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« Silicon Valley Bank: recap

« Social media and PR
mismanagement

A new liquidity approach S U

» Other potential responses

B SiliconValley Bank




Ask a question

— e e — =

Vi akked.
Whar happeny when | raise my hand?

To ask a question

Click on the Q&A button in the bottom toolbar to
open the submit question prompt.

Type your question and click send
NOTE: If you wish to ask your question

anonymously check the send anonymously box
shown on the illustration.
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Silicon Valley Bank: the fall

24 February:
Annual results

$1.8bn securities loss & capital raising
Moodys downgrade senior unsecured

$42bn deposit outflow
60% stock price falls

o

| Corporate governance

Poor

Corporate Culture

Poor

Risk management

Poor

Regulatory supervision

Lax




Silicon Valley Bank: Social
media, new risks, and PR
mismanagement



SVB: social media reveals new risks

Frequency of social media activity
was heightened dramatically over
the critical days of the 8t" and 9t
of March, amplifying negative
sentiment, as online banking
allowed a deposit run to manifest
from a trickle into a flood.

<

Share price

More tweets, bigger stock declines

Shares in banks that were the subject of a larger number of tweets fall further than shares of
Banks with fawer twesls in earty March 2023, This valatility coincided with (ha demise af Silican
Valley Bane on Manch 10

Banks with low wolume of tweels = Banks with high vwolume of tweets

.

Date



SVB: PR mismanagement?

Press release:

SVB Financial Group Announces Proposed Offerings of Common Stock
1 ) WHAT was Said; and Mandatory Convertible Preferred Stock

Breakdown in communications

2) WHO the audience was;

3) WHEN it was communicated;
and,

S‘U’b ) gguﬁn Valley -
n
4) HOW it was framed : .

-



Non-existent messaging — adding fuel to the
fire
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Collapse

...or did their failure all have something in common?
...Are there any genuinely new risks / lessons we can learn from them?

N\

“Do you remember the case, Gregson?”

N\

“No, sir.”

N\

"Read it up - you really should. There is
nothing new under the sun. It has all been
done before.”

--- Sherlock Holmes, A Study in Scarlet,
1887 (Sir Arthur Conan Doyle)

R
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These banks’ failure is being blamed by some on: the ris
interest rates...

« This chart seems to be implying something scary and
“‘unprecedented”....

)

« Fed Funds Rate: 20-year view:
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Source: ICAEW 2023
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But it isn’t “unprecedented”...!

« Fed Funds rate: 40-, 50- and 60-year history
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Source: Wikipedia.
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The original sin

« Every bank in the USA (not to mention in UK and EU) had to deal with and manage the rise in interest
rates during 2022 and 2023

« The large maijority of them didn’t go bust!

 The impact of rising rates exposed a flawed funding model at Silicon Valley Bank (as it did at Signature
Bank and was shortly to at First Republic Bank)...

© 2023 Moorad Choudhry i ALM Good Practice 15



18

Concentrated funding structure

« SVB deposit customers were
concentrated excessively in
what the UK FSA used to call
“Type A” deposits and
depositors

« Large corporates, often non-
bank FI| entities

o S e B B

« High proportion of T pricricescaireg

“‘uninsured” deposits

« These are not to be
considered as “stable” funding

/ But let’s take a step back...

Image source: ICAEW 2023
© 2023 Moorad Choudhry ALM Good Practice 16
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Liquidity risk management

V
V

In the UK we have the concept of “Pillar 2 liquidity” guidance from the PRA (in 2016)
Amongst other things, it addresses:
/ Those risk types addressed by the FSA ILAA regime not covered by Liquidity Coverage Ratio (LCR)
/ Those risk types not covered by LCR and not previously covered by ILAA
These include:
+ Funding maturity mismatch beyond a 30-day tenor (up to 90 days minimum)
+ Concentration of funding
There is no “Pillar 2” or equivalence for non-systemic banks in the USA
SVB had a high concentration of funding:
« Concentration by depositor type (one commentator described them as “Crypto and VC @-----")
+ Concentration by contractual maturity
+ Concentration by product type
SVB was not obliged to report NSFR and LCR

