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The collapse of Silicon Valley Bank, as well as the other financial in-
stitutions that failed during this time, highlights the risks faced by banks
with business models serving a concentrated depositor base. Despite the
need to consider differences between banks, policymakers may fail to ap-
preciate significant differences between banking institutions and their busi-
ness models. This Article differentiates banking institutions and discusses
how different business models may influence bank enthusiasm and support
for particular reforms.
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I.  INTRODUCTION AND BACKGROUND

“Silicon Valley Bank (“SVB”) failed because of a textbook case of mis-
management by the bank. Its senior leadership failed to manage basic interest
rate and liquidity risk.”* These are the first words of a letter signed by the Vice
Chair of the Board of Governors of the Federal Reserve System (“Federal Re-
serve”), Michael S. Barr, to explain SVB’s failure, which at the time, stood as
the second largest bank failure in the history of the United States.? The Federal
Deposit Insurance Corporation (“FDIC”) used similar words to explain the al-
most immediate failure of Signature Bank of New York (“SBNY”) following
SVB’s collapse: “[T]he root cause of SBNY s failure was poor management.”™

The failure of SVB and SBNY ignited panic across the U.S. regional bank
industry in early 2023, which still reverberates in the industry today.* Yet the
initial takes from these federal functional regulators paint only a partial picture
of the events that led to the bank failure, skipping past the regulators’ role in
supervising these institutions.

In the case of SVB, events that occurred within three days, between March
8, 2023 and March 10, 2023, showed how “the combination of social media, a
highly networked and concentrated depositor base [of the bank], and technology”
led to the rapid bank failure and, as highlighted by the Federal Reserve, “may
have fundamentally changed the speed of bank runs.” On March 8, Greg Becker,
the President and Chief Executive Officer of SVB, announced that SVB needed
to shore up its balance sheet and raise just over $2 billion in capital, which forced

1. MICHAEL S. BARR, BD. OF GOVERNORS OF THE FED. RSRV. Sys., RE: REVIEW OF THE FEDERAL
RESERVE’S SUPERVISION AND REGULATION OF SILICON VALLEY BANK 1 (2023), https://www.federalreserve.
gov/publications/files/svb-review-20230428.pdf [https://perma.cc/LU29-A73H].

2. 1d. Although SVB still exists today, our references throughout are to the pre-collapse entity.

3. FED. DEPOSIT INS. CORP., FDIC’S SUPERVISION OF SIGNATURE BANK 2 (2023), https://www.fdic.
gov/news/press-releases/2023/pr23033a.pdf [https://perma.cc/YR38-GRDF].

4. Seeid.at4,15.

5. BARR, supranote 1, at 2.
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SVB to sell a securities portfolio at a $1.8 billion loss.® On that same day,
Moody’s, a credit ratings firm, downgraded the rating of SVB’s parent company
(SVB Financial Group) and slashed its outlook from stable to negative.’

On Thursday, March 9, as depositors interpreted SVB’s announcements on
March 8 as a signal that the bank was in financial trouble, panic spread through
texts and social media, leading SVB’s venture capital client firms to exit SVB en
masse.® On that same day, SVB’s stock crashed upon the market opening.® As
technology enabled depositors to instantly spread concerns about a bank run, the
bank faced a run by depositors with outflows over $40 billion on that day alone.°
The next day looked worse with SVB’s management expecting $100 billion more
to go out the door.!

On Friday morning, March 10, shares of SVB were halted after a premarket

f.12 Later that day, the “unprecedented outflow [of deposits] led the Callié

sellof
fornia Department of Financial Protection and Innovation to close [SVB].
Over the course of three days, SVB, a bank founded in 1983 and which held
approximately $212 billion in total assets and provided financial services pre-
dominantly to major companies in the technology and life sciences sectors, was
ironically defeated by social media and technology that allowed depositors to
quickly withdraw funds from the bank in a coordinated manner and at an unprec-
edented rate.**

Over the weekend of March 11 and 12, SBNY customers, driven by ad-
vances in digital banking and the rapid spread of information and rumors through
social media, performed a run of $18.6 billion in deposits in a matter of hours,
reducing the SBNY’s deposit base by 20% in one day.'® Concurrently, the FDIC
downgraded SBNY’s CAMELS/composite rating and “notified SBNY’s board
of directors that [it] had decided to pursue a formal enforcement action given the
precipitous decline in the bank’s condition and management’s inadequate re-
sponse to recent events.”'® “At 5:30 p.m. EDT on Sunday, March 12, . . . the

6. GREG BECKER, SILICON VALLEY BANK, MESSAGE TO STAKEHOLDERS REGARDING RECENT STRATEGIC
ACTIONS TAKEN BY SVB 1-2 (2023), https://s201.g4cdn.com/589201576/files/doc_downloads/2023/03/r/Q1-
2023-Investor-Letter.FINAL-030823.pdf [https://perma.cc/992S-C833].

7. Rating Action: Moody’s Downgrades SVB Financial (Senior Unsecured to Baal from A3); Outlook
Negative, MooDY’s INVS. SERV. (Mar. 8, 2023), https://www.moodys.com/research/Moodys-downgrades-SVB-
Financial-senior-unsecured-to-Baal-from-A3-Rating-Action—PR_474590 [https://perma.cc/YVS5-CS6L].

8. N.Y. STATE DEP’T OF FIN. SERVS., INTERNAL REVIEW OF THE SUPERVISION AND CLOSURE OF
SIGNATURE BANK 32 (2023), https://www.dfs.ny.gov/system/files/documents/2023/04/nydfs_internal _review_
rpt_signature_bank_20230428.pdf [https://perma.cc/CXR2-GDC5].

