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EXECUTIVE SUMMARY 

· LPL Research digs into the causes of recent bank failures, the overall crisis of confidence 
facing regional banks in the United States, and what has been done thus far to restore 
confidence in the system.  

· We look at the peak to trough performance and valuations of bank stocks in the Great 
Financial Crisis, to frame the potential upside, and downside, today.  

· We then take a deeper dive into the fundamentals of the top 50 regional banks (by 
deposits) in an attempt to remove the noise of the news cycle. 

· Our quantitative analysis suggests there have been “banks thrown out with the bathwater”, 
and we outline a framework for separating winners and losers using fundamental analysis  
and relative valuation. 

May 18, 2023 

LPL Research is your 
financial professional’s trusted 
partner. Our mission is simple: 
Provide independent and 
professional investment 
research to support you and 
your financial professional as 
you work toward your 
investment goals. 

Musings on the Regional Bank Crisis 

EQUITY STRATEGY INSIGHTS 

LPL Research continues to monitor conditions in the regional banking sector, with the failure of 
First Republic Bank (FRC) and subsequent takeover by JPMorgan (JPM) on May 1 
driving additional negative sentiment around the industry, and a “crisis of confidence” among 
depositors and investors alike. Since we last wrote in detail on the health of U.S. banks on 
March 13 after Silicon Valley Bank (SIVB) and Signature Bank NY (SBNY) failed (see 
Dissecting Recent Bank Failures), increased stress has been placed on regional banks in the 
U.S. Depositors are seeking out perceived safer (i.e. “too big to fail”) banks and higher yielding 
alternatives, such as money market funds. Technology has enabled near frictionless 
movement of money, while the social media “town squares” allow customers, and short-selling 
speculators alike, to postulate on bank health, leading to downward pressure on bank stocks. 
The S&P Regional Bank Index is down ~35% from the end of February. The challenges of 
“deposit flight,” alongside a slowing economy, sticky inflation, and the balancing act the 
Federal Reserve (Fed) must play, will continue to cloud the outlook. 

And yet, there are glimmers of hope. We maintain our view that the banking sector overall is in 
a stronger position than in 2007-2009. In response to the SIVB and SBNY failures, the Fed 
created the Bank Term Fund Program (BTFP) lending facility, and in the approximately two 
months since that was opened banks have drawn ~$92 billion, providing an important backstop 
to balance sheets and hopefully building confidence with consumers. The first quarter earnings 
season was ugly for banks, but not as bad as feared, with just over half (~53%) of Russell 
3000 regional banks beating or matching consensus earnings estimates, and commentary 
from regional bank management teams suggesting deposit flight stabilized in recent weeks. 
Recent reports of weekly deposit growth from the most vulnerable banks have mostly 
corroborated these comments. 

 

A Publication of LPL Research 
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Is the worst behind us? Are investors seeing a March 2009-like opportunity? From the March 
2009 bottom to 2009 year-end, bank stocks rose a median 52%, and 80%, on average. Or, are 
there more failures and equity losses in store, as there were in pockets, even after the stocks 
bottomed in 2009? Market timing is difficult, and not recommended. See Figure 1. Our analysis 
shows that on a fundamental level, dispersion exists among bank metrics and valuations, 
which suggest there are certainly single-stock opportunities to explore in the space for those 
willing and able to step out on the risk spectrum. However, given the headwinds facing the 
group broadly (earnings, increased regulation), we aren’t quite ready to get positive on the 
stocks, despite the attractive valuations. LPL Research remains neutral on the financials 
equity sector broadly, though does currently recommend an out-of-benchmark allocation to 
preferred and capital securities, a fixed income sector that is concentrated within financials.  

  

 

 

 

Strong performance off the 
bottom in 2009 during the 
GFC might entice “dip-
buyers” seeking out a bottom. 
We urge discretion, as history 
shows additional downside 

Source: LPL Research, S&P Global, Bloomberg data as of 05/17/2023 
Past performance is no guarantee of future results. Indexes are unmanaged and cannot be invested in directly. 

