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Modest interest rates keep Q4’14 deposits costs

historically low

February 18,2015
By Kevin Dobbs and Zuhaib Gull

Though anticipation of a hike in short-term interest rates has
permeated the banking industry for years, it has yet to materialize,
leaving funding costs exceptionally low at the end of 2014. And,
at least for early 2015, industry insiders say there is little reason to
expect a change.

The cost of deposits at U.S. banks and thrifts hovered well below
historical averages throughout 2014 and finished the year far lower
than where they were in 2006 and 2007, the years preceding the
last financial crisis, an SNL Financial analysis of regulatory filings
shows. The Federal Open Market Committee, the Federal Reserve’s
policymaking arm, drove down short-term rates in the aftermath of
the crisis. At the close of 2014, costs of savings accounts and interest-
bearing transaction accounts were near zero, as they had been for
several years prior.

employment report. Average hourly earnings increased 0.5% in Janu-
ary, providing a long-awaited sign that wages are heading upward
following years of stagnation, Goss said.

If hiring continues and stronger wages encourage more consumer
spending, he said, the Fed should have the ammunition it needs to
boost rates at its June meeting or shortly thereafter.

But, Goss said, his is a prediction clouded by uncertainties on the
jobs and consumer spending fronts — the global economy is laced
with threats to growth that could throw a wrench into the U.S. recov-
ery — and that helps explain why economists broadly are divided on
the timing of a rate increase.

At an American Bankers Association conference this month, for
instance, two prominent economists who track the banking industry
were far apartin their forecasts on rates and growth. Scott Anderson,
chief economist at Bank of the West, anticipates GDP growth of 3.1%
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Data compiled Feb. 12, 2015.
Excludes foreign deposits.

Data is based on regulatory financials.
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Cost of interest-bearing transaction accounts*
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Limited to commercial and savings banks. Excludes savings institutions prior to 2012 due to lack of disclosure.

* Transaction accounts include NOW and demand deposits accounts.
NOW= Negotiable order of withdrawal, MMDA= Money market deposit account
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Ernest Goss, a Creighton University economist who researches
banking, told SNL that if retail sales rebound from the weak perfor-
mances of the past couple months — Goss thinks consumers have
yet to spend the savings they have enjoyed on lower gasoline prices
in recent months — and employment data remains strong over the
next few months, the Fed likely will start to lift rates this summer.

Over the past three months, the U.S. economy added more than a

million jobs and recorded the most robust three-month hiring period
since the late 1990s, according to the U.S. Labor Department’s latest

for 2015 and a Fed rate increase at policymakers’ June meeting.
Sterne Agee & Leach Chief Economist Lindsey Piegza, in contrast,
forecasts GDP growth of 2.1% for 2015 and a rate hike waiting until
2016. Piegza cited global economic tumult as a major concern.

“You really have people on different sides of this,” Goss said, “and
that’s understandable.”

Goss said that, even if his forecast proves accurate, he thinks the
Fed will move cautiously, raising rates by no more than 25 basis
points initially, and then perhaps waiting several months before

One SNL Plaza, P.O. Box 2124, Charlottesville, VA 22902 Phone: 434.977.1600 News fax: 434.293.0407 www.snl.com
© 2015, SNL Financial LC. All Rights Reserved. Proprietary and Confidential. Use limited and subject to SNL license.

*'SNLFinancial




**SNLFinancial

Banking industry deposit mix shift from 2006 to 2014
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Data compiled Feb. 12, 2015.
Limited to commercial and savings banks. Excludes savings institutions prior to 2012 due to lack of disclosure.
Excludes foreign deposits.
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boosting further. As such, he said, there is little reason to expect a “When it happens, it will not be a large increase, and the Fed will
surge in funding costs this year. move carefully,” Goss said.“l think on that much there is a consensus.”
Deposit mix change at the largest banks
Total  2006-2014 deposit concentration change* (pps)

