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A large part of the SVB bank run was the immediacy of our lives on smartphones and on Twitter. After
SVB reported a plan to raise capital because of losses on its bond portfolio, influential VCs tweeted that
their portfolio companies should pull their money which every venture-backed CEO then immediately
got on his/her cellphone and within seconds you have a viral bank run implemented by iPhone. “/t
turned out that one of the biggest risks to our business model was catering to a very tightly knit group of
investors who exhibit herd-like mentalities,” said an SVB executive. We now have unnecessary fragility
in our whole financial system because of the California VC crowd.

I think the Fed got it right last weekend stepping into backstop the depositors at Silicon Valley Bank,
Signature Bank et al. Some are confusing the backstopping of deposits with the protecting the
investments of the shareholders. The latter are getting wiped out. If Fed hadn’t made depositors
whole, the entire system was in trouble. This backstop is going to be financed by fees imposed on banks
so taxpayers shouldn’t be paying the bill.

How about some accountability at the Fed? They have put our economy in a very difficult position by
leaving rates way too low for too long. The “inflation is transitory” position may go down as one of the
worst judgment calls of all time. Now they are rapidly jacking up rates to try and catch up and creating
situations like Silicon Valley Bank’s demise. They also have dropped the ball on bank oversight. SVB was
way overexposed to rising interest rates with a huge book of US treasuries and only short-term
deposits. From BusinessWeek: “Silicon Valley Bank’s failure boils down to a simple misstep: It grew too
fast using borrowed short-term money from depositors who could ask to be repaid at any time, and in-
vested it in long-term assets that it was unable, or unwilling, to sell.” Where were the “stress tests” to
understand what would happened in various scenarios? | guess the regulations only require that for the
nation’s largest banks, but others do it as a good managerial practice. where-were-the-regulators-as-
svb-crashed Some people should be losing their jobs.

SVB also shows the fallacy of accounting around bonds purchased as investments (thanks for the
reminder Matt Darnall). Under GAAP, the holder categorizes bonds as “available for sale” or “held to
maturity.” The former are “marked to market” where the holding value on the balance sheet must
reflect the current value. Since interest rates are rising, values of bonds purchased in the past are going
down. If the securities are deemed “held to maturity,” they are not marked to market and an owner can
have a huge potential loss which is not recognized on the balance sheet. This accounting then plays into
any analysis of the capitalization of a business and gave a misleading look at SVB health. As Matt Darnall
wrote “You only hold to maturity until the run begins!” The FDIC should have been all over this. Here is
a table from JP Morgan showing the losses in bonds under these two categories with the rapid rise in
rates:
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FDIC Q4 unrealized bank losses on investment securities
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The mismanagement by bank executives is becoming even more stunning. Their Chief Risk Officer left
last April and wasn’t replaced. They kept buying long term treasuries even when rates were projected
to go up. From WSJ: “Last year, SVB terminated or let expire rate hedges on more than 514 billion of se-
curities throughout the year, according to its year-end financial report. The bank reported virtually no
interest-rate hedges on its massive bond portfolio at the end of 2022.”

There are some who believe some of the VC crowd that triggered the run had ulterior motives. Scott
Galloway: “In sum, venture capital firms that have a vested interest in destabilizing the banking system
and the dollar, via crypto investments, have morphed from Americans to agents of chaos.” Bitcoin is up
since this all started.

The SVB debacle has made the Fed’s decision on rates harder. Before SVB, consensus expectation was
for .5% (50 basis points or bps) next week but now people are expecting 25bps with a decent probability

of nothing. Swaps are now pricing in 100bps of rate cuts by end of year.

JPMorgan is loving the SVB debacle as it can’t handle all of its deposit inflows. If you are an SVB
depositor and want to move to JP Morgan Chase you have to wait four months.

Enough about SVB. Here is a simple but good graphic:
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BOSS vs. LEADER
10 HUGE DIFFERENCES

bralagp ates, by gl
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Blames Others Takes Responsibility
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Inespires Fear Inspires Enthusiasm
Commands Asks

Companies are tightening their belts, especially in technology, and streamlining. People like Facebook
CEO Mark Zuckerberg are talking about how “flatter is faster” and “leaner is better,” From WSJ: “a re-
newed emphasis across U.S. companies on cutting costs and stamping out waste....After years of empha-
sizing growth, many executives have turned their focus inward in recent months, looking for any chance
to improve operations and speed up decision making.” Zuckerberg wrote a letter to employees when
announcing layoffs which appears at end of this post.

