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IMPACT OF THE AMERICAN BANKING CRISIS
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Abstract

Until the disruption in the banking market, in 2023, monetary policy was considered
a less important indirect factor that can lead to banking crises. In 2023, a disruption
occurred, which proved exactly the opposite, namely that monetary policy can directly
cause imbalances in the banking market. According to many authors, this crisis is much
stronger than the one in 2008. It was caused by an aggressive increase in interest rates
by the American FED (Federal Reserve System). The measure led to huge losses on
government bond portfolios held by US banks. The losses influenced the emergence of
fear among depositors who withdrew their money from banks and thus led to the collapse
of four American banks. The imbalance in the banking market did not remain only in the
United States of America but spread through a domino effect to the rest of the world, and
above all to the European market. The reason for the emergence of this disorder was
not only interest rates. The atmosphere in the financial sector has been tense for a long
time. Covid-19, the war in Ukraine, but also the unethical behavior of certain banks are
Just some of the factors that contributed to the appearance of instability in the banking
market. The aim of this paper is to point out the causes and consequences of the banking
crisis that just started in the United States of America [USA] and spilled over to the rest
of the world, but also to point out the importance of the responsible behavior of banks and
the deposit insurance system in prevention and preventing banking crises.
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Koju modce dosecmu 00 bankapckux Kpusza. 2023. eooumne ce decuo nopemehaj,
Koju je 00Ka3ao ynpaso cCynpomuo, a mo je 0a MOHemapHa NOIUMUKa Modice
OUPEKMHO Y3POK08AMU HepasHomedce Ha bankapckom mpocuwnty. Osa kpusa je no
MHO2uUM aymopuma oocma jaua o0 oxe u3 2008. cooune. Hacmana je acpecusnum
noseharsem kamamuux cmona o0 cmpawne amepuuxoe PE/]-a (Dedepan Pecepse
Cycmem). Osa mepa je 0ogena 00 02pOMHUX 2YOUMAKA HA NOPM@PDeEbUMA OPHCABHUX
0beesHUYa Koje Opoce amepuuke banke. Iyouyu cy ymuyanu ma nojasy cmpaxa
KOO OenoHeHama Koju Cy C80j HO8AY U3BIAYUNU U3 OAHAKA U MAKO 008elU 00
nponacmu wemupu amepuuxe oauxe. Hepagnomedsrca na Oaukapckom mpxicuuimy
ce Huje 3adporcana camo y Cjeoursenum Amepuuxum [powcasama éeh ce 0oMuHo
eghexmom npowtupuna u Ha OCMamax ceema, a npe cée2d Ha eBPONCKO Mpicuuime.
Pasnoe nacmanka osoe nopemehaja nucy dune camo kamamue cmone. Ammocgepa
vy Qunancujckom cekmopy je eeh oyocu nepuoo ouia sameznyma. Llosuo-19, pam
v Vrpajunu, anu u neemuuxo nomawarse nojeOunux 6aHaxa camo cy HeKu 00
Gaxmopa Koju cy donpunenu nojasu HecmabuIHOCMu Ha OAHKAPCKOM MPHCUUIINY.
Lum o602 paoa je da ce ykaswce Ha y3poke u nocieduye 6aHKapcke Kpuse Koja je
ynpaso nouena 'y Cjedursenum Amepuuxum Jlpacasama u npenuna ce u Ha OCImamax
cgema, anu u 0a ce yKaxjce HA 3HAUA] 002060PHOE NOHAWATLA OAHAKA U cucmemd
ocueypara 0eno3uma y npegeHyuju i Cnpeuasarsy OAHKapcKux Kpusd.

Kuyune peuu: 6anxapcra Kpusa, kamamue cmone, ocueypare O0eno3umd,
Hecmabuanocm

Introduction

The biggest concern of all banks is exposure to risks - primarily to systemic
risks. Therefore, great attention is paid to risk measurement. In this process, the balance
categories are first assigned to different risk categories, then the merging, that is, the
aggregation of different risk categories that belong to the same model is performed,
and finally, various risk protection measures are implemented. For example, if a credit
portfolio is considered, its risk analysis is performed based on various credit rating
analysis models. The common measure of risk directly affects the level of liquid assets that
a bank must have available to meet liquidity requirements. It is a model-based approach,
and it has drawbacks: those related to the risk situations that the model captures based on
experience, and those related to the possibility of risk manipulation by those who know
the model. It is extremely expensive and unfeasible to predict all situations that may arise
in business, and therefore it is unrealistic to expect that all these models can predict and
eliminate risks in advance.

