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The Next Model of Branch Distribution?

As electronic channels gained acceptance over
the past 20 years, in-branch transaction activities
correspondingly declined. Inresponse, bankers
realized that at least some branches could reduce
staff levels and employ smaller-format offices, saving
personnel and occupancy costs. Not every branch
was suitable for such downsizing; and even as teller
demand eroded, branches still needed physical
capacity for their fundamental role of opening
new accounts.
However, the new-account activity
occurs much less frequently than transaction

and its associated nearby spokes) under a single branch
manager who sets the sales agenda for all branches in
the cluster.

But with electronic channels continuing to supplant
branch activity — not only in transactions but even in
account openings — bankers have pared branch networks.
And with less of a priority on location convenience for
routine transaction needs, institutions can enter new
markets and claim marketwide branch coverage with
broader spacing between branches than would have
been feasible in a prior era.

Bancography deems this approach “hub-and-hub,”
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a model known as

"hub-and-spoke” branching. Whereas in a

traditional operating model, every branch functions
as a main office in miniature offering the full array
of products with in-house personnel, in the hub-
and-spoke environment, that model persists only
in a subset of branches — the hubs.

Each hub branch is paired with one or more
spokes, and those spokes provide only a subset of
product sales via on-site personnel; typically, the more
frequently requested but simpler product sales, such
as consumer deposits, installment loans, and business
checking. If a client inquires about a more complex
need, the banker schedules an appointment for that
line-of-business specialist domiciled at another branch
(e.g., mortgage banker, commercial lender) to meet the
client at the branch where the request originated.

Many institutions take the model a step further,
and operate all branches in the cluster (i.., the hub

those in-between locations
(mostly “infill” type branches in predominantly residential
neighborhoods) with electronic alternatives.

The model yields broader spacing between branches:
for example, 3 miles separation versus 1.5 miles in urban
markets, or 5 miles versus 3 miles in suburban corridors.
What's left is a smaller network, but of hubs only.

So that in contrast to the hub-and-spoke model, every
branch now can fulfill all service requests with on-site
personnel, but from fewer overall locations.

However, since the elimination of the spokes
reduces convenience for consumers, it is imperative
to offset that deficit via improved convenience in other
channels. Thus, the hub-and-hub model requires the
deployment of virtual spokes, which give customers
access to the full array of services they can obtain at a
branch, but through other channels.

In high-volume areas, these virtual spokes can take
the form of ATMs or, even (continued on page 2)
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better, interactive teller machines, where consumers
can nat only deposit checks and withdraw funds, but
also resolve brief service inquiries with an agent at the
bank's call center via a video interface. In lower-volume
areas, the spoke may lie solely in the institution’s
website or call center.

However, to execute that approach without
diminishing customer service, an institution must be
able to replicate the in-branch experience via its
non-branch channels. Equally important, the institution
must be able to deliver a seamless experience across
all channels. Thus, if consumers are to replace local,
neighborhood branch fulfillment of their service needs
with non-branch fulfillment, then effective contact
management tumns critical.

I effective contact management is defined as

delivering that seamless experience across all

channels, then in practice, this is fully realized

when any employee in a customer-facing channel

can address a client’s new-account or service

request at any stage of the process — irrespective
of whether the employee works in the channel

where the client’s request originated.

For example, if a customer enters a branch and

reports a lost credit card, and the CSR commits to mailing
anew card, and the customer calls the call center
when the card doesn't arrive after three
days —the call center can't respond,
“\We have no record of that, you'll have
to contact the branch.” And conversely,
if the client submits a loan application
via an online channel, but on their visit
to the branch a few days later asks a branch
employee to check the status of that application, the
CSR cannot shunt the client back to the online channel to
resolve their inquiry.

This protocol of effective contact management does
not require a full customer relationship management

(CRM) application, as contact management is a subset
of, not equivalent to, CRM. Rather, so long as the
institution can track and respond to customer interactions
from initial request to full resolution across all channels,
then it can migrate to a less branch-centric orientation.

The hub-and-hub model presumes non-branch
channels can match or exceed the service experience
and perceived convenience branches deliver today, and
this requires world-class electronic account-opening
and customer-service applications; broad access to

fee-free cash through ATMs or foreign-fee rebates;
extended-hours service capability in call center, [TM,

and web-chat applications; and, most critically, tools that
facilitate interaction with a specific banker when needed.