ChatGPT4 is out and the race is on. Learned a new term as higher education tries to figure out the
impact on cheating — “Algerism.”

Is competition between employees a good management technique? | believe so if you have the right
employee pool. Hiring ambitious, competitive people (like former college athletes) and giving them
clear accountability and results transparency always worked for me. lost-your-drive-at-work-maybe-you-
need-a-rival The trend is away from this model to a “can’t we all get along and collaborate.” Some
schools use purple pens rather than red to make comments/grading less harsh. Go to France if that is
what you want.

Don’t expect a French pension if you move. Last week | wrote about how our aging demographic makes
the current Medicare and Social Security programs headed to insolvency. This is not a unique problem
to the US. The French government is trying to change its pension system and facing all kinds of
protests. It is almost impossible to ever take away a government entitlement program. From WSJ:
“France had more than four workers for every retiree in the early 1960s, according to the government.
That figure stood at 1.7 in 2020, and it is projected to fall to 1.5 over the next decade,” You have to
respect Macron who did the right thing and invoked powers to make changes without Parliament and
moved the retirement age from 62 to 64 despite public protests.

Crazy stat: There are more than 500 Americans still missing in Mexico according to NPR. | can’t believe
that is true but here is the story spring-break-mexico-travel-advisory-violent-crime
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Want a quick way to judge how well a school is run? Look at the clocks. High correlation between
accurate clocks and the quality of a K-12 school.

Has the magical diet pill finally arrived? Lots of attention being paid to GLP-1 drugs like

Ozempic. Developed to treat Type 2 diabetes, these drugs reduce the speed with which the stomach
empties and thus suppresses appetites. People are seeing drastic weight losses. Technically, patients
are only supposed to receive if their BMI is over 30, there is lots of off-label use going on and even
WeightWatchers has purchased a telehealth provider focused in this area. However, watch out for
“Ozempic face”. todayonozempic

IM

RIP the “college for all” movement where it was assumed you should go to college. Tenure and faculty
are killing higher education. The excessive cost built into the financial model and the opposition to
innovation have led to an unsustainable system which has now received a fatal blow based on structural
shortage of labor. Employers no longer care if you went to college. The “college for all” model is

dead. Alternative credentials and pathways to a job are booming. more-students-are-turning-away-
from-college-and-toward-apprenticeships

Jml

Update on Meta’s Year of Efficiency (link)

March 14, 2023
Mark Zuckerberg just shared the following with Meta employees:

Meta is building the future of human connection, and today | want to share some updates on our Year
of Efficiency that will help us do that. The goals of this work are: (1) to make us a better technology
company and (2) to improve our financial performance in a difficult environment so we can execute our
long term vision.

Our efficiency work has several parallel workstreams to improve organizational efficiency, dramatically
increase developer productivity and tooling, optimize distributed work, garbage collect unnecessary
processes, and more. I've tried to be open about all the work that’s underway, and while | know many of
you are energized by this, | also recognize that the idea of upcoming org changes creates uncertainty
and stress. My hope is to make these org changes as soon as possible in the year so we can get past this
period of uncertainty and focus on the critical work ahead.

Here’s the timeline you should expect: over the next couple of months, org leaders will announce
restructuring plans focused on flattening our orgs, canceling lower priority projects, and reducing our
hiring rates. With less hiring, I've made the difficult decision to further reduce the size of our recruiting
team. We will let recruiting team members know tomorrow whether they’re impacted. We expect to
announce restructurings and layoffs in our tech groups in late April, and then our business groups in late
May. In a small number of cases, it may take through the end of the year to complete these changes.
Our timelines for international teams will also look different, and local leaders will follow up with more
details. Overall, we expect to reduce our team size by around 10,000 people and to close around 5,000
additional open roles that we haven’t yet hired.
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This will be tough and there’s no way around that. It will mean saying goodbye to talented and
passionate colleagues who have been part of our success. They’ve dedicated themselves to our mission
and I'm personally grateful for all their efforts. We will support people in the same ways we have before
and treat everyone with the gratitude they deserve.

