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What have we learned from the 2023 turmoil?

Buildings of Swiss banks UBS and Credit Suisse are seen on the Paradeplatz in Zurich, Switzerland,
March 20, 2023. REUTERS/Denis Balibouse/File Photo
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Banking systems remain fragile

Old lessons quickly forgotten

New risk of faster runs due to digitalisation
and rapid spread of information

Urgent need to address remaining gaps
and weaknesses in

v
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Risk management and corporate governance
Bank disclosure

Prudential regulation and supervision
Lender of last resort

Recovery and resolution
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What lessons for deposit insurance systems? [Igy====

Design of deposit Interaction with Financial safety net
insurance schemes resolution coordination

Digitalisation

« Accelerated speed of
runs

* Need holistic approach

* Level and scope of » Use of deposit insurance and understand the . Social media as amplifier
coverage funds in resolution interaction of policies . E digital

« Funding and backstop « Choice of resolution « Coordination and _rz)ndounc?czl alglrz STl
arrangements strategy information sharing in Io %Agg,f, 9 |

« Speed of access to - Role of the deposit business-as-usual and ) Impﬁg:t of Artiticia
deposits and of insurer crises times ntefligence =
reimbursements * Least/Less cost test * Need for testing ) Eﬁ?g?]lciink Pligfieel

« Systemic risk exception?




Next steps

2025

Establishment of a High-Level Steering Group to review the IADI Core
Principles for Effective Deposit Insurance Systems to “review the principles in
the light of lessons learned from the turmoil of the past year”; and

“to include forward looking elements with a view to ensuring that the CPs
remain relevant and effective in and evolving financial environment and
adaptable to ongoing and rapid changes in financial systems due to
technology and other emerging trends".

Public consultation and stakeholder engagement from end 2024.

Finalisation in 2025
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= Background to Recent (2023) Failures

* Mechanisms of Recent Failures (Signature, SVB, First Republic):
 Supervision Challenges

« Bank board management did not manage risks properly, and supervision did not respond forcefully
enough to require them to correct issues. Deposit insurer involvement in supervision can help to
mitigate this problem and align incentives.

* Rate Increases

 Higher interest rates meant higher deposit prices, lower value of loans already on the books due to
lags in repricing, and less economic growth meaning less deposit growth.

+ Banks which thrived from low interest rates and constant growth thus are most likely to be affected.

+ Consumer and Wholesale Expectations
+ FDIC visible and trusted for protecting insured deposits, but the affected banks were mostly uninsured.
« Payment mechanisms available to retail were “fast” but borrowing mechanisms of the bank were “slow.”

* Interconnectivity both of depositors on social media as well as the banks’ role in the payment system.
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= Background to Recent (2023) Failures

Figure 6. Composition of SVBFG liabilities
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= Background to Recent (2023) Failures

Signature Bank, Examiner Hours Per Billion Assets
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= Deposit Flows Under Stress

 Davenport and Mcdill (2005) and Martin Puri Ufier (2022) look at these phenomena.

 There are usually flows of deposits in response to regulatory and economic news.

* Insured are somewhat affected, but uninsured are absolutely the hardest hit.

 Banks usually will attempt to replace lost deposits with higher cost funds — wholesale funding or
high-rate CDs — and while this can keep the bank solvent it cannot improve its net interest margin or

overall profitability.

 Nature of core deposits vs wholesale deposits
* Deposit insurance protects all these deposits — but banks have non-deposit liabilities as well.

 Supervision: What are the ongoing changes and concerns in the bank environment with these
sources of funding? How do they behave?
 Resolution: What is the value of these deposits as a franchise? What premium do they command?
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= Deposit Flows Under Stress
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= Nature of Failure and Resolution

- SVB attempted to raise capital due to avoid selling assets that would change the accounting treatment of
all their assets. Numerous customers, many private equity customers or closely affiliated with them, and as
a result with limited deposit insurance protection, left en masse. Digital media played a role. The bank was
closed midweek and began a normal resolution, with full protection for insured depositors only.

« That weekend, a bank with a similar customer base was closed also due to a run, at which point treasury
declared it was going to use an exception process to resolve both institutions and protect all depositors
therein to stem any further runs or economic stress.

+ Both entities were organized as bridge banks to operate temporarily, then sold to acquiring banks weeks
later; a special assessment was done on the banking industry to pay for the exception process, with large
banks contributing based on their uninsured deposit bases.

+ Several other banks experienced runs around this time, including First Republic which again had a large
number of uninsured depositors like Signature and SVB, which would go on to fail months later. This bank
was resolved without the need to use extraordinary measures, and no other banks would go on to falil
directly from this event.
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= Nature of Resolution

Cumulative Outflows
in millions
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First Republic Stress Testing Scenarios — Bank Estimates as of September 30, 2022
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Campet

Realistic Worst Case $8.030 | $20.200 | $22,650 | $24.090 | $23.910 | $17.840
ﬁﬂﬁ:‘;gﬁfﬁ;t and 8,030 20,200 22 650 24,090 21,650 15,960
Below Well Capitalized 20.540 21.460 21,990 29,600 28.090 | 26,360
Rise in Interest Rates 13,520 14,330 16,100 25220 14,920 19,120
Earthquake 5.440 5.260 6,660 10,940 9.770 |  -17.400

Actual Realized Net Deposit Outflows

$27,690
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= Options for the Future

Uninsured Deposits Are Growing as a Share of Domestic Deposits

Percent
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= Options for the Future

* Supervision
* Dedication of time proportional to the risk of the institution, monitoring deposit
composition, and monitoring in real time to alert resolution functions.

