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Abstract 

 

We analyze the effects of credit and liquidity risks on default risk using a panel dataset that covers 

banks in 195 countries from 2011 to 2020. The analysis reveals that liquidity risk is positively 

correlated with default risk while credit risk is only weakly associated with default risk. Furthermore, 

while the correlation between liquidity and default risks are significant for both developed and 

developing countries, it is particularly pronounced in developed countries and in countries with more 

developed banking systems. This may be because liquidity is more likely to dry up during financial 

crises in economies with well-developed banking systems. 
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