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Outline

I.  Uninsured deposits —the macro perspective
Il. Liquidity risk, especially of small and mid-sized banks, is ratcheting

I1l. Market data (MTM) in supervision to improve financial stability?



l. Leading example: SIVB deposits, quarterly net change

Inflows turned > S]_OO billion

L2720 billion to outflows in the

past year as clients increase in

burned cash amid

10 the tech slowdown. (UninSUFEd) deposits

4

ZLB + Quantitative Easing
Quantitative
Tightening
+ Rate Hikes

-542 billion
in attempted
withdrawals

-30 on March 9

AUARRRRARANY

L

2019 | 2020 | 2021 | z022

Sources: company filings (quarterly); California regulators {(March 92



sa- - Not just SIVB ... > S3.5 trillion increase in

—1.2
° ’ [] []
Banking sector’s uninsured deposits -

— 52 -
= -~ .8
wn
B 50 - )
O
@
=) — .4
-F_E A8 - TN AT N .. ]
= ] ‘ ; —‘ l ar Lo
E 46 — ,_l [ 1 ‘___ l _____ ,7 j _____ ateHIkeS_D
3 I =
= S . -2
= 44 ZLB + Quantitative Easing | =

-4

42 — —-.6
2016q3 2018qg1 2019q3 2021g1 2022q3
Quarterly Date
— Uninsured/Total Deposits (%) (Left) | . Change in Uninsured Deposits ($ Tn.) (Right)

Source: Acharya, Chauhan, Rajan and Steffen “Liquidity Dependence and the Waxing and Waning of Central Bank Balance

Sheets”, Working Paper, NYU Stern.
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Change in Uninsured Deposits ($ Trillions)


https://pages.stern.nyu.edu/~sternfin/vacharya/public_html/pdfs/working-papers/ACRS_liquidity_AER.pdf
https://pages.stern.nyu.edu/~sternfin/vacharya/public_html/pdfs/working-papers/ACRS_liquidity_AER.pdf

Uninsured vs Insured Deposits during
Pandemic: QE or Fiscal stimulus?
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® Scatter
—— Linear fit with stimulus Qs (slope: 0.186)
—— Linear fit without stimulus Qs (slope: 0.357)

Stimulus Qs include 2020Q2, 2020Q4 and 2021Q1
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®  Scatter
— Linear fit with stimulus Qs (slope: 0.552)
—— Linear fit without stimulus Qs (slope: -0.295)

Stimulus Qs include 2020Q2, 2020Q4 and 2021Q1

Source: Acharya, Chauhan, Rajan and Steffen “Liquidity Dependence and the Waxing and Waning of Central Bank Balanbce

Sheets”, Working Paper, NYU Stern.
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A Key Insight

* Unprecedented expansion of central bank balance sheets since the GFC
e Such QE is not just an expansion of central bank balance sheets

e QE is typically also an expansion of commercial bank balance sheets, on the
liability side via the growth of uninsured deposits (see next slide)




Typical QE: Purchase from public/non-banks

Initial Balance Sheet Conditions The Fed Purchases Assets from the Public
Balance Sheet Effects

Bank balance
FEDERAL RESERVE
sheets expand,
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Liabilities financed with
T R held .
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securities by banks " .
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the Treasury

the Treasury uninsured)
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AN Assets Biabilities

Treasury Deposits Deposits Net worth Treasury Deposits +S1 Deposits +S1 Net worth
securities securities
Treasury Treasury
Reserves at the  Capital securities Reserves at the  Capital securities -S1
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Source: “How the Fed Changes the Size of its Balance Sheet” (Leonard, Martin and Potter, Liberty Street Economics, 2017)
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I|. Ratcheting-up of Uninsured Demand Deposits

UDD/Assets
Date >$250 $50-250 < $50 ‘.
billion billion billion '

200803 35.8 20.9 10.4 4-
201403 46.1 30.1 18.3
201903 441 277 219 g o
2019Q4 451 287 225 § 5.
202104 50.4 37.6 33.5

e
202204 49.8 34.8 30.3
202301 46.2 30.2 23.9 0 | | | | |

200991 201293 201691 201993 202391

qdate
—— 250bn+ —— 50-250bn —— Below 50bn

Source: Acharya, Chauhan, Rajan and Steffen “Liquidity Dependence and the Waxing and Waning of Central Bank Balance Sheets”,
Working Paper, NYU Stern.
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Date

2008Q3
2014Q3
2019Q3
2019Q4
2021Q4
2022Q4
20230Q1

Ratcheting-up of Liquidity Risk

>$250  $50-250 < $50

billion billion

3.77 2.5

1.93 1.35
1.97 1.11
1.97 1.15
1.48 1.02
1.76 1.15
1.66 1.02

billion
0.76
0.95
1.47
1.51
1.47
1.71
1.34

Claims to Liquidity:
(Uninsured Demandable Deposits) /(Reserves + Eligible Assets)
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— 250bn+

I
2016q1
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— 90-250bn

|
201993

—— Below 50bn

Largest banks becoming safer, smallest banks increasingly at risk of illiquidity

I
2023q1



Liquidity Dependence on the Fed: Covid Shock

[Assets in 2019Q4)

Ln(Total Discount Window Borrowing in 2020

T T T T

5 0 5 10
Ln(CL+UDD)/(RES+ELA) in 2019Q4

Implications for discount window borrowing (2020)
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Other Borrowed Money/Assets

Liguidity Dependence

on Official Backstops:

Small and Mid-sized
banks, that ratcheted
up b/s liquidity risk,
became increasingly
dependent on FHLB and
Discount Window
borrowings in 2023...

Large banks were able
to retain access to
private repo markets



I1I. Besides liquidity risk, how about market signals?
* Virtually no modern bank fails due to book or regulatory capital issues
* Modern banks fail as they fail to raise market funding (in time)

* Markets reflect this risk of banks, certainly in the cross-section

e Supervision can benefit from using market signals

* [gnoring market signals/stress tantamount to embracing forbearance?

NYU |STERN



Implied Volatility of Failed U.S. Banks (SIVB, SBNY,
FRC) Relative to Top Banks (JPM, BAC, C, WFC)

80
70
60
50
40

30

20

10

0
30-03-22 08-06-22 17-08-22 26-10-22 04-01-23 15-03-23

——SIVB_1IM_975 ———SBNY_1M_975 ——FRC_1M_975 ———IJPM_1IM_975 ——BAC_1IM 975 ——C_1M 975 ———WFC_1M_975 SPX_1M_975

Source: Silicon Valley Bank and the Banking Stress of 2023, NYU Stern



https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4513276

Europe (CS): Pay attention to Market Equity!
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Hold to maturity versus Marking to market

* Banks have a preference for available-for-sale and marking-to-market in
monetary easing periods

* Banks then prefer to switch to hold-to-maturity and avail of AOCI filters in
capital requirements during monetary tightening

* The asymmetry reflects a desire for accounting (ROE) profitability
e Accounting affects maturity mismatch (illiquidity) and leverage

* Break the accounting-induced boom-bust cycle by capping HTM, e.g.,
maximum 25% of investment securities book and/or link it to deposit mix

NYU |STERN
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