» Resolution

* Retain ready reserve of staff and contacts to support operation of bridge banks and
collect deposit information for deposit insurance functions.

» Deposit Insurance

 Consider unlimited deposit insurance for all products, higher deposit insurance limits,
or unlimited deposit insurance under certain circumstances and products.

(D) WoRLDBANKGROUP
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10




Session 4

Priorities for Deposit Insurance Agencies
in Volatile Financial Market Conditions

Navigating Challenges Post-SVB:
KDIC’s Approach

Sung Wook Youn
Director
Department of Bank Risk Management

Korea Deposit Insurance Corporation

World Bank Financial S
May 22-23, 2




Liquidity Risk and Bank Run Risk

. . po . . 42 billion dollars

u Issue identified: Unprecedented speed of deposit wﬂhdrawal? (25% of deposits)

ere withdrawn in
a single day,
March 9 2023

* Facilitated by mobile apps and homogeneous depositors

* Mobile app usage more widespread in Korea )
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= Implication derived: Identifying liquidity risk and bank run risk ahead of time J

‘= Action taken: Increased surveillance on deposit outflows and Iiab_ilities\
» Established ‘Deposit Monitoring System’ s Ofd_e
- Widened the coverage of depositor database g 03_/ -
\_° Initiated research on "bankrunnability’ ||‘ ] H LR iI/
'ch' :{ﬂrea Deposit WORLD BANK GROUP
nsurance CDTFDTHTIDH 2 Compet s & Innovation
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= Deposit Monitoring System

N

(Collects deposit balance data of each of the 79 insured savings banks, N
automatically transferred from Federation of Savings Banks via API

 Sends alerts to the dedicated desk at KDIC if deposit balance decreases
below thresholds (3%, 5%, and 10% decrease from the previous day)

(" Financial
L Safety-Net

KDIC
________________________________________ )
A Savings Bank | SMS, e-mail E Financial !
- 7 ! Services :
) N — Alert . i |
B Savings Bank |, v ! Committee !
( ) Y " Federation of Deposit " Dedicated Desk : :
C Savings Bank |- F S G | [ . . . | i
> ’ . Savings APl immslams M D:ta. movement _ (including President) |
D Savings Bank | Banks - ogl I\:;mg . ‘
- S ( ) Real-time Monitoring, L . Bank of !
— Data Analysis & ! \ Korea
Reporting l‘
KDIC KoreaDeposit wnmn BANK GRDUP
Insurance Corporation 3 venass & Innovation
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= Further Addressing Liquidity Risk and Bank Run Risk

ﬂVidened the coverage of depositor database \

* Collects a wide range of information including demographical factors (e.g. gender,
age, place of residence) of depositors for each insured institution

* Information also includes: depositor-bank relationships (e.g. loan linkages)

= Initiated research on ‘bankrunnability’

+ Aims to develop an index that captures how vulnerable banks are to bank run risk
\- May utilize financial metrics and qualitative factors including stickiness of deposits/

lI(DI CI Korea Deposit WORLD BANK GROUP
|n5uranl:e 'Cﬂrpﬂratlﬂ" 4 Finance, Competitiveness & Innovation

Financial Sector Advisory Center (FinSAC)



i Public Awareness

4 )
= [ssue identified: Bank run risk amplified by social media

« SVB's failure named as ‘the first Twitter-fueled bank run’
 Spread of baseless rumors also observed in Korea

. )

[- Implication derived: Raising public awareness

/-Action taken: Diversified communication channels

* Created '‘Market Intelligence Team'’
» Established 'KDIC Broadcasting Studio’

K. Appointed 'KDIC Media Ambassador’

KDIC, Koreabeposit WORLD BANK GROUP
Insura nce c'ﬂrpﬂratl'ﬂn 5 Finance, Competitiveness & Innovation
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Interagency Coordination

~ N
= |ssue identified: Coordinated actions of financial authorities

* Joint statement by the Treasury, Federal Reserve, and FDIC
- J

[- Implication derived: Strengthening cooperation J O 0

KDIC

‘= Action taken: Increased cooperation on multiple fronts a
- Jointly monitored deposit balance of selected financial institutions » =
» Conducted joint stress-testing with Bank of Korea =
_ Conducted ‘Crisis Simulation Exercise’ with Korea Securities Finance Corp. ) B
lI(DI CI Korea Deposit WORLD BANKGROUP

Insurance Corporation 6
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= Korean Financial Safety-Net

FSC (Government)

* Implements
financial policies

Information Information

KDIC (Deposit Insurer) ‘
* Protects depositors

* Collects premium lla:l -
| — ST yaten 0 FSS (Supervisor)

