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On a global level, the changes and crises that have taken place in recent decades have had a significant impact on the global banking system. The purpose of this paper is to study the main consequences occurred in the international banking system, with particular attention to the English scenario, taking into consideration the data from Barclays, Lloyds and Royal Bank of Scotland.
In the first section, the need for regulation of the banking system has been assessed, in a scenario in which the presence of international policies increases.
The second part has analysed, in more detail, the impact than the regulations on regulatory capital, liquidity level and efficiency have on the banks' intermediation role, with a special focus on the lending activity.
Subsequently, the relationship between capital regulations and banks' profitability has been evaluated, while, in conclusion, the main risks faced by the banking system have been briefly presented.
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The regulation of the banking system in the UK is under the responsibility of three entities: Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA) that are the lead bank regulator and the Bank of England (BoE) which is the resolution authority (Penn et al., 2019).
In the UK, the primary source of regulation is the Financial Services and Markets Act 2000 (FSMA), which is flanked by Europeans law which establishes the minimum requirement to be applied in the European Economic Area. In 1988 the Basel I agreement was established, with a revised framework in 2004 (Basel II) and a third one (Basel III) after the financial crisis of 2007/2008. These agreements set a common standard that encourages bank to develop more sophisticated systems of risk management, which includes minimum capital and liquidity requirement and stress tests, which have become strengthened further after the crisis (Heimler, 2008).
In order to prevent one of the most feared events in banking, the ‘market failure’, defined as the inefficient distribution of resources in the market, regulation is vital in the banking system. Before analysing the concept of regulation, it is necessary to shift the focus on the ‘systemic risk’ that the marked faced. The definitions of ‘Systemic Risk’ are manifold. Each of them mentions the correlation and interconnection among the parts that compose a system, and therefore the probability that, to the failure of one of them, the effects are transmitted on the entire system with a consequent breakdown of it (Scott et al., 2001)
In the banking system, to avert the collapse of a bank and the possibility that, as a fire spreading, the crisis spread to the others and wreak havoc the entire economy, the need for regulation arises. The possibility of contagion, however, is only one of the main reasons which are flanked by the ‘customer protection’ concern. From the moment a customer becomes part of an efficient payment system, simply opening a bank account, many people will benefit but, in the possibility of crisis and eneral panic, the payment system could fail. This situation is a risk and a cost that could affect the entire society, not only the parties involved in the original deal (Bankofengland.co.uk, 2019).
In addition to that, these policies objectives concern financial safety and stability monitoring, competition control, the reduction of asymmetric information between potential borrowers and banks, growth and development support (Heimler, 2008).
The essential nature of the regulation of the banking system is therefore evident, especially in an increasingly complex environment which has been the protagonist of the major crisis that destabilised the entire system. Today the regulatory structure has undergone a considerable change as a result of the development in the marketplace, reaching tighter levels justified even by the not fully rational behaviour that people have (Parker et al.,2015). In addition to this, the new regulatory philosophy has less faith in market forces, with an increase in consideration of the skills and competence of new bank directors (House of Commons, 2009).
At the opposite side, lighter-regulated entities have taken place on the market, arising a debate on the possible benefits that the system could derive from lighter regulations.
There are therefore conflicting opinions which arose in the aftermath of the financial crisis such as the theory of Miao and Wang (2015) which specifically analysed the minimum capital requirement introduced by Basel regulations. They support the idea that, in a system based on Value-at-Risk as Basel II and III, there is a maximum level of capital requirement, which acts as a watershed between positive and negative impact on the equilibrium. Above this level the market present negative bubbles that lead to a credit crunch with a consequential reduction of the welfare (Chevallier et al., 2019).
The consequences of this thick regulation are also highlighted by Edmund Parker, head of finance and partner at Meyer Brown, that underlines how this extra-regulated environment is so suffocating for bankers that the best are leaving towards less-regulated entities which are not caught by these rules (Parker et al.,2015).
It seems instead that Sam Woods, chief of Prudential Regulation Authority, is against the de-regulation and support the idea that the regulation after-crisis encourage job creation. In a world situation that shows an anti-regulation stance promoted by the US President and the Brexit that faces the scene, the BoE official defines as ‘misguided’ the proposal of return to a light-regulation (Binham, 2017).
The ideas are conflicting, and it seems impossible to create a crisis-free financial system, given the complexity and the continuous change that the market faces. Before the crisis was commonly believed that institutions and market were unlikely to fail, but the consequences highlighted that this paradigm was wrong. Increasing regulation, for now, has not shown to have solved the problem.
Surely the answer to this question is not simple and to avoid that the same situation occurs again, the regulators must challenge themselves, considering the impact of their actions carefully.
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	YEAR
	BANK
	TIER 1
	LRC
	CIR
	LENDING 
	ROE

