Bank Meltdown 2023

FINANCIAL
PLANNING

Fp A ASSOCIATION
A

GREATER

Presented to INDIANA




R Main: (844) 479-1508 ’ R Spanish: (844) 459-7538

inancing. ANl Credit Levels.

INVENTORY BY LOCATION BUY v TRADE LOCATIONS v ABOUTUS v

All Credit Levels.

LOCATIONS INVENTORY

X

Attention U.S. Auto Customers. We have temporarily closed our dealerships and are working on a solution to re-open them as soon as possible. But don't
worry, we aren't going anywhere! U.S. Auto’s affiliated loan servicing company (USASF Servicing LLC) is still open to accept your payments and assist in

servicing your account. Please continue to make your payments as scheduled and reach out to us with any account questions.
Sincerely, -The U.S. Auto Team

Q Let’s find your next car. \!}
464 VEHICLES IN STOCK
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FORTUNE rankinesv MAGAZINE. NEWSLETTERS PODCASTS MORE v SEARCH  SIGN IN

FINANCE - BANKING

Janet Yellen says lending pullback after
bank failures could be ‘substitute for
further interest-rate hikes’ by Fed

§Y CHRISTOPHER CONDON AND BLOOMBERG
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Inflation

Stuff == Cash
Inflation
Growth in the money
supply exceeds the
increase in good and

services
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Inflation: Causes

FEDERAL RESERVE BOARD

Monetary policy
Sets US Discount Rate
Rate paid by member banks

Lower rate increases CASH

INFLATION

PRESIDENT & CONGRESS

Fiscal policy
Deficit spending
Monetize the debt

Deficits spending increases CASH

INFLATION

FPA
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Monetary Policy - Money Supply
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Fiscal Policy (Federal Debt % of GDP)

FRED /7 = Federal Debt: Total Public Debt as Percent of Gross Domestic Product
140
- :L 2 O /0
120

-

Q

G}

LE

“Capitalism, Socialism, and
Democracy”

By
Joseph Schumpeter

Sources: OMB; St. Louis Fed myf.red/g/12MRo
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Monetary & Fiscal Policy - Fed Balance Sheet

FRE — Assets: Total Assets: Total Assets (Less Eliminations from Consolidation): Wednesday Level
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Stuff = ISM PMI Index (thru August 2023)

65

Ty P N //M\
v W \\'v

N

45
40
35

30

QO > ] &) o A Q) O Q N Vv &) ™ \e) © A D % Q N V o)
R IR R IR IR\ S I IR IR R IR IR I IR I B I IR IR IR IR IR R
AT AT AT AT AT AT AT AT AT AT AR AT AT AT AT AT AT AT AT AT AT A A R

Source: https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm?SSO=1 F pA
.

Copyright © 2023 by Dr. Matthew Will. All rights reserved



https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm?SSO=1

Inflation: Solution

In.crease Less Deficit Sell More
Discount Spendin Stuff
Rate P g
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ISM PMI Report (June 2023)

AUGUST 2023 JANUARY 2020

PMI 47.6 PMI 50.9
New orders 46.8 New orders 52.0
Employment 48.5 Employment 46.6
Deliveries 4,8.6 Deliveries 52.9
Inventories 44.0 Inventories 43.8
Backlog 44.1 Backlog 45.7
Prices 48.4 Prices 53.3
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Bank Risks
“nterest )eLongtermassets
_ e Short term liabilities
Rate Risk
Credit |*Loandefaults
Risk * Collateral values




Interest Rate Risk = GOOD

Risk Management

2022 2023 1. Match duration
Income 3.00% 3.50% 2.Hedge with derivatives
Cost -2.50% -3.00% Profit
Small Spread
Profit lo: inati faps
+0.50% +0.50% - loan origination fees
"Spread"
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Interest Rate Risk = BAD

Income

NO Risk Management

Cost 1. No duration matching

2. No hedging

3. 94% deposits non-retail

4. Risk Based Capital
levels too low *

Profit

"Spread"

@ FPA
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Credit Risk

Default Measurement
Delayed payment Reduced asset values
Reduced Payment Value at Risk
Non-payment Risk Based Capital

PO~ FPA

Copyright © 2023 by Dr. Matthew Will. All rights reserved



Credit Risk (Risk Based Capital)

Basel Il

Recommended ﬁ

quity & _
Total Capital
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Credit Risk (Risk Based Capital)

[$15.9 bil lost (Sept 22) Asset Value (actual) = $97.7 bil

WSJ Reports OCC
issued warning
letter in 2019. No
action taken.

