financial markets, money and payments.

 Sam Schulhofer-Wohl is SVP at FRB Dallas and Senior Advisor to the President.
His research focuses on macroeconomics, financial markets and labour
markets.

* Ulrich Bindseil is a former Director General of Market Infrastructure and
Payments and previously Director General of Market Operations at the ECB.
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