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ABSTRACT 

 

The research aims to examine the effect of the relationship between bank 

capital and liquidity creation, with liquidity levels and political risk acting as 
moderating variables. The dependent variable in this research is liquidity creation, 
the independent variable is bank capital, and the moderating variables are liquidity 

levels and political risk. There are six control variables in this research, namely 
return on assets, bank efficiency, bank risk, bank size, GDP growth, and inflation 

rate.  
The research utilises secondary data from company annual reports that 

were published in Bloomberg Terminal. Using purposive sampling, 192 samples 

were obtained comprising the banking sector listed on the Shanghai Stock 
Exchange and the Tokyo Stock Exchange from 2019 to 2024. The research uses 

Two-Stage Least Squares (2SLS) analysis and instrumental variables. 
The results of this study shows that bank capital has a negative effect on 

liquidity creation, though this is not statistically significant. Furthermore, it was 

found that liquidity levels negatively moderates and political risk positively 
moderates the effect of bank capital on liquidity creation. 
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