9. Seeid.

10. Id.

11. BARR,supranote 1, at i.

12. Candice Choi, The Banking Crisis: A Timeline of Key Events, WALL ST. J., https://www.wsj.com/fi-
nance/bank-collapse-crisis-timeline-724f6458 (May 11, 2023, 8:56 PM) [https://perma.cc/QM3E-X6GY].

13. BARR, supranote 1, at i.

14. Id.at17-18, 24.

15. N.Y.STATE DEP’T OF FIN. SERVS., supra note 8, at 5.

16. FeD. DePOSIT INS. CORP., supra note 3, at 17, 19.
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[New York State Department of Financial Services] closed SBNY and a;apointed
the FDIC as receiver—[a mere fifty-three hours after] SVB’s failure.”

As the turmoil spread through the banking industry, the FDIC and the Fed-
eral Reserve scrambled to pull this crisis under control and, driven by an extreme
concern that other bank runs driven by technology and social media might occur,
the FDIC invoked a “systemic risk exception™® on March 12, assuring the public
that all depositors of SVB and SBNY, including uninsured depositors, would be
made whole and would have access to their deposits on March 13.2° On that same
day, at 6:15 p.m. EDT, the Federal Reserve Board announced that it would set
up an emergency lending program for “eligible depository institutions” to help
ensurtzeothat banks would “have the ability to meet the needs of all their deposi-
tors.”

After that tumultuous weekend, on Monday, March 13, President Biden
sought to restore confidence in the U.S. financial system in a televised address,
stressing that the U.S. banking system was safe.?! But regional bank stocks con-
tinued to plunge, with First Republic Bank (“First Republic”) taking the worst of
it, dropping 60%, and culminating in regulators taking control of First Republic
and striking a deal (announced on May 1, 2023) to sell the bulk of the bank’s
operations to JPMorgan Chase & Co., marking the country’s then second-largest
U.S. bank failure (pulling ahead of SVB on the bank failure “horse race” that
took the industry by storm).?2

The failures of SVB, SBNY, and First Republic had serious repercussions
in the European markets, where, for example, shares of Credit Suisse Group AG
(the 166-year-old institution) tumbled by 24%, resulting in a takeover by

17. Id.at61.

18. MARC LABONTE, CONG. RSCH. SERV., IF12378, BANK FAILURES: THE FDIC’s SYSTEMIC RISk
EXCEPTION 1 (2023). The Federal Deposit Insurance Corporation Improvement Act of 1991 (P.L. 102-242, Dec.
19, 1991) allows the FDIC to waive its statutory requirement to employ a least-cost resolution method to resolve
failing banks under its receivership and, as a result, take actions necessary to avoid risks that poses a threat to the
U.S. financial stability (i.e., systemic risk). See id.

19. Bd. of Governors of the Fed. Rsrv. Sys., Fed. Deposit Ins. Corp. & Dep’t of the Treasury, Joint State-
ment by the Department of the Treasury, Federal Reserve, and FDIC, FED. DEPOSIT INS. CORP. (Mar. 12, 2023),
https://www.fdic.gov/news/press-releases/2023/pr23017.html [https://perma.cc/6HEX-NQCM].

20. Federal Reserve Board Announces It Will Make Available Additional Funding to Eligible Depository
Institutions to Help Assure Banks Have the Ability to Meet the Needs of All Their Depositors, BD. GOVERNORS
FED. RSRv. Sys. (Mar. 12, 2023, 6:15 PM), https://www.federalreserve.gov/newsevents/pressreleases/mone-
tary20230312a.htm [https://perma.cc/Z4EF-F86U].

21. Sabrina Siddiqui, Siobhan Hughes & Natalie Andrews, Biden Says Banking System Is Safe After
Silicon Valley Bank Collapse, WALL ST. J., https://www.wsj.com/articles/biden-says-banking-system-is-safe-
following-silicon-valley-bank-collapse-bbed317c¢ (Mar. 13, 2023, 5:48 PM) [https://perma.cc/A3R8-9XSH].

22. JPMorgan Chase Bank, National Association, Columbus, Ohio Assumes All the Deposits of First Re-
public Bank, San Francisco, California, FED. DEPOSIT INS. Corp. (May 1, 2023), https://www.fdic.gov/news/
press-releases/2023/pr23034.html [https://perma.cc/8VBT-2TN2]; Michelle Chapman, First Republic Shares
Sink Again, Down Nearly 60% in Week, ASSOCIATED PRESS (Apr. 26, 2023, 3:19 PM), https://apnews.com/arti-
cle/first-republic-bank-stock-depositors-f57¢609d82d51158983ee24dc8041d31 [https://perma.cc/UEAB-2T3H].
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Switzerland’s largest bank, UBS Group AG, for USD $3.2 billion—a deal that
was announced on March 19, 2023 and completed on June 12, 2023.2

The Federal Reserve, in its report describing the failure of SVB, placed the
onus of the firm’s failure, for the most part, on SVB’s board of directors and
management, which failed to adequately manage the firm’s vulnerabilities that
were described by the Federal Reserve to include “foundational and widespread
managerial weaknesses, a highly concentrated business model, and a reliance on
uninsured deposits,”>* all of which left SVB “exposed to the specific combina-
tion of rising interest rates and slowing activity in the technology sector that ma-
terialized in 2022 and early 2023.”2°

Similarly, the FDIC also stated in its report that, while the primary cause of
SBNY’s failure was illiquidity precipitated by contagion effects in the wake of
the SVB failure, the root cause of SBNY’s failure really was poor management.?
According to the FDIC, “SBNY’s board of directors and management pursued
rapid, unrestrained growth” that mainly relied on uninsured deposits without im-
plementing fundamental liquidity “risk management practices and controls ap-
propriate for the size, complexity and risk profile of the institution.”?” Addition-
ally, according to the FDIC, “SBNY failed to understand the risk of its
association with and reliance on crypto industry deposits or its vulnerability to
contagizgn from crypto industry turmoil that occurred in late 2022 and into
2023.”

