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"AMERICAN BANKS FACED WITH MONETARY TIGHTENING" 

 What should be the impact of Quantitative Tightening on banks' balance sheets? 

 Are margins really benefiting from rising interest rates? 

 The banking sector remains, above all, cyclical  

 While regulatory constraints are increasing again 

 

 

 CHART OF THE WEEK: "Banks anticipate the evolution of the 2-year rate". 

 

FINANCIAL MARKET ANALYSIS 

US banks have performed very well since the 2008 financial crisis, rapidly strengthening their balance 

sheets by raising capital, cutting operating expenses, investing in technology, and closing branches. As a 

result, they have regained investor confidence and used their financial strength to gain market share 

from their European counterparts. In 2017, Donald Trump's pro-business policy announcements had led 

to expectations of renewed inflation thanks to promises of massive investment in infrastructure and tax 
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cuts for businesses. Short rates had risen in anticipation and allowed the sector to return to pre-crisis 

valuations. (see chart of the week) 

As the sector remains primarily cyclical, it was hit hard by the Covid-19 crisis, but the correction was only 

temporary thanks to government support and massive Fed intervention. The war in Ukraine and the 

acceleration of global inflation brought a further halt, with investors wavering between political and 

economic fears and the generally positive effects of rate hikes on banks' results.  

  

 What should be the impact of the QT on banks' balance sheets? 

The Federal Reserve had announced its intention to start reducing its balance sheet in June, which now 

stands at nearly $8.9 trillion, in order to combat higher than expected inflation. Monetary tightening, or 

quantitative tightening (QT), is a policy aimed at removing liquidity from the system.  

However, bank deposits have been falling since the beginning of the year and the value of banks' equity 

is also falling, mainly due to the mark-to-market valuation of securities portfolios. At the same time, 

loans are increasing thanks to inflation, strong consumer spending and increased business investment. 

Banks' cash balances have already fallen by USD 679 billion since the beginning of the year (see Fig. 2). 

The QT will accelerate the decline in bank liquidity and banks will have to make the difficult choice 

between slowing loan growth, borrowing more from the capital market, or raising deposit yields to 

attract more household savings. 

Thus, large banks such as Citigroup, Goldman Sachs and Bank of America seem most likely to have to 

alleviate pressure on capital ratios by reducing their balance sheets, dividends or share buybacks. In 

contrast, Discover Financial Services, Capital One and US Bancorp are best placed to benefit from share 

buybacks, given their higher excess CET1 (common equity tier 1) capital (see Fig. 3). 

 

Fig. 2 - Outflow of cash from banks Fig. 3 - Excess capital of large banks 
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 Are margins really benefiting from rising interest rates? 

The first year of rising rates did not affect banks' net interest income (NII) too much, with the rate of 

return on short-term deposits (deposit beta) showing a smaller increase than initially expected. However, 

the monetary tightening is expected to exacerbate the competition between banks for bank deposits, 

forcing them to bid for new customers. The most generous banks in terms of certificate of deposit rates 

are online banks such as Ally Financial, Capital One Financial, Marcus (Goldman Sachs) or Synchrony 

Financial (see Fig. 4). They benefit from lower fixed costs and generate economies of scale, seeking to 

offer more financial services to their customers through their platforms. 

Some banks warn of the negative effects of rising interest rates. The higher the rates, the weaker the 

economic growth and the more likely they are to dampen lending in general. 

Investment banks should benefit from the volatility in interest rates, but these gains could be mitigated 

by the decline in equity markets and lower trading volumes. M&A revenues are also likely to disappoint 

after an exceptional 2021. The valuations of diversified banks and consumer credit specialists are already 

significantly lower than those of regional banks (see Fig. 5). 

 

Fig. 4 - Average cost of deposits (CD) by regionFig. 5 - Yield and valuation 
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 The banking sector remains above all a cyclical sector  

While banks are benefiting from rising interest rates that allow them to increase their margins, they are 

also dependent on the health of the consumer. Ally Financial derives 86% of its revenue from car 

financing. The last two years have been particularly profitable, and demand remains high. Indeed, 

President Biden has announced that 50% of car sales should be electric cars by 2030. The new standard, 

with additional incentives to buy electric cars to meet this target, is likely to keep demand for auto 

financing high over the next few years. 

However, the household default rate could rise and put pressure on banks’ margins if funding costs 

continue to adjust upwards while wages struggle to keep pace with inflation. 

