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Al, SOCIAL MEDIA, AND MOBILE BANKING MAY
BRING MORE BANK RUNS; SAFEGUARDS OF
YESTERDAY MAY NOT BE SUFFICIENT TOMORROW

he sudden withdrawal of bank deposits—

accelerated by digital technology—contrib-

uted to the failures of Silicon Valley Bank,

Signature Bank, and First Republic Bank in

the United States and Credit Suisse in Swit-
zerland in the spring of 2023. While a complex set
of factorsled customerstolose confidence inthese
banks’ financial health, the spread of rumors on
social media and access to deposit withdrawals
with the click of a button in mobile apps contrib-
uted to the speed with which customers moved
their money out of the banks. The speed was
unprecedented: in earlier episodes of bank runs,
such as during the global financial crisis, social
media and mobile banking apps were unheard of
or barely existed.

Banks differ, and the reasons customers may
suddenly question a bank’s viability vary. As events
in2023illustrate, however, the risk of sudden bank | Silicon Valley
. .. Bank in Santa
runs may generally be affected by advancingdigital | 1,.. california,
frontiers in banking. on March 13, 2023.
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Abankrun occurs when many customers simul-
taneously withdraw their deposits because they are
worried about the bank’s financial health. Although
some deposits are often insured through national
deposit guarantee programs, uninsured deposits
may be withdrawn when there are concerns about
abank’s health. Even if the bank is fundamentally
healthy, suspicion of problems can potentially be
self-fulfilling if the bank does not have enough lig-
uid funds to meet customer withdrawals.

In the worst-case scenario, a bank that would
otherwise survive may collapse if concerns trigger
abank run. The effects of bank runs can go beyond
the cost to banks’ owners and remaining creditors
and can become a financial stability concern. Bank
runs can be contagious, and adversely affect real
economic growth. For this reason, financial author-
ities and regulators have set up a governance frame-
work for containing this risk.

Speedy bank withdrawals

A typical bank funds itself mainly with deposits
from its business and household customers. The
bank holds on to a fraction of these deposits to meet
potential withdrawals. The rest is used to generate
income for the bank. For instance, the bank will offer
loanstoindividuals or businessesinneed of funding.

This business model relies on depositors not
withdrawing their money all at once. In this case,
the bank cannot pay it all back because the depos-
its are now tied up in longer-term lending to other
bank customers.

In normal times, deposit funding of bank lend-
ing activities is rather stable. Depositors usually
keep a certain balance in their accounts to pay for
such expenses ashousing and groceries. Individual
depositor account fluctuations generally cancel out
over time across the many account holders of a bank.

But if rumors emerge that a bank may be at
risk of collapse, widespread deposit withdrawals
may occur. If withdrawals happen slowly, the bank
has time to find funding elsewhere or sell assets
to raise funds. Fast withdrawals, on the contrary,
can bring down a bank before it can secure fund-
ing alternatives.

The potential speed of withdrawals is hence
crucial. As the digital frontiers of banking further
advance, the speed with which bank customers can
withdraw deposits may further increase. Without
appropriate adjustments to banks’ management of
such fundingrisks, this could pose a potential threat
to financial stability.

Quick transfers between banks

One way that bank withdrawals can become faster
is through easier and faster transfers to other banks.
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“While the future impact of Al and tech
innovations in banking is uncertain, it is possible
to imagine that the frequency of bank runs may
increase significantly.”

Historically, transfers of deposits between banks

have been somewhat limited. Among the reasonsis

that many bank customers typically have accounts

with only one bank, notably because it is time-con-
suming to collect information about terms and con-
ditions and open an account with a new bank. It may

also be expensive to change banks.

New technology may eliminate some hurdles.
For instance, online and mobile banking ser-
vices have made it easier for customers to trans-
fer money between banks 24/7. Increasing access
to cheap instant payment systems is reducing the
time it takes for a customer to transfer money from
one bank to another. It is also likely that personal
banking relationships, and the associated loyalty
to a bank, play less of a role when banking relation-
ships are increasingly digital.

Artificial intelligence may also accelerate bank
withdrawals and transfers. Today, Al-powered
tools can analyze an almost unlimited amount of
data at high speed, including banks’ terms and con-
ditions and news flows from both social media and
more traditional media, such as newspapers. Based
on such analysis, future Al-powered tools may help
bank customers automatically and instantly real-
locate deposits across different banks, based on
criteria set by the customer. Such criteria could
include the interest paid on deposits, perceived
bank safety, or the customer’s wish for diversifica-
tion across banks.

