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A Deeper Level of Cross-Sell:
An Activity-Driven Protocol

Cross-selling, the process of converting initial

bank account openings into broader, multi-product
relationships, is an imperative practice for banks

and credit unions; not only because it creates

more immediate revenue upon the sale of that next
product, but also because it locks down relationships
for a longer period. As much as any service-level or
product feature, cross-sell represents a guarantor of
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Cross-selling does

more than create retention, or, inversely, a guardian against attrition.
. Consider that the median tenure of a single
ﬂddltmﬂal revenue account household is only 18 months. That s, if
il"l"ﬂdiﬂtﬂly,' your bank added 100 new clients today (each with
i only one account), then within 18 months 50 of
it locks down the those will have left. But adding a second product
- moves the median tenure of a household to nearly
CIIB” tS fevenue four years. And for households with three products,
fl‘[]m a” pmdUCtS median tenure approaches six years, at which
time the relationship becomes nearly an
for years thereafter. annity o heinsiuton

In sum, cross-selling does more than create
additional revenue immediately; it locks down the
client's revenue from all products for years thereafter.

Toward that end, banks and credit unions
should strive to improve cross-sell levels. The
simplest and most common format is a product/
needs-based model, wherein the institution
offers a next-most-likely product based upon
the initial product the client obtains, along with
some demographic information. For example, a
70-year-old client whose initial relationship is a
checking account may receive offers for a CD.
Progressing beyond that simple
needs-based matrix, some institutions
maintain event-driven cross-sell
programs, wherein certain lifestage
events prompt product offers.
A client turning 65 prompts a
cross-sell offer about retirement
planning services. A special
student checking account holder

graduates college and receives an offer for a more
robust checking product. An installment loan holder
submits final payment and receives an offer for a
money market account, to accrue those funds no
longer being sent for an automabile payment.

In both the needs-based and event-driven
framewaorks, the goal is to identify cues as to the
client’s additional product needs. However, for current
checking clients, an activity-driven cross-sell model
may be more effective at identifying those cues that
reveal changing financial needs. By examining not
just current product holdings, but also the way clients
are using those products, bankers may identify insights
that reveal situational changes for the account-holders;
which may in turn indicate financial needs.

Key examples of such changes may include
abnormally large deposits, perhaps from a bonus
payment, or as separation from a current employer;

a change in velocity (i.e., the amount of items running
through an account in any given month); a change in
channel mix, such as migrating more activity out of
the branch and to remote channels; or a change in
primary branch of activity.

Any changes of the above types might indicate
significant changes in the account-holders' lifestage and
accompanying financial needs, perhaps marking a change
in career path, location or family situation. Accordingly,
a cross-sell protocol that can scan account activity for
these cues can provide prompts to the relevant banking
officer. The officer may then contact the account-holder
and ask whether their current product holdings remain
adequate, or whether the bank can provide additional
services to meet newly emergent financial needs.

More subtle than the needs-based model of
“if client holds X, offer Y* or the event-based model of
“when X occurs, offer Y*, the activity-based cross-sell
model is more personal and preemptive; finding cues
that may indicate changing financial needs, followed
by personal contact to learn more about how the
banker can support those needs. m mm m
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The Sweet Spot: High Deposits,
Low Cost of Funds (Or Why a Branch Run Out
of Your Kitchen May Not Be All It Appears)
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We can learn more about
which competitors are truly
most efficient by folding in
a measure of cost of funds,

About 10 years ago, we were working on a branch-
expansion project with a large regional bank, and
sharing with our primary project contact that the
top-ranking opportunities showed five-year deposit
projections in the $40M — $50M range. Our contact
lamented that when he communicated these projections
with his manager, the manager (a former executive at
extravagant rate payer Countrywide Financial), deemed

small-business deposits. During the financial crisis
of 2008 — 2009, Countrywide spectacularly imploded,
joining other notable failed or near-failed institutions —
such as Bear Stearns, Washington Mutual and
Lehman Brothers — as symbols of the era.

Banking history lessons aside, the point is:
it's easy to gain deposits if you're willing to pay any
price, but gathering deposits in a more disciplined,

that level unacceptable, ranting: “When | was at fiscally responsible matter is challenging. Thus, when

fo see not Uﬂly how Countrywide, we could get a branch to $90M in two evaluating the competitive environment in a market,
. or three years!” Leading our contact to mutter to us comparing average deposits per branch does not
Bﬂ.BL'tIVB Baﬂh ﬂBtWUfI( (confidentially, of course), “Yeah, | could build a necessarily convey the relative efficiency of one branch
Is at ralsmg fllndS, $90M branch out of my kitchen if | paid what they network versus another. If Bank A holds $500M in
b t h t ff t- paid for CDs!” deposits in 10 branches and Bank B $300M in deposits
Ut how cost enective Countrywide rose to prominence during the early in four branches, then the average deposits —
the ﬂb‘tl/l/ﬂl'k is_ 2000s as a mortgage issuer that funded those mortgages ~ $75M per branch for Bank B versus $50M for Bank A —

would seem to indicate the former as more efficient.
However, we can learn more about which competitors
are truly most efficient by folding in a measure of cost
of funds, to see not only how effective
each network is at raising funds, but
how cost effective the network is.
Consider the example to the left,

through a thrift charter, using a model of paying up
for CDs through non-branch channels; versus a more
traditional branch-based model driven by retail and

