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Important  Information:

All charts/graphs are for illustrative purposes only. Past performance 
does not guarantee any results or that any trend will continue.

Certain assumptions have been made in connection with analysis 
presented and changes in market conditions or assumptions may have 
had material impact on results. There is no guarantee any strategy will 

be successful.
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How Are We Allocating Capital?
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6 Long Years – NO Shareholder Value Creation
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SPDR S&P Regional Banking ETF ("KRE") S&P 500

Total Return: KRE vs. S&P 500 – Since Summer 2018

115.9%

(6.5%)

Source: S&P Capital IQ Pro Note: Market data from 06/30/18 to 05/28/24
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What Is Banking?



• Bank balance sheets = Full of unlike cash flows

• Conventional tools = Full of Unknown Flaws

• Creates blind spots…

• … which can lead stakeholders to accidentally 
pursue risk seeking strategy

• Often, with little or no additional reward for the 
risk-seeking activity

What is the

Industry-Wide 

Problem?



5 Principles When Allocating Capital
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1.  Hurdle Rate – What’s the minimum Acceptable Return?

2.  Flexibility – Can you unwind and reallocate in the next year?
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Capital Allocation Spectrum

Strategic Flexibility vs Expected Return
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Source: Performance Trust Analytics. For Illustrative Purposes Only.
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Capital Allocation Spectrum

Strategic Flexibility vs Expected Return
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1.  Hurdle Rate – What’s the minimum Acceptable Return?

2.  Flexibility – Can you unwind and reallocate in the next year?

3.  Durability – Can changes in rates or credit significantly diminish return?
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Capital Allocation Spectrum

Strategic Flexibility vs Expected Return
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1.  Hurdle Rate – What’s the minimum Acceptable Return?

2.  Flexibility – Can you unwind and reallocate in the next year?

3.  Durability – Can changes in rates or credit significantly diminish return?

4.  Asymmetry – Is there upside if rates or credit change?
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Capital Allocation Spectrum

Strategic Flexibility vs Expected Return
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Why Were So Many Attracted to the “BTFP Arbitrage”?

December 2023 – January 16, 2024

Bank Term Funding 

Program (BTFP) 

Cash

Pre-Tax ROE

-4.80%

+5.35%

5.5%

-4.80%

+6.35%

15.5%

-4.80%

+7.35%

25.5%3%1.5%

Unch +100 +200-200 -100

Called/Unwind

Source: Performance Trust Analytics. For Illustrative Purposes Only.
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1.  Hurdle Rate – What’s the minimum Acceptable Return?

2.  Flexibility – Can you unwind and reallocate in the next year?

3.  Durability – Can changes in rates or credit significantly diminish return?

4.  Asymmetry – Is there upside if rates or credit change?

5.  Sustainability – How many years will I earn a given return?



© 2024 Performance Trust. All Rights Reserved. 17

How Are We Allocating Our Capital?
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Two Additional 
Considerations
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Marginal Net Overhead Matters
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Different Capital Allocations 
Demand Different Amounts 

of Capital
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“Core” CD (70%) 4.29%

IB Transaction (30%) 2.00%

WAVG Funding 3.60%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.40%

Net Overhead 1.60%

PTPP ROA 1.80%

Allocating Capital on the Margin

Choice A - 100% 

“Core”

Source: Performance Trust Analytics
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From Subject Received Size

Takata, YujiRE: Registra1:41 PM 89 KB

Sector -200 -100 Unch 100 200

5yr CRE + 1yr CD 3.77 2.92 1.70 -0.76 -3.16
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Interest Rate Scenarios
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1-Year Horizon

A House Built on Sand?

Source: Performance Trust Analytics
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5NC6m (70%) 4.60%

IB Transaction (30%) 2.00%

WAVG Funding 3.82%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.18%

Net Overhead 1.60%

PTPP ROA 1.58%

“Core” CD (70%) 4.29%

IB Transaction (30%) 2.00%

WAVG Funding 3.60%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.40%

Net Overhead 1.60%

PTPP ROA 1.80%
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An Alternative Allocation of Capital On The Margins

Choice A

Is this better or is it worse?

