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Hot inflation, cold banking 

Summary 

• Fed faces a tug-of-war between still-elevated inflation and 

worries over impact to banking sector from higher rates. 

Inflation worries could still dominate. 

• Recent policy measures to support smaller banks as well 

as the stronger balance sheets of larger banks can limit 

the likelihood of a contagion. 

• Given the elevated inflation pressures, as seen in 

yesterday’s CPI report, we assign a high probability of a 

25bp rate hike by the Fed in its upcoming meeting. 

• The rise in credit spreads has offset some of the decline 

in government bond yields, which means the window to 

add high quality bonds and income assets remains open. 

Assessing the fallout 

Our focus in an event-filled week remains on two areas. The 

first is the market reaction a few days after the failure of two 

regional banks in the US and policy efforts to limit any contagion 

across the broader financial sector. The second is the release 

of February US inflation data, which remained elevated at both 

a headline and core level. 

US banking sector damage likely to fade 

The current crisis in the regional US banking sector has 

triggered the failure of Silicon Valley Bank. Several reports have 

noted that a key driver of this failure was a mismatch between 

short-term deposits and the deployment of reserves in longer-

term securities. The latter lost value as bond prices fell amid 

rising yields, resulting in the bank being forced to sell reserves 

at a loss to meet depositor withdrawals and then try to raise 

capital to cover these losses.  

This, in turn, raised concerns about whether other banks, and 

more recently a major equity brokerage, faced similar risks. 

However, we believe SVB’s failure was driven by more 

idiosyncratic reasons as the relatively concentrated depositor 

profile together with a lack of sufficient hedges against higher 

yields is likely not replicated elsewhere. 

Policy efforts over the weekend also pointedly targeted the 

main sources of concern. First, US authorities stated that 
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Market concerns have fallen more broadly as seen by 

decline in equity market volatility over the past few 

days 
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depositors would be protected, the goal being to limit a run on 

similar regional banks. Second, authorities noted banks would 

be able to raise liquidity using bonds priced at par (ie. face value 

rather than a lower mark-to-market price) as collateral, directly 

addressing worries about the value of bank capital. Third, equity 

and some bondholders would take losses rather than 

taxpayers, a measure aimed to limit moral hazard of a ‘bailout’.  

In our view, these measures should limit the fallout from the 

bank failures. While there are some uncertainties about the size 

of funds available for liquidity needs, these measures have 

arguably targeted the main concerns. 

Separating the US regional banking sector 

One important distinction, in our view, is separating the impact 

on the US regional banking sector vs. the US large banking 

sector. Many of the problems identified are arguably 

concentrated on the regional banking sector. Larger US banks 

also benefit from additional regulatory scrutiny, such as 

maintenance of Liquidity Coverage Ratios (LCR) which small 

US banks are not. Several reports that examined the potential 

impact of a full recognition of lower bond prices on capitalisation 

ratios also noted the impact was manageable across larger, 

more regulated banks. This is a key reason why we believe a 

contagion or a broader financial crisis is unlikely at this stage. 

A second important distinction is between US and European 

banks. It has been argued that European banks could face 

similar risks given European bond yields have risen as well. 

However, most European jurisdictions impose more stringent 

regulatory requirements (including liquidity coverage ratios) 

more widely. Therefore, while it is possible investors use the 

opportunity for some profit-taking given the sector’s recent 

outperformance, we similarly do not expect contagion to spread 

to European financials at this time, beyond any idiosyncratic 

situations. Shifting the focus to bond markets, the yield 

premiums of Additional-Tier-1 debt (the riskiest bank debt) have 

increased broadly in line with the increase seen in High-Yield 

corporate bond space. This indicates that apart from the bonds 

of the impacted regional banks, there are limited signs of a 

contagion at present. 