Deposit Deposits Revenue
Deposits Revenue | perBranch | per Branch
per Branch | per Branch Rank Rank

Adjusted
Deposits

Branches

7D Bank 24,506,852 127 232% 192,967 3234 1 1 . o
Meridian Bank 981,988 6| 375% | 163665 409 2 | S e AV g
Firstrust 2,543,766 16| 244% 158,985 2,484 3 5 | banks in the Philadelphia metropolitan
Wells Fargo 22,085,445 140 | 200% | 157753 3,156 4 2 | Statistical area the lst includes banks
Univest 3,877,653 25| 254% 155,106 2,260 5 g | only. because credit unions are not

PNC 17,652,681 19| 2459 148,342 2299 6 6 required to report deposits at the branch
WSFS 11294370 771 187% 146,680 3127 7 3 | levell. If werestrict corporate and

QNB Bank 1,194,792 9 234% 132,755 2202 8 g | Municipal deposits by capping any

M&T Bank 4,292,139 B 216% 122,633 2,262 9 7 | individual branch deposits at $250M
Columbia Bank 947,891 8| 275% 118,486 1478 10 14 | lie. assuming balances beyond that level
Bank of America 8,152,357 731 219% 111,676 2,023 1 10 | areneither retail nor small business), we
Citizens Bank 16,077,858 47| 2.36% 109,373 1,789 12 11 | canthen rank the 20 banks by adjusted
Penn Community Bank | 2,229,594 27| 255% 106,171 1,539 13 13 | deposits per branch, for a rudimentary
Fulton Bank 7,955,403 85| 2.14% 93,593 1738 14 12 | look at branch-network efficiency.
Santander 4,606,329 5| 311% 92,127 819 15 17 But that first pass examines only the
First Bank 899,863 131 293% 69,220 743 16 18 | deposit volumes, not the cost of those
First NBT Newtown 994,760 15 021% 66,317 2513 17 4 | funds. To extend the analysis, we next
Keybank 2,074,615 33| 258% 62,867 892 18 16 | layer in each bank's overall cost of funds.
Truist 3,792,185 62| 2.29% 61,164 1,045 19 15 | And then, assuming a 400 basis point
Chase 2,642,351 59 2.40% 44,786 718 20 19| valuation of those deposits under

(continued on page 3)



a spread-to-pooled rate model (i.e., a pooled
treasury rate that apportions the bank's revenue
between the deposit and loan sides, versus
applying all revenue to the loan side"), we can
estimate the deposit revenue per branch the
bank's network is generating, and not only the
deposit balance per branch.

Most banks carry a similar cost of funds,
and so the rankings in deposits per branch and
deposit-revenue per branch remain mostly
consistent. But, two banks stand out. Meridian
Bank shows presumably an effective network
with $163M in deposits per branch, the second-
highest level in the metro. But the bank's cost
of funds is 375 basis points, so the margin on
those deposits is limited; such that the bank
shows the lowest deposit-revenue per branch
among the market leaders —a network of
large, but not cost-effective branches.

Contrast that with The First National Bank
& Trust Company of Newtown, which uses the
shorthand name of The First. The bank has average
deposits of only $66M per branch, ranking 17th

" See How to Calculate Margin Using Spreads article

among the top-20 banks on that measure. But
because the bank raises funds at a startlingly
low 21 basis paints, it ranks fourth in deposit-
revenue per branch; indicating a network of
smaller-balance but highly cost-effective
branches. The First's tremendously low funding
costs allow its branches to generate revenue
value on par with the region’s largest branches,
but from much lesser deposit levels —

an exemplar of efficiency.

The mathematics above assume that each
bank's cost of funds applies uniformly across its
network, and that the banks all value deposits
at the same pooled-treasury-rate level. These
are assumptions, and there will be variance to
the actual values. But the results should still
provide valuable context, in general terms,
for the respective banks in any given market.

So, kudos to the management and staff
of The First, for proving community banks can
raise funds as cost effectively, or in this case
more so, than some of the largest banks in
the nation; and in doing so, generate top-tier
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per-branch revenues, even if on lesser per-branch
deposit bases.

There are plenty of other examples of community
banks leveraging low funding costs to generate top-tier
per-branch revenues, albeit few with funding costs
as low as The First. Other examples include The Bank
of Tampa in its namesake market, Bank of Marin in
the San Francisco market, Farmers and Merchants
Bank in the Charlotte market, and Watertown
Savings in the Boston market; all with per-branch
revenue capacity above what their deposit levels
might indicate, due to favorable cost-of-funds levels.

