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Net Interest Margins Have Been 
Under Pressure For A Decade

Net Interest Margin

3.00

3.20

3.40

3.60

3.80

4.00

4.20

4.40

4.60

4.80

1998 1999 2000 2001 2002 2003 2004 2005 2006

Source: Highline Financial

Pe
rc

en
ta

ge
 P

oi
nt

s

$10 Billion +
$2 Billion-$10 Billion
$500 Million-$2 Billion



Structured Solutions—What’s The 
Problem?

Bank net interest margins have been in a secular decline for a decade.
What’s different now?
• Overall level of interest rates lower than in prior cycles.
• Yield curve remaining flat to inverted much longer than in previous 

cycles.
• Competition for the asset and liability sides of the balance sheet 

intensifying, keeping spreads at historical tights.
• Accounting rules more intrusive today in the ALCO process.
• Credit cycle may be turning, limiting the option of “going down in 

credit” to pick up yield.
• Option volatility continues to grind in.
• Greater transparency in the market than at any time in modern 

history.



Bank Treasurers See A Range-Bound Rate 
World For The Foreseeable Future

The Fed will be on hold for the 
next 12 months.

The Fed’s next rate change is cut 
or raise?

If the Fed does raise rates, the 
increase will be:
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Bank Treasurers Also Expect The Yield Curve To 
Remain Flat, And Volatility To Be Contained

Over the next year, you expect 
the yield curve to be

Implied vol, as measured by the 
2yr/10yr straddle, will be
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Meanwhile, Banks Are Challenged In Their 
Lending & Deposit-Taking Businesses

The deposit environment will be:

Consumer loan demand will be:

Commercial loan demand will be:
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Depositors Shifting From Checking…
Transaction Deposits
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…To Fixed Rate Time Deposits
No n tr an s act io n  De p o s its
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Bank Deposit Pricing May Become Negatively 
Convex

Cost Of Interest-Bearing Funds Less Fed Funds Rate
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The Carry Trade Has Been 
Detrimental To Net Interest Margin

Yield On Securities Less Weighted Cost Of Interest-Bearing Funds
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How Can Bank Treasurers Generate 
Profits For Their Banks?

Treasury is regarded at my bank 
as a source of profits.

The most important metric used 
to measure Treasury’s value-
added profits is:
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To Sum Up The Current Picture
Cost of funds rising faster than yields on earning assets
Competition putting pressure on yields, deposits
Loan volume mostly in the M&A sphere, working capital needs are 
limited, customers are flush with liquidity.
Adverse shift in the mix of deposits putting pressure on cost of funds.
Inverted yield curve putting pressure on net interest margins.
When the Fed eventually does cut rates, banks will be limited in how 
much and how fast they could cut their deposit rates. 
Subprime market already under stress. Credit problems in prime 
housing more a concern for 2008-2009 when ARMs begin to reset.
• Countrywide on watch for upgrade!



The Number One Response To This 
State Of Affairs

Shrink the bank
• Deleverage the securities portfolio and pay down borrowings
• Restructure the securities portfolio

– Gets applause from the analysts
• Buy back shares
How can you generate EPS growth when you shrink your 
balance sheet?
• You can’t!



Structured Solutions
Pros
• Focused response to challenges of ALCO
• Enhance yield of earning assets/reduce funding expense
• Accounting-friendly
• Utilize digital options for maximum value
• Increasing liquidity
• Portfolio diversification
• Flexible application-note, repo asset or liability, or embedded in mortgage product
• Better payoff for less balance sheet usage
Almost Pros
• There’s no free lunch—you pay for what you get
• Regulatory scrutiny—TB-13A
• Board of director resistance
• Learning curve
• Structure makes “sense” in accrual accounting. 



Structured Solutions Across A 
Spectrum From Simple To Complex
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Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. 

Prior to entering into any transaction contemplated hereby (a “Transaction”) you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you 
are able to assume these risks), as well as the legal, tax and accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge that (a) 
we are not in the business of providing (and you are not relying on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive 
(and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated 
with any Transaction) and our disclaimer as to these matters.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with  us.  We will ask for your complete name, street address, and 
taxpayer ID number.  We may also request corporate formation documents, or other forms of identification, to verify information provided.

We maintain a policy of strict compliance to the anti-tying provisions of the Bank Holding Company Act of 1956, as amended, and the regulations issued by the Federal Reserve Board implementing the anti-
tying rules (collectively, the "Anti-tying Rules").  Moreover our credit policies provide that credit must be underwritten in a safe and sound manner and be consistent with Section 23B of the Federal Reserve Act 
and the requirements of federal law.  Consistent with these requirements and our Anti-tying Policy:

You will not be required to accept any product or service offered by Citibank or any Citigroup affiliate as a condition to the extension of commercial loans or other products or services to you by Citibank or 
any of its subsidiaries, unless such a condition is permitted under an exception to the Anti-tying Rules. 

We will not vary the price or other terms of any Citibank product or service based on the condition that you purchase any particular product or service from Citibank or any Citigroup affiliate, unless we are 
authorized to do so under an exception to the Anti-tying Rules. 

We will not require you to provide property or services to Citibank or any affiliate of Citibank as a condition to the extension of a commercial loan to you by Citibank or any Citibank subsidiary, unless such a 
requirement is reasonably required to protect the safety and soundness of the loan.

We will not require you to refrain from doing business with a competitor of Citigroup or any of its affiliates as a condition to receiving a commercial loan from Citibank or any of its subsidiaries, unless the 
requirement is reasonably designed to ensure the soundness of the loan.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to change at 
any time without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument.  The information contained in this presentation may include results of analyses from a 
quantitative model which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.  Any estimates included herein 
constitute our judgment as of the date hereof and are subject to change without any notice.  We and/or our affiliates may make a market in these instruments for our customers and for our own account.  
Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Smith Barney equity research or Citigroup corporate bond research, Citigroup policies prohibit analysts from participating in any efforts to 
solicit investment banking business; accordingly, research analysts may not have any communications with companies for the purpose of soliciting investment banking business. Moreover, Citigroup policy (i) 
prohibits research analysts from participating in road show meetings; (ii) prohibits investment banking personnel from having any input into company-specific research coverage decisions and from directing 
research analysts to engage in marketing or selling efforts to investors with respect to an investment banking transaction; (iii) prohibits employees from offering, directly or indirectly, a favorable or negative 
research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (iv) prohibits analysts from being compensated for specific 
recommendations or views contained in research reports.  So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citigroup has enacted policies and 
procedures designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.  

© 2007Citigroup Global Markets Inc. Member SIPC. CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and registered throughout the world.

© 2007 Citigroup Global Markets Limited. Regulated by the Financial Services Authority.  CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and 
registered throughout the world.

© 2007 CITIGROUP and Umbrella Device are trademarks and service marks of Citicorp or its affiliates and are used and registered throughout the world.
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