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June 2025 deposit
statistics reveal that
across the industry,
total retail and small
business deposits
increased by a

scant 0.5% over

the past year.
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Initial Findings From the 2025 FDIC/NCUA
Deposit Statistics: Another Flat Year (As Predicted)

For most of the first 20 years of this century, deposit
growth lumbered along at an annual 3% to 4% pace,
almost metronomically, save for the anomalous
period surrounding the financial crisis of 2008 - 2009.
However, 2020 brought another crisis — though
external to the banking industry — in the form of the
COVID pandemic. The pandemic’s shocks radiated
through almost every sector of the economy, and in
banking, manifested in severe volatility in the rate

of deposit growth: first upward, then downward.

The FDIC's June 2020 and 2021 reporting
periods saw record deposit growth levels, as the
industry experienced an unprecedented influx of
deposits from various COVID relief programs,
including stimulus payments, Paycheck Protection
Program grants, and employee retention tax credits.
Combined with reduced consumer outlays during
periods where consumers were reticent to spend
on travel, dining and similar services, these factors

heightened bank and credit union balances nationwide.

As the COVID crisis waned, consumers and
businesses alike spent down savings cushions
accrued during the pandemic, such that the 2022
reporting period saw a regression to 3.8% deposit
growth nationwide; 2023 showed a modest deposit

decline of 2.8%; and 2024 saw deposits remain
essentially unchanged from the prior year.
In publications over the course of the past
year, Bancography cautioned that “bankers should
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expect reversion toward historic norms over the next
years; though it remains plausible 2025 will see another
year of flat deposit growth or only modest gains, as
consumers and businesses continue to tap into

savings cushions accrued during the pandemic.”

Acknowledging the self-congratulatory nature
of what will follow, we're proud to report our prediction
was correct. The recent releases of the FDIC and NCUA
June 2025 deposit statistics reveal that across the
industry, total retail and small business deposits
increased by a scant 0.5% over the past year, reflecting
a $47B gain over a 2024 base of $9.5 trillion in deposits.

Over the past four years, from June 2021 through
June 2025, total retail and small business deposits
showed a compound annual growth rate of only 0.4%;
that is, there has barely been any deposit growth in
the nation in aggregate over the past four years.

The tepid deposit growth in the industry reflects
multiple factors: a continued inflationary environment
leaving consumers with less in surplus funds to add to
deposit accounts; a general slowing in the economy.
over the past year, evidenced by increased unemployment
and a lower growth in gross domestic product; and a
reticence of businesses to borrow, choosing instead to
fund any investment with internal cash.

The unemployment measure is particularly salient,
as there is a longstanding relationship between the
unemployment rate and the rate of deposit growth:
for every one percentage point decline in the rate of
unemployment, the rate of deposit growth increases
by seven-tenths of a percentage point. This relationship
makes intuitive sense: as employment levels increase,

20% — % Deposit Change, Retail/Small Business workers become more empowered due to the scarcity

of available employees, and this creates upward pressure
on wages. That upward pressure yields raises for workers,
who then tend to park those newfound extra funds in our
checking, savings and money market accounts.

The nationwide statistics masked some regional
variances. For example, Pennsylvania, Texas and Ohio
each posted more than $5B in deposit growth over the
past year; while Missouri, North Carolina, Indiana,
Georgia and Kentucky each posted deposit gains of
around $4B. In contrast, California, Virginia, Maryland,

(continued on page 2)
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Initial Findings From the 2025 FDIC/NCUA Deposit Statistics (continued from page 1) z

Oregon and Florida all experienced deposit declines
over the past year of $1B or more. Although the
state-level statistics are interesting for general trends,
there can even be significant variance within states,
especially those containing multiple large metro areas,
such as California, Florida and Texas. Accordingly, the
bancog I aphy next issue of Bancology will delve into market growth
EEEN at a more detailed level, citing the fastest-growing
metro areas nationwide.
Regardless, though, the national deposit-growth
environment remains sluggish, and to the extent that
deposits continue to represent a zero-sum game, banks

and credit unions will be able to create deposit growth
only at the expense of competing providers; versus in
a growing environment where an expanding pool of
balance demand can allow all institutions to gain.

