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Abstract:  

The level as well as fluency of capital supply on the interbank market is crucial for 

banking sector liquidity. However, the dominance of individual players on this market 

leads to liquidity imbalance and, thus, might increase the risk for other banks. We test 

how different bank exposures in interbank market translates into other bank liquidity 

risk and credit supply. To this end, we use 207 bank exits from interbank markets 

between 1997 and 2013 in 52 emerging and developed countries. We find that the 

withdrawal of a bank with high net exposure on interbank market leads to a statistically 

significant drop in the liquidity position of the remaining banks. The effect is also 

economically significant. Finally, we find that a liquidity imbalance adversely affects 

the bank credit supply. Our findings suggest that the consequences are more severe for 

banks heavily relying on the local interbank market, for emerging countries and 

surprisingly in pre-crisis periods.  
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