
Favorable Economic Backdrop   

A sustained U.S. economic recovery and positive 
outlook for GDP growth continue to support a 
healthy operating environment for banks. As overall 
confidence improves, the supply of credit and the 
demand for credit should grow accordingly, while 
the volume of non-performing loans decreases. 

Since the peak of the pandemic in the summer of 
2020, overall loan performance has continuously 
improved. As noted in The Wall Street Journal 
on October 14, 2021, “Bank profits soared in the 
latest [third] quarter in large part because the 
U.S. economy bounced back so quickly from the 
pandemic recession. Banks last year set aside 
billions of dollars to prepare for a wave of loan 
defaults, but now they are releasing the money 
they had socked away.” Because of the lower-than-
expected non-performing loans, we expect net 
charge-offs will remain at low levels potentially for 
years to come. 

 

SECTOR HIGHLIGHT: FINANCIALS  

Banking on Continued Growth

 U.S. Banks Quarterly Loan Charge Offs (net)

Source: FDIC
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Additionally, there is more evidence that banks are 
gaining confidence in the recovery and seeking to 
stoke demand for new loans. The Federal Reserve’s 
latest loan officer survey demonstrates that bankers 
are increasingly loosening their lending standards 
with more favorable terms and better pricing for 
consumer and commercial loans. A favorable 
lending environment should be supportive of 
overall loan growth going forward.  

Tightening Standards
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We believe banks are poised to profit amid favorable 
industry tailwinds and a robust economic recovery.

Key Takeaways
 » The U.S. economy is setting a solid foundation 

for bank lending and loan performance

 » Banks are positioned to post better net interest 
income and net interest margins (NIM) going 
forward 

 » A robust deal environment could reshape 
the banking ecosystem as banks acquire new 
technology and consolidate competitors on a 
regional and national basis

 » It’s all relative—banks continue to trade at a 
material discount to the market 



Hennessy Large Cap Financial Fund (HLFNX/HILFX) 
Hennessy Small Cap Financial Fund (HSFNX/HISFX)

Top-Line Growth Is Poised to Persist 
Alongside Improved Margins
Banks’ net interest income growth is generally 
propelled by growth in loans outstanding and 
higher net interest margins. While loan growth has 
been tepid, growth is showing signs of re-emerging 
as demand increases across commercial and 
consumer categories.   

Stronger Loan Demand

Loans to large and middle-market firms Loans to small firms
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Robust loan growth could help bolster the earnings 
at large national banks that have already benefited 
from tailwinds in their asset management and 
capital markets businesses. Furthermore, should 
interest rates continue to rise alongside a steeper 
yield curve, bank shares should be rewarded. 

Banks Have Improved Their Operating 
Leverage
Banks continue to improve their operating leverage 
with efficiencies in digital and mobile banking 
buildouts as well as through capital return to 
shareholders. Since the global financial crisis, banks 
have consistently reduced their expense base. 

Quarterly Noninterest Expense as a Percent of 
Average Assets, 2009-2019

Source: FDIC
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Further capital investments in digital banking self-
service should drive long-term value for banks. Given 
branches were accessible in a limited capacity during 
the pandemic, this led to an acceleration of digital 
use. Further, digitization and automation of banking 
will decrease high-cost/low-value transactions, satisfy 
the generational preferences of new customers 
and ultimately reduce the costly physical footprint 
of many banks. Branch counts across the country 
continue to trend lower, falling from a high of more 
than 85,500 in 2009 to less than 75,000 as of year-
end 2020.  

M&A Momentum Is Poised to Continue
Cash-rich banks will likely continue to be acquisitive, 
as the drive for scale continues and banks seek to 
deepen their digital banking, wealth, and asset 
management capabilities. In August 2021, 19 bank 
transactions were announced, amounting to an 
aggregate deal value of more than $12 billion. Year-
to-date, 2021’s total transaction value has already 
reached $52 billion, nearly double 2020’s full-year 
total. Prior to 2019, the last time U.S. bank M&A 
transactions topped $50 billion was in 2007.1
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1 S&P Global Market Intelligence

Past performance does not guarantee future results. 
Investors should consider the investment objectives, risks, charges and expenses carefully before investing. This and other important information can be 
found in the Fund’s summary and statutory prospectuses, which can be obtained by calling 800-890-7118 or visiting hennessyfunds.com. Please read the 
prospectus carefully before investing. 
Mutual fund investing involves risk. Principal loss is possible. A non-diversified fund, one that may concentrate its assets in fewer holdings than a diversified 
fund, is more exposed to individual stock volatility than a diversified fund. Investments are focused in the financial services industry; sector funds may be subject 
to a higher degree of market risk. The Funds invest in small and medium sized companies, which may have limited liquidity and greater volatility compared to 
larger companies.
Click here for glossary and index definitions.   
The Hennessy Funds are distributed by Quasar Distributors, LLC.                                                        HENS-20211027-0328

U.S. Bank M&A Poised to Accelerate  
in the Coming Quarters

Source: S&P Global Market Intelligence
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Attractive Relative Value Opportunity 
As of October 21, 2021, the S&P 500® Index is trading 
at 25 times earnings, while the KBW Bank Index is 
trading at nearly 11 times. Though banks traditionally 
trade at a discount to the market, current levels are well 
below historical norms, suggesting both regionals and 
money center banks have room to grow into a higher 
multiple.
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Banks Look Relatively Attractive to the  
Overall Market on a P/E Basis

Bank’s P/E Ratio as a Percentage of the S&P 500’s. Source: Bloomberg

Benefits of Active Management Within the 
Financials Sector 
With bottom-up research, we seek to own a select 
group of companies that we believe offer the best 
opportunity within the Hennessy Large Cap Financial 
Fund and Hennessy Small Cap Financial Fund’s 
universe of 400-500 investable companies. The 
Funds maintain highly concentrated, high conviction 
portfolios, which may provide the opportunity to 
outperform the overall sector.

Financial Professionals
800-890-7118
advisors@hennessyfunds.com
Shareholder Services
800-966-4354
fundsinfo@hennessyfunds.com
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https://www.hennessyfunds.com/glossary

