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ABSTRACT

Banking stress tests are considered important tools in modern banks’ risk
management systems. Those tests have gained increasing interest in the
aftermath of the recent financial crises which proved the inadequacy of
conventional tools of risk management in capturing the impact of sudden
changes in risk factors that affect banks’ risks. Those stress tests have gained
increasing popularity since their implementation by Basel Committee and
adoption by monetary authorities in many countries among them the Syrian
Arab Republic.

This paper aims to examine the ability of private banks in syria to bear
liquidity risks using 2012 data through applying three possible senarios; the first
assumes sudden withdrawal of customers deposits, the second assumes sudden
withdrawal of current accounts while the third assumes sudden withdrawal of
total deposits. The standard liquidity ratios suggested by the Money and Lending
Councel were used to evaluate the liquidity situation of those banks after
applying the tests.

The results confirm the ability of those banks to stand the liquidity risk
from sudden withdrawal of customers deposites, current accounts and total
deposits respectively. They also show that any sudden drop in any of these
deposits’ types do not lead to a decline in banks’ ability to repay their financial
obligations below the regulatory authority requirements. Interestingly, the
results also show that there is a discrepancy between the ability of private
Islamic vs. tradititional private banks to bear liquidity risk when exposed to
sudden withdrawal of the total deposits, where Islamic banks have the largest
volume of liquid assets than conventional banks, thus enhancing their ability to
bear any emergency withdrawals from their existing deposits of all kinds.

To conclude, this study suggests that banks’ management should closely
and continuously monitor withdraw and deposit activities of all deposits
(perticularly total deposits) and diversify their sources of funds to generate
liquidity. Islamic bank management are also advised to avoid the policy of
accumulating liquid assets, and prepare emergancy plans to meet such
withdrawls at the lower possible costin case of liquidity shock. The
management of both types of banks are advised to use stress tests as an
important tool in their liquidity risk management and the inclusion of those
tests’ results and methods in financial reports published them. The study also
advices the banking autthorities to distinguish between Islamic and traditional
banks regarding liquidity risk management when developing laws and banking
legislation.
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