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State of the Banking Market
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2023
Å Rapid rise in interest rates & 

corresponding deposit volatility leads 
to panic amongst smaller banks 
especially those with unique 
attributes 

2008-2009
Å GFC deals solidify 

winners & losers 
amongst global SIFIs 

1962
Bob James founds
Robert A. James 
Investments

#9JDQ ѳѱѱѱҩK
Å Pre-GFC combinations continue 

forming basis of TBTF banks

Å Next tier superregionals formed

Å De novo wave flourishes as 
opportunities arise from first wave 
of consolidation 

ѳѱѲѱҩK
Å Dodd-$J9FC ҿҩѲѱӀ 9KKG;A9L=< J=?MD9LGJQ

response places large cap M&A largely on hold

Å Small banks capitalize on large bank 
challenges leading to outperformance & 
N9DM9LAGF ҪKO==L KHGLҫ

2020-2022
Å COVID response (e.g. PPP, etc) 

led to socialization of credit 
9F< 9F =9JDQ O9N= G> ҪKO==L
spot-:9FCKҫ DGGCAF? >GJ K;9D=
to achieve synergies 

US Banking structure since the advent 
of Interstate Banking 

ѲѺѺѱҩK
Å Riegle-,=9D ҿҩѺѵӀ CA;CK G>> L@= <=;9<=

to create first nationwide banks 

Å Glass Stegall replaced by Gramm-
Leach- DAD=Q ;L ҿҩѺѺӀ 9DDGOAF? ?J=9L=J
consolidation of financial institutions 

5

5@9LҩK F=PLҤ
Å"AK9HH=9J9F;= G> ҪKO==L KHGLҫҞ F==< >GJ K;9D= Ѱ ;@9DD=F?=K LG >MF<AF?

models is likely to create significant merger wave

Å0=K=L LG ẏѲѱѱ >GJ ;GEEMFALQӅ KE9DD=J J=?AGF9D :9FCK ҿF=O ҪKMH=J
;GEEMFALQ :9FCKҫӀ

Å Emergence of $250B class of banks creating a band of 10-15 super regional 
banks 

2022

2021

2019

2008-2018
Small cap banks outperform 
large caps by ~15%

223 De novoschartered in 2000 
ɔH=9C G> =9JDQ ȐȎȎȎɂKɕ
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NASDAQ Bank ҵ81% underperformance since the start of 2018

Note: Market data as of August 18, 2023
Source: S&P Capital IQ Pro

December 2020:
COVID vaccine 

distribution begins

February 20, 2020:
Nasdaq Bank 

performance sits at 
(3.6%) prior to the 
COVID outbreak

December 24, 
2018:
Due to 

recessionary fears, 
Nasdaq Bank
performance 

drops to -22.0%

January 14, 2022:
Nasdaq Bank 

performance peaks 
at 35.4%

June 6, 2018:
Nasdaq Bank 

performance peaks post-
Trump bumpat 10.1%

Late November 
2021: 

Omicron fears 
cause the Nasdaq 

Bank to slide

March 9-10, 2023:
The failure of SVB

causes the banking 
market to fall 

drastically 

% Change in S&P 500 62.1%

% Change in NASDAQ BANK -19.2%

March 23, 2020:
Nasdaq Bank hits 

low of (46.6%)

August 18, 2023:
Nasdaq Bank down 
(19.2%), but recent 

liquidity stability has 
created some positive 

outlook

February 24, 2022:
Russia launches 

invasion of Ukraine
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2023 liquidity crisis | How it started

Response to COVID-19 Pandemic

COVID-19 
Pandemic

Start

Federal reserve pours $5+ trillion on the economy to ease the impacts 
caused by COVID-related shutdowns, causing inflation to spike

Impact to Bank Balance Sheets
As deposit growth soared while loan growth remained relatively flat, banks 
invested a large portion of their balance sheets into securities

