Will The Fall of Three US Banks
Spark a New Global Financial
Crisis?
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What Happened?
Three US banks collapse in five days

In a dramatic sequence of events over the last week, three banks in the
US, Silvergate Corporation, Silicon Valley Bank and Signature Bank have
collapsed, raising again the fears about the Wall Street crisis of 2008 and
even the 1929 financial crisis which began with the failure of one or two
banks.

- The crisis started, on March 8th, when Silvergate Bank announced that
it was winding down its operations. In fact, the bank served primarily the
cryptocurrency industry, with total assets of US$ 11.4 billion and total
deposits of US$ 3.8 billion as at end-2022.

- Twodays later,on March 10th, U.S. regulators closed Silicon Valley Bank
(SVB). SVB was a major player in the startup ecosystem and among small
businesses in the San Francisco Bay Area. As at end-2022, Silicon Valley
Bank had approximately US$ 209.0 billion in total assets and about US$
175.4 billion in total deposits.

- On March 12th, regulators closed Signature Bank in New York over
fears it was running out of cash because customers were withdrawing
their money in piles. The bank was focused on cryptocurrency clients.
Signature Bank had total assets of US$ 110.4 billion and total deposits
of US$ 88.6 billion as at end-2022.
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Why This Happened?
Making bets without really paying attention to the risks

Since interest rates were at almost zero until the second half of 2021, most
US banks invested in Treasury securities, benefitting enormously from the
fact that they were paying nothing for their deposits and earn 3% or more
at the Fed. But as the Federal Reserve has been fighting inflation since
2021, interest rates jumped 8 consecutive times, so far. Therefore, since
bond prices fall as interest rates rise, older bonds with low interest rates
could be sold only at much lower prices than new bonds carrying higher
rates. Not to mention mortgages, like those in which SVB invested, which
are even more sensitive because when interest rates go up, people tend
not to pay off their mortgages early.

In addition, the big banks are diversified and do not depend on a single
economic sector like the startup economy, unlike SVB. So, during the
pandemic, tech startups were doing well, but coming out of the pandemic,
the economy slowed down. These startups found themselves fighting to
find funds to finance their projects. To cover their expenses, they started
to dip into their deposits. As such, banks were forced to meet their clients’
increasingly withdrawal requests by selling the low-interest bonds they
bought, at steeply discounted prices, which put them at a financial loss and
were forced to shut their doors.
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How Did the US Authorities Respond?

US Regulators moved quickly to stop potential banking crisis.

Within 48 hours, the US Treasury Department, the Federal Reserve, and
the FDIC were preparing a package of emergency measures to defeat
panic among depositors, to shore up confidence in the banking system
and to prevent contagion in the rest of the banking system. By Sunday
evening, the US government announced it would guarantee all deposits
beyond FIDC ceiling of US$ 250,000, while the failed bank’s customers
will have access to all their deposits starting Monday. In parallel, the
Federal Reserve launched a lending facility that would be available to lots
of other banks in order to ensure depositors’ demands could be met.
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What About the Impact of the US Crisis on the

Global Markets?
US Crisis rocked global financial markets

There is no doubt that financial stocks and bonds, in the US, Europe and
Asia, have shed hundreds of billions of dollars in value since US Banks
crisis rocked global markets and sent shock waves mainly through stock
markets.