Macro-economic implications 

While we see limited risk of a contagion in the US financial 

system, we do believe that the recent events could negatively 

impact US growth. Even before the closure of SVB and 

Signature Bank, Senior Loan officer survey indicated that 

lending standards had become considerably stricter over the 

past few months. Tighter lending standard have historically 

resulted in lower loan growth with a 6–12-month lag.  

In the aftermath of the recent events, it is likely that US regional 

banks, who are an important part of the financial system, could 

further tighten their lending standards. This could result is lower 

Interest rate uncertainty at highest since Global 

Financial Crisis 

MOVE index  
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Recent events may lead to further tightening of lending 

standards in US 
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Persistent inflation still warrants tight monetary policy 
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loan growth and could act as a drag on US GDP growth over 

the next 6-12 months.  

Inflation could cause Fed to refocus 

It has been argued in recent days that the stress on regional 

banks, partly a result of higher bond yields, is likely to cause the 

Fed to slow or pause its rate hiking cycle. Indeed, market 

expectations have gone almost full circle since January in 

pricing significant rate cuts before year-end.  

We do not entirely agree. The February US inflation report 

illustrated that inflation pressures remain elevated, with month-

on-month core inflation rising at a faster pace than January, 

higher than market expectations. The nature of the Fed facility 

that allows banks to use bonds as collateral at par also creates 

room for the Fed to focus on raising rates without directly 

impacting bank capital. This suggests the Fed is likely to 

maintain its focus on fighting inflation, consistent with Fed Chair 

Powell’s tone at his Congressional testimony, as long as 

banking sector worries do not prevent it from doing so. We 

continue to believe a 25bp rate hike is likely. 

Asset class implications – Stay SAFE 

We view recent events, and a scenario where banking sector 

worries fade to a reasonable extent, as being highly consistent 

with our SAFE investment strategy: 

1. The rapid fall in US government bond yields following 

banking sector worries illustrated the value of high-quality 

bonds both as an income source and a short-term volatility 

hedge, something we emphasised in our 2023 Outlook, 

Playing it SAFE. Bond yields are likely to rebound to some 

extent, but both fundamentals and short-term positioning 

favour adding exposure on rebounds.  

2. This applies equally to a broader multi-asset income 

strategy, with the moderately lower US government bond 

yields offset by rising yields on riskier bonds. 

3. Gold also illustrated its value in environments of short-lived 

volatility. Having said that, on a very short horizon, we 

would consider taking some profit given this hedging 

characteristic has been stronger over shorter rather than 

longer periods of volatility. 

4. European financial sector equities could face some profit-

taking in the short term given recent jitters. However, given 

stronger fundamentals in this region, we would consider 

adding exposure to this preferred sector on pullbacks. 

 

—  Manpreet Gill  

Chief Investment Officer, Africa, Middle East and Europe   

—  Abhilash Narayan 

Senior Investment Strategist 

Repricing of Fed rate hike expectations brings us back 

to the late-January levels 

Fed Fund Futures implied rate hike expectations 
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The increase in credit spreads partially offset the 

decline in yields. Income window remains open 

High quality bonds and Multi-Asset income strategies 

continue to offer attractive yields 
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Market Abuse Regulation (MAR) Disclaimer 

Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard 

Chartered Group according to local regulatory requirements. Opinions may contain outright “buy”, “sell”, “hold” or other opinions. 

The time horizon of this opinion is dependent on prevailing market conditions and there is no planned frequency for updates to 

the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies or positions. Standard Chartered 

Group and/or its affiliates or its respective officers, directors, employee benefit programmes or employees, including persons 

involved in the preparation or issuance of this document may at any time, to the extent permitted by applicable law and/or 
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conflict of interests, as well as disclaimers. A covering strategist may have a financial interest in the debt or equity securities of 

this company/issuer. This document must not be forwarded or otherwise made available to any other person without the express 

written consent of Standard Chartered Group. 

