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More than one month has passed since the Silicon Valley Bank failure gave investors something new to
worry about. The health of the banking sector at large was in question, and the worries compounded as
more problematic institutions trickled into the news: Signature Bank of New York, First Republic Bank,
Credit Suisse. The good news is that conditions have stabilized since that first spate of failures. Deposit
outflows have slowed, and banks have reduced their emergency borrowing activity at the Fed’s discount
window and the Bank Term Funding Program that was set up to provide liquidity in the wake of the Silicon
Valley Bank nosedive. But there is an element of unease to the calm, with a sense that more trouble lies
ahead. Not so much of the systemic bank failure variety of trouble, but more about what the likelihood of
sharply reduced credit creation means for the general economy.

The Big Get Bigger

One of the first things many people did after SVB hit the news was to pull their money out of their local
mom-and-pop banks and put it into one of the banking giants. Today we got some hard data about this
trend as the largest banks kicked off the first quarter earnings season with their results. JPMorgan Chase
recorded deposit growth of $37 billion in the first quarter, with much of that coming in the last three
weeks of March. The institution’s net interest income (the difference between what they earn from loans
& other assets and what they pay on deposits) grew 49 percent year-on-year, and net earnings per share
of $4.10 far exceeded the $3.39 EPS expected by analysts covering the company. Other leading banking
institutions including Citi, Wells Fargo and PNC also exceeded analysts’ earnings estimates. This is an
important bit of good news, since these are the institutions that would be at the core of a genuine systemic
failure. Their strength is a sign of health for the system at large.

Storm Clouds

JPMorgan Chase head Jamie Dimon is fond of the phrase “storm clouds,” which he often invokes in the
same paragraph as “healthy footing” in talking about the economy. As in: healthy footing today but storm
clouds on the horizon. Those clouds may be nearer and darker than they were the last time Dimon used
the phrase, three months ago. In today’s earnings report the bank noted a reserve build of $1.1 billion to
provision for potential credit losses. The recent turmoil in the banking sector will likely result in tighter
credit conditions as banks curtail lending and focus on maintaining adequate liquidity and capital reserves.
Less access to credit is in turn likely to accelerate the slowdown in consumer activity that we saw evidence
of even before the SVB failure. And as we know — all together now — consumer spending drives the US
economy, so when it slows so does everything else.

In summation, our main takeaway from what we have seen so far of bank earnings underscores the
fundamental difference between the current environment and the 2008 crisis — this is not a systemic
event that threatens the system’s core infrastructure. We expect conditions will continue to stabilize. But
the slowdown in credit will likely be an accelerant to already-slowing consumer activity. Interest rates are
not likely to come down any time soon (no matter what the bond market thinks), which will further deter
credit creation. The growth cycle will resume, but likely not before we have a few slow months.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Supplemental disclosure item: MV Financial maintains an active portfolio position in shares of JPMorgan Chase, mentioned in this
commentary.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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