In the US, the six largest Wall Street banks have lost almost US$ 165
billion in market capitalization since the beginning of the month. In fact,
shares of Citigroup and Morgan Stanley suffered the biggest sell-off
mainly on Wednesday, after rebounding on Tuesday on optimism that
the contagion risk was contained. Bank of America shares fell to a more
than two-year low. Investors said the three banks plus Goldman Sachs,
JPMorgan Chase and Wells Fargo are being hurt by predictions that
profits will be squeezed. However, the share price falls at the big banks are
much smaller on a percentage basis than the dramatic collapse in midsized
bank stocks. In parallel, bank stocks are also being hit by a belief that
lenders will have to start increasing the interest they pay to depositors.
In a note on Wednesday, UBS wrote of the largest banks: “While the bank
stock performance is stabilizing a little throughout the day, investors are
concerned about deeper net interest income cuts from greater deposit
outflows”.
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10 13 14 15 !
Cumulative
US Wall Street Mar. - vl ’ Mar. - vl ’ Mar. - ol ‘ Mar. - sale % Change
2023 2023 2023 2023
Dow Jones 31,910 31,819 32,155 31,875
Daily % Change -0.3% 1.1% -0.9% -0.1%
Nasdaq 100 11,830 11,923 12,200 12,251
Daily % Change 0.8% 2.3% 0.4% 3.6%
)
% S&P 500 3,862 3,856 3,919 3,892
Daily % Change , g
Major Indices ily % g 0.2% 1.6% 0.7% 0.8%
S&P 100 1,739 1,741 1,773 1,770
Daily % Change 0.1% 1.8% -0.2% 1.8%
Russell 2000 1,773 1,744 1,777 1,746
Daily % Change -1.6% 1.9% -1.7% -1.5%
First Republic Bank 81.8 31.2 39.6 31.2
Daily % Change -61.8% 27.0% -21.4% -61.9%
U.S. Bancorp 40.6 36.5 37.5 35.4
Daily % Change -10.0% 2.7% -5.5% -12.8%
JPMorgan 133.7 131.3 134.6 128.3
@ Daily % Change -1.8% 2.6% -4.7% -4.0%
Top Banks' Shares (USS) Citigroup 48.3 44.7 47.4 448
Daily % Change -7.4% 5.9% -5.4% -7.3%
Bank of America 30.3 28.5 28.8 28.5
Daily % Change -5.8% 0.9% -0.9% -5.9%
Goldman Sachs 327.7 315.5 322.2 312.2

Daily % Change -3.7% 2.1% -3.1% -4.7%



Stock markets in Europe fell sharply over the week. Stock markets in
Frankfurt, Paris and Milan suffered sharp losses with banking stocks deep
in negative territory, plunged on Wednesday to their worst session since
Russia launched its full-scale invasion of Ukraine on Feb. 24, 2022. In
parallel, Credit Suisse dropped to the bottom of the blue-chip index after the
bank’s biggest lender, Saudi National Bank, said it would not be able to offer
it more financial help. As such, its shares closed down by 24%. It is worth
mentioning that Credit Suisse 5-year CDS reached a record high of 695 on
Wednesday, compared to 255 during the financial crisis in March, 2009. In
fact, the Credit Suisse fall caused a wider banking sell-off to resume after
the sector staged a modest recovery on Tuesday. In parallel, BNP Paribas,
Société Générale, Commerzbank and Deutsche Bank were among the banks
to post steep declines. However, on Thursday, Credit Suisse said it secured a
US$ 54 billion lifeline from the Swiss National Bank to shore up liquidity and
investor confidence after a slump in its shares. The announcement helped
reverse some of the heavy share market losses and restored confidence in
wider financial markets, which were battered on Wednesday.
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10 13 14 15 16 -
Cumulative
European Stock Markets Mar. - osle ’ Mar. - pole ’ Mar. - oaslo ‘ Mar.-ools | Mar.-omle ‘ % Change
2023 2023 2023 2023 2023
DAX 15,428 14,959 15,233 14,735 14,975
Daily % Change -3.0% 1.8% -3.3% 1.6% -2.9%
FTSE 100 7,748 7,549 7,637 7,344 7,417
Daily % Change -2.6% 1.2% -3.8% 1.0% -4.3%
)
/o CAC 40 7,221 7,012 7,142 6,386 7,041
Daily % Change - 9 3 49 -9 59
Major Indices y % g 2.9% 1.9% 3.6% 2.3% 2.5%
Euro Stoxx 50 4,230 4,097 4,179 4,035 4,120
Daily % Change -3.1% 2.0% -3.5% 2.1% -2.6%
EuroNext 100 1,337 1,303 1,324 1,281 1,305
Daily % Change -2.6% 1.6% -3.3% 1.9% -2.4%
Credit Suisse Group (CHF) 25 2.26 2.24 1.7 2.03
Daily % Change -9.6% -0.9% -24.1% 19.4% -18.8%
BNP Paribas (Euro) 60.3 56.2 57.9 52.0 52.7
Daily % Change -6.8% 3.1% -10.1% 1.3% -12.5%
Société Générale (Euro) 25.5 23.9 24.5 21.5 21.4
@ Daily % Change -6.2% 2.3% -12.2% -0.5% -16.2%
Top Banks' Shares Deutsche Bank (Euro) 10.7 10.2 10.6 9.6 9.5
Daily % Change -4.9% 4.2% -9.3% -1.0% -11.0%
Barclays (GBP) 157.4 147.5 152.1 138.2 142.5
Daily % Change -6.3% 3.1% -9.1% 3.1% -9.5%
Commerzbank (Euro) 114 10.0 104 9.5 9.5

