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Is a new financial crisis looming?

Within a few days, two banks in the USA went bankrupt
or were closed (Silicon Valley Bank and Signature
Bank), while in Switzerland, the emergency sale of
Credit Suisse to UBS was initiated by the authorities and
the financial market supervisory authority last weekend.
No wonder that many investors are now asking them-
selves whether there will be a global financial and eco-
nomic crisis like in 2008/2009. Although at first glance
there may be certain parallels to the situation back then,
the causes of today's developments are different. The fact
that banks are becoming insolvent and closing down is
not in itself an indication of failed or too lax regulation
and thus of an imminent crisis in the financial system. In
the USA, financial institutions have gone out of business
almost every year for the past 100 years. According to the
USA Deposit Insurance Corporation (FDIC), more than
3,500 banks have closed their doors since 1980 alone,
and since 2001 there have been a good 570 closures. Most
of the insolvencies occurred during the savings-and-loan
crisis and in the aftermath of the financial and economic
crisis of 2008/2009. After all, every bank - like any other
company in principle - bears an entrepreneurial risk. Un-
like most "normal™ companies, however, a bank's insol-
vency has a higher likelihood of going under, with not
only microeconomic but almost always macroeconomic
repercussions. By contrast, since 2015, the number of
closures has been extremely low, at less than ten per year,
with not a single bank failing in 2018, 2021 and 2022.
This certainly has something to do with the very low in-
terest rates and the associated favorable refinancing con-
ditions, but is perhaps also a sign that regulation is very
much having an effect.
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source: FDIC, as of 14.03.2023

In the meantime, the situation on the international finan-
cial markets has calmed down again, after it still looked
last weekend as if the financial markets could be in for a
major disaster. With a bit of distance, it is now easy to
summarize and classify what has happened over the past
two weeks. The turmoil at Silicon Valley Bank (SVB)
can be traced back to its special business model, which
is, however, an absolute special case that is not repre-
sentative for the entire US banking system. Due to its less
granular customer base, SVB had a very high percentage
of deposits that did not fall under the federal deposit in-
surance of $250,000 per customer. At the end of 2022, as
many as 94 percent of deposits were above this coverage
limit! At the same time, SVB had an extremely high pro-
portion of its customer deposits invested in securities, es-
pecially bonds with long remaining maturities. While
SVB benefited in recent years on the deposit side from
the fact that start-ups could hardly save themselves from
financing rounds and accordingly kept increasing their
deposits, exactly the opposite happened last year: interest
rates rose, financing rounds failed to materialize and the
poor economy led to a high so-called cash burn rate and
thus to an accelerated withdrawal of deposits. In order to
meet its obligations, the SVB had to sell government
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bonds, which were still on the balance sheet at their ma-
turity value of 100, at significantly lower market prices.
Thus, "book losses” turned into real losses that eroded
equity. A necessary capital increase failed, and word
spread among customers that their deposits were not in-
sured. The impending bank run became a self-fulfilling
prophecy within a very short time. The central question
now is whether this situation (which could also be ob-
served in a mitigated form at some other regional banks)
is symptomatic and thus representative of the US finan-
cial system.
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Bank deposits decline, but the worst is
probably already over

To anticipate the result right away: We think that this is
not the case. However, it cannot be pretended that there
would not have been any stress in the US banking system
otherwise. If we look at the development of deposits at
US banks, for example, we can observe a significant de-
cline at the current margin. This is due to the fact that
deposits have been shifted from overnight deposit ac-
counts, for example, into money market funds or ETFs as
well as into other securities.
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However, this decline looks more dramatic than it actu-
ally is. This is because it should not be overlooked that
level effects play a role and sometimes lead to distorted
perceptions that are only "rectified" when the time series
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is logarithmized. For this reason, we have shown in a sec-
ond chart only the percentage declines in deposits com-
pared with their previously reached peak. And here, at the
latest, we can see that similar declines have been ob-
served more frequently in the past, although the last sim-
ilarly large decline occurred during the financial crisis.

Deposits with US-banks, decrease in percent
from previous peak
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But there is one piece of good news: In the past, the set-
backs in deposits were always limited in time. In most
cases, it took only a few weeks for a large part of the de-
cline to be recovered. The recovery in deposits was gen-
erally accompanied by a calming of the markets. This
time, too, there is much to suggest that things could turn
out similarly.

2023 is not 2008!

