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Weekly Insights: March Madness for Banks 
• Last week, the S&P 500 gained 1.39%, the Dow Jones rose 1.18% and the Nasdaq

composite increased 1.66%, despite the Fed raising rates by 0.25% (Figure 4).
• The S&P 500 is little changed on the month, but the environment has been anything but

uneventful with the regional banks in the index down a little over 37% (Figure 1). Days after
officials moved to protect the depositors of failed lenders Silicon Valley Bank and Signature
Bank, the largest US banks made $30 billion in deposits with First Republic Bank to help
stem the outflow of deposits at regional banks. In Switzerland, UBS took over Credit Suisse,
creating one very large bank. Over the weekend, First Citizens agreed to buy Silicon Valley
Bank, and take on its deposits and loans.

• Given the turmoil, investors will continue to monitor events this week. On Wednesday,
banking regulators from the Fed and Federal Deposit Insurance Corporation (FDIC) are
scheduled to appear before the House Financial Services Committee. The economic
calendar (Figure 3) includes releases regarding home prices and sales, consumer
confidence, personal income and consumption, and the Core Personal Consumption
Expenditure (PCE) Deflator measure of inflation followed carefully by the Fed. In January, the
Core PCE stood at 4.7% y/y.

• While some banks are under stress, the system appears stable. Still, there are implications to
consider, such as (a) the links between banking and the economy, and (b) those between
financial stocks and the shares of other stock market sectors. What does this mean for
investors? Click here for our weekly CIO Strategy Bulletin or turn to the next page to read on.

Figure 1: Chart of the Week – S&P 500: Regional Banks 

70

80

90

100

110

120

130

2/23/23 2/27/23 3/3/23 3/7/23 3/11/23 3/15/23 3/19/23 3/23/23

S&
P 

50
0:

 R
eg

io
na

l B
an

ks

Source: Haver Analytics as of Mar 24, 2023.  Indices are unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any specific investment. Index returns do not include any 
expenses, fees or sales charges, which would lower performance. Past performance is no guarantee of future results. Real results 
may vary.
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3 THINGS TO KNOW  

The economy was already slowing 
Non-financial businesses and labor markets will not 
be immune to the spillovers of 2023’s financial 
turmoil. The US economy was already slowing prior 
to the present banking crisis. Large sectors of the 
US economy will be impacted by changes in the 
availability and pricing of credit, in our view. These 
sectors will see a greater contraction that will have 
spillover effects. An overall stall in US growth will 
follow, along with a likely mild recession in 2023. 

Keep an eye on vulnerable 
industries 
Looking forward, we expect already weak and 
vulnerable industries – particularly those dependent 
on bank lending – to be more deeply impacted than 
previously expected. While housing has been 
restrained by the Fed’s interest rate pressure, solid 
underlying demand support remains, albeit at levels 
far below the 2020 peak. Compare that with 
demand and supply in major parts of the 
commercial real estate market, which are 
weakening now and likely to worsen further (Figure 
2). 

US positioned for a shallow 
recession 
We believe the US economy is positioned for a 
shallow recession. Owing to a historically mild 
period of growth in employment since Covid hit in 
2020, we would expect the US unemployment rate 
to rise two percentage points from its recent low 
over the course of 2023-2024. It’s also important to 
understand the Fed’s role in containing the self-
reinforcing impact of job declines once they begin. 

As Go the Banks, So Goes the 
Economy 
To understand the likely economic impacts from recent events, 
Citi Global Wealth Investments (CGWI) makes a few key 
observations about the overall stability of banks in developed 
markets and the fact that the budding financial distress stems, in 
part, from the painful interest rate shock the Fed delivered to the 
US economy. We believe the US economy is positioned for a 
shallow recession. Owing to a historically mild period of growth in 
employment since Covid hit in 2020, we expect the US 
unemployment rate to rise two percentage points from its recent 
low over the course of 2023-2024. We still disagree with 
economists who think non-financial businesses and labor 
markets will come out of 2023’s financial turmoil unscathed. The 
US economy was already slowing before the unexpected failure 
of two US banks. Already weak and vulnerable industries – 
particularly those dependent on bank lending – will be more 
impacted than previously expected. 

