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By Nathan Stovall

While the Street is certainly concerned that the rapid decline in oil 
prices will negatively impact many banks, many people believe the 
fears could be overblown.

Oil prices have fallen to the lowest level in five years, dropping 
35% since OPEC announced last week plans to maintain production 
levels. Banks in states that have benefited from an energy boom 
have seen their stocks come under significant pressure. However, 
analysts say that many community and regional banks have little 
direct exposure to energy lending, leading them to believe that the 
plunging price of black gold is likely to slow loan growth but not 
produce notable credit losses. Bankers and economists also noted 
that the Texas and Louisiana economies are far more diverse and 
resilient now than in the late 1980s, when falling oil prices helped 
lead to a sharp recession.

“There is no panic in Louisiana and Texas today,” Clive “Rusty” 
Cloutier, president, CEO and COO of Lafayette, La.-based MidSouth 
Bancorp Inc., told SNL.

“We’ve seen this play out a hundred times. We didn’t get more 
aggressive because it was $140 a barrel and we ain’t going to turn it 
off because it hit $70. That’s how they look at it,” Cloutier said of his 
oil and gas customers.

Dr. Loren Scott, president of Baton Rouge, La.-based Loren C. Scott 
& Associates, which provides economic consulting and forecasting 
services, said that the oil and gas sector is far different now than 
in the 1980s, when there was no restraint and “anybody and their 
grandmothers” got into the business. Since then, the industry has 
endured several swings in prices and now runs leaner. Lenders have 
also become much more cautious, he said.

“This will be different,” said Scott, who also serves as professor 
emeritus of economics at Louisiana State University.

Still, banks that operate in the oil-rich states of Texas, Oklahoma 
and Louisiana have seen their stock prices come under significant 
pressure. The selling pressure reached fever pitch after oil prices 
reached five-year lows. Banks like MidSouth, BOK Financial Corp., 
Cullen/Frost Bankers Inc., Hancock Holding Co. and ViewPoint Fi-
nancial Group Inc. — which have energy lending concentrations 
greater than 10% according to research conducted by the sell-side 
community — have watched their stock prices fall by close to 7% or 
more since the OPEC announcement.

Some of the selling has come as oil prices fell to levels that many 
bankers have said would mark cause for concern.

“Though the regional economy remains relatively strong with low 
unemployment rates in Texas and Louisiana, the backdrop of fall-
ing oil prices does give us some concern if these low prices remain 
entrenched over the long-term as discussions with management 
teams in the past have indicated that pricing in the low-to-mid $60 
range could imply decreased investment activity and potential for a 
slippage in overall economic activity if projects are curtailed or can-
celed,” Drexel Hamilton analyst David Bishop wrote in a Dec. 1 report.

Oil plunge unlikely to spark 1980s redux
Analysts reviewing the recent sharp decline in oil prices have 

tried to put the issue in context and cautioned against painting all 
banks with exposure to the energy sector the same. The sell-side 
community does not seem fearful that falling oil prices will result 
in material credit losses for banks, but has acknowledged that the 
recent plunge could slow loan growth for some. Analysts have noted 
that the nation’s biggest banks and foreign banks have historically 
been the primary lenders to larger energy-related borrowers. Small 
and mid-cap exploration and production companies do use bank 
lines of credit to primarily fund their operations, but analysts noted 
that banks typically lend against proven cash flows associated with 
oil and gas properties.

The Raymond James bank analyst team hosted a conference call 
and published a lengthy report on the issue, explaining how energy 
lending works and what the decline in prices could mean for banks. 
The team noted that banks calculate the present value of future oil 
and gas profits and usually apply a 10% discount rate to those cash 
flows. Banks also generally require producers to hedge production 
out to 12 to 24 months to remove variability and risk from their 
underwriting assumptions. The Raymond James analysts said that 
process should “alleviate” some risk in the near term, but noted 
that operators rarely hedge 100% of production to provide some 
operational flexibility.