That said, both reports indicate that these federal functional regulators (i.e.,
the Federal Reserve and the FDIC) “did not appreciate the seriousness of critical
deficiencies in” both firms.?® These “failures” by the federal functional regula-
tors to promptly identify the vulnerabilities of these firms and take sufficient
steps to ensure that both SVB and SBNY fixed those problems quickly enough
prompted a myriad of proposals and guidance to change the current regulatory
landscape in the wake of this bank crisis.*® These proposed changes to the regu-
latory landscape and the likely institutional responses to them are discussed in
detail in the next Sections.

Although management choices will always be a factor in any after-action
review, banking executives act against a strategic and regulatory landscape. This
Avrticle highlights how that landscape differs between banks depending on their

23.  UBS Completes Credit Suisse Acquisition, UBS (June 12, 2023, 9:20 AM), https://www.ubs.com/
global/en/media/display-page-ndp/en-20230612-ubs-credit-suisse-acquisition.html  [https://perma.cc/WQ5P-
EEQF]; Michael J. de la Merced & Maureen Farrell, Credit Suisse to Borrow up to $54 Billion from Central
Bank, N.Y. TIMES, https://www.nytimes.com/2023/03/15/business/credit-suisse-shares-saudi.html (Mar. 15,
2023) [https://perma.cc/F8TN-3HLU].

24. BARR, supranote 1, at 2.

25. Id.
26. FED. DEPOsSIT INS. CORP., supra note 3, at 2.
27. 1d.
28. Id.

29. BARR, supranote 1, at i—ii; FED. DEPOSIT INS. CORP., supra note 3, at 5.
30. Seeinfra Section II1.A.
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business model, deposit base, and size. These differences in banking business
models may affect how eager different banks may be to support different reform
proposals.

Il. THE STRATEGIC AND REGULATORY LANDSCAPE

The characteristics of bank runs are changing, along with the way they im-
pact various types of depository institutions and their underlying depositors. Alt-
hough there are substantial overlaps, the primary types of banking institutions
we will discuss are regional and community banks, large financial institutions,
global systemically important banks (“G-SIBs”), and banks serving particular
targeted industries. We have also grouped depositories into categories that align
with their goals and types of businesses—ordinary individuals, high net worth
individuals, and business entities. Each of these banking institutions and depos-
itory groups view the landscape slightly differently and have varying primary
concerns in a banking crisis.®® In this Part, we will discuss the range of banking
institutions and depositors and their specific lens on the strategic and regulatory
landscape in a banking crisis.

A. The Range of Banking Institutions

1. Regional and Community Banks

Community and regional banks fill a specific need in communities that may
or may not be industry focused. Community banks, or small banks, are those
with less than $10 billion in total assets, and regional banks are those with assets
between $10 billion and $100 billion in total assets.*? Super-regional banks are
their own animal between regional banks and large financial institutions and are
characterized by serving multiple states in a region with products and services
across multiple business lines.>* SVB and Signature Bank were a super-regional
and regional bank, respectively, that also had particularly large industry concen-
trations.>*

31. Seeinfra Section IL.A.

32. Community & Regional Financial Institutions, BD. GOVERNORS FED. RSRv. Sys. (Sept. 15, 2021),
https://iwww.federalreserve.gov/supervisionreg/community-and-regional-financial-institutions.htm [https://
perma.cc/AD4Y-LKZ8].

33. U.S. Large & Super Regional Banks - Peer Review 2023, FITCH RATINGS (Nov. 2, 2023, 3:59 PM),
https://www fitchratings.com/research/banks/us-large-super-regional-banks-peer-review-2023-02-11-2023
[https://perma.cc/W464-67RG].

34. Howard Schneider, Deposit Outflows After SVB Collapse Concentrated Among ‘Super-Regionals’ -
NY Fed Study, REUTERS (May 11, 2023, 1:07 PM), https://www.reuters.com/markets/us/deposit-outflows-after-
svb-collapse-concentrated-among-super-regionals-ny-fed-2023-05-11/ [https://perma.cc/4XH8-9BJR]; David
Hollerith, Regulators Seize Signature Bank in Third-Largest US Bank Failure, YAHOO FIN. (Mar. 12, 2023),
https://finance.yahoo.com/news/regulators-seize-signature-bank-in-third-largest-us-bank-failure-231404695.
html [https://perma.cc/3SDT-8CYJ].
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Community and regional banks are vital to the smooth functioning of the
U.S. economy.*® Although essential, small banks face unique challenges in main-
taining a loan portfolio.*® These banks more often serve early-stage or small busi-
nesses.®” The failure rates for these businesses are high, and their short track rec-
ords make assessing creditworthiness difficult.3® Community and regional banks
swim in the same waters as these businesses, giving them insight and understand-
ing of the local community and economic conditions facing that particular com-
munity.3 These banks often forge strong relationships with the small businesses
they service.*°

