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GroCoreTM Helps Banks Meet Funding Challenges
CPG recently launched GroCoreTM, a turnkey solution that provides banks with the insight, positioning, 
and capabilities required to penetrate underserved, high opportunity recurring biller segments, accelerate 
core deposit growth, and improve fee income performance.  For more information on this or other CPG 
programs, please contact us at 202-337-7876 or info@capitalperform.com

What To Expect in 2007 
Economic pressures, credit cycles, and the new 
Congress will signi® cantly shape 2007 for ® nancial 
services companies. However, we believe a number 
of innovations and evolutionary trends will drive 
more interesting and lasting changes across the 
industry.

Differentiation through Experience: 
Beyond the Fad
As service delivery becomes increasingly 
commoditized, companies are looking to dis-
tinguish themselves from competitors on the 
basis of  customer experience. Trendy branch 
amenities such as coffee bars and plasma 
TVs will lose their novelty quickly and do 
nothing to help banks explain why service 
will be better, rates more attractive, or bank-
ing more convenient than with the competi-
tors down the street. The most successful 
! n ancial service providers will go beyond 
branch design to give prospective custom-
ers a unique and tangible set of  bene! ts for 
banking with them.

Internet Will Reshape RM-based 
Marketplaces 
Internet marketplace facilitators like Napster 
and eBay create value by bringing together 
buyers, sellers, and information to enable 
more ef! cient transacting. The model is be-
ing applied to ! nancial services by providers 
such as eLoan, Prosper, and Morningstar. 
We expect the next frontier will be products 
and services that traditionally are sold via 
relationship managers; e.g., commercial loans. 
Making the model work will require more 
standardization and transparency of  credit 
risk ratings, but the technology and knowl-
edge required exist today. The implications 
are signi! cant and include additional margin 
compression, further commoditization of  
! n ancial products and services, and erosion 
of  relationship manager-based selling models, 
particularly at institutions that are not able to 
position their RMs as trusted advisors. 

A Penny Saved...
Offers of  cash rebates 
on credit card spending 
have become common-
place since Discover 
launched the ! rst cash-
back card in 1990. Today’s 
innovators create value through tiny incre-
ments. Upromise helps shoppers fund a 

college education, and BofA’s Keep the 
Change program helps Americans save. Since 
charitable giving is on the rise, “donate the 
change” seems to be an obvious next oppor-
tunity. The concept already exists for credit 
cards, but we may see it soon for debit or 
other transactions. 

Move Over Cash, Checks, and 
PlasticÐ Here Comes the Cell Phone
Consumers’ increasing demand for cell 
phone utility is driving forecasts of  over $50 
billion in worldwide mobile payments volume 
by 2008. Most mobile payment activity has 
occurred overseas, but the technology is set 
to take off in the U.S. In November, Citibank 
and Synovous were among banks announcing 
plans to launch mobile payment services. A 
number of  companies, including Obopay and 
PayPal, have launched services to enable SMS 
(text messaging) payments for both person-
to-person transactions and retail purchases. 
Cell phones offer numerous advantages over 
smart cards and fobs, as they also can serve 
as a communication medium between a user 
and his/her bank to provide functionality 
similar to that available through online bank-
ing.

The Channel Integration Payoff is 
Coming Into Focus
Although channel integration has been a long-
time objective in the industry, few banks were 
able to justify the investment required to tie 
platform and other legacy systems together 
to enable consistent messaging and treatment 
across branches, ATMs, call centers, VRUs, 

and the Web.  The tide is turning.  Fifth 
Third, for example, recently upgraded its 
channel IT infrastructure to enable custom-
ers to set ATM transaction preferences online 
with the expectation that faster and more 
personalized experiences will lead to greater 
customer satisfaction and loyalty.  Additional-
ly, ING Direct is now able to leverage insight 
gleaned from customer product inquiries to 
post custom-tailored product promotions 
on individuals’ online banking login screens.  
The bank says this move has increased pro-
motional sales penetration by over 300%. 

ªStickyº Relationships Now in Play
Users of  online bill payment are more 
pro! table than the average checking account 
customer, and, due in part to the perceived 
hassle of  reentering payee information, they 
also are more likely to stick with their current 
bank. But for how long? Numerous banks 
have promoted “EZ Switch Kits” to try to 
pry customers from competitors, and the 
process just got EZ-er, thanks to Yodlee’s 
Bill Pay Account Accelerator, which auto-
matically moves payee data from one bank’s 
online banking site to another’s. With one 
less barrier to exit, banks will have to work 
harder to make customers want to stay, e.g. 
by enhancing the capabilities of (now com-
moditized) online bill payment platforms.
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2006 Year in Review
Happenings

Changing of the Guard
The Democrats took over both the House and Senate, ushering in a new roster of  committee chairs. 
The 2007/2008 legislative agenda will most likely include alterations to 2005’s bankruptcy reform, GSE 
reform, military lending, and stricter rules against predatory lending.

