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Banks cut provisioning despite uptick in credit 
quality concerns

By Venkatesh Iyer and Zach Fox December 5, 2016

Banks and thrifts cut provisioning in the third quarter despite 
some concern that the credit cycle is approaching a turn.

During the 2008 credit crisis, banks build huge reserves to 
handle the massive spike in mortgage defaults. As mortgage 
delinquencies abated, banks were able to release reserves 
at a rapid clip, acting as an earnings tailwind for the industry. 
At the start of the year, it appeared those days were over as 
energy concerns forced banks to increase provisioning on 
a linked-quarter basis. But energy prices have rebounded, 
dampening concerns of losses from the oil-and-gas sector. 
That has allowed banks to pull back on provisioning over the 
last two quarters. After the industry posted a recent peak of 
$12.6 billion of loan loss provisions, the figure shrank by 6% 
in the second quarter and then by 5% in the third quarter to 
come in at $11.4 billion in the third quarter.

“When looking at the overall numbers, the improvement in 
oil-and-gas prices and energy provisioning was a big story,” 
said James Sinegal, an equity analyst with Morningstar.

As oil prices cratered, banks set aside significant reserves 
for expected loan losses that have not fully materialized. 
Banks have been able to release some of those reserves, 
offsetting increased provisioning in other parts of their 
loan portfolios such as consumer loans. Overall, banks are 
continuing to build reserves despite the releases related 
to their energy holdings. The industry, in aggregate, held 
$122.1 billion in loan loss reserves in the third quarter, up 
0.3% from the previous quarter and a 3.0% year-over-year 
increase. But the reserves are not keeping pace with asset 
growth, meaning the ratio of reserves to assets for the in-
dustry ticked down to 0.73% in the third quarter from 0.74% 
in the second quarter.

The reduced provisioning levels might seem troublesome 
given reports of rising delinquencies in certain segments 
of the economy. On Nov. 30, the Federal Reserve Bank of 
New York published a blog post noting that lenders were 
continuing to increase holdings of auto loans despite rising 
delinquencies. However, from an overall perspective, credit 
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Data compiled Nov. 28, 2016.
Data based on regulatory filings.
Analysis includes current and historical U.S. commercial banks, savings banks and savings and loan associations.
NCOs = net charge-offs
Source: SNL Financial, an offering of S&P Global Market Intelligence
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quality remains relatively pristine. Net charge-offs totaled 
just $10.1 billion during the third quarter, less than one-tenth 
of a percent of total assets for the banking industry. There-
fore, despite lower provisioning, the ratio of provisions to 
net charge-offs remained above 100%, meaning banks were 
continuing to build their reserve bulwark against a recession.

A notable exception was Bank of America Corp., which set 
aside loan loss provisions equal to 94% of its net charge-
offs in the third quarter. Asked for comment, a Bank of 
America spokesman pointed to the company’s earnings 
release, which noted reserve releases in consumer were 
offset by increased reserves for commercial loans. In total, 
the bank reported a net reserve release of $38 million in the 
third quarter.

Morningstar’s Sinegal, who covers Bank of America, said the 
company has more wiggle room to release reserves since it 
needed to set aside a larger amount through the crisis.

“Perhaps not due to choice but because they were forced to, 
Bank of America and Citigroup Inc., to some extent, because 
of their problems, they’ve been a little more conservative in 
the last few years than the other big banks,” Sinegal said.

Indeed, among the largest banks, Citigroup stands out with 
a reserve-to-loans ratio of 1.92%. But the bank did not enjoy 
the reserve release benefit to earnings that Bank of America 
did in the third quarter. Citigroup was actually the only bank 
among the four largest to post an increase in its reserve-to-
loans ratio. During the bank’s earnings call, management 
attributed the increase largely to its acquisition of a Costco 
credit card portfolio.

“Most of the reserve build related to our U.S. cards fran-
chise, driven by the Costco portfolio acquisition, volume 
growth and the estimated impact of newly proposed regu-
latory guidelines on third-party collections,” said CFO John 
Gerspach, according to a transcript. 

Q3'16 loan loss reserve and provision metrics of largest  
US public banks, thrifts

Company (ticker)

Total 
assets ($B)

Q3'16

Reserves/loans (%) Provision/NCOs (%)

Q3’16
QOQ 

change* Q3'16
QOQ 

change*
JPMorgan Chase & Co. (JPM) 2,521.03 1.60 ▼ 100.98 ▼

Bank of America Corp. (BAC) 2,195.31 1.28 ▼ 93.92 ▼

Wells Fargo & Co. (WFC) 1,942.12 1.17 ▼ 100.00 ▼

Citigroup Inc. (C) 1,818.12 1.92 ▲ 114.49 ▲

U.S. Bancorp (USB) 454.13 1.38 ▼ 103.17 ▲

PNC Financial Services Group Inc. (PNC) 369.35 1.23 ▼ 56.49 ▼

Capital One Financial Corp. (COF) 345.06 2.62 ▲ 131.05 ▼

BB&T Corp. (BBT) 222.62 1.04 NC 103.08 ▼

SunTrust Banks Inc. (STI) 205.09 1.20 ▼ 75.40 ▼

Citizens Financial Group Inc. (CFG) 147.02 1.17 ▼ 92.77 ▼

Fifth Third Bancorp (FITB) 143.28 1.35 ▼ 74.77 ▼

KeyCorp (KEY) 135.81 1.00 ▼ 127.27 ▼

M&T Bank Corp. (MTB) 126.84 1.09 ▼ 113.60 ▼

Regions Financial Corp. (RF) 125.18 1.38 ▼ 53.70 ▼

Huntington Bancshares Inc. (HBAN) 100.77 0.88 ▼ 133.59 ▼

Comerica Inc. (CMA) 74.12 1.48 ▲ 87.50 ▼

First Republic Bank (FRC) 67.99 0.59 ▲ NM NA
Zions Bancorp. (ZION) 61.04 1.40 ▼ 62.78 ▼

New York Community Bancorp Inc. (NYCB) 49.46 0.45 ▼ NM NA
SVB Financial Group (SIVB) 43.27 1.26 ▼ 84.10 ▼

Industry aggregate^  16,766.39 1.32 ▼ 112.38 ▼

Data compiled Nov. 28, 2016.
Analysis includes U.S. public banks and thrifts with a loan-to-deposit ratio greater than 40% as of Sept. 30, 2016.
Company data based on GAAP filings. Aggregate data based on regulatory filings.
* Quarter-over-quarter change column represents the change in values rounded to two decimal places, not the 
change in actual values.
^ Includes all operating and historical U.S. commercial banks, savings banks and savings and loan associations.
NCO = net charge-offs
NM = not meaningful; NA = not applicable; NC = no change; QOQ = quarter-over-quarter
Source: SNL Financial, an offering of S&P Global Market Intelligence


