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1. 2023 key takeaways

2. Moody’s US bank rating action recap

3. 2024 outlook and what risks may rhyme

4. Outlook on US bank regulation & FHFA review of FHLBs

5. Q&A

Agenda



1 2023 key takeaways
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Big mismatch on assets vs funding post-pandemic; 
while banks’ IRR hedging didn’t keep pace
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» Inflation forecasts were wrong -- significant Fed tightening needed to try to get back to 2% target

– Banks and the public sector (US Treasury and Fed) with short-dated liabilities most subject to repricing and most exposed to higher 
interest rates post-pandemic

– Fed QT also added pressure to US banks’ liabilities; QE created deposits during the pandemic; QT and ON RRP growth are headwinds
to deposits.

» IRR poorly regulated and supervised; some banks were focused on it despite limited regulation; others were not

– Banks that over-focused on NII measures during the pandemic ended up with high levels of resi mortgage and/or fixed rate securities 
and, in turn, negative EVE/economic exposure when rates rose and deposits proved less core than anticipated

– Uninsured bank creditors worried about significant unrealized economic losses not captured in most US banks’ regulatory capital – a 
negative shock to confidence sensitive funding that spread

» Several important risk management lessons learned

– Recency bias – over-focus on GFC/credit stress in some bank management teams as most important/“only” real risk

– Some over-reliance on the forward curve to think about IRR which suggested rate cuts through out all of 2023 that never materialized

– Contingent funding plans not a focus for all banks despite historic Fed tightening

– Additional layer of operational risk with lack of system/process readiness to promptly deal with changing circumstances 

– For some banks, economic capital becomes and remains a challenge

2023 key takeaways – history rhymes – flashback 
1980s



2
2023 Moody’s 

US bank rating action 

recap
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Baseline Credit Assessments (BCA) of US Banks

Median US bank BCA is baa1; one third have 
negative outlook

Current Debt Rating Outlooks 
of US Banks

1) The current BCAs and rating outlooks are as of 9 January 2024. 
Source: Moody’s Investors Service
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Deterioration in operating environment and funding conditions drove change

April 2023: US banking system macro profile revised 
down

» US banks continue to benefit from 

operating in an environment with 

exceptional economic strength, high 

institutional strength although 

susceptibility to event risk has 

worsened.

» We lowered the macro profile of the 

US banking system to Strong+ from 

Very Strong- to reflect deterioration in 

the operating environment and funding 

conditions. 

» Moody’s US sovereign outlook change 

and related sovereign scorecard 

changes did not affect our US banking 

macro profile, but our susceptibility to 

event risk score declined to “baa” from 

“a” underscoring rising political risk to 

the US’ fiscal position and overall 

sovereign credit profile.

Source: Banks – United States: Macro profile: Strong +, published on 21 April 2023; Moody's Investors Service

https://www.moodys.com/research/Banks-United-States-Macro-profile-Strong--Sector-In-Depth--PBC_1355993


3
2024 outlook –

our baseline and 

what may rhyme
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Base case for inflation falls to 2%; but risks skewed to 
the upside

US inflation

Percentage point contributions to month-over-month US core inflation

COVID-related services include hotels and motels, airfares, car and truck rentals and recreation services
Source: BLS, EIA, CME Group, Haver Analytics and Moody’s Investors Service
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Short-term interest rates have plateaued as 10 year- 3 month spread reached a low in Q2 2023

Both level of short-term rates and the shape of curve 
are headwinds 

Source: U.S Board of Governors of the Federal Reserve System, Bloomberg, Moody’s Investors Service 

1) The charts above show data from 31 January 2000 – 31 December 2023. 
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C&I = Commercial and Industrial. 
Source: Haver, Company Reports, Moody’s Investors Service 

Moody’s baseline macro and corporate default 

forecasts imply US C&I NPLs of about 1.0%
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Higher cap rates and office vacancy signal higher 
charge-offs ahead

Source: Moody’s Investors Service, FDIC - Quarterly Loan Portfolio Performance Indicators

US bank CRE net charge-offs % average loans, Q1 1990 – Q3 2023
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Source: FDIC, Moody’s Investors Service 