	2014
	BARCLAYS
	10.30%
	124%
	81%
	89%
	1.28%

	2015
	BARCLAYS
	11.40%
	133%
	81%
	86%
	0.95%

	2016
	BARCLAYS
	12.40%
	121%
	74%
	83%
	3.13%

	2017
	BARCLAYS
	13.30%
	154%
	73%
	95%
	1.97%

	2018
	BARCLAYS
	13.20%
	169%
	77%
	96%
	3.80%

	2014
	LLOYDS
	16.50%
	 121%
	55.30%
	107%
	3.00%

	2015
	LLOYDS
	16.40%
	123%
	54.20%
	107%
	2.03%

	2016
	LLOYDS
	17%
	121%
	55.30%
	109%
	4.47%

	2017
	LLOYDS
	17.20%
	127%
	51.80%
	109%
	7.93%

	2018
	LLOYDS
	18.20%
	130%
	49.30%
	107%
	8.77%

	2014
	RBS
	13.90%
	112%
	91%
	95%
	1.22%

	2015
	RBS
	17.10%
	136%
	127%
	89%
	-5.03%

	2016
	RBS
	14.10%
	123%
	129%
	91%
	-10.62%

	2017
	RBS
	16.10%
	152%
	79%
	86%
	2.88%

	2018
	RBS
	16.20%
	158%
	71.70%
	85%
	4.48%



	 
	TIER 1
	LCR
	CIR
	LENDING
	ROE

	TIER 1
	1
	 
	 
	 
	 

	LCR
	0.011691
	1
	 
	 
	 

	CIR
	-0.28427
	-0.02655
	1
	 
	 

	LENDING
	0.592213
	-0.27071
	-0.60891
	1
	 

	ROE
	0.276673
	0.160162
	-0.90266
	0.427342
	1
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In 1988, the Basel Accord, generated for the G10 countries but later adopted by many others, has introduced a series of minimum requirement as a constraint on banks’ behaviour. This agreement introduced a minimum level of total capital (8%) composed by a basket of different assets which are differentiated into two categories of capital, Tier1 and Tier2. This accord was stipulated with the aim to align regulatory capital requirement across nations, reducing the risks of unexpected losses and encouraging the prudential management of banks (Federal Reserve Bank of San Francisco, 2001).
The agreement underlined as the Tier 1, or Equity Capital, should be at least the 50% of the Total Capital and it is the main constraint that Banks must meet; on the other side, Tier 2 is mainly composed by debt-like instrument. Although the intention of this agreement was to highlight the importance of the Total Capital, it is worldwide preferable to emphasize on the equity capital: most Banks hold an elevated Tier 1 level, which many times exceed already the minimum capital requirement (Chami et al., 2003).
The effects and links between these regulatory capital policies and bank lending are subject to studies and debates. The financial crisis has increased the use of these policies to reduce banks’ financial risks, thus creating and reviewing several theories that examine the correlation between the fluctuation of the level of capital and the consequences on lending (Bridges et al., 2014).
[bookmark: _Toc29314031][bookmark: _Toc29314112]-Literature