One perception of community and regional banks that may impact larger
deposit outflows during a crisis (or perceived crisis) is that the U.S. government
may not save these banks in such situations because they are not systemically
important.* In a crisis, community and regional banks focus on survival.*> The
market implicitly understands that the U.S. government will simply never let a
G-SIB fail because of the havoc a failure could wreak across the economy.*?
These banks might even enjoy lower borrowing costs than other banks because
of this unique protection—or it could simply be because of their size.** Given
this fact, in a crisis, many depositors may believe that their deposits would be
safer at a larger institution that will weather the crisis.** Community and regional
banks also acutely face one of the most unique aspects of the 2023 financial cri-
sis—information about a potential crisis spreads like wildfire within a close-knit
community or communities that an institution serves and leads to quicker out-
flows of deposits.*®

As has been demonstrated in the 2023 banking crisis, even medium-sized
regional banks can spur a domino effect on the banking market and a global

35. See U.S. Large & Super Regional Banks - Peer Review 2023, supra note 33.

36. Eldar Beiseitov, Small Banks, Big Impact: Community Banks and Their Role in Small Business Lend-
ing, FED. RSRv. BANK ST. Louis (Oct. 20, 2023), https://www.stlouisfed.org/publications/regional-economist/
2023/oct/small-banks-big-impact-community-banks-small-business-lending [https://perma.cc/EIP3-XVTV].

37. 1d.

38. Id.
39. Id.
40. Id.

41. Javed Ahmed, Christopher Anderson & Rebecca Zarutskie, Are the Borrowing Costs of Large
Financial Firms Unusual? 7 (Off. of Fin. Rsch. Working Paper, Paper No. 15-10, 2015), https://www.financial
research.gov/working-papers/files/lOFRwp-2015-10_Are_Borrowing-Costs-of-Large-Financial-Firms-
Unusual.pdf [https://perma.cc/63D2-3MU2].

42. See Jaime Catmull, Are Regional Banks a Safe and Smart Choice for Your Money, FORBES (Oct. 18,
2024, 3:04 PM), https:/www.forbes.com/sites/jaimecatmull/2024/10/18/are-regional-banks-a-safe-and-smart-
choice-for-your-money/ [https://perma.cc/S5JS-LJ6T].

43. See MARC LABONTE, CONG. RSCH. SERV., R42150, SYSTEMICALLY IMPORTANT OR “T00 BIG TO FAIL”
FINANCIAL INSTITUTIONS 1, 20-21 (2018).

44. Ahmed et al., supra note 41, at 28.

45.  See Nicole Goodkind, Here’s Why Some People Keep Uninsured Money in Their Bank, CNN (Feb. 12,
2024, 6:00 AM), https://www.cnn.com/2024/02/12/investing/uninsured-money-banks-fdic/index.html [https://
perma.cc/4QG4-D2X5].

46. See FED. DEPOSIT INS. CORP., supra note 3, at 15.
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banking crisis.*’ This is antithetical to the language coming out of the 2008 crisis
when the code words were “too big to fail.”*® We have learned that midsize banks
may also be too impactful on the U.S. economy to fail.

2. Large Financial Institutions

Large financial institutions have total assets of $100 billion or more.*® As
of 2023, there were more than thirt%/ large financial institutions in the United
States with about 30,000 branches.® A study of “11,000 commercial banks
across 17 advanced economies since 1870” revealed that “a country’s largest
banks (i.e., the top-5 by assets) typically” increase their market share in crises,
as the smaller banks that fail more often are absorbed into larger institutions,
“making the largest banks even more dominant after crises.”*

In a banking crisis, large financial institutions focus on shoring up their
deposits and being agile enough to bring in deposits from smaller or riskier fi-
nancial institutions.>? Not surprisingly, “banks above $250 billion experienced
deposit inflows in March 2023 suggesting a reallocation of deposits” during this
period.5

3. Systemically Important Financial Institutions

The Financial Stability Board (“FSB”) considers G-SIBs as a category of
banking institutions.>* The FSB updates the list of G-SIBs annually each No-
vember.*® “The list of G-SIBs is divided into ‘buckets’ corresponding to required
level of additional loss absorbency.”*® Following the 2008 global financial crisis,
regulatory and supervisory reforms were targeted toward G-SIBs to make them
less likely to fail, and if a G-SIB does fail, to reduce the severity of such failure.>’

47. Seeid.

48. LABONTE, supra note 43, at 1.

49. Large Financial Institutions, BD. GOVERNORS FED. RSRv. Sys. (Dec. 18, 2020), https://www.feder-
alreserve.gov/supervisionreg/large-financial-institutions.htm [https://perma.cc/3SXK-V3GJ].

50. Federal Reserve Statistical Release: Large Commercial Banks, FED. RsRv., https://www.federal
reserve.gov/releases/Ibr/current/ (last visited May 16, 2025) [https://perma.cc/G8VQ-S9VT].

51. Matthew Baron, Moritz Schularick & Kaspar Zimmermann, Survival of the Biggest: Large Banks and
Financial Crises (Sept. 2023) (unpublished manuscript), https://www.fdic.gov/analysis/cfr/bank-research-
conference/annual-22nd/papers/baron-paper.pdf [https://perma.cc/57FS-DKMY].

52. Seeid.at 2.

53. Tobias Adrian, Nassira Abbas, Silvia Ramirez & Gonzalo Fernandez Dionis, The US Banking Sector
Since the March 2023 Turmoil: Navigating the Aftermath, 2024 GLOB. FIN. STABILITY NOTES 7, 11 (2024).

54. Global Systemically Important Financial Institutions (G-SIFIs), FIN. STABILITY BD. (Mar. 18, 2025),
https://www.fsh.org/work-of-the-fsh/market-and-institutional-resilience/global-systemically-important-
financial-institutions-g-sifis/ [https://perma.cc/ZAZ4-P3L3].

