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March 16, 2023

Ms. Mary Daly

President and Chief Executive Officer
Federal Reserve Bank of San Francisco
101 Market Street

San Francisco, CA 94105

Dear President Daly:

As the Ranking Member of the U.S. Senate Committee on Commerce, Science, and
Transportation (“Committee”), which has broad jurisdiction over the technology companies that
made up the majority of customers for Silicon Valley Bank (“SVB”), | write regarding the failure
of the Federal Reserve Bank of San Francisco (“SF Fed”) to properly supervise SVB despite the
obvious risks SVB faced as interest rates soared. The SF Fed’s failure to properly examine and
supervise SVB, in turn, led to SVB’s quick collapse and the Biden administration’s decision to
grant a taxpayer bailout to SVB’s tech firm clients and their wealthy founders. I seek to
understand how the SF Fed missed so many obvious warning signs about SVB’s lax risk
management practices.

The three primary reasons behind SVB’s collapse are well known. First, SVB
purposefully concentrated its customer base with technology startups and the venture capital
firms supporting them. SVB claims to be “the financial partner of the innovation economy” and
its website touts that “nearly half” of “US venture-backed technology and life science companies
bank with SVB.”! Technology startups are notorious for being unprofitable and quickly burning
through cash.? While interest rates were kept artificially low over the past 15 years under the
Federal Reserve’s exceptionally accommodative monetary policy, the tech industry boomed and
SVB’s customers raked in cash.® As a result, SVB received a deluge of deposits that “tripled in a
two-year span to $189 billion.”* Second, according to SVB’s recent regulatory filings, more
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than 96% of its deposits were uninsured.® That meant that the bank’s customers were prone to
rapidly withdraw cash upon the first sign of trouble.® Third, SVB purchased “huge amounts” of
long-dated government securities immediately before the Federal Reserve began raising interest
rates.” The interest rate hikes led to “big losses” in SVB’s investments,® earning SVB the
unenviable title of the bank with the highest securities portfolio as a percentage of total assets.®
In sum, these risks made SVB ripe for a run.

Indeed, these risks were apparently “lurking in plain sight” long before SVB went
under.1® SVB recorded its rapid rise and deposits on its balance sheets, and its increasing losses
on bond holdings were “evident” in the notes to its financial statements.!* Such “[r]apid
growth,” according to Daniel Tarullo, a former Federal Reserve governor, “should always be at
least a yellow flag for supervisors.”*?> Moreover, according to Timothy Coffey, associate director
of depository research at Janney Montgomery Scott LLC, “regulators were aware that unrealized
losses in banks’ securities portfolios could lead to trouble, but didn’t take specific steps to
address the issue.” And apparently analysts “have been publicly screaming about these very
issues for many, many months.”*® That is why one Brookings Institution scholar exclaimed that
he was “at a loss for words to understand how [SVB’s] business model was deemed acceptable
by their regulators”—that’s the SF Fed.'*

The SF Fed’s failure to address SVB’s obviously risky structure is frankly shocking. As
you know, one of the central purposes of the Federal Reserve system is to promote the safety and
soundness of financial institutions. It employs a team of over 400 economists, including dozens
in the supervision and regulation division.'® The SF Fed, in particular, has a dedicated fintech
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team.’® And until March 10, 2023 SVB’s CEO served on the board of the SF Fed.*” The SF Fed
had all of the resources and information necessary to properly supervise SVB, yet it
spectacularly failed to do so.

Instead of fulfilling its statutory mandate to supervise SVB, the SF Fed has been
distracted with engaging in politically-charged research and advocacy on environmental, social,
and governance (“ESG”) and diversity, equity, and inclusion (“DEI”) topics, like global warming
and racial justice.® Recent academic research has shown that Federal Reserve regional banks,
including the SF Fed, have increasingly engaged in research on activist topics (i.e., climate, race,
gender, and inequality).*® In fact, this research, which was conducted by academics at the
University of Pennsylvania and Haverford College, found that the SF Fed was one of the
regional banks publishing the most on activist topics, especially on global warming issues.?
This woke mission creep was evident on the front page of the SF Fed’s website on March 13,
2023, the day after the Biden administration announced its bailout of SVB’s tech firm clients and
their wealthy founders. The front page promoted an upcoming SF Fed sponsored seminar on
“climate economics” and a statement from the SF Fed declaring its “commitment to equity.”

