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Managing Capital



Getting Above Your Cost of Capital

Need to produce over 
your cost of capital. 

Many banks are producing below 
their long-term cost of capital. 

• Defunct Banks = 1.66% ROE (4k)
• Every action should be predicated 

on ROC
• Difficult to attract new capital 
• Growth could further destroy 

capital

Scale, not growth, should be your 
NorthStar. 



When Growth Kills

The more ROE is below your cost of capital, the more growth destroys bank capital. 



Strategic Priorities

Banks should flip their strategic priorities!
Allocate resources based on profitability. 

180,000%

18,000%

1,800%

180%

18%

Lifetime Value



3Q Loan Pricing Trends



Loan Command



3Q Pricing Trends - Summary



Pricing by Grade and Loan Size



Pricing By Loan Type



Industries That Are Increasing in Credit Risk



Industries That Are Decreasing in Credit Risk



Prepping For Credit Shock



The Balloon Paradox

Impact of 
Reset



The Coming Credit Shock

Shock Driven By Higher Rates, a Slowing Economy & Additional Events

1.Look 2 years out for rate resets and balloon maturities
2.Actively manage borrowers – The Strategic Refi
3.Actively build a more resilient portfolio 
4.Manage growth for profitability



Increasing PODs



Watching Correlations



Adding Non-Correlative Risk

Leverage bond portfolio when constructing balance sheet performance. 



Limit the Use of Rate When 
Managing Deposit Costs



The Problem With Rate

2021 2023
ROE Moves Inversely with Interest Rates –
7.7% Now Below Their Cost of Capital  

• Cannibalizes accounts
• Trains customers
• Trains employees



Relasticity > Elasticity

Brand
Product
Service 
Safety
Shrink

Price / Rate



Lessons in Deposit Building

WHO IS RATE SENSITIVE AND WHO IS “BPSSS” SENSITIVE : test > words > assumptions

SALES ‐CENTRIC: You have more influence than you think. Sell customer on BPSS.  

CAN YOU GET MORE GRANULAR? :  Delve deep into customer psychographics to discover segments 
and target segments with more deposits.

BUILDING RELATIONSHIP BUNDLES: Cross‐sell starts with packaging products together to help 
retention. 

MARKETING TO  SHOW THE WAY: Use more marketing to build deposit balances. Sometimes, 
you just need to remind the customer to save.  

IF RATE, THEN: If you have to market on rate, show the customer a plan. Keep rate sensitive 
customers segmented and work on making rate sensitive customers less sensitive over time. 



Building Optimized Deposits



15 of the Best Deposit Campaigns



Target Specific Industry Segments



Targeting Customers By Cash Flow



Products: Treasury 
Management



For every 100 
TM Customers:

Annual Fee 
Income

$130,000

Deposit 
Balances

$27M

Increased 
Margin

3.81%

Increased 
Earnings

$1M

Current penetration of TM Customers:

Commercial  15%
Municipal 9%

Average # of Non‐TM Customers: 83%



Treasury Mgmt. Impact on Beta & Return

RAROC Value Difference

Non‐TM Commercial Customer:  16%

TM Commercial Customer: 33%



Cash Management Profitability



Top 25 Industries to Target for Cash Mgmt.



Treasury Management Product Map



Generative AI in Lending



Introducing Tate

Gen AI will become your 
main user interface. 

• Work on existing source 
documentation

• Train on prompts
• Start experimenting and 
become familiar

• Start AI Governance group



Questions?



Conclusion

Start planning strategic 
refinance opportunities. 

Consider some of our
covered tactics to allocate
sales/marketing resources
and capital.

Minimize the use of rate for 
deposits and explore some 
of our tactics. 



Thank You!
Chris Nichols
Director
Email: cnichols0@southstatebank.com
Tel: 925‐202‐8944

Connect with me:

Want more ideas and data? Subscribe:

@cnichols0

linkedin.com/in/cknichols/

@cnichols0



DISCLAIMER

This presentation is for general strategic information only and should not be 
relied upon as a substitute for independent research before making a material 
management decision. This presentation does not take into account any 
particular bank’s performance objectives, financial situation or needs. All 
banks should obtain advice based on their unique situation before making any 
decision based upon this presentation or any information contained within. In 
addition, any implied projections or views of the bank market provided by the 
author(s) may not prove to be accurate. While all the information contained 
herein is believed to be accurate as of the date of source or publication, the 
information is subject to change and constant revision. 