For institutions already fully leveraged and needing
deposit gains to fuel asset growth, the sluggish deposit
environment will demand outsized marketing budgets,
investment in branch outlets or alternate electronic-
channel, deposit-gathering vehicles, and most
important, diligent efforts by branch staff to build an
institution’s brand strength and deposit base through

an array of local business development initiatives.
EEEN

The Work-from-Home Crowd,
the Third-Place Workspace, Micropolitans,
and the Opportunity You Need to Discover

The sardonic observation has been stated in many forms
invarious social media venues over the past few years:
“It's great that meetings that used to occur in person
can now occur via Zoom; but why is it that things we
used to handle with a simple phone call now require
Zoom, too?” The confluence of the Covid pandemic and
the emergence of multi-party video-calling technology
transformed the American workplace, and the work-
from-home environment of the peak pandemic years
has become an ingrained feature at many companies.
In the past two years, even as many employers —
both private and public sector — have mandated at least
a partial return to the office, numerous others continue
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the firms require; and those workers would live near
the employer's location, to minimize commute times.
The pattern is apparent in the layout of many major
metros, where an inner-suburban ring hosts the most
expensive homes, and home values decling in each
concentric outer ring. Employees seek housing in the
closest-in location they can afford, with younger
households often choosing exurban environments,
trading longer commute times for larger and/or

more affordable homes.

This phenomenon has given rise to burgeoning
exurban communities, such as the Nashville suburbs
of LaVergne and Spring Hill; the Denver suburbs of
Brighton and Parker; and the Houston suburbs of
Friendswood and Fulshear (to cite a few examples
from various regions of the nation). All are at least
15 miles removed from their respective city centers —
a significant distance at rush-hour commute times —
and all contain an array of new subdivisions and
planned communities at price points that can render
the long commute worth the hassle.

But what if you have to undertake that commute
only twice a week? In this circumstance, the definition
of “long” changes. An hour each way, every day?

No thanks. An hour each way every Tuesday? Yeah, |
guess | can handle that to get the size of house | want.

Still, the tradeoff requires the employee to want
an exurban lifestyle: an environment often lacking the
amenities and distinctions of larger cities, which many
professionals — especially young professionals — crave.
This dilemma has fueled the growth of a distinct class
of markets, the micropolitan areas (yes, this is a real
Census Bureau term for smaller markets). Micropolitan
markets lie near enough to large (continued on page 3)



The Work-from-Home Crowd, the Third-Place Workspace,

metros to allow commuting into the adjoining
market, but also provide their own town centers
with local shopping, basic medical and other
professional services, and often lower housing
costs than the nearby large metro.

Many of these best-of-all-worlds markets —
with small-market costs and conveniences,
local restaurants and shopping in a town-
center environment, and sufficient proximity that
twice-weekly commutes remain tolerable —
are enjoying significant household growth in
the hybrid-work era; and thus represent top
targets for branch expansion.

Branch expansion looms attractive in
these markets, not only because the markets are
well positioned for future household growth, but
also because a branch can provide a valuable
“third place” for those hybrid workers. First
introduced by American sociologist Ray Oldenburg
in 1989, the term “third place” references those
venues where peaple find community, congregate
and interact, beyond the first and second locales
of home and workplace.

The now-ubiquitous chain-coffeehouse
industry (e.g., Starbucks, Peets, La Colombe)
thrives on providing this third-space environment;

The Indirect Lending

Many banks and credit unions seeking to drive
asset growth turn to consumer indirect lending —
i.e., loans made through automobile dealers (and
sometimes recreational vehicle and boat dealers,
too) — versus loans originated directly by the
institution’s own personnel.

The appeal of indirect lending is obvious.

It extends the institution’s reach, and in effect
empowers external agents, in the form of
auto-dealer finance managers, as salespeople
for the organization.

Because of the steady flow of new and used
auto purchases, indirect lending can offer one of the
quickest pathways available to asset growth. Every
town has auto dealers, nearly every consumer buys
an auto at some point, and there’s no restriction
that the dealer partner has to be within the bank
or credit union’s immediate branch markets.