The situation in the financial sector has recently been further aggravated by
developments in the real sector, which have worsened since 2020, when the crisis
began due to the escalation of the pandemic caused by the Sars-cov-19 virus. The whole
world stopped for a few months, people lost their jobs and activities that can be done
from home and online flourished. The Covid-crisis was just an introduction. Already in
2021, the Russian-Ukrainian war occurred, which led to the impossibility of importing
strategically important products from these countries. These are the situations that shook
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the real sector in the past period but also led to a collapse in the financial market when
only one move - an increase in interest rates - led to the collapse of banks.

Considering these factors, this paper examines the impact of the 2023 US banking
crisis on European banks. The hypothesis of the research is that this crisis had a significant
negative impact on the stability and operational performance of European banks, with some
banks demonstrating greater resilience while others proved more vulnerable in times of
financial instability.

The real sector and the population were affected by the aggressive behaviour of
banks which, even in previous crises, showed that excessive risk-taking leads to financial
instability (Ashton & Christophers, 2015; Ivashina & Scharfstein, 2010). The fact is that
such behaviour of banks undermines public confidence in the banking sector’s ability to
efficiently allocate financial resources and thus contribute to social development (Claessens,
2017). In view of this, numerous regulators have enacted stricter regulations for risk control
in the banking industry. Established new procedures and bodies to identify, monitor and
mitigate risks affecting financial security, such as the Dodd-Frank document for consumer
protection in the United States (Acharya et al., 2011) or the Financial Security Committee
in the United Kingdom (Duncan & Nolan, 2020). To increase trust in the banking sector,
socially responsible initiatives are increasingly encouraged, which means that banks support
environmental protection initiatives, make lending decisions not only based on profitable but
also based on ethical criteria.

In 2023, one of the banking crises happened, first in the United States of America
and then in the whole world. No one expected that the rise in interest rates would lead to the
collapse of banks caused by the withdrawal of deposits. Banks did not adequately assess the
risk of an increase in interest rates and therefore did not have adequate stocks of liquid funds
with which to react in the event of a “bank raid”.

The aim of this paper is to point out the factors that led to the banking crisis in 2023 and
the consequences that the crisis left behind, but with reference to the responsible behaviour
of banks and the establishment of a deposit insurance system. In the first part of the paper,
there will be more words about banking crises — the factors, causes and consequences of the
banking crisis from 2023. After that, there will be talk about deposit insurance as a response
to banking crises, and at the end there will be more words about impact of the American
banking crisis to European banks.

Theoretical Framework of Banking Crisis

The American banking crisis of 2023 can be analysed through various theoretical lenses,
including macroeconomic theory, financial stability theory, and banking regulation theory.
Macroeconomic factors play a significant role in banking crises. According to the
Keynesian framework, economic downturns can lead to banking crises as declining aggregate
demand results in reduced business revenues and higher default rates on loans (Keynes,
1936). In 2023, the U.S. experienced a significant economic slowdown due to a combination
of factors, including:
1. Post-pandemic economic adjustments: The economic disruptions caused by
the COVID-19 pandemic led to significant adjustments in consumer behaviour,
supply chain structures, and labour markets (Centre for Economic Policy
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Research [CEPR], 2020).

Monetary Tightening: The Federal Reserve’s aggressive interest rate hikes to
combat rising inflation increased the cost of borrowing, which in turn put pressure
on borrowers and increased the risk of loan defaults (Board of Governors of the
Federal Reserve System, 2023).

Global Economic Uncertainties: Geopolitical tensions, trade disruptions, and
fluctuations in commodity prices created uncertainties that adversely affected
economic stability (World Bank, 2024).

The theory of financial stability emphasizes the importance of a sound and resilient
financial system. Banking crises often stem from systemic risks and the interconnectivity of
financial institutions (Mishkin & Serletis, 2011). Key aspects include:

1.

Asset Bubbles and Credit Expansion: Rapid credit expansion and speculative
bubbles in asset markets (e.g., real estate or stock markets) can create
vulnerabilities. In 2023, a significant correction in the housing market and
declining stock prices put pressure on banks’ balance sheets.