Resi NCOs likely better than 2001; concerned about 

auto and credit card NCOs which are at 2019 levels 
Bank residential mortgage charge-off %
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Tier 1 Capital

Community banks’ risk-based capital ratios now below 
larger US banks, but leverage ratio remains favorable
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December 2023 Senior Financial Officer Survey: average cumulative deposit betas through 3Q23 vs. 
expectations for cumulative deposit beta through 1Q24

Banks continue to expect rising deposit betas

Source: Federal Reserve Senior Financial Officer Survey, Moody’s Investors Service 
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» Last mile on inflation may be the hardest; US inflation and interest rates continue to surprise to the upside

» Long-term Treasury rates rise due to non-Fed factors / Treasury market disruption 

» Macro factors pressure deposits again – multiple possible channels

– QT pressure on deposit resumes once ON RRP balances are drained/FOMC slow to stop QT

– April 15 tax payment – biggest seasonal weekly deposit drain

– Further bank failures cause deposit confidence to become unhinged again; no changes post SVB to deposit insurance regime.

» CRE risks materialize and create new banking sector confidence pressures

» Greater tension between Fed policy objectives – bringing inflation down vs banking sector stability

» Scope of applicability of banks’ loss forecasting models could be limited – 1980s flashback but we don’t have that historical loss data; 
maybe new regime where interest rates may stay higher but credit loss begins to mount for some loan types (CRE, small business)

2024 – how might history rhyme and pose risks  



4
US bank regulation 

and FHFA review of 

FHLBs
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» Comment period on Basel III endgame extended to mid-January 2024

– The extended deadline indicates that a large number of parties intend to provide comments

– As a result of the extension, a final rule is not likely until mid-2024 at the earliest

– Fed Chair Powell noted that “we'll come to a package that has broad support on the Board”, suggesting the original capital proposal 
might be watered down; maybe only apply to banks with assets > $250 billion?

– Weaker prudential regulation based on bank asset size we view as credit negative.

» We expect proposals to expand the scope of application of LCR and NSFR

» No proposals yet on the regulation and supervision of interest rate risk, a key sector challenge

» In late October, the Fed proposed a lower maximum interchange fee for large debit card issuers, a future revenue headwind

» Still pending are a final rule on the expansion of long-term debt requirements to large regional banks and enhancements to resolution 
requirements

Regulatory response to recent bank challenges still 
evolving; 2024 regulatory calendar will be busy
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» FHFA report on FHLBs emphasized three key priorities:

– strengthening the FHLBs’ focus on housing goals; 

– shifting the FHLBs away from emergency funding for banks, particularly those in strained financial condition, while still remaining a 
stable and reliable source of liquidity for members in the ordinary course of business

– Improving the FHLBs’ efficiency and governance.  

» A lot of the FHFA’s agenda requires rulemaking or legislation…

» But key for 2024 -- access to FHLB funding for banks in a weakened financial condition could be tightened through FHFA supervision.  

» Supervisory guidance to both banks and the FHLBs could reinforce this objective and result in more Federal Reserve (Fed) discount 
window borrowing or banks turning to other back-up sources of liquidity, such as brokered deposits, in times of funding stresses going 
forward.  

» It is hard to predict ex-ante how such a shift could change a bank failure, but it could speed the transition from an underperforming bank 
to a bank at heightened risk of failure.

FHFA’s review of the FHLBs
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Moody’s publicly rated US community and small 
regional banks

Moody's Rated US Community Bank Abbreviated Name BCA Outlook Total Assets (USD Billions)

First Merchants Corporation First Merchants a3 NEG 18.0 

Amarillo National Bancorp, Incorporated Amarillo baa1 STA 8.8 

Apple Financial Holdings, Inc. Apple baa1 STA 16.9 

CTBC Bank Corp. (USA) CTBC baa1 STA 5.2 

Hilltop Holdings, Inc. Hilltop baa1 NEG 16.4 

Washington Federal, Inc. Washington baa1 NEG 22.5 

WSFS Financial Corporation WSFS baa1 STA 20.0 

Berkshire Hills Bancorp, Inc. BHLB baa2 STA 12.1 

Peapack-Gladstone Financial 
Corporation

Peapack baa2 STA 6.5 

Merchants Bancorp Merchants baa3 STA 16.5 

1) The BCAs and outlooks are as of 9 January 2024. 2) Total assets are as of 30 September 2023. 3) CTBC is an MDI
Source: Moody’s Investors Service
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Our process is efficient, timely and focused