Every time the institution enlists a new
dealer-partner, it is tantamount to opening a
specialty branch — one that offers the installment
loan product only —but with no capital outlay and
minimal personnel costs. The personnel costs are

but bank and credit union branches can leverage
consumers’ need for such spaces, too. The hybrid
worker may need an escape from the background
noise of the kids and the dogs; and branches in
these spillover micros can provide that. For the
cost of providing Wi-Fi, some comfy tables and
chairs, and free coffee, banks can host these
zen-seeking professionals, building invaluable
brand equity.

Providing this environment is not an
immediate sales action; rather, it represents a
long-term entry to the consumer’s evoked set:
the list of providers they consider when a need
emerges. In short, no one is likely to stop in to
use the Wi-Fi and work desks and ask for a home
equity line on the way out the door. But next time
that consumer has a borrowing need? You can
bet your branch will be top of mind (and all the
more so if you can leverage the opportunity
with effective in-branch merchandising).

A review of commuting-pattern data,
compiled by the Census Bureau and other sources,
can reveal these hybrid-worker havens that offer
top branching opportunities. In Holland, Michigan,
which hosts a charming Main Street district near
the shores of Lake Michigan, 39% of all employed

Conundrum

minimal versus none, because there are some back-
office personnel required to oversee indirect lending
functions, including pricing, credit requirements,
dealer relations and similar. And in theory, those
internal-personnel hours increase with the size of
the indirect lending portfolio, albeit at a less-than-
linear pace.

Yet not every bank or credit union pursues

indirect loans; and many ardently reject and avoid the

channel. Some of the drawbacks of indirect loans:

> Any loan carries a specific level of interest

revenue. Granted, it can vary in an adjustable-

rate product, and some may be implicit

interest in the form of fees. But the point is, the
borrower pays a certain tatal over the course of

the loan, and that total is THE total. Yet every
party involved in originating and servicing the

Micropolitans, and the Opportunity You Need to Discover (continued from page 2) z

residents take the 25-minute commute into the

much larger Grand Rapids market on those days

when they need to be in the office. In East Stroudsburg,
Pennsylvania, 17% of employed residents commute
into the New York MSA, and another 15% commute
into the Allentown metro — all while enjoying a smaller-
market environment and smaller-market home prices

in the heart of the Pocono Mountains region.

As with East Stroudsburg, sometimes the micro
market benefits from a location in between two major
metros; such as in Burlington, North Carolina, where
20% of workers commute outward to Raleigh-Durham
and 12% commute to Greensboro; Hammond,
Louisiana, where 23% of workers commute into
New Orleans and 13% to Baton Rouge; or Watertown,
Wisconsin, where 19% of workers commute into
Milwaukee and 16% to Madison.

To find such markets in your region, look for a few
specifics: relative proximity to a larger metro; a direct
transportation connection, either via an interstate or
commuter rail; and amenities beyond what a typical
residential suburb might offer that give a sense of
place, whether in the form of a university, access to
outdoor recreation, and/or a distinct town center dining,
shopping and cultural district. Find that combination,
and you've found your next branch location! m = = m

product or an external business development
service on a commercial loan. Originate the loan
with our own personnel, 100% of the revenue
stays in-house; originate via a dealer, we forgo
some proportion of that revenue.

> Although the indirect loan may represent balances
and revenues the institution would not have
otherwise abtained, the revenue split dilutes the
interest earned; such that it would require a
commensurate decline in cost of funds to keep
net interest margin the same. Whether this is
detrimental depends on the institution’s liquidity
position. If the institution is nat fully leveraged,
then a loan at net 4% after the dealer’s cut, versus
5% internally, is still beneficial at the margin; as
opposed to keeping those funds idle (or at low
yield in the investment portfolio). But if the

loan feels, rightly, entitled to some share of the
interest revenue, whether captured all up front
or month by month. Thus, the originating dealer
earns some portion of the indirect loan’s revenue
stream, just as a mortgage broker would on that

institution is fully leveraged, then in effect the

4% loan reduces net income; in that its opportunity
cost is the difference, versus the 5% loan we
could have issued with those same funds,

if originated internally. (continued on page 4)



