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Market Review 

About the only thing good to say about the equity markets last week is that trading was shortened by a 

day due to the MLK holiday. After all, stocks of all shapes and sizes endured their worst week since 

March 2020,… 



 

…supposedly due in large part to worries about rising interest rates, which didn’t rise when all 

was said and done over the four trading sessions! 



 

Certainly, we are never surprised when stocks suffer trips south, as setbacks are always part of 

the long-term investment process, with drops of 7.5% or greater (the S&P 500 is now off more 

than 8% from its January 3 closing high) happening every 7 months on average,… 



 

…and if truth be told, we are not displeased to see investors focusing much more intently on the 

valuations of the stocks they own. Yes, many of our holdings were hit hard last week and thus far 

in 2022,… 



 

…but Value has been outperforming of late by a wide margin, with the bubbles bursting for 

many profitless or super-expensive momentum-investor favorites. The table below illustrates in 

gory detail the carnage of what we speak, led by a follow-up on our November 2021 Editor’s 

Note. Alas, those who got caught up in the case of mistaken identity that took a Nova Scotia-

based specialty chemicals company called Meta Materials sharply higher when Facebook 

announced plans to change its name to Meta Platforms are sitting on a 63% loss since 

Halloween! 



 

To be sure, we are not crowing about the red ink endured so far in 2022,… 



 

…but the popping of the Tech Bubble in the year 2000 saw a sizable short-term Q1 plunge in the 

Russell 3000 Value index more than overcome by the end of that tumultuous year. 



 

Certainly, developments over the weekend might lead to continued selling when trading reopens 

this week (the equity futures were up, however, as this missive went to press), but we remain 

confident in the long-term prospects for stocks,… 



 

…and we note that we are now in the 38th selloff of 5% or greater without an intervening 

rebound of 5% just since the end of the Financial Crisis 13 years ago. 



 

More importantly, we are very comfortable with the reasonable valuation metrics for the stocks 

in our broadly diversified portfolios,… 



 

…especially as we think corporate profits are likely to continue to show handsome growth for 

the foreseeable future,… 



 

…with dividend payouts likely to continue to rise. 



 

Yes, we realize that there are questions about the health of the U.S. economy, with mixed 

numbers out last week on manufacturing,… 



 

…and a jump in initial filings for unemployment benefits,… 



 

…but data on housing was solid,… 



 

…and the forward-looking Index of Leading Economic Index suggested “robust” GDP growth is 

expected for 2022. 



 

Obviously, the Federal Reserve is a major wildcard, with the interest rate futures market now 

suggesting that there will be four 25-basis-point hikes in the Fed Funds rate this year,… 



 

..but five decades of analytics argue that though equities have not done as well when the Fed is 

raising rates, stocks (led by Value) have still enjoyed solid gains, on average. 



 

Past performance is no guarantee of future performance, but students of market history will also 

like the latest American Association of Individual Investors Sentiment Survey. 



 

Stock Updates  

Keeping in mind that all stocks are rated as a “Buy” until such time as they are a “Sell,” a listing 

of all current recommendations is available for download via the following link: 

https://theprudentspeculator.com/dashboard/. We also offer the reminder that any sales we make 

for our newsletter strategies are announced via our Sales Alerts. 

Jason Clark, Chris Quigley and Zack Tart offer updates on 12 of our stocks that reported 

quarterly results last week or had news out worthy of mention. 

Bank of America (BAC – $44.92) earned $0.82 per share in Q4, bringing the full-year total to 

$3.57, or some 30% higher than the pre-pandemic peak. America’s largest retail bank returned to 

loan growth on a year-over-year basis as deposits also grew by $48 billion from Q3 to nearly 

$1.4 trillion by quarter-end. Consumer activity remains robust with roughly 1 million new credit 

card accounts issued in Q4 alone, returning to the same level of new card production as before 

the pandemic. An all-time high of $3.8 trillion in total payments (well-diversified by method) 

were made by customers throughout 2021, an increase of 24% over pre-pandemic levels, with 

Q4 payments up 28% over 2019. The quality of deposits strengthened with non-interest-bearing 

funds now 40% of the total across the franchise, versus 37% in Q4 ‘2020. 

https://theprudentspeculator.com/dashboard/


CEO Brian Moynihan recapped, “We generated more than $7 billion of earnings in every quarter 

in 2021. When you look at the balance sheet, we grew deposits $270 billion in 2021. That was on 

top of the $360 billion of growth we had in 2020. Our loan growth accelerated throughout the 

year. Fourth quarter represented the strongest quarter of organic loan growth we have 

experienced at Bank of America. Now of course, that’s absent the first quarter of 2020 at the 

start of COVID, which had $70 billion of panic drawdowns in a few weeks.” 