March 2023
Depositors realize
and run on bank

|

Total Capital

FPA

; Agﬂ\’-/‘;«q Sources: WSJ Report 3/19/23 https://www.wsj.com/articles/fed-raised-concerns-about-svbs-risk-management-in-2019-4a1d8o2c, SVB Basel Report 12/31/22 Copyright © 2023 by Dr. Matthew Will. All rights reserved
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Bank Run - Process

Depositors request their cash

X/
Sell {New deposits are insufficient
Assets —E
{Assets must be sold at loss
L

MYV of assets below BV

4€ Copyright © by Dr. Matthew Will. All righ d FP &
A . o Sources: WSJ Report 3/19/23, SVB Basel Report 12/31/22 opyright © 2023 by Dr. Matthew Wil All rights reserve A



Bank Run & Credit Risk

Risk-Weighted Assets — Standardized Approach December 31, 2022
(Dollars in millions) Risk-Weighted Assets
On-balance sheet assets:

Corporate exposures S 65,630
Exposures to GSEs 13,766
Equity exposures 3,180
Residential mortgage exposures 4,628
Other assets '/ 2,458
Exposures to PSEs ) 1,578
Exposures to U.S. depository institutions 164
Exposures to foreign banks 353
Past due loans ! 113

Off-balance sheet exposures: —
Loan commitments with original maturity greater than 1 year 12,785
Loan commitments with original maturity of 1 year or less 6,598
Letters of credit 1,942
Exposure to GSEs — Repo style transactions 27
Derivative contracts 406

Total Standardized Approach Risk-Weighted Assets *)) S 113,628

_&“t" https://www.theinformation.com/articles/svbs-9-5-billion-venture-unit-included-large-investments-in-andreessen-sequoia-documents-show ) ] ] F PA:
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Regulation Failure

SVB
* 2019 Fed warning letter
* April 2021 removed interest rate hedges
* Speculating on rate decreases
* Aug 2021 Fed assigned “failing rating” for control measures
* No action taken
* Sept 2022, disclosed $15.9 billion of MV loss
* Feb 2023, Fed staff reported unrealized losses
* Fed rated deposits as "Stable”
* SVB breached risk limits for many years
* 310pen warnings from Fed regulators .. Dating back to 8/17/21
* Many more ... 114 page report

Signature
* 2019 Fed downgraded liquidity risk rating
* 60 depositors with $250 made up 40% of total deposits

https://www.federalreserve.gov/publications/files/svb-review-20230428.pdf
https://www.wsj.com/articles/requlators-to-publish-postmortems-on-silicon-valley-bank-signature-failures-37abeoz

Review of the Federal Reserve’s
Supervision and Regulation
of Silicon Valley Bank

April 2023

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Copyright © 2023 by Dr. Matthew Will. All rights reserved
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Pseudo Ponzi Scheme

DEFINITION @:l
Last
The fraudulent investment scheme is Depos'toii1
premised on using new investors' )
funds to pay the previous investors. 3
: Depositor
Investopedia |
b
New Demand Deposits are being used 2"
: Depositor
to payoff old Demand Deposits. e
Bank Runs expose the Ponzi Scheme =P
First
Depositor

N Copyright © 2023 by Dr. Matthew Will. All rights reserve



Banking Risk Evolution

1999
* Clinton Reversed Glass Steagall Act
* Increased Risk

2008

* Hope for Homeowners Act by
Senator Chris Dodd

* Required stable lenders to purchase
defaulted mortgages

* Investment Banks allowed to obtain
FDIC insurance

* Goldman Sachs in Sept 2008

e | . FPA-
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Banking Risk Today

Traditional ~ Investment « UBS Pays $3.4 bil for CS
Bank Bank «  AT1 write off = $18 bil

* Major VC exposure
Hedged Interest * VC competition
Interest rate risk * Saudi depositor requests
Rates withdrawal of $4.2 bil
Low Credit High credit
Risk risk

