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Balance Sheet Strategies with 2020 Hindsight:
Margin & Earnings Pressures Intensifying

Prepare Now for the Inevitable



© 2021 Darling Consulting Group, Inc. Page 2

Flying Blind from the Pandemic?

How Comfortable Are You With Your “New” Risk Profile?  Future?
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Role of the ALCO More Critical Than Ever

Reporting that Brings Clarity & Perspective The Best-Informed People Asking Great 
Questions Leads to the Best Answers

Quality Data Quality Modeling that Gets “Right Picture”
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Strategy Development - ALCO Questions

Asking the Right Questions Leads to Effective Strategy Discussion

◆ Margin and Earnings Pressure will continue in 2021…

➢ What’s NII outlook?  

➢ How do we fill the “hole” in run rate of income?

➢ What does the “future” balance sheet look like as rates rise? (our B/S within our B/S)

◆ Deposit Pricing

➢ How low should/can we go?; Use data analytics to support decision making (this time is different)

➢ How do we want to position deposit terms, tiers, etc.?  Key drivers to consider this time?  Future Betas?

◆ Liquidity Management

➢ How much do we have? Need? Impact of Surge currently and prospectively?

➢ Considerations for deploying “excess” cash?  Concerns?

◆ Investments Are we taking advantage of recent curve Steepening? Concerns? Impediments? How decide?

◆ Loan Strategies

➢ Pricing & Spreads  given higher rates & steeper curve? (margins, floors, penalties, negotiation points?)

➢ Capacity to HOLD Fixed Rate Loans

➢ Hedging alternatives (if truly needed)
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Setting the Stage

◆ Current and expected margin pressure will continue

◆ Cash accumulating…more to come!

◆ Prediction for Deposit Balances Unclear?  

◆ Loan Growth Challenges: Pricing lagging curve

◆ Investment Opportunity Knocks: 10 yr. Treasury up to 1.63%

◆ Short Rates remaining low for extended period…

◆ Balance Sheet Within the Balance Sheet; Hidden Risks? 
Opportunities? 

◆ Credit and Capital remain a focus

Key Industry Challenges 2021 & Beyond
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The Balance Sheet Within the Balance Sheet

Covid Impact Year over Year…Continues
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2021’s Biggest Challenge = Margin Pressure

Margin Pressure Decisions:

➢ Room to Lower Deposit Rates?

➢ Should we extend “Excess” funds to 
loans?  Investments?

➢ IRR implication of extending cash in 
this low-rate environment?

➢ What about rising rate impact on risk 
profile?

NII Simulation



© 2021 Darling Consulting Group, Inc. Page 8

Focus on Plausible Scenarios - How to Fill the Hole?

Impact of Delayed Rising Rate Scenarios
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Today’s Focus

◆ Quantify Surge & Forecast Potential Outcomes

◆ Pricing Trends & Initiatives

◆ Risk Management Implications

◆ Balance Sheet Strategies
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DEPOSIT SURGE
TODAY’S STORY:   1) QUANTIFY SURGE

2) FORECAST EXPECTATIONS
3) CARVE OUT INVESTIBLE PORTION
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Deposit Surge Dilemma

Surge

* Sourced from Deposits360°®

?
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Tracking COVID-Era Deposits

Growth in Existing Deposit Accounts

Other      
Existing 
(1.6%)

Our typical reporting institution showed 
an unexpected surge in non-maturity 

deposits of 6.6% in April-2020

New 
Accounts 

(1.7%)

Existing Accounts
More-Than-Doubling

in Balance (3.3%)

What we’ve learned since:

✓ New account openings shows that some of those 
balances decayed back towards normal within a few 
months

✓ Those accounts whose balance more-than-doubled 
saw normal levels of subsequent decay

✓ To-date, the dominant share of the COVID surge 
appears to be permanent

* Sourced from Deposits360°®
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Deposit Surge Expectations

1.    Quantify “Surge”
➢ PPP, consumer, public
➢ New accounts vs. existing 

accounts

3 Steps To Tell Your Deposit Story:

* Sourced from Deposits360°®

2. Estimate Forecast
➢ Consider “balance sheet within a 

balance sheet”
➢ Review multiple outcomes

3. Track Vintage Activity
➢ Create a warning system



© 2021 Darling Consulting Group, Inc. Page 14

Tracking COVID-Era Deposits

April 2020 Vintage
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In April 2020, balance surged by 7.1%
(6.6% more than is typical)

6.6%

* Sourced from Deposits360°®
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COVID Surge Example

Other Potential Surge Scenarios

*Sample Financial Institution
* Sourced from Deposits360°®

12/31/2020 3,188                     

12/31/2021 3,177                     

Net $ Δ (11)                         

% Δ 0%

75% COVID Surge Run-off (18 mos)

M
illio

n
s
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PRICING
TODAY’S STORY:   1) HOW MUCH MORE CAN WE SQUEEZE?