And the banks customer base remains in great shape. He added, “For people with less than 

$2,000 average balances before the pandemic, they’re now sitting with 5x the balances they had 

pre- pandemic. For those customers at $10,000 in accounts before the pandemic, they’re now 

sitting with 2x in their accounts.” 

Net interest yields weakened by 4 basis points from Q3 to 1.64% in Q4, but B of A estimates that 

a parallel shift higher by 100 basis points in the interest rate yield curve would add $6.5 billion to 

net interest income over the next 12 months. As one of the two money center banks expected to 

keep expenses relatively stable over the next year, much of that would-be profit boost would 

likely fall to the bottom line and improving operating leverage. 

 



BAC remains a favored holding in many of our diversified portfolios as we continue to 

appreciate the bank’s propensity to stretch its technological capability, with increasing 

digitization of transactions driving continued efficiencies over time. Shares trade at a very 

reasonable forward P/E multiple of 14. The dividend yield is 1.9% and our Target Price has been 

bumped up to $55. 

Perhaps it was the analysts that missed this go around. Per share profits for Goldman Sachs (GS 

– $343.91) were some 7% below the Street consensus figure, which was attributed to higher 

wages. But given the flurry of investment banking activity last year from a significant increase in 

completed mergers and acquisitions volumes, one might have expected an above-average bonus 

season was around the corner. Indeed, the Wall Street powerhouse produced $14.9 billion of 

banking fees in 2021, 58% higher than the 2020 figure (which was 22% higher than 2019). The 

market rebound from the pandemic lows also supported strong asset management revenue as 

Goldman produced a 24% return on tangible equity. Book value per share now stands at $284.39 

as of quarter end, a cumulative 30% improvement over the past two years. 

Goldman CEO Dave Solomon stated, “Our record annual revenues demonstrate that our client-

oriented strategy is working. Investment banking had an extraordinary year as clients remained 

incredibly active and turned to Goldman Sachs time and time again for our industry-leading 

M&A and capital markets advice and execution. In this business, where we have been the 

dominant M&A adviser over the last 25 years, we produced segment revenues that exceeded the 

previous record by over $5 billion. Our Asset Management and Wealth Management business 

both had record years. We’re advancing our strategy to expand our third-party alternatives 

platform where we are a top 5 alternative asset manager globally. In the last 2 years, we have 

raised over $100 billion in commitments against our 5-year goal of $150 billion. We are keenly 

focused on growing this business, and we’ll be updating our long-term goals. We are also proud 

to run the fifth largest active asset manager globally with assets under supervision of a record 

$2.5 trillion. During the year, we generated a record $130 billion in long-term net inflows across 

the platform. Despite our strong market position and inflows, we are on a path to grow our Asset 

Management and Wealth Management businesses further and drive higher fee-related revenues. 

Finally, I continue to be excited by our creation of the consumer banking platform of the future, 

where we are enabling over 10 million customers to take control of their financial lives. Last 

week, we introduced My GM Rewards card, and we look forward to the addition of GreenSky 

later this quarter and the launch of checking later this year.” 

Shares were under pressure over the past week, falling nearly 10% amid the earnings-induced 

market dip. All said, we continue to find the stock attractively valued, trading at less than 9 times 

a very achievable Street EPS projection of more than $40.00 for 2022. We continue to like the 

healthy balance sheet and ongoing sound strategic repositioning. The build-out of its traditional 

banking and investment management businesses should serve shareholders well in the long run, 

as almost two-thirds of Goldman’s revenue still comes from its investment banking and global 

markets trading business segments. We continue to like that the ultimate goal of Goldman’s 

evolution is to change the trading and deal making titan into a more well-rounded financial firm 

with more stable consumer and commercial businesses. The dividend yield is 2.3% and our 

Target Price remains $477. 



A strong quarter for Truist Financial (TFC – $61.47) wasn’t enough to avoid the selloff last 

week, with shares down 9% over the four trading days. The southeastern U.S. regional banking 

powerhouse earned an adjusted $1.38 per share (vs. $1.21 est.), a 17% improvement over Q4 

2021. A 4.9% increase in securities balances lifted average earning assets by 2% versus Q3 2021. 

Net interest margin was down 5 basis points to 2.76%, mostly from the impact of purchase 

accounting amortization, lower PPP loan fees and elevated liquidity levels. Truist generated a 

22.6% adjusted return on tangible common equity for the second quarter in a row, which was 

still a strong 19.6% excluding reserve releases. For 2022, management expects total revenue to 

grow 2% to 4% as a result of higher net interest income, and for inflation, increased investments 

and expenses to add 1% to 2% of adjusted non-interest expense relative to 2021. 