Daily % Change -12.7% 4.4% -8.7% 0.3% -16.6%



Asian stock markets tumbled mainly on Tuesday and Thursday when
Shanghai, Tokyo, Hong Kong and Sydney all dropped, reversing Wednesday's
gains. Asian stocks fell broadly on Tuesday, dragged down by banking shares.
Japan’'s Nikkei 225 tumbled by 2.2% to post its third straight day of declines.
Hong Kong's Hang Seng dropped 2.3%, before trimming losses in the
afternoon. HSBC Holdings plunged more than 5% in Hong Kong after the
banking giant pledged to inject GBP 2 billion (US$ 2.4 billion) of liquidity into
SVB’s UK unit, which it had bought for 1 pound. Standard Chartered Bank
sank nearly 7%. On Thursday, Asian markets continued their downward
trend, when Japan's Nikkei fell by 2% in early trade, Australian shares
slumped 2% as well, led by losses for banking stocks, while miners dropped
heavily too as the specter of worldwide banking stress has traders getting
out of all kinds of risk-sensitive assets.
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10 13 14 15 16 -
. . Cumulative
Asian Stock Markets (Excluding MENA) Mar. - oasle ’ Mar. - ossle ’ Mar. - ossle ‘ Mar.-osle | Mar.-oule ‘ % Change
2023 2023 2023 2023 2023
Nikkei 225 28,144 27,833 27,222 27,229 27,011
Daily % Change -1.1% -2.2% 0.0% -0.8% -4.0%
MSCI Asia Pacific (USD) 158 159 155 157 -
Daily % Change 0.6% -2.3% 0.9% - -0.8%
)
/o Hang Seng 19,320 19,696 19,248 19,540 19,204
Daily % Change -2 39 -1 79 -0 49
Major Indices y % g 1.9% 2.3% 1.5% 1.7% 0.6%
Nifty 50 17,413 17,154 17,043 16,972 16,972
Daily % Change -1.5% -0.6% -0.4% 0.0% -2.5%
FTSE China 50 12,461 12,739 12,451 12,709 12,511
Daily % Change 2.2% -2.3% 2.1% -1.6% 0.4%
Commercial Bank of China (YUAN) 4.34 4.4 441 4.46 452
Daily % Change 1.4% 0.2% 1.1% 1.3% 4.1%
Mitsubishi UFJ (¥) 932.7 900.3 823.0 861.5 837.6
Daily % Change -3.5% -8.6% 4.7% -2.8% -10.2%
Mizuho Financial Group (¥) 2,115 2,011 1,867 1,905 1,833
@ Daily % Change -4.9% -7.1% 2.0% -3.8% -13.4%
Top Banks' Shares Resona H0|d|ng$ (¥) 7338 7004 6360 6623 6304
Daily % Change -4.6% -9.2% 4.1% -4.8% -14.1%
Bank of China (YUAN) 3.3 3.3 3.3 3.4 3.5
Daily % Change 0.6% 0.3% 1.8% 2.9% 5.8%
DBS Group (US$) 332 32.7 32.3 33.0 32.6