Historical analysis of the Great Financial Crisis provides context to current crisis 1

Valuations during the GFC 
dipped below current levels, 
though we continue to believe 
the current crisis is not as 
severe as the GFC, and that 
banks broadly are in much 
better financial condition.  

Great Financial Crisis Current

Russell 3000 Individual Bank 
Valuation Metrics

Peak
 (YE 2006)

Trough
 (3/9/2009) YE 2009

Peak
 (1/14/2022)

Current
(5/17/2023)

Median Price to Book (P/B) 2.2x 0.5x 0.8x 1.4x 0.9x
% Change -76.0% 59.4% -40.0%

Median Price to Tangible Book (P/TB) 3.0x 0.7x 1.2x 1.8x 1.1x
% Change -74.8% 55.7% -38.6%

Median Price to Cash Flow (P/CF) 13.3x 2.7x 5.1x 9.9x 5.4x
% Change -79.8% 89.2% -45.2%

Great Financial Crisis

Russell 3000 Individual Bank 
% Change in Market Value

Peak to Trough 
Drawdown

Trough to Year-
end 2009 
Recovery

Peak to Current 
Drawdown

Median -74.1% 52.0% -37.5%

Mean -70.0% 79.6% -36.5%

Min -99.7% -84.3% -99.1%

Max -10.4% 866.2% 60.4%

25th Percentile -56.8% 5.8% -25.5%

75th Percentile -90.5% 100.3% -49.1%

S&P Regional Bank Select Industry Index -70.0% 73.6% -51.4%
S&P Bank Select Industry Index -79.5% 77.9% -43.6%

S&P 500 Financials Sector Index -83.1% 131.3% -22.1%
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Deposit Flight: Seeking Safety and Profit in a Digital World 

The challenge facing the U.S. banking sector, simply put, is a crisis of confidence. To 
oversimplify how we got here, recent bank failures started this crisis. Those failures were 
caused by unrealized losses on securities portfolios (SIVB), unrealized losses on loan 
portfolios (FRC), and unique business and customer concentration (SBNY, SIVB, FRC). Poor 
balance sheet management and the Fed’s rapid interest rate increases to fight inflation were 
also key contributors. When confidence wanes in the banking system, people think first about 
their “risk-free” asset (i.e. cash).  

As a general principle, cash gravitates to where it is treated best. To some depositors, 
“treated best” equates to safety; we have heard anecdotes about depositors leaving smaller 
regional banks for larger Systemically Important Banks (SIB) since the banking turmoil began 
with the SIVB collapse. For others “treated best” equates to profit (i.e. higher yields). We can 
see this phenomenon play out in the data, with assets in higher yielding money market funds 
growing at a steady pace since the Fed’s rate hiking cycle began, and at a rapid pace since 
March. The exact mix of how much one favors safety and profit doesn’t ultimately matter. All 
that matters is money is moving away from one institution to another. As we see in Figure 2, 
the year-over-year change in U.S. bank deposits went negative in November of last year and 
has continued to decline, with recent measures showing deposits down ~5% year on year.  

 

This rate hiking cycle has experienced more dramatic deposit flight than prior cycles due to 
depositors seeking both safety and profit, but that doesn’t tell the whole story, in our view. 
Advances in technology, and the speed at which information and money can move, is the 
differentiator. Technology has enabled the near frictionless movement of cash to where it will be 
treated best, with the ability to move money with a few taps on a smartphone. And social media 
enables the instantaneous delivery of news and information, which can (and did in the case of 
SIVB) drive a run on a bank’s deposits at a breakneck pace. Taken together, these factors have 
led to extreme pressure on the shares of regional banks. With the failure of FRC, investors are 
yet again parsing bank financial data to speculate on “who’s next?” It’s very hard for anyone to 
know exactly where this goes next, particularly given the fast moving and dynamic nature of the 
crisis. To help conceptualize the fundamentals across the regional banks, we have expanded 
our quantitative analysis on U.S. banks, with a focus on the regional banks. 