After restructuring, we plan to lift hiring and transfer freezes in each group. Other relevant efficiency
timelines include targeting this summer to complete our analysis from our hybrid work year of learning
so we can further refine our distributed work model. We also aim to have a steady stream of developer
productivity enhancements and process improvements throughout the year.

As I've talked about efficiency this year, I've said that part of our work will involve removing jobs — and
that will be in service of both building a leaner, more technical company and improving our business
performance to enable our long term vision. | understand that this update may still feel surprising, so I'd
like to lay out some broader context on our vision, our culture, and our operating philosophy.

Building a Better Technology Company

Every day Meta builds new ways for people to feel closer. This is a fundamental human need that may
be more important in today’s complex world than ever. One day we hope to enable every person to feel
as strong a sense of connection as you feel when you’re physically with someone you love.

We do leading work across a wide range of advanced technologies and then distill that into inspiring
products that improve people’s lives. We do this with Al to help you creatively express yourself and
discover new content, with the metaverse to deliver a realistic sense of presence, with new media
formats to create richer experiences, with encryption to let you communicate privately in more and
more ways, and with business tools to help reach customers, create opportunity and grow the economy.

Simply put: if you want to invent the future or apply the best ideas to reach people at the greatest scale,
then Meta is the best place to do that.

With that in mind, here are some of the cultural principles that are guiding our efficiency work towards
making Meta an even stronger technology company:

Flatter is faster

It’s well-understood that every layer of a hierarchy adds latency and risk aversion in information flow
and decision-making. Every manager typically reviews work and polishes off some rough edges before
sending it further up the chain.

In our Year of Efficiency, we will make our organization flatter by removing multiple layers of
management. As part of this, we will ask many managers to become individual contributors. We’ll also
have individual contributors report into almost every level — not just the bottom — so information flow
between people doing the work and management will be faster.

Of course, there are tradeoffs. We still believe managing each person is very important, so in general we
don’t want managers to have more than 10 direct reports. Today many of our managers have only a few

direct reports. That made sense to optimize for ramping up new managers and maintaining buffer
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capacity when we were growing our organization faster, but now that we don’t expect to grow
headcount as quickly, it makes more sense to fully utilize each manager’s capacity and defragment
layers as much as possible.

Leaner is better

Since we reduced our workforce last year, one surprising result is that many things have gone faster. In
retrospect, | underestimated the indirect costs of lower priority projects.

It’s tempting to think that a project is net positive as long as it generates more value than its direct
costs. But that project needs a leader, so maybe we take someone great from another team or maybe
we take a great engineer and put them into a management role, which both diffuses talent and creates
more management layers. That project team needs space, and maybe it tips its overall product group
into splitting across multiple floors or multiple time zones, which now makes communication harder for
everyone. That project team needs laptops and HR benefits and may want to recruit more engineers, so
that leads us to hire even more IT, HR and recruiting people, and now those orgs grow and become less
efficient and responsive to higher priority teams as well. Maybe the project has overlap with work on
another team or maybe it built a bespoke technical system when it should have used general
infrastructure we’d already built, so now it will take leadership focus to deduplicate that effort. Indirect
costs compound and it’s easy to underestimate them.

A leaner org will execute its highest priorities faster. People will be more productive, and their work will
be more fun and fulfilling. We will become an even greater magnet for the most talented people. That'’s
why in our Year of Efficiency, we are focused on canceling projects that are duplicative or lower priority
and making every organization as lean as possible.

Keep technology the main thing

We are a technology company, and our ultimate output is what we build for people. Everything else we
do is in service of that.

As we’ve grown, we’ve hired many leading experts in areas outside engineering. This helps us build
better products, but with many new teams it takes intentional focus to make sure our company remains
primarily technologists.

As we add different groups, our product teams naturally hire more roles to handle all the interactions
with those other groups. If we only rebalanced the product teams towards engineering, those leaner
product teams would be overwhelmed by the volume of interactions from other groups.

As part of the Year of Efficiency, we’re focusing on returning to a more optimal ratio of engineers to
other roles. It’s important for all groups to get leaner and more efficient to enable our technology
groups to get as lean and efficient as possible. We will make sure we continue to meet all our critical and
legal obligations as we find ways to operate more efficiently.

Invest in tools to get more efficient

We're focused on the long term. That means investing in tools that will make us most effective over
many years, not just this year — whether that’s building Al tools to help engineers write better code
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faster, enabling us to automate workloads over time, or identifying obsolete processes that we can
phase out.