Note: Monthly data as of August 10, 2023
Source: Federal Reserve Bank of St. Louis

COVID-19 
Pandemic

Start
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Government response | Inflation

(1) Unrealized loss data includes all US banks (public and private) that file a Call Report; shown at the bank-level
(2) Monthly data as of August 1, 2023
(3) Weekly dataas of August 16, 2023
Source: S&P Capital IQ Pro; Federal Reserve Bank of St. Louis

Quantitative 
Tightening

FED Balance Sheet ($T)(3)

Federal Funds Rate(2)
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09L=K ớ .JA;=K ờ
K L@= $#" J9AK=< J9L=K 9L 9 @AKLGJA;9DDQ J9HA< H9;=Ҟ :9FCҩK K=;MJALA=K

portfolios were saddled with unrealized losses(1)
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Spread analysis vs. Nasdaq Bank and S&P 500

Note: Data as of August 18, 2023
Source: S&P Capital IQ Pro; Federal Reserve Bank of St. Louis

2-10 year spread

Nasdaq Bank

S&P 500

Recession

Inverted Yield Curve
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(1) Weekly deposit data as of August 9, 2023
(2) Median quarterly values of nationwide public banks with $1B - $50B in assets
Source: S&P Capital IQ Pro; Board of Governors of the Federal Reserve System (US)

Backdrop | Liquidity is being squeezed

Interest cost of total deposits (%)(2)

Loans / deposits (%)(2)Deposits at commercial banks and thrifts ($ trillions)(1)

$17.4T

$16.2T
~$1.2T

$18.1T

$3.1T

Deposit growth 
based on a 

historical 5.7% 
CAGRIndustry Deposits 
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Backdrop | Deposit outflow
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Inverse Relationship: Deposits & MMFs post SIVB Collapse

Inverse Relationship: Banks turn to Wholesale Funding
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Deposits Borrowings

Since SIVB 
!GDD9HK=ҡ

Since SIVB 
!GDD9HK=ҡ

ҡ++$ KK=LK
636BN

ҡ"=HGKALK
219BN

Note: All commercial banks, seasonally adjusted; weekly data as of August 9, 2023
Source: Fed H.8Data; ICI Investment Company Institute 

ҡ"=HGKALK
219BN

ҡ GJJGOAF?K
259BN
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Backdrop | Wholesale funding
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FHLB Brokered CDs Other Borrowings Reliance on Wholesale Funding

Wholesale funding channels have been tapped in order to fill the gap given deposit outflows and to 
create on balance sheet liquidity

QoQ QoQ 2023Q1 Cost 2023Q2 Cost Current Cost

Increase ($) Increase (%) (3/31/23) (6/30/23) (8/18/23)

Other Borrowings 16 3.09% 4.85% 5.50% 5.45%

Brokered CDs
(1)

178 18.01% 4.75% 5.13% 5.35%

FHLB -162 -25.97% 4.88% 5.56% 5.49%

Note: Industry data sums balances for all commercial banks as of June30, 2023 
(1) FRED 3-Month Rates and Yields: Certificates of Deposit for the United States
(2) Reliance on Wholesale Funding defined as [(Total borrowings) + (Brokered Deposits)] / [(Total borrowings) + (Total Deposits)ӂҝ 2@AK J9LAG <=HA;LK L@= HGJLAGF G> 9 :9FCҩK LGL9D >MF<K L@9L 9J= >JGE
wholesale sources
Source: S&P Capital IQ Pro; FHLB Boston; Bank Term Funding Program
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5@9L A>ҡ

1999-2000 2004-2007 2016-2019 2022-Q22023 55% Beta?