Liquidity Mismatch: Banks operate on a maturity mismatch, borrowing short-term
while lending long-term. In times of stress, this can lead to liquidity shortages.
The sudden withdrawal of deposits and the freezing of interbank lending markets
exacerbated the liquidity crunch.

Contagion Effect: The interconnectedness of financial institutions means that
the failure of one bank can trigger a domino effect, leading to broader financial
instability. The collapse of a few mid-sized banks in 2023 had a cascading effect
on the broader banking sector.

Effective banking regulation is critical in preventing and mitigating banking crises.
However, regulatory failures or inadequacies can contribute to crises (Admati & Hellwig,

1.

Regulatory Arbitrage: Banks may engage in regulatory arbitrage, exploiting
loopholes to take on excessive risks. The 2023 crisis highlighted gaps in the
regulatory framework that allowed some banks to over-leverage and engage in
risky lending practices.

Capital Adequacy: Regulatory requirements for capital adequacy are designed to
ensure that banks have sufficient capital buffers to absorb losses. In 2023, several
banks were found to have inadequate capital levels, exacerbating the crisis.
Supervisory Oversight: Effective supervisory oversight is essential to monitor
and address emerging risks in the banking sector. In some cases, supervisory
failures allowed problems to fester until they reached a critical point.

The American banking crisis of 2023 had significant spillover effects on the European
banking sector, driven by several channels: cross-border lending, investment in U.S. financial
instruments, operations of subsidiaries. Banking crises erode confidence in the financial
system. The crisis in the U.S. led to a loss of confidence among European investors and
depositors, prompting precautionary withdrawals and reduced lending. The contagion
effect was particularly pronounced in countries with weaker banking systems or existing
vulnerabilities.
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When prepared this work, authors used various references related to this topic,
including the latest published papers about U.S. banking crisis. During the research, content
analysis of secondary data sources was also used. The result of this paper is an attempt to
understand the impact of American banking crisis to European banks.

A banking crisis implies the bankruptcy of one bank or the entire system of banks.
They arise suddenly due to changes in the private sector’s perception of macroeconomic
and financial stability. Often, the state does not recognize the first signs of a crisis, so ex post
measures are implemented late.

Financial and therefore banking systems are very sensitive to changes and subject to
frequent periods of instability. Due to the nature of their balance sheet, which is a reflection
of the bank’s activities (illiquid assets and short-term liabilities), banks are more prone to
problems than other sectors, and the spillover of those problems on a global level. Banking
crises are not good for the economy itself. They affect the economy more than the collapse
of other financial institutions. Banking crises cause the loss of depositors and creditors, lead
to disruption of the payment system, break up long-term business relationships between the
bank and the client, but also affect the operations of other banks on a global level. As a
result of the banking crisis, there is also a disruption in the real sector, in the sense that the
relationship between consumption and accumulation is disrupted, which leads to reduced
efficiency in business entities. This trend leads to the creation of panic, which in the end
usually results in political and social unrest (Todorovi¢, 2010).

The costs of exiting the crisis are not harmless, but they are not the same either. They
vary from case to case. In any case, they capture a large part of the GDP (gross domestic product
[GDPY)), i.e. taxpayers’ money, so it is necessary to implement deposit insurance programs on
time, in order not to lose confidence in the banking system and thus avoid banking crises.

Because of the fear of the emergence of new crises, after the Second World War,
stricter regulation and control of banks was established, all in fear of a repeat of the crisis
from the beginning of the 1930s. For these purposes, a measure of state ownership of banks
was introduced in some countries, which worked until the 70s. However, the emergence
of innovations in financial institutions did not go in accordance with the rigid rules of the
functioning of the banking system, so these restrictions were gradually abolished, and the
emergence of financial liberalization occurred. All this led to several global banking crises
in the 1980s and 1990s. Simply, liberalization leads to an increase in interest rates and thus
increases the risk of crisis.

Research and methodology

In this research, authors focused on qualitative analysis to investigate the impact of the
recent US banking crisis in 2023 on the operations of European banks. The basic research
hypothesis is that this crisis had a significant negative impact on the stability and operational
performance of European banks.

The authors drew conclusions by analysing the reports of relevant institutions that
monitor business operations at the global level, both in the financial and real sectors. The
goal of this analysis is a deeper understanding of the dynamics of the impact of the American
banking crisis on the operations and success of European banks, emphasizing their resilience
or vulnerability in challenging times.

