
Abstract  
The aim of this paper is to investigate the impact of the unusually low interest 

rate environment on the soundness of the US banking sector in terms of profitability 
and risk-taking. Using both dynamic and static modeling approaches and various 
estimation techniques, we find that the low interest rate environment indeed impairs 
bank performance and compresses net interest margins. Nonetheless, banks have 
been able to maintain their overall level of profits, due to lower provisioning, which 
in turn may endanger financial stability. Banks did not compensate for their lower 
interest income by expanding operations to include trading activities with a higher 
risk exposure. 
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