P

. | . FPA
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Bank Risk - Fines for Toxic Securities

JP Morgan Chase $ 13.4 bil

AL 5 8.8 bil # 1 violation = Toxic Security Abuse
Credit Suisse $ 6.3 bil

UBS $ 1.7 bil

Huntington Bank $0.00

ERO Toxic security violations
Old National Bank $0.00

Af':»l.L;~"'—&'t_":'~. SSSSSS : https ://violationtracker .goodjobsfirst.org/parent /huntington -bancshares F PA“
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Credit Suisse Decline

SUISSE

S 1.0005 12312020 | 12/312021 | 12/31/2022
Total Assets 805,822,000 | 755.833.000 | 531,358,000
Total Liabiltties Net | 0 o¢1 000 | 711,603,000 | 486,027,000
Minortty Interest
Total Equity Gross 1 ) 941 000 | 44,230,000 | 45.331,000
Mumortty Interest

Copyright © 2023 by Dr. Matthew Will. All rights reserved
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Credit Risk of Failed Banks

SIGNATURE

BANK u

I M y

, , FIRST

Crypto REPUBLIC
Crypto
VC
FHLB Lending to Crypto Banks
e FPA
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SVB Depositors, Clients and Politics

Mark Cuban,
Cost+ Drugs

Bill Ackman

David Sacks
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Cause - 2008 Financial Contagion

“"American Dream _ _
Downpayment Act” Fannie Mae Stock Price

Dec 2003 70
A P Lo A A4, )
‘Il\/ "I 50
\ “American Dream v
\ Downpayment Act” s
Expanded Feb 2009
20
BearStearns . Hank Pauls
March 2008 \ dNK Fauison
— - &
2005 2010

Janet Yellen

“*Hope For Homeowners Act”
Vs JU|y 2008 F'P A‘
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Cause - 2023 Financial Contagion ?

Federal Reserve Balance Sheet

Yellen on SVB Bailout
“*We're not going to do it
again”

3/12/23

“Secretary Yellen approved
actions enabling the FDIC to...

fully protect(s) all depositors.”
Treasury Statement
3/13/23

“was necessary to protect
the broader US banking

2007-2010 system, 2022-2023

3/22/23

FPA
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Cause - 2023 Financial Contagion ?

Yellen on SVB Bailout
“*We're not going to do it
again”

3/12/23

“Secretary Yellen approved
actions enabling the FDIC to...

fully protect(s) all depositors.”
Treasury Statement
3/13/23

“was necessary to protect
the broader US banking

system,”
3/22/23

FALSE

Most banks not at risk
Increases cost to all
Savings protected by SIPC
Harms safe regional banks

Saved speculators
Helped largest banks

CEO of SVB on
Fed SF Board

Copyright © 2023 by Dr. Matthew Will. All rights reserved
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SVB CEO

Fiscal

Monetar .
y | Policy

Policy

OCC

/ Regulation |
Glass
Stiegel A Govt. K
Dodd-Frank

Interest ‘ __onSF Fed
Rate Risk J
Risk T Politics
Banks 3
Mgmt l
Credit Risk
Crypto
Jumbo
- Depositors
Aﬁ\—g;q: Source: https://www.thestreet.com/technology/svb-mark-cuban-and-bill-ackman-used-their-influence-to-corner-requlators

Repeal / -\

TARP | Too big to
/ fail |
Socialized

Losses

FPA
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Germany Recession — Q1 2023

Germany Suffered a Winter Recession After All Consumer Price Index: Germany
M GDP (QoQ) F2.0
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China GDP ?

_— FPA
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The China Bubble

Stock Market
Real Estate

Evergrande
GDP
Inflation
Currency manipulation
Environment

; Aﬁﬂ\g‘m Copyright © 2023 by Dr. Matthew Will. All rights reserved F pA‘



Chinese Real Estate

FPA
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Chinese Real Estate
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Chinese Real Estate

Population = 1.4 billion
Vacant Units = 60 million

Housing for 210 million people
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Wrap Up & Questions

Dr. Matt Will

Web: www.mattwill.com
Email: mwill@uindy.edu
Twitter: @DrMatt\Will

UNIVERSITY of
INDIANAPOLIS

SCHOOL OF BUSINESS
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