CEO William Rogers commented on the state of the BB&T/SunTrust merger that created Truist 

and gave a brief recap of the prior year, “We completed the first part of the core bank conversion 

in mid-October by migrating our heritage BB&T clients to the Truist ecosystem. As part of the 

conversion, we launched the newest — the new truist.com as well as our digital commerce 

account opening platform. Since then, our integration teams have completed 2 successful dress 

rehearsals for our final conversion, 1 in mid-December and 1 just this past weekend. I want to 

personally thank our teammates for their hard work and dedication to this effort. Because of 

them, we’re on track for the final core conversion in February, during which our heritage 

SunTrust clients will be migrated to the Truist ecosystem.” 

He added, “Looking at full year 2021, Truist had a productive year across multiple dimensions. 

From a financial perspective, we generated significant adjusted net income of $7.5 billion or 

$5.53 per share and had an adjusted ROTCE of 22%. While our earnings undoubtedly benefited 

from a $3 billion lower loan loss provision due to the improving economy, we also demonstrated 

the strength of our diverse business mix. Fee income, excluding security gains, increased a very 

strong 10% as we are firing on multiple cylinders. This performance helped offset a 45% decline 

in mortgage fee income and a 6% decrease in net interest income. We also continue to deliver on 

our cost save programs, evidenced by an adjusted expenses increasing only 1% during the year, 

which saw much larger increases in fee income. We also experienced a reduction in our risk 

profile due to the improving economy and merger integration progress, which enabled us to 

reduce the CET1 target by 25 basis points to 9.75% and deploy significantly more capital. 

Overall, we were able to make great progress on multiple fronts despite continued headwinds 

from the pandemic while delivering improved financial performance for our shareholders.” 

CFO Daryl Bible offered color on the positioning of Truist’s portfolio to account for pending 

rate hikes, “Overall, Truist intentionally maintained a balanced approach to managing interest 

rate risk, enhancing current earnings while being in a position to take advantage of higher rates, 

both at the short and long ends of the curve. We estimate a 100 basis point ramp increase in rates 

would increase NII by 5%. A 100 basis point shock would increase NII by 10%. Approximately 

75% of this reported asset sensitivity is from the short end of the curve. As a rule of thumb, 125 

basis point Fed hike with a 25% beta would increase net interest income by $25 million per 

month and increase net interest margin 6 basis points, all else being equal.” 



 

We continue to find the marriage of BB&T and SunTrust favorable, given the conservative 

lending culture and competitive brands that both banks had independently, and the potential for 

cost savings. Mr. Rogers suggested that “total merger costs will be cut approximately in half in 

2022 compared to last year and then fall out of our expense base entirely after this year.” We’ll 

be watching for operating leverage to improve as benefits from the merger flow through. In 

particular, management has guided for expenses and headcount to trend downward going 

forward, with the opposite expected of loan growth and net interest income. We think TFC trades 

at an attractive forward P/E ratio of 13, and, although share repurchases are on pause for now, we 

find the yield of 3.1% very appealing. Our Target Price has been raised to $76. 

Fresh off the completion of its integration of U.S. BBVA assets, PNC Financial (PNC – 

$200.96) reported last week that it earned $3.68 per share in Q4. The quarter was the weakest of 

the year but represented a 13% and 8% respective improvement to the comparable periods in 

2020 and 2019. Total revenue of $5.1 billion decreased $70 million compared to Q3, reflecting 

lower non-interest income. Net interest income of $2.9 billion was up slightly, primarily a result 

of higher securities balances, while net interest margin (2.27%) was stable versus versus Q3. 

Average loans trended lower by 1% (to $288.9 billion) versus Q3 as growth in commercial and 

consumer loans was more than offset by a decline in PPP loans. Deposits were $457.3 billion at 

quarter end. 



CEO Bill Demchak commented, “Critical to our long-term success has been the quality and 

stability of our talent, and we pride ourselves as being an employer of choice, given the recent 

dynamics of the substantially increased competition for talent. In part due to the great 

resignation, we experienced greater wage pressure during the fourth quarter, and I expect that to 

persist into the coming year. Naturally, we’ll look to offset these increases with our continuous 

improvement efforts, which include driving further automation and rethinking core processes. 

We continue to invest in technology to enhance our capabilities in an increasingly digital world. 

Customers are looking to their financial providers to offer innovative tools that help them 

manage their money in ways that are faster, smarter and more convenient, whether that be 

expanded use cases for Zelle where transaction volumes are up 50% or low cash flow. For 

example, by providing account transparency and control, low cash mode has substantially 

reduced customer overdraft fees and related complaints.” 

