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Amid the fog of war and an uncertain path for inflation and interest rates, 
markets will likely appreciate the lack of major cracks visible in the rearview 
mirror of recent bank earnings. A closer review of reports reveals that credit 
quality remains fairly stable, anchored by strong labor and wage growth 
data. While some face near-term compression, many banks reported net 
interest margin expansion, and management commentary remained 
broadly constructive across both GSIBs and regional banks.

These strong fundamentals build on a recovery that began in mid-2023. Key 
industry tailwinds include robust consumer spending, the continued 
repricing of maturing low- and fixed-rate assets at higher yields, and a more 
favorable regulatory backdrop proposing reduced capital requirements. 
Larger diversified banks received an added boost from strong trading and 
M&A activity. Furthermore, emerging private credit risks in certain pockets 
have not permeated publicly traded banks so far, sustaining positive 
sentiment.

However, the outlook remains clouded. Earnings calls featured cautionary 
notes that the burden of inflation disproportionately impacts lower-income 
consumers. Moreover, markets are forward-looking, and that view is 
currently muddied by the ongoing Iran war and its potential to reignite 
inflation via higher energy prices. Despite strong underlying fundamentals, 
further upside for bank stocks may be subject to markets gaining clearer 
direction on these geopolitical and macroeconomic risks.

Bank Earnings Offer Relief, but Macro Risks Remain
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