One of the most debated theories on the relationship between capital and lending is the classic Modigliani and Miller theorem (1958) which implies that the change in the structure and composition of a bank’s capital does not affect its credit supply in a frictionless market. The existence of a possible range of frictions, however, means that banks investment policies are not neutral to the fluctuations of capital ratios. The most cited frictions in literature are the tax-deducibility of the interests on debts, debt overhang and the asymmetric information, which highlight the existence of failures in the MM theory (Bridges et al., 2014).
A second model that focuses on the relationship between target capital and its impact on the lending is the partial adjustment model of Hancock and Wilcox (1994), subsequently review by Francis and Osborne (2009). This approach analysed the increasing of one-point percentage on the capital requirement, which results in a fall of 0.8% in total lending after one year. The correlation in the short period, appear negative, with a -1.6% in total risk-weighted assets (Francis W. et al.,2009). 
Other studies carried out by Jackson et al. (1999) underline how evidence suggests that in the short period, within three years, the correlation between the increase in capital requirement and the lending is negative. One of the limitations of these analyses is that the study did not specify how exactly banks answer to a higher capital requirement on their capital ratio. The research did not explain if they react by adjusting the capital or acting on the risk-weighted assets, not providing empirical evidence of how the lending may change. More up-to-date analysis, as the assumption of Van Hoose (2008), lead to more complete conclusions which can be summarised in two main consequences deriving from the increase in capital requirement: almost all research noticed that as a short-run effects, the lending decrease, whereas in the long-run effects, increases in bank lending were recorded. This situation is justified by two different effects: an increase in loans rate, and a consequential reduction in loan supply in the short period, and, in the long-term a capital increase, also relative to loans (Francis W. et al.,2009). 
These effects follow the results of the ‘bank capital channel’ thesis, used for the first time in the earlies 1990s with the introduction of the risk-based capital requirement. This analysis focused mainly on the US where, with the introduction of the Basel accord in 1988, economists recorded a decline in lending during the years 1990-1991, to which the introduction of these regulations has certainly contributed (Francis W. et al.,2009). Similar analysis recorded similar effects in the UK, Germany and Japan.
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To understand how the banks' portfolio changed with the introduction of Basel I and the more stringent capital requirements, it is useful to analyse the theory of the economist Craig Furfine (This study is based on the banking system in the US which however had a similar trend in the UK).
Immediately following the introduction of Basel I in 1988, the banks' portfolio registered a fall in the banks' credit invested in loans, with a -22% in 1989 but less than -14% in 1994. In the same period, banks have increased their investment in Government securities (+25%). Since 1994, this trend has reversed, as can be seen from the graph below (Furfine, 2001).
[image: ]


