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Current Economic Themes 

• A market in limbo
– Banking fears have eased, but certainly not eliminated

• Following First Republic failure, other regional banks came under fire
– The debt ceiling x-date looms in the coming weeks, and commercial real estate risks are in the 

crosshairs as well
– Is the Fed done with rate hikes?

• How will banking troubles impact forward economic growth (i.e., tighter credit), and what will be actual or 
collateral damage of debt ceiling drama?

– Will the Bank of Japan shift from ultra-accommodative to restrictive monetary policy?

• Recent economic data continue to surpass expectations, but some signs of cracks
– April job growth was 253k (185k expected), and the headline unemployment rate dipped to a new 

cycle low of 3.394%
– Headline Q1 GDP growth was weaker than expected, due primarily to a reduction in business 

inventories
• Personal consumption remained strong and suggests the consumer isn’t dead just yet

– April CPI was largely in line with expectations, but ex-shelters services inflation was the weakest since 
last July

– Weekly jobless claims are up 70k since late January to the highest level since October 2021
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Regional Bank Stocks Still Under Pressure
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Summary of FDIC Proposals For Deposit Insurance Reform

• Three Options to reform the deposit insurance system
– Limited Coverage: maintains the current structure of deposit insurance in which there is a finite 

deposit insurance limit that applies across depositors and types of accounts
• Does not address the run risk associated with high concentrations of uninsured deposits

– Unlimited Coverage: provided unlimited deposit insurance
• Removes bank run risk but may have large effects on bank risk-taking

– Targeted Coverage: allows for different levels of deposit insurance coverage across different 
types of accounts (business payment accounts)
• Business accounts for making payments would get higher coverage compared to personal accounts
• Helps reduce the risk that non-interest-bearing commercial transaction accounts exit

• “Targeted Coverage has the greatest potential to meet many of the objectives of the 
deposit insurance system while mitigating many of the undesirable consequences of 
raising the limit more broadly”
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Debt Ceiling Drama Update

• Underwhelming tax inflows have moved x-date estimates forward
– The date at which the Treasury will exhaust extraordinary measures and run out of cash was 

earlier thought to be in July or August
– Recent tax data has come in below expectations, leading the Treasury and the Congressional 

Budget Office (CBO) to suggest the x-date could come as soon as June 1

• House passes initial bill; President Biden meets with congressional leaders
– House bill passed by only a 2-vote majority and included significant spending cuts
– Legislation is essentially dead-on-arrival in the Democrat-controlled Senate
– White House position has been to raise debt ceiling with no strings attached and handle spending 

cuts during normal budget negotiations

• Market anxiety is as high as ever regarding risk of U.S. default
– While unprecedented (default), various anticipated outcomes are not pleasant
– Even if a deal is struck at the last minute, the U.S. credit rating is likely at high risk of downgrade 

by another rating agency (likely Fitch)
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Surge in Perceived U.S. Credit Risk
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Rising Cost of Default Insurance For U.S. Debt
U.S. Credit Default Swap 1-year Term Euro Denominated (in bps)



Looking Ahead

• Inflation still high, but economy showing signs of slowing
– Conference Board Leading Economic Indicators Index has declined for 12 straight months to lowest 

level since November 2020
– Fed survey of senior loan officers has shown steady contraction in both supply of and demand for credit 

since Q2 2022
• Recent banking turmoil expected to exacerbate this trend and weigh on overall economic growth

• Regulatory changes are coming, but how severe and broad will they be?
– Whatever is implemented will ultimately impact industry profitability and overall economic growth
– Some former Fed leaders have suggested much higher capital requirements, with less focus on risk-

based capital and more on tangible equity (leverage)
• One (Tarullo) suggested mark-to-market treatment for larger AFS (and even HTM) portfolios

• Opportunities exist for institutions with strong capital and liquidity profiles
– Risk-adjusted asset pricing models more critical than ever, particularly ahead of a potential business 

cycle shift
– Risk-adjusted spreads in high credit quality fixed income remain historically attractive with larger 

regional banks mostly sidelined amid recent deposit outflow concerns
– Derivatives use in the CU industry has increased notably in the last 1-2 years
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Disclaimer

ALM First Financial Advisors is an SEC registered investment advisor with a fiduciary duty that requires it to act in the best interests of clients and to place the interests of clients before its own; however, registration as an 
investment advisor does not imply any level of skill or training. ALM First Financial Advisors, LLC (“ALM First Financial Advisors”), an affiliate of ALM First Group, LLC (“ALM First”), is a separate entity and all investment 
decisions are made independently by the asset managers at ALM First Financial Advisors. Access to ALM First Financial Advisors is only available to clients pursuant to an Investment Advisory Agreement and acceptance of 
ALM First Financial Advisors' Brochure. You are encouraged to read these documents carefully. All investments involve risk and may lose money.