55. Id.

56. Id.

57. See LABONTE, supra note 43, at 20-21.
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The largest banks face requirements to hold more capital than other banks,
with an additional surcharge calculated based on risk measures.>® Historically,
risk scores have been calculated based on bank holdings at the end of each year.>®
This has led some banks to shift their holdings around the calculation dates to
avoid additional capital requirements.®

4. Banks Serving Particular Industries

A financial institution that specifically serves one (or a small few) industry
verticals by nature concentrates its lending disproportionately into a select few
industries. Specialization is correlated with more favorable loan terms for bor-
rowers largely due to the industry expertise of these institutions and their ability
to adequately monitor loans in the specialized industry.®* This correlation is par-
ticularly strong where competition for funding is high, including from nonbank
entities, and where borrowers have access to alternative forms of financing, such
as venture capital.%? Diversification, arguably the opposite of concentration, has
both benefits and drawbacks. Diversification reduces an institution’s exposure to
shifts in local markets, maximizes risk-sharing, and arguably minimizes the risk
of runs.®3

Before its failure, SVB was the epitome of a specialized financial institu-
tion concentrating its efforts on the technology sector in Silicon Valley. SVB was
specifically organized to serve the technology industry.5* Over time, it became
the go-to bank for almost half of all venture-backed tech startups, as well as many
in the biotechnologg/ and healthcare sectors, and was the largest bank by deposits
in Silicon Valley.” SVB was an “ecosystem bank”—it concentrated its efforts
on venture capital and startups in the technology sector and developed products

58. Paritosh Bansal, In the Market: Bid to End Bank ‘Window Dressing” May Reshape US Repo Market,
REUTERS (Mar. 13, 2024, 4:59 AM), https://www.reuters.com/business/finance/market-bid-end-bank-window-
dressing-may-reshape-us-repo-market-2024-03-13/ [https://perma.cc/ZAE4-R665].

59. Seeid.

60. Id.

61. Kristian Blickle, Cecilia Parlatore & Anthony Saunders, Specialization in Banking 1 (Fed. Rsrv. Bank
of N.Y., Working Paper No. 967, 2021), https://www.newyorkfed.org/medialibrary/media/research/staff_reports
/sr967.pdf [https://perma.cc/I37VV-Z86U].

62. Id.

63. Id. at 2; see Douglas W. Diamond & Philip H. Dybvig, Bank Runs, Deposit Insurance, and Liquidity,
91 J. PoL. ECON. 401, 404 (1983); Franklin Allen & Douglas Gale, Optimal Financial Crises, 53 J. FIN. 1245,
1250 (1998).

64. Peter Ryan, The Story of Silicon Valley Bank: The Risk Less Taken, and That Has Made All the Dif-
ference, MeDIUM (Feb. 2, 2016), https://medium.com/@_peterryan/the-story-of-silicon-valley-bank-4873eld
49fa7 [https://perma.cc/KAWS5-8B6X].

65. Kari Paul & Johana Bhuiyan, Wineries to Affordable Housing: SVB Fall Knocks Out More than
Startups, GUARDIAN (Mar. 15, 2023, 6:00 AM), https://www.theguardian.com/technology/2023/mar/15/silicon-
valley-bank-failure-industries-investors-rattled [https://perma.cc/B33H-GLAC]; Federal Reserve Statistical Re-
lease: Large Commercial Banks, supra note 50.
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and services to serve this community.®® This concentration in a few industry sec-
tors created risks that, in large part, contributed to its demise.

SVB’s business model created a number of risks—the largest being con-
centration risk.®” Absent appropriate risk-hedging, concentration in one industry
brings a larger likelihood of the bank facing a downturn if there is a downturn in
the specific industry.%8 Moreover, in SVB’s case, concentration risk also exacer-
bated interest rate risk and liquidity risk.®®

Signature Bank also had a high concentration in one industry sector—the
cryptocurrency industry.’® Signature Bank was one of the few mainstream banks
to seek out cryptocurrency deposits and was known as one of the largest crypto
lenders.” Approximately 19% of Signature Bank’s de]:;osits were from digital-
asset-related clients and it counted FTX as a customer.’? As the cryptocurrency
industry took a nosedive after the collapse of FTX and fear spread following the
SVB collapse, Signature Bank’s condition deteriorated.”

Both SVB and Signature Bank had extremely high proportions of uninsured
deposits, which impacted the rapidity of the bank runs as depositors clambered
to get their funds.”* SVB had the highest ratio of uninsured to total deposits of
any US bank with $50 billion or more in total assets.” Similarly, 90% of Signa-
ture Bank’s deposits were uninsured.”® Both SVB and Signature Bank also de-
veloped a concentration of very large depositors.”” At Signature Bank, approxi-
mately sixty clients held deposit balances in excess of $250 million, representing
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40% of total deposits.”® Digital-asset-related deposits represented 27% of total
deposits at Signature Bank at the end of 2021.”°