Bank deposit growth has 
been on the decline for over a 
year, and went negative last 
November. Money market 
funds have skyrocketed since 
then. 

Bank Deposits Find More Profitable Home in Money Market Funds 

Source: LPL Research, Bloomberg  as of 05/16/23  
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Deposits from regional banks 
have fled for the (perceived) 
safety of large banks and 
more profitable money market 
funds. Technological advanc-
es have enabled faster, easier 
movement of cash. 
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Regional Bank Industry Analysis: The Good, The Bad, and The Ugly 

In order to gain further insight into the current banking crisis, we have expanded the quantitative 
analysis from March, when the focus was purely on SIVB/SBNY. The uncertainty has spread to 
the entire regional bank industry, which for this analysis we have defined as the top 50 banks 
outside of the top 7 U.S. banks by deposits. This cut-off gives us a clear separation, as bank # 7 
has $400 billion in deposits while bank #8 has less than $200 billion. This cut-off also clearly 
separates the large cap banks from the mid and small cap banks.  

In our view, the two primary headwinds facing the regional banks are solvency and earnings. 
We have collected several fundamental data points, defined below, we believe are important for 
investors to consider when analyzing regional banks in this environment. These data points 
span across the balance sheet (solvency) and the income statement (earnings/profitability). We 
analyze these metrics relative to current valuations (measured by price / tangible book value, P/
TB), to visualize how the market is currently pricing these risks.  

In analyzing the data, it is apparent to us that some banks have been thrown out with the 
bathwater, i.e. sold off too much relative to their fundamentals. On the flipside, we see banks 
that have challenged fundamentals trading above the median valuation of the group. In the 
exhibits that follow, we will show the 50 banks in our analysis plotted into four quadrants, 
helping you separate winners and losers. These scatter-plots show valuation on the X-axis and 
each of the three metrics defined below on the Y-axis. In all three exhibits, stocks on the left-
hand side of the median valuation line we would consider relatively inexpensive, while stocks on 
the right-hand side would be considered relatively expensive. 

· Cash/Liquidity as % of Total Deposits  Liquidity for this analysis is measured as 
cash, available-for-sale (AFS), and held-to-maturity (HTM) securities on each bank’s 
balance sheet. Since the Fed’s BTFP program will take these securities as collateral at par 
value, no adjustment has been made to the book value of these securities. We view this 
ratio as a measure of relative safety / coverage of a bank’s total deposits. See Figure 3. 

à In the exhibit in Figure 3, stocks above the median liquidity/deposits line we would 
consider in a relatively stronger position in terms of solvency.  

· Commercial Real Estate (CRE) as % of Total Loan Portfolio We have taken each 
bank’s classification of commercial real estate (CRE) at face value, so we note the CRE 
classification is certainly applied differently across banks. This ratio is simply a measure of 
the percentage of each bank’s loan portfolio that is classified as CRE. See Figure 4. Note 
that CRE exposure on its own does not imply a risky loan portfolio, as deeper 
analysis must be done on the portfolio of CRE loans itself.  

à In the exhibit in Figure 4, stocks below the median CRE/Loans line we consider in 
relatively stronger position in terms of risk related to CRE exposure.  

· Next 12 Months Consensus Pre-Provision Net Revenue (PPNR) as % of Tangible 
Book Value PPNR is the commonly used banking industry metric for operating 
income, and is what the Fed uses in its bank stress tests. It is defined as interest income 
(interest received from loans, securities) less interest expense (interest paid on deposits, 
borrowings), prior to provisions set aside for defaults plus non-interest income less non-
interest expense. Tangible book value equals common shareholders equity less intangible 
assets, such as goodwill, that is seen as a “liquidation value” of a bank. This ratio is 
measured as a projected operating cash flow coverage of the banks tangible liquidation 
value. See Figure 5. 

à In the exhibit in Figure 5, stocks above the PPNR/TBV line we would consider in a 
relatively stronger position in terms of profitability and cash-flow coverage. 

Our quantitative analysis of 
regional bank fundamentals 
shows us that some names 
have likely been thrown out 
with the bathwater, while others 
are trading at levels in-line with 
better positioned banks.  