As the credit crunch occurred immediately after the introduction of the minimum capital requirements, they were given the responsibility of the decrease in lending, but it cannot be said with certainty whether this reduction was induced by this or by the recession (lower loan demand). In his analysis, Furfine concluded that the regulatory standard played a role in the banks’ portfolio allocation; however, the impact cannot be measured with certainty. In addition to that, the new standards in the long period suggested an increase in the number of loans which are safer, decreasing the risks of another credit crunch (Furfine, 2001).
Bank of England also analysed the impact that capital requirements had on banks' loan portfolios from 1990 to 2011, and the results showed:
· In Household secured lending, there was a 0.9pp decrease in the first year, but from the second one, the loan growth has been restored to its previous rate;
· In Household unsecured lending the reduction in growth reaches 0.7pp in the first year, then decreases in succession until it re-establishes itself at 0.2pp in the long period;
· CRE lending falls significantly for 8pp in the first year, further after this period, the growth rate stabilised around 1.3pp, that is 0.5pp lower than it was previously;
· Non-CRE corporate lending follows a similar trend to the previous one, no significant long-run effects (Bridges et al., 2014). 
The analysis underlines how the loan growth recovers within three years, with the only exception of CRE loans that have effects in the long period. A new policy regime has different implications for banks that will adjust their capital and their capacity to lend. Overall, having analysed the results of three of the largest banks in the United Kingdom (Barclays, Lloyds and Royal Bank of Scotland) for the past five years, and having revisited the literature and studies on correlation between Capital requirement and lending, in the long run, the relationship between the two seems to be positive.
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The financial crisis that hit the entire financial system in 2007, vividly highlighted the vulnerability of the banking system on liquidity risk. During this phase, most banks, while respecting capital requirements, encountered liquidity difficulties which spread and infected the broader financial system. In particular, policymaker and regulator stressed the importance, for banks, of having sufficient liquidity to perform their intermediation role in a prudent way, and to respond to the possible shocks that the market may have. These difficulties experienced, were therefore due to lack in basic liquidity requirements and measurements (Bank for international settlements, 2014). 
In response, the following year, the BCBS (Basel Committee on Banking Supervision) developed specific guidance on the liquidity risk through ‘Sounds Principles’, providing liquidity and a funding standard. The two main objectives were to ensure the ability of banks to have sufficient HQLA to survive to a 30 days stress scenario and to require banks to utilise enough stable sources of funding to reduce the risk: to achieve these goals, Basel III was established. The 1st January 2015 the LCR (liquidity coverage ratio) was introduced, requiring a value of the ratio no lower than 60% (100% from 2019) which indicates the proportion of high-quality liquidity assets, or those assets that can be easily and quickly transformed into cash, hold by the financial institutions (Kim and Sohn, 2017).
Understand the connection and impact that liquidity disclosure requirements have on lending is a key issue; subsequently, this paper will briefly analyse how the literature explains the correlation between the two variables and the results from three of the major UK banks in the past five years will be examined.
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The literature has analysed the impact that various variables have on lending. Indeed many empirical studies have analysed the relationship between the level of liquidity and its impact on lending. Since the announcement of the introduction of new regulations, addressed to lead to stronger and more stable banks, policymakers and academics discussed the possible impacts of these reforms.
Most of the literature pays particular attention to funding liquidity risk, defined as the situation in which the bank is unable to respond immediately to the request for liquidity from the depositors. The European Central Bank measured the FLR (founding liquidity risk) from 2005 to 2008 utilising as measure the insurance premium, highlighting how the liquidity risk has increased significantly with the financial crisis. The research result showed a negative correlation between the FLR and the Market Liquidity, a conclusion that was supported by Dahir et al. (2018), which underline the negative link (Dahir et al., 2019).
The same results emerged from the studies of Khan et al. (2017) and Vasquez et al. (2015), which, always analysing the relationship between the two variables, found that banking risk had increased due to the high fund liquidity risk detected. During the global financial crisis, researchers show that domestic banks and bank with high leverage and non-sufficient liquidity were more likely susceptible to liquidity risk. Also, the analysis of Umar et al. (2016), discovered the negative association between liquidity creation and funding liquidity (Dahir et al., 2019).
According to Giovannini and Giavazzi in 2011, liquidity plays a fundamental role in the stability of the financial system. In a situation where short-term deposits decide to withdraw their money at the same time and the bank run-out of liquidity, the impact of this situation destabilises the entire financial market (as the episode of the Northern Rock Bank) (Bonner and Eijffinger, 2012).
Taking into consideration specifically the Liquidity requirement introduced by Basel III, the evaluation of its impact has a wide range of views. The result of these regulations is seen in a contrasting way: some economists argue that its influence may be negative by increasing the cost of funding, while others argue that its consequences may be limited. The empirical literature has, however, taking into consideration more the implications of regulatory capital requirements, not found significant impacts deriving from the liquidity regulation on lending. However, specific assumption and simulations suggest a large negative impact between the rise of liquidity regulation and lending (Chiaramonte et al., 2018).
Schmitz in 2009 and 2010, argues that the introduction of the LCR has discouraged banks from offering loans in the insecure money market, as the bank is required to hold more liquidity, therefore having to balance its outflows. Subsequently, the economist expanded his analysis, emphasizing the fact that the LCR has no significant impact on loans with maturity shorter than 30 days, while those with a maturity of over 30 days have a direct impact (Bonner et al., 2012).
Despite various studies and hypotheses, there are no studies that affirm with certainty the direct impact of the liquidity regulation on the interbank lending market (Bonner et al., 2012).

[bookmark: _Toc29314116]-Impact of Liquidity regulation on Banks’s balance sheet structure