As would be expected when an institution has a high concentration of de-
posits in a sector and there is a large disruption in such a sector, as began to occur
leading up to the 2023 banking crisis, such institution may not have a diversified
enough portfolio to withstand such a disruption.2’ In SVB’s case, the concen-
trated clientele of technology startups faced pressure from rising inflation rates
and began withdrawing money to stay afloat, causing a “run” on the bank.8! With
the rush of withdrawals, SVB did not have the capital needed to fund these with-
drawals.2? SVB had also invested a portion of its customers’ funds in low-yield
treasury bonds.2® While these investments would have yielded profits over
time,3* because of the influx of withdrawals and the need for quick cash, SVB
found itself forced to sell these bonds early.® This led to an incredible loss of
$1.8 billion.®8 This loss then fueled another, more intense “run” on the bank, as
a growing number of SVB clients felt that the bank was not in a good financial
condition and rushed to withdraw their funds.®” Clients withdrew enough money
to leave SVB with a negative cash balance of $958 million on March 9.8 SVB
could not secure enough collateral to cover this loss, and as a result, federal reg-
ulators shuttered SVB on March 10, 2023.8°

The run on SVB and its subsequent collapse contributed to Signature
Bank’s own demise.® Signature Bank also had a significant amount of clients
with cryptocurrency assets, accounting for more than 20% of the bank’s depos-
its.”! When SVB shuttered, customers at other financial institutions panicked,
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fearing that their assets were also in danger.? This resulted in a “run” on Signa-
ture Bank, similar to what happened to SVB, as clients raced to withdraw their
assets at the same time.*® A majority of these defosits at Signature Bank ex-
ceeded the $250,000 deposit insurance threshold.®* This means that nine-tenths
of Signature Bank’s deposits remained uninsured.®® When Signature Bank’s cus-
tomers simultaneously rushed to withdraw their deposits, Signature Bank did not
have the assets or collateral to cover these requests.*®

It is important to note that poor management also contributed significantly
to Signature Bank’s failure.”” Bank management underestimated the risks asso-
ciated with cryptocurrency assets, and Signature Bank had a pattern of receiving
inadequate examination findings from its functional regulators.® This left the
institution unprepared and vulnerable to the eventual “run” that led to its fail-
ure.®® Signature Bank shuttered just two days after SVB on March 12, 2023.1%°

B. Relevant Depository Differences

Depositors open deposit and savings accounts for varying reasons. Individ-
uals and businesses open deposit accounts at financial institutions for various
reasons. The type of depositor and purpose of an account impact whether a de-
positor is likely to maintain below or above the $250,000 FDIC-insured limit,
which in turn impacts how a depositor will react and be impacted by a banking
failure.

1. Ordinary

The average individual will not open bank accounts that require the bank
to hold funds above the $250,000 limit on the customer’s behalf.}* Ordinary
personal accounts usually exist to fund everyday household expenses, such as
living costs, family upkeep, and recreational shopping.1%? In fact, an ordinary
consumer may likely hold more than one account at more than one institution.®
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Still, each of these accounts will remain well below the $250,000 deposit insur-
ance limit.1® In addition, such deposits from the ordinary person tend to be
“sticky,” in that they are less likely to move from institution to institution than
other, higher-value deposits. > A person will usually decide which institution to
maintain their funds in for reasons such as physical proximity or family affilia-
tion (i.e., the bank their parents used or that their spouse uses)—in other words,
based on convenience.1%

2. High-Net-Worth

Although not a formal legal term, a high-net-worth individual is customar-
ily defined as having at least $1 million in liquid assets, excluding assets such as
primary residences or any other illiquid assets.'%” This is a higher standard than
qualifying as an accredited investor under the federal securities laws.'% Given
the amount of liquid assets high-net-worth individuals hold, they may be partic-
ularly sensitive to interest rates and, from time to time, hold more than $250,000
in cash.1%°

For example, NBA star Giannis Antetokounmpo understood the deposit in-
surance limit and took steps to ensure that his assets remained insured deposits.*1°
To achieve this, Antetokounmpo spread funds over several bank accounts.!*!
Other high-net-worth individuals might also spread their wealth across multiple
institutions in an attempt to mitigate risks and maintain security over their liquid
assets. 112

Antetokounmpo’s impressive asset segregation may not appeal to most
high-net-worth individuals. This type of strategy would likely only appeal to an
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extraordinarily risk-averse person because higher yields could likely be obtained
with money market accounts, or some other liquid, low-risk asset.!*3 Although
Antetokounmpo deployed this strategy, other high-net-worth individuals might
only follow it if they needed to hold cash for a period of time for some reason.!4
As clearing and settlement speeds increase, the need to hold cash in this manner
appears likely to continue to decrease.**®

3. Business Entities

Business entities require more cash on hand than individuals.!!® Businesses
require liquid cash to carry on normal operating expenses, such as pa%/roll, lease
or mortgage payments, dividend payments, and subsidiary transfers.*’ To cover
these expenses, businesses are more likely to exceed the $250,000 deposit insur-
ance limit at any one institution.’® Like high-net-worth individuals, businesses
may spread their cash on hand across multiple accounts at multiple institutions
to maintain insurance protection,*® though some businesses also acknowledge
the value of keeping all their accounts at the same institution for ease of manage-
ment.}2% When choosing an institution, a business is more likely than an individ-
ual to prioritize the quality of the institution and its services.!?* A business may
want to deposit at an institution that will provide other valuable financial services
such as check-writing, bill payment, and cash flow management services.}??
Businesses also select depositary relationships based on the institutions that pro-
vide them loans and other financial services.'?® A depositary relationship with a
bank may also be required by the terms of loan documentation or other financing
arrangements.12*

Venture startups, though they may share some similar priorities with larger
companies, will likely make decisions on where to bank based on their unique
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business needs.'?® Startups tend to favor boutique banks with specialized indus-
try knowledge and expertise in startup ventures.!?® SVB had this kind of special-
ized knowledge for the technology industry and thus became a popular option
for startups.'?’ These specialized banks are usually smaller and often operate at
the local or regional level—a sort of community-based banking largely focused
on startups.!?® It is not unusual for loan documents from these institutions to
require that a startup keep all its liquid assets at that specific institution.?