Figure 2: US office vacancy rate (%) 

Haver Analytics as of March 24, 2023. Past performance is no guarantee of future results. Real 
results will vary.

What does this mean for investors?  

Non-financial shares have never avoided following banking shares into a correction. The performance to date of US 
equity markets has not entirely bucked this trend. Large cap shares have performed better than small cap shares. 
Smaller firms often don’t have the balance sheet strength and liquidity to maintain the confidence of markets.
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The economy was already slowing 
The impact of the failure of two US midsized banks and the forced marriage of two Swiss institutions is rapidly 
unfolding. Last week another midsized US bank saw a further collapse in its market value. Most, but not all, 
developed market banks are well-capitalized and have strong access to liquidity. The banking system is 
fundamentally stronger and better managed than it was in the crisis of 2008-09.  Still, banks face increasing 
depositor and market scrutiny, intensified by ambiguous comments from regulators and policy makers. We still 
disagree with economists who think non-financial businesses and labor markets will be immune to the spillovers of 
2023’s financial turmoil. The US economy was already slowing prior to the present banking crisis. Large sectors of 
the US economy will be materially impacted by changes in the availability and pricing of credit, in our view. These 
sectors will see a greater contraction that will have spillover effects. An overall stall in US growth will follow, along 
with a likely mild recession in 2023. Central banks – particularly the Fed – are actively trying to restrain the 
economy. This is clear from the Fed’s recent decision to proceed with a further 25 basis point increase in its key 
policy rates amid rising bank uncertainties. But we also think the Fed’s tightening cycle will end shortly – if it hasn’t 
already. If there’s a rise in unemployment, this reactive Fed has the predisposition to pivot quickly. Despite poor 
headline optics, underlying inflation is slowing significantly. 

Keep an eye on vulnerable industries 
While housing has been restrained by the Fed’s interest rate pressure, solid underlying demand support remains, 
though at levels far below the 2020 peak. Compare that with demand and supply in major parts of the commercial 
real estate market, which are weakening now and likely to worsen further. US office vacancies have risen 
consistently during the post-Covid recovery. Looking at a broad measure (much wider than office construction and 
maintenance), non-residential structures investment has been falling for several quarters and its weakness will 
accelerate with less credit available from banks. Commercial real estate defaults are likely to balloon from their 
present low levels. With small and midsized banks suffering from deposit flight in recent weeks, bank managements 
will feel less able to extend new credit or restructure old loans. Even if deposits stabilize, the cost of those deposits 
has risen sufficiently that banks will need to charge more and lend less (at a lower loan to value) over the years to 
come. We see negative post-Covid office trends and the unfolding banking crisis multiplying the stresses that 
commercial real estate owners and investors will face. This is clearly the area where small and midsized banks 
have pushed for market share, lending most rapidly. 

US is positioned for a shallow recession 
We believe the US economy is positioned for a shallow recession. Owing to a historically mild period of growth in 
employment since Covid hit in 2020, we would expect the US unemployment rate to rise two percentage points from 
its recent low over the course of 2023-2024. As this unfolds, it’s important to note the Fed’s role in containing the 
self-reinforcing impact of job declines once they begin. The Fed has previously cut its policy rate in each case of a 
recessionary rise in unemployment, including the early 1980s episodes. In the 80s, the Fed cut rates during a 
difficult fight to restrain inflation. We expect the same reaction from this Fed in the year to come. The bond market 
has recently moved much closer to our view of the US monetary policy outlook and may have “shot beyond” it. 
Aggressive easing expectations could be set back if US and world policymakers succeed in quashing concerns over 
the health of financial institutions. With great volatility, markets now price in more than one Fed rate cut by July. 
Such cuts would only be likely if the present turmoil worsens. 