CFO Robert Q. Reilly offered guidance for the bank and rate expectations in the year to come, 

“We expect strong growth over the course of 2022, resulting in 3.5% GDP growth. We also 

expect four 25 basis point increases in the Fed funds rate in 2022, beginning in May, followed by 

additional increases in June, September and December. Looking ahead, our full year guidance 

for 2022 includes the impact of 12-months of BBVA USA results compared to only 7-months in 

2021. Taking that into account, our outlook for full year 2022 compared to 2021 results is as 

follows: We expect average loan growth of approximately 10% and 5% on a spot basis. We 

expect total revenue growth to be 8% to 10%. We expect expenses, excluding integration 

expense to be up 4% to 6%. And to be clear here, this includes 5 additional months of BBVA 

USA operating expenses, which equates to a full year increase of approximately $500 million, 

and we expect our effective tax rate to be approximately 18%.” 

As we mentioned a quarter ago, we like the BBVA USA acquisition, which gives PNC access to 

29 of the top 30 Metropolitan Statistical Areas across the country and provides a runway for 

prolonged growth in these new markets, and we are impressed with the speed at which the bank 

was integrated. A convergence of factors early this year (steepening yield curve, very low-cost 

funding, strong capital bases, etc.) have led us to raise Target Prices for our bank holdings in 

general. With nearly 60% of income from rate spreads and strong credit performance, we expect 

these factors to immensely benefit PNC, which has grown its tangible book value per share by 

nearly 11% per annum over the past decade. Shares trade below 13 times an EPS figure that is 

expected to grow in a low-double digit rage over the next two years. The dividend yield for PNC 

is a healthy 2.5% and our Target Price has been boosted to $240. 

Shares of Comerica Inc. (CMA – $89.70) ended the week down more than 11% even as the 

regional bank earned an adjusted $1.66 per share in Q4, versus the average forecast of $1.58. The 

figure was a strong 11% improvement year-over-year but was below the pre-pandemic 

comparable quarter for the second period in a row. With well-known exposures and sensitivities 

to interest rate movements, non-interest income fared better on a relative basis in Q4 (improving 

11%), even as net-interest income generated over 60% of total revenue. Net interest margin 

contracted 19 basis points though funding costs remain in check at 6 basis points, with lots of 

room for additional lending as the loan-to-deposit ratio is just 60% (down from about 80% 

before the pandemic). 



CEO Curt Farmer commented, “With respect to the fourth quarter, excluding a nearly $1 billion 

decrease in PPP loans, average loans grew more than $600 million and we continued to drive 

very strong deposit growth. Robust fee income, exceptional credit quality and continued active 

capital management were also positive contributors to our performance. Expenses reflect 

investments in our people and technology to support our revenue-generating activities. As we 

look forward to the year ahead, we remain keenly focused on driving growth while maintaining 

our proven expense discipline as we invest in our businesses. Our customers and colleagues have 

successfully navigated the challenges of the past two years and today stand stronger and more 

confident about the future. We expect economic metrics to remain relatively strong this year. Our 

chief economist forecast real GDP to increase over 4% in 2022. We believe each of our primary 

markets California, Texas and Michigan should perform at or above that level. Our customers 

and colleagues have successfully navigated the challenges of the past 2 years and today stand 

stronger and more confident about the future.” 

 

Comerica CFO James Herzog fielded a question regarding the latest adjustments to the bank’s 

rate sensitivity, “I hear some saying you should hold off, and I see some saying, why aren’t you 

taking advantage of this and moving faster. And to me, those opinions are equally divided. Our 

answer is that we want to be measured and methodical in terms of how we do this. To the extent 

you hold off for higher rates and look to hit that home run someday, there’s obviously 



opportunity costs or carrying costs that you’re imposing upon shareholders over that short to 

medium term. So that’s something we’re very cognitive of. We also know from the last decade 

plus, there’s no guarantee that rates will go perpetually up, and they can turn at any time with the 

black swan events that we’ve seen and so on over the last several years. And so, we are going to 

move very methodically. But we’re not going to move all at once either because we are cognitive 

of the fact that rates could go higher and higher. So, we think steady and consistent progress 

makes sense. We’ve been moving on this. But again, we’re moving at a pretty measured pace to 

your point. We are leaving some there in the kind of out quarters to make sure we take advantage 

of what could be a persistent rise in rates. But we’re not going to sit on the sidelines and wait for 

that home run someday either. So, we feel really good about being in the middle of the road and 

just making consistent measured progress.” 