The purpose of this analysis is to identify how banks have reacted to the introduction of Basel III regulation, specifically regarding the NSFR and the LCR. 
Empirical evidences were provided by Giordana and Schumacher (2013), who carried out an analysis on the banks of Luxembourg. Their analysis is taken into consideration as the banks have undergone a similar trend as in the UK. Therefore, empirical studies carried out in other European countries on banks with more similar business models, show similar results to trends in the UK (Giordana et al., 2013).
The results of their study show an asymmetry between the responses of different banks. Small banks are more affected by the shock of the new monetary policies, being less able to shelter their loan portfolio. At the opposite, banks with a high level of HQLA and Available Stable Funding show to be more prepared to absorb the shocks of the new regulations. Instead, Banks with high NO (Net Outflow) struggle to respond to monetary shocks (Giordana et al., 2013).
The study suggests that the introduction of NSFR and LCR results to have, consequently, reduced the relevance of the bank lending channel. The NSFR shows, however, to have greater statistical result than the LCR, as banks, to overcome the requirement and improve their LCR position, can increase their stock of HQLA by borrowing short-term, i.e. increasing the NO (Giordana et al., 2013).
Analysing a study carried out by Bank of England in 2010 on the introduction of the ILG (Individual Liquidity Guidance), the results appear to follow the same trend previously explained. The application of the ILG in 2010 has tightened the liquidity regulation, exactly as it happened after the creation of the LCR. The response that the banks have given to these regulations is interesting as, overall, instead that adjust the size of their balance sheet, they acted on their composition. The assets trend shows a 12% increase in HQLA to total assets, accompanied by a decrease to the same extent in short-term intra finance loans. Regarding the liabilities, banks have reduced their dependence on less secure wholesale and non-UK funding, increasing on the other side more stable and non-financial funding. In terms of price, the analysis didn't find empirical evidence of its increase due to the introduction of regulations (Banerjee et al., 2015).
Overall, different studies suggest that the introduction of tighter liquidity regulations lead to a change in the composition of banks' balance sheet; in particular, it appears to have a negative impact on bank lending. The results of Barclays, Lloyds and RBS underline this trend, showing a negative correlation of 0.3.
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As previously explained, banks have undergone dramatic changes in the past two decades. Various forces have influenced the performance of the financial sector and, therefore, the concern of the banks regarding the control and monitoring of their costs and revenues has increased. The efficiency of financial markets is of interest to all economists and policymakers, and its measurement is essential in the financial system. One of the most prominent measures used to calculate the efficiency has always been the Interest Spread or the difference between the rate of lending and the one of deposit. The amount of spread has always varied widely between developed and undeveloped financial systems in different countries (Beck, 2006).
Nowadays, banks play a much broader role than traditional intermediation role between loan and deposit. After the effects of deregulation, the attention of the bank managers has focused on controlling efficiency, therefore reducing costs, in order to compete in a world market that is increasingly competitive (Werner et al., 2009)
In the banking sector, the Cost Efficiency Ratio is one of the measures utilised to analyse the banks’ ability to generate revenue through their resources. A low ratio is a positive sign, while an increase in the index means either an increase in costs or a decrease in revenue. Different banks Efficiency Ratio derives as well from different banks business models, even if they record the same amount of revenues; for this reason, in order to be able to compare banks through this ratio accurately, they must have the same business model (Arafat et al., 2013).
In this paper, as an efficiency measure, CIR (Cost Income Ratio) will be used. This ratio shows the weight of the costs on the total income, providing information on how the banks are running. Before that, a review of the literature on efficiency in the financial system will be presented.
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In the past decades, banks’ efficiency has been the subject of many researches, among them, in 2001, Altunbas et al. analysed the model of European banks up to the early 2000s. Their finding underlines how the reduction of inefficiencies, mostly at the managerial level, allows greatest saving costs; in addition to that, technical progress is crucial to achieving economies of scale (Altunbas et al.,2001)
In 2003, Casu registered development in the efficiency of the European banking system, a result obtained through DEA ​​analysis, which highlights the improvement of the convergence of efficiency in the financial system (Casu et al., 2013).
In the same year, the economist Weill (2003) found out that banks that have encountered superior stock-price growth, are those that maintained a consistent efficiency approach, effectively managing their operating costs (Weill, 2003)
Going beyond national borders, in 2008, Lensink has analysed the relationship between efficiency and bank foreign ownership. The results of this research were negative, showing a negative correlation between the two variables but, however, finding some exceptions. This negative impact, in countries with higher quality and similarity of the governance and of the institutions in both home and host country, is less pronounced (Lensink et al., 2008).
