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Banks benefit from high-rates



US banks’ stock returns and interest

rates

Industry-Level Stock Returns and Interest Rate Changes (2009-2023)

• Banks’ stock returns increase with rates

Source: Emin et al. (2024)

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4598126


Why? 
Because they keep deposit rates (expenses) low

4Source: Schnabl (2023)

https://pages.stern.nyu.edu/~pschnabl/research/DSS_Bank_InterestRates_Slides.pdf


Similar story in the euro-area
(less so for time deposits)

Time Deposits Checking (overnight) ECB Deposit Facility Rate

Source: Lane (2023)

https://www.ecb.europa.eu/press/key/date/2023/html/ecb.sp230712_annex~4f04bde288.en.pdf


But lots of differences across countries…



What’s happening

• In a way, this is part of the normal banking business model 

• Banks know that depositors ‘‘need’’ deposits for transactions

and as a form of liquid wealth

• The fact that (large) banks pay no interest on deposit suggests

they have market power over ‘‘sleepy’’ depositors

• These depositors may be financially unsophisticated

• But are all depositors so sleepy?

https://www.nber.org/system/files/working_papers/w33049/w33049.pdf?utm_campaign=PANTHEON_STRIPPED&amp%3Butm_medium=PANTHEON_STRIPPED&amp%3Butm_source=PANTHEON_STRIPPED


Competition from digital banking

• Recent evidence on US banks suggests the rise of a new 

banking model, due to technological advancements:

1. High-rate banks operate primarily online and attract 

less sticky depositors.

2. Low-rate banks operate large bank networks and retain 

relatively stickier (unsophisticated) depositors.

• Digital banking  make depositors more alert allowing 

them to shift their deposits across bank accounts quickly

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4798818
https://fnce.wharton.upenn.edu/wp-content/uploads/2024/02/YaoZeng2_29_24.pdf


Rise of a different kind of banking model

Traditional banks Online banks (few branches)

US banks’ deposit rates

Fed Funds rate
Source: Kundu et al (2024)

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4798818


Digital banking in Europe

• Digital competition allows banks to easily go cross-

border, in the spirit of the Banking Union

• Example: BBVA (Spanish bank) offered 4% interest on 

checking account in Italy from Sep2023, fully online
• Raised €1.3 billion and over 100.000 new clients in 2 months

• The ‘‘sleepiness’’ may depend on the initial level of 

interest rates: depositors notice a change from 0% to 4%!



Conclusions

• Banks benefit from high-rates because they have market 

power over ‘‘sleepy’’, unsophisticated depositors

• Depositors may not be so sleepy after all, especially when

the rates go up significantly and there are online offers

• Digital technology is a game changer: lower operational

costs (branch network↓) allows to increase rates

• Implications for banking supervision: 

1. High-rate banks maintain profitability by taking on more 

credit risk. 

2. Digital technologies can increase the speed of bank runs!

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4422754


Thank you!

Filippo De Marco

filippo.demarco@unibocconi.it

mailto:filippo.demarco@unibocconi.it


Individual US banks’ time deposit rates

Source: Kundu et al (2024)

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4798818


Example of different rates across US banks

Source: Kundu et al (2024)

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4798818


In the background…
Profitability gap between US and EU banks



US banks’ stock returns and interest

rates

Industry-Level Stock Returns and Interest Rate Changes (2009-2023)

• Banks’ stock returns increase with rates

• Interestingly, this is the case only after the Global Financial 

Crisis (2009-2023), not before (in 1994-2007-4.34)

• The initial level of rates matters too

Source: Emin et al. (2024)

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4598126
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