The Indirect Lending Conundrum (continued from page 3) ‘

The indirect lending
channel presents a
tilemma: a choice of
adding asset balances
quickly, but sacrificing
some yield in
the process.

bancography
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Vehicle buyers who first establish a relationship
with an institution via indirect loans are notoriously
difficult to cross-sell and retain. In most cases,
the borrower has little association with the
institution at the time of abtaining the loan. The
process of purchasing an automobile is highly
stressful, the pricing and financing negotiation
especially. Thus, by the time the financing
component rolls around, the consumer, likely
fatigued at the raft of paperwork and process,
may be too overwhelmed to realize what the
underlying bank or credit union’s financing entails.

Further, in any third-party origination channel, the
bank or credit union subordinates its brand; and
places its reputation at risk in the hands of
someone other than one of its employees.

When the consumer obtains financing via a dealer,
their first interaction with the institution is not
with an employee of the institution. No welcome
kit with those fun giveaway items from the
merchandising cabinet; no education about the
New peer-to-peer payment service we just
launched; no mention of the local branch
sponsoring the Main Street Festival next weekend,
and it's a great, fun event, you and the kids should
come out for it! Rather, those welcome follow
ups have to occur via direct mail, call center
outreach, or electronic marketing — possible,

but the same as a handshake and an introduction
to your banker? (Here's my card, call me if you
have any issues at all.)

Because of the intermediary between the
borrower and the institution and the absence

of any immediate onboarding, indirect lending
relationships rarely grow beyond the initial loan.
Consider the following statistics:

* The median cross-sell ratio for indirect lending
members is 1.2 products per household. (Note:
for credit unions, the cross-sell calculations
exclude share accounts with balances less
than $100, assuming those are functionally
dormant products). Thus, on average only 20%
of borrowers with indirect loans open a second
account (or for credit unions, grow their required
share account to more than $100).

» The highest cross-sell ratio Bancography has
ever observed for an indirect loan portfolio
was 1.45 products per household. So, still fewer
than half of all borrowers take a second account
or grow the base share account past $100.

For context, the typical cross-sell ratio for
branch-channel households is 2.2 to 2.4 products
per household.

* Typically, only 5% to 15% of indirect lending
members establish a checking account with their
lending institution; and the checking relationship is
the most common determinant of what institution the
consumer considers their primary financial provider.

A few comments from industry CEQs and executives below
illustrate the challenges inherent in indirect lending, as well
as some benefits.

> |'ve been in this business 40 years. There's no magic
formula. They [borrowers who joined via the indirect
channel] are IMPOSSIBLE to cross-sell.

> They're not real members, they have no tie to the credit
union or our mission. \We don't use indirect at all.
We're heavy into business lending, and we can do
consumer loans all day in our branches.

> \We originate indirect loans nationwide, it's most of
our portfolio. We're helping people. Most of these
borrowers are middle or lower-middle class. They're
not just taking the financing for convenience; they
need our help to get transportation.

> The problem is, unlike a mortgage or a business credit
line, you're just renting the borrower for a few years.
They sell the car or pay off the loan, and then you have
to replenish those balances all over again.

> We wrestle with the community issue. If we're
originating car loans out of state, is that really what's
best for our local customers? Is there any community
impact there? Benefit to our core depositors, who likely
would prefer their deposits fund loans originated
locally? But the problem is our market is old —we need
to find borrowers somewhere. So we use indirect a lot.
[Editor: in deeming the market “old,” the exec was
referring to the older household base of the market
having lower borrowing propensity, not the market as
long-established.]

> We figured why share the revenue and lose the chance
to meet the borrower; we bought an auto dealership
instead. [Editor's note: this is obviously not the most
common, or easy-to-execute approach.]

In sum, the indirect lending channel presents a dilemma:
a choice of adding asset balances quickly, but sacrificing
some yield in the process; and in doing so, adding a class
of borrowers with few enduring ties to the institution, and

possibly straying from the institution’s core mission.
EEER



