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Mark B. Wickard 

• Most Recently in 2018, Mark was a regular contributor to CU Business Magazine on 
Investments & CU Profitability 
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Today’s Agenda 

• Interest Rate Perspective 2019 – Is Your CU ready for 
Rising/ Volatile Rates? Inverted Yield Curve? 

• Differentiating between Floating & Adjustable Rate 
• What Are the Best Floating Rate Choices? 
• Why SBA’s? 
• Too Much of a Good Thing...? 

Appendix: Background on How We Arrived at This Critical 
Juncture for CU’s in 2019 



  
  

 
 

 
 

   
 

  
 

 

What Are Interest-Rate Expectations for 2019-
2020 & Beyond… 

The DOT PLOT  
indicates that the 
FED expect the 
“Fed Funds 
Rate” to rise – 

This does NOT 
mean all rates 
across the curve 
will rise. 



     
      

 
 

 
 

 
 

The 10YR TSY Historical Interplay Between FOMC Activity 
and the Yield Curve Can be A Predictive Tool for Recessions. 

10 YR TSY = 
Yellow Line 

FED FUNDS 
Target = 
White Line 



      
   

     

    

What Can the Spread Between the 2YR/ 10YR Treasury Tell 
Us About the Economy? 

Yield Curve Flattening to Continue? Signal for Pending Recession? 

Conclusion: A Flattening Yield Curve Can Signal a Pending Recession 



    
      

 
 

US Treasury Yield Curve | DEC 2015 & JAN 2019 
A new tightening cycle began on 12/16/2015. The Yield Curve is showing clear signs of 
flattening. 



   
 

What If We Experience An Inverted 
Yield Curve? 



    
 

     
    

 
 

     
   

Flat/ Inverted Yield Curve 
The Problem? 

• Pressure on Deposit Pricing (currently increasing for many CU’s) 
• Almost NO Yield Upside for NON-Floating Rate Loans 

Conclusion: 2 more rate hikes could invert the yield curve in 2019 = 
Most difficult for CU’s to operate profitably. 



         
          

   
        

          
           

       
 

            
          

  
 

         
 
 

  
 

 

Take-aways from the Interest Rate 
Expectation Section 

• THE FOMC (FED) expects to raise Fed Funds 2 more times (50 bps) in 2019 
& once (25 bps) in 2020. This would drive up short-term rates and put 
pressure on deposit pricing. 

• The Fed Funds rate and the short-end of the curve could equal or exceed the 
10 YR Treasury by YE 2019 = flat or inverted curve. 

• If the spread between the 2YR & 10YR Treasuries goes to zero or lower, this 
would signal a recession = Increased potential credit losses in CU loan 
portfolios. 

• If a Recession begins, the FED usually lags the market. The DEC 2018 DOT 
PLOT indicated no lowering of the monetary policy (Fed Funds Rate) until 
possibly 2021. 

Conclusion: NIM (Net Interest Margin) could come under pressure in 2019. 



  So What Are My Options? 



 
 

   
  

Revisiting the CU Balance Sheet 

So, doesn’t it make sense to create 
some balance? 



 
   

    
 

   
 

 
 

  

      
   

 

Why We Should Rethink Our Acquisition Strategy 
on Investments & Loans or Loan Participations? 

Answer: Because our members prefer fixed-rate Loans = 
Concentration Risk in Fixed-Rate Assets 

Which Includes: 
 Excessive IRR Exposure to Rising Rates 
 Dangerous and Prolonged Damage to Profitability when rates rise/ 

curve flattens 
 No/ Few Alternatives when Holding Onto Underwater Assets (e.g. 

sell at a loss?) 



  
 

   

What If We Could De-Risk AND 
Increase Income? 

(HINT: Acquire Floating Rate Assets) 



 

  
   

      
  

  
   

 

 

Let’s Get to Some Clarity 

1. Why differentiate between floating rate and adjustable 
rate assets? (Investments/ Loans/ Loan Participations) 

2. Most of my assets are fixed-rate – What are the best 
floating rate choices? 

3. Too much of a “good thing”?: Why large volume 
indirect auto lending & a pending recession are 
problematic 



   

  
  

 
  

 

 

NEV Supervisory Test Asset Sensitivity Estimates 

Less Risk & 
Potentially More $’s 

in Floating Rate 
Investments & Loans 
or Loan Participations 

Source: NCUA.gov 

https://NCUA.gov


 
  

