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BUY $ RISKS SELL $

• Retail •  Retail
• Corporations •  Corporations
• Brokers •  Govt.
•   Banks / CU •  Banks / CU
•   Govt.

1.

2.

3.
?

What is ALCO?
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BUY $ SELL $

RETURN   =   NII

1. CREDIT

2. INTEREST RATE

3. LIQUIDITY

What is ALCO?
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The ALCO Process
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The ALCO Process

CAPITAL

GROWTH

CREDIT RISK

LIQUIDITY

INT. RATE RISK

•Basis / Yield Curve

•Timing (options)

•Value

by ALCO?

Probably

Probably

Probably Not

Probably

Absolutely

•Maybe

•Yes

•Probably

IF Not Then…

By another system (s)

Policy states not important

Separate committee

By another system (s)

•Policy states not important*

•Policy states not important*

•Policy states not important*



Optimize Net Interest Income 
(the return to my members)

While Managing Levels of Risk

Primary emphasis on Strategy Development and decision 
making.  

Impact/Influence:

Investment strategy
Loan pricing and product strategy
Share pricing and product strategy

Wholesale funding strategy
Capital management strategy

Objectives of the ALCO
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“Decision Oriented Process”

ALCO Meetings

Policy Statements

Data
Gathering

Modeling Report
Package

Strategy
Development

(Decision
Making)
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A Deep Recession and A Slow, Shallow Recovery

March 2011

January 2011

Beginning in November 2007, the Great Recession has seen GDP drop by 
3X the loss of output we experienced in the early 80s. 

Sources:  Bureau of Economic Analysis,
Vining Sparks



Payrolls Tell the Same Story

March 2013

Sources:  Bureau of Labor Statistics,
Vining Sparks

Similar to the loss in total output, the Great Recession has seen 
Nonfarm Payrolls drop by 3X the amount of lost payrolls we 

experienced in any of the recent recessions. 

April 2016



Shadow Inventory Will Keep the Pressure on Home Prices 
and Bank Balance Sheets

Sources:  National Association of Realtors, 
US Commerce Bureau,

Standard & Poors, 

Shadow Inventory:  33 Months

Existing Inventory:  12.5 Months

New Homes Inventory:  9 Months

* Months supply of shadow inventory derived from Standard 
& Poor’s analysis of loans needing to be liquidated.  It 
includes REO balances, Seriously delinquent balances, and 
assumed re-defaults of recently cured loans.  

According to S&P, it will take 33 months to liquidate the $450B in non-
performing loans making up the “shadow inventory.”  There will 

continue to be pressure on prices going forward.



Current 
Environment
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Recent Regulatory Guidance
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FFIEC Joint Policy Statement – January 6th, 2010 – Advisory 
on Interest Rate Risk Management

 Key Points
– Interest Rate Risk (IRR) is inherent in the 

business of banking
– Directors are required to understand the 

magnitude and direction of IRR
– The goal of the asset/liability committee 

(ALCO) is the measurement and 
management of risk, not the elimination of 
risk

– IRR management should be commensurate 
with the size and complexity of the 
institution



Regulatory Focus
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 Regulators will focus on the process – we are already 
hearing this from those who have been recently examined

 Regulators will focus heavily on exposure to rising rates
– If exposed to rising rates, be able to clearly detail your plan of action in the 

event rates do begin to rise quickly
– Understand your exposure beyond year 2

 Be able to discuss the assumptions in your model
– Determination of betas/ECRs
– Modeling of loan floors



Regulatory Focus
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Discussions with regulators will go much more smoothly if 
you demonstrate a sound understanding of your approach 
and your exposures and how you intend to respond if and 
when rates begin to change

 Best Practices
– 2 year income simulation
– Measure EAR in +/- 100, 200, 300 scenarios (up 400 recommended)
– Measure NEV in the same scenarios
– Monitor liquidity and capital ratios and how they change as rates move
– Understand your exposures and have plans in place to react to changing 

interest rates if and when they do occur
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Board Responsibilities

 In the beginning, there were rules
 Then came…

– Greater freedom
– Greater responsibilities
– Need to create an environment 

 And ever increasing responsibilities for boards
– Understand the issues

 Risks
 Ability to manage and take on risk

– Build the fences within which management operates  (Policy limits)
– Set up the process

 Reporting 
 Management



19

 Board Responsibilities Include:
- Approving Major Policies
- Establishing Risk Limits

 Risk Management Process Includes:
- Policies, Procedures, Risk Limits
- Identification, Measurement, Reporting
- Internal Controls

 Board Annual Reviews Include:
- Investment Policies and Procedures
- Risk Limits

 Other reviews and discussion:
- Investment strategies
- New endeavors

Board Role



Board Responsibilities

The board should ensure .. “adequate resources are 
devoted to interest rate risk management”

“Management should ensure that the risk 
management process is commensurate with the 
size, scope, and complexity of the institution’s 
holdings”   

(FFIEC Joint Policy Statement)
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Questions to be Asked

 What types of risks need to be measured ?
 What level of complexity and risk are in the 

balance sheet ?
 What are the regulatory comments or 

concerns ?
 What are my staffing and cost capabilities?
 Do I understand the risks and opportunities of my    

balance sheet?
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Underperforming ALCOs

 Will continue as is - a fear of change

 Will structure the reporting package and meeting around 
what think regulators want.

 Do not consider the ALCO important -
– Usually lacks leadership and appropriate focus
– “It’s a finance thing” a “State of the Credit Union” Address
– Backward looking vs. forward focus
– Budget/variance focus
– Lots and lots of details, numbers, and other “stuff”

 Decisions based primarily upon rate forecast, biases (i.e. 
speculation) instead of Balance Sheet Risk Profile
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A  successful ALCO
 Will challenge traditional wisdom

 Will look beyond local markets
– Alternative Funding
– Investment Alternatives

 Will continually educate management and directors

 Will focus on strategies that improve performance.
– Increase current earnings
– Increase Liquidity
– Stabilize earnings
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Develop a “Decision Oriented Process”

ALCO Meetings

Policy Statements

Data
Gathering

Modeling Report
Package

Strategy
Development

(Decision
Making)



INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from
sources deemed reliable, but it is not in any way guaranteed, and it, together with any opinions expressed, is subject
to change at any time. Any and all details offered in this publication are preliminary and are therefore subject to
change at any time. This has been prepared for general information purposes only and does not consider the
specific investment objectives, financial situation and particular needs of any individual or institution. This
information is, by its very nature, incomplete and specifically lacks information critical to making final investment
decisions. Investors should seek financial advice as to the appropriateness of investing in any securities or
investment strategies mentioned or recommended. The accuracy of the financial projections is dependent on the
occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection
period may vary from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks
Interest Rate Products, LLC (VSIRP). VSIRP is an independent operating entity and is not a subsidiary of Vining
Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC. The firm may have positions, long or short, in
any or all securities mentioned. Member FINRA/SIPC.
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