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IS THIS BANKING AS…UNUSUAL? 
 
It has begun to strike us that the banking industry in the U.S. may have entered a period that is—well, unusual—and 
that while we are always loath to say this time is different, this time indeed may be. We have struggled in recent days 
to recall exactly what a “banking cycle” looks like—and have struggled doubly hard to recall exactly the last time that 
we had a cycle that looked normal—and perhaps it’s important to go back into recent banking history to gauge exactly 
where we are now in the cycle of credit and banking and what permanent changes that the Financial Crisis may have 
wrought. 
 
Since we first came into the business world in the late 1970s--an era of 6%+ inflation, a metric that seems inconceivable 
in retrospect—it seems that banking cycles have been both predictable and have ended in copious tears. Chairman 
Volcker’s determination to get inflation under control resulted in stratospheric interest rates—we personally recall 
buying our first house in 1981 with a 21% VA mortgage—but Mr. Volcker was able to bequeath to his successor, Alan 
Greenspan, the ability to begin to lower rates dramatically after the Crash of 1987 and to usher in a period of falling 
interest rates and general recovery from the disastrous 1970s.  
 
Yes, there were some serious hiccups in the banking industry along the way. Some banks responded to falling rates by 
beefing up bond portfolios, with the result that a number of bank balance sheets exploded in the mid-1990s and 
regulatory strictures and capital raises (and mergers) ensued. The Dot-Com Bust at the turn of the century followed 
closely by the tragedy of September 11 precipitated a period of low rates that undeniably led to the housing bubble and 
to the other financial excesses that led us into the horrible and destabilizing events of 2008. And the last decade—
perhaps the most singular in American financial history—has been one of continued extraordinarily low rates and asset 
price stabilization as the causes and consequences of the Great Meltdown have continued to reverberate with the public 
and with banking regulators alike. 
 
It’s clear that the banking cycles of the most recent decades have been driven by these efforts on the part of the Federal 
Reserve to stabilize markets through the use of monetary policy, and thus it is understandable that there is a fair amount 
of anxiety currently that history may be repeating itself in the Fed’s decision to back off on raising rates and to step back 
from its stance of “normalizing” the yield curve. This air of uncertainty has been heightened by the highly unusual 
political atmosphere of a President who consistently berates the Fed Chairman for what he sees as a too-high rate 
environment at the same time that he pursues tariffs that would raise the inflation rate and thus necessitate higher 
interest rates. Unusual—and we hope aberrant—indeed. 
 
 

June 21, 2019  

Quarterly Earnings  

Review | 2019 | Q1 

 
 
 



 

 Atlanta  |  Charlotte  |  BanksStreetPartners.com 

1Q19 Earnings Review  

June 21, 2019 
 

 
The first quarter of 2019 marked a good beginning to the banking year, although not a stellar one. There are always 
structural issues in first quarter results for the banks that lead to lessened sequential earnings—the occurrence of two 
fewer calendar days for purposes of interest income accrual, as well as the renewed accrual of FICA and other 
expenses—so banks start the year in a bit of an earnings hole. In addition, the first quarter usually marks a low (due to 
seasonal factors) for residential construction as well as home-buying activity, two important revenue generators for 
Southeastern banks. Well, there was all of that—and more—reflected in 1Q19 results, as well as indications that the 
banking industry may be taking a bit of a collective breather after a year of deals and cut-throat competition for both 
loans and deposits. 
 
As we write these Perspective reports, we rely heavily on management commentary from the quarterly earnings calls 
both to develop a quarterly narrative and to divine where the industry might be headed in the year ahead. After 
reviewing our notes, we must say that we are hard pressed to opine either upon a unifying theme or to guess how 
banking industry results might end this year. The accompanying quarterly commentary on the part of CEOs (of banks 
both large and small) was unusually diverse in tone and in guidance, and we suspect that the upcoming second quarter 
earnings discussions may be similarly opaque. 
 
