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The steeper the yield curve is, the better it is for lending profits.
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When long-term rzites rise, the value of bonds bought at lower yields falls. This was an existential problem for banks in early

2023, when Silicon Valley Bank and others failed. Customers lined up at SVB headquarters. BRITTANY HOSEA- SMALL/
~ REUTERS

Big Banks Can Profit From Bond Angst

Lenders face plenty of risks, but rising longer-term interest rates can work to their
advantage

'!fhﬁecent 1ea§ in longer-term U.S. Treasklgd%'eldslhas unnerved investors. But it could play into the hands of the country’s

lenders.

One upshot of this is what is known as a gteeper vield@

horter-duratiqg securities, such as those that mature in a matter of months, are yielding less than longer-duration,
ongs.

~ The difference in what@@ Treasurys vield recently has been around its biggest since 2022.
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For years, thm had been fairly flat. That meant yields were roughly the same at different maturities, or even inverted, with
shorterterm ylettﬂfﬁrgher than longer-term ones. Those were challenging curve shapes for the core busmess of banking.

Banks get the bu\k of their funding in the short- term market in the form of deposits. Payouts on those are rnostly linked to very
short- term rates. ‘ l e B

Then they either lend out or invest these funds typically in longer- term assets such as loans, mortgage bonds or long-dated mg
Treasurys. The djtjerence between the rates at which they borrow and lend is their proﬁt also referred to as their net interest |

margin. B
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The steeper the @\rk)the better it is for lendmg profits. So even if the short-term prcture for the U.S. economy is muddied by %,
tariffs, concern overong-term deficit expansion and inflation could actually fuel an improving dynamic for banks’ core lending
profits. AL B

Improving net interest margins, which have been below their longer-termy 1éveis could help buffer some of the other headwinds
banks face. These include fears that a\trade war could tip the U.S. economy into recession.

Large U.S. banks followed by TD Cowen analysts, for example, had a'median net interest margm of 2.81% as of the fourth
quarter of last year, versus the 20-year historical median of 3.2%. “We expectnet ifiterest margins to improve,” the analysts
recently wrote, citing a “positive sloping yield Curve’} and: a retum to “more normal levels” of interest rates.

~here is a flip side to this: When long-term rates rise, the value of@c;ds bought at lowe_m This was an existential

problem for banks back in early 2023, when Silicon Valley Bank and ‘others failed. They jwere facing the prospect of huge losses
on their bond portfolios. That made it unte able-for.them to meet dep051t outﬂows by selling those bonds. Even if banks don’t
need to sell moneylosing bonds, growing unrealxzed losses can.in'some cases cut into their regulatory capital ratios.

However, rising long-term yields car;/also have a capital benefit in the near term. As older bonds mature, the cash can be rolled
over into new, higher-paying bond Ty

That means bank assets generat'" more income, which can be retained as capital. If the Trump administration also takes actions
that lower banks’ camtal reg_uﬁements 1t would leave banks with even more excess capital than they already have. This could

It also could give b_a__nks ' reater flexibility to increase their lending if the economy grows, or add to buybacks if loan demand
isn’t materializing.

The market has been unsure of what to do with banks this year.

Early in 2025, bank stocks outperformed the broader market on hopes for a stronger economy. They mostly underperformed in
March and April when tariff fears dominated. At the moment, the KBW Nasdaq Bank Index and the S& P 500 are both almost
flat for the ygar.

If the ontinues to steepen at a moderate pace, that could put some wind back into the sails of bank stocks.

—Telis Demos
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