Daily % Change -1.4% -1.1% 2.0% -1.3% -1.9%



Regionally, most Arab markets, mainly GCC, fell during the week on fears M5 (a5l Holedl Gulxo Jod lagw 39 wdp =l Glow3l pbzo Czzly =L,.m.l;il
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9 12 13 14 15 16 |
Cumulative
MENA StOCk Markets Mar. - vole Mar. - vole Mar. - vole Mar. - vole Mar. - vole Mar. - vole % Change
2023 2023 2023 2023 2023 2023
FADX 15* 9,731 - 9,658 9,486 9,414 9,330
Daily % Change S -0.7% -1.8% -0.8% -0.9% -4.1%
DFMGI* 3,386 - 3,354 3,304 3,310 3,307
Daily % Change S -0.9% -1.5% 0.2% -0.1% -2.3%
[
/o EGX30 16,454 15,937 15,439 15,362 14,724 14,704
. : Daily % Change -3.1% -3.1% -0.5% -4.2% -0.1% -10.6%
Major Indices
QE 10,737 10,565 10,408 10,216 10,114 9,910
Daily % Change -1.6% -1.5% -1.8% -1.0% -2.0% -7.7%
TASI 10,463 10,384 10,305 10,207 10,049 9,977
Daily % Change -0.8% -0.8% -1.0% -1.6% -0.7% -4.6%
Qatar National Bank (QAR) 16.5 16.5 16.0 15.8 15.7 15.8
Daily % Change -0.4% -2.8% -1.6% -0.6% 0.7% -4.6%
EFG Hermes (EGP) 19.7 18.6 17.8 17.9 15.7 16.0
Daily % Change -5.6% -4.4% 0.8% -12.8% 2.2% -18.8%
First Abu Dhabi Bank (AED)* 14.1 - 14.0 13.6 134 13.0
@ Daily % Change - -0.7% -2.7% -1.6% -3.1% -7.9%
Top Banks' Shares Saudi National Bank (SAR) 46.5 45.9 44.6 44.0 42.8 415
Daily % Change -1.2% -2.8% -1.5% -2.7% -2.9% -10.7%
Emirates NBD Bank (AED)* 12.9 - 12.9 12.5 12.8 12.8
Daily % Change - 0.0% -3.1% 2.4% 0.0% -0.8%
Al Rajhi Bank (SAR) 75.0 73.7 72.6 71.8 70.8 70.6
Daily % Change -1.7% -1.5% -1.1% -1.4% -0.3% -5.9%

*Based on March 10 figures



Will Collapsing US Banks Spark a Global Financial
Crisis?
US banks failure fuels concerns of looming financial crisis

It is evident that a small group of small to midsize US banks could be at
risk so far, not the entire banking system and bigger-name banks. This is
what the analysts believe so far, while the economists broadly agree that
the failure of the three US banks is evidently different from the implosion
of financial institutions, such as Bear Stearns and Lehman Brothers, that
precipitated the 2007-2008 global financial crisis. This is mainly due to the
fact that financial regulation has been tightened up significantly since the
2007-2008 crisis, and the increased capital requirements imposed after
the 2008 crisis seem to be paying off, while banks are now required to have
much more capital than before, making them much less risky.

Furthermore, the banks that could face a possible collapse are regional
banks that lack a large depositor base, have a lot of securities that have
lost value and whose capital would be wiped out should those securities be
sold at market price. It is worth mentioning here that “Credit default swaps
on various large U.S. banks have been creeping up lately, but they are still
nowhere near levels seen during the financial crisis,' said Ryan Detrick, chief
market strategist at Carson Group, adding that while cracks are forming, the
large banks arestill in solid shape, and stating that "the worries are mounting,
no doubt, but the major stress remains on the smaller regional banks".
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After all, the nightmare of bank and financial supervisors is a so-called bank
run. This is when customers virtually storm a bank to bring their savings to
safety. If a large number of customers do this at the same time, banks end
up being overwhelmed because they do not have enough capital available
to service all the claims. The consequences were seen during the global
financial crisis of 2008 when the financial sector was on the verge of a
"meltdown." However, the Center for European Economic Research does
not expect a new global financial crisis after the closure of the US banks,
since SVB's business model, as a startup financier, is a “very special one”.

However, the risk of a global contagion is still present. “SVB’s collapse
should set off alarm bells at financial institutions worldwide’, as per Axel
Lehmann, the chairman of Credit Suisse. The crisis demands stricter input
from regulators and more oversight when it comes to midsize banks,
Lehmann said, adding that the banking sector needs to take a closer look at
managing its fundamentals. In parallel, Larry Fink, the chairman and CEO of
BlackRock, is warning that “after SVB another domino could fall soon”, and
worried aloud about cracks in the financial system that formed during more
than a decade of easy money and low interest rates, while he said that it is
too early to know how widespread the damage is. Wall Street analyst Robert
Kiyosaki, best known for his successful prediction of the 2008 Lehman
Brothers' collapse, has claimed that Credit Suisse is the next bank at risk of
collapse.
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