Note the word “specific” versus “any” in the preceding
sentence. The removal of physical branch locations from
those in-between infill submarkets cannot preclude
customers in those areas from reaching the officer they
consider “their banker.” Redirecting those customers to
a next-in-queue call center would leave the institution
vulnerable to attrition, at the hands of competing institutions
that maintain a physical presence in the submarket. Rather,
institutions adopting a less branch-centric model must take
extra care to keep client-officer communications readily
accessible —whether via telephone, email, video-call,
text exchanges, or in-person meetings.

To successfully employ the hub-and-hub model,
bankers must remind customers that the branch has
always been more than four walls and a roof. At its core
the branch is the knowledge, empathy, skills, and relation-
ships of the bankers therein. To that extent, the remaining
hubs can become “financial superstores,” delivering the
full array of the institution’s product offerings on site and
immediately. But in those in-between markets formerly
served by physical branches, the branch must become the
bankers themselves, and the knowledge and relationships
they carry — even if the customer engagements of those
bankers migrate from physical to virtual channels.

It will also be critical for institutions lacking a
permanent, staffed, physical presence to find ways to
maintain community engagement, such as local
philanthropic, civic, and volunteer commitments.

Because it is more difficult to remove an existing service
from an incumbent client base than to not add that service to a
prospective new base, bankers may find it easier to implement
the hub-and-hub model when entering a new market, versus
retrenching from a traditional model in an existing market.

But even in a long-tenured market with a mature client
base, the hub-and-hub model remains attainable, so long as
the institution can serve the former “spoke” submarkets with
fee-free withdrawals and deposits via ATMs or ITMs, and
address new-account and service needs via other technologies.
That noted, the preceding is no small task, as building those
imperative world-class online channels and contact man-
agement protocols may prove costly and time consuming.
However, if an institution can execute that model effectively, it
could find a path to market coverage at lesser expense levels
than under traditional or hub-and-spoke branching models.
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Customer Experience Email Response Rates by Age

As part of its Customer Experience research tracking pragram, Bancagraphy conducts thousands of email interviews of clients who opened a
new account, called the contact center, and apened a mortgage or home equity line / loan. Data from those interviews yields valuable insights
into the service delivered during these key interactions.

Bancography's response rates to the new-
account email surveys consistently average
around 23%. Responses to the mortgage or
home equity survey hover around 22% and
the contact center around 10%.

The fluctuation of those willing to take
the survey occurs by age break, with rates

Response Rates for Bancography's
CX Email Studies by Age Break

significantly increasing with maturity. Further,
the relationship between age and response
rate remained the same for every client and
every email study. It appears that the youth
do not want to be bothered, whereas the
more mature are eager to offer their

opinions. It would be safe to assume
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Follow Bancography on Linkedin!

Find us at
www.linkedin.com/company/bancography
or scan the QR code to the right.

that direct marketing efforts via email would
proportionately mirror these findings.

For more information about Bancography's
customer experience program, contact us at
research@bancagraphy.com.
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The fluctuation of those
willing to take the survey
occurs by age break,
with rates significantly
increasing with maturity.
Further, the relationship
between age and response
rate remained the same
for every client and
every email study.
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Peak Deposits, Frying Pans,
and What Happens Next

When the FDIC released its annual

summary of branch deposits with data as

of June 2023, the widely referenced dataset
showed a decline in total nationwide deposits

from the prior year — the first time in the
history of that dataset to show a year-

over-year decline. Over the past

40 years, even in periods

of recession, deposits

inexorably increased,

typically at a steady,

unvarying pace.
What caused
the anomalous
event? As with so
many normal economic
indicators: COVID. The COVID crisis
brought a rash of inflows to U.S. deposit
accounts, in the form of federal and state relief
funds. Paycheck Protection Program grants,
consumer stimulus payments, employee
retention tax credits, and other transfer
payments all heightened bank and
credit union deposits alike. Coupled
with businesses drawing down credit
lines early in the pandemic to ensure a
buffer against pandemic-driven revenue
disruptions, net inflows to bank deposit
accounts reached unprecedented levels.
Further, consumers' reticence to travel,

to normal spending habits, and businesses paid
down much of those credit line draws. As a
result, U.S. deposits peaked at $18.2 trillion

on April 13, 2022 (yes, we can be that precise;
although the FDIC's Summary of Deposits

is released annually, the Federal Reserve

Board tallies and reports total deposits in the
commercial banking system on a weekly basis),
and declined gradually but consistently over the
next year, reaching a low for the cycle at $17.2T
almost exactly one year later (a decline of 5.1%).
Since that cyclic low on April 26, 2023, deposit
growth has eked forward again, with total
deposits now standing at $17.4T.

