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Bank failures, 2001-23
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More than 500 banks failed
from 2008 through 2014
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Jlang, Matvos,
Piskorski, Seru
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Monetary Tightening and U.S. Bank

Fragility in 202 3: Mark-to-Market
Losses and Uninsured Depositor Runs?
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Between the balance-sheets
US banks, aggregate balance-sheet, Q1 2022, $trn

Total assets

Cash

Real-estate Other Other
loans loans assets

|
Total liabilities Total equity

Insured UinvinSl’lred ‘ Other |

deposits

deposits

12 18 24



Unrealized
L.osses

10

Non-RMBS | Residential
Security Mortgage

MTMLoss [~22] 10 | 03 | 06 | 03 _




2021Q4, Mean=4.6
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A Solvency Run...

O When interest rate increases sufficiently, a “solvency run” is possible

 Banks at a higher risk of solvency run:
O Lower initial capitalization (Equity)
O Higher uninsured leverage

O More awake uninsured depositors



Where are self-fulfilling solvency runs possible?

Number of Insolvent Banks Aggregate Assets of Insolvent Banks (in Trillions)
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What about Regulators?

- Fed report on SVB “liquidity” appears
‘ LIqUIdlty 320 times, “solvency” once!

But liquidity issues addressed, LOTS of liquid assets
and yet banks keep failing! Other liquidity interventions

Board of directors and management
failed to manage their risks

— Bad management!




INCONSISTENT REGULATORS

What about
Regulators?

CAMELS rating change from t-1
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$600bilion .. U.S. bank failures in each year,
adjusted for inflation
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T -
E (1.3,13.1]
(4,13]
(0.4]
[0,0]
+40%
Percentage change in stock
20 price of regional banks
0= M
-20
Zions Western Alliance
-40
-60
PacWest
-80
-100 First Republic

January February March April May



S&1. Crisis (1980s)
“Gambling for Resurrection”
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What next in Resolving the Banking Crisis
the short run?

Link to Current Draft

Peter DeMarzo (Stanford), Erica Jiang (USC), Arvind Krishnamurthy (Stanford),
Gregor Matvos (Northwestern), Tomasz Piskorski (Columbia), Amit Seru (Stanford and
Hoover)

Summary

. New economic conditions have led to insolvency concerns across the banking system.

. There are too many banks in this situation to resolve with one-off solutions.

. Government backstops and regulatory forbearance risk a repeat of the S&L crisis.
Requiring banks to promptly raise equity capital will both reduce fragility and provide a
needed market test to identify truly insolvent banks.

. The amount of private capital needed is in the range of $190 to $400 billion.




What about
the long run?

“Careful Regulations to
address
and

risks?”
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