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Silicon Valley Bank — 16th largest in the US — is the latest casualty of the Fed assault on inflation®. It was
regulated as a regional bank, and these are typically local, specialising in one sector (e.g. agriculture). SVB also
specialised in one sector — tech — but it had a global reach. With assets of less than $250bn, they benefited
from looser regulation and built a loan portfolio of start ups with limited assets, patchy cash flows, and no
profits. Customers included Biotech, Fintech, Crypto and even California wineries.

COVID and war put many venture capital projects on hold, so SVB had excess deposits which it invested in
medium maturity US Treasuries. If the Fed pivoted and interest rates dropped, SVB would profit; but rates rose
— the classic banking trap of borrowing short and lending long. In the same week that SVB were shut down, two

crypto banks closed — Silvergate (voluntary) and Signature (FDIC), both due to bank runs and similar duration
mismatches in Treasuries.

SVB’s loan book was also squeezed by a tech recession that has brought layoffs to Amazon, Meta, Twitter etc.
The Credit Benchmark Global Software Index shows a bias to downgrades for 7 of the last 10 months.

Global Software
60

50 = Neutral Credit Quality
55 CCI> 50 (Green) = Credit Quality Improving
CCI < 50 (Red) = Credit Quality Deteriorating

Credit Consensus Indicator (CCl)

50 ! %
%

45

40
& N N N &
& 5 > 3 &
) T S 3 ©
w = < b4 w

Net Credit Upgrades Net Credit Downgrades

Bank credit warning signs have been flashing in consensus credit data for the past few months. The Credit
Benchmark US Banks index shifted towards downgrades 8 months ago and has been negative in 6 of those.
(Moody’s have now also downgraded the entire US banking sector.)
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1 Traditionally, rising short rates bring lower long rates — bond markets are happy to see central banks bearing down on inflation, so they will

accept lower bond yields and pay higher bond prices because they see the inflation spike as temporary. But the latest hikes come at the end of a very
long period of QE — since 2008, central banks have been buying bonds to keep rates low. They ended up owning so much of the global Government bond
market that this policy had run out of road — so QE (Quantitative Easing) has been switched to QT (Quantitative Tapering).
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After SVB: What's the Next Shoe to Drop?

This move started ahead of a similar emerging trend in the Credit Benchmark Global Banking Index; the
downgrade trend has even reached the Credit Benchmark GSIB index, which has started to register net
downgrades for 3 of the past 6 months.

The Credit Benchmark US Regional Banks index (119 constituents) below also shows the credit distribution
shifting to the right, (i.e. cumulative downgrades) in the past 6 months:
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Regional bank solvency is likely to suffer from a flight to quality as depositors abandon smaller, less regulated,
less well capitalised banks — relatively good for GSIBs. SVB may also be the tip of a larger bank risk iceberg

— as rates rise and liquidity tightens, defaults will climb; even the largest banks need to reserve against

those, and they need to raise capital more widely. At the very least, this means cash calls and rights issues —
negative for share prices.

We expect to see further bank downgrades globally, tighter regulation, capital raising through bond and equity
issues, shrinking loan books, higher defaults, bank mergers, and possible sporadic state intervention in weaker
banks — which may hit some Sovereign ratings.

Credit Benchmark data is updated every two weeks. End-February data flash update is now available.
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Credit Benchmark provides Credit Consensus Ratings and Analytics
based on contributed risk views from 40+ of the world’s leading financial
institutions, almost half of which are GSIBs, domiciled in the US,
Continental Europe, Switzerland, UK, Japan, Canada, Australia and South
Africa.

The risk views are collected, aggregated, and anonymized to provide
an independent, real-world perspective of credit risk, delivered twice
monthly to our partners. Credit Consensus Ratings and Analytics are
available on 75,000 corporate, financial, fund and sovereign entities
globally, 90% of which are unrated by credit rating agencies. Credit
Benchmark also produces over 1,200 credit indices, which help risk
practitioners better understand industry and sector macro trends.

rating, inform risk sharing transactions (CRT / SRT), monitor and be
alerted to changes within the portfolio, benchmark, assess and analyze
trends, and fulfil regulatory requirements and capital.

Visit to learn more.

Credit Benchmark does not solicit any action based upon this report,
which is not to be construed as an invitation to buy or sell any security
or financial instrument. This report is not intended to provide personal
investment advice and it does not take into account the investment
objectives, financial situation and the particular needs of a particular
person who may read this report.
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