EXEIEKOHOMUKA 73



http://www.ekonomika.org.rs

For these purposes, the authors summarized in Table 1 the changes in performance
indicators of American and European banks, such as stock prices, net interest income, capital
adequacy ratio, loan and deposit ratios.

Table 1: Changes in performance indicators of American and European banks
during the American banking crisis in 2023

Performance

American banks

European banks

Stock prices

Net interest
income

Capital
adequacy ratio

Loan — to -
deposit ratio

Stock prices have seen a significant decline
due to the economic slowdown, aggressive
interest rate hikes by the Federal Reserve and
the failure of several mid-sized banks. The
increase in borrowing costs led to a decrease
in consumption and investment, increasing the
risk of loan defaults. The collapse of several
banks caused panic in the markets and a
massive sell-off of banking stocks. Although
regulatory interventions provided some
stability, bank stocks remained under pressure
throughout the year.

The American banking crisis in 2023 had
multiple effects on net interest income in
banks. Although higher interest rates may have
initially increased NII, other factors such as
reduced lending activity, liquidity problems,
increased deposit costs, and deteriorating credit
quality have collectively reduced NII in many
banks.

The American banking crisis in 2023 had
multiple negative effects on the capital
adequacy ratio of American banks. Asset
losses, increased loan loss provisions, liquidity
problems, declining investor confidence,
and regulatory pressures all contributed to
the decline in banks' capital and their CARs.
Although some measures may have temporarily
improved revenues, the overall effects of the
crisis have reduced banks' capital adequacy,
putting additional pressure on their financial
stability.

Increased demand for deposits, reduced
demand for loans, cautious banks in issuing
new loans, liquidity measures, tightened
regulatory requirements, and rising interest
rates all contributed to the decline in loan to
deposit ratio.

The decline in investor confidence led to
the withdrawal of capital from European
banks. This situation particularly affected
banks that were exposed to the US
market or had significant investments
in US financial instruments. In addition,
pressure on liquidity and rising borrowing
costs further weighed on European banks,
causing their stock prices to fall.

Although the US banking crisis in
2023 did not directly affect European
banks, its impact on the global economy
and financial markets had significant
repercussions on the NII of European
banks. Increased global economic
uncertainty, restrictive monetary policy,
withdrawal of capital from European
banks, increase in credit risk, fluctuations
on the currency and real market led
to a decrease in net interest income in
European banks.

Thedecline inthe value of US investments,
increased credit risks, increased funding
costs, liquidity problems, currency
fluctuations, regulatory pressures and
declining investor confidence have
collectively contributed to the decline
in European banks' capital and their
CAR. European banks, therefore, had to
take additional measures to ensure their
stability and resistance to similar shocks
in the future.

The US crisis caused global economic
uncertainty, which increased the demand
for safe deposits around the world,
including European banks. However,
the reduced demand for loans, the
increased caution of banks when issuing
loans, liquidity measures, and increased
regulatory requirements have influenced
the reduction of loan to deposit ratios in
European banks as well.

Sources: Board of Governors of the Federal Reserve System, 2023; World Bank, 2023;
Ozili, 2023; Stankovi¢ et al, 2022; Admati & Hellwig, 2013; Claessens, 2017; De
Grauwe, 2010; ILOSTAT, 2022; World Bank, 2024.
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Causes and Contributing Factors of the 2023 Banking Crisis

Until 2023, monetary policy was seen as one of the potential causes that indirectly led
to the financial crisis. This especially applies to earlier banking crises, such as the one in 2008-
2009. years. Mostly, instead of monetary policy, factors such as inadequate risk management,
ineffective regulation and control of banking and financial transactions, a large share of non-
performing loans, and a low capital adequacy ratio were highlighted (De Grauwe, 2010).

Changes in interest rates were not considered as a potential direct cause of banking
crises and therefore the scenario from the beginning of 2023 happened. The increase in
interest rates led to the banking crisis in the USA and the systemic collapse of banks in Europe
(Zivkov, 2011). It was this banking crisis that led to the unconventional - full insurance of
deposits to solve it (Ozili, 2023). This way of suppressing the banking crisis leads to short-
term positive results, however, previous literature says that this type of deposit insurance is
economically unprofitable and politically difficult to implement (Cerrone, 2018).