Credit quality is robust as loan loss allowances are 2.3 times non-performing loans and CMA 

experienced net recoveries for the quarter and year. Oft-criticized CRE loans are down roughly 

71% to $28 billion from the end of Q3, with roughly half of the company’s CRE portfolio tied to 

multifamily housing, which continues to experience solid demand amid a tight housing 

backdrop. CFO James Herzog stated, “Commercial real estate was impacted by significant 

paydowns. However, loan production remained strong, and our pipeline and line commitments 

increased in the fourth quarter.” 

We like that the bank has one of the most attractive deposit franchises and its growth in Texas 

and California has helped diversify risk in Michigan, where it remains a dominant player. We are 

fond of Comerica’s longer-term prospects as the company realizes value from its deep, advisor-

style relationships with small and midsize business clients. Fee income and wealth management 

also help support the bottom line as we await improvement of interest rate spreads. Shares offer a 

dividend yield of 3.0%. Our Target Price for CMA is now $108. 

Midwestern regional Old National Bank (ONB – $18.63) earned $0.37 per share in Q4, when 

adjusted for merger-related costs, which amounted to $6.7 million. Overall, total earning assets 

grew 7.6% throughout the year to $21.8 billion at quarter end. A significant portion of the 

increase is from a more than $1 billion pad to the securities portfolio, although the commercial 

loan book (excluding PPP loans) did grow 7.2% year-over-year to $9.6 billion. As with most of 

the banks we own, credit costs were nary a concern for the quarter as well as deposit costs, which 

declined 1 basis point to 0.05%. 

Even as the two parties await Federal Reserve approval, ONB’s is moving closer to its merger 

with First Midwest, boasting of the finalization of core systems and communication of new 

organizational charts internally. CEO Jim Ryan mentioned that the banks are recruiting talent to 

round out their presence in major metropolitan areas. He explained, “A quick update on hiring. 

We opportunistically added significant count during the quarter, especially on our commercial 

and wealth management teams. Building upon our recent success in St. Louis, we have hired 2 

industry veterans to start an LPO in Kansas City, which should be operating at full strength later 

in the quarter. We’ve also begun recruiting talent in Chicago, anticipating that Chicago and 

Minneapolis will be a significant focus in 2022. In summary, our talent pipeline remains strong. I 

am personally active in recruiting key team members, and we will continue to make these vital 

investments throughout the year.” 



No doubt, our continued ownership of ONB is predicated on the view that the merger of equals 

would offer scale and operating leverage to a Midwestern-focused regional bank. And Mr. Ryan 

claims that he expects to achieve 100% of the $109 million savings target from the merger by 

2023, even as delayed systems conversion had pushed the original target back by a year. Still, we 

have some skepticism, given calls for headcount growth when most major banks are seemingly 

headed in the other direction, clamoring for digitization instead. 

We do still favor the conservative culture, particularly since the Great Financial Crisis, and an 

above-average dividend that puts the yield at 3.0% (although share repurchases are likely to stay 

on pause during the merger integration). And the stock still appears inexpensive at 1.6 times 

tangible book value per share, but we’ll be watching for net interest spreads and yields to turn in 

the right direction (NIM contracted 49 basis points throughout 2021) as we move into 2022. 

With each stock fighting for a place in our broadly diversified portfolios and a relatively lighter 

weight stake in Old National, our patience with ONB is not without its limits. For now, our 

Target Price remains $24. 

Bank of New York Mellon (BK – $57.18) turned in Q4 results that were in-line with 

expectations, with only a relatively modest $17 million benefit from a release of credit loss 

reserves. For the quarter, the financial services giant posted EPS of $1.01, compared to $0.79 in 

the year-ago period, while net interest margin at 0.71% came in a basis point better than 

expected. The income statement continued to be hit by money market fee waivers, given the 

very-low short-term interest rate climate, with a net impact of $243 million in the quarter. Fee 

revenue rose by 4%, due to higher volumes and market values, but net interest revenue decreased 

slightly due to lower rates on interest-earning assets and the impact of hedging activities. 

Assets under custody and/or administration rose 14% on a year-over-year basis to $46.7 trillion, 

while assets under management climbed 10% to $2.4 trillion, reflecting higher market values and 

client inflows. The company repurchased 22 million common shares for $1.2 billion (roughly 

$54 per share) during the quarter bringing the total for all of 2021 to 89.7 million shares (at $51 

per share). 