In any case, we note that SVB’s LCR at the time it attempted a Rights Issue was ~71%...below the 100%
Basel lll minimum

Once the bank run started, the bank was doomed

But the funding structure itself was always more vulnerable to a bank run following loss of
confidence than a bank that followed “Pillar 2” @iscipline

This caused failure...the loss of confidence t edds to a bank run was not mitigated in any way

ALM Good Practice 17



 SVB’s asset-liability committee (ALCO) reported into the “Finance
Committee”

11
]|

I Nl

SVB Governance struture |

+ The Finance Committee reported into the Board, or, depending on your
media source, the Board Risk Sub-Committee

+# As we have observed with bank failures in 2007-09, this (orthodox and

very common) operating model places genuine understanding of the
balance sheet — and its risk sensitivity to changes in market
factors — too far away from the Board

« Every failed bank in 2007-08 and 2023 exhibited this similar balance

sheet management governance framework (which is one that most
regulatory authorities expect to see)...

+ ...the orthodox governance framework for managing the balance sheet
doesn’t really have a very good track record!

« See a reference from 2017 that highlights this (in the Appendix)

© 2023 Moorad Choudhry
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Recap The Liquidity Coverage Ratio (LCR)

The Basel lll LCR metric is a universal international liquidity risk
standard and is calculated as follows:

Stock of high quality liquid assets > 100%
Total net cash outflows over the next 30 calendar days

It is designed to ensure that a financial institution has sufficient unencumbered , high quality
liquid resources to survive a severe liquidity stress scenario lasting for one month.

The UK PRA refers to LCR as “Pillar 1 liquidity”.

So what about “Pillar 2 liquidity” risk?

© 2023 Moorad Choudhry
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Simplified Overview of LCR (per BCBS 2013)

© 2023 Moorad Choudhry

LCR — maintain enough liquid assets for 30 days under stress scenario specified by supervisor |

Haircut
= Level 1 - Cash and Central Bank reserves o 0%
o Level 28 — Soversign Assets 20% RWA o 15%

e Level 26 - Quaklifying RMBES and equity shares o 25-50%

Liquid Assets .
j

IEHifDapnﬁdleur:hun}
o Secured funding
= By level 1 and level 2 assals o 0-50%
= By assels not included in stock o 100%
of liqued assels
o Undrawn commiments
= Retail and SMEs o 5-10%
= Licuidity and Fl commilments o 100%

\ ;
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But today, an LCR for 2023...

# SVB case study has highlighted the existence of “social media risk” when it
comes to Liquidity Risk Management

« Silicon Valley Bank suffered a $35bin outflow in under 48 hours!
« Negative social media commentary “spread like wildfire” and hastened the
elimination of confidence in the bank
# LCR (“Pillar 1 liquidity”) does not capture this risk speedily enough

+ Author’s solution (there is no regulation on this — this is a personal opinion!):

# A 3-or 7-day LCR metric alongside the regulator 30-day one where the numerator is
composed of cash only

« Set your assumed % outflow in first 72 hours
« Set your assumed outflow for days 3-7 (higher outflow earlier)
« The first 48 hours is crucial (especially if it's over a weekend)

« The ratio keeps the >100% standard LCR requirement but with the HQLA cover being

held entirely in cash instant access (essentisally cash at central bank but also nostro at
SIFIl banks)

# Hence, “Liquid Cash Ratio”....a minimug&liquidity standard

# Any resemblance to the Basel LCR ac m is purely coincidental ©
© 2023 Moorad Choudhry ALM Good Practice 21



An example stress scenario

« Customers withdraw 36% in 7 days..
+# Day 1: 18%
+# Day 2: 9%
+# Days 3-7: 1.8%

# 2-day LCR:

# 27% outflow assumption

© 2023 Moorad Choudhry i/ ALM Good Practice 22



A picture is worth a “thousand” metrics...

