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The U.S. financial system experienced a period of stress during March 2023 in which several regional banks
including First Republic Bank, Silicon Valley Bank, Signature Bank, and Silvergate Bank, etc., were affected.
The collapse of these institutions had multiple causes and exposed the potential effects of a strong relaxation of
the financial regulation to which these institutions were subject. This was reflected in the balance sheet structure
of the entities where there was a high exposure to Treasury bonds that were carried on the books as held-to-
maturity securities within the assets of these institutions, a position that was mainly funded through demand
deposits highly concentrated in U.S. technology companies. On the asset side, these entities held securities that
had been devalued as aresult of the Federal Reserve (Fed) funds rate hike while, on the liability side, they had
demand deposits whose depositors were institutional clients who accounted for a significant amount of funds and
for whom there were no restrictions on making withdrawals at any time. In addition, these institutions did not
have minimum liquidity requirements measured by the shortterm liquidity risk indicator (LCR) and the net stable
funding ratio (NSFR) that are designed to limit exposure to massive withdrawals in periods of stress. These types
of regiona banks were not subject to compliance with liquidity and capital adequacy standards in accordance
with international guidelines, known as the Basel 111 principles. In the case of the United States, requirements of
thistype are applicable to the largest financial institutions. The public’sloss of confidence in the respective
ingtitutions also led to massive withdrawals which, in turn, led to the insolvency of the affected institutions.
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