Despite the decline, though, there may be a
normalizing effect wherein deposits continue to
erode. Consider the graph below, which shows
total U.S. deposits since the beginning of 2009:
the start of the zero-interest-rate environment that
pervaded the U.S. banking environment for the
better part of the last 15 years. Note in the blue
line how deposits inexorably grew, week after
week, with metronomic steadiness, until the onset
of the COVID crisis; and then the sharp spike.

Now consider the orange line, which
illustrates a best-fit trendline from the start of
the graph through the start of the pandemic;
and then extends to show where deposit levels
would have reached had growth continued along
that historic pace. (continued on page 5)
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Deposits still remain well above the trend
line —i.e., greater than the level we presumably
would have seen had COVID not intervened
and deposit growth had simply continued
along its steady historic path. This suggests
there may be room for deposits to decline
more as the economy continues to normalize
and work through the last vestiges of
COVID-driven disruption.

The phenomenon of a severe adverse
economic impact such as the COVID crisis
dissipating into historically normal growth
patterns is well documented across a range of
economic indicators, and even now has a name:
frying pan charts (first bestowed by economist
Alex Williams at the nonprofit policy institute
Employ America). The name references
the pattern of so many economic indicators
in recession and post-recession periods,
such as gross domestic product, or personal
consumption: a period of steady linear increases
that form the “handle” of the pan, then the
post-event dip forms one side of the pan and a
revival the opposite side as the indicator returns
to meet the pre-recession trendline.

The example below shows GDP in the
years after the financial crisis. . .once you
see the frying pan, you can't unsee it!

In commercial banking deposits, the frying
pan is upside down; but if we meet the trend
of other indicators, there is still room for
deposits to decline to reach the historic
trendline. Extrapolating from the deposit

The phenomenon of a severe
atverse economic impact such
as the COVID crisis dissipating
into historically normal growth

patterns is well documented

across a range of economic
indicators, and even now has
a name: frying pan charts.
The name references the
pattern of so many economic
indicators in recession and post-
recession periods, such as gross
tomestic product, or personal
consumption: a period of steady
linear increases that form the

“handle” of the pan, then the
post-event dip forms one side

of the pan and a revival the
opposite side as the indicator

returns to meet the
pre-recession trendline.

— 30
»

’e Gross Domestic Product

N
S g P 5P 60 S 8 O 5V 8 ST P e i e P D o

Peak Deposits, Frying Pans, and What Happens Next (continued from page 4) 2

growth trendline of 2009 through 2020
suggests that total deposits would be at
$15.2T if COVID did not intervene, 12%
below current levels.

Should we expect deposits to decline
by another 12%? Perhaps not. At current
industry-wide loan levels, a decline in total
deposits to $15.2T would yield an aggregate
loan-to-deposit ratio of 80%, a level not seen
since mid-2011. Rather, from 2012 to the
onset of the pandemic, industrywide loan-
to-deposit ratios hovered between 72% and
77%. With that ratio at 70% today, a return
to the pre-pandemic 75% level would require
deposits of $16.3T, or a 6% decline from
current levels. And to the extent that total
loans continue to grow (loans are up about
2% year to date), the corresponding deposit
level to maintain any given loan-to-deposit
ratio would also increase: 2% loan growth
and a 75% industrywide loan-to-deposit ratio
would indicate total deposits of $16.6T.

Finally, note that current deposits sit at
64% of gross domestic product, down from
a pandemic-era peak of 76%, but still above
the steady 60% levels of the five years prior
to the pandemic. Again, because the GDP
figure will continue to grow, a modest rather
than severe decline in total deposits would
return that ratio to pre-pandemic norms.