Country/Market Specific Disclosures 
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which is a financial institution licensed under the Section 6 of the Banking Act CAP 46.04 and is listed in the Botswana Stock 

Exchange. Brunei Darussalam: This document is being distributed in Brunei Darussalam by, and is attributable to, Standard 

Chartered Bank (Brunei Branch) | Registration Number RFC/61 and Standard Chartered Securities (B) Sdn Bhd | Registration 

Number RC20001003. Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference 

Number ZC18 and Standard Chartered Securities (B) Sdn Bhd, which is a limited liability company registered with the Registry 
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through an Islamic window. China Mainland: This document is being distributed in China by, and is attributable to, Standard 

Chartered Bank (China) Limited which is mainly regulated by China Banking and Insurance Regulatory Commission (CBIRC), 

State Administration of Foreign Exchange (SAFE), and People’s Bank of China (PBOC). Hong Kong: In Hong Kong, this 

document, except for any portion advising on or facilitating any decision on futures contracts trading, is distributed by Standard 

Chartered Bank (Hong Kong) Limited (“SCBHK”), a subsidiary of Standard Chartered PLC. SCBHK has its registered address 

at 32/F, Standard Chartered Bank Building, 4-4A Des Voeux Road Central, Hong Kong and is regulated by the Hong Kong 

Monetary Authority and registered with the Securities and Futures Commission (“SFC”) to carry on Type 1 (dealing in securities), 

Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activity under 

the Securities and Futures Ordinance (Cap. 571) (“SFO”) (CE No. AJI614). The contents of this document have not been 

reviewed by any regulatory authority in Hong Kong and you are advised to exercise caution in relation to any offer set out herein. 

If you are in doubt about any of the contents of this document, you should obtain independent professional advice. Any product 

named herein may not be offered or sold in Hong Kong by means of any document at any time other than to “professional 

investors” as defined in the SFO and any rules made under that ordinance. In addition, this document may not be issued or 

possessed for the purposes of issue, whether in Hong Kong or elsewhere, and any interests may not be disposed of, to any 

person unless such person is outside Hong Kong or is a “professional investor” as defined in the SFO and any rules made under 

that ordinance, or as otherwise may be permitted by that ordinance. In Hong Kong, Standard Chartered Private Bank is the 

private banking division of Standard Chartered Bank (Hong Kong) Limited, a subsidiary of Standard Chartered PLC. Ghana: 

Standard Chartered Bank Ghana Limited accepts no liability and will not be liable for any loss or damage arising directly or 

indirectly (including special, incidental or consequential loss or damage) from your use of these documents. Past performance 

is not indicative of future results and no representation or warranty is made regarding future performance. You should seek 

advice from a financial adviser on the suitability of an investment for you, taking into account these factors before making a 

commitment to invest in an investment. To unsubscribe from receiving further updates, please send an email to  

feedback . ghana @ sc . com. Please do not reply to this email. Call our Priority Banking on 0302610750 for any questions or 

service queries. You are advised not to send any confidential and/or important information to the Bank via e-mail, as the Bank 

makes no representations or warranties as to the security or accuracy of any information transmitted via e-mail. The Bank shall 

not be responsible for any loss or damage suffered by you arising from your decision to use e-mail to communicate with the 

Bank. India: This document is being distributed in India by Standard Chartered Bank in its capacity as a distributor of mutual 
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resident of any jurisdiction, the laws of which imposes prohibition on soliciting the securities business in that jurisdiction without 

going through the registration requirements and/or prohibit the use of any information contained in this document. Indonesia: 
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directly or indirectly (including special, incidental or consequential loss or damage) from your use of these documents. You 
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financial products. Singapore: This document is being distributed in Singapore by, and is attributable to, Standard Chartered 

Bank (Singapore) Limited (Registration No. 201224747C/ GST Group Registration No. MR-8500053-0, “SCBSL”). Recipients in 

Singapore should contact SCBSL in relation to any matters arising from, or in connection with, this document. SCBSL is an 
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ANY SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS 
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Documentation has been registered as a prospectus with the Monetary Authority of Singapore under the SFA. Accordingly, this 
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