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The bond market sent a strong message to monetary 
and fiscal policymakers by pushing rates up at both 
the long end and in the belly of the curve. The 2-year 
and 10-year Treasury yields are up 48 and 59 basis 
points, respectively, since the Federal Reserve cut the 
fed funds target rate 50 basis points on September 18. 
Term premiums keep rising even as overall financial 
conditions ease.

As the Fed walks back its dovishness, rate movements such as these confound both market participants and 
officials alike. Opinions run the gamut from accusations of a Fed policy error to more optimistic views that 
couple a proactive Fed with better-than-expected economic data (e.g., jobs created). 

Without a proverbial crystal ball, we advise contingency planning for multiple outcomes. Below in the Loan 
Participation Market section, we provide a deep dive into an opportunity for the reader to quantify contingent 
liquidity sources and proactively address these uncertain outcomes.
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GENERAL MARKET OVERVIEW

Continued on page 2



The good news is that credit unions are well-positioned 
to absorb delinquent loans through an adequate 
allowance for loan loss provision. Allowance provisions 
materially increased in 2023 with the implementation of 
the Current Expected Credit Loss (CECL) methodology. 
The allowance dollar amount increased by 80% between 
Q4 2022 and Q2 2024 to $20.7 billion. The allowance 
increases are not as pronounced when considering the 
rise in loans and leases. As a percentage of total loans 
and leases, the industry allowance percentage of loans 
increased by 65% to 1.27%. Looking further behind 
the numbers, the median credit union allowance only 
increased by 28% to 0.78% of total loans and leases. 
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But first, let’s look at another 
way of quantifying uncertainty 
in the bond market — with the 
Merrill Option Volatility Estimate 
(MOVE) Index created by Harley 
Bassman in 1994. The index is 
a market-implied measure of 
bond volatility by using options 
prices on U.S. Treasury bonds 
that reflect the expectations of 
market participants on future 
volatility. We can use the MOVE 
Index to gain insight into the 
expectations of bond market 
participants. Higher values 
signal increased Treasury market 

volatility and potentially heightened risk. 
The index shot up over the last month by 
35%, though it is well below the extreme 
spikes from the COVID-19 shock and the 
high-profile bank failures in March 2023.

While cheaper overnight rates are a relief 
to banks and large corporations, medium- 
and long-term rates are where everyday 
Americans borrow. Stubbornly high rates 
will continue to weigh on household 
balance sheets. The consumer is struggling 
in pockets across America. While the 
national unemployment rate is at just over 
4%, there are pockets of weakness in large 

population centers like California, Illinois and New York.

Continued on page 3
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Are these loss 
reserves enough? 
Let us consider the 
allowance coverage 
of non-performing 
loans. Below is a 
chart of the coverage 
ratio for the overall 
industry aggregate 
as well as the 
median credit union 
coverage ratio. The 
industry allowance 
provision as a 

whole is at 1.5 times coverage to 60+ days 
delinquent loans. The median credit union 
ratio is lower at 1.12. In general, the larger 
the credit union, the more loss coverage 
they hold. The initial conservative funding 
of CECL, particularly with larger credit 
unions, was prudent given the heightened 
economic uncertainty. Barring an all-out 
crisis, credit unions are positioned to 
weather increases in non-performing loans.

http://www.alloyacorp.org/go-mobile
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Earlier this year, the NCUA’s Advisory on Liquidity Risk Management stressed that a credit union’s loan 
portfolio needs to be a liquidity source. Specifically, the NCUA highlighted the following key area of focus 
for managing liquidity (emphasis ours): “Controlling asset composition such as lending quality and volume, 
including pricing, limits for lending personnel and loan types, and originating loans eligible for future sale.” 
Balance sheets with high levels of credit risk or long duration with an inadequate amount of short-term liquid 
assets will require management to implement a more robust risk management framework. To read more, visit 
the NCUA’s website.

Loans, therefore, should be priced accordingly to sell. This requires credit unions not only to have a deep 
understanding of the loan sale market but to also have a tool to analyze the feasibility of potentially selling 
their loans as a liquidity option. Credit unions will need to adjust their loan prices regularly and price their 
loan portfolios on an ongoing basis as a potential liquidity source. Alloya Capital Markets has the solution, 
and it’s an analytical tool we provide to credit unions that successfully onboard to Alloya’s Loan Participation 
Platform. This loan liquidity pricing tool provides our members with insights into their loan portfolio 
characteristics and liquidity potential. So how do you get there? Easy.

If interested, please contact Marina Funk (marina.funk@alloyacorp.org) of Alloya’s Capital Markets team to 
get started and guide you through the onboarding process. We suggest you review your overall loan portfolio 
on an annual basis, and we will review your loan portfolio with you. Continued on page 5

LP MARKET OVERVIEW

If you are not 
yet a member of 

Alloya, become an 
Associate Member.

Gain access to 
Premier View, 

Alloya’s one-stop 
transaction system.

Complete the seller 
onboarding process 

(detail on page 7).

