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SUMMARY

• The macrocast™ score suggests the probability of a recessionary bear market remains
elevated. microcast™ shifted to a neutral allocation as the market rally began losing
momentum, and the signal continues to reflect the uncertainty and volatility present in
current market conditions.

• The banks that have failed over the past week were among the riskiest financial
institutions, given their outsized exposure to clientele in the tech industry. Still,
the collapse of these banks highlights the consequences of the Fed’s rapid shift in
monetary policy. Following a multi-year period of zero interest rate policy, the Fed
has increased interest rates at a historic pace bring down inflation. The speed of this
tightening and the sharp draining of liquidity creates stress on the financial system.

• Markets have been quick to adjust their rate hike expectations in the fallout from these
failures. Fed Funds futures are now pricing in a 25 bp rate hike next week, and even the
possibility of no action at all. If the turmoil in the banking sector continues, the Fed may
pause raising rates for the foreseeable future.
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FIRST BANK FAILURES SINCE 2020... 
MORE TO COME?

The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, 
solicitation to sell, or recommendation to engage in any transaction or strategy. Past performance may not be indicative of 
future results. While the sources of information, including any forward-looking statements and estimates, included in this 
(these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire 
Securities LLC and its affiliates do not guarantee its accuracy. 

On Friday, March 10th, the Federal Deposit Insurance Corporation (FDIC) shut down 
Silicon Valley Bank(SVB). After realizing losses tied to their bond investments, the bank’s 
parent company sought to raise capital on Wednesday, startling investors and triggering 
a selloff in the stock’s price. The deal quickly fell apart, and within 48 hours, the bank was 
seized by regulators. 

SVB was not a small institution. SVB, as well as Signature Bank, which was shut down on 
Sunday, were among the 25 largest US banks in terms of assets (table from LPL):
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Banks failures have occurred throughout history, but Silicon Valley Bank is a particularly 
high-profile case. It is the first bank to fail since October 2020, and it is the largest bank, 
in terms of deposits, to go belly up since Washington Mutual collapsed in 2008. Perhaps, 
most notably, however, is SVB’s outsized exposure to startups in the riskier tech and 
biotech space. Relative to the average bank, the bank’s parent company, SVB Financial 
Group, had a riskier and more concentrated deposit base (chart from JPMorgan): 

With SVB’s client base largely made up of 
riskier startups, the bank’s performance 
became closely tied to the path and 
direction of monetary policy. In the midst 
of the pandemic, the Fed’s easy monetary 
policy helped to fuel a boom in new tech 
companies, ballooning SVB’s deposit base. 
Then, as the Fed shifted to a more hawkish 
policy stance and raised interest rates, 
growth in the startup sector slowed and 
deposits began to decline as SVB’s clients 
withdrew cash to cover expenses. The 
boom-bust pattern is highlighted in the  
chart to the right (from Chartr):
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BANK FAILURES COULD CAUSE FURTHER  
TIGHTENING OF LENDING STANDARDS

When rates were low and deposits rising, the bank was thriving, flush with non-interest-
bearing deposits that it was able to invest in higher yielding assets. The bank’s investment 
portfolio grew, but then, as the Fed embarked on their massive rate hike campaign in 2022, 
SVB quickly accumulated losses on their long-term bond investments, just as its main clientele 
started burning cash to fund their businesses. To cover the outflow of deposits, the bank was 
forced to realize losses on their investments to raise liquidity.

Recognizing the stress the bank was under, many of SVB’s biggest clients were encouraged by 
their venture capital partners to withdraw their money, resulting in a devastating bank run on 
Thursday and Friday that doomed the company. 

The Fed’s aggressive rate hikes clearly played a part in the collapse of SVB, but it should be 
noted that bank failures occur whether the Fed is raising rates or not. Between 2009 and 2015, 
the Fed did not raise interest rates once and executed multiple Quantitative Easing campaigns. 
Despite loose monetary policy during this period, 490 banks still failed. 

While SVB and Signature Bank made poor managerial decisions and were unique in their 
heavily concentrated exposure to the tech sector, their demise is a cautionary tale of the 
impact of tighter monetary policy and highlights the risks currently in the market. 

Last month, we highlighted that banks were tightening lending standards, and historically, 
that led to recession. The bank failures over the past week are likely to lead to further 
tightening. Why? Even banks with solid balance sheets and better risk management are not 
going to want to take on 
additional risk under the 
heightened scrutiny of 
wary investors. Even the 
appearance of weakness 
could damage the bank’s 
sustainability. 