Regulatory requirements, such as the require-
ment to verify the identity of their customers
(know-your-customer requirements), may not
prevent AI-powered tools from opening accounts
onbehalfofacustomer. Once a customer uploads
the necessary documents and mandates to an
Al-powered tool, it may be able to engage in dia-
logue with several banks and confirm the cus-
tomer’s identity.
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While the future impact of Al and tech innova-
tions in banking is uncertain, it is possible to imag-
ine that the frequency of bank runs may increase
significantly.

Fighting tech with tech

Although new technology can increase the risk
of bank runs, banks may also use technology to
reduce the risk. For example, Al tools may be
developed to improve liquidity management and
monitor withdrawal patterns, which could help
lower bank-run risk.

Other tools to reduce runrisk include adequate
funding—such as more equity financing or more
liquid assets on banks’ balance sheets—that can
be used quickly to raise funds to repay deposi-
tors. Banks may themselves find it optimal to use
more equity financing or hold more liquid assets—
or they may be required to do so if authorities are
concerned about systemic financial risk. Authori-
ties may also extend deposit insurance and access
to central bank funding facilities in case of a crisis.
In addition, appropriate recovery and resolution
regimes can help restore confidence in the finan-
cial system after a bank failure to avoid the spread
of bank runs.

The set of toolsis not a panacea, however. Each
tool can have undesirable side effects that should
be balanced against their benefit of reducing risks.
Take a potential requirement that banks place more
of their deposits in assets that can be sold immedi-
ately at no cost, such as high-quality government
bonds. Incase of arun, the bank can quickly sell the
bonds and pay back its depositors. In the extreme,
all deposit funding could be placed in highly liquid
safe assets, which would effectively eliminate bank
runs. However, it would also mean that bank lend-
ingtohouseholds and businesses would have to be
financed by other means, notably equity or long-
term borrowing on the part of the bank. Thereis a
risk that it would reduce lending to the real econ-
omy, temporarily or permanently. It could also
affect the balance sheets of central banks and gov-
ernments, as well as asset prices, because of higher
demand for safe liquid assets.

Expanding deposit insurance programs would
alsoreduce risks. However, depending on how the
insurance is financed, high coverage could impose
unacceptably high costs on the public purse in case
of bank failures: a sufficiently large prepaid insur-
ance fund in many cases would be difficult to putin
place up front. Such coverage could also interfere
with banks’ incentives to behave prudently (cre-
ating moral hazard). Similar effects are present if
banks’ accessto central bank emergency lendingis
extended. This move could place the central bank

at risk of a financial loss, and it may lead to risky
behavior of banks or disruption of the interbank
loan market.

In employing such tools, the potential adverse
side effects should always be balanced against the
benefit to society of risk reduction, and some risk
will always remain. Our point is that with new
technological advances, this balance may have
to shift.

Central bank digital money

The increased use of electronic payments in place

of cash has led a growing number of central banks

to consider introducing a central bank digital cur-
rency (CBDC). A CBDC would allow households

and firms to convert their deposits at commercial

banks into deposits at a CBDC account—that is, at

the central bank.

A deposit with the central bank would in most
cases be considered very safe. Depending on how
they are designed, CBDCs might shift the dynam-
ics of bank runs, transforming them from runs
between commercial banks to runs from commer-
cial banks to the central bank’s balance sheet. If
there are no constraints on the account at the cen-
tral bank, customers of a commercial bank per-
ceived as risky might opt to shift all their money
to the central bank. The concern is that this option
may in itself increase the risk of] or exacerbate,
bank runs. Notably for this reason, some central
banks considering the introduction of CBDCs are
contemplating constraints on how much money a
household or firm can deposit in a CBDC account.

However, if future technology in banking sub-
stantially increases the speed of possible deposit
withdrawals, the speed of bank runs may be unaf-
fected by the presence of even unlimited CBDCs.

We do have tools available to address bank-run
risks, but it is crucial to acknowledge that there is
no silver bullet.

Each tool comes with its own set of advantages
and drawbacks. However, given the unpredictable
nature of technological breakthroughs and their
uptake in financial markets, it is important to fol-
low developments closely and consider how best to
adjust the toolkit. What ensured the safety of the
financial system yesterday may not prove sufficient
tomorrow. F&D
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