JPM
BAC

WFC GS

C

USB

STT

BKTNTRS

PNC
MTB

SIVB 

FRC

FITB

RF 

CFG 

HBAN 

KEY 

CMA 

WAL 

ZION 

NYCB
ALLY 

LC 

COF 

DFS 

SYF 

 0.5

 1.0

 1.5

 2.0

 2.5

 3.0

 9  19  29  39

P
/T

B
V

ROTESource: Company Data, Morgan Stanley Research, Atlantic Financial Group 
Source: Bloomberg, Atlantic Financial Group 

Regional banks 

 Consumer Finance 

• Diversified Banks 



 
 

 
 

  4 
 

The sector as a whole will need to increase its level of reserves to cope with a deteriorating economy. A 

normalisation of credit is therefore more than likely following the exceptional recovery of lending 

institutions since the 2008 financial crisis, thanks to accommodating monetary policies and subsidies 

provided during the pandemic (see Fig. 6). 

 

Fig. 6 - Default rates on credit cards in the US  

   

 

 

 

 

 

 

 And regulatory constraints seem to be increasing again 

US banks still have excess capital, but this could be reduced by a number of factors, including regulatory 

factors: a new counterparty risk standard for derivatives (SA-CCR), increased regulatory requirements 

through higher capital buffers for large banks, a potentially more onerous comprehensive capital 

allocation and review (CCAR) test, and the possible introduction of a countercyclical buffer (CCyB) in 

addition to the Basel 4 reform package that has already been proposed internationally. 

So far, the US regulator has been more accommodating than the European banking authority, not 

imposing a countercyclical buffer (CCyB). This has allowed US banks to increase the weight of risky assets 

on their balance sheets, thereby benefiting from higher returns on equity. It is therefore normal that in 

an environment of rising credit risk, capital deteriorates more rapidly. 

 

Conclusion:  

The banking sector remains dependent on political and economic uncertainties, but the rise in rates gives 

it greater room for manoeuvre and a certain operational leverage. However, a too rapid rise in rates, 

having little real effect on inflation due to a supply shock but leading the economy into recession, would 

have a detrimental effect on the sector as a whole. Excessive bank liquidity may be unwound more quickly 

than expected and the regulator may return to the fore to ensure that the measures taken after the 2008-

09 financial crisis are implemented and sufficient to contain systemic risks. 

The banks best able to cope with market volatility are those with a strong and surplus capital base, lower 

operating costs,  a good balance between return on capital and bank fees, and exposure to the most 

creditworthy households.  
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RETURN ON FINANCIAL ASSETS 

 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2022

Year-to-Date (%)
2021 (%) 2020 (%)

Equities
World (MSCI) 620.3         37.29 -4.4% -0.4% -16.9% 19.0% 16.9%
USA (S&P 500) 3 901          38.17 -5.0% -2.3% -17.6% 28.7% 18.4%
USA (Dow Jones) 31 393       37.27 -4.6% -2.1% -12.8% 20.9% 9.7%
USA (Nasdaq) 11 340       38.93 -5.6% -3.3% -27.3% 22.2% 45.0%
Euro Area (DJ EuroStoxx) 402.8         38.24 -4.4% 1.9% -13.7% 23.5% 0.8%
UK (FTSE 100) 7 318          39.76 -2.8% 1.5% 0.9% 18.4% -11.4%
Switzerland (SMI) 11 085       30.08 -3.9% -3.9% -11.6% 23.7% 4.3%
Japan (Nikkei) 26 987       58.76 0.2% 6.3% -2.4% 6.7% 18.3%

Emerging (MSCI) 1 055          49.92 -0.5% 5.1% -13.5% -2.3% 18.8%
Brasil (IBOVESPA) 105 481     34.71 -5.1% 2.3% 0.6% -11.9% 2.9%
Russia (MOEX) 2 286          41.09 -0.4% -3.9% -38.8% 21.9% 14.8%
India (SENSEX) 52 906       43.56 -2.6% 0.4% -6.1% 23.2% 17.2%
China (CSI) 4 168          64.39 3.8% 8.6% -13.8% -3.5% 29.9%

Communication Serv. (MSCI World) 83.50         40.50 -3.0% -0.2% -23.8% 10.9% 24.2%
Consumer Discret. (MSCI World) 299.4         42.08 -3.7% 1.6% -26.6% 9.2% 37.0%
Consumer Staples (MSCI World) 258.0         33.24 -3.2% -4.1% -10.5% 11.7% 8.8%
Energy (MSCI World) 249.9         55.92 -1.3% 12.8% 35.3% 37.5% -27.7%
Financials (MSCI World) 128.6         32.97 -5.8% -1.2% -13.1% 25.1% -3.1%
Health Care (MSCI World) 321.2         34.62 -3.3% -0.7% -12.2% 18.0% 15.4%
Industrials (MSCI World) 271.9         37.28 -4.6% 0.1% -17.2% 16.6% 11.8%
Info. Tech. (MSCI World) 419.8         37.93 -5.9% -3.3% -26.6% 27.6% 46.2%
Materials (MSCI World) 332.1         37.98 -5.0% 2.5% -7.3% 15.4% 21.6%
Real Estate (MSCI World) 191.3         31.12 -5.2% -0.5% -17.6% 23.6% -5.7%
Utilities (MSCI World) 155.4         35.12 -3.8% 0.6% -3.0% 11.1% 4.8%

