
  

 

My team and I are very fortunate to work with many Stifel thought leaders, such as Stifel Chief Economist Dr. 
Lindsey Piegza, as she offers views on the state and direction of the economy, and Stifel Chief Washington Policy 
Strategist Brian Gardner, who provides insights on things like the debt ceiling debate.  In many ways, our most 
important thought leader, who is also an industry leader, is Stifel’s Chairman and CEO, Ron Kruszewski.  Ron is 
known for his balanced, logical, and no-nonsense views on challenges and opportunities in our industry and 

beyond.  Recently, he has offered some important perspectives on the recent banking sector turmoil. 

In this week’s Sight|Lines, we share some important views from Ron about the recent banking sector turmoil and 
related risks and opportunities “hiding in plain sight.” 

THE TAKEAWAY:  RECENT BANKING RISKS WERE “HIDING IN PLAIN SIGHT,” AND SO TOO 
IS THE OPPORTUNITY TO LEVEL THE PLAYING FIELD FOR ALL BANKS, BIG AND SMALL. 
As we look back, the risks that led to the recent bank failures were pretty obvious.  But now we run the risk of a 
regulatory overreaction and a loss of confidence in regional, mid-sized, and community banks.  And yet there is an 
opportunity to level the playing field to let all banks compete.  In summary: 

• Silicon Valley Bank and Signature Bank failed as a result of a classic “run on the bank crisis” after both 

banks grew in the wake of historically high accommodative monetary policy and fiscal stimulus. 

• Deposits exceeded loan demand, so these banks invested in “low-risk” government securities without 

fully considering the possibility of significantly higher rates or the new speed of withdrawals. 

• Now, a follow-on risk is the potential for a regulatory overreaction and a possible loss of confidence 
in regional, mid-sized, and community banks, which are important to consumers and the U.S. 

financial system. 

• An implicit two-tiered banking system favoring institutions “too big to fail” is unfair, as all banks are 

important to the U.S. economy and our competitive position in the world. 

• One way to level the playing field?  Insure all business deposits, and have all banks, large and small, pay 
their fair share of Federal Deposit Insurance Corporation (FDIC) insurance premiums. 

The Federal Reserve (Fed)’s hawkish shift over the last year has driven market interest rates higher, uncovering 
risks in the current environment.  One such risk “hiding in plain sight” has led to some bank failures, which creates 

the potential for a regulatory overreaction that will amplify the inequity of our de facto two-tier banking system. 
We can level the playing field to rebuild confidence in our banks and support fair competition in the bank sector. 
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IN-DEPTH:  RECENT BANKING SECTOR RISKS WERE “HIDING IN PLAIN SIGHT,” AND SO 
TOO IS THE OPPORTUNITY TO LEVEL THE PLAYING FIELD FOR REGIONAL, MID-SIZED, AND 
COMMUNITY BANKS. 
Hindsight is often 20/20, and as we look back, the risks that led to the recent bank failures were apparent. 
We now run the risk of an overreaction by regulators, which can even lead to a loss of confidence in the banking 
sector.  That said, there is an opportunity to level the playing field and let all banks compete.  Going deeper: 

• Silicon Valley Bank and Signature Bank failed as a result of a classic “run on the bank crisis”:  

o Both banks grew through a period of historically high accommodative monetary policy and fiscal 
stimulus.  Deposits exceeded loan demand, and these banks invested in “low-risk” government 

securities because of the low credit risk, high liquidity, and low capital requirements. 

o But they weren’t ready for the almost 5% jump in short-term rates we’ve experienced over the last 

year, nor for the new speed at which withdrawals can happen with today’s mobile technology. 

o So far, these risks have been idiosyncratic, meaning specific to these two companies, and on 
reflection, these risks were “hiding in plain sight.” 

• Now we run the risk of a regulatory overreaction that could amplify the inequity in our already de facto 
two-tier banking system: 

o This could lead to a loss of confidence in the perceived safety of uninsured deposits at regional, 
mid-sized, and community banks, which play an important role in local communities. 

o Larger, “too big to fail” banks will continue to benefit as deposits flow in due to their perceived 
safety. 

• We can change this market dynamic by leveling the playing field: 

o One approach would be to have the FDIC insure all business deposits, which make up the 
majority of uninsured deposits in today’s banking system. 

o All banks, large and small, should pay their fair share of FDIC insurance premiums.  By doing so, 

the largest banks would pay their fair share of such premiums instead of paying nothing for the 
implied unlimited protection they now enjoy being “too big to fail.” 

• This solution is logical and balanced and, in some ways, is “hiding in plain sight.” 

CONCLUSION 
Stifel is fortunate to have numerous thought leaders, and in many ways, our most important thought leader is our 
Chairman and CEO, Ron Kruszewski, a known industry leader who regularly offers balanced, logical, and no-
nonsense views.  And he has recently shared such views on the recent banking sector turmoil. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 

statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 

figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  Past performance is no guarantee 

of future results.  Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index. 
 
Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 

investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 
than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 

are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 

fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 
investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  The Standard & Poor’s 500 index is a capitalization-weighted index 

that is generally considered representative of the U.S. large capitalization market.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE 

index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance 

of developed markets, excluding the U.S. and Canada.  VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a 
popular measure of the implied volatility of S&P 500 index options. 
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