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“Things 

That Never Happened Before
 

Happen All the Time.”
- Morgan Housel

…Don’t Assume Away… the Unexpected
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History and Looking Forward:  The “Next Time”

?

S&L Crisis

Early ‘80s Recession

OPEC Oil Crisis

1973 1981 1986-95 2000

Dot-com Bubble

2008

The Great Recession
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Mark Zandi – Chief Economist (Moody’s Analytics)

Which State Economies are Already in Recession?

“State-level data makes it clear why the U.S. economy is on the edge of recession. Based on my assessment of various data, states making up nearly a 
third of U.S. GDP are either in or at high risk of recession, another third are just holding steady, and the remaining third are growing. States experiencing 
recessions are spread across the country, but the broader DC area stands out due to government job cuts. Southern states are generally the strongest, but 
their growth is slowing. California and New York, which together account for over a fifth of U.S. GDP, are holding their own, and their stability is crucial for 
the national economy to avoid a downturn.”
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Covid 19: the “Aftermath” Should Serve As A Reminder…

◆Risk Management Is Highly Interconnected
►Liquidity risk
►Interest rate risk
►Credit risk
►Capital risk
►Reputation Risk

◆It’s About The Process & The Discussions 
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Perspective vs. Bias:  

Given That We Don’t Know….What Should We Do?
What if We Knew for Sure….?

Hard
Landing

“Rates Down 
Significantly & Quickly”

Soft
Landing

“Short Rates Down 
& Y-C Steepens”

No Landing
“Higher for Longer”

Back to The Future
“Re-Inflation 

& Rate Increases”
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Fed Rate Expectations 3% End of 2026 

Fed Funds Futures…Never Right, Always Wrong!
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Question:  How Reliable is It?     |      Answer:  Terrible

Whoa…That Forward Implied Makes a Lot of Sense!
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10-year Treasury vs. Fed Funds History…What’s Ahead?
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1989-1992
► Peak inversion 43bps

► Short rates -650bps
► 5 Year -420bps
► 10 Year -293bps
► Peak steepness 257bps
► Time of cycle 30 months 

2000-2003
► Peak inversion 47bps

► Short rates -485bps
► 5 Year -294bps
► 10 Year -154bps
► Peak steepness 269bps
► Time of cycle 28 months 

2006-2010
► Peak inversion 16bps

► Short rates -500bps
► 5 Year -215bps
► 10 Year -85bps
► Peak steepness 280bps
► Time of cycle 39 months 

Inverted Yield Curve Cycles: How Will THIS One End?
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Long Term Rates ALWAYS Fell After Initial Fed Rate Cut
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Where Do We Go From Here?   

It DOES Matter….

◆ Loan Yield Trajectory…

◆ Cost of Deposits /   Funds  
Trajectory...

◆ Growth Outlook?

◆ Liquidity Increasing?

◆ Investment Strategy?

◆ Hedging? Derivatives?

◆ Wholesale Funding

Increases, Decreases, Volatility and Uncertainty
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Slope of Market Yield Curves Matters…Greatly!

Steepening Yield Curve

Parallel Yield Curve Shift Lower
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2 Year vs 5 Year Simulations: Rate “Ramps”
What is the Longer-Term Exposure to YOUR Bank?
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Alternative Interest Rate Risk Scenarios
Bank Position/Assessment (Short-Term and Longer-Term)

Yield curve slope matters 
but less benefit with 

larger rate drops (SD 400)
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Bank Position/Assessment (Short-Term and Longer-Term)
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Tie-Breakers

Liquidity Measurement & Management

Deposit Strategy & Outlook

Balance Sheet Management
Key Current Strategy & Governance Issues
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?

?

?

?

? How Important is Current Income…vs. Future Income?

Lowering COF vs. Liquidity (Appetite for Deposit Loss)? 

Loan Pricing Discipline vs. Losing Deals?   
 …vs. Losing Relationships?

Interest Rate Risk…Listen to Your B/S or Economists?

Preservation of Capital?  Leverage?
 

Tiebreakers? 
Ensuring All Decision-Makers in Sync & “In The Loop”…

?