In sum, even with a post-COVID runoff
in deposits, total industry deposits still
remain elevated relative to historic norms;
and as such, that apparent capacity for
continued contraction in the deposit market
will continue to bring heightened competition
for those deposits. However, industrywide
loan-to-deposit ratios also remain below
historic norms, suggesting that some level of
deposit erosion can occur without adversely
impacting banks' liquidity. That noted, the
past six months have seen a stabilization of
deposit levels, and even a modest, if barely
perceptible rebound. And this suggests
that when deposit growth re-stabilizes at a
historically normal pace, that may occur from

a permanently heightened base deposit level.
EEEN
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Using Bancography Plan
to Understand the Competitive Environment
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3

EMORY VILLAGE  \Wells Fargo Bank, National

Association

Holding Company
WELLS FARGO & COMPANY

Address
979 Virginia Ave NE, Atlanta GA

Deposits
June 2022 $195,038
June 2021 $163,925
June 2020 $142,479
June 2019 $116,466
- June 2018 $109,785
LAKE CLAIRE
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1.5 mile radius around
1000 Ponce de Leon Ave NE, Atlanta, GA

Latitude 33.773825 Longitude -84.354587

Trade Area Competitive Profile
Sorted by total deposits, June 2022

Total Deposits ($000s)
Four Year Deposit

Distance ~ June 18 June 19 June 20 June 21 June 22 Growth  Share
Bank of America 956 Ponce de Leon Ave NE, Atlanta 0.09 176,962 188,826 218,943 266,702 290,214 113,252  26%
Wells Fargo 979 Virginia Ave NE, Atlanta 0.59 109,785 116,466 142,479 163,925 195,038 85,253 17%
Wells Fargo 1270 Caroline St NE, Atlanta 116 112,677 117,487 153,988 195,253 160,098 47,421 14%
Wells Fargo 650 Ponce de Leon Ave NE, Atlanta 0.63 82,617 87,432 113,514 133,504 142,946 60,329 13%
Chase 1215 Caroline St NE, Atlanta 112 64,722 77,009 113,305 129,724 140,294 75,572 13%
PINNACLE 536 North Ave NE, Atlanta 0.89 67,671 67,955 72,359 82,572 85,712 18,041 8%
Ameris Bank 494 Ponce De Leon Ave, Atlanta 0.95 34,031 38,325 41,609 48,687 54,504 20,473 5%
BOND COMMUNITY 433 Moreland Ave NE, Atlanta 0.62 41,076 40,863 46,905 50,523 47,722 6,646 4%
Synovus 144 Moreland Ave, Atlanta 1.19 2,706 10,042 9,833 24,209 0 -2,706 0%
Truist 1799 Briarcliff Rd Ne, Atlanta 0.43 48,998 50,986 63,994 0 0  -48,998 0%
MEMBERSFIRST 303 Parkway Dr, Atlanta 1.30 0 -1 -1 -1 -1 -1 0%
Total: 9 open branches 741,245 795,390 976,928 1,095,098 1,116,527 375,282 100%

Available this November:

Credit unions do not report deposits at the branch level, but non-main office
credit union branches are shown, with deposits listed as -1. All deposits of
the credit union are reported at their respective main offices.

When evaluating a proposed branch
site, it is important to understand the
mix and variety of competitors in the
trade area. The Bancagraphy Plan
software tool provides trade area
maps, powered by Google Maps, to
assist in this task. For any potential
branch location, you can define a
trade as a radius or polygon around
the proposed site, and retrieve a map
of all competing branches. You can
then mouse over any branch location
to view that branch’s deposits. In
this example, the trade area is well
served by both banks and credit
unions - although the bank branches
are all of national banks. But with
three credit unions in the mix already,
there may not be an opening for
another credit union or a community
bank with a similar value proposition.
You may download different map
views, zooming in to street level.

You may use the Google Map
tools to evaluate qualitative aspects
of the trade area as well. Are there
big box stores, gracers, etc. that
would drive traffic to a branch?

Or is the trade area surrounded by
residential developments, parks,
golf courses, etc. that would not
promote branch traffic?

In concert with the maps, you
can also view a five-year deposit
history for all branches in the trade
area in one report, and see what
level of deposit market share
each branch holds. m = mm

latest Bancography Plan update with 2023 demographic and deposit statistics.




