
  

 

While we must remain mindful of inflation and Federal Reserve (Fed) policy, investor focus has appropriately 
turned to real problems in the banking sector, the federal response, risks of a global credit crisis, and how 
all of this will affect consumer and business confidence, Fed policy, the global economy, and markets.  
What happened? What was the government’s response? Where are we now? And what about the future? 

In this week’s Sight|Lines, we answer these questions and discuss what this turbulence in the market environment 
means for investors in 2023 and beyond. 

THE TAKEAWAY:  THREE BANKS FAILED, THE FED STEPPED IN, STOCKS FELL, AND RISK 
REMAINS ELEVATED. 
In our 2023 outlook, we shared the idea that market volatility would remain elevated in the first half of 2023 
as the lag effect of the historically tight monetary policy shift took hold.  We discussed a weakening economy 

and the effects of higher rates, but a potential banking crisis was not at the top of our list of immediate concerns.  
Volatility is up across the capital markets this week on worries about the banking sector here and abroad. 
In summary: 

• Three banks failed over the last week or so, raising concerns over investment practices present in other 
banks. 

• Over last weekend, U.S. federal officials met, establishing facilities to help other U.S. banks avoid trouble. 

• Stock markets have fallen, with increased volatility, as investors evaluate the related implications for the 

banking sector and markets more broadly going forward. 

• Market interest rates have fallen on the anticipation that the Fed will halt rate hikes soon and even cut 
rates much earlier than has been expected. 

• Meanwhile, outside the U.S. Credit Suisse Group AG exercised its option to raise up to 50 billion Swiss 
francs ($53.7 billion) from the Swiss National Bank to ally liquidity concerns. 

We expect heightened volatility through midyear, but the prospect for relief in the second half remains. 
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IN-DEPTH:  BANK FAILURES LEAD THE FED TO STEP IN AND PROVIDE A BACKSTOP; 
STOCKS FALL; INVESTORS RETHINK FED POLICY, AND RATES FALL; VOLATILITY IS UP 
WITH UNCERTAINTY AND WORRIES ABOUT MORE TROUBLE HERE AND ABROAD. 
Investors and other market participants are assessing the banking troubles, the federal response, and where 
we go from here.  Volatility jumped, stocks fell, and rates are down with the prospect of a less hawkish Fed.  
Going deeper: 

• Three banks have failed in the last nine days, with shareholders severely impacted: 
o On March 8, Silvergate Capital announced a wind-down of operations and voluntary liquidation of 

its bank, given the challenges of major clients in the crypto space.  Deposits will be repaid, 
according to the company’s liquidation plan.  

o On March 10, Silicon Valley Bank (SIVB) was closed by authorities after an acceleration in deposit 

withdrawals forced the sale of assets with unrealized losses: 
§ As of December 31, 2022, SIVB reported an unrealized loss of ~$16 billion. Absent a run 

on deposits, such positions, if held to maturity, would mature at par.  But an early sale to 
fund withdrawals forced SIVB to book the losses, which the company could not absorb. 

o On March 12, authorities closed Signature Bank to prevent a systemic banking crisis after 
depositor withdrawals accelerated. Depositors will be made whole. 

• Over last weekend, the FDIC, Treasury, and the Fed met, establishing facilities to help other U.S. banks 
avoid a full-blown banking crisis, which could be spurred by eroding public confidence: 

o They announced a “systemic risk exception” to make SIVB and Signature Bank depositors whole, 
“taking decisive actions to protect the U.S. economy by strengthening public confidence in our 
banking system.” 

o To protect other banks, the Fed announced an additional funding program to “help assure banks 
have the ability to meet the needs of all their depositors.” 

• Markets reacted since the close on March 8: 
o Equities: VIX, a measure of volatility, jumped from 19.1 to 26.6; the S&P 500 has fallen -0.7%; 

and the KBW Regional Banking Index has fallen -12.3%. 
o Bonds: the 10-year Treasury yield has fallen from 3.99% to 3.48%; the Bloomberg Aggregate 

Bond Index is up 2.2%; and credit spreads have widened. 

o Fed futures now signal 0.25% rate hikes at the next two meetings, then rate cut in June.  Before 
this trouble, futures implied a 0.5% hike next week, another 0.5% by June, and no cuts this year. 

• Outside the U.S. Credit Suisse Group AG exercised its option to raise up to 50 billion Swiss francs ($53.7 
billion) from the Swiss National Bank to allay liquidity concerns. 

CONCLUSION 
The environment is more uncertain, but the challenges of the last week have shaken business and consumer 
confidence, which will dampen demand and help cool inflation. Regardless, the Fed is likely to be less aggressive 

in its hawkish policy shift and may even be forced to cut as soon as June. While it seems a long way away, we 
continue to see relief in the second half of 2023, with this banking crisis hopefully behind us, greater clarity on 
the state of the economy and Fed policy, and an opportunity to turn back to the fundamentals and what could be 
the next bull market cycle. 
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