  
  

 
    

    
     

 

 

1. Why Differentiate Between Floating 
Rate & Adjustable Rate Assets? 

Floating Rate Bonds/ Loans: 
• Frequent resetting coupon rate under 1-year (preferably 1-3 

months) 
• Will react positively/ quickly to rising rates and benefit your 

CU from an income and earnings perspective. 
• Frequent (1-3 months) reset = ALM (low IRR risk) friendly 



 
  

  
   

   
    

      
  

   
 

 

1. Why Differentiate Between Floating 
Rate & Adjustable Rate Assets? 

Adjustable Rate Bonds/ Loans 
• Infrequent and/ or Irregular Resetting Coupon Rate – 

Typically one year or much longer (3-5 years) 
• Inferior during rising rates because they are slow/ late to 

react to a rising rate environment (0-1 adjustment during 4 
Fed Fund increases in 2018) 

• Thus, not as ALM or income friendly as a floating rate 



    
  

   
    

    
  

      
 

    
 

 

2. Most of my assets are fixed-rate – What 
are the best floating rate choices? 

Best floating rate investment examples: 
• Floating Rate SBA Pools (quarterly repriceable) 
• Floating Rate GNMA HECM (monthly repriceable) 
Best floating rate loan participation examples: 
• Floating Rate SBA Loans (100% Full Faith & Credit of the 

US Government) 
• Floating Rate HELOC’s (Credit Risk/ Recession) 



 

 

 

 

 

 

 

 

 

 

 
 

 
 

 
  

 
 

    
  

  
  

   
 

  
  

  
 

  

Conclusion: A Floating Rate Asset May Be 
Superior to an Adjustable Rate Asset 

FLOATING RATE Projected Yield IRR Reset Frequency CAP's 

Floating Rate SBA Pool (25YR -
HIGH MARGIN/ PREM) 

~4.00% BASE 0.40% -
0.90% 

(INDX DUR) 
3 Month NO CAP 

~4.50% +50 Bps 

Floating Rate SBA Pool (25YR -
LOW MARGIN/ PAR) 

~3.00% @ BASE 0.40% -
0.90% 

(INDX DUR) 
3 Month NO CAP 

~3.50% @ +50 Bps 

ADJUSTABLE RATE Projected Yield IRR Reset Frequency CAP's 

MBS ARM Pool AGCY (7/1) 
~3.15% @ BASE 

-4.60% 
(FMED +100) 

84 Month Initial 5.00% Initial 

~3.15% @ +50 BP 12 MonthPeriodic 2.00% Periodic 

MBS ARM Pool GNMA (5/1) 
~3.00% @ BASE -3.80% 

(FMED +100) 

60 Month Initial 1.00% Initial 

~3.00% @ +50 BP 12 month Periodic 1.00% Periodic 

IF FED +50BP 
= FLT RT SBA 
↑ +50BP = 

4.50%. 
= ARM Pools = 

0BP 
Thus, SBA > 

ARM by 
+135/+150 Bps 



  
     

     

        

Loan Participation Example 
MBL Vs. SBA Vs. ARM 

Selecting the Best Components for Rising Short-term Rates plus Pending Recession. 

*Actual returns can vary depending on market conditions and other factors such as charge-offs and early pay-downs 







 

    
 

     
    

 
   

  
    

    
 

Why SBA’s? 

Controlling Interest Rate Risk 
We are focusing on SBA 7(a) loans that: 
 Are uncapped, floating rate (monthly or quarterly reset)/ 

indexed to PRIME. 
 Real Estate backed, 25 year maturities. 
 Are newly issued, not seasoned. 
 Only the real estate backed SBA sector has the 5-3-1 

prepayment penalty for the first 3 years to act as a refinancing 
disincentive. 



 

    
  

 
   

     
 
  

   
     
   

Why SBA’s? 

The floating rate coupon offers two distinct advantages to a 
credit union investor whether booking the SBA’s as loans or 
investments: 
 The frequency of the coupon adjustment means that these assets 

perform well in an ALM context. This helps the credit union’s 
performance during a regulatory examination which requires a 
300bps to 400 bps rate shock scenario analysis. 

 As securities, the credit union can classify them as “0 -1 YR” on 
the Call Report regardless of the final maturity or average life 
due to the monthly/quarterly reset. 



 

   
 

     
   

    
    

    
  

   

Why SBA’s? 