© 2023 Moorad Choudhry

40

35

30

25

20

15

10

Liquid Cash as at 10 June 2023

Liquid Cash X-day net outflow Liquid Cash Y-day net outflow

The assumptiqQn
behind this out
number are key.!

ALM Good Practice 23
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V

VZ
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Pillar 2 liquidity risk: concentration risk...
-..and “social media risk” impacting reputation

Concentration in funding is perhaps the most significant “Pillar 2” liquidity risk
« Concentration by product type (EG., instant access deposits)
« Concentration by customer type (EG., large corporates or non-bank financial institutions)
« Concentration across tenor points (EG., overnight contractual tenor)

Banks that exhibit funding concentration — not uncommon when they are “challenger

banks”, “neo-banks” or banks with a narrow customer franchise — would benefit more
from the “3-day or 7-day Liquid Cash Ratio” (LCR) measure
The 3-day or 7-day LCR is a response to “social media risk”

It isn’t a panacea, and it isn’t an alternative to sound overall asset-liability
management discipline

It isn’t a metric that is meant to address all ALM risks!

At the same time, this risk must be addressed by rapid and open language responses
to negative social media comment....

....see next slide

ALM Good Practice 24



Social media and reputational rlsk

© 2023 Moorad Choudhry

4 Good-practice illustration from a digital challenger bank:

V

Social media has amplified the speed with which news spreads, including
‘fake news”. Our bank is a brand that attracts much online attention, and has
been consistently targeted by journalists and influencers in an attempt to
increase their engagement. Several events in markets recently have triggered
fake narratives about their impact on our bank. EG., the weekend after SVB's
failure triggered the only two days of net same-day outflows we have ever
seen.

Reputational Risk is one of the main concerns for our liquidity today, as it is
one of the most plausible triggers for a stressed event liquidity run.
Observation since SVB shows that the overall sentiment of online comments
is volatile, with peaks of negative comments occurring from time to time.

« Also, comments from influential persons with extensive social media reach

can drive swift changes in customer behaviour, especially if it's a source with
credibility in the financial sector.

ALM Good Practice 25
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Managing Social
Media Risk

sald.
"NIP IT IN THE BUD"

Banks are also contacting customers whao
complain on social media to address thelr
issues quickly.

"W want o nlp it in the bud," the second
exacutive said.

What playved out at SVB could easily happen
glsewhere, said Greg Hertrich, head of LS.
depository strategies at Momura,

“Any bank that doesn't pay attention to their
social media presence, and the effect it
might have on deposit behavior is doing
themselves, their stakeholders and most
importantly, their depositars, a pretty

significant disservice," Hertrich said.
Source: Risk.net May 2023
ller lenders are focused on identifying

© 2023 Moorad Choudhry HIE I.II i i o : - , ALM Good Practice 26



Conclusions

« Liquidity risk is a “risk register” item that is as old as banking itself

 In fact it's a very definition of banking

« The discipline required to manage it remains unchanged

«# The “new” factor impacting liquidity risk today is the much increased speed of transmission, in an age of

/ Instant access to customer deposits (in some countries 24/7) via mobile digital devices
/ Speed of transmission of “bad news” or “fake news” via social media

 The current suite of liquidity risk metrics (and there are a large nungber of them) does not really address
this issue for certain types of banks

« The author suggests a short-term Liquid Cash Ratio in response

© 2023 Moorad Choudhry m ALM Good Practice 27



Further reading on liquidity risk and reputational risk

e eMCTRLiE The Principles of Banking, 2" Edition, Singapore:
e John Wiley & Sons Ltd 2022, chapters 11-15