Looking back at all of 2021, CEO Todd Gibbons explained, “Full-year EPS of $4.14 was up 8% 

year-over-year as the benefits of a supportive market backdrop and a benign credit environment 

together with our meaningfully improved organic growth more than offset the stiff headwind of 

lower interest rates. Having started 2021 with a significant amount of excess capital combined 

with our strong capital generation throughout the year allowed us to return $5.7 billion – or 

160% of earnings – to our shareholders through common dividends and share repurchases…We 

made significant progress towards advancing our strategic priorities and growth agenda, and we 

delivered solid and improved financial results. Three broad themes really stood out: Our 

outstanding sales performance and improved broad-based organic growth, the number of 

innovative products and solutions that we’re bringing to the market across our businesses, and 

our enhanced effectiveness in delivering the full breadth of Securities Services, Market and 

Wealth Services, and Investment and Wealth Management with better, more holistic solutions 

for our clients.” 



Looking ahead, Mr. Gibbons stated, “The pace of innovation across the firm, including in areas 

such as digital assets, real-time payments, the Future of Collateral and Pershing X – to name just 

a few – gives me great confidence in our growth prospects. As we look to 2022 and beyond, we 

expect double-digit EPS growth as we are determined to continue delivering consistent organic 

growth which, together with the current expectation for higher rates, should allow us to generate 

positive operating leverage, while at the same time continue investing in the growth and 

efficiency of our businesses.” 

 

BNY’s strong market position (particularly in its Pershing business and certain other asset 

services offerings) and investments in technology contribute to a sticky client base able to 

support substantial fee business. Certainly, the stock has enjoyed strong performance (up 40%) 

over the last 12 months, so we have been pleased with the substantial rebound off the pandemic 

lows. That does limit the upside potential from here, even as our Target Price has been boosted 

to $71 and we like the relatively unique exposure. Still, we are keeping a close eye on the shares, 

especially as our current holding is relatively small, though the bottom-line EPS expectations 

from the analyst community now stand at $4.69 for 2022, $5.72 for 2023 and $6.29 for 2024. 

Those numbers look like something one would see for a growth stock, yet BK sports a Value 

trailing-P/E ratio below of 14 and a 9 multiple based on the 2024 estimate. 



Bank OZK (OZK – $48.15) posted record earnings of $1.17 per share in Q4, some 20% better 

than the analyst estimate as negative loan loss provisions added $0.06 to the bottom line. But, 

pre-tax, pre-provision net revenue was $186 million for the quarter and $675 million for all of 

2021, 14.2% and 16.4% respective increases year-over-year, as minimum interest and other 

interest income from repayments and short-term extensions totaled approximately $22 million, 

compared to a typical average of approximately $6 million per quarter. Non-purchased loans 

now represent almost 97% of the total loan book and 72.5% of average earning assets, and the 

yield on this part of the book was 5.83%, an increase of 56 bps from the fourth quarter of 2020, 

and an increase of 44 bps from the third quarter of 2021. Solid expense control and strong asset 

quality combined to generate another 15% return on tangible equity. Also notable, funding costs 

remain well intact, as non-interest-bearing deposits now represent 25% of the total compared to 

19% a year ago. 

CEO George Gleason stated, “We are pleased to report our excellent results for the fourth quarter 

and full year of 2021 – results that were record setting in many respects. We were particularly 

pleased to report our highest ever level of quarterly RESG loan originations, as organic growth is 

an important component of our long-term strategy to increase shareholder value. Our strong 

capital and liquidity, disciplined credit culture and outstanding team have us well positioned for 

the future.” 

The board increased the size of the bank’s stock repurchase program from $300 million up to 

$650 million. During Q4, management bought back 3,387,421 shares at a weighted average cost 

of $46.16, with 4,275,988 shares purchased for the full year at a weighted average cost of 

$45.21. 

We continue to favor Bank OZK’s strategy of growth through the slow building and acquisition 

of individual branches rather than the consolidation of entire banks. Mr. Gleason has stated this 

strategy makes culture assimilation easier, which contributes to an impressive efficiency ratio 

that has averaged roughly 41% over the past decade. We also like the unique exposure OZK 

offers to commercial and industrial lending, a typically more volatile segment of banking, as it 

has been able to produce above average net interest margins while experiencing mild loan losses 

(relative to peers) throughout its history. With a dividend yield of 2.5%, our Target Price has 

been boosted to $66. 

KeyCorp (KEY – $24.79) released bottom-line Q4 results that beat the consensus analyst 

estimate by 14%. The regional bank earned $0.64 per share last quarter, an 11% improvement 

year-over-year. Key continues to operate with a lot of balance, with fee and net interest income 

split roughly down the middle. Much like peers, the issue of excess liquidity remains as deposits 

keep rolling in, although this is a problem we welcome as funding costs remain well under 

control. Net loan charge-offs for the fourth quarter totaled 0.08% of average total loans, down 

from 0.53% in Q4 2020. Key’s allowance for credit losses stands at 1.20% of total period-end 

loans. 

