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Credit Crunch         April 1, 2023 

The market bounced in Q1, 2023 and did the opposite of 2022.  Tech led the way and 
risky stocks outperformed more stable stocks.  Supposedly we are off to the races again 
and everything is fine.  Or is it? 

Bear markets see fast and furious snap back rallies.  The Nasdaq saw several 20%+ 
rallies between 2000-2002 on its way to a drop of more than 70%. 

Banks 

March saw Credit Suisse, Silicon Valley Bank and Signature Bank get taken over by 
competitors or regulators.  Normally that spreads contagion fears though the market.  
However, the Fed stepped in and quelled the panic for now.  Are there medium and longer 
term problems affecting banks and hence the economy? 

Banks are basically leveraged bond funds.  They fund themselves with short-term 
deposits and lend long-term.  As the yield curve is generally upward sloping, it often 
produces a nice positive carry.  Except when it does not during an inverted yield curve.  

 

The Fed held interest rates near the zero bound for over a decade.  This made the spread 
between short and long term rates very narrow.    In 2020 the Fed and the US Treasury 
pumped money into the system.  Banks were flush with deposits and needed a place to 
park the cash.  Many banks and investors bought longer term bonds to try to get more 
yield. 

For instance if a bank bought an average bond ladder of 20% each of 2, 4, 6, 8, and 10 
year treasuries, its average yield was less than 1%.  Fast forward two years later with 
yields closer to 4% and the value of the bond ladder is 20% less. 



 

Forester Value Fund April 1, 2023 

 

 
 
forestervalue.com      |       800.388.0365                                                                                                                             2 

 

The FDIC estimates that there are nearly $700 billion unrealized losses on investment 
securities (i.e., duration risk) on bank balance sheets.  Researchers at NYU estimated 
that total unrealized losses are close to $1.7 trillion.  That is compared to bank equity of 
around $2.1 trillion.  Regardless of which number is closer to the truth, the amount is 
significant. 

 

Some of the possible scenarios on how this resolves are the following (assuming just 
duration risk and no credit risk): 
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1. Interest rates go down, which reduces the unrealized losses, (which probably 
means we are in a recession and credit tightens) 

2. Banks hold on to the assets, depositors all stay and the bank just makes little 
return, (which limits the ability to make new loans and credit tightens), 

3. Banks hold on to the assets, some depositors leave and bank the has to take 
losses and maybe raise more capital (which tightens credit). 

 

This implies tightening credit ahead, which implies a softer economy and softer earnings. 
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Let’s take a look at an average bank asset make up. 

 

The Fed is allowing banks to borrow against Treasuries and Agencies at their original par 
value instead of the current market value.  That is an incentive to hang on to that 
government debt.  So if a bank needs to raise cash or conserve capital, it will sell loans 
or reduce lending to consumers, commercial real estate (CRE) and C&I loans.  

While total bank assets aggregate to the above, small and midsize banks make most of 
the CRE loans in the country.  SVB sold their CRE loans at a 30% discount.  Some 
analysts think that will prove to be a high water mark and that CRE loans will now take 
even larger haircuts.  Morgan Stanley Wealth CIO, Lisa Shalett warned that CRE may 
slump 40%.  She also noted that half of the $2.9 trillion CRE loans will be up for 
refinancing in the next two years.  This is a huge risk for CRE in general and the banks 
that made the loans.  Those banks are largely small and midsize.  With office vacancy 
rates at 20 year highs, the situation is volatile. 
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There are some signs that banks are beginning to pull back on lending.  Bank credit 
growth is at decade lows.  Also the demand for C&I and CRE loans has dropped 
significantly.  Bank lending actually dropped over the last couple of weeks in March. 
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On the consumer front, loan delinquencies are back up to 2009 levels.  This could be a 
second headwind for banks. 
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Recession watch 

Leading Economic Indicator continues in negative territory. 

 

The manufacturing PMI is below 50 which implies contraction in that sector. 
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Railroad traffic is back down to levels last seen in 2020 when the economy was shut 
down. 

 

 

Small business optimism remains near its lows as does money supply growth, M2. 
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With the bounce this quarter, the equity risk premium for holding stocks versus bonds 
narrowed.  Should investors require a more normal premium for holding stocks the market 
could be in for a shock. 

 

 
We continue to think 2023 will be an interesting year.  There is a wide range of opinions 
on what will happen to earnings this year as well as if we will have a recession.  Our goal 
is to navigate this uncertainty and provide a positive return. 
 
LOOKING FORWARD 
 
We try to produce the best risk-adjusted returns available.  As risks have increased, we 
have increased our protection.  If risks subside or are priced in, we will gladly reduce our 
protection.  But until the market more fully reflects these risks, we will remain cautious. 
 
Best regards, 

 

 
Thomas H. Forester 

CIO and Portfolio Manager 

 

For more complete information on the Forester Funds, including charges and expenses, 
obtain a prospectus by calling 1-800-388-0365 or visiting www.ForesterValue.com. The 
prospectus should be read carefully before investing.  
 
The foregoing does not constitute an offer or recommendation of any securities for sale. Past performance is not indicative of future 
results. The views expressed herein are those of Thomas Forester and are not intended as investment advice. 
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