For example, while Bank of America Corp. (BAC) CEO Brian Moynihan referenced his company’s results as being “the 
best in the history of the company” and CFO Paul Dinofrio cited “disciplined deposit pricing” as one of the positive 
factors in BAC’s earnings trends, BB&T Corp. (BBT) CEO Kelly King cited a deposit beta that was higher in the first 
quarter due to “marketing efforts in some competitive markets.” Tom Broughton, CEO of fast-growing ServisFirst 
Bancshares (SFBS), characterized his bank’s first quarter as being “not the best, but with solid growth.” (We would 
note that loans grew 12% year-over-year at SFBS, which proves that in banking, it’s all relative.) And Terry Turner of 
Pinnacle Financial Partners (PNFP), the acknowledged king of revenue growth in the region, still foresees “low-to-mid 
double digits” loan growth in 2019, as well as “not much contraction” in the net interest margin for the year—all of 
which would imply a continued bright earnings outlook at PNFP. 
 
Yes, the verbiage was all over the place. After every quarter, we also compile an exhaustive list of statistics in hope of 
fleshing out the underlying fundamentals, and we’re afraid that the first quarter numbers echoed the management 
commentary—they gave few clues about 2Q19 and beyond. Profitability in all bank size segments took a hit, with 
ROTCE metrics for the largest segment of banks showing the smallest decline sequentially (from 16.35% down to 
16.19%) and ROAA actually increasing from 1.30% in 4Q18 to 1.33% in the first quarter. A big improvement in 
profitability at Synovus Financial Corp. (SNV)—where ROTCE rose 258 bps due to the initial positive impacts of the 
FCB Financial deal—was the main factor in the aggregate improvement in the large bank numbers. 
 
Some interesting things are going on with earnings in the large community banking segment—those community banks 
that are active acquirers and whose results are occasionally erratic due to deal activity. That seemed to be the case in 
1Q19 as several of our monitored banks had big drops in profitability from 4Q18 results as they moved into the “early 
consolidation” phases of deals struck last year. 
 
We would point to Ameris Bancorp (ABCB), CenterState Bank Corp. (CSFL) and Seacoast Banking Corp. of Florida 
(SBCF) particularly as banks where the completion of recent mergers has been accompanied by higher expenses that 
have not yet begun to be whittled down and ROTCE has suffered as a result, leading to an aggregate decline in 
profitability for this sector. (Aggregate ROTCE declined from 17.89% in 4Q18 to 16.68% in 1Q19.) However, we would 
expect that these numbers should improve throughout this year as these recent mergers begin to be more fully 
consolidated and expenses begin to decline at these banks. 
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The biggest focus of investor attention for the past year has been the magnitude and direction of net interest margins, 
and given the recent developments in the yield curve, this focus is likely to only intensify in the months ahead. It must 
be remembered that 1Q19 results reflected the largely beneficial impacts of the Fed’s 25 bps rate increase in mid-
December, and given the complete reversal of that normalizing stance, the likelihood is growing that the Fed will cut 
rates in coming months. We have spoken with several banks in recent days and they have emphasized the difficulties 
that they are now experiencing with asset/liability management, particularly with the formulation of effective rate 
hedges during a time of yield curve inversion. 
 
The lower rate environment should have one beneficial side effect—the expectations on the part of both commercial 
and retail depositors for higher rates on their deposits should be quashed at some point and we would expect that the 
whole subject of “deposit betas” may not be much discussed in future quarterly reports. But having said that, we would 
note that consumer expectations die hard and that Synovus CEO Kessel Stelling cited a preference among his depositors 
for CDs in 1Q19. (Time deposits just about doubled as a percentage of SNV’s deposit base during the first quarter. 
Welcome to Florida.) 
 