There is a lot of research on the factors that cause banking and financial crises.
However, so far, no consensus has been reached on this issue. It is obvious that the list of
factors that can influence the occurrence of banking crises increases over time. The literature
often divides the factors that cause banking crises into microeconomic and macroeconomic.
This is also logical considering that crises can affect individual banks, but also the banking
system. Microeconomic banking crises are inevitable in situations when the value of banking
assets falls below the value of banking liabilities due to the growth of banking liabilities.
This conditions the decline of the bank’s capital, which results in the bank’s illiquidity
or insolvency. A factor that leads to bank bankruptcy is inadequate forecasting and risk
management, which causes poor quality of bank assets. There are many reasons for inadequate
risk management. They often mention the granting of loans that cannot provide the bank with
adequate performance, but also the granting of loans in an amount greater than bank debtors
can handle. Among the reasons are the large approval of loans based on collateral, but also
the dominant share of loans granted to one company or one branch (Alnabulsi et al, 2023).

When comparing the banking crises of 2008-2009. and in 2023, it should be noted that
the banking sector was much more capitalized but also more strictly regulated in 2023 than
in 2008. In addition to the application of instruments that serve to preserve financial stability,
there was still a banking crisis, which has been resolved for the time being with full deposit
insurance. The question arises, however, whether this method is really justified.

The banking crisis of 2023 did not happen all at once. It was created in a period when
the world economy was still recovering from the consequences of the pandemic caused by
the Sars-cov-19 virus. In parallel with that, the Russian-Ukrainian war was happening, which
is still current.

The Covid-19 crisis has led to a widespread economic recession. The task of the
states was to stimulate aggregate demand, and the states of most countries decided to reduce
interest rates but also to give some fiscal relief to bear the burden of the crisis more easily
(International Labor Organization [ILOSTATT], 2022). These incentives led to an increase in
inflation in many countries, including in the United States of America in the following period,
and inflation could only be contained by increasing interest rates.

On the other hand, the war in Ukraine led to numerous interruptions in supply chains,
but also to energy and food shortages, which further increased inflation (Ozili, 2022). Inflation
rates during the period 2020-2023. years were skyrocketing everywhere in the world. Table 2
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and Figure 1 show the growth of the inflation rate for the period 2018-2022. for the USA but
also for other developed countries and Serbia.

Table 2: Inflation rates in the observed countries

Year USA Great Britain Switzerland Italy Serbia
2018. 2,4 2,3 0,9 1,1 2
2019. 1,8 1,7 0,4 0,6 1,8
2020. 1,2 1 -0,7 -0,1 1,6
2021. 4,7 2,5 0,6 1,9 4,1
2022. 8 7,9 2,8 8,2 12

Source: World Bank, 2023.

Figure 1: Inflation rate in observed countries
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From the attached data, the observed developed countries, including the USA,
had a stable trend of declining inflation rates until 2020, when the crisis arose due to the
depression in that period was solved by an expansive monetary and fiscal policy, and as a
result, there was an increase in the inflation rate in 2021 and 2022 (Stankovi¢ et al, 2022).
As for Serbia as a country that, according to the World Bank’s categorization, belongs to
the group of countries with higher middle incomes, the situation is the same in terms of
the trend. The only difference is that in Serbia, as a less developed country, the inflation
rate is higher after these events compared to developed countries.

In such circumstances, central banks found themselves in a dilemma - whether to
continue stimulating aggregate demand in the manner already described or to stifle the
existing inflation by increasing interest rates. However, most central banks have opted for
restrictive measures to bring inflation under control. The rise in interest rates therefore
caused a greater financial burden on borrowers who had to allocate more funds to finance
their loans. Higher interest rates on loans caused loans to become more expensive, which
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prompted many potential clients to give up taking loans. This move also led to a decrease
in demand for goods and services, which slowed down economic growth and pressure
on prices. In addition to these effects caused by the increase in interest rates, there were
also other effects. This refers primarily to depositors’ expectations that banks will not be
able to service their obligations to them, especially if banks have long-term loans and
securities in their portfolio. Accordingly, the banking crisis of 2023 was caused by the
following causes (Ozili, 2023):

1. inadequate bank portfolio management strategy

2. inadequate interest rate risk management

3. pessimism of investors and depositors

Regulatory Measures and Crisis Management

Banking and financial crises are a constant. No matter how reliable some
instruments are for crisis protection and containment, banking crises have always existed
and will continue to exist in the future. However, this does not mean that we should wait
for the crisis to arise because it is inevitable. It is necessary to think in the direction of
better management of banking assets and risk, so as not to lose public trust.

