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“Regional bank
stocks have been
affected more by
investor concerns
around deposits”.

5 May 2023

Stress in US regional'banks continues,
while the Fed moves towards a pause

US banking sector in brief

The recent banking stress has been a real test of capital and liquidity regulations
enacted after the 2008 crisis. While the banking system has been able to absorb the failure
of three regional banks without creating systemic issues, banks have also been active in trying
to enhance their liquidity positions by parking maturing securities in cash and accessing the
Federal Home Loan facility. They are also more aggressively competing with certificates of
deposit and engaging in deposit splitting. On the deposits front, the banking industry has
witnessed large outflows, more significantly in the case of smaller banks, whereas
money market funds seem to have benefitted.

Regional banks performance

Regional bank stocks are down by approximately 28% year-to-date (YTD) (Figure 1), reflecting
deep concerns among bank equity investors that the US banking system remains vulnerable
to deposit runs, given that there is still $8tn of uninsured deposits.

Figure 1: US bank stocks slump
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Source: Amundi, Bloomberg at 3 May 2023.

Impact of the regional bank turmoil on:

= Broader banking system: Banks subject to Fed stress testing include a wide range
of banks with different tiers of capital, liquidity and testing requirements, with a lower
probability of failure as a result when compared to banks that are not subject to such
requirements. In general, we are convinced that while there are concerns and
stress around the regional banks, large banks and the banking system overall
remain robust.

= Fed policy and Treasuries: We believe the impact of banking stress has probably led
to a lower terminal fed funds rate. If volatility in financial markets increases due to the
banking stress, we expect US Treasuries to rally on a flight-to-quality.

FOMC May meeting review

The FOMC raised the federal fund rate by 25bp but dropped future guidance. Chair Powell
toed a hawkish line, saying that the Fed is far away from hitting its inflation target but
acknowledged that the tighter credit conditions for households and businesses could affect
economic growth. We think that the Fed is setting the table for a conditional pause in monetary
policy. While the financial markets may become excited about the prospect of the Fed moving
to or near a pause, we would advise caution regarding any near-term course reversal by
the Fed since the incoming inflation and economic data are not likely to support rate
cuts.
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AMUNDI INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute 000@

Definitions

= Basis points (bp): One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

= Monetary policy reaction function: A function that gives the value of a monetary policy tool that a central bank chooses, or is
recommended to choose, in response to some indicator of economic conditions

= Quantitative tightening (QT): QT is a contractionary monetary policy aimed to decrease the liquidity in the economy. It means that a CB
reduces the pace of reinvestment of proceeds from maturing government bonds. It also means that the CB may increase interest rates as
a tool to curb money supply.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 4 May 2023. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is” basis
and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic trends
are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and other
conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as
investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including market,
political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive,
consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 4 May 2023.
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