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Time to Reassess Your Cash Strategy:
Bank safety amidst a confidence crisis

by Amanda Novello and Brian Rondeau

It's not hard to find sore spots in the economy. High rates of inflation have hit pocketbooks and balance sheets and
initiated the steepest interest rate hikes since 1982. But since inflation has largely been driven by factors beyond
national demand (e.g., global supply chain disruptions and war), intended effects of the interest rate regime have
taken longer than anticipated to materialize (inflation is still 5 percent year-over-year), while unintended consequences
within the banking system have mounted rapidly. The debt ceiling cliff remains dauntingly in the background.


https://fred.stlouisfed.org/graph/?g=rocU
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Since the beginning of the year, three banks have failed—with
assets, liabilities, and operations taken on by other financial
institutions—including the second largest failure since 2008
by total assets. Higher interest rates rapidly reduced the
value of bonds on bank balance sheets, creating unrealized
losses large enough for uninsured depositors to question

if their cash was safe. Aggressive short-selling and social
media speculation catalyzed those concerns into a self-ful-
filling prophecy while also spreading contagion within the
sector. Today's digital banking environment, which allows
millions of dollars to move with the click of a mouse, dramat-
ically expedited the pace of transition from concern to bank
failure (SVB clients withdrew $42 billion in one day). Many
banks face the same pressures, but the tipping point, which
most hopefully will not reach, is determined by the rate and
extent of deposit withdrawals.

IS IT TIME TO REASSESS YOUR
CASH MANAGEMENT STRATEGY?

These incidents bring to the fore the specter of counter-
party risk, a tail risk which all institutions face that thankfully
doesn't rise to prominence too frequently. The collapse of
these three prominent banks should serve as compelling
motivation to reevaluate the risks to which your institution’s
cash is exposed. Here are three key items for consideration:

1. Assess the safety of your bank relationships
and consider diversifying them.

Since SVB and Signature Bank failed, attention has been
drawn to the role of the Federal Deposit Insurance Corpo-
ration (FDIC) and the extent to which it guarantees depos-
itors' funds. SVB was unique in that 90 percent of the

bank’s deposits fell outside the range that the FDIC insures
(generally up to $250,000 per depositor per account type).
The FDIC, with backing by the Treasury and the President,
“invoked the statutory systemic risk exception” to guarantee
all deposits held by the two banks, but has stated it will not
necessarily repeat this course of action in the future.

Ninety-nine percent of U.S. bank accounts are fully covered
by deposit insurance, and in the case of uninsurance, depos-
its are often purchased out of a failed bank and maintained
by the purchaser, at no loss to the depositor. In fact, post-
Great Recession policy changes greatly diminished losses
to uninsured depositors. Between 2008 and 2022, only 6
percent of bank failures resulted in any losses to uninsured
depositors, compared with 43 percent from 1992 to 2007
But many institutions would prefer not to take a 6 percent
chance of losses in their bank deposit accounts, and there-
fore can mitigate this risk by only having cash in any single
deposit account under the $250,000 insured limit. If your
institution has more than $250k in any one account consis-
tently, consider diversifying your banking relationships
across multiple banks to mitigate exposure to a single bank.

Understandably, many smaller institutions use their local
bank, for convenience, ease of customer service, and rela-
tionship reasons. Having another account with a larger bank
could provide an added layer of safety as larger banks face
more intense regulatory scrutiny and should therefore be
more resilient in the face of financial challenges. The largest
banks in the world can also be deemed systemically import-
ant, meaning that in the event of trouble they are more likely
to see a positive resolution, avoiding the systemic risks their
failures can pose. Diversifying your banking relationships, if
operationally feasible, will help ensure at least some cash is
accessible at all times.

2. Consider the potential benefits
of non-deposit accounts.

In recent history, deposit accounts were considered lower
risk and often offered a lower return but offered flexibility and
comprehensive services. In the current banking landscape,
demand deposit accounts appear riskier, and relative to other
cash strategies, there is an increasing opportunity cost to
low-yield deposit accounts.

1 FDIC "Options for Deposit Insurance Reform, Section 3: History of Deposit Insurance in the U.S." See Figure 3.3
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https://www.fdic.gov/bank/historical/bank/bfb2023.html
https://www.cnn.com/2023/03/26/business/silicon-valley-bank-red-flags/index.html
https://www.ft.com/content/7a5c5956-6e93-4554-9699-0e8a5dd8e547
https://www.ft.com/content/7a5c5956-6e93-4554-9699-0e8a5dd8e547
https://www.fdic.gov/analysis/options-deposit-insurance-reforms/report/options-deposit-insurance-reform-section-3.pdf
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Money market data from SmartAsset Advisors; CD rate from Business
Insider; 52 week Treasury investment rate from April 20, 2023 auc-
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Note that these averages obscure variation based on deposit
or investment size, and day-to-day changes. For money
market accounts, the higher the balance, the higher the APY,
on average. For example, the average APY fora $2,500
account is .17 percent, compared with .37 percent - more
than double - for accounts with $250,000 (the rate shown
in the chart, .33 percent, reflects the APY for accounts with
$100k). And with Treasury securities, rates are based on
periodic auctions. Although banks have faced pressure

to increase yields on deposit accounts, the rates are still

on average not as high as those offered by money market
accounts, money market funds or Treasuries. Diversifying
your institution’s cash strategy can, in turn, mitigate risk
while garnering a higher financial return.

3. Diversifyinalignment with spending
and operational needs.

In optimizing a cash management strategy to minimize risk
and maximize returns, one last critical factor to account

for is spending and operational needs. Demand deposit
accounts are most likely to deliver operational ease and
convenience for institutions that have diverse and frequent
spending needs, like disbursing wages and salaries, paying
for ad hoc maintenance costs, and setting up other auto-
matic bill payments. But if deposit account balances exceed
short term and ad hoc spending needs, or if there is leeway
in when spending can occur, other account types and invest-
ments can play a role, potentially adding both yield and
further risk mitigation.

For example, while money market accounts are higher
yielding and generally FDIC insured up to the $250k maxi-
mum, they often require certain minimums to be met, can
limit withdrawal frequency, and might incur transaction or
other fees. Another option is a money market fund or money
market sweep account, which offer similarly higher yields
but generally require some amount of time to access your
cash (usually the next day). Money market funds have the
added benefit of being bankruptcy-remote from your bank-
ing counterparties. They will be held in a brokerage account
and are SEC-regulated. While considered lower risk, money
market funds have on rare occasion “broken the buck” in
the past, referring to a market value decline in the net asset
value of the fund to below $1 per share, creating a potential
loss for shareholders during an extreme market environ-
ment. In such a scenario, despite a potential loss in money
market fund holdings, these vehicles would still be consid-
ered one of the safest investments an institution could hold.
Finally, money invested directly in Treasury bills will need to
be sold on the secondary market, and cash settlement will
be made the next day, or held to expiration.
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Itis advisable then to coordinate across your institution to
map out spending needs - e.g., institute a process for a quar-
terly projection of cash needs - to assess the viability and
potential benefits of different types of accounts.

In conclusion, a little bit of attention and planning can go a
long way to ensuring the preservation of your institution’s
cash during turbulent times. We recommend looking at
diversifying your banking relationships and considering
other account types through the lens of your organization'’s
spending needs and patterns.
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Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presenta-
tion. It is Commonfund's policy that invest-
ment recommendations to its clients must
be based on the investment objectives and
risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-
ant Disclosures.
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