 Examines financial institutions
* Imposes sanctions

Information Information

-

BOK (Central Bank)
| . * Implements
KDIC Korea Deposit

Insurance Corporation monetary policies
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= ADIA funds

Deposit Insurance Bank Resolution
DIF: Banks Funds Fund
DIF: SCA Sources
Bank
Resolution FM/AFM/
Fund OFM
Financial
Stability
Advisory
Group
OFM m investment tranche > 2 years M investment tranche > 2 years
B investment tranche 3-24 months M investment tranche 3-24 months
= Liquidity tranche <3 months M Liquidity tranche <3 months
ALBANIAN
DEPOSIT INSURANCE 5 ﬂﬂ?hepgﬂﬁisﬁ Eﬂl&!ﬂ
AGENCY
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= |nsurance events & emergency funding instruments

REPO
Bank DIF » ’
liquidation
’ Public funds
ADIA
BoA decision
Request
’ REPO
Sl BRF + DIF B
resolution ’
Public funds
ALBANIAN
E DEPOSIT INSURANCE 3 ?HE;ER.:LﬂEPEfVE!EgGﬁ E’.E,HE,
AGENCY Financial Sector Advisory Center (FinSAC)




= DIF funding support: REPO for liquidity shortage

N\

/

2012

2014

2022

Trilateral Agreement ADIA-MOF-BOA “On raising the Funds
required by the Agency in the Process of Compensation of
Insured Deposits” — REPO with Ministry of Finance

EBRD stand-by credit line — 3 years term, disbursement
within 7 working days (2014-2023)

REPO agreement with BOA

ALBANIAN
DEPOSIT INSURANCE 4
AGENCY

Features:

Object of REPO — Securities of Deposit
Insurance Funds and securities of
Resolution Fund (renewable).

Maturity and interest rate favourable to
ADIA vs secondary money market.

The terms do not distort the market as
the haircut and collateral/debt ratio are
the same.

BOA acts as a custodian and ADIA holds
accounts at BOA — Transactions are fast.

Activation of REPO transactions upon
submission of agreed templates.

WORLD BANKGROUP
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= Additional funding: MoU for public financial support

[V m
(oY AN
o o
N N
Review of
ADIA Signed
emergency agreement by
funding MoF, BoA,
arrangement and ADIA

with technical

support |:> |:>

Main challenges:

Assessing the impact on the national debt level.

Approval procedure of the amendments to the
state budget, if any.

Setting interagency communication lines and
workflow.

Working process:

Raising awareness of the decision-makers including BOA
and MoF & people in charge and paving the way to the
operationalization of the agreement.

Coordination between BOA, MoF and ADIA for the use of
public financial support for payout and resolution through
state loans or guarantees.

Joint negotiation for DIF + RF backstop funding with
strong commitment of Albanian authorities to collaborate.
ADIA as the fund manager designated with capacity to
sign on behalf of the Bank Resolution Fund.

MoF committing to evaluating granting a loan or state
guarantee to the Agency/to the Bank Resolution Fund in
case the financial means would be assessed as insufficient.

Establishing an accelerated procedure via a Normative Act
by the Council of Ministers.



Additional funding: MoU operationalization

« BOA advanced warning to ADIA on potential significant risk event

« ADIA-BOA financial planning and early notification to MOF

* Indication of triggering of insurance events by BOA to ADIA and MOF

*  MOF and Council of Ministers decisions to extend public financial support
* Fiscal mobilization via normative act and/or budgetary procedures

* Public accountability process

Funding « Information requirements
sustainability and * Scenarios for assessing redemption plans
repayment capacity * Inflow and outflow projections based on terms of ex post funding options
assessment « Main evaluation criteria: debt service coverage ratio + fiscally neutral borrowing

Annex 2 limit for the borrowing fund

ALBANIAN WORLD BANK GROUP
- DEPOSIT INSURANCE 6 Finance, Competitivensss § Innovation
AGENCY Financial Sector Advisory Center (FinSAC)



= Key takeaways

v" Improvements in the clarity of decision and 1 ADIA exploring way to enhance funding framework
coordination process between BoA, ADIA and MoF in (projection modeling) and AFM sources, through:

compliance with related IADI CPs; . o _
» Improving the existing investment operational

v : :
Enhanced awareness of government counterparts internal environment.

regarding the activities necessary to carry out back-up

funding in time for systemic crisis; » Pre-analyzing the investment policy for

strengthening the REPO collateral and assessing
the DIF repayment capabilities and sustainability.

» Aligning with EU DGSD & respective EBA
guidelines and making a study analysis on the
existing preconditions for implementation of a
RBC methodology, primary by outlining a
strategy and exploring the most effective way for
its introduction and smooth transitioning from

v" Testing MoU functionality through simulation. the existing FRP to the RBP, in the near future.

v Minimizing the identified operational bottlenecks for
additional funding;

v" DIF + RF backstop funding negotiated together,
demonstrating the strong commitment for the
Albanian authorities to collaborate;

v" Follow-up interagency coordination & internal
operationalization;

ALBANIAN WORLD BANKGROUP
. DEPOSIT INSURANCE /7 Finance, Competitiveness & Innovation
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