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Cautionary Statements Regarding Forward-
Looking Statements & Disclaimer

2

Forward-looking statements: This presentation, including any preliminary and unaudited financial highlights herein, uses forward-looking statements 

within the meaning of the "safe harbor" provisions of the Private Securities Litigation Reform Act of 1995 and is based on our expectations as of the 

date hereof.  All statements other than statements of historical fact are “forward-looking statements,” including any statements of the plans, strategies, 

and objectives for future operations; any statement of belief; and any statements of assumptions underlying any of the foregoing.  The words 

“expects”, “to be”, “committed”, “unlikely”, “will,” and similar statements and their negative forms may be used in this presentation to identify some, but 

not all, of such forward-looking statements.  The Bank cautions that, by their nature, forward-looking statements involve risks and uncertainties, 

including, but not limited to, the uncertainty relating to the timing and extent of FOMC market actions and communications; economic conditions 

(including effects on, among other things, mortgage-backed securities); and changes in interest rates and indices, such as SOFR, that could affect the 

value or performance of financial instruments. In addition, the Bank reserves the right to change its plans for any programs for any reason, including 

but not limited to legislative or regulatory changes, changes in membership, or changes at the discretion of the board of directors. Accordingly, the 

Bank cautions that actual results could differ materially from those expressed or implied in these forward-looking statements or could impact the extent 

to which a particular objective, projection, estimate, or prediction is realized, and you are cautioned not to place undue reliance on such statements. 

The Bank does not undertake to update any forward-looking statement herein or that may be made from time to time on behalf of the Bank. 

Disclaimer: The data, material, and information provided in this presentation (“Content”) does not, and is not intended to, constitute legal, accounting, 

consulting, or other professional advice.  The Content is for general informational purposes only, may not constitute the most up-to-date legal, 

accounting, or other information, and may become stale. Some Content is unaudited. The Content does not necessarily represent the views of the 

Bank or its management, and should not be construed as indicating the Bank’s business prospects or expected results. Content identified herein with a 

third-party source is provided without any independent verification by the Bank,  the Bank does not guarantee the accuracy, adequacy, completeness, 

timeliness or availability of any Content, and the Bank expressly disclaims any responsibility for providing any additional information that might be 

necessary to make the Content not misleading. Accordingly, you are cautioned against placing any undue reliance on the Content. You should consult 

with your accountants, counsel, financial representatives, consultants, or other advisors regarding the extent the Content may be useful to you and 

with respect to any legal, tax, business or financial matters. In no event shall the Bank be liable for any damages, costs, expenses, legal fees, or 

losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. Reproduction of any Content, in any form, 

is prohibited except with the Bank’s prior written consent. 
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• Markets & Economy Update

• Peer Analysis & Call Report Trends

• Balance Sheet Strategies
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We Are in the Era of Tighter Liquidity
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It was a cruel summer for interest rates as yields rose swiftly. Market participants struggle to 

“shake it off” and convince customers that there is no “bad blood” and that they “belong” with 

them.
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Markets & Economy Update
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• Short-Term Rates

• Quantitative Tightening

• Asset Spreads

• Shape of the Yield Curve(s)

• Health of the Consumer
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Treasury bill issuance has increased significantly following the resolution of the debt ceiling, which has led to a reduction in
balances at the Fed’s Reverse Repo program.

Short-Term Liquidity Markets
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Source: Federal Reserve Board of Governors, Federal Reserve Bank of New York, FHLBank Boston
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More hikes at a faster clip have shouldered the load of quantitative tightening as compared to the logistical challenges of 
reducing the bond holdings.

Rate Hikes vs. Balance Sheet Reduction
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Source: Federal Reserve Bank of St. Louis, FHLBank Boston
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The first phase of the hiking cycle (2022) saw volatility and weakness in corporate credit, but during the second phase 

(2023) where the hikes were more modest, credit has been a top performer. 

Interest-Rate & Liquidity Stress, Not Credit
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Source: S&P Global, FHLBank Boston
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Rate uncertainty and dampened demand from depositories for MBS have pushed mortgage spreads wider, while nominal 
rates are near the highest level in decades.

Wider Mortgage Spreads
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Source: Federal Reserve Bank of St. Louis, Optimal Blue, FHLBank Boston
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Since the spring, the yield curve has become less inverted, as the prospect of Higher for Longer has become increasingly 
baked into market expectations.

Shape of the Yield Curve(s)
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Source: Federal Reserve Bank of St. Louis, FHLBank Boston
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In 2022, personal savings came close to breaching all-time lows and has seen more of a plateauing vs. a reversion to 
normal.

The Consumer Balance Sheet
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Source: U.S. Bureau of Economic Analysis, FHLBank Boston
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Trends
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Peer Analysis & Call Report Trends
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• Earnings Trends

• Deep Dive on Deposit Outperformers

• Loan Growth & Asset Repricing

• Deposit Remixing
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What’s the Biggest Driver of NIM Performance?
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▪ Frequency of asset repricing?

▪ Managing cost of funds?

▪ Using derivatives?

We ran an analysis against several variables across 183

select member banks to find out

NIM



Classification: Public

Managing cost of funds has been the clearest path to higher profitability so far relative to sampled alternatives.

Interestingly, using interest rate derivatives is slightly inversely correlated with NIM performance.

Better Deposit Pricing Discipline, Better NIM

17

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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What’s the Biggest Driver of Higher Deposit Costs?
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▪ Asset size?

▪ Deposit volumes?

▪ Asset repricing?

▪ Lending choices?

This time, we ran an analysis against several variables across 181 

select member banks

Deposit 

Costs
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How “loaned up” a member bank has been is the best-sampled predictor of what they will pay on deposits.

More aggressive amounts of lending are very highly correlated with cost of deposits.

More Loans, Higher Deposit Costs

19

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)

Correlation R^2 Variables
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Lower Deposit Costs, Lower Deposit Growth
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Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Members that have kept the tightest lid on deposit costs have almost universally seen net client deposit outflows at this 
point in the cycle.
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While higher deposit costs are positively correlated with growth, not every bank that pays up experiences volume.

Nine of the 20 highest payers still have net client outflows YoY.

Higher Deposit Costs = A Mixed Bag

21

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Most banks still saw NIM contraction this quarter. Credit Unions were similar but a little better off.

Moderating NIM

22

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Liability rates were overwhelmingly the driver of lower NIMs. For the first quarter of the cycle, credit unions raised liability
rates more than banks.