CEO Chris Gorman commented, “Our fourth quarter results marked a strong finish to a record 

year for Key. Leveraging our distinctive business model, we continue to add and deepen 

relationships with clients across both our consumer and commercial businesses. We are also 



seeing significant momentum from recent investments we have made in teammates, niche 

businesses and digital capabilities. Our team generated record revenue for both the quarter and 

the year. We delivered broad-based growth across each of our businesses. Our consumer 

business produced both record household growth and record consumer loan originations. In our 

commercial businesses, we raised over $100 billion for the benefit of our clients. Our collective 

focus on sound, profitable growth is evidenced by our strong credit quality. I am very proud of 

all that we accomplished this year.” 

 

CFO Don Kimble offered guidance for 2022, “Average loans will be up low single digits on a 

reported basis. Excluding PPP and the impact of the sale of our indirect auto business, average 

loans will be up low double digits. We expect continued growth in average deposits, which 

should be up low single digits. Net interest income is expected to be relatively stable, reflecting 

lower fees from PPP forgiveness, offset by growth in average earning assets, primarily loan 

balances. Our guidance assumes 3 rate increases in 2022, with the last one in December, which 

would not have a meaningful impact on our results for the year. On a reported basis, noninterest 

income would be down low single digits, reflecting lower prepaid card revenue related to the 

support of government programs. Excluding prepaid card, our noninterest income would be 

relatively stable. We expect noninterest expense to be down low single digits, once again, 

adjusting for the expected reduction in expenses related to prepaid cards, expenses would be 



relatively stable…Given our strong credit trends, we would expect lower loss rates to remain 

below our range early in the year and to move modestly higher later in the year.” 

Despite the obvious challenges from tepid loan demand plaguing most U.S. banks, KEY appears 

to be firing on all cylinders as we note a return on tangible common equity of almost 19% in Q4. 

We expect any rate spread increases to be the cherry on top as utilization rates for commercial 

customers are expected to ramp this year. Meantime, we appreciate the bank’s capital return 

programs, noting that 75% of 2021 net income was returned to shareholders in the form of 

dividends and share repurchases. Although the stock has outperformed the KBW index over the 

past 12 months, KEY sports a reasonable forward P/E ratio below 12 and a handsome dividend 

yield of 3.2%. Our Target Price has been bumped to $30. 

Fifth Third Bancorp (FITB – $45.04) reported Q4 adjusted earnings per share of $0.93, beating 

the consensus analyst estimates ($0.90). Net interest margin held up better than peers, only 

contracting 5 basis points throughout the year to 2.55%. Deposits balances at year end were 

$167.5 billion, a 33% increase from 2019. Fifth Third also announced the strategic acquisition of 

Dividend Finance, a point-of-sale consumer lender focused on sustainable energy solutions (the 

transaction is expected to close in 2Q22). 

CEO Greg Carmichael recapped, “Fifth Third has continued to deliver strong financial results 

while fully supporting our customers, communities, and employees. Results for the quarter 

reflected strong business momentum in most of our businesses, resulting in improved and 

diversified revenues. Net interest income excluding the impact of PPP increased 2% sequentially, 

benefiting from robust C&I loan growth while continuing to be disciplined in managing our 

excess cash position. We generated record commercial banking and wealth and asset 

management revenue, while mortgage revenue was impacted by environmental factors and our 

decision to retain a portion of our salable production. We expect the positive momentum in our 

businesses to carry forward into 2022 and beyond.” 

He continued, “We had yet another quarter of benign credit results, resulting in a full year net 

charge-off ratio of just 16 basis points. Additionally, non-performing loans and commercial 

criticized assets continued to improve. We took action in recognition of the extraordinary efforts 

made by our front-line employees throughout the pandemic by making a special COVID staffing 

bonus totaling $10 million in the fourth quarter. We continue to focus on growing strong 

relationships and managing the balance sheet with a through-the-cycle perspective to generate 

sustainable long-term value and continue our position as a top performing regional bank.” 

We continue to think Fifth Third is a quality regional bank with solid pricing power, attractive 

market share and a loyal client base. Given the significant run (up 50%) over the past year, 

shares trade above a multiple of tangible book value last seen in 2018 although the multiple of 

earnings is in line with peers at 13.2 times forward estimates. We’ll be watching for commercial 

loan growth in the coming year. The dividend yield is 2.7% and our Target Price has been raised 

to $53. 

Citizens Financial Group (CFG – $50.62) earned $1.26 per share in Q4, a 21% improvement 

year-over-year, to bring the full year number to $5.37. A benefit of $3.6 billion less in loan loss 



provisions throughout the year supported the increase, even as average interest-earning assets 

were 5% higher in 2021 as average deposits swelled 8% to $153 billion. Tangible book value per 

share grew 6% year-over-year with a return on tangible common equity of 14%. 