Send your 
loan tape.

1 2 3 4

https://ncua.gov/regulation-supervision/letters-credit-unions-other-guidance/ncuas-2024-supervisory-priorities
https://ncua.gov/regulation-supervision/letters-credit-unions-other-guidance/ncuas-2024-supervisory-priorities
mailto:marina.funk@alloyacorp.org
http://www.alloyacorp.org/QCash
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Below is a case study example for those proactive readers curious about their loan portfolio’s liquidity 
potential. Alloya’s Capital Markets group analyzes the loan portfolio using our proprietary pool carve and 
indicative pricing engine and summarizes findings in a loan liquidity indicative pricing report. The report 
includes an analysis of all the loans submitted. The portfolio analysis includes various stratifications based on 
key risk factors and credit characteristics (e.g., vintage, credit score, debt-to-income, etc.). Continued on page 6



We then perform a loan eligibility analysis. Not all the submitted loans are eligible for a long participation 
sale in the secondary market. We explain the risk factors determining loan sale eligibility. Some factors 
are “hard filters” that will likely not change even in a different market environment. These factors include 
ineligible loan status like delinquent or non-accrual loans, loans with missing, insufficient, or erroneous 
data, ineligible collateral, or previously sold, pledged, or otherwise encumbered collateral. “Soft filters,” 
like minimum FICO score or maximum loan-to-value (LTV), are risk factors that could vary slightly given 
the current market environment and/or supply and demand dynamics. Below is a summary of these risk 
factors. 

After we determine the pool of eligible loans, we compare this remaining loan portfolio to the executed 
deals trading on the Alloya Loan Participation Platform to determine the target characteristics of the loan 
pool carve. This allows us to provide liquidity scenarios and indicative pricing with the highest likelihood 
of success. Many factors, both micro and macroeconomic, impact the pool characteristics of a successful 
loan participation trade. Both the overall nominal interest rate level and trend, combined with the slope of 
the yield curve, impact the supply and demand of buyers and sellers in the loan participation market at any 
given time. Within the loan portfolio, most credit unions employ risk-based loan pricing, which results in an 
economically rational trade-off between credit risk and expected return.
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We then analyze the eligible loan portfolio using our proprietary pool carve and indicative pricing engine 
and summarize our findings, as illustrated in the table below. The scenario analysis table below is an 
example of various loan pool carves and indicative pricing based on selected liquidity strategies. Scenarios 
range from a gain-on-sale target (e.g., 50 basis points above indirect acquisition cost) to the maximum 
potential proceeds determined by including all eligible loans.

This analysis will assist in bolstering the “L” component of your CAMELS rating, as well as quantify 
your liquidity options through the sale of loan participations at various indicative prices. You now have 
another tool in your toolbox for balance sheet management. At the very least, you have a firm, quantified 
understanding of the liquidity profile of your loans as well as a risk exposure analysis even if you decide not 
to move forward with a sale. If interested, please contact marina.funk@alloyacorp.org to get started. Sellers 
will need to complete the seller onboarding process to ensure both proper salability and serviceability of the 
loans. Specifically, we will request documentation for organizational due diligence, as well as documentation 
to confirm the proper ongoing loan servicing expectations for a loan participation transaction.

LIQUIDITY STRATEGIES

No new credit union asset-
backed securities (ABS) were 
issued this month. Last month, 
Pentagon Federal Credit Union 
(PenFed) issued $447 million with 
their second ABS transaction. 
PenFed is now just behind Space 
Coast Credit Union in total ABS 
issuance. Space Coast has issued 
over $1 billion split between two 
deals, while PenFed has issued a 
total of $907 million. 

ABS MARKET & SECURITIZATION

CREDIT UNION AUTO ABS ISSUANCE

Continued on page 8

mailto:marina.funk@alloyacorp.org
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Remember the member. We remain cautiously optimistic, and as a fellow credit union, keep our orientation 
focused on members. Economists have called for recession for several years now. In October 2022, a 
Bloomberg headline read, “Forecast for U.S. Recession Within Year Hits 100%.” Well, that was two years ago! 
While it is rational to be cautious, let us not drag the left tail risk into the center of the distribution. Fear and 
sensationalized headlines get clicks. There is plenty to be optimistic about in the face of rate cuts. Economies 
are built slowly over time. Dr. Torsten Slok, Chief Economist at Apollo Global Management, highlighted 
several indicators that point to a positive U.S. economy, namely:

Alloya is here to help you in your mission to support your members’ financial needs. Specifically, this letter 
brought your attention to our loan pricing tool that can be used for your contingency liquidity planning 
and balance sheet strategy. Expect continued turbulence in the weeks to come as markets anticipate and 
respond to the November election, the U.S. Treasury’s quarterly refunding announcement and the Federal 
Open Market Committee’s (FOMC) November rate decision. Alloya is here to accompany you in your strategic 
vision regardless of the road taken. 

Incepto ne desistam
“May I not shrink f rom my purpose”

http://www.alloyacorp.org