The American people would be better off had the SF Fed focused its attention on bank
supervision rather than pushing a liberal ESG and DEI agenda.

In order for the Committee to understand why this failure may have occurred, please
provide written responses to the following questions no later than March 30, 2023. In your
response, identify the specific question to which you are responding. In responding to these
questions, please keep in mind that SVB is now owned by the American people and their
government has a duty to be transparent with them. You owe them more than general objections
that the requested information is purportedly confidential supervisory information.

1. As abank holding $100 billion or more in assets, SVB should have been subject to
Regulation YY and internal liquidity stress test requirements.

16 About Us, Federal Reserve Bank of San Francisco (accessed on Mar. 15, 2023), available at
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a) Did SVB perform internal liquidity stress tests required by Regulation Y'Y over
the past five years, and if so, were they conducted on a monthly or quarterly
basis?

i. Provide the date of each monthly or quarterly liquidity stress test SVB
performed over the past five years and identify what the stress test(s)
showed.

ii. If there was no stress test performed in any given month or quarter, please
note and explain why none was performed.

iii. Did monthly or quarterly stress tests consider rising interest rates
commensurate with the Federal funds rate? Please indicate the yield of the
3-month Treasury and the 10-year Treasury in Q1 2023 in both the
baseline and adverse scenario of each test.

b) Did SVB receive any exemption from its liquidity stress test obligations under
Regulation Y'Y at any period in the last five years? If SVB was subject to an
exemption during any period(s), explain why SVB was exempt and identify the
period(s) during which SVB was exempt.

c) While Greg Becker, SVB’s former CEO, served on the board of the Federal
Reserve Bank of San Francisco, did he discuss any possible exemptions from
Regulation Y'Y with any employee or board member of the Federal Reserve of
San Francisco? If so, with whom did he have those discussions?

d) Did anyone at the SF Fed discuss any possible exemptions for SVB from
Regulation Y'Y with any depositor or non-managerial shareholder of SVB? If so,
please identify who those individuals were and to whom they spoke to at the SF
Fed.

Did any employee, contractor, or board member of SVB communicate with anyone
affiliated with the SF Fed about any risks associated with SVB’s unrealized losses? If
S0:

a) ldentify who was involved in those communications;
b) Identify when they took place;
c) Identify how they took place (in-person, email, etc.); and

d) Produce all documents containing and relating to those communications.



3. Did any employee, contractor, or board member of SVB communicate with anyone
affiliated with the SF Fed regarding SVB’s ESG or DEI efforts? If so:

a) Identify who was involved in those communications;

b) Identify when they took place;

c) Identify the topic or subject of those communications;

d) Identify how they took place (in-person, email, etc.); and

e) Produce all documents containing and relating to those communications.
Thank you for your attention to this matter.

Sincerely,

Ted Cruz
Ranking Member

cc:

Hon. Jerome Powell, Chairman, Board of Governors of the Federal Reserve System

Hon. Lael Brainard, Vice Chairman, Board of Governors of the Federal Reserve System

Hon. Michael S. Barr, Vice Chairman for Supervision, Board of Governors of the Federal
Reserve System

Hon. Michelle W. Bowman, Governor, Board of Governors of the Federal Reserve System

Hon. Lisa D. Cook, Governor, Board of Governors of the Federal Reserve System

Hon. Philip N. Jefferson, Governor, Board of Governors of the Federal Reserve System

Hon. Christopher J. Waller, Governor, Board of Governors of the Federal Reserve System