Ordinary business depositors do need to maintain a sizeable amount of cash
on hand.**® These entities must meet regular payroll expenses, manage operating
expenses, make dividend payments, and transfer funds between subsidiary enti-
ties.! As such, these depositors may be the most likely to maintain a balance of
over $250,000 in cash.'*

1. LIKELY INSTITUTIONAL RESPONSES TO REGULATORY CHANGE

Although many commenters focus directly on optimal responses to increas-
ingly large bank failures, we focus on how a diverse industry’s divergent inter-
ests may shape industry support for various proposals and policy changes. As the
preceding Sections have detailed, banking institutions differ greatly in size,
model, and clientele served.’®® The differences between them also shape their
likely enthusiasm for different regulatory responses to bank failures.*** This final
Part sketches a range of regulatory and policy responses before outlining the
unique interests that may drive how regulated entities view proposals.

A. A Broad Range of Possible Policy and Regulatory Reforms

In the wake of a crisis, policy proposals often emerge along with a sense of
opportunity to make change.® This period gives reform proponents a recent
problem they can point to and argue for adjustments.® Although we cannot
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capture all the proposals and nuances under discussion, we roughly sketch a
range here.

1. Flat Increases to Deposit Insurance

Many vulnerable banks would likely favor significant increases in deposit
insurance. If the deposit insurance amount increased from $250,000 per deposi-
tor, per insured bank to $25,000,000 per depositor, per insured bank, the runs
that took down these banks might not have occurred.*®’ Yet widespread increases
to deposit insurance amounts would also drive significant additional insurance
costs.1® Other banks which do not face the same risks might oppose moves to
reconfigure the entire insurance scheme to subsidize the operations of higher-
risk banks.!%

2. Unlimited Coverage

Rather than setting a hard limit on deposit coverage, some now advocate
for extending unlimited deposit coverage to all banks.}*® Banks with concen-
trated deposits might particularly support a transition to unlimited deposit cov-
erage.**! In essence, unlimited coverage would extend the same protections im-
plicitly enjoyed by systemically important banks to banks with different business
models.**? This would entirely extinguish the incentive for depositors to run from
one bank to another to protect their assets.*

Of course, a move to unlimited coverage would also likely require addi-
tional regulatory changes to force banks to mitigate and manage risks. Once the
taxpayers assume an obligation, they will also demand a greater role in bank
operations.** It would certainly impose higher costs on banks so that the FDIC
could adequately insure all deposits.**® Given this reality, the unlimited coverage
option appears unlikely to garner enough widespread support to succeed.

3. Additional Coverage for Targeted Account Types

If across-the-board increases appear untenable, many banks might support
alternatives that would reduce their risk of a run. For example, the FDIC recently
considered whether it should offer different deposit insurance coverage across

137. FED. DePOSIT INS. CORP., OPTIONS FOR DEPOSIT INSURANCE REFORM 27 (2023), https://www.fdic.
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account types.}*® For example, business payment accounts such as payroll or
other payment accounts might benefit from different treatment.2#4” The funds held
within these accounts may not be as efficiently spread across banking institutions
because companies must constantly make payments.1*® Of course, this system
would require some operational changes, and banks would need to develop some
mechanism to explicitly identify covered business payment accounts.4®

4. Optional Increases to Deposit Insurance

Some banks might also support initiatives to allow them to voluntarily opt
in for additional deposit coverage. In theory, additional coverage could be pro-
vided by private parties, insurance companies, or the FDIC itself.*>® As the FDIC
has found, additional optional insurance coverage would need to be highly cred-
ible to prevent runs and the actual need for its use.*>! Given the risk of potentially
enormous losses, private parties may be poorly suited to provide coverage, likely
leaving the FDIC and the federal government as the only credible insurers.!>?

In proposing the optional additional coverage option, the FDIC notes that
additional coverage might be obtained either by a bank itself or by its depositors
directly.®® Banks with significant concentration risk may be likely to simply
purchase the coverage themselves instead of hoping that their depositors would
secure coverage and not simply move their account to some other institution
without the same sorts of risks.!**

5.  Withdrawal Gates for Uninsured Deposits

Run-vulnerable banks might also support reforms designed to constrain de-
positor liquidity. The FDIC has considered the merits of allowing banks to im-
pose restrictions on withdrawals for deposits above the insurance limit.*>® For
example, a depositor might be allowed to only withdraw a certain percentage per
day. This sort of change would diminish the immediacy of a run on a bank, giving
it more time to raise additional funds and reduce the risk of an immediate col-
lapse. %

This sort of system might have prevented some recent fear-driven col-
lapses. Consider the dilemma a depositor faces. When rumors about a bank’s
stability begin to swirl, they may decide to withdraw out of an entirely prudent
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fear that other depositors will rapidly withdraw and cause them to suffer
losses.® By mitigating the risk of rapid withdrawals, depositors at banks with
concentrated, uninsured deposits may be able to wait and see before deciding
whether to begin withdrawing funds.®

6. More Aggressive Functional Regulatory Responses

Instead of making changes to the depository insurance structure or account
type coverage, federal functional regulators may soon alter their own regulatory
and oversight approaches to mitigate risk. While banking regulators deserve real
credit for identifying many of the liquidity risks that substantially contributed to
recent failures, they may now respond more aggressively to banks that fail to
immediately move to address regulator concerns.!*® The Government Accounta-
bility Office’s report in the aftermath of recent bank failures makes this point
explicitly, noting that regulators failed to escalate their sui)ervisory intervention
in time to stop key risks from driving banks into collapse.'®°

