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Overview

 Background/context on 2020-2023
 Our questions

– What kinds of assets were responsible for the banks’ 
losses?

– To what kind of information did the stock market react?
 What we do
 What we find
 Conclusion: The path forward
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Background on 2020-2023
 The Pandemic threatened a major economic 

downturn
 Major fiscal and monetary expansions in response
 One consequence for banks: large deposit inflows
 Many banks expanded their securities holdings

– They chose long-term securities: “Reaching for yield”
 Banks don’t hedge their interest-rate risk

 In response to non-transitory inflation, the Fed 
announced interest rate increases in March 2022
– The long-dated securities fell in value

 So did long-dated loans generally…
4



Deposit inflows; securities 
expansions
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Longer maturities of bank security 
portfolios
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Banks’ unrealized securities losses
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Some large banks’ losses
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Silicon Valley Bank
 SVB had expanded rapidly in 2020 and 2021

– SVB invested much of its expanded deposits in long-
dated securities
 90% of SVB’s deposits were uninsured!

 By Q3 2022 SVB’s securities had declined 
sufficiently so that its capital had been wiped out
– But GAAP accounting allowed SVB to portray itself as 

solvent (even though the losses could be readily seen)
 Silicon Valley Bank was closed by the FDIC on 

March 10, 2023
– Massive depositor runs began after SVB reported a loss 

on March 8 9



SVB: Q3, 2022 (10-Q, Nov 7, 2023)
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SVB: Q3, 2022 (10-Q, Nov 7, 2023)
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SVB: Q3, 2022 (10-Q, Nov 7, 2023)
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SVB on March 9, 2023

13



Get ‘em while they last!
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Our questions

 What were the kinds of securities (or other assets) 
that were most important in generating the banks’ 
unrealized securities losses?
– Treasuries? Munis? RMBS? CMBS? ResMortgs? 

CREMortgs?
 When the stock market did realize that there were 

bank-related problems, to what information was 
the market reacting?
– Embedded interest-rate risk? Uninsured depositors (and 

the potential for runs)? Unrealized securities losses? 15



What we do: Unrealized securities 
losses and bank asset categories
 We collect unrealized securities loss data for all 

commercial banks (4,697) as of Q2 2023
 We collect balance sheet asset data for these banks 

as of Q4 2021 (just before the March 2022 interest 
rate increases)
– We focus on the banks’ securities and mortgages

 We run straightforward OLS one-on-one and 
multivariate regressions to explain SecLoss/A:

SecLoss/A = f(Treas/A; Muni/A; etc.)
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Securities portfolio as % of CET1 
and of assets (small banks)
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Securities categories gains/losses 
(small banks)
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What we find: Unrealized securities 
losses and bank asset categories
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What we do: Stock market 
reactions to categories of bank 
information
 Event study that focuses on the SVB event (March 

9 = Day 0)
– 281 publicly traded banks with assets < $250B
– Focus on the top and bottom quartiles

 Interest-rate risk; liquidity risk (as of Q4 2022)
– Compute daily abnormal returns

 CAPM 1-factor; Fama-French 3-factor
– Regress daily abnormal returns against dichotomized 

bank risk characteristics (above and below the Q4 2022 
median) and pre- and post-March 9 dummy variable
 Diff-in-diff
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Trend in bank stock performance
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Daily abnormal returns for banks: 
High/low interest-rate risk
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Daily abnormal returns for banks: 
High/low liquidity risk
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What we find: Stock market 
reactions to categories of bank 
information
 The stock market overall reacted negatively to the 

SVB event
 There was a significant negative post-SVB reaction 

for high liquidity-risk banks
– The stock market cared about the % of uninsured 

deposits in individual banks
 There was a negative (but insignificant) post-SVB 

reaction for high interest-rate risk banks
 There was little post-SVB reaction for high 

unrealized-loss banks 24



Conclusion: The path forward(1)

 U.S. banks clearly were “reaching for yield” during 
2020-2021
– They weren’t hedging

 Treasuries, Munis, and RMBS were the assets of 
choice
– Residential mortgages and CRE mortgages were not

 There were consequences
– A half trillion $$$

 The stock market cared primarily about the 
possibility of depositor runs 25



Conclusion: The path forward (2)
 Why?

– Why did banks invest in those securities?
 Munis and RMBS: opportunities for higher yields

– Why doesn’t the stock market care about interest-rate 
risk or about banks’ embedded unrealized securities 
losses?

 What about the interest-rate risk that is embedded 
(and unrecognized and unmeasured) in C&I loans, 
residential mortgages, CRE mortgages, etc.?

 What about the credit risk in the current overhang 
of CRE mortgages and the declining CRE sector? 26



Conclusion: The path forward (3)

 What about better policy?
– Better capital requirements?
– Better liquidity requirements?
– Better on-the-ground supervision?
– Better deposit insurance?

 What to do about uninsured depositors: currently 40% of total
– Better financial reporting?

 Market value accounting?
 More frequent and more timely financial reporting to 

regulators and to the public? 27



Some important Q2 2024 bank data
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