We would also ponder whether one other beneficial 1Q19 trend might see a reversal—the lessening of the commercial 
loan pay-downs and payoffs that had dampened loan growth during the course of 2018. (Pinnacle CEO Terry Turner, 
among others, cited a lower level of payoffs as a factor in his loan growth expectations for 2019.) But given the present 
likelihood of lower rates combined with a new environment of uncertainty in the political and economic outlook, might 
commercial CFOs be inclined to invest less in new plant and equipment and more into paying down existing debt? It’s 
a thorny issue and will be a question widely asked in the coming earnings season. We would hope that the temperature 
in Washington—on both the issues of trade and impeachment—would be turned down in coming months and that 
business confidence would be allowed to continue to grow, but that is a tough bet to make at this point. 
 
The final issue in any quarterly assessment is credit quality, and we will be saying more about this important subject in 
coming publications. We would note that overall, issues being experienced with credit are “relatively minor” (in the 
words of Terry Turner) and that sentiment was echoed pretty much throughout the industry. (Kessel Stelling of Synovus 
cited “no material deterioration” in his company’s credit quality outlook.) However, the CFO of JPMorgan Chase & 
Co. (JPM), Marianne Lake, cited the appearance of “idiosyncratic” credit issues for the second quarter in a row, leading 
one questioner to ask how many quarters of idiosyncratic nonaccruals does it take before that becomes a credit cycle. 
That’s a good question, and we expect that it is one that will be increasingly asked. 
 
So where are we in the industry as we approach the mid-year point? We hate the word “headwinds” when it comes to 
describing the challenges in the banking environment, but we cannot think of a time when that word has been more 
apt. The industry is in good shape from almost any perspective—capital is more than adequate, funding trends remain 
positive (although core deposit growth has definitely slowed), expenses remain an industrywide focus and continue to 
be whittled down, credit quality is not yet showing any significant negative changes, and the expectations for growth 
in lending volumes this year are modest overall. 
 
A decent environment, although admittedly not a rip-roaring one, but one under which banks should continue to 
generate more than enough capital to fund organic growth and to return ample capital to shareholders. And yet the 
valuations of the bank stocks are low (under 10x 2020 earnings for the large banks and under 11x for the growth 
community banks) and headed lower, which should lead any analyst or investor to ask—what’s wrong with this 
picture? 
 
Unsurprisingly, the interest rate environment and the perception that the Fed is being harangued into lowering rates is, 
we believe, the biggest cloud hanging over the banks right now. Following closely is the perception that President  
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Trump’s trade wars may have unintended consequences that he and his advisers are either ignoring or (more scarily) 
of which they are ignorant, and there does not seem to be a steady hand of guidance among the President’s coterie on 
the whole huge issue of tariffs. Third is the perception that the business cycle is growing long in the tooth indeed and 
that a recession is in the offing, no matter who wins the presidency in 2020.  
 
And finally, we would remind readers that the issue of CECL is still out there, and that the preliminary impacts of CECL 
modeling will soon become known. If Bank of America’s recent assessment—that they might be forced to raise their 
loan loss reserves by as much as 20% as a result—are any indication, this issue could be a massive one indeed and could 
lead to the reassessment of the capital return plans of many banks. We would note that there is not yet anything written 
in stone about CECL and whether the changes will proceed as initially anticipated, but heading into a time when growth 
is slowing and recession possibly looms, it is simply one more issue that the banking industry does not need. 
 
So how should the banking industry respond to all this gloom? It should do what it has always done, but with a renewed 
sense of purpose and vigor. It should take the cutting shears to expenses yet once again, and it should include within 
those assessments which businesses and which geographies no longer make sense. (Yes, the mortgage business will 
likely get a lift from lower rates—but does it make sense for smaller players in the long run?) Consolidation within the 
community banking segment (especially at the smaller end) should get another push here, and we would urge all small 
banks to take a dispassionate look at their prospects. 
 
In short, it’s time for a big dose of reality in banking. It’s increasingly apparent that nobody will be bailed out by the 
yield curve, there is a distinct possibility that the regulatory environment will change yet again (and not for the better), 
and that the march toward mobile and digital banking moves on. Our sense (after 37 years) is that the whole banking 
model is at a tipping point—but which way it may tip, we have no idea. Banking as unusual is here to stay, and we all 
better get used to it. 
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