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What happened?

US equities reeled from the fallout of Silicon Valley Bank (SVB)
last week as contagion fears spread within Wall Street. The
lender which extends loans primarily to start-up and technology
companies faced a cash crunch as it was forced to realise
losses in its bond securities.

At its heydays in 2015, SVB served 65% of all US start-ups and
it grew rapidly alongside the technology sector. Its growth was
turbocharged by a low interest rate environment where funding
was abundant.

During this time, its deposits grew from US$44b in 2017 to US
$189b in 2021. Its loans also grew from US$23b to US$65b in
the same time-period.

With an abundant of deposits over loans, SVB had placed them
into available-for-sale and held-to-maturity securities like
Treasuries and mortgage-backed securities when yields were at
all-time lows.

However, as interest rates began to rise rapidly in 2022, it
recorded massive outflows in deposits alongside the rest of the
banking sector.

For context, the banking system saw four quarters of deposit
outflows last year; whereas there only had been 10 quarters of
outflows in the past 50 years. This torrent of deposit outflows
impacted SVB proportionally higher due to its focus on the
technology sector.
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Flashpoints

The collapse of Silicon Valley Bank
(SVB) has triggered contagion fears
within  Wall Street as depositors
scramble to withdraw funds.

Smaller US banks caught in the
turmoil include Silvergate and
Signature  Bank  which  have
exposure to  blockchain  and
cryptocurrency related corporates.

US regulators have since stepped-in
to introduce backstop facility
measures for depositors as well as
bank term funding.

Base-case is that this would not lead
to a systemic financial risk like that of
the 2008-GFC. The latter stemmed
from credit issues, while SBV’s case
relates to a mismatch of duration.
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To accommodate the outflows, SVB sold substantially all (US$21b) of its available-for-sale securities. This
incurred a US$1.8b loss and impacted its regulatory capital position which then forced the bank to raise capital.
When SVB unveiled its plan to raise US$2.2b capital, the announcement spooked markets and started a bank run
which ultimately led to its collapse.

It is worth noting that SVB had marked-to-market losses of US$16b as of September 2022 for its held-to-
maturities securities compared to its tangible equity of US$12b.

Were other banks impacted?

Smaller US banks caught in the turmoil include Silvergate and Signature Bank which saw depositors fleeing in
droves. Both banks are unique in that its focus are on providing banking services to blockchain and
cryptocurrency related corporates.

Their collapse was partly due to clients scrambling to redeem deposits in the wake of the FTX cryto-exchange
scandal as well as panic from the collapse of SVB.

Have regulators taken action?
Over the weekend, US regulators have stepped-in to introduce backstop facility measures for depositors.

In a joint statement, the US Treasury Department and other bank regulators said that all depositors of Signature
Bank and Silicon Valley Bank will be made whole regardless of how much they held in their accounts.

In addition, US regulators have also created a new Bank Term Funding Program (BTFP) to help safeguard
depositors and curtail risks in the banking sector. The facility will offer loans of up to one year to US banks, where
they would be asked to pledge high-quality collateral such as Treasuries, agency debt and mortgage-backed
securities.

According to the announcement, these securities will be valued to full par value. This source of liquidity would
eliminate an institution’s need to quickly sell those securities in times of stress.

What are the risks of another global financial recession (GFC)?

Our base-case is that the implosion of SVB is unlikely to lead to a systemic financial risk like that of the 2008
global financial recession (GFC).

The collapse of SVB was due to a duration mismatch between high quality assets (Treasuries and mortgage-
backed securities) and deposit liabilities.

In contrast, the 2008-GFC stemmed from credit issues as banks held exposure to toxic assets of mostly subprime
mortgage-backed securities. Abundant liquidity and lax lending had fuelled a housing bubble. When it ultimately
burst, banks were left holding trillion of dollars of worthless investments in subprime mortgages which led to the
financial crisis.

Lessons from the 2008-GFC have since then resulted in tighter regulations especially for bigger banks and the
rest of the broader banking sector well capitalised. This coupled with the US regulator's backstop facility
measures mentioned above will ensure the crisis remains contained.
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How frequently do US banks fail?
Between 2008 to 2012, 465 banks failed with total assets of US$700bn.

More recently between 2018 to 2020, we saw 8 banks collapsing with total assets of US$672b (vs. SVB’s
~US$200b). There are over 4,700 banks operating in the US banking sector.

How is the US Federal Reserve (Fed) likely to react?
While the implosion of SVB is unlikely to spark a financial crisis, the financial episode does expose the
vulnerability of certain sectors as interest rates rise rapidly. This is something that the Fed would take into

consideration in future policy meetings.

Market expectation of terminal rate has adjusted lower to 5.1% in the wake of the SVB news. However, as the
dust settles, we believe markets will shift its focus back to inflation and job data.

Recent remarks by Fed Chair Jerome Powell suggest that the Fed could shift its terminal rate higher from
currently 5.125% at its upcoming FOMC meeting on 22 March.

How are we positioning our portfolios?
None of our equity or fixed income portfolios have any direct exposure to SVB.

US stock futures are seen climbing today as markets react positively to the slew of measures taken by regulators
to shore up the financial sector.

A key point to monitor is whether the collapse of SVB would pose any significant dent to confidence and lead to a
decline in consumption. This could hasten a slowdown in economic growth as the impact of monetary policy also
begins to bite.

We maintain our constructive view on bonds as much of the future rates hikes have been sufficiently priced-in by
the market. For equities, we remain positive on Asia as China’s reopening provide tailwinds to the region and
support growth.

Disclaimer

This material has been prepared by AHAM Asset Management Berhad (hereinafter referred to as “AHAM Capital”) (formerly known as Affin
Hwang Asset Management Berhad) specific for its use, a specific target audience, and for discussion purposes only. All information
contained within this presentation belongs to AHAM Capital and may not be copied, distributed or otherwise disseminated in whole or in part
without written consent of AHAM Capital. The information contained in this presentation may include, but is not limited to opinions, analysis,
forecasts, projections and expectations (collectively referred to as “Opinions”). Such information has been obtained from various sources
including those in the public domain, are merely expressions of belief. Although this presentation has been prepared on the basis of
information and/or Opinions that are believed to be correct at the time the presentation was prepared, AHAM Capital makes no expressed or
implied warranty as to the accuracy and completeness of any such information and/or Opinions. As with any forms of financial products, the
financial product mentioned herein (if any) carries with it various risks. Although attempts have been made to disclose all possible risks
involved, the financial product may still be subject to inherent risk that may arise beyond our reasonable contemplation. The financial product
may be wholly unsuited for you, if you are adverse to the risk arising out of and/or in connection with the financial product. AHAM Capital is
not acting as an advisor or agent to any person to whom this presentation is directed. Such persons must make their own independent
assessments of the contents of this presentation, should not treat such content as advice relating to legal, accounting, taxation or investment
matters and should consult their own advisers. AHAM Capital and its affiliates may act as a principal and agent in any transaction
contemplated by this presentation, or any other transaction connected with any such transaction, and may as a result earn brokerage,
commission or other income. Nothing in this presentation is intended to be, or should be construed as an offer to buy or sell, or invitation to
subscribe for, any securities. Neither AHAM Capital nor any of its directors, employees or representatives are to have any liability (including
liability to any person by reason of negligence or negligent misstatement) from any statement, opinion, information or matter (expressed or
implied) arising out of, contained in or derived from or any omission from this presentation, except liability under statute that cannot be
excluded.
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