Other studies, such as those of Lozano-Vivas in 2010, instead, sought the effect on the efficiency of non-traditional banking activities. The banking activities considered as traditional in this study are loans and other earning assets, while the non-traditional activities include items that are off-balance sheet or non-interest income. The research shows that if the non-traditional activities are taken into consideration, the efficiency level increases, while costs and efficiency improve thanks to monitoring and supervision regulations. (Lozano et al., 2010)
In 2013, the economist Gaganis studied the role of Central Banks and how their involvement impact on the financial system. The results of this empirical research showed that the greater the areas that the central bank must supervise, more the efficiency tends to decrease. The unification of financial authorities into a single entity, in some cases, seems to have negatively reduced the efficiency (Gaganis et al., 2013)
Always in 2013, Chortareas examined how the financial regulations influenced the financial system, underlining how tighter policies and restrictions can improve banks’ efficiency, through wider monitoring and supervising. However, the same authors investigate as well the impact of financial freedom, discovering, in some cases, positive correlation between a bank’s overall efficiency and its financial freedom. This situation happens mostly in countries with higher quality governance and freer political systems; transparency also seems to have a positive influence on efficiency (Chortareas et al., 2013).
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Bank efficiency appears to be one of the most important aspects of banking. Equally important is lending, one of the main activities offered by banks in their intermediation role.
Analysis carried out on the relationship and the correlation between the two offer different results, depending on banks' business model, market situations and regulations. Subsequently, some studies will be presented, with the relative results obtained.
A study done in the late 1900s by David Tripe, a researcher at Massey University, on the Australian banking system, underlined how the business structure of banks affects the cost's ratio. It showed how banks with higher wholesale/corporate lending, compared to financial institutions that operate predominantly in retail lending, present lower costs to assets ratio. At the opposite, showed a higher cost ratio banks that focus on deal-making, instead of those that run a large lending book. It can, therefore, be argued that the business mix structure of financial institutions reflects to the cost-to-asset ratio and it is interesting to note how the Australian system is similar to the Canadian and the English one (Tripe, 1998).
Studies carried out in the period between 1995 and 2008 on European countries researched whether the lending channel is altered if the efficiency is taken into consideration in the study. The results showed a negative correlation between the introduction of monetary policy and the level of the lending: a 1% more on the rate of interest in the short-term loan lead to a reduction of 0.8% in loan supply. By contrast, the interaction term and the coefficient of efficiency don’t seem to be statistically significant for the bank lending channel (Apergis et al., 2011).
Analysing more recent studies carried out through the DEA methodology, in 2008 it stands out the lowest average of the efficiency score in the European Banking System, due to the financial crisis, which affects input and output data. In general, the research showed that, in post-transaction countries, deposit-oriented banking systems expressed greater cost efficiency. These results highlight how the financial banking systems that were most exposed to long-term lending activities have received a major impact from the crisis (Tuškan et al., 2016).
Another analysis implemented on the BRICS countries from the year 2007 to 2015, observed that the cost efficiency showed a negative influence on financial intermediation costs of banks. At the same time, instead, the correlation between cost efficiency and bank capital results to be extremely positive. Extending the field of researches from 2000 to 2015, the study suggests how during the crisis period, the BRICS bank equity ratio remained stable, while bank net interest margins increased. It can be observed how during the crisis, the cost efficiency had a crucial role in the balance to keep higher capital and don’t increase the costs of intermediation (Rahman et al., 2017).
The same research concludes presenting how banks that represent a larger capital are safer, as it can absorb losses. Similarly, for borrowers, low intermediation costs are reflected in cheap financing, showing benefits on the whole economy (Rahman et al., 2017).
In addition to the previous researches, it can be said that to maintain an efficient market, the financial institutions must ensure the information circulations, reducing in this way the costs caused by the information asymmetry, as borrowers detain more information than lenders. It can be recommended, to banks, to work in close collaboration with the regulatory authorities, to optimise and support their intermediation role. 
In conclusion, on a study carried out on Lloyds, Barclays and RBS in the last five years, the correlation coefficient between CIR and lending results negative, with a -0.3 pp, showing how as the cost of capital increases, banks tend to reduce lending.
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As previously stated, the Basel III framework, with the introduction of the capital requirements, affect bank's performances in liquidity, funding, capital, treasury and profitability. 
According to specific corporate theory as the 'Trade-off' theory, higher capital reduces bank's risks and increase profitability, or rather the amount required to cover the premium requested from the investor in the hypothesis of bankruptcy costs. Conforming to this theory, banks should hold an optimal level of capital, which works as a trade-off between benefits and costs. However, due to the increased capital requirement imposed by the regulations, banks are often required to hold higher capital respect to their optimal value. Furthermore, banks' capital optimal value is likely to vary and increase if there is the risk of distress, making the relationship between capital and profitability cyclical (Osborne et al., 2012)
