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Fed’s 2016 rate hike brought big jump

in some CD rates

By Nathan Stovall and Zain Tariq

While most of the banking industry continues to shrink term
funding, some institutions are marketing CDs well above
current market rates.

Deposit rates across the industry only increased slightly in
2016, with the cost of interest-bearing deposits climbing
just a few basis points following the Federal Reserve’s rate
hike in December 2015. The Fed raised rates again a year
later atits December 2016 meeting, and a handful of institu-
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tions have responded by significantly raising rates on select
CD products.

Looking atthe changesinrates on 1-year CDs with minimum
balances of $10,000 since Dec. 9, 2016, nearly 100 banks
have raised their rates beyond the Fed’s 25-basis-point rate
hike late in 2016.

The top 25 institutions in that group lifted rates on those
products in the range of 65 to 125 basis points. The Fed
raised rates by 25 basis points again on March 15 but
the swiftincreasesin CD rates came before that move,
showing that some institutions passed the full change
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Source: SNL Financial, an offering of S&P Global Market Intelligence

Across theindustry, 1-year CD rates have risen 2 basis
points on average, since Dec. 9, 2016,; 3-year CDs have
increased 3 basis points; and 5-year CD rates have
risen 4 basis points, translating into far lower betas,
at least thus far.

Average $10,000 CD rates at US banks and thrifts, by asset size*

CD rates (%)~

3-month 6-month 1-year 3-year 5-year
Assets 03/10/17 12/09/16 03/10/17 12/09/16 03/10/17 12/09/16 03/10/17 12/09/16 03/10/17 12/09/16
$1B-$10B 0.15 0.14 0.23 0.21 0.40 0.37 0.81 0.78 1.22 1.19
$10B-$50B 0.14 0.13 0.22 0.21 0.37 0.34 0.77 0.74 1.13 1.09
$50B-$250B 0.10 0.10 0.21 0.21 0.40 0.39 0.67 0.68 0.91 0.91
> $250B 0.06 0.06 0.07 0.07 0.13 0.12 0.28 0.27 0.51 0.51
Industry average* 0.16 0.16 0.26 0.25 0.43 0.41 0.85 0.82 1.26 1.22

Data compiled March 13, 2017.

* Analysis includes U.S. commercial banks, savings banks and savings and loan associations that filed regulatory reports as of Dec. 31, 2016.

Industrial banks and nondepository trusts are excluded.

A Represents average U.S. interest rates for different $10,000 certificate of deposit products. Interest rate data may not reflect all pricing regions
for each company and is based on current S&P Global Market Intelligence coverage.

CD = certificates of deposit
Source: SNL Financial, an offering of S&P Global Market Intelligence
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The pace of rate increases has been relatively slow over
the last 18 months, though, and many bankers expect cus-
tomer behavior to change after more substantial increases
in rates. The banks offering stand out rates at this point in
the cycle might be marketing deposit specials — limited
time offerings aimed at luring new customers to a franchise.
Banks almost certainly will experiment with those offerings
and other higher-rate forms of term funding if short-term
rates continue moving higher.

A number of banks have reported significant increases in

not believed to be punitive enough to stop them from tak-
ing funds to a competitor offering far higher rates. IfaCD is
going to mature soon, however, some banks believe a cus-
tomer will be more likely to hold their funds steady and wait
torollthem into another product once the maturity occurs.

Banks could also use tiering with their CD products, offer-
ing customers higher rates if they are willing to park more
funds at the institution. First NBC Bank Holding Co., which
is working to recapitalize its balance sheet, reported the

CDs over the last year, and many of
those institutions have put their li-
quidity to work. S&P Global Market
Intelligence found that the 20 institu-
tions that grew CD balances the most
from ayear earlier reported a median
loan-to-depositratio of 87.65% at the
end of the fourth quarter, compared
to 71.93% for the banking industry in
aggregate.

Some of those banks seemed focused
on growing CD balances, including a
handful of institutions that do not
have extensive branch networks,
such as Live Oak Bancshares Inc. and
First Internet Bancorp.

Some banks are also running new
product offerings. MUFG Union Bank
NA, forinstance, has rolled out a new
hybrid digital bank called PurePoint
Financial, which exclusively offers
savings accounts and CDs. The com-
pany is offering customers market-
leading rates on online deposits and
access to their financial centers.