domestic NOW &

deposits other Other <$100K >$100K
Company (top-level ticker) 2014 ($B) Demand trans MMDAs savings time time
Bank of America NA (BAC) 1,143.48 2.85 0.68 2.51 15.43 -11.66 -9.80
JPMorgan Chase Bank NA (JPM) 1,114.18 9.85 0.19 7.13 0.42 -5.01 -12.58
Wells Fargo Bank NA (WFC) 1,062.12 3.30 -1.04 -0.18 7.48 -1.79 -7.77
Citibank NA (C) 455.56 7.29 2.31 4.21 -1.48 -6.77 -5.57
U.S. Bank NA (USB) 263.56 -4.09 -0.27 11.64 8.89 -7.67 -8.50
PNC Bank NA (PNC) 230.49 4.40 -0.97 10.90 2.89 -10.75 -6.46
TD Bank NA (TD) 191.64 -2.09 -0.26 23.80 2.59 -15.70 -8.34
Capital One NA (COF) 191.53 -2.59 -1.56 -0.67 34.35 -16.11 -13.41
SunTrust Bank (STI) 142.89 0.79 1.11 30.14 -0.24 -8.95 -22.86
Branch Banking and Trust Co. (BBT) 136.98 8.04 -0.82 17.11 2.01 -16.26 -10.08
HSBC Bank USA NA (HSBA) 117.32 23.50 -0.36 -11.17 0.57 -1.53 -11.01
Morgan Stanley Bank NA (MS) 109.28 7.32 -1.14 17.37 0.00 0.00 -23.54
Fifth Third Bank (FITB) 103.81 9.73 0.15 14.65 -6.90 -10.04 -7.58
Regions Bank (RF) 96.18 1.38 5.25 21.25 -1.96 -14.19 -11.72
MUFG Union Bank NA (8306) 85.89 8.32 -1.61 2.63 1.06 -0.37 -10.03
BMO Harris Bank NA (BMO) 76.50 9.73 0.73 17.74 -7.59 -3.68 -16.93
Manufacturers and Traders Trust Co. (MTB) 74.61 5.25 0.31 2247 0.03 -13.56 -14.51
KeyBank NA (KEY) 73.80 3.19 2.10 18.25 0.36 -15.68 -8.22
Citizens Bank NA (RBS) 70.25 7.56 2.73 8.09 16.47 -17.56 -17.29
Compass Bank (BBVA) 61.18 4.10 -0.15 8.03 -1.37 -6.96 -3.65
Top 20 median 4.82 0.00 11.27 0.50 -9.49 -10.06
Data compiled Feb. 12, 2015.
Analysis includes the top 20 commercial and savings banks by total domestic deposits, with a loans-to-deposits ratio of
greater than 40% and a credit card loans-to-total loans ratio of less than 50%, as of Dec. 31, 2014.
Goldman Sachs Bank USA was excluded since deposits-related data was unavailable for 2006.
* Data reflects the percentage-point change in concentration for a given deposit type since Dec. 31, 2006.
Excludes foreign deposits.
Ticker is based on parent's home country stock exchange. o o°
NOW= Negotiable order of withdrawal, MMDA= Money market deposit account % SNL
Source: SNL Financial °
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All of that noted, banks still have time to prep for a different envi-
ronment, to position themselves to be able to boost rates on loans
— generating more interest income — and to more than offset in-
creases in what they pay on deposits, observers say. Time to prepare
is important, observers say, because banks likely will see a shift in
their deposit mixes when rates do increase substantially.

Over the last several years, while rates have been low, many Ameri-
cans put their cash in flexible money market demand accounts.
MMDAs accounted for 45.7% of U.S. deposits in the fourth quarter of
2014, up from about 39% at the end of 2006, according to the SNL
analysis. Banks run by major financial companies such as SunTrust
Banks Inc., Regions Financial Corp. and M&T Bank Corp., for exam-
ple, have seen big double-digit percentage-point increases in their
MMDA concentrations since 2006.

Higher interest rates would likely motivate bank customers to shift
their money into less flexible but higher interest-producing accounts
such as CDs, creating new levels of competition to keep or attract
new depositors, said Charles Wendel, president of Financial Institu-
tions Consulting Inc.
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Wendel cautioned that while banks may have time to position
themselves for higher rates, many still have much work to do. If too
many lenders do not have plans in place to both retain depositors
and boost interest income on loans, a higher rate environment could
actually hurt the banking sector, he said, countering the current pre-
vailing thinking that higher rates are all but a certain positive.

“There are a lot of banks that are prepared for this, but there are
many others that are not,”Wendel told SNL. “And they could just find
themselves paying more” for deposits.

The bank industry, he continued, “seems to be desperately wait-
ing for its pot of gold” in the form of higher rates. “And | think that'’s
dangerous.”

At some point there will be rate increases, he said, but when, how
much and how often? Few if any outside the Fed know the answers
to those questions, he said. So it is difficult to gauge the degree to
which the industry as a whole will benefit.

“It's not clear that a rate hike will help the group as much as many
think,”"Wendel said. 7
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