The Inverted Curve
While the Federal Reserve continued to raise short-term rates throughout the ! rst half  of  2006, 
long-term rates did not rise. Consequently, the yield curve has been inverted, or close to inverted, since 
January, and many banks felt the pinch in their bottom lines.

Biggest Improvement

In Stock Price
Sterling Financial Corp. of  Spokane, Washington experienced the greatest increase in stock price among 
companies with $5 billion or more in total assets. The price of  a share of  Sterling Financial’s stock rose 
by 37% from December 31, 2005 to December 4, 2006. 

In Earnings per Share
The largest increase in organic growth in EPS could be seen at South Financial Group of  Greenville, 
South Carolina. The company’s earnings per share increased by 54% between September 30, 2005 and 
September 30, 2006.

Trends

Best News for Commercial BankersBetween 3Q2005 and 3Q2006, C&I loans at FDIC-insured institutions increased by 13.27%. 

Worst News for Retail Bankers Core deposits decreased by 0.1% during the third quarter, the ! rst quarterly decrease in  three years.

Hottest Market
St. George, UT, with a population of  118,000, experienced the largest percentage increase in population 
among all MSAs between 2004 and 2005, according to the latest Census estimates. The area is favored 
by both retirees and young families and has a booming tourist industry due to its scenic location.

Mergers & Acquisitions 

Will One Plus One Equal One?
Regions Financial and AmSouth justi! ed their merger-of-equals on potential cost savings. 
Since neither bank posted a strong performance as an independent based entity, many observers ex-
pressed skepticism that the resulting company would create value for shareholders.

The Golden West
In the largest deal of the year, Wachovia acquired Golden West Financial, a CA-based thrift known for 
being an early adopter of  option ARMs. The deal brought Wachovia 285 branches and roughly $62 bil-
lion in deposits in the states of  CA, NV, AZ, CO, TX, KS, IL, and FL.

No-Hassle Banking
Capital One Financial Corp.’s acquisition of  North Fork Bancorp increased the former’s total assets by 
approximately 65%. Capital One also got a large commercial lending business, 353 branches, and com-
pleted the company’s transformation to a traditional commercial bank.

Regulatory

Biggest Regulatory Development

The regulatory agencies released proposed interagency guidelines on CRE concentrations to promote 
stricter underwriting standards and increased MIS analytics for companies with large concentrations 
of  CRE loans. The proposed guidelines faced a ! restorm of  criticism from small banks, where CRE 
lending is the main loan focus.

Greatest ªGotchaº
Despite attempts on behalf  of  regulators and legislators to address the issue, BSA/AML compliance 
has ensnared banks of  all sizes. Regulators continue to hold high expectations with regards to SARS 
and Know Your Customer programs.

Taboo Du Jour
Payday lending practices were put under the microscope this year after the Defense Department 
published a report chastising the lenders for taking advantage of  military personnel. 
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Boards and management of institutions that experienced ̄ at or negative EPS growth will face increased pressure to 
either dramatically improve performance or sell in 2007. Who will be the next to go?

Potential Acquisition Candidates for 2007

   Total Assets           EPS Growth
Institution City, State 2006Q3 ($000)  LTM 09/05-LTM 09/06

Provident Financial Services, Inc. Jersey City, NJ $5,823,997 0.0%
UCBH Holdings, Inc. San Francisco, CA $8,351,727 0.0% 
TCF Financial Corporation Wayzata, MN $14,297,111 -1.0%
First Midwest Bancorp, Inc. Itasca, IL $8,596,864 -1.3%
FirstMerit Corporation Akron, OH $10,217,968 -6.5%
Washington Mutual, Inc. Seattle, WA $348,877,000 -6.9%
Webster Financial Corporation Waterbury, CT $18,138,814 -8.7%
MB Financial, Inc. Chicago, IL $7,961,124 -9.0%
AMCORE Financial, Inc. Rockford, IL $5,447,167 -13.6%
First Commonwealth Financial Corp. Indiana, PA $6,092,539 -17.6%
National City Corporation Cleveland, OH $138,143,696 -23.0%
Sovereign Bancorp, Inc. Philadelphia, PA $90,410,059 -38.3%
 