One of the ways to overcome banking crises is deposit insurance. The first deposit
insurance system appeared precisely in the USA with the establishment of the Federal
Deposit Insurance Corporation (FDIC) 90 years ago, in 1933 after the Great World
Economic Crisis. This instrument was designed to ensure the stability of the banking
system within a country. If, due to the movement of some economic parameters, panic
prevails in the public, depositors will withdraw their funds from the banking system,
which will have a negative impact on payment mechanisms. This withdrawal of funds
from the banking system does not refer to a single bank, but to the entire banking system
on a global level, which undermines the role of the bank in the financial market (Sulji¢
et al, 2014).

The reasons for applying deposit insurance are its simplicity and low application
costs. Deposit insurance essentially performs two functions:

1. protects depositors, i

2. protects the entire banking system.

Deposit insurance performs its first function - the protection of depositors, by
preventing the outflow of deposits in the event of bank insolvency. Another function -
protection of the banking system, deposit insurance achieves by ensuring the safety of
the financial system while avoiding systemic risk (Colaert, 2015).

In case the bank does bad business, the client - depositor doubts that the bank
will be able to fulfil its obligations. If there is no protection system such as deposit
insurance, depositors will be uncertain about the safety of their financial assets and the
so-called “attacks” the banks. On the other hand, the security of the banking system is
called into question, because the problem of one bank’s operations can spread to other
banks as well. Therefore, to strengthen the trust of the bank’s clients and save budget
funds in case of bankruptcy or liquidation, a deposit insurance system was introduced
(Kosti¢, 2017).
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In addition to these reasons, the deposit insurance system is also good because
it enables the protection of small depositors who do not have adequate access to
information. It is considered that large depositors are strong enough to have timely
access to information about the movement of economic parameters, so they can react
more quickly in case some unexpected changes occur. The deposit insurance system
therefore enables the protection of all depositors by paying depositors an amount up to
the coverage level in the event of bank failure.

Deposit insurance is also good for another reason, which is the reputation of
banks in certain countries. A better reputation of the bank leads to a better competitive
position. Therefore, banks in countries where there is no deposit insurance system are not
considered safe enough, and therefore are less competitive and have a worse reputation.
They do not have the capacity to attract many depositors, and therefore are not efficient
enough (Tosi¢, 2019).

In addition to the listed advantages, the deposit insurance system has some
disadvantages. The main disadvantage is precisely the asymmetry of information, that
is, the potential occurrence of moral hazard. When there is a deposit insurance system,
banks tend to behave riskier than when this system does not exist because banks will not
bear the potential loss (Payne, 2015). This strategy is common for banks that are already
in financial problems, because in the event of a loss due to risky behaviour, the bank will
not lose much precisely because of the existence of deposit insurance. If these ventures
succeed, the bank stands to gain a lot.

The introduction of the deposit insurance system has two opposing effects - it
guarantees that the depositor’s funds are safe, and the banking system is reliable, while
on the other hand it removes the need for non-professional depositors to supervise the
operations of banks. With the establishment of this system, everyone can go about their
business - depositors not to worry that their money is trapped in the wrong hands, and
banks to deal with the placement of those funds in safe and profitable placements.

Discussion and Consequences of the 2023 Banking Crisis

Like every crisis, this banking crisis also had some consequences for the economy
(Ozili, 2023). We are talking about the consequences that were expected, and which are
in line with the developments on the financial market

The crisis was caused by the increase in interest rates. The rise in interest rates
in the US led to the tightening of financial conditions and the emergence of a banking
crisis, and the crisis tightened financial conditions even more. Due to these restrictive
conditions, the demand for loans decreased.

The withdrawal of deposits from the banking system, first in the USA and then in
other countries of the world, led to a loss of confidence among investors who wanted to
withdraw their funds invested in banks as soon as possible. Despite the assurances of the
Federal Deposit Insurance Corporation and US President Biden, during the crisis there
was a loss of confidence in the banking system.

The banking crisis also led to difficulties with financing the state. To finance their
needs, states were happy to issue and sell long-term securities with low interest rates,
which banks were happy to buy. Due to the emerging crisis, banks were not ready to
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buy government bonds, which led to difficulties in the financing of governments. In that
case, government bonds are bought by central banks, which in that case increase the
money supply, thus accelerating the already existing inflation, which means an additional
increase in interest rates.