Starting IBD Cost 3.93 1.35 0.35 0.16 0.16

Ending IBD Cost 4.84 3.76 1.19 2.37 2.89

Change in IBD Cost 0.91 2.41 0.84 2.21 2.73

Starting FF Rate 4.75 1.01 0.39 0.12 0.12

Ending FF Rate 6.52 5.25 2.40 4.99 5.08

Change in FF Rate 1.77 4.24 2.00 4.87 4.96

Deposit Beta 51.4% 56.8% 41.9% 45.4% 55.0%

Backdrop | Deposit betas
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45% 
Beta

Note: Industry data sums balances for all commercial banks as of June 30, 2023
Source: S&P Capital IQ Pro; Federal Reserve Bank of St. Louis

A 55% Deposit Beta in the current cycle would 
imply that the IBD Cost increases an additional 

52bps
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FED proposes new bank capital standards for banks 
greater than $100B in assets

Source: Raymond James Equity Research

Introduce operational 
JAKC MKAF? >AJEKҩ
historical operational 
losses

Introduce long-term 
debt bail to 
recapitalize the bank 
in resolution by 
issuing loss-absorbing 
debt

Capital levels 
adjusted for 
losses/gains on 
AFS securities

Stress tests should be 
stressful and continue 
to evolve and improve 
risk capture

Internal 
modeling being 
replaced with 
standardized risk 
weighting 

Expectstrengthened 

LCR requirements and 
closer scrutiny of 
degree and duration of 
interest rate risk

IMPACT The average CET1 balance could increase 16.6% while the CET1 ratio could increase 1.8% on average between 2022-2024
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(5 bps)

(29 bps)

(16 bps)

24 bps 

(15 bps)
(7 bps)

2019 2020 2021 2022 2023E 2024E
2.3%

2.5%

2.8%

3.0%

3.3%

3.5%

3.8%

4.0%

Net interest margin (%)

9.3%

12.8%

7.8%

12.7%

(6.9%)

0.2%

2019 2020 2021 2022 2023E 2024E

5.7% 

(9.3%)

41.7% 

2.2% 

(12.5%)

(4.0%)

2019 2020 2021 2022 2023E 2024E

EPS growth (%)

Pre-provision net revenue growth (%)

Net interest income growth (%)

Earnings under pressure with NIMs peaking

Note: Data represents median values for nationwide public banks with $1B- $50Bin assets
Source: S&P Capital IQ Pro

NIM change (bps)

7.0% 7.0%
8.2%

15.3%

1.8% 1.7%

2019 2020 2021 2022 2023E 2024E
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NPA / assets ratio

NCO / avg. loans ratio

LLR / loans ratio

Credit remains benign, although NCOs expected to tick up

Note: Data represents median values for nationwide public banks with $1B- $50Bin assets
Source: S&P Capital IQ Pro

2023E and 2024E NCO / avg. loans ratio

2023YE

0.08%

2024YE

0.17%

2023Q2 0.03%

2023Q2 1.17%2023Q2 0.25%
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$4.5T total CRE debt by source

$1.4T 2023 Ҵ2024 CRE debt maturities by type

Investors turn focus to CRE, and office in particular

Source: S&P Capital IQ Pro; CoStar; Mortgage Bankers Association; Raymond James Equity Research

Credit quality deterioration is anticipated as $1.4Tof CRE is expected to mature over the next two years

13%

12%

11%

10%

9%

2005 2010 2015                          2020

Banks $1,711B

CMBS, CDO or ABS 757B

Life Insurance Companies 646B

GSE 921B

Other 438B

Total $4,473B

Apartments $440B

Office 306B
Industrial 133B

Retail 119B

Lodging 161B
Healthcare 26B

Other 203B

Total $1,388B

U.S. office vacancy rate
Q12003 ҴQ12023
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1.81%
1.87%

2.07%

2.29%

2.51%
2.61% 2.65%

0.30% 0.28%
0.36%

0.69%

1.27%

1.98%

2.50%

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

4Q21 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23

Median Yield on Securities Median Cost of Interest-bearing Liabilities

Source: Raymond James Equity Research 

Growing negative carry suggests more balance sheet 
restructuring
Change in security yield vs. change in interest-bearing liabilities cost
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(2.1%)