CEO Bruce Van Saun offered his outlook for 2022, “Our capital position remained strong with 

CET1 ratio of 9.9%, giving us a great deal of capital management flexibility in 2022. We have 

the capital and liquidity to fund the attractive loan growth we expect to see in 2022 while looking 

for selective acquisitions and ensuring strong returns of capital to shareholders. With respect to 

our guidance for 2022, we assume solid economic growth of around 4%, several Fed rate hikes 

and improvement in loan demand. Our top 6 and top 7 programs should allow us to keep expense 

growth ex acquisitions below 3%, and we’re targeting 2% positive operating leverage, including 

the bank deals scheduled to close soon and almost 5% ex PPP impact. Credit is expected to 

continue to be highly favorable, and I’d expect our return on tangible common equity to move 

over 14% in the second half of the year, potentially reaching 15% in Q4. So all in all, a very 

strong year of execution and delivery for all stakeholders by citizens in 2021, and we feel we are 

well positioned to do well in 2022 and continue our journey towards becoming a top-performing 

bank.” 

 



Management has embarked on a major shopping spree over the past year as CFG scooped up $9 

billion of deposits from HSBC in May, announced the acquisition of Investors Bancorp in July 

for $3.6 billion and added a small capital markets firm, JMP Group, in September. We think the 

moves complement and round out its existing territory, while adding stability through additional 

fee generation. Shares rallied big entering the new year but have pulled back of late. We still find 

them attractive at 1.5 times tangible book value and 12 times earnings expected over the next 

year, while the dividend yield is a robust 3.1%. Our Target Price now stands at $71. 

Shares of Morgan Stanley (MS – $98.86) managed to tread water in an otherwise awful weak 

for financial stocks thanks to the posting of better-than expected EPS of $2.08 for Q4, bringing 

the full-year figure to $8.22 (a 25% improvement year-over-year). With variability between 

segments from quarter to quarter, 2021 was a record year for the 86-year-old Wall Street titan 

and would have been even without contributions from recently acquired Eaton Vance & E-Trade. 

Strong market performance and asset flows pushed Wealth Management assets to $1 trillion in 

the past year, bringing total client assets to $6.5 trillion including investment management. 

Investment banking revenue increased 43% from a year ago, led by higher completed M&A 

transactions, strong IPO volumes and non-investment grade loan issuance. After posting a 27% 

pre-tax margin and 19.8% return on tangible equity in 2021, management upped its goals (from 

the previous range of 26% to 30%, to more than 30% for the former and from a range of 14% to 

16%, to 20% for the latter). 

CEO James Gorman commented, “We have scale, significant growth opportunities in wealth and 

investment management, coupled with a leading institutional business, and a strong commitment 

to capital return. The Morgan Stanley brand has never been stronger. We’ve been fortunate 

enough to acquire additional brands in the last few years that have tremendous value in 

expanding our footprint. The sum of these elements supports multiple expansion for the 

combined company.” 

We thought it notable that MS has chosen to buy versus build upon its technology suite. Mr. 

Gorman elaborated, “We didn’t just buy E*TRADE and Solium and Eaton Vance. We bought 

technology businesses within them, which we would have been developing ourselves. The online 

banking business within E*TRADE; the Solium workplace platform, which is basically — it’s 

basically software programming business; the Parametric platform with Eaton Vance, all of these 

are things which if we built would have been very expensive.” 

Regarding the firm’s interest rate outlook, Mr. Gorman added, “We expect approximately $500 

million of incremental NII in Wealth Management this year based on the year-end forward 

curve. Additionally, we expect another $200 million this year from the reversal of fee waivers in 

our Investment Management business. To further measure our rate sensitivity, we look at what 

happens if there is an incremental 100 basis point parallel shift in rates beyond the curve. That 

would deliver another $1.3 billion, which largely goes to the bottom line. While we certainly 

don’t expect this additional shift to happen this year, the firm will clearly benefit substantially as 

rates rise over the next several years.” 

MS bought back $2.8 billion of its outstanding common stock during the quarter. Despite strong 

price gains in the past year, the dividend yield is still an attractive 2.8%. And, while another 



increase the size of the monster (50%) jump in the payout last April is not in the cards, we would 

expect a dividend increase around the corner. We continue to like the long-term prospects of MS 

as the near-decade-long transformation toward advisor-led relationships has improved the 

stability of its business model. We continue to see MS benefiting from strong capital market 

activities and room for expanding operating leverage in wealth management. Our Target Price 

has been lifted to $120. 
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