We think last week’s 
events make this forecast 
of tighter lending 
standards more probable 
(chart from MarketDesk):
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THE FED MAY PAUSE HIKES UNTIL THEY CAN 
ASSESS THE DAMAGE

Further, we will be keeping an eye on credit spreads, which are a key component of 
macrocast™. Credit spreads measure the difference in yield between treasuries and corporate 
bonds and reflect the level of perceived credit risk by fixed income investors. Spreads tend 
to widen during periods of banking system stress and when there is uncertainty in the 
sustainability of corporate earnings. Despite the market selloff, the contraction in earnings 
estimates, and numerous rate hikes, credit spreads have been remarkably resilient over the 
past year, but that could change, in light of recent events.

While the Federal Reserve took emergency measures to stem off further bank crises, the big 
question is how these events impact the path and pace of rate hikes going forward. 

The bond market was quick to price in a major policy shift. Last week, the two-year Treasury 
yield, which reflects the market’s forecast of the Fed Funds rate over the next two years, 
reached 5%, the highest rate since 2007. Since then, it has plummeted down to 4%. That is a 
huge move in just a few days and may signal a possible inflection point in Fed policy.

Still, Fed officials remain uneasy about inflation levels and aren’t yet confident inflation will fall 
back to their 2% target rate, thanks to robust labor market conditions. 

Given the turmoil in the banking sector, market participants now expect a rate hike of 25 
bps next week, down from the 50 bp rate hike expected a week ago. While the Fed may slow 
their pace of tightening, or even opt for a pause, we believe inflation must fall further or labor 
market conditions weaken before we can be sure this interest rate hiking cycle is finally over. 

In summary, a combination of the tech boom, poor risk management, and the aggressive 
tightening of monetary policy contributed to the failures of Silicon Valley Bank and Signature 
Bank. While the Federal Reserve and Treasury department responded quickly to prevent 
further damage, we expect the shock from the failures to lead to further tightening of lending 
standards and wider credit spreads. All else equal, this increases the risk of a recession later this 
year, but the key question will be how the Fed adjusts its policy path. As new data flows into 
our models, we will continue to look to macrocast™ and microcast™ for guidance through this 
market cycle.
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IMPORTANT DISCLOSURES
The chart(s)/graph(s) shown is(are) for informational purposes only and should not be considered as an offer to buy, 
solicitation to sell, or recommendation to engage in any transaction or strategy. Past performance may not be indicative of 
future results. While the sources of information, including any forward-looking statements and estimates, included in this 
(these) chart(s)/graph(s) was deemed reliable, Corbett Road Wealth Management, Spire Wealth Management LLC, Spire 
Securities LLC and its affiliates do not guarantee its accuracy. 

The views and opinions expressed in this article are those of the authors as of the date of this publication, are subject to change 
without notice, and do not necessarily reflect the opinions of Spire Wealth Management LLC, Spire Securities LLC or its affiliates.

All information is based on sources deemed reliable, but no warranty or guarantee is made as to its accuracy or completeness. 
macrocastTM and microcastTM are proprietary indexes used by Corbett Road Wealth Management to help assist in the 
investment decision-making process. Neither the information provided by macrocastTM or microcastTM nor any opinion 
expressed herein considers any investor’s individual circumstances nor should it be treated as personalized advice.  Individual 
investors should consult with a financial professional before engaging in any transaction or strategy. The phrase “the market” 
refers to the S&P 500 Total Return Index unless otherwise stated. The phrase “risk assets” refers to equities, REITs, high yield 
bonds, and other high volatility securities.

Use of Indicators 
Corbett Road’s quantitative models utilize a variety of factors to analyze trends in economic conditions and the stock market to 
determine asset and sector allocations that help us gauge market movements in the short- and intermediate term. There is no 
guarantee that these models or any of the factors used by these models will result in favorable performance returns. 

Spire Wealth Management, LLC is a Federally Registered Investment Advisory Firm. Securities offered through an affiliated 
company, Spire Securities, LLC, a Registered Broker/Dealer and member FINRA/SIPC. Registration does not imply any level of 
skill or training.  

TAX FILING DEADLINE
IS RIGHT AROUND THE CORNER

Don’t forget to meet with your tax 
professional (if needed) or make your 

IRA contributions before the deadline.
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