Investments in securities are valued based on quotations obtained from independent pricing services or independent dealers. With respect to securities where independent valuations are not available on the valuation date, 
or where a valuation is not deemed reasonable by ALM First, ALM First will determine the fair value. The fair valuation process requires judgment and estimation by ALM First. Although ALM First uses its best judgment in 
estimating the fair value of investments, there are inherent limitations in any estimation technique. Future events may affect the estimates of fair value and the effect of such events on the estimates of fair value, including the 
ultimate liquidation of investments, could be material to returns. The production and delivery of this material to any investor/recipient does not establish any express or implied duty or obligation between ALM First and any 
such investor/recipient, including (without limitation) any duty to determine fair market value or update such material. 

Moreover, this report was prepared as of the date indicated herein. No representation or warranty is made by ALM First that any of the returns or financial metrics detailed herein will be achieved in the future, as past 
performance is not a reliable indicator of future results. Certain assumptions may have been made in preparing this material which have resulted in the returns and financial metrics detailed herein. Changes to the 
assumptions may have a material impact on any returns or financial metrics herein. Furthermore, ALM First gives no representation, warranty or undertaking, or accepts any liability, as to the accuracy or completeness of the 
information contained this report. 

This report was prepared for informational purposes only without regard to any particular user’s investment objectives, financial situation, or means, and ALM First is not soliciting any action based upon it. This material is not 
intended as, nor should it be construed in any way as accounting, tax, legal, or investment advice including within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. Certain 
transactions give rise to substantial risk and are not suitable for all investors. The strategies discussed herein can have volatile performance and may employ leverage. Moreover, investment advisory fees and expenses may 
offset trading gains. 

This report was prepared by ALM First Financial Advisors, LLC. The hereto mentioned report contains information which is confidential and may also be privileged. It is for the exclusive use of the intended recipient(s). If you 
are not the intended recipient(s), please note that any distribution, copying, or use of this report or the information contained herein is strictly prohibited. If you have received this report in error, please notify the sender 
immediately and then destroy any copies of it. ALM First neither owes nor accepts any duty or responsibility to the unauthorized reader. ALM First shall not be liable in respect of any loss, damage, or expense of whatsoever 
nature which is caused by any use the unauthorized reader may choose to make of this report, or which is otherwise a result of gaining access to the report by the unauthorized reader. 

The Trust for Credit Unions (TCU) is a family of institutional mutual funds offered exclusively to credit unions. Callahan Financial Services is a wholly-owned subsidiary of Callahan & Associates and is the distributor of the 
TCU mutual funds.  ALM First Financial Advisors, LLC is the advisor of the TCU mutual funds. Please read the prospectus carefully before investing or sending money. Units of the Trust portfolios are not endorsed by, insured 
by, or otherwise supported by the U.S. Government, the NCUSIF, the NCUA or any other governmental agency. An investment in the portfolios involves risk including possible loss of principal. 
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Loan growth significantly outpaces share growth over the past year

3/31/2023 12-Mo. Growth 3/31/2022 12-Mo. Growth

Assets $2,237.1B 4.5% $2,140.5B 8.6%

Loans $1,546.8B 17.7% $1,314.2B 11.6%

Shares $1,911.9B 2.2% $1,871.6B 9.2%

Investments $599.5B -17.2% $724.0B 3.0%

Capital $220.4B 5.3% $209.4B 1.0%

Members 138.1M 4.4% 132.3M 4.1%

Source: Callahan’s Peer-to-Peer Analytics
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5.8 million consumers joined a credit union over the past 12 months
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Loan growth remains strong through the first quarter
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1Q loan originations decline at fastest pace on record
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Annual share growth hits record low
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Deposit growth at credit unions falls despite uptick in personal 
savings rate
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Share certificates rise $66.2 billion in 1Q, offsetting declines in 
regular savings and money market accounts
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Share certificate balances jump 50% year-over-year
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Share certificates increase their portion of the portfolio by over 6 
percentage points 
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Contraction in both real estate and consumer lending lead to a 
29.5% decline in origination dollars
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Auto market shares increases 2.3 percentage points
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Loan balances across the portfolio grow at a double-digit pace 
over the last year
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First quarter loan growth slows from 2022’s pace
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HELOC utilization continues to rise 
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Credit card utilization remains below pre-pandemic levels

$184 
$200 $217 

$227 
$249 

$271 

0%

5%

10%

15%

20%

25%

30%

35%

$0

$50

$100

$150

$200

$250

$300

1Q18 3Q18 1Q19 3Q19 1Q20 3Q20 1Q21 3Q21 1Q22 3Q22 1Q23

Bi
lli

on
s

Total Lines of Credit and Credit Card Utilization
Data as of 3.31.2023

Unfunded Commitments Credit Cards Outstanding Utilization



Sponsored by

Average member relationship reaches all-time high with both 
share and loan balances rising
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Net charge-offs rise in 1Q, delinquency declines
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Credit cards and auto loans are driving the increase in delinquency…
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As well as in net charge-offs
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The loan-to-share ratio declines slightly in 1Q23 but is up 10.7 
percentage points since 1Q22
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Mortgages sold on secondary market continue to decline
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Loan participation activity is also slower
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Borrowings relative to assets tick up slightly
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Borrowing costs are up 279 basis points since 1Q22 
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Background on Leaders
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Background on Leaders
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Background on Leaders