Note: Data includes all public banks that have reported 2Q23 results and have research estimates
Source: S&P Capital IQ Pro; FactSet

2024E EPS vs. 2023E EPS growth (decline)

2024E EPS consensus revisions

<$10B in 
total assetsPercentage 

EPS Growth 
(Decline)

EPS Revision 
Percentage

Percentage change of consensus estimates for 2024 vs 2023 as of August 18, 2023

Percentage change of consensus estimates between January 1, 2023 and August 18, 2023

Consensus EPS 
percentage 
changes

$10B - $20B 
in total 
assets

(3.1%)

>$50B in 
total assets

(2.6%)

$20B - $50B 
in total 
assets

(2.3%)

(22.4%)

<$10B in 
total assets

$10B - $20B 
in total 
assets

(24.2%)

>$50B in 
total assets

(19.4%)

$20B - $50B 
in total 
assets

(21.2%)
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Banks in favor
)=Q ;@9J9;L=JAKLA;K G> :9FCK ;MJJ=FLDQ ҪAF >9NGJҫ

Higher loan loss reserves / 
loss absorption capacity

Strong markets with low 
loan growth guidance

High cash balances 
and strong capital 
post-HTM marks

Despite near-term industry key characteristics, size and scale continue to be the 
Ҫ;GFKL9FLҫ <JAN=J G> N9DM=

Lower loan / deposit ratio 
and funding risk with a 
lower concentration in 
loans and deposits overall

Manageable dividend 
payout ratios and lower 
share repurchases

Lower CRE / C&D 
concentrations

More rural deposit base
Higher consumer 
deposit mix

Lower uninsured deposits
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Bank Valuation Environment
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Size and scale drive value

Note: Market data as of August 18, 2023; financial data as of June30, 2023
(1) Includes nationwide major exchange-traded banks
(2) Includes all public US banks $1B to $20B
Source: S&P Capital IQ Pro; FactSet

Valuation and Forward ROATCE Correlation(2)

Median Efficiency Ratio by Asset Size | LTM(1)

Median ROATCE by Asset Size | LTM(1)
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52.7%

57.1%

$1B - $3B $3B - $5B $5B - $10B $10B - $20B $20B - $50B $50B - $100B > $100B



23

Size leads to a premium valuation 

Note: Market data as of August 18, 2023; financial data as of June30, 2023; includesnationwide major exchange-traded banks
Source: S&P Capital IQ Pro; FactSet

103%
109%

116%

132% 134%
129%

145%

$1B - $3B $3B - $5B $5B - $10B $10B - $20B $20B - $50B $50B - $100B > $100B

P/TBVPS by Asset Size | MRQ
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Banking sector investor sentiment

The capital markets are at a stand still

Note: Compares the change in bank underwriting & advisory gross offering amounts between 2023 YTD (Annualized) versus the average of 2021 & 2022 levels
(1) Includes equity issuances announced by U.S. banks less than $50B in MRQ total assets, excludes mutual conversions
(2) Includes subordinated debt issuances announced by U.S. banks less than $50B in MRQ total assets
(3) Incudes preferred equity issuances announced by U.S. banks less than $50B in MRQ total assets
Source: S&P Capital IQ Pro

Short-term inactivity likely to continue with limited exceptions

Common Equity:(1) ~(85.9%)

Sub Debt:(2)

Preferred:(3)

~(99.6%)

~(98.4%)

YoY Issuance Trends

Weak sentiment has 
deteriorated even further with 
fallout from recent bank 
failures

Increasingly underweight the 
bank sector and likely will not 
return until visibility into credit 
cycle becomes more clear

Generalists Bank dedicated investors

More optimistic on sector 
given attractive valuations and 
potential for a softer landing

Increasingly cautious on street 
EPS estimates with buyside 
estimates well-below current 
EPS forecasts

Current focus is on structural profitability and credit performance