Credit?
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Rethinking “Liquidity”
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Liquidity Definition Validated By “March Madness”
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Inventory of Liquidity

Key Liquidity Issues:

◆ How much can we get in:  
1 day? 5 days? 30 days?

◆ How much of our deposit 
base does that “cover”? 

◆ Are we maximizing our 
collateral and testing 
lines? 

◆ Discuss pledging loans at 
the FRB and increasing 
collateral at the FHLB.

◆ Advanced risk monitoring, 
contingency planning & 
stress testing never more 
important!
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The DCG Approach to Liquidity Inventory

The 
Basic Surplus

• Ability to Manage Opportunity Cost

• Secured Borrowing Capacity

• Asset Sales
• High-Cost Deposit Specials
• Maintaining High Levels of “Cash”

“Just-in-Time” Inventory Management

Collateral Based Approach

Does Not Require:
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Regulatory Focus: Funding Sources
Example
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Liquidity Risk Monitor

Source: Liquidity360°®

Early warning system (3 levels) Stress Level and Response / Action Plan
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Deposit Trends, Forecasts & 
Strategy 
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Deposits360°® Bank Growth Trends

Source: Deposits360°®

YTD:
Total +1.1%
NMD +1.5%
CD -0.4%
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Deposits360°® Deposit Mix Predictable as Rates Change

Source: Deposits360°®

13%
26%
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DCG Deposits360°® Monthly Industry Review

Source: Deposits360°®
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85%

90%

95%

100%

105%

110%

Total Deposit Balance History & Forecast

Actual Base Down 100bp (12 Mos)

Deposits360°® Balance Forecast

Source: Deposits360°®

Down 100bp (12 Mos) : +6%

Forecasted 12-month 
rate change  

Base (EFF @ 4.08%): +4.5%  



© 2025 Darling Consulting Group, Inc. 31

30%
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CD Balance History & Forecast

Actual Base Down 100bp (12 Mos)

Where Do CD Balances Go From Here?

Source: Deposits360°®

Forecasted 12-month 
balance change  

Down 100bp (12 Mos) : -12%

Base (EFF @ 4.08%): -8%  
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Let Data Drive Successful Pricing Decisions

Source: Deposits360°®

CD Special 
@ 4.50%

MMDA Special 
@ 3.75%
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Use Marginal Cost of Funds as a Guide

CDs Maturing Next Quarter 

Source: Darling Consulting Group
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Challenging CDs
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CD Rates Don’t Stay Above Treasury for Long

Source: Deposits360°®
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CDs Get Stickier When Rollovers Multiply

Source: Deposits360°®
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If Bending on Rate, Don’t Acquiesce on CD Only Customers

Source: Deposits360°®
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Balance Sheet Strategy
Some Thoughts on Lending 

& Investments …and Derivatives
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Rolling the Dice?  ALM not a Game of Chance!
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Banks Continue To Wrestle With Uncertainty and Pricing Risk

◆ Reconciling Risk Appetite w/ Loan Growth Goals & Pricing Strategy

◆ Current Realities/Challenges: 
► Cost of Capital, Cost of Liquidity, Credit Uncertainties

► Again…importance of tie-breakers

► Option risks: modifications, prepayments, commitments

► Lenders:  lenders or relationship developers/managers?

◆ Prospective Realities/Challenges: 
► Higher COF pressure necessitates value-driven and disciplined pricing strategy
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Loan Origination Volume and Rates

◆ Volume / yield trade-
offs

◆ Potential mix changes

◆ Offering “menu”: fixed 
vs floating, terms, 
options

◆ Prepayment / 
modification risks

◆ Upcoming 
reset/balloon/ maturity 
schedule

◆ Falling rate protection: 
floors and prepayment 
penalties

◆ Credit update
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Strategy: Projected Loan Cash Flow
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Prepayment Will Vary Greatly (CRE - DCG Specific)
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Current Loan Pricing in Perspective
Other Discussion Items

◆ Prepayment Risk Is Real…and costly to hedge 

◆ Caps, Floors & Collars
► Importance of Prepay Penalty on Floaters

◆ Re-pricing Spreads vs. Initial Spreads
► Re-establish prepay penalty & floors at reset 

