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The failure of two regional banks unsettled equity and fixed-income markets globally in March. Financial
contagion risks were at the forefront of the financial markets as the closure of Silicon Valley Bank and
Signature Bank fostered turmoil throughout the banking sector. The recent banking crisis may alter the
Fed'’s rate increase trajectory, as various analysts believe that the Fed’s rapid rate increases may have
triggered the banking mayhem.

Various bank analysts believe that the recent bank failures are more centralized than widespread in the
banking sector, different from the crisis in 2008 when numerous institutions were affected. Some
economists are forecasting the likelihood of a heightened recessionary environment should additional
banks fail and if the Fed continues to hike rates.

What occurred in 2008/2009 was systemic, which means that there was a broad effect across many
institutions with the same exposure, such as Mortgage Backed Securities (MBS). This so far has not been
the case and is contained to just a handful of regional banks catering to a select group of depositors and
customers.

The events in March precipitated a migration to bonds, creating a drop in interest rates which is
advantageous to offset inflationary pressures. The concern is that falling rates may also be indicative of a
slowing economic environment, with a possible recession should economic activity significantly curtail.
The Fed may or may not continue to “fight” inflation by raising rates, depending on economic data and
how the bank crisis unfolds. There is a growing consensus that the Fed may be ready to halt raising rates
because new data is showing that inflation is definitely cooling off.

The Fed’s latest survey on the economy, the Beige Book, reported that overall loan demand is falling,
bank credit standards are tightening and delinquency rates are edging higher. The survey also identified
rising rates as a factor in diminishing loan quality as well as inhibiting consumer borrower sentiment.

Sources: Bureau of Labor Statistics, Federal Reserve Bank of St. Louis, Federal Reserve Bank of New York,
U.S.Treasury, Bloomberg
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