Bonds (FTSE)
USA (7-10 Yr) 3.16% 35.51 -1.3% -1.1% -11.3% -2.4% 9.3%
Euro Area (7-10 Yr) 2.29% 23.63 -3.4% -4.4% -14.2% -2.9% 4.5%
Germany (7-10 Yr) 1.48% 24.41 -2.2% -3.9% -11.9% -2.7% 3.0%
UK (7-10 Yr) 2.45% 27.60 -2.3% -4.2% -9.8% -4.9% 5.4%
Switzerland (7-10 Yr) 1.14% 23.69 -1.9% -2.2% -10.0% -2.3% 0.4%
Japan (5-10 Yr) 0.25% 42.43 -0.2% 0.1% -1.2% 0.0% -0.1%
Emerging (5-10 Yr) 7.41% 28.77 -2.3% -0.9% -17.4% -2.3% 5.2%

USA (IG Corp.) 4.61% 36.00 -1.2% -0.6% -13.9% -1.0% 9.9%
Euro Area (IG Corp.) 2.93% 17.86 -1.5% -3.0% -10.8% -1.0% 2.8%
Emerging (IG Corp.) 6.96% 33.60 -0.6% 0.1% -13.9% -3.0% 8.1%

USA (HY Corp.) 7.79% 33.60 -2.1% -0.1% -10.5% 5.3% 7.1%
Euro Area (HY Corp.) 6.20% 25.59 -1.5% -1.2% -9.5% 3.4% 2.3%
Emerging (HY Corp.) 10.27% 26.55 -2.4% -1.4% -13.6% -3.2% 4.3%

World (Convertibles) 364.9         38.85 -2.2% 0.5% -16.7% 2.4% 38.8%
USA (Convertibles) 484.8         40.36 -2.5% 0.7% -18.3% 3.1% 54.5%
Euro Area (Convertibles) 3 547          28.69 -1.3% -1.7% -13.6% -0.3% 6.1%
Switzerland (Convertibles) 173.9         16.60 -1.2% -1.9% -6.5% -0.5% 0.5%
Japan (Convertibles) 197.7         55.42 0.1% 1.5% -1.5% 3.3% 2.8%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 745.03 74.58 n.a. 0.4% n.a. 8.2% 6.4%
Distressed 965.81 72.58 n.a. 0.1% n.a. 12.5% 3.8%
Event Driven 788.05 54.76 n.a. -0.8% n.a. 12.9% 7.0%
Fixed Income 387.63 61.46 n.a. -0.5% n.a. 5.2% 3.6%
Global Macro 1443.12 76.75 n.a. 3.1% n.a. 9.6% 6.5%
Long/Short 879.97 54.83 n.a. -1.3% n.a. 8.3% 7.9%
CTA's 400.78 80.79 n.a. 4.4% n.a. 8.2% 1.9%
Market Neutral 287.22 61.51 n.a. -0.9% n.a. 6.2% 1.7%
Multi-Strategy 727.66 76.79 n.a. 1.3% n.a. 7.0% 5.6%

Volatility
VIX 27.75         52.61 11.9% -15.9% 61.1% -24.3% 65.1%
VSTOXX 27.66         52.89 18.2% -21.0% 43.6% -17.6% 67.5%

Commodities
Commodities (CRB) 629.5         n.a. 0.1% 0.4% 8.9% 30.3% 10.5%
Gold (Troy Ounce) 1 865          51.90 1.3% 3.0% 2.0% -3.6% 25.1%
Oil (WTI, Barrel) 120.67       65.47 1.8% 21.0% 56.7% 58.7% -20.5%
Oil (Brent, Barrel) 124.17       62.22 1.0% 23.4% 62.4% 51.4% -23.0%

Currencies (vs USD)
USD (Dollar Index) 104.54       66.39 2.1% 0.0% 9.3% 6.4% -6.7%
EUR 1.0484       38.18 -2.0% 0.7% -7.8% -7.5% 9.7%
JPY 134.57       23.56 -2.0% -4.0% -14.5% -10.2% 5.1%
GBP 1.2262       36.24 -2.2% 0.0% -9.4% -1.0% 3.1%
AUD 0.7025       40.88 -2.3% 1.2% -3.3% -5.6% 9.6%
CAD 1.2817       42.82 -1.8% 0.9% -1.4% 0.7% 2.1%
CHF 0.9886       34.52 -1.8% 1.3% -7.7% -3.0% 9.4%
CNY 6.7362       37.17 -1.2% 0.8% -5.6% 2.7% 6.7%
MXN 20.161       37.99 -3.0% -0.3% 1.8% -3.0% -5.0%
EM (Emerging Index) 1 683.5      40.67 -0.9% 0.6% -2.9% 0.9% 3.3%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 

 