In our view, here are the main reasons why the storm in
the financial system is likely to subside soon:

e In 2008, there were huge uncertainties about how
to value mortgage loans and, in some cases, in-
sanely complex derivatives. In 2023, banks will
also suffer from book losses, but this time it will
generally be government bonds whose value is
not in question.

e Central banks will be significantly more proac-
tive in 2023 than in 2008, as evidenced by US
deposit guarantees, the Fed's new Bank Term
Funding Program, and the courageous interven-
tion of Finma in Switzerland. Implicit guarantees
and commitments by the ECB have also calmed
the market in recent days. Obviously, lessons
have been learned from the mistakes of previous
years - in some cases, the actions are so proactive
that regulatory questions are already arising.
However, regulatory issues are less relevant for
the short-term stability of the financial system.
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e The US economy is sufficiently solid. Employ-
ment and wages are rising, and the "excess sav-
ings" from the Corona crisis still provide a valu-
able risk buffer. In Europe, many economic data
are already improving again - the risk of a (sharp)
recession seems low. The risk of a downward
spiral of negative financial and economic devel-
opments is low.

e The US real estate market shows no signs of
longer-term weakness. Relative to the size of the
US population, far too little is being built in the
US, and the age of homes in the US is at its high-
est level since World War Il. Vacancy rates are
extremely low; consequently, real estate prices
have risen again recently. Accordingly, the sav-
ings rate may fall again and the consumption rate
rise, which will support the economy.

e In Europe and also the USA, the capital ade-
quacy of banks has improved significantly since
2009, and at the same time the share of non-per-
forming loans in total lending is low. Moreover,
the loan-to-deposit ratio of US banks in particu-
lar is still significantly lower than in 2008, alt-
hough the figure has risen somewhat in recent
months.

e The furor over the handling of the so-called AT1
bonds was somewhat premature. The complete
write-down of Credit Suisse's AT1 bonds cannot
be transferred one-to-one to comparable bonds
from the euro zone or other regions. The danger
of a panic reaction in these securities seems to
have been averted.

So is everything good again? It is certainly still too early
to make this statement. A critical factor is that bank lend-
ing standards, i.e. the financing conditions for borrowers,
have deteriorated significantly in both the USA and Eu-
rope. This will have a negative impact on the economy if
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fewer loans are granted - but on the other hand, this is
precisely what central banks want in order to curb infla-
tion. In the near future, markets will probably be caught
between high inflation rates, weaker economic data and
less efficient banks. This suggests higher volatility in the
capital markets, but not necessarily a massive correction.
Moreover, in the coming weeks and months, central
banks will act cautiously and not give any reason to pro-
voke a new bout of weakness in the markets. A good ex-
ample of this is the latest Fed decision on March 22: Alt-
hough the US central bank maintained its monetary pol-
icy course and raised the key interest rate by 25 basis
points to a range of 4.75 to 5 percent, Fed President Je-
rome Powell struck moderate tones and formulated a
more cautious monetary policy outlook. The market took
the comments as an indication that rate hikes of 50 basis
points are virtually out of question, that rate adjustment
pauses will follow and that the Fed has almost reached its
interest rate peak.

MEETING PROBABILITIES.

MEETING DATE | 175-200 200-225 225-250 250-275 275-300 300-325 325-350 350-375 375-400 400-425 425-450 450-475 475.500 500-525

03.05.2023 00% 00% D00% 00% 00% 700% 30,0%
14.06.2023 00% 00% 00% 00% 00% 00% 00% 00% 00% 395% 474% 13,1%
26072023 00% 00% 00% 00% 00% 00% 00% 00% 00% 85% 412% 400% 102% 00%
2008.2023  00%| 00% 00% 00% 00% 00% 00% 00% 72% 363% 402% 147% 15% 0,0%
01112023  0,0% 0,0% 0,0% 0,0% 0.0% 0,0% 0,0% 43% 246% 386% 249% 68% 06% 0,0%
13422023 0,0% 00% 0,0% 00% 00% 00% 35% 209% 351% 274% 101% 17% 01% 0,0%
31.01202¢ 0,0% 00% 0,0% 0,0% 00% 28% 151% 318% 29,8% 149% 41% 08% 00% 0,0%
20032024 00% 00% 00% 00% 20% 13,1% 284% 303% 182% 65% 13% 01% 00% 00%
01052024 0,0% 00% 00% 20% 130% 283% 30,3% 183% 66% 14% 02% 00% 00% 00%
19.06.2024  0,0% 0.0% 08% 64% | 191% 291% 255% 136% 45% 09% 01% 0.0% 0.0% 0,0%
31.07.2024|  0,0% | 05% 42%  140% 251% 269% 184% 81% 23% 04% 00% 00% 00% 00%
25.09.2024  04% 36% 126% 234% 266% 196% 97% 3.2% 0.7% 01% 00% 0,0% 0,0% 0,0%

source: CME Fed Watch Tool, as of 24.03.2023, 10:00

However, Jerome Powell once again emphasized at the
last Fed meeting that it is too early for interest rate cuts
this year and that market expectations with regard to US
interest rate policy are too optimistic, pointing to further
interest rate hikes if inflation and, in particular, core in-
flation do not fall as desired. It remains to be seen who
will be proven right in the end.
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Market data