Information flow for Moody’s typical rating process

Note: Moody’s has a strict separation policy between the analytical team and the commercial team. Our analysts are not permitted to engage in, or be privy to, any fee discussions

Time to publication may differ according to local regulations. In some jurisdictions, for first time ratings, new issuers can have up 60 days to decide whether to publish
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Moody’s Banks Methodology
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Baseline Credit Assessment Support and Structural Analysis

The BCA analyses a bank’s financials and operating environment to capture its stand-
alone probability of default

BCA Components:

» Macro Profile: Captures the bank’s operating and economic environment

» Financial Profile: Captures the bank’s financial health, gauging key solvency and 

liquidity ratios, together with Macro Adjusted Scores and judgments, creating a 
forward looking assessment

» Qualitative Factors: Adjust Financial Profile to reflect non-financial qualitative 
judgments

Moody’s individual credit ratings speak to each credit instrument’s expected loss

Support and Structural Analysis:

» Affiliate Support: Adjusts the BCA to capture the likelihood of affiliate support 

from parent and/or cooperative group support, resulting in the Adjusted BCA

» The Loss Given Failure (LGF) analysis: Captures the risks different creditors are 

exposed to in the event of the banks failure, absent government support

» Government Support: Captures the extent to which risk to each creditor class is 

mitigated by public support and adds uplift at the instrument class level

Baseline Credit
Assessment (BCA)

Adjusted BCA Final
Credit Ratings

Baseline Credit Assessment Support and structural analysis

Macro
Profile

Financial
Profile

Qualitative
Factors

Affiliate

Support

Loss Given

Failure (LGF)
analysis

Government
Support

Source: Moody‘s Investors Service

A sequential analysis taking into account a new form of “resolution” and generating ratings for each instrument class 
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LIQUIDITY (35% weight)
The combination of the 
mismatch between the 
maturity of a bank’s assets 
and its liabilities, the 
reliability of funding, and its 
capacity to meet cash 
outflows from liquid 
reserves

What do our financial ratios mean

SOLVENCY (65% weight)
The combination of a 
bank’s risk, and its capacity 
to absorb any resultant 
losses from capital and 
earnings 

R
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le The ratios necessarily fluctuate over time, and their significance varies. For the problem loan ratio and profitability ratio, we review the latest three year-end ratios as well as the most recent 
intra-year ratio where applicable, and base our starting point ratio on the weaker of the average of this period and the latest reported figure. This reduces the inherent cyclicality of these ratios 
while ensuring that we capture sudden deterioration. Improvements thereby have a slower impact, which reflects our view that they should be proven over time. For the capital ratio, we use the 
latest provided figure. For the funding structure and liquid asset ratios, we use the latest year-end figures as we believe them to be the most representative and reliably. 

Due to national differences in the implementation and the phase-in period of the Basel III Accord, we use the Tangible Common Equity, TCE, as the numerator for our capital ratio since it is 
close to the narrowest and now most prevalent regulatory measure of capital, Common Equity Tier 1. We focus on pure common equity and exclude “hybrid” instruments. TCE also caps the 
contribution of deferred tax assets at 10% of the total and excludes minority interest.

LIQUID RESOURCES (15% weight) as measured by Liquid Assets / Tangible Assets, is an indicator of a bank’s ability to attain funding from 
credit-sensitive investors. If a bank has a stock of high-quality liquid instruments that it can sell or repo for cash, it will be better able to 

respond to the changing behavior of its counterparties.
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FUNDING STRUCTURE (20% weight) as measured by Market Funds / Tangible Banking Assets, has a strong bearing on the bank’s potential 
to need assistance. If a bank makes significant use of unreliable funding sources (short-term or from risk-sensitive counterparties), it is more 

likely to suffer difficulties refinancing its debt.
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CAPITAL (25% weight) is measured by Tangible Common Equity / Risk-weighted Assets. Good capital levels are important since the greater 
the risk of unexpected losses, the more capital a bank needs to hold to protect bondholders and maintain the creditor confidence necessary 

to fund itself. L
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PROFITABILITY (15% weight) as measured by Net Income / Total Assets, helps determine an institution’s ability to generate capital, and is a 
complementary indicator of its ability to absorb losses and recover from shocks. W