In the near-term future, with the memory of SVB’s collapse fresh on bank-
ers’ minds, banks with concentrated funding sources will likely move more rap-
idly in response to regulator concerns.'®! But as time passes and memory fades,
banks may not feel the same degree of urgency to mitigate risks.62

B. Different Business Models and Incentive Structures in a Reform Era

1. Banks with Concentrated Funding Sources

Banks concentrating their operations serving particular industries may ben-
efit significantly from regulatory changes that insulate them from sudden waves
of depositor withdrawal or provide additional federal guarantees for their opera-
tions.183 At the least, these banks may need to take measures to avoid or other-
wise insulate themselves from interest rate risk and other risks.54

Many recent significant bank failures involved banks with a high degree of
concentration in their depositor base.!®® SVB served venture-backed
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companies.’®® Signature Bank, which collapsed in the aftermath of SVB’s fail-
ure, “catered to privately held businesses and their owners and executives.”®’
Notably, Signature Bank also sought deposits from cryptocurrency-related busi-
nesses, allowing it to rapidly grow its deposit base.'®® Signature Bank’s concen-
tration of crypto-related deposits may have increased its vulnerability by linking
its fate to the notoriously volatile crypto industry.® Although not officially a
bank failure, Silvergate Capital opted to voluntarily wind down its operations
and liquidate in March 2023.17° Silvergate, like Signature Bank, held large crypto
deposits, making it particularly vulnerable to downturns in the crypto sector.}™

Concentrated funding sources also led to challenges for other banks in the
aftermath of SVB’s and other banks’ failures. Depositors fled First Republic
Bank, leading to its failure, after sensing vulnerability and fearing that First Re-
public would follow SVB and Signature Bank.}’? At the time, First Republic
stood as the fourteenth-largest bank in the United States.’® First Republic relied
heavily on uninsured deposits with a business model focused on serving high-
net-worth individuals and venture capital clients.}™#

Going forward, banks with concentrated funding sources may be likely to
support proposals to increase federal deposit insurance maximums or other
measures which would make their depositors less likely to flee.1”® Although most
depositors will likely spend little time considering the bank’s balance sheet when
opening an account, wealthy depositors will likely focus on rapidly moving to
mitigate their risk by withdrawing assets in times of trouble.1’® Increased explicit
federal guarantees would diminish depositors desire to move assets.!’’ These
banks might also be better positioned to use and take advantage of other optional
programs to increase deposit insurance coverage.!’
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2. Large and Systemically Important Financial Institutions

In contrast to regional banks or other specialized banks, large and systemi-
cally important financial institutions face a unique set of incentives which may
make their response to particular proposals challenging to predict.

Notably, stability-increasing reforms may provide little benefit to major,
systemically important institutions.”® These banks already enjoy strong implicit
protection because of their size and critical economic roles.® They may be less
enthusiastic about stability-focused reforms which may increase costs for their
operations but provide little to no benefit for the stability of their operations.8!

The banking industry as a whole likely prefers to maximize stability within
the financial system because depositors may grow to distrust the banking system
rather than particular banks.'®? To the extent that depositors begin keeping cus-
tody of assets themselves or moving them abroad out of stability concerns, total
deposits might decline.1®

Large institutions may also benefit from occasional instability at other
banks. Whenever depositors develop fears about small to midsize banks, they
will most likely move their assets to larger banks.'® This effect may increase
depositor capital flows at these banks whenever instability emerges.'®® Yet insta-
bility at other banks may also lead to banking “reforms” that drive costs for all
banks—offsetting any gains from instability at other banks.%

Some reforms which might impose additional fixed operational costs might
garner support from G-SIBs because they may spread the large cost of these re-
forms over the vast bulk of the enterprise.’®” A similar dynamic exists in the
brokerage firm context.'®® Large brokerage firms may support costly compliance
systenlggand requirements because they impose costs on smaller, more nimble
rivals.

In contrast, a smaller bank without the same massive scale might struggle
to pay its share of increased costs.’® This could cause the leadership at those
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banks to become more interested in simply selling the bank to a large financial
institution. %!

3. Small to Midsize Banks with Diverse Funding Sources

Many local, regional, and community banks may favor additional reforms
to reduce the risk of capital flight.1*2 These smaller banks do not want to risk
losing a large number of depositors in the face of crisis.’® Larger, more well-
known banks can be “too big” to fail, but these smaller banks could, and likely
would, fail and shut down if depositors leave too quickly.'®* As a result, smaller
banks would likely prefer having unlimited insurance for payroll accounts in or-
der to maintain security and stability.!®® These stability-boosting reforms will
also focus on the increases required for institutions to put into depository funds
and how such increases should be assessed.!® Still, though these banks have an
interest in reform, their size also creates a cost concern.®” These banks will likely
prefer reform that has a known and reasonable cost.1%

For example, these banks might enthusiastically support creating different
treatment for payroll account deposits.?®® Payroll accounts will usually exceed
the deposit insurance threshold and payroll depositors may be more likely to
move their assets in a crisis to avoid possible disruptions in payroll payments.?®
Reforms that would reduce the need for payroll depositors to quickly shift assets
from one bank to another might also reduce the risk of runs on these banks.?

IV. CONCLUSION

In learning from the collapse of SVB—as well as the other financial insti-
tutions that failed during this time—and the disruptions that roiled the banking
sector, policymakers must understand that significant differences exist between
banking business models and depositors. The need and enthusiasm for different
reforms will shift with a bank’s business model and deposit base.
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