2) PREDICTING PRICING  & BETAS
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Deposits360°® Cross-Institution Deposit Rates (2020-12-31)

Products 20th Percentile 80th Percentile 3-mo Change 12-mo Change

Total Deposits 0.32% 0.00% 0.45% -0.07% -0.46%

Non-Maturity Deposits 0.14% 0.00% 0.25% -0.03% -0.29%

Time Deposits * 0.43% 0.20% 0.60% -0.12% -1.33%

NOW 0.14% 0.01% 0.25% -0.03% -0.25%

SAV 0.08% 0.02% 0.15% -0.01% -0.12%

MMDA 0.27% 0.10% 0.40% -0.06% -0.60%

Share Drafts 0.07% 0.00% 0.10% 0.01% -0.04%

Regular Shares 0.12% 0.05% 0.20% -0.02% -0.05%

Time Deposits ( 1-5 mo) * 0.17% 0.07% 0.30% -0.06% -0.73%

Time Deposits ( 6-11 mo) * 0.29% 0.15% 0.45% -0.05% -1.27%

Time Deposits (12-17 mo) * 0.41% 0.20% 0.60% -0.10% -1.24%

Time Deposits (18-23 mo) * 0.48% 0.23% 0.70% -0.06% -1.19%

Time Deposits (24-35 mo) * 0.49% 0.30% 0.70% -0.06% -1.13%

Time Deposits (36-59 mo) * 0.61% 0.40% 0.90% -0.04% -1.10%

Time Deposits (60+ mo) * 0.70% 0.35% 1.00% -0.09% -1.09%

* average rate on newly-funded CDs

Periodicity: Monthly

As of 12/31/2020

Low/High Account Level Rates Avg Rate Change
Avg Rate

Deposit Rates Continue Downward Trend

Deposits360°® Cross Institution Analytics

*Approximately 70% of monthly data reported
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Predicting Deposit Pricing

The Relationship Between Risk-Free Rates and Deposit Pricing

Deposit yields respond to movements in short-term rates.  We use this 
historical relationship to predict future deposit rate movements
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Predicting Deposit Pricing

The Relationship Between Risk-Free Rates and Deposit Pricing

To better understand deposit pricing, we need to consider the relationship between 
loan and deposit rates as a supply-demand equilibrium

Although the 
demand for 
non-maturity 
deposits is 
related to 
short-term 
rate

The available supply 
of deposits is related 
to loan volume, 
whose rate is driven 
by long-term yields

A bank/CU must balance both 
the volume and rate of assets 
with liabilities
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Predicting Deposit Pricing

Implications for Future Deposit Pricing

We can use our improved understanding of deposit rate dynamics to predict 
some of the second-order effects on pricing and extend our forecasts further.

Longer-term rates are 
much lower than they 
were in 2015 putting 
much more pressure 
on deposit pricing

Effective Beta = 35.0%

Effective Beta = 21.3%
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Lending Strategy Discussion
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Strategy Discussion-Loan Pricing

Swap Curve Steepening Since Last Year…Are New Loan Yields Reacting?

March 2021

August 2020
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Strategy Discussion
Client: CRE Loan Originations…Yields Lower, Spreads Higher
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Strategy Discussion
Frank’s Bank Mortgage Loan Originations…Yields Lower, Spreads Higher
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Can We HOLD Longer Term Assets?  

How Much Can We Support?
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Can We HOLD Longer Term Assets?  

How Much Can We Support?
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NO Need for Long Funding!  We Have It!

Impact of $250MM in Long-Term Loan Growth & $250MM Deposit Outflow
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Investment Strategies

◆ What’s required to move the needle?

◆ Prioritize investment objectives & “tie-breakers”

◆ No free lunch…DO YOUR HOMEWORK

➢Credit risk

➢Option risk 

➢Duration (price risk)

◆ Level set discussions re: unrealized losses

◆ BUY Discounts Today!  Pre-Invest?
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◆ 10-year Treasury @1.63%

◆ Investments now at Discounts

◆ Refi activity abating?

◆ Cash burning hole in pocket 
now has attractive options

◆ Deposit cost will lag and likely 
grow…put cash to work now!

NEWS FLASH! Rates Higher, Opportunity Knocks
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Delayed Rising Rate Scenarios

◆ Important: Quantify Strategies Today vs. potential for 
future rate increases

➢ Highlights protecting margin compression if 
rates stay low.

➢ Impact of fixed rate asset strategies?

➢ Impact of future deposit outflows/surge 
normalization?

➢ Combination of fixed assets and deposit 
outflows?

➢ Growth Necessary - will likely require more 
Long-Term Assets.

Balancing Near Term Challenges with Longer Term Outlook 
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Capitalize on Cheap Funding

Investment Strategy Using Laddered Advances 
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STEP #1: Getting Your Risk Position Right

◆ Accurate Risk Assessment

◆ “Normalizing” PPP/COVID

◆ Key Assumption Sensitivity

◆ How Rates Rise (or don’t RISE ) MATTERS

◆ Presentation Matters too!

◆ Execute Game Plan!!!

Creating Clarity for Strategy Development
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Thank You!

Frank Farone
Managing Director
Cell: 617-680-6990

ffarone@darlingconsulting.com

mailto:ffarone@darlingconsulting.com