◆ Commitment Strategy

◆ Balloon vs. Adjustable

◆ Upcoming Maturities / Resets

◆ Etc.
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Accounting Friendly-straight Line Amortization

Caps & Floors
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A Few Comments on 
Investment Strategy 
& Derivatives
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“Do the Opposite” Often Best Strategy!
◆ Bankers buy bonds when liquidity high, rates low and 

reaching for earnings in “Recessionary times”

◆ THEN…
     …Rates reverse, 
     …Unrealized losses appear, 
     …Along with Monday Morning Quarterbacks,
     …FUD materializes leading to inaction (or loss sales)

     …And when HIGH yield investment opportunities
         are once again available (with a flat/inverted curve)
     …“the FUD” drives everyone “short” 
 

   …And “The Beat Goes On”…wash, rinse and repeat 
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6% Yields at “Discounts”- Don’t Wait! (from last year’s session)
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$50MM Pre-Investment (1 Month FHLB): Which is Best Outcome?

(Div. Adj).
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Thoughts on Investments

ARGUMENTS AGAINST

1

2

3

1

2

Scars: Unrealized losses

3

Loan Funding

Cash = “High Yielding Asset”

150+bp Leverage Spreads

Hedge: Call Protection (IRR), 
Credit Risk , Loan Slowdown

Pre-Investment Flexibility 

ARGUMENTS FOR
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Discuss Pre-Investment or Leverage (5% Yields at Discounts) 
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15 & 30 Yr. MBS Deep Discount Price (Hedge Credit Risk/Recession)



© 2025 Darling Consulting Group, Inc. 54

Pre-Investment Strategy: $20MM MBS 
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A Nice Boost to Earnings in 2026!

Strategy Results and Impact: Risks & Rewards 
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FHLB Advances vs. Pay Fixed Swaps
European Structures Worth Considering!  
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C-Suite:  DON’T “Just Say No”…
Important Role of Derivatives



© 2025 Darling Consulting Group, Inc. 58

Avoid “If, Then” Statements

Meaningful & Appropriate Policies
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Strategic ALCO
A Decision Oriented Process
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Best Practices for “Effective” ALCO Process

Strategic ALCO Meeting:
 Where most ALCO processes Fall Short
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What ALCO Often Looks Like

Industry Reality Check

Data dump 
meetings: 
100+ page 
package, 
limited 
dialogue

Budget vs. 
actual 
variance 
review, FTP, 
not risk 
analysis

Investment, 
funding, 
hedging recaps 
(“committee of 
committees”)

Risk-limit 
compliance 
check: “in/out?” 
and adjourn

Net result: ALCO is a reporting exercise, NOT risk management forum
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Deposits Prepayments Loan/Credit 
Spreads

Growth/Mix

Alternative betas, 
decay, surge, growth, 
early CD withdrawal, 
average lives, timing

Higher/lower 
prepayments  in 

various rate 
environments

Alternative product 
pricing (loan “betas”)

Impact of planned growth 
and change in mix

Key Categories

Assumption Sensitivity and Stress Testing

Credit

Impact of defaults in 
changing economic 

conditions
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Concluding Thoughts

Revisit liquidity 
management 
philosophies

Be prepared for 
lower rates; But, 
never say never

Change the 
conversation!

Maintain discipline 
with pricing

Listen to your 
balance sheet
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All Roads Lead to…ALCO

Make ALCO a Profit Center…

◆Valuable Incubator For Total Balance Sheet Strategies

◆Importance of Having the Right People “On The Bus” 
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Thank you!
DarlingConsulting.com
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Ongoing Education & Support

www.darlingconsulting.com www.darlingconsulting.com/
bank-and-credit-union-insights

www.darlingconsulting.com/
dcg-podcasts

www.darlingconsulting.com/
dcg-webinars-and-on-

demand-library

DCG Website Written Insights

Podcasts Webinars

Interested in a Complimentary
 ALCO Review?
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Frank Farone
Managing Director

ffarone@darlingconsulting.com 

978-499-8171

https://www.linkedin.com/in/frankfarone/

Today’s Speaker
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