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Description and Summary:  
Commercial and residential lenders, banks, online banks, credit unions, investments banks and some financial service companies make up the banking industry.
These institutions protect customers’ money and assets and provide loans, capital, credit, and payment services, such as checking accounts, EFTs, and cashier’s checks. Banks also may offer investment and insurance products.
International Competitive Structure: 

There are two main categories of banks: Money centers and regional banks.  Money centers are located in major financial cities in their respective country and are often involved in international transactions. These companies compete with similar large institutions around the world as well as smaller regional banks. 
Regional banks are those with a focus that is geographically isolated.  They compete within a relatively small area and are generally more focused on particular products or services.  These banks still compete with larger banks for customers as well as other regional banks.  Due to their smaller scale, these banks are finding it harder to compete with larger more powerful banks.    
Strengths:
1.  The banking system has shown signs of recovery. While this process is still in an early stage and depends largely on the health of the whole economy, it now appears that the major banks could generate additional capital from earnings or the private sector. Positive signals exist; however, credit quality issues are likely to mitigate industry performance in the short term. When asset quality becomes less of an issue, bank earnings should build momentum.
Weaknesses:

1. The credit freeze has greatly affected the global commercial and investment banking industry.  Banks rely heavily on short-term credit to finance their operations; however, the credit market has dried up leaving even healthy banks desperate for short-term capital.  This credit crisis has spread throughout the global economy, and the banking industry has been severely impacted. Governmental aid will not be effective if banks continue to hoard their assets and are unwilling to lend to other banks.
2. The financial strength of the industry has worsened considerably. The percentage of banks that are profitable has lessened along with industry net income and ROE. Major indicators such as bank failures, number of bank failures, loan delinquency rates, and the level of loan loss reserves have all deteriorated since mid-2007. Some major banks have experienced very large losses through asset write downs related to subprime mortgages. Losses and net charge-offs are diminishing but will continue to depress profits in the near term. 
Opportunities/Trends:

1. Banks that have minimal subprime exposure and enhanced liquidity are in the best position to continue pushing through the economic storm in the next year. In addition, demand for deposits is a driving factor for the success of the industry. Deposits are affected by the return on alternate investments. The volatility and uncertainty in equity markets is a positive driving force for boosting the flow of funds toward deposits. 
   

2. Recent turmoil and volatility has presented an opportunity for mergers and acquisitions. Banks have the ability to gain financial strength following a merger by substantially increasing their deposits and customer base while lessening the acquired bank’s operating costs. Many strong commercial banks are buying troubled investment banks at incredible discounts with a key motivation to diversify and fend off competition from other commercial banks. On the other hand, consolidation has slowed since late 2007 due to concerns potential acquirers have about the credit quality of banks they would be acquiring. Currently, concentration in this industry is still low with the top four players owning 35% of the total market. If stock market conditions strengthen, small- and mid-size banks will likely continue to be absorbed by larger banks.
Threats:

1.
The commercial banking industry is becoming highly regulated. Governmental interference in financial markets is likely to lead to even greater regulation, which may restrict the liquidity and profitability of banks and other financial institutions. Restrictions will influence banks to take take fewer risks and require them to manage more conservatively. While regulation will undoubtedly slow the pace of growth, it should also have the effect of strengthening the industry.
2. Repayment of loans is closely tied to unemployment rates. Many economists predict the unemployment rate has yet to reach its peak. This poses a threat to the banking industry in the form of continued loan losses for two reasons. First, the unemployment rate typically stays elevated after economic conditions rebound. Second, a borrower’s ability to repay loans lessens the longer he is jobless. 
Key Valuation Ratios to Watch:

Return on Assest (ROA), Return on Equity (ROE), Reserve for Loan Losses.  
Key Items to Watch:
GDP. Interest Rates.  CPI. Unemployment Rate. 
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