 

Leverage our analysis to help 
separate the winners and los-
ers: the well-positioned and 
relatively fully valued, the well-
positioned but oversold, the 
cheap for a reason, and the 
challenged and expensive. 
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Banks in the top left quadrant 
have a liquidity to deposits 
ratio above the median bank in 
our analysis, while valuations 
are below the median bank.  

 

Banks above the median 
liquidity/deposits line we 
consider in a relatively 
stronger position in terms of 
solvency, while banks on the 
left-hand side of the median 
valuation line we consider 
relatively inexpensive. 

Source: LPL Research, Company data, FactSet as of 05/17/23 
Past performance is no guarantee of future results. 

Liquidity as % of Total Deposits (Y-Axis) vs. Price to Tangible Book (X-Axis) 3

4 CRE as % of Total Loans (Y-Axis) vs. Price to Tangible Book (X-Axis) 

Source: LPL Research, Company data, FactSet as of 05/17/23 
Past performance is no guarantee of future results. 

Banks in the bottom left 
quadrant have CRE exposure 
and valuations below the 
median bank in our analysis. 

 

Banks below the median CRE/
Loans line we consider in a 
relatively stronger position in 
terms of risk related to CRE 
exposure. while banks on the 
left-hand side of the median 
valuation line we consider 
relatively inexpensive. 
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The Bottom Line 

Uncertainty remains for the regional banks, though it is our hope we will soon move past the 
questions of solvency, which would allow fundamental analysis to provide more confidence on 
valuations. Increased regulatory scrutiny, higher deposit insurance costs, and higher capital 
requirements are surely coming to smaller regional banks as a result of the recent crisis. 
Leaving aside the debate over whether that is the correct policy response, these actions will 
surely crimp the earnings outlook for the foreseeable future, and drive further consolidation in 
the industry. However, we think much of the sector has re-rated to valuations that can support 
this reduced cash flow and earnings generation profile. Our analysis shows decent dispersion 
in valuation and fundamental metrics, and we have outlined a framework to begin to separate 
winners and losers at the individual stock level.  

LPL Research and the Strategic and Tactical Asset Allocation Committee (STAAC) remains 
neutral on the financials equity sector broadly, though we do currently recommend an out-of-
benchmark allocation to preferred and capital securities, a fixed income sector that is highly 
concentrated within financials.  

We have shared a truncated table of the collected financial metrics referenced in our analysis 
on page 6. See Figure 6. Please reach out to LPL Research for a copy of the data table and 
charts.  

 

 

 

PPNR as % of Tangible Book Vaue (Y-Axis) vs. Price to Tangible Book (X-Axis) 

Source: LPL Research, Company data, FactSet as of 05/17/23 
Past performance is no guarantee of future results. 

Banks in the top left quadrant 
have expected PPNR relative 
to tangible book value above 
the median bank in our 
analysis, while valuations are 
below the median bank.  

 

Banks above the PPNR/TBV 
line we would consider in a 
relatively stronger position in 
terms of profitability and 
cash-flow coverage, while 
banks on the left-hand side of 
the median valuation line we 
consider relatively 
inexpensive. 
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IMPORTANT DISCLOSURES 

 

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is 
no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks 
including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.  

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged 
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and do 
not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results. 

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products 
or services and does not represent a recommendation to buy, sell or hold. 

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy. 

Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and 
companies. 

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the 
broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.  

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the firm 
per share. It is a financial ratio used for valuation: a higher PE ratio means that investors are paying more for each unit of net income, so 
the stock is more expensive compared to one with lower PE ratio. 

Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock. EPS serves as an 
indicator of a company’s profitability. Earnings per share is generally considered to be the single most important variable in determining a 
share’s price. It is also a major component used to calculate the price-to-earnings valuation ratio. 

All index data from FactSet.  

This research material has been prepared by LPL Financial LLC. 

 

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer 
(member FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving 
investment advice from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no 
representation with respect to such entity.  
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