Controlling Credit Risk 

 Only the guaranteed portion of the SBA 7(a) loans can be sold to the 
secondary market. The originating lender is required to keep the 
unguaranteed portion. This results in a 0% risk weighting for loans 
and securities sold to the secondary market. Thus, there is no credit 
risk per the full faith & credit guarantee (same guarantee as US 
Treasuries and GNMA’s). 

 SBA borrowers may NOT refinance with the SBA. 



  
  

 

3. Too much of a “good thing”?: Why large volume 
indirect auto lending & a pending recession are 

problematic 





 
 

 
 

 

 
 

     
     

    
   

  
    

NCUA LETTER TO CREDIT UNIONS/ LETTER NO: 19-CU-01 
When rates rise, it puts pressure on credit unions to raise deposit 

rates in order to maintain deposit account volume. Also, enhanced 
mobile and internet banking applications and non-bank financial 

technology may result in greater challenges to retain low cost core 
deposits compared to prior interest rate cycles. 

Interest Examiner’s Interest 
Rates Paranoia Rates 

Your View 



 
   

    
  

 
   

 

    

Want to Learn More? 
For a full description or further 

details on these topics – 
Please call or email… 

Mark Wickard, Managing Director 
(517) 333 -7762 | Mark.Wickard@opco.com 

The Credit Union Investment Strategy Group of Oppenheimer & Co. Inc. 

mailto:Mark.Wickard@opco.com


 
 

   

APPENDIX 
Background on How We Arrived at 

This Critical Juncture for CU’s in 2019 



 
  

 
 

 

Background 
on How We 
Arrived at 
This Critical 
Juncture for 
CU’s in 
2019 



    
 

    

An Earnings Problem in 2019 Waiting 
to Happen? 

Source: CU Business Magazine/ End of 1Q2018 by Mark Wickard 



  
  

     
   

   
 

      
   

 

 

Why a False Sense of Security – Its 
Backgound and Why It’s Here Now 

• The Great Recession of 2007-08 = FOMC moves to a “Zero 
Interest Rate Policy” = Fed Funds between 0-0.25% 

• CU’s dropped deposit rates to “mimic” Fed’s zero interest rate 
policy 

• Dodd-Frank changes post recession = ↓ CU fee income. 
• FOMC has raised steadily (200 bps) from December 2015 to 

December 2018 



  
  

  
     
  

   
  

 
    

   
   

 

Why a False Sense of Security – Its 
Backgound and Why It’s Here Now 

Two Potential Problems: 
• CU’s cost of funds have barely moved above “Zero Rate” and 

are at risk because they have lagged too much behind Fed Funds. 
• ↑ Loan/share = ↓ Liquidity (funded primarily by investment 

portfolio). 

Thus, CU’s with ↓ liquidity have decreased margin or error to fund 
↑ cost of deposits Vs. competition or disintermediation (deposit 
outflow to more expensive/ attractive source). 



    
 

      
     

 

 

The 3 Stages of An ALM/ Shocked Net 
Interest Income (NII) Problem: 

Conclusion: If the 80%/20% rule applies to your CU’s deposit base, 
earning could come under substantial pressure in 2019 – Especially, if 2 
more rate hikes occur. 





  
 
 

    
     

    
    

    
      

   
   

 

   
    

 
 
 

    

 Important Disclosures 

The securities mentioned in this commentary may not be suitable for all types of investors. It does not take into account 
the investment objectives, financial situation or specific needs of any particular client of Oppenheimer. Recipients should 
consider the commentary as only a single factor in making an investment decision and should not rely solely on its content 
as a substitution for the exercise of independent judgment of the merits and risks of investments. No representation or 
warranty, express or implied, is made regarding future performance of any security mentioned in this commentary. The 
price of the securities mentioned in this commentary and the income they may produce may fluctuate and/or be adversely 
affected by market variables, and investors may realize losses on investments in such securities, including the loss of 
investment principal. 

The information and statistical data contained herein have been obtained from sources which we believe to be 
reliable. Past performance is not indicative of future results and we do not undertake to advise you as to any change in 
figures or our views. Oppenheimer & Co. Inc. (“Oppenheimer”), including any of its affiliates, officers or employees, 
does not provide legal or tax advice. 

© 2019 Oppenheimer & Co. Inc. Transacts Business on All Principal Exchanges and Member SIPC. 2374185.1 
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