Our developer tooling work is underway and seeing good results. For example, Buck2 is our new open
source build system that compiles builds around 50% faster so engineers can spend more time iterating
and less time waiting. Our analysis found that engineers whose builds were sped up by Buck2 often
produced meaningfully more code.

In-person time helps build relationships and get more done

We're committed to distributed work. That means we’re also committed to continuously refining our
model to make this work as effectively as possible.

Our early analysis of performance data suggests that engineers who either joined Meta in-person and
then transferred to remote or remained in-person performed better on average than people who joined
remotely. This analysis also shows that engineers earlier in their career perform better on average when
they work in-person with teammates at least three days a week. This requires further study, but our
hypothesis is that it is still easier to build trust in person and that those relationships help us work more
effectively.

As part of our Year of Efficiency, we’re focusing on understanding this further and finding ways to make
sure people build the necessary connections to work effectively. In the meantime, | encourage all of you
to find more opportunities to work with your colleagues in person.

Improving Business Performance in a Difficult Economic Environment

In addition to helping us build a better technology company, our other goal for the Year of Efficiency is
to improve our business performance given the new economic reality. Profitability enables innovation.
Operating our business more efficiently will give us the resources and confidence to achieve our long
term vision by delivering sustainable financial results that make us an attractive company to work at and
invest in.

When | wrote my first letter to investors during our IPO, | described a basic principle that is still true
today: “we don’t build services to make money; we make money to build better services.”

For most of our history, we saw rapid revenue growth year after year and had the resources to invest in
many new products. But last year was a humbling wake-up call. The world economy changed,
competitive pressures grew, and our growth slowed considerably. We scaled back budgets, shrunk our
real estate footprint, and made the difficult decision to lay off 13% of our workforce.

At this point, | think we should prepare ourselves for the possibility that this new economic reality will
continue for many years. Higher interest rates lead to the economy running leaner, more geopolitical
instability leads to more volatility, and increased regulation leads to slower growth and increased costs
of innovation. Given this outlook, we’ll need to operate more efficiently than our previous headcount
reduction to ensure success.

In the face of this new reality, most companies will scale back their long term vision and investments.
But we have the opportunity to be bolder and make decisions that other companies can’t. So we put
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together a financial plan that enables us to invest heavily in the future while also delivering sustainable
results as long as we run every team more efficiently. The changes we’re making will enable us to meet
this financial plan.

| believe that we are working on some of the most transformative technology our industry has ever
seen. Our single largest investment is in advancing Al and building it into every one of our products. We
have the infrastructure to do this at unprecedented scale and | think the experiences it enables will be
amazing. Our leading work building the metaverse and shaping the next generation of computing
platforms also remains central to defining the future of social connection. And our apps are growing and
continuing to connect almost half of the world’s population in new ways. This work is incredibly
important and the stakes are high. The financial plan we’ve set out puts us in position to deliver it.

Looking Ahead

| recognize that sharing plans for restructuring and layoffs months in advance creates a challenging
period. But last fall, we heard feedback that you wanted more transparency sooner into any
restructuring plans, so that’s what I’'m trying to provide here. | hope that giving you a timeline and
principles for what to expect will help us get through the next couple of months and then move forward
as we implement these changes that | believe will have a very positive impact on how we work.

In terms of how we should operate during this period, | encourage each of you to focus on what you can
control. That is, do great work and support your teammates. Our community is extremely resilient.
Change is never easy, but | know we'll get through this and come out an even stronger company that
can build better products faster and enable you to do the best work of your careers.

This post contains forward-looking statements regarding our future business plans and expectations.
These forward-looking statements are only predictions and may differ materially from actual results due
to a variety of factors. Because some of these risks and uncertainties cannot be predicted or quantified
and some are beyond our control, you should not rely on our forward-looking statements as predictions
of future events. More information about potential risks and uncertainties that could affect our business
and financial results is more fully detailed under the caption “Risk Factors” in our Annual Report on Form
10K filed with the Securities and Exchange Commission (SEC) on February 2, 2023, which is available on
our Investor Relations website at investor.fb.com and on the SEC website at http://www.sec.gov. In
addition, please note that the date of this post is March 14, 2023, and any forward-looking statements
contained herein are based on assumptions that we believe to be reasonable as of this date. We
undertake no obligation to update these statements as a result of new information or future events.
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