In sum, concerted attention to deposit mix and
pricing can more than offset lesser absolute deposit
levels, and community banks can be just as effective
as larger national banks in achieving lower funding
costs. And further, when assessing the competitive
environment of any given market, it is essential to
examine not only the size of the competing branches
therein, but also how the respective banks achieved
those levels: whether via buying deposits with
sky-high rates, or from a more arduous and
disciplined effort to accrue low-cost funds. = = = m

Hub and Spoke: More Than Facilities — It's a Personnel Strategy

Bankers often speak of hub and spoke branching
models in the context of physical branch models —
and that is one part of hub and spoke operations.
But at its core, hub and spoke represents a
personnel-driven operating model, from which
different branch sizes are a beneficial consequence.

First, a definition, as hub and spoke joins
CRM as banking jargon that we all discuss, but
few define. Simply put, hub and spoke branching
is an operating model wherein not all functions
are offered by all branches with on-site personnel.
Rather, while some branches (the hubs) continue
to house the full array of officer functions on
site, others (the spokes) rely on nearby branches
to deliver more complex services, such as
mortgage origination, business lending and
wealth management.

Combining branches into clusters of
geographically close branches allows only

a single branch in the cluster to require an
on-site officer for certain functions, with that
officer serving all branches in the cluster. This
then enables the spokes in the cluster to use
smaller footprints.

But beyond that, there is an even more
beneficial function to administer at the cluster
rather than the individual branch level — branch
management. Just as one mortgage officer or
commercial lender can service multiple branches
in close proximity, one manager can oversee
multiple closely clustered branches. And in that
case, benefits arise, not only from cost efficiencies
but from improved sales effectiveness.

Consider an institution with 30 branches
that geographically align into 10 clusters of
three branches each. Especially in more
constricted labor markets with significant
competition for management-level employees,

ahank or credit union may find it easier to hire

10 outstanding branch-cluster managers (perhaps
ata 25% salary premium) than 30 adequate-quality
branch managers.

In this or a similar scenario, the long-term
reduction in noninterest expenses could transform
the contribution level of an institution’s branch
network. But more importantly, by concentrating
sales authority in fewer managers, an institution
could leverage the sales skills of its most effective
managers across broader territories, allowing
those senior officers to propagate their expertise
to less-skilled colleagues.

Finally, the broader dominion accorded to
the cluster managers can abet management
retention, giving a career path for broader
authority in a branch-management role, versus
the ‘up-or-out” model many banks and credit
unions impose upon such officers.

(continued on page 4)


https://bancography.com/wp-content/uploads/2022/03/Bancology0307.pdf#page=3

Hub and Spoke: More Than Facilities — It's a Personnel Strategy (continued from page 3) ‘

The financial benefits from reconfiguration of
staffing roles in such a scenario could prove substantial;
though at some institutions, nat all branches sit in close
enough proximity to allow hub and spoke operations.

To the example of 30 branches parsed into
10 three-branch clusters: even with an elevation of
salaries for the customer-service managers at the
converted-spoke branches, the long-term reduction in

noninterest expenses could transform the contribution
level of the branch netwaork, reducing salary expenses
(not including benefits) by $1.2M annually across those
30 branches, at an average ratio of two spokes per hub
(i.e., mostly three branch clusters).

As the table below illustrates, the savings
assume elevating 10 branch managers from $80,000
to $100,000 per year; eliminating 20 other branch

managers at $80,000 per year; and at those
Participating branches 30 20 branches where the branch manager
Hub to spoke ratio 1:2 position was removed, elevating a CSR to
Spokes per hub 1-3: average 2 the role of customer-service manager, to
yield the net $1.2M gain.
Hubs 10 As the table shows, the financial gains from
Spokes 20 hub and spoke operations can be substantial,
Branch manager salary $80,000 even for a mid-sized branch network. However,
Salary premium for cluster leader 25% | 10 cluster/hub managers raised to $100,000 thj most lmeamn.gful Ea{ns lie on t,he fevenue
Salary premium for senior CSR $10,000 | For 20 CSRs elevated to customer service 3|ﬁe " ; verar? ing the Instiuions mgst |
as customer service manager manager at spoke branches € ectwg ranch Managers, conceptratlng sales
responsibility in those most effective at that
Net salary impact (81,200,000 10 hubs x $20k manager raise for cluster leader | process, and providing a career path and
K/&ILIJ\ISUZSOZSOD(S)ESEB); ?(1 ggoskexgcﬁag];nager [l opportunities for salary gains that will help
retain those top managers for lengthy careers.

Fun Fact: Homeownership in the U.S.

With many younger households deferring homeownership, the nation’s two largest metro areas bath show
near even 50/50 splits of homeowners versus renters. In contrast, in the Detroit, Pittsburgh, St. Louis and
Minneapolis MSAs, more than 70% of households own their homes and fewer than 30% rent. m = = m

All U.S. Metros with Population > 2 Million
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