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Stress Testing Unanticipated Loan Growth and Loan Default 
 
With interest rates rising, tax codes being adjusted, and the financial crisis in the rear view, 
change is happening all around the banking world.  One of the changes effecting banks is the 
ongoing loan growth.  Since 2009, U.S. Commercial Banks $5B and less have seen an average 
annual loan growth of 3%, with the highest being at 9% in years 2014 and 2017.  Currently, YTD 
loan growth is 3%.  To illustrate this, the graph below shows the average annual loan growth in 
dollars and average annual loan growth rate of all U.S. Commercial Banks, $5B and less in total 
assets. 

 
Source: SNL 
 
Estimating loan and deposit growth is an integral part of the annual budgeting process.  
Incorporating stress tests into the budgeting process can enhance an institutions estimation of 
interest rate risk and provide strategic alternatives to unanticipated changes in the balance sheet 
mix. Due to current economic conditions and examiners recent requests, we are exploring two  
scenarios to stress test: Unanticipated loan growth beyond the budgeted assumption and, on the  
flip side of this, an unanticipated increase in non-performing loans.  The focus would be to  
measure the risk associated with these scenarios as they can impact profitability, capital and 
liquidity ratios. 
 

Unanticipated Loan Growth Stress Test 
 
As shown in the graph above, loan growth has been accelerating since 2015.  For many  
institutions, loan growth has exceeded their expectations. It is therefore important to incorporate such loan growth 
such anomalies into their risk estimations. A common scenario we suggest involves measuring 
risks if loans grow too quickly.  Instead of using an anticipated loan growth rate, the institution  
grows loans at an annual rate of 10% while the deposit base only grows at the pace of 3%.  This  
type of growth rate will have an impact on capital and liquidity ratios. In addition, this scenario  
would most likely place the institution into a borrowing position and will invoke the internal  
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contingency funding plan. We recommend running an unanticipated loan growth scenario with rate shocks for a 12 month 
timeframe to see how the institution will favor with this type of unanticipated loan growth.  The impacts of this type of 
hyper loan growth will impact both Net Interest Margin (NIM) and Economic Value of Equity (EVE).   
 

Unanticipated Loan Default Stress Test 
 
With the current market shifting frequently in response to growing concerns over tariffs, both domestic and abroad, this 
scenario takes on an alternative set of assumptions.  For this stress test scenario, we assume that the loan portfolio will 
incur an unanticipated increase in non-performing loans. Agricultural loans, for example, would be a category to focus on 
given the nature of the tariffs and their potential impact on agricultural commodity prices. This scenario would assume that 
20% of agricultural loans would convert to non-performing loans over a 2 year time horizon. By examining the effects on 
NIM as well as EVE an institution can form a plan to minimize the effect of such a scenario playing out in real life.  
 

Conclusion 
 
Stress testing is not a new concept for community banks.  Scenario analysis and stress testing have been used for years 
in the risk estimation process.  Examiners prefer that community banks adopt a stress testing methodology that fits their 
loan portfolio strategy, size, loan types, and composition.  The scenarios detailed are reasonable “what if” questions that 
examiners like to see banks exploring for vulnerabilities.  Of course, these scenarios can always be modified to fit the 
complexity of the institution and the strategy that is in place. 
 
If you would like to further discuss our loan growth and loan decline scenarios, please contact your UMB Investment 
Officer or Financial Services Group analyst. 
 

Beth Lyons 
Senior Financial Analyst, Financial Services Group 

Investment Banking Division 
 

1-314-612-8012 
 

The information and opinions expressed in this message are solely those of the author and do not necessarily state or reflect the opinion of UMB or UMB 
Financial Corporation.  This is provided for informational purposes only.  UMB Bank, n.a. and UMB Financial Corporation are not liable for any errors, 
omissions or misstatements.  Products offered through UMB Bank, n.a. Investment Banking Division are:  NOT FDIC INSURED | MAY LOSE VALUE  | NOT 
BANK GUARANTEED. 


