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Abstract

This study investigates the relationship among bank regulatory capital and liquidity for 33
banks in Taiwan from 2001 to 2011. Due to regulatory capital and liquidity may be jointly
determined, we construct a simultaneous equation model and use GMM method to estimate
parameters. The empirical evidence indicates that the regulatory capital is negatively related to
the liquidity but positively related to the liquidity creation. there is no significant difference
between small banks and big banks, the same as Financial-Holding-Corporation and
non-Financial-Holding Corporation. Only the regulatory capital of small banks and
non-Financial Holding Corporation are negatively related to the bank size.
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l.a 1.b 2.a 2.a 3.a 3.b

Regulatory capital equation

LC -0.15 %k - -0.12 *x* - -0.03 ** -
(-2.75) (-2.1D) (-2.40)
I_NSFR - -0.10 % - -0.08 * - 0.003
(-2.36) (-1.75) (0.22)
ROE 0.10 * 0.10 * 0.09 0.09 0. 02 %k 0. 02 %k
(1.89) (1.84) (1.64) (1.61) (2.65) (2.79)
DIV_EPS 0.02 *xk 0.002 *x 0.02 *x 0.02 *x 0. 01 ¥k 0.01 *x
(2.24) (2.23) (2.23) (2.21) (3.10) (2.98)
LLP_TLO 3.58 3.91 4.45 % 4.71 % 1,47 *x% 1. 46 *xx
(1. 46) (1.55) (1.72) (1.76) (4.65) (4.57)
NPL 0.02 0.35 -0.03 0.22 -0. 29 *kx -0. 25 ek
(0.03) (0.4D) (-0.05) 0.27) (-5.7D) (-4.77)
IA_TA -4.30 *¥k -4. 75 %%k -3. 65 *kxk -4.01 *kk -2.42 x¥xx -2. 84 *xx
(-3.30) (-3.38) (-2.78) (-2.82) (-5.46) (-5.44)
LN_TA -0. 03 %k -0. 04 %k -0. 02 %k -0. 03 %k -0. 01 ek -0. 02 ¥k
(-4.05) (-5.22) (-2.7D) (-3.68) (-4.35) (-4.715)
GDP_GWT 0.10 0.13 0.11 0.14 -0.03 -0.03
(0.08) (1.48) (1.3D) (1.49) (-0.88) (-0.83)
LO_TA -0. 35 ¥k -0. 45 ¥k -0. 33 *kxk -0. 41 *kk -0.21 %k -0. 23 *xk
(-4.41) (-4.70) (-3.96) (-4.06) (-6.50) (-6.70)
Liquidity equation
K_RWA -0. 61 %k 0.003 -0.50 %k 0.05 -1. 33 xkx 0.04
(-4.61) (0.04) (-4.80) (1.00) (-13.24) (0.48)
ROA 0.008 * -0. 01 0. 002 -0.01 *x 0. 001 -0. 001 *x
(1.88) (-2.08) (0.054) (-2.55) (0.49) (-0.48)
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