Citi Global Wealth Investments | North America Strategy | Weekly Insights | 4 

Portfolio considerations 
Non-financial shares have never avoided following banking shares into a correction. The performance to date of US 
equity markets has not entirely bucked this trend. Large cap shares have performed better than small cap shares. 
Smaller firms often don’t have the balance sheet strength and liquidity to maintain the confidence of markets. The 
Russell 2000 small cap index has underperformed the Russell 1000 large cap index by about 5 percentage points 
year-to-date. We expect further near-term underperformance of small and midcap shares. There are, however, 
some areas where investors may hold onto the view that “what happens in financials stays in financials.” Industrial 
property REITS are sharply outperforming office REITS. As noted previously, we see the office market as the most 
troubled sector fundamentally, but tightening bank lending standards won’t leave other property sectors untouched. 
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Economic Calendar and Financial Market Returns 

Figure 3: US Economic Releases  

Date Time Event Period Survey Prior
3/27/2023 10:30 Dallas Fed Manf. Activity Mar -11 -13.5
3/28/2023 8:30 Wholesale Inventories MoM Feb P -- -0.40%
3/28/2023 8:30 Advance Goods Trade Balance Feb -$90.0b -$91.5b
3/28/2023 8:30 Retail Inventories MoM Feb -- 0.30%
3/28/2023 9:00 FHFA House Price Index MoM Jan -0.30% -0.10%
3/28/2023 9:00 S&P CoreLogic CS 20-City MoM SA Jan -- -0.51%
3/28/2023 9:00 S&P CoreLogic CS 20-City YoY NSA Jan -- 4.65%
3/28/2023 9:00 S&P CoreLogic CS US HPI YoY NSA Jan -- 5.76%
3/28/2023 10:00 Conf. Board Consumer Confidence Mar 101.5 102.9
3/28/2023 10:00 Conf. Board Present Situation Mar -- 152.8
3/28/2023 10:00 Conf. Board Expectations Mar -- 69.7
3/28/2023 10:00 Richmond Fed Manufact. Index Mar -8 -16
3/28/2023 10:00 Richmond Fed Business Conditions Mar -- -6
3/28/2023 10:30 Dallas Fed Services Activity Mar -- -9.3
3/29/2023 7:00 MBA Mortgage Applications 24-Mar -- 3.00%
3/29/2023 10:00 Pending Home Sales MoM Feb -3.50% 8.10%
3/29/2023 10:00 Pending Home Sales NSA YoY Feb -- -22.40%
3/30/2023 8:30 Initial Jobless Claims 25-Mar -- --
3/30/2023 8:30 GDP Annualized QoQ 4Q T 2.80% 2.70%
3/30/2023 8:30 Continuing Claims 18-Mar -- --
3/30/2023 8:30 Personal Consumption 4Q T -- 1.40%
3/30/2023 8:30 GDP Price Index 4Q T -- 3.90%
3/30/2023 8:30 Core PCE QoQ 4Q T -- 4.30%
3/31/2023 8:30 Personal Income Feb 0.20% 0.60%
3/31/2023 8:30 Personal Spending Feb 0.30% 1.80%
3/31/2023 8:30 Real Personal Spending Feb -0.10% 1.10%
3/31/2023 8:30 PCE Deflator MoM Feb 0.40% 0.60%
3/31/2023 8:30 PCE Deflator YoY Feb -- 5.40%
3/31/2023 8:30 PCE Core Deflator MoM Feb 0.40% 0.60%
3/31/2023 8:30 PCE Core Deflator YoY Feb -- 4.70%
3/31/2023 9:45 MNI Chicago PMI Mar 43.6 43.6
3/31/2023 10:00 U. of Mich. Sentiment Mar F 63 63.4
3/31/2023 10:00 U. of Mich. Current Conditions Mar F -- 66.4
3/31/2023 10:00 U. of Mich. Expectations Mar F -- 61.5
3/31/2023 10:00 U. of Mich. 1 Yr Inflation Mar F -- 3.80%
3/31/2023 10:00 U. of Mich. 5-10 Yr Inflation Mar F -- 2.80%

