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What is intraday liquidity risk?

� Intraday Liquidity (IDL) is the capacity required during the business day to enable 
financial institutions to make payments and settle security obligations

� A financial institutions IDL capacity is reliant upon it having sufficient collateral at any 
point during the business day

� IDL is not “infinite” and readily available, therefore, the risk of not having sufficient 
capacity has to be taken into consideration when planning and executing business 
activity

� Collateral can include the following:

� Eligible securities or bonds e.g. excess collateral held in depots or at Central 
Banks

� Cash – Excess cash held on account during the day
� Credit – Provided by clearing banks (committed, uncommitted, disclosed, 

undisclosed, secured and unsecured)

� All financial institutions are impacted by IDL risk either through direct or indirect 
membership to Financial Market Infrastructures.

� IDL risk crystallises when a financial institution is unable to meet its settlement 
obligations because of a lack of cash, securities or credit.
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Intraday liquidity risk is often concealed

� IDL risk often cant be observed by looking at a bank’s balance sheet due to the 
existence of “double duty”

� “Double Duty” refers to cash or collateral used to meet settlement obligations during 
the day which may appear as unencumbered and therefore available to use. 

� Conceptually, there is a significant risk associated with using the same assets for 
two separate purposes. 

� The use of credit provided by agent banks is often undisclosed and uncommitted. 
Therefore, unless this is tracked by indirect participants they are unaware of the risk 
if these facilities are withdrawn

� All financial institutions depend on receipts to help facilitate settlement through the 
day. These are, in the most cases, uneasy to forecast on specific settlement timings 
during the day. 
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Consequences of inadequate intraday 

liquidity management control
The below banks did not have real time visibility of their liquidity and none of them had calibrated 
their liquidity buffer adequately. 

Lehman Brothers – 15th Sept 2008

� Lehman Brothers had to post unexpectedly approximately $17bn of their liquidity 
buffer to support their intraday cash and security settlement obligations to their 
3rd party agent banks

Bear Stearns - June 2008

� Bear Stearns had its uncommitted lines pulled from its clearing agent in the US 
(JPM) and needed to find $30bn to meet its funding and settlement (intraday) 
obligations

Kaupthing - October 2008

� Their correspondents refused to provide unsecured credit lines to them and they 
had to find liquidity to support their settlement needs – coupled with funding 
gaps they couldn’t meet these liquidity demands on them

MF Global – November 2011

� “The report described how MF Global employees were unable to adequately 
monitor liquidity levels in real time”
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Regulatory drivers of intraday liquidity risk

� In the UK financial institutions have been required to hold liquid assets to meet IDL 
risk since 2009.

� For most financial institutions operating out of London (the UK), intraday is one of 
the most important liquidity risks it faces. The PRA  delivered its IDL template to the 
industry in 2015 requiring a subset of large financial institutions to submit quarterly 
data on IDL risk.

� Virtually all financial institutions under estimated their risk to IDL at the 
outset.

� BCBS Principles of Sound Liquidity Risk Management was published by Basel in 
2008. It called out IDL risk in its “Principle 8” for banks to measure, monitor and 
manage this risk.

� In April 2013 BCBS published its guidance on “Monitoring Tools for Intraday 
Liquidity Risk”. It set out at a high level the level of information financial institutions 
needed to track in managing intraday risk. These included:

� Other global regulators have started to incorporate IDL risk into their regimes e.g. 
HK, Canada, Switzerland and India.
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Principle 8

� A bank should actively manage its intraday liquidity positions and risks to meet 
payment and settlement obligations on a timely basis under both normal and 
stressed conditions and thus contribute to the smooth functioning of payment and 
settlement systems.

� Intraday liquidity management is both an important component of a bank’s broader 
liquidity management strategy and critical to implementing other longer-term 
aspects of that strategy. A bank’s failure to manage intraday liquidity effectively 
could leave it unable to meet its payment obligations at the time expected, thereby 
affecting its own liquidity position and that of other parties.

� Given the interdependencies that exist among systems, a bank’s failure to meet 
certain critical payments could lead to liquidity dislocations that cascade quickly 
across many systems and institutions.9 If risk controls are overwhelmed, these 
dislocations could alter many banks’ intraday or overnight funding needs, including 
their demands for central bank credit, and potentially affect conditions in money 
markets.

� A bank should adopt intraday liquidity management objectives that allow it to (a) 
identify and prioritise time-specific and other critical obligations in order to meet 
them when expected, and (b) settle other less critical obligations as soon as 
possible.
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How does a firm meet its intraday liquidity 

risk management objectives

� Invest in sophisticated real time technology to track their global intraday liquidity 
requirements. This is not just at a local or main nostro level but provides a 
consolidated view across all accounts, all settlement venues and all currencies

� Continually review operational processes to ensure that they are managing intraday 
risk most optimally such as ensuring the bank is taking advantage of the following:

� Netting
� Effective payment release
� Active credit monitoring

� Ensure agent banks (where used) provide appropriate levels of service to aid 
intraday liquidity management

� Introduce regular intraday liquidity reporting into the bank
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Stress Testing – a different approach?

Statement of Policy Pillar 2 liquidity 

The PRA defines intraday liquidity risk as ‘the risk that a firm is unable to meet its daily 
settlement obligations, for example, as a result of timing mismatches arising from direct 
and indirect membership of relevant payments or securities settlements system. 

“Where an add-on is applied to mitigate intraday liquidity risk, it will be determined by 
considering: the firm’s mean maximum net debits; the firm’s stress testing 
framework; the quality of the firms’ operations, process, technology and policy; and the 
relevant characteristics of the firm the markets the firm operates in.”

A Bank may reach its largest negative cumulative position for 
only minutes throughout the day and therefore holding a stress 

buffer based on this methodology could be excessive. An alternative 
approach could be to look at the average usage of liquidity and the 

time spent at the peak as a case to put forward to the regulator to 

assess.