Raymond James analysts further noted that many banks have 
hired in-house engineers to help with underwriting. The analyst 
team said that the bank engineers use the drilling plan, reserve 
report and the institution’s internal price deck — the price of oil 
and natural gas used in underwriting assumptions which generally 
equates to 80% of current futures strip — and then apply a discount 
rate to underwrite the credits. Banks also typically offer an advance 
rate on these loans of 60% to 65%, creating an additional “layer of 
conservatism,” the analysts said.

Given the sharp decline in oil prices, Raymond James analysts 
noted that the pricing assumptions banks used are above current 
market prices. Citing Macquarie Tristone’s quarterly energy lender 
price survey, Raymond James analysts said that the average com-
mercial bank price deck is only nominally below the current natural 
gas strip and “fairly meaningfully” above the current oil price strip. 
If banks want to reinstitute caution, they would need to use an oil 
price that is 25% to 30% lower and a natural gas price that is 15% to 
20% lower, the analysts said.

“While the average oil price deck used in energy underwriting 
is currently above the strip, this does not mean that every energy 
loan is going to go sour,” Raymond James analysts wrote in the Dec. 
2 report.

The Louisiana-based economist Loren Scott agrees and noted that 
many exploration and production companies could still breakeven 
on their projects even if oil prices fell lower. He noted that activity 
could slow significantly in the Tuscaloosa Marine Shale Play (TMS) 
in Louisiana, where he said the breakeven point for drilling is far 
more expensive because the play is deep and the ground muddy, 
creating problems when fracking. However, he noted that there is 
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not much activity in the TMS and the cost of drilling in more mature 
plays such as the Eagle Ford Shale and Permian Basin are much lower 
with a breakeven point for oil prices in the low $50s. The same is 
true for drilling in the Gulf of Mexico, meaning that development in 
Houma, New Orleans and Lafayette, La., should not slow that much, 
he said. He added that the planning horizon for drilling in the Gulf 
of Mexico is long and that the recent dip in prices is unlikely to alter 
plans made years ago.

The economist further noted that Louisiana and Texas both cur-
rently boast a “booming” chemical industry, buoyed by a wealth 
of cheap natural gas, plenty of water and avenues to transport 
bulk products cheaply through the Mississippi River and the Gulf 
of Mexico. He said the demand for chemicals across the world 
has not picked up that much, but the Gulf South economies have 
increased market share substantially because natural gas prices in 
the U.S. have dropped drastically in recent years, while holding firm 
in Europe. The result has been a substantial increase in industrial 
expansion in the area. He noted that industrial announcements in 
Louisiana currently exceed $100 billion — roughly 20x the amount 
the state would have boasted 10 years ago.

“It’s the mother of all industrial expansions. And pretty much the 
same thing is happening in the Southeast corner of Texas,” Scott said.

Texas also boasts strong population growth, in part due to expan-
sion of the fracking business. Texas has managed to attract a number 

of corporations to relocate in the state in recent years as well, leaving 
the economy less dependent on energy than 30 years ago.

The diversification, coupled with prudent underwriting, gives the 
sell-side community reason to believe that the oil shock would not 
produce significant credit issues for banks. Even if the decline could 
slow loan growth for banks in the region, several analysts believe 
that the recent selloff in some bank stocks is simply overdone.

FIG Partners analyst John Rodis, for instance, upgraded shares of 
Prosperity Bancshares Inc. on Dec. 1 given recent weakness in the 
stock. While shares have fallen 11% in the last two weeks as oil prices 
came under pressure, Rodis noted that Prosperity’s direct energy ex-
posure is manageable at just 6.9% of outstanding loans. He echoed 
other analysts, noting that while a slowdown in the energy sector 
would negatively impact the Texas economy, the state’s economy is 
more diversified than in past cycles.

Sterne Agee & Leach analyst Brett Rabatin struck a similar chord 
and said that the reaction to falling oil prices is overdone in a few 
cases with Texas banks.

“Texas still looks good, but it clearly being the place to be could 
reduce out-of-state interest in being a buyer of franchises in the 
state. Nonetheless, we have heard of increased activity potentially 
happening in the $500 million to $1 billion range. Oddly enough we 
are fairly bullish on M&A activity increasing despite all the market 
concern about energy,” Brett Rabatin wrote in a Dec. 2 report. i