The research of the economist Berger, in 1995, analysed the positive correlation between capital and profitability in the period between 1983-1989 in the US, due to the stress period that affected the US banking system. Following the trade-off theory, Berger sustained how in periods of distress, higher capital reduces the probability of default (Berger, 1995).
His idea is reflected during the 2007 crisis, where the negative relationship between capital and profitability occurred in the last decade of the 1900s has been reduced significantly.  
According to the study of Osborne et al. (2012), in the short period, there may be a negative or positive correlation between the two variables, depending if the bank capital is above or below the optimal level. In the long period, levels above the optimal capital ratio lead to a negative relation between the two (Osborne et al., 2012).
On the other side, focusing mainly on Europe and the euro-zone, authors as Goddard (2004) found a negative correlation between Capital-to-Asset Ratio and profitability, sustaining that institutions that hold a higher proportion of capital are less likely to have a high profit (Goddard et al., 2004)
A study carried by Hakenes (2012), evidenced that the Basel capital requirements imposed the same capital requirement levels for small and large banks, creating a distortion between the competition of different levels of banks. The results in the US banking system showed a reduction in the small banks' market shares due to the increase in their cost of funding (Hakenes et al., 2012). 
Despite the growing debates in literature, the introduction of Basel III gave, overall, macroeconomics benefits, guiding to better policy decisions, thereby lowering the risks of bankruptcy. According to the study carried out on Lloyds, Barclays and RBS, the correlation results positive, showing a level of +0.3.
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Assuming that banks have the same purpose as any company, i.e. to maximize the value of their equity, to achieve their purpose, they must ensure the shareholders' wealth, minimizing their risks. The risks to which banks are most exposed, which will be briefly presented in this paper are the liquidity, payment and assets (or 'market') risks. 
The liquidity risk derives from the probability that the bank is unable to respond to the request for cash from the depositors, risk not to be confused with the bank solvency question (Dahir et al., 2019). The BCBS (Banks Committee on Banking Supervisor) defines this risk as the inability of banks in obtaining enough funds, either by converting assets or rising the liabilities (Chen et al., 2018). Due to the increasingly interconnection of the financial market, the consequences of a shortfall in a single institution can have a system-wide impact. 
In order to reduce this risk, the competence and knowledge of the management involved in the strategy's development are essential. But not only, banks' liquidity requirement must also be prosecuted, carefully evaluating the company's performance to be prepared for any negative shock that can impact on the bank's stability. The main steps for banks to protect themselves from this risk are the holding of an adequate Fractional reserve ratio, a careful assets and liability management and the presence of lender of last resort (Hlebik et al., 2017).
The payment risk indicates the situation in which the bank is asked to make an outlay, having to make a transfer with funds that it didn't receive yet. This happens when the payment times are different from those of the transfer of funds needed to make it (Ayiekoh, 2008). 
The regulation of the payment system is essential same as the regulation of the market in general. The complexity of the payment system supported the development of mitigation procedures mainly in four directions: the increase of payment risk awareness, the disincentives of intervention that can encourage risk-taking, the adaptation of legal framework with the new payment practices and the improvement of international coordination. The leading solutions result to be the settlement of a clear delay or lag and the restriction of the membership just to those banks with high reputation (Ayiekoh, 2008).
The asset or 'market' risk has been found to be increasingly consistent for banks in the past years. This risk derives from the probability that banks' value of assets fell on levels lower than the liability value. The causes can be mainly of two types: the first one concern the default of the borrowers on their loans, which value can fall to zero if there is not any prospect of payment or be reduced if the bank is able to recover a fraction of it. The second one regards the market prices' fluctuations, as the banks detain a few assets that are traded on the market, which price can fluctuate and may fall, due mainly to interest rate's change. Prices' fluctuations are due as well from the immediate sale at once of the customers, which is a typical situation when there are the assets' 'forced sales.' Monitoring, diversification and the limitation of exposure are among the best solutions to deal with this risk (Milone, 2018).
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In conclusion to this research, some elements result common to the various areas studied. 
The constant monitoring and evaluation are indispensable elements, necessary to be able to adapt quickly to market changes and crises. In doing so, the role of regulators must be to support and assist the banking system, in order to address the concerns, promote the stability and prevent banks run. 
After the crisis of 2007, the international banking system seems to be recovering clearly, despite the risk of another crisis. However, in an environment of instability and constant change, the role of regulators is not simple, but it is essential for the stability and health of the system.
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Figure 1. Bank portfolio allocation. Share of total bank credit devoted to commercial loans and government
securities. Recessions shaded in gray. Source: Federal Reserve HS.