Other institutions are expected to
“ladder” out deposits into a variety
of CDs with different maturities. That
practice could keep the bank from
raising deposit costs all at once while
offering some protection from early
withdraws in the event that rates
rise materially. Penalties customers
would incur from early withdraws are

US banks and thrifts with highest YOY change in CD composition

Q4'16
CDs/total
deposits
Average $10,000 CD
Q416 YOY  rates, by maturity (%)?
balance change

Company (top-level ticker) ($M) (%) (pps)! 1-year 3-year 5-year
First Internet Bancorp (INBK) 970.4 66.3 15.8 1.26 1.71 2.12
Live Oak Bancshares Inc. (LOB) 939.7 63.3 12.6 1.35 1.55 1.75
Meta Financial Group Inc. (CASH) 549.7 15.0 121 0.30 0.63 1.00
Westbrand Inc. 315.8 37.6 10.7 1.05 0.90 2.00
DNB Financial Corp. (DNBF) 216.5 24.2 10.3 0.20 0.45 1.00
BCI Financial Group Inc. (BCl) 1,066.2 19.1 9.9 NA NA NA
Shinhan Bank America (055550) 461.2 447 8.8 0.90 1.35 NA
BankFinancial Corp. (BFIN) 351.6  26.0 7.8 0.65 1.45 1.85
First NBC Bank Holding Co. (FNBC) 1,539.7 435 7.6 1.01 1.75 1.77
New York Community Bancorp Inc. (NYCB) 7,577.2  26.2 7.5 1.1 0.84 1.01
Mercantil Bank Holding Corp. (MVZ.A) 1,837.3 27.9 6.6 NA NA NA
SNBNY Holdings Ltd. 3,258.9 50.7 6.4 NA NA NA
Business First Bancshares Inc. 338.2 36.2 6.1 1.16 1.51 1.97
Sterling Bank 676.5 54.6 6.0 0.60 1.00 1.20
Byline Bancorp Inc. 776.5 31.2 5.5 0.20 1.25 1.50
State Farm Bank FSB 5,820.7 53.1 5.5 0.10 1.55 2.30
Briscoe Ranch Inc. 637.2 54.2 5.5 0.50 NA NA
CrossFirst Holdings LLC 514.7 304 53 1.00 1.25 1.75
First National Bank of America 6226  75.3 5.3 1.10 1.60 2.10
Bankwell Financial Group Inc. (BWFG) 601.8 46.7 5.0 0.30 0.70 1.25
Industry? 1,604,256.9 12.6 -0.9 0.43 0.85 1.26

Data compiled March 13, 2017.

Analysis limited to the 20 top-tier U.S. banking institutions with the highest year-over-year change in
certificates of deposit as a percentage of total deposits, as of Dec. 31, 2016. Only institutions with total assets
greater than $1 billion and loans-to-deposits ratio of over 25% as of Dec. 31, 2016, were considered. In addition,
industrial banks and nondepository trusts are excluded from the list.

" Year-over-year change is based on reported CD balances and is not adjusted to exclude growth from merger
and acquisition activity.

2 Represents average U.S. interest rates for different $10,000 certificate of deposit products. Interest rate data
may not reflect all pricing regions for each company and is based on current S&P Global Market Intelligence
coverage. Rates are as of March 3, 2017.

3 Represents all U.S. commercial banks, savings banks and savings and loan associations that filed regulatory
reports as of Dec. 31, 2016. Industrial banks and nondepository trusts are excluded. CD balance and
composition represent industry aggregates. CD rates represent industry averages.

Total deposits and CDs are based on regulatory filings.

CD = certificates of deposit; YOY = year-over-year; pps = percentage points; NA = not available

Top-level ticker is based on the home country of the highest traded entity within the corporate structure.
Source: SNL Financial, an offering of S&P Global Market Intelligence
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ninth-largest year-over-year growth in CDs in the fourth
quarter. The New Orleans-based bank is offering customers
tiers on CDs with maturities over six months.

Still, those banks that have grown CDs materially or have
experimented with different product offerings are not the
norm across the industry. Most banks have reduced their
reliance on CDs, with the concentration across the indus-
try falling to a median of 28.93% of deposits in the fourth

quarter of 2016, from 30.31% a year earlier. The decline was
consistent across banks of all sizes, with the exception of
banks in the range of $10 billion to $50 billion in assets,
which increased CDs modestly to a median of 14.17% of de-
posits from 14.00% a year earlier.

It could take a few more rate hikes to spur significant
change across the industry, and more rates increases are
expected this year, suggesting that a funding shift could lie
on the horizon.
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