Source: Bloomberg as of Mar 24, 2023 
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Figure 4: Financial Market Returns 

Yesterday Latest One Three Six 52 Yr to
Close as of Closing Week Month Month Month Week Date
(3/24/23) Price % Chg % Chg % Chg % Chg % Chg % Chg
US Markets
S&P 500 3,970.99 1.39 0.02 3.28 7.52 -12.15 3.42
Russell 2000 1,734.92 0.52 -8.23 -1.48 3.29 -16.41 -1.49
Russell 1000 Growth 2,383.65 1.63 3.76 10.07 9.35 -14.27 10.45
Russell 1000 Value 1,444.86 0.97 -4.88 -3.38 5.03 -11.62 -3.49
NASDAQ Composite Index 11,823.96 1.66 3.76 12.63 8.80 -16.68 12.97
DJ Industrial Average 32,237.53 1.18 -1.77 -2.91 8.95 -7.12 -2.74
S&P 500 Sectors
S&P 500 / Consumer Discretionary -SEC 1,102.47 0.4 -1.34 9.36 -4.10 -24.18 9.65
S&P 500 / Consumer Staples -SEC 761.34 1.4 0.33 -3.12 5.08 -2.00 -2.28
S&P 500 / Energy -SEC 598.03 2.3 -7.33 -10.52 10.21 1.71 -11.05
S&P 500 / Financials -SEC 515.97 0.6 -12.90 -8.82 -0.19 -20.54 -9.44
S&P 500 / Health Care -SEC 1,484.65 1.5 -0.74 -6.54 3.74 -6.13 -6.36
S&P 500 / Industrials -SEC 820.48 0.7 -3.13 -1.49 14.34 -5.91 -1.31
S&P 500 / Information Technology -SEC 2,552.04 2.0 7.57 17.31 17.56 -8.48 17.49
S&P 500 / Materials -SEC 484.05 2.1 -5.33 -2.29 12.33 -12.80 -1.12
S&P 500 / Real Estate - SEC 223.61 -1.2 -6.64 -4.36 -4.93 -23.38 -3.77
S&P 500 / Communication Services -SEC 188.77 3.4 9.50 18.35 12.98 -20.14 18.45
S&P 500 / Utilities -SEC 333.82 -1.2 -0.99 -7.48 -8.46 -8.41 -6.88
International Markets
MSCI Canada 1,922.61 0.55 -4.68 -1.53 4.13 -19.20 -1.16
MSCI EM (Emerging Markets) 972.17 2.17 0.03 1.82 7.32 -14.49 1.65
MSCI Europe 1,812.70 2.05 -1.60 4.64 25.04 -4.41 4.68
MSCI United Kingdom 1,082.92 1.73 -3.94 0.24 17.87 -7.79 0.78
MSCI Japan 3,277.44 0.89 2.61 4.48 11.42 -9.04 4.42
MSCI AC World 625.06 1.46 -0.47 3.18 10.07 -11.82 3.25
Fixed Income, Commodities & US $
10-year Treasury Absolute Level (%, end of period) 3.38 3.39 3.94 3.75 3.69 2.34 3.88
Crude Oil WTI  (NYM $/bbl) 69.26 3.48 -9.51 -13.82 -11.90 -32.50 -14.57
Gold (NYM $/ozt) 1983.80 0.52 9.17 9.03 17.79 -2.28 7.72
United States Dollar Index 103.12 -0.57 -1.99 -1.15 -8.90 4.38 -0.39

Source: FactSet as of March 24, 2023. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent 
the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower performance. Past performance is no 
guarantee of future results. Real results may vary. 
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Join us each week on Thursday at 11:30am EST for a conversation with senior investment professionals 
and external thought leaders on timely market events and ask your most pressing questions. 

