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Stage set for sustained margin expansion at US 
banks

By Nathan Stovall and Zuhaib Gull	 February 21, 2017

Bank net interest margins could be poised to rebound for a 
sustained period after facing years of pressure.

Bank margins dipped modestly in the fourth quarter of 2016, 
but the Street seems hopeful that the key profitability figure 
is set to hit an inflection point in 2017.

Commercial banks’ fully taxable-equivalent net interest 
margin declined by two basis points to 3.10% in the fourth 
quarter of 2016 from 3.12% in the linked quarter but rose 
significantly from the year-ago quarter’s 3.06%.

Both short-term and long-term rates have risen consider-
ably in the last 14 months, positioning the banking industry 
for higher net interest margins in the future. The Federal 
Reserve has raised the key fed funds rate twice since De-
cember 2015, while long-term rates have risen more than 
65 basis points over the same time frame, with much of the 
increase coming in the aftermath of the U.S. presidential 
election in early November 2016.

The market expects further short-term rate hikes, with fed 
futures assigning more than a 50% probability that the U.S. 
central bank will raise the benchmark rate two or three 
times in 2017.

Moody’s noted in its latest U.S. Banking Quarterly Update 
report that the rating agency expects additional short-term 
rate hikes and stability in long-term rates to allow for sus-
tained improvement in bank net interest margins in 2017.

“We expect NIMs to improve further in 2017 as the Federal 
Reserve makes additional short-term rate hikes and long-
term rates hold steady or edge up. The rate environment 
will buttress US banks’ core profitability, since net interest 
income accounts for a median of above 60% of their total 
revenue,” Moody’s wrote in the report.

Keefe Bruyette & Woods’ bank analyst team also expects 
net interest margins to move higher in 2017, buoyed by two 
additional increases in the fed funds rate in 2017 and 2018.

Net interest income, net interest margin for US commercial banks
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Data compiled Feb. 7, 2017.
Data based on regulatory filings of U.S. commercial banks.
Net interest income and net interest margin are on a fully taxable equivalent basis.
NIM = net interest margin
Source: SNL Financial, an offering of S&P Global Market Intelligence
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Earning-asset yields have already shown signs of bottom-
ing last year, even before interest rates moved much higher. 
Commercial banks’ loan yield rose five basis points in 2016, 
largely driven by increases in commercial and industrial and 
consumer loan yields.

Funding costs, meanwhile, have begun to rise modestly, with 
the cost of interest-bearing deposits in the banking industry 
— excluding industrial banks, nondepository trust, coop-
erative banks and thrift holding companies — increasing 
three basis points in 2016 to 0.36%. The increase was most 
pronounced among larger institutions, with the median of 
cost of interest-bearing deposits at banks with more than 
$250 billion in assets rising seven basis points to 0.25%.

D.A. Davidson bank analysts noted in a recent report that 
most banks remain confident in their ability to keep in-
creases in deposit costs at a minimum. The analyst team 
supported that outlook, noting that the banking system 
continues to have ample liquidity.

At year-end 2016, the banking industry reported an aggre-
gate loan-to-deposit ratio of 71.93%, down modestly from 
72.34% a year earlier.

The D.A. Davidson analysts, though, said bankers acknowl-
edged that further rate hikes could put more pressure on 
liquidity.

“Several management teams admitted one or two additional 
hikes might spur competitive activity, but for now, all is 
relatively calm on deposit repricing,” the analysts wrote in 
a Feb. 8 report.

Bankers’ expectations for deposit betas, or just how much 
of the change in market rates they will have to pass on to 
customers, varies considerably from bank to bank. The 
KBW bank research team has worked to track expectations 
disclosed by the banking industry and has provided inves-
tors with the team’s own forecast for deposit betas from 
the third quarter of 2016 through the fourth quarter of 2018. 
KBW expects an average beta on interest-bearing deposits 
of 17% for universal banks, 43% for regional banks and 35% 
among small-cap and mid-cap banks.

If deposit betas remain low, bank margins could expand 
notably when interest rates move higher. Sustained margin 
expansion would offer a considerable lift to bank earn-
ings as well.

Yield by loan type across US commercial banks (%)
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Data compiled Feb. 7, 2017.
Based on regulatory filings of all U.S. commercial banks.
* Consumer loans do not include credit cards.
Yield is calculated on average balances for each loan type.
C&I = commercial and industrial
Source: SNL Financial, an offering of S&P Global Market Intelligence
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The Raymond James bank analyst team noted that margin 
expansion coupled with a lower corporate tax rate would 
actually drive earnings higher than some of the other poten-
tial positives for the bank sector that have helped fuel the 
recent bank stock rally. While deregulation and the potential 

for stronger economic growth stemming from fiscal stimu-
lus could offer a tailwind to bank earnings, Raymond James 
analysts noted that margin expansion and lower taxes are 
“significantly stronger” drivers of possible increases in 
earnings estimates going forward.

NIM trend at 20 largest banks vs. all banks since 2008 (%)
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Data compiled Feb. 7, 2017.						    
Based on regulatory filings.						    
Net interest margin is on a fully taxable equivalent basis.						    
* The top 20 companies list is based on the 20 largest U.S. commercial banks by total assets as of Dec. 31, 2016, including: JPMorgan Chase Bank 
NA, Wells Fargo Bank NA, Bank of America NA, Citibank NA, U.S. Bank NA, PNC Bank NA, Capital One NA, TD Bank NA, Bank of New York Mellon, 
State Street Bank and Trust Co., Branch Banking and Trust Co., SunTrust Bank, HSBC Bank USA NA, Goldman Sachs Bank USA, Fifth Third Bank, 
Chase Bank USA NA, KeyBank NA, Morgan Stanley Bank NA, Regions Bank and Northern Trust Co.						    
** Excludes industrial banks and non-depository trusts.						    
NIM = net interest margin						    
Source: SNL Financial, an offering of S&P Global Market Intelligence