Choice B – 70% “Non Core”

Source: Performance Trust Analytics
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From Subject Received Size
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1-Year Horizon

A House On a Rock

Source: Performance Trust Analytics
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“Core” CD (70%) 4.29%

IB Transaction (30%) 2.00%

WAVG Funding 3.60%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.40%

Net Overhead 1.60%

PTPP ROA 1.80%
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Another Alternative Choice for Capital Allocation

“CORE” But not Durable

5NC6m (70%) 4.60%

IB Transaction (30%) 2.00%

WAVG Funding 3.82%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.18%

Net Overhead 1.60%

PTPP ROA 1.58%

Durable but Not 

“CORE”
5NC6m (100%) 4.60%

WAVG Funding 4.60%

Floating 0% RW Bond 5.85%

Marginal NIM 1.25%

Net Overhead 0.00%

PTPP ROA 1.25%

100% Non Core  

Liabilities and Assets

Source: Performance Trust Analytics

How much capital must be allocated to each choice?
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5NC6m (70%) 4.60%
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WAVG Funding 3.82%

5/25 Loan (Rating 3-4) 7.00%

Marginal NIM 3.18%

Net Overhead 1.60%
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5NC6m (100%) 4.60%

WAVG Funding 4.60%
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Marginal NIM 1.25%

Net Overhead 0.00%
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Source: Performance Trust Analytics

11.5% regulatory 

capital
11.5% regulatory 
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9% regulatory 
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Another Alternative Choice for Capital Allocation

“CORE” But not Durable
Durable but Not 

“CORE”

100% Non Core  

Liabilities and Assets
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Another Alternative Choice for Capital Allocation

“CORE” But not Durable
Durable but Not 

“CORE”

100% Non Core  

Liabilities and Assets
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ROE Shapes- 1 Year Horizon

Source: Performance Trust Analytics
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Sector -200 -100 Unch 100 200

5yr CRE + 1yr CD 34.3 26.5 15.4 -6.9 -28.8

5yr CRE + 5NC6m BCD 28.5 17.6 12.4 19.5 26.2

Purchased Asset + 5NC6m BCD 2.0 2.7 14.6 55.2 94.6
Source: Performance Trust Analytics
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Total Return: KRE vs. S&P 500 – Since Summer 2018

115.9%

(6.5%)

Source: S&P Capital IQ Pro

Note: Market data from 06/30/18 to 05/28/24

6 Long Years – NO Shareholder Value Creation



• Bank balance sheets = Full of unlike cash flows

• Conventional tools = Full of Unknown Flaws

• Creates blind spots…

• … which can lead stakeholders to accidentally 
pursue risk seeking strategy

• Often, with little or no additional reward for the 
risk-seeking activity

The

Industry Wide 

Problem?
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Persistent

Pervasive

Powerful

31
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What Are Your 
Guiding Principles 

When Allocating 
Capital?
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© 2024 Performance Trust Capital Partners, LLC and its affiliates (collectively, “Performance Trust”). All Rights Reserved.

This material is proprietary and confidential and may not be disclosed to third parties. 

Performance Trust Capital Partners, LLC, member of FINRA/SIPC.

Past performance is no guarantee of future results. Investing involves risks, including the potential for principal loss.

The information and any analysis expressed herein is for general and educational purposes only and is not intended to constitute legal, accounting, tax, securities 

or investment advice or a representation that any investment or trading strategy or service is suitable or appropriate to your individual circumstances. The 

Information herein is expressed as of the date hereof and is subject to change. Performance Trust assumes no obligation to update or otherwise revise these 

materials. Information herein has been obtained from or based upon sources believed to be reliable, but Performance Trust does not guarantee its accuracy, 

reliability, or completeness (including any assumptions used to develop such Information), which may have been developed based upon trade and statistical 

services or other third party sources, and Performance Trust is not responsible for any errors or omissions or for the results obtained from the use of such 

Information. This material does not purport to contain all of the information that an interested party may desire in relation to the discussed subject matter. 

This material is not intended to be an offer or solicitation thereof for the purchase or sale of any security or other financial instrument and should not be the basis 

for determining the value of any such instrument or in making any decision to buy, sell or hold any security or financial instrument. Performance Trust may make 

a market or have a position in any security discussed herein and may purchase or sell the same on a principal basis or as an agent. The Information may not 

take into account position size, market volatility, risk of counterparty default, liquidity or other structural characteristics. Investing and trading involves risks, 

including the potential for total principal loss. There is no guarantee that any strategies and services will be successful or outperform other strategies and 
services. Certain assumptions may have been made in connection with the analysis presented herein, and changes to the assumptions may have a material 

impact on the analysis or results. Past performance is no guarantee of future performance. The value of any investment or trading position may fluctuate due to 

market movements and other changes. Any recommendations or opinions expressed herein should be independently investigated and verified.   

FOR INSTITUTIONAL USE ONLY.

For important disclosures related to materials prepared by PTCP Sales, Trading, and Analytics personnel as well as product or country-specific disclosures 

please refer to https://www.performancetrust.com/regulatory-disclosures.

500 West Madison, Suite 450    Chicago, IL 60661    www.performancetrust.com

https://www.performancetrust.com/regulatory-disclosures

