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The 2023 banking turmoil revived og stionst hout whether bank regulation and
supervision can properly mitigs ew risks erii_naing in a highly volatile
environment. While many hayt "ocused on thero digital technology in bringing
about this situation in the M /' policymakers and prac, honers must acknowledge
the other contributing faf "Ors to best shape the appropii e policy response.

In this blog, I argug’ iat the combination of digital technologj »ad social media
magnifies the igf act of digital bank runs which, in and of them es, are not new.
Moreover, a e probing into recent research suggests other fau es — such as
corporated ght-to-quality and lack of deep banking relationships — 1 to be
tacklegt ~o.

Pigital bank runs: not so new

with one Wall Street Journal reporter stating: “Today, through an electronic button, you
can empty out deposits overnight. It's different.” (2]

But this quote dates back to May 1984, appearing in reaction to the near collapse of
Continental lllinois—one of the largest US commercial banks at the time—due largely to
the electronic withdrawal of large deposits (i.e. a digital run).

Since then, there have been waves of bank collapses followed by efforts to reinforce the
regulatory architecture. But technology seems to have outpaced and outdated old ways
of thinking about bank outflows.

In the traditional scenario, bank runs are driven by retail depositors rushing to withdraw
funds before others, thus unleashing a self-fulfilling run. In the digital era, depositors have
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electronic acce. yto their accounts which, by eliminating the need to gif Je at the bank,
exponentially muic tes the size and speed of outflows.

Traditional view of & al view of bank runs
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Social mgfia: a source of contagion

Recep dies suggest that social media has aggravated the impact on banks* %ing
rupd “eporting that the stocks of banks with higher X (formerly Twitter) coverage rred
e than those with less social media exposure, even for similar levels of risk.[2]

This is not to say that markets have lost the ability to distinguish between riskier and safer
market losses experience greater stock losses in the run period.” However, within the
group of riskier banks, the social media spotlight leads to larger stock market losses (see
Figure 1), making such coverage a new source of contagion. Such punishment does not
seem economically justified.

Figure 1: Cumulative stock market returns

(in percentage points)
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Notes: Chart sho 2 cumulative stock returns for a sample of US banks betwet and 14 March,
2023. Left-hang 2: High risk banks are the top tercile of the sample by marked-to- et losses times
the percent nsured deposits. Low risk banks are the bottom two terciles. Right-ha le: High risk
banks arg op half of the sample by marked-to-market losses times the percent of unins deposits.
Low ri anks are the bottom half. High media exposure are the entities in the top tercile by er of
twe ow exposure are the two bottom terciles.

surce: ESM staff based on Cookson et al. (2023)

consider potential countermeasures.
messaging to reassure the public on the soundness of the system. Statements about the
compliance of specific institutions could be considered too.

Corporates' large deposits can lead to large outflows

Although much is made in the press about the panic of retail depositors, the evidence
suggests that corporates—given their larger deposits and range of reallocation
alternatives—often spearhead the substantial outflows leading to the demise of banks.
This was clearly the case for US banks in 2023. A similar dynamic could unfold in other
jurisdictions where corporate deposits are large (see Figure 2).
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Figure 2: Di yution of corporate deposits at selected c European
banks in 2022

(in % of total deposits)
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Notes: Selected European banks with assets above €300 billion. The blue box shows the range of values
across banks, with the top end corresponding to the top third quartile and the bottom end corresponding to
the first quartile.

Source: S&P Global Market Intelligence and ESM staff calculations

Moreover, corporate accounts can consist of a small number of entities, making a bank
perilously dependent on a few decision-makers. In fact, the top 10 corporate clients
accounted for at least 8% to 15% of deposits in several banks that failed in 2023. Risks
are compounded further if the corporates operate in the same sector or are connected via

business partnerships.l
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Some supervi agencies already scrutinise banks’ business modelgt ‘Ocusing on
governance and anagement practices. However, there is ang  Jortunity to leverage
this deep scrutiny to'\_ mand their risk analysis on the structure concentration of their
corporate client base.

Relationships are go@l for stability

Some research based on traditional bai. wg st “its to deep and longstanding
relationships between depositors and ban:  eing an important stabilising factor, and
finds that long-tenure depositors and dg itG wvith loans in the same bank are less
likely to run, and that members of th¢ “ame socie.. »2twork tend to run together.®
Importantly, some authors conc hat “(...) cross ing [of products] acts not just as a
revenue generator but also agf ‘Complementary insura echanism for the bank.”®l

These findings should e rage an investigation into whetfi. she same relationship-
based dynamics app the European context today. Particula ecause digitalisation
may have made b ng relationships more one-sided and fleeting:

Supervisor ald consider weighing more positively business models the faster banking
relationsh

Afrat to do beyond supervision?

e To reduce the stigma of using the central bank lending facility, banks could be
mandated to access this facility at least once a year or quarter. This would
normalise the use of this facility for all banks, rather than limiting it to when a bank
needs liquidity.

e Regular access to this lending facility would also ensure that the operational
requirements for access are in place.

¢ Readiness would also entail having sufficient collateral to fend off runs. Banks could
be asked to pre-position enough collateral to meet all their “runnable” liabilities.
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e Extendi e business hours of the central bank lending facilit .g. to
24/7/365— be necessary given the timeless nature of tog instant payment
systems.

¢ Additional liquidity bt ws designed to fend off very & ‘t-term outflows (e.g. five
days) may also be neeG yas the existing ones af cr much longer time frames.

¢ A further “insurance” elemen arge corpgl e deposits could be considered
either in the form of additional de, 3sit ingf ince or collateralisation of these
accounts. Limits on large and highly entrated deposits—e.g. mirroring those on
large asset-side exposures—couldé 5¢. » introduced.®l

Admittedly, all these measures hayt sros and coric. aat should be carefully weighed. The
Financial Stability Board’s forthg® “iing report on depc. ybehaviour and the role of
technology and social media¢ ‘ght shed some light on tii,_ 2 two topics. But measures to
temper corporates’ flight-# Safety and the more fleeting nate, »of today’s banking
relationships should se neglected. In this context, banks wic_ pusiness models
consisting of scantg Jduct and customer diversification should pei yos receive
heightened sups ory scrutiny.
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Fatiinotes

[1] Quote obtained from Rose (2023).

[3] Ibid.

[4] Such connections were one of Silicon Valley Bank’s fault lines, which was heavily
concentrated in a few companies in the tech and life sciences sectors.

[5] Iyer and Puri (2008).
[6] Ibid.
[7] E.g., BIS (2023); Hsu (2024); and G30 (2024).

[8] See FDIC (2023b).
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