2020 2021 2022

KEY RATIOS: LCU Peer LCU Peer LCU Peer

NII to Assets 4.15% 1.48% 4.16% 1.50% 2.84% 1.38%

NIE to Assets -5.41% -3.43% -5.00% -3.22% -4.33% -3.27%

NOE to Assets -1.26% -1.95% -0.84% -1.72% -1.49% -1.89%

Return on Average Assets 1.74% 0.59% 2.10% 0.85% 1.73% 0.82%



Concern 1: Liquidity risk is not over.

Concern 2: Credit risk has not started.

Industry and Economic Concerns

Concern 3: ”Capital isn't king”



Concern 1: Liquidity risk is not over.

Industry and Economic Concerns

Response:  Increased monitoring.

Response:  Re-evaluated lines of credit.

Response:  Accept rising cost of funds.

Response:  Adjust growth expectations.



Concern 1: Liquidity risk is not over.

Concern 2: Credit risk has not started.

Industry and Economic Concerns

Response:  Adjusted underwriting parameters.

Response:  Continue to raise rates.

Response:  Improve resources in collections.

Response:  Maintain a higher allowance.



Concern 1: Liquidity risk is not over.

Concern 2: Credit risk has not started.

Industry and Economic Concerns

Concern 3: ”Capital isn't king”

Response:  Communicate confidence.
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Earnings & Capital
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Rising interest rates are reflected in balance sheet yields

1.79%

2.68%

0.68%
1.17%

4.57%
4.88%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

6.0%

1Q18 3Q18 1Q19 3Q19 1Q20 3Q20 1Q21 3Q21 1Q22 3Q22 1Q23

Quarterly Yield on Investments Quartelry Cost of Funds Quarterly Yield on Loans

Quarterly Yield Analysis
Data as of 3.31.2023



Sponsored by

3.09%

2.90%

3.03%

3.01%

2.43%

2.53%

2.63%

2.73%

2.83%

2.93%

3.03%

3.13%

3.23%

3.33%

1Q18 3Q18 1Q19 3Q19 1Q20 3Q20 1Q21 3Q21 1Q22 3Q22 1Q23

Net Interest Margin vs. Operating Expense Ratio
Data as of 3.31.2023

Operating Expense Ratio Net Interest Margin

Net interest margin is higher than operating expense ratio for the 
second straight quarter
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Non-Interest Income Annual Growth

Non-interest income declines almost 1%
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Credit unions increase provisions as charge-offs rise
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ROA declines from pandemic highs as cost of funds rises
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3/31/2023 3/31/2022
Impact of Change 

on ROA

Interest Income 4.06% 2.92% +1.14%

Interest Expense 1.05% 0.35% (0.70%)

Net Interest Margin 3.01% 2.57% +0.44%

Non-interest Income 1.09% 1.16% (0.07%)

Operating Expenses 2.90% 2.73% (0.17%)

Provision for Loan Losses 0.42% 0.14% (0.28%)

ROA 0.78% 0.87% (0.09%)

Expressed as a % of Avg. Assets 
May not sum due to rounding

Change in Earnings Components: 1Q23 vs 1Q22
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Capital levels off after previous declines
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Allowance for loan losses jumps in first quarter …
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…due to one-time CECL adjustment
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Lessons & Looking Forward
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Summary

• Credit unions remain financially sound – growing membership and 

relationships, positive earnings, strong capital base.

• While there are emerging signs of members under financial stress, 

credit unions are well positioned to support members in need.

• In challenging economic times, credit unions move toward 

opportunities rather than pulling back.
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1001 Connecticut Ave NW

Ste. 1001

Washington, DC 20036

800-446-7453support@callahan.com

www.callahan.com

THANK YOU 
FOR WATCHING
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Credit Union Trends: 
Average vs Median
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Median asset growth turns negative
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As does median share growth
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Median loan growth accelerates 
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Median member growth turns positive for first time in 4 years
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Liquidity is tighter for larger credit unions
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Interest income soars across the board as portfolios reprice
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Larger credit unions face tighter liquidity profiles, and are thus 
paying more to source funds
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Higher interest expense at larger credit unions place headwinds 
on industry spreads
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The industry is less reliant on NII as interest revenue grows and 
secondary market sales slow
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Larger credit unions are more operationally efficient thanks to 
economies of scale
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High interest expense and provisions take a cut out of earnings at 
larger credit unions, even as interest income grows
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Industry net worth remains healthy, though CECL accounting 
changes have a short-term impact
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