As of Change \ersus
24.03.2023 17.03.2023 23.02.2023 23.12.2022 23.03.2022 30.12.2022
Stock marktes 10:19 -1 week -1 month -3 months -1year YTD
Dow Jones 32105 0,8% -3,2% -3,3% -6,6% -3,1%
S&P 500 3971 14% -1,0% 3,3% -10,9% 3,4%
Nasdaq 11787 13% 17% 12,3% -15,3% 12,6%
DAX 15014 1,7% -3,0% 7% 51% 78%
MDAX 26857 15% -6,4% 6,4% -14,9% 6,9%
TecDAX 3265 1.2% 0,3% 12,4% -0,4% 11,8%
EuroStoxx 50 4149 2,1% -2,6% 8,7% 7.2% 9,4%
Stoxx50 3800 1,6% -33% 33% 3.2% 41%
SMI (Swiss Market Index) 10646 0,3% -5,3% -15% -12,0% -0,8%
Nikkei 225 27385 0,2% 1,0% 4,4% -2,3% 4,9%
Brasilien BOVESPA 97926 -4,0% -9,0% -10,7% -16,6% -10,8%
Russland RTS 982 3,5% 5,6% 1,9% 4,8% 1,2%
Indien BSE 30 57640 -0,6% -33% -3,7% -01% -5,3%
China CSI 300 4027 17% -1,9% 5,2% -5,8% 4,0%
MSCI Welt 2697 15% -1,5% 3,5% -10,5% 3,6%
MSCI Emerging Markets 978 2,8% -1,0% 24% -14,3% 2.2%
Bond markets
Bund-Future 137,04 -116 238 209 -2276 411
Bobl-Future 119,45 16 337 311 -1044 370
Schatz-Future 106,43 10 109 88 -467 101
3 Monats Euribor 3,00 60 60 110 350 111
3M Euribor Future, Dec 2023 3,38 18 =31 -17 236 -23
3 Monats $ Libor 5,08 8 12 35 411 31
Fed Funds Future, Dec 2023 394 7 -127 -58 122 -70
10 year US Treasuries 334 -9 -56 -41 102 -50
10 year Bunds 2,08 -6 -35 -32 164 -49
10 year JGB 0,38 9 -12 0 16 -3
10 year Swiss Government 1,10 15 -30 -41 63 -51
US Treas 10Y Performance 609,05 0,4% 4,5% 4,4% -6,2% 5,0%
Bund 10Y Performance 547,49 -0,5% 2,7% 2,7% -12,4% 4,2%
REX Performance Index 435,35 0,2% 1.2% 0,4% -8,3% 0,7%
IBOXX AA, € 347 -2 -12 0 217 -12
IBOXX BBB, € 4,44 -6 0 -15 241 -26
ML US High Yield 883 -15 18 13 254 -14
Convertible Bonds, Exane 25 6620 0,0% 0,0% -0,3% -10,2% 0,0%
Commodities
MG Base Metal Index 408,58 1,6% -4,1% -1,0% -23,3% -2,3%
Crude oil Brent 75,00 3,3% -8,9% -10,8% -38,4% -11,7%
Gold 1987,81 14% 9,2% 10,3% 3,0% 9,5%
Silver 23,08 4,0% 8,2% -3,0% -13% -2,8%
Aluminium 2278,75 2,3% -3,1% -3,6% -37,5% -3,0%
Copper 9033,00 5,4% 17% 8,5% -13,5% 8,0%
Iron ore 126,66 -2,6% 0,6% 14,6% -15,3% 13,8%
Freight rates Baltic Dry Index 1484 -3,3% 81,9% -2,0% -42,4% -2,0%
Currencies
EUR/ USD 1,0787 15% 16% 1,6% -1,8% 1,1%
EUR/ GBP 0,8804 0,4% -0,1% 0,0% 57% -0,8%
EUR/ JPY 140,30 -0,2% -2,1% -0,4% 5,8% -0,3%
EUR/ CHF 0,9891 0,3% 0,0% 0,2% -3,7% 0,4%
UsD/ CNY 6,8685 -0,3% -0,5% -18% 7,8% -0,5%
usb/ JPY 130,83 -0,8% -2,9% -1,5% 8,0% -0,2%
USD/ GBP 0,82 -0,9% -1.8% -15% 7.9% -1.8%
Source: Refinitiv Datastream
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