O
R
S
T

O
F

ASSET RISK (25% weight) is measured by the Problem Loans / Gross Loans ratio, which signals potential problems, credit losses and 
pressure on solvency that disadvantage bondholders. Most bank failures stem from credit risk, since even a small deterioration in the value of 
an institution’s assets can have a significant effect on its solvency given the bank’s typically high balance sheet leverage. W

O
R
S
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O
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Source: Moody‘s Investors Service



Acquire or Be Acquired – Moody’s Investors Service, January 2024 31

What do our ratings and assessments mean

Moody’s Ratings and Assessments

Counterparty Risk Assessment

Baseline Credit Assessment (BCA)

Probability of 

default

measure

Probability of 

default

measure

Expected loss

measure

COUNTERPARTY RISK ASSESSMENT (CR ASSESSMENT) Counterparty risk assessments are opinions on the likelihood of a default by an issuer on certain senior 
operating obligations and other contractual commitments, including payment obligations associated with covered bonds (and certain other secured transactions), 
derivatives, letters of credit, third party guarantees, servicing and trustee obligations and other similar operational obligations that arise from a bank in performing its 
essential client-facing operating functions. CR assessments are assigned to legal entities in banking groups and, in some instances, other regulated institutions with 

similar bank-like senior obligations. CR assessments do not take into consideration the expected severity of loss in the event of default.

DEPOSIT RATINGS Our Long-Term Bank Deposit Rating is an expected loss measure, which considers both the likelihood of default and severity of loss, and our 
opinion of a bank’s ability to repay its foreign and/or domestic currency deposit obligations with an original maturity of one year of more. It takes intrinsic strength (the 
BCA) as a starting point and further incorporates our view of the expected financial loss in the case of a default (our Loss Given Failure or LGF analysis) as well as any 
government support that may be provided. Applies to the most junior class of uninsured deposits, such as large corporate or institutional deposits, including term 

deposits  with maturities of over one year. Short-term ratings are used for deposits of less than 13 months original maturity and are mapped from the LT deposit rating in 
four rating categories (Prime-1, Prime-2, Prime-3, Not Prime).

BASELINE CREDIT ASSESSMENT (BCA) The BCA expresses the likelihood of an issuer defaulting on one or more of its debt obligations, or requiring financial or other 
support to avoid such a default, and does not provide an opinion on the severity of any loss. It is our opinion of a debt issuer’s standalone intrinsic strength, without any 
external support. To determine our Adjusted BCA we incorporate into the BCA our assessment of the likelihood of support for the issuer from affiliates ( a parent, group, 
or cooperative structure).

LONG-TERM SENIOR UNSECURED DEBT RATING / ISSUER RATING It is an expected loss measure that expresses our opinion of the ability of debt-issuing banks to 
honour their current and future senior unsecured debt and debt-like obligations with an original maturity of one-year or more. As with Deposit Ratings it takes intrinsic 
strength as a starting point and further incorporates our view of the expected financial loss in the case of a default as well as any government support that may be 
provided. If the rated entity has no senior debt outstanding, we may assign an Issuer Rating as a placeholder. 

SHORT-TERM DEBT Short-term debt ratings are used for debt of less than 13 months original maturity, including commercial paper, and are an expected loss measure. 

These are mapped from the long-term debt rating in four categories.

JUNIOR SECURITIES Like deposits and senior debt, these securities are rated as part of our LGF post-failure analysis. We may remove additional notches from the 
instrument rating to reflect the risk that the instruments could suffer losses before an institution reaches the point of failure (e.g. coupon suspension or principal is 
converted to equity or written down, in the case of non-viability or high trigger contingent capital securities).

Deposits

Senior unsecured

Subordinated

AT1 rating / Hybrid rating

Counterparty Risk Rating COUNTERPARTY RISK RATING: CRs are opinions of the ability of entities to honor the uncollateralized portion of non-debt counterparty financial liabilities (CRR 
liabilities) and also reflect the expected financial losses in the event such liabilities are not honored.R

Source: Moody‘s Investors Service
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