Register now

https://www.veracast.com/webcasts/citigroup/ciostrategy/CIO/
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partnerships included in the Basket of Energy Related MLPs thereby subjecting them to higher rates of taxation, or if other regulatory 

authorities enact regulations which negatively affect the ability of the master limited partnerships to generate income or distribute dividends 

to holders of common units, the return on the Notes, if any, could be dramatically reduced. Investment in a basket of Energy Related MLPs 

may expose the investor to concentration risk due to industry, geographical, political, and regulatory concentration. 

Mortgage-backed securities ("MBS"), which include collateralized mortgage obligations ("CMOs"), also referred to as real estate mortgage 

investment conduits ("REMICs"), may not be suitable for all investors. There is the possibility of early return of principal due to mortgage 



prepayments, which can reduce expected yield and result in reinvestment risk. Conversely, return of principal may be slower than initial 

prepayment speed assumptions, extending the average life of the security up to its listed maturity date (also referred to as extension risk). 

Additionally, the underlying collateral supporting non-Agency MBS may default on principal and interest payments. In certain cases, this 

could cause the income stream of the security to decline and result in loss of principal. Further, an insufficient level of credit support may 

result in a downgrade of a mortgage bond's credit rating and lead to a higher probability of principal loss and increased price volatility. 

Investments in subordinated MBS involve greater credit risk of default than the senior classes of the same issue. Default risk may be 

pronounced in cases where the MBS security is secured by, or evidencing an interest in, a relatively small or less diverse pool of underlying 

mortgage loans. 

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened 

volatility, MBS can experience greater levels of illiquidity and larger price movements. Price volatility may also occur from other factors 

including, but not limited to, prepayments, future prepayment expectations, credit concerns, underlying collateral performance and technical 

changes in the market. 

Alternative investments referenced in this report are speculative and entail significant risks that can include losses due to leveraging or 

other speculative investment practices, lack of liquidity, volatility of returns, restrictions on transferring interests in the fund, potential lack of 

diversification, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation 

and higher fees than mutual funds and advisor risk.  

Asset allocation does not assure a profit or protect against a loss in declining financial markets.  

The indexes are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 

represent the performance of any specific investment. Index returns do not include any expenses, fees or sales charges, which would lower 

performance.  

Past performance is no guarantee of future results. 

International investing entails greater risk, as well as greater potential rewards compared to US investing. These risks include political and 

economic uncertainties of foreign countries as well as the risk of currency fluctuations. These risks are magnified in countries with emerging 

markets, since these countries may have relatively unstable governments and less established markets and economics. 

Investing in smaller companies involves greater risks not associated with investing in more established companies, such as business risk, 

significant stock price fluctuations and illiquidity.  

Factors affecting commodities generally, index components composed of futures contracts on nickel or copper, which are industrial metals, 

may be subject to a number of additional factors specific to industrial metals that might cause price volatility. These include changes in the 

level of industrial activity using industrial metals (including the availability of substitutes such as manmade or synthetic substitutes); 

disruptions in the supply chain, from mining to storage to smelting or refining; adjustments to inventory; variations in production costs, 

including storage, labor and energy costs; costs associated with regulatory compliance, including environmental regulations; and changes 

in industrial, government and consumer demand, both in individual consuming nations and internationally. Index components concentrated 

in futures contracts on agricultural products, including grains, may be subject to a number of additional factors specific to agricultural 

products that might cause price volatility. These include weather conditions, including floods, drought and freezing conditions; changes in 

government policies; planting decisions; and changes in demand for agricultural products, both with end users and as inputs into various 

industries. 

The information contained herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or 

legal advice. Readers interested in the strategies or concepts should consult their tax, legal, or other advisors, as appropriate.  

Diversification does not guarantee a profit or protect against loss. Different asset classes present different risks.  
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