Since the credit conditions are tightened, companies do not have the possibility
of borrowing, and therefore their investments in new jobs are paused because it is not
economically profitable to take loans in periods of crisis. In addition, layoffs may occur
to reduce costs. As for households, in crisis conditions, they tend to borrow less from
banks, there is a fear that one of the family members will lose a job, and therefore there
is a decrease in consumption compared to the previous period.

The idea of full deposit insurance during a banking crisis may make sense. In
this case, if there was ever a new banking crisis, depositors would not have to panic and
withdraw their deposits from the banks. However, an argument that completely rejects
this idea is the fact that depositors do not fully trust their governments. When such
mistrust exists in the event of unfavourable developments on the financial market, there
would again be panic and withdrawal of deposits despite full deposit insurance. There
is also the possibility of introducing full deposit insurance, but only for large banks, but
this would lead to the vulnerability of smaller banks and the migration of deposits from
smaller to larger banks.

Overall, perhaps the biggest problem of all is the loss of public confidence in the
banking sector. Unfortunately, the corporate social responsibility of banks after banking
crises (Corporate Social Responsibility [CSR]) can also be negatively understood. One
can see it as a desperate move by the banks to divert attention from the recent banking
crises (Jain & Zaman, 2020). On the other hand, such moves can be positively understood
to build social capital and gain public trust, all with the aim of preserving and improving
the competitive position on the financial market (Azmi et al, 2021).

Based on all that has been said, it can be understood that the American banking
crisis of 2023 significantly affected European banks through several key channels.
First, the crisis caused a decline in confidence in the global banking sector, which led
to withdrawal of deposits and a reduction in credit activity in European banks. This
particularly hit banks that were already vulnerable or had higher exposures to the US
market.

Second, European banks that invested in US financial instruments or had significant
operations of their branches in the US suffered direct losses due to the decline in the
value of those instruments and the decrease in the profitability of their US operations.
These losses further burdened the balance sheets of European banks and increased the
need for capital reserves.

Third, the crisis caused increased volatility in financial markets, leading to
fluctuations in exchange rates and disruptions in trade flows. This volatility has made
risk and liquidity management difficult for European banks, forcing them to adjust their
strategies and increase their focus on stability and resilience.

Overall, the US banking crisis of 2023 caused a chain reaction in the European
banking sector, highlighting the need for stronger international regulatory frameworks
and better coordination between central banks to mitigate the effects of future financial
shocks.
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Conclusion

Ifit is assumed that the socially responsible behaviour of the bank will have a positive
effect on its operations and if previous experiences are considered, it can be concluded that
banks must limit their tendency to excessive risk taking, especially in times when it is expected
that there may be banking crisis. In this way, banks protect not only their own interests, but
also the interests of the entire real sector and the population. In such situations, the bank acts
as a socially responsible entity that protects the interests of its stakeholders.

Seen through the prism of global banking, it can be said that the banking sector is
strongly regulated precisely because of its great influence on all spheres of the economy as
well as the population. However, despite the strict regulation of the banking sector, some
theorists believe that bank managers who made aggressive lending decisions despite the
accelerating financial crisis and global economic recession are responsible for the emergence
of banking crises in the past. This happened during the Global Financial Crisis of 2007-2009.
year, but also in earlier and later crises, which creates public resistance towards the banking
sector.

For a long time, it was considered that monetary policy does not have a decisive
influence on the emergence of banking crises. However, it was in 2023 that the rise in interest
rates led to the emergence of a banking crisis, so the existing models of bank regulation cannot
predict all new risks, but they need to be improved to have a better system for managing bank
operations in the future.

It is obvious that movements in the real sector, starting with the pandemic and
continuing through the Russian-Ukrainian war, led to shortages of certain products, but
also to price growth that was higher than wage growth. These factors caused inflation in
the real sector, which had to be controlled by monetary policy measures. Unfortunately, the
new banking crisis and the withdrawal of deposits from the banking system have worsened
business conditions, so that inflation and interest rates are still high and hinder the survival
and development of the real sector.

The deposit insurance system has not fully taken root in all countries, but even in
developed countries where it has existed for the last 90 years, it does not fully cover all
deposits that exist in that financial system. Therefore, it is necessary to extend this system to
underdeveloped countries, but also to find an appropriate level of deposit insurance in order
to adequately respond to them in the event of new crises.
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