Moorad Choudhry Anthology: Past, Present and Future
Principles of Banking and Finance, Singapore: John
Wiley & Sons Ltd 2018, chapters 8, 10-14

iy
Anthology

. el
Ee—

Email: mooradchoudhry@gmail.co
© 2023 Moorad Choudhry
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Responses to SVB

7 e N e N o N

Reassess risks - eg Operation of regulatory Going concern
* social media (prudential and resolution)
* uninsured deposits regime: Enhanced disclosures of risks
* rapid growth outstrips * what is systemic
controls » simpler regimes for smaller
* concentrations (both sides of banks
the balance sheet) * liquidity & funding
* Interest rate exposures * interest rate risk

* supervisor behaviour
Additional work to assess and

mitigate risks Approach to UK branches
* monitor more media

channels Changes to the UK deposit
* enhanced stress tests protection scheme






Next up...

Date Topic and Title Registration
19 October 2023 Demystitying the digital pound and CBDCs - an introduction Book now
04 Octaber 2023 CASS 5 audits - insights and hot topics Book Now

Link: Financial Services Faculty 2023 events | ICAEW




icaew.com/cpdchanges




Thank you for attending

Please take the time to fill Contact the Financial Services
out our short survey: Faculty

Phone: +44 (0)20 7920 8671
Email: fsf@icaew.com

Web: icaew.com/fsf

This webinar is presented by the Financial Services Faculty. Membership gives you access to exclusive
premium resources including our regular bulletin, webinars, discount on events and conferences
and extensive online resources to support your career.

For more information about faculty membership and our latest joining offers, please visit icaew.com/joinfsf.

ICAEW will not be liable for any reliance you place on the information in this presentation. You should seek independent advice.
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Appendix

ALCO governance framework



ALCO reporting to a
commiittee that is one or
two further steps to the
Board was the operating
model exhibited by every
failed bank in 2007, 2008,
2009 and 2023....

ALCO governance framework - t@itional

« The traditional Board ALCO governance framework operating model
has been shown to be ineffective when considering failed banks!

Board of Directors Executive Committee
(ExCo)
Executive Credit
Commitee

Executive Risk Committee ManagementCommittee Assetand LiabilityCommittee
(ALCO)

Board Audit &
Risk

Committee

Balance SheetManagement
Committee
(BSMCO)

© 2023 Moorad Choudhry = ALM Good Practice 36




ALCO and distance from the Board
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% The recommended Board, BRC, Exco and ALCO operating model:
reflects paramount importance of the ALCO in the overall ERM and
prudential regulation compliance process

Board of Directors

Assetand LiabilityCommittee
(ALCO)

So we need this one:

Board Audit & Executive Committee
Risk (ExCo)
Sub-Committee

Executive Risk Committee Executive Credit Balance SheetManagement
Commitee Committee
(BSMCO)

“The Principles of Banking, 2" edition (2022) Figure 9.7

© 2023 Moorad Choudhry ALM Good Practice 38
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DISCLAIMER

The material in this presentation is based on information that we consider reliable, but we do not
warrant that it is accurate or complete, and it should not be relied on as such. Opinions expressed
are current opinions only. We are not soliciting any action based upon this material. Neither the
author, his employers, any operating arm of his employers nor any affiliated body can be held
liable or responsible for any outcomes resulting from actions arising as a result of delivering this
presentation. This presentation does not constitute investment advice nor should it be considered
as such.

The views expressed in this presentation represent those of the lecturer in his or her individual
private capacity and should not be taken to be the views of any employer or any affiliated body,
including any bank that employs any member of the BTRM Faculty, or of the lecturer as an
employee of any institution or affiliated body. Either he/she or his/her employers may or may not
hold, or have recently held, a position in any security identified in this document.

This presentation is © Moorad Choudhry 2023. No part of this presentation may be copied,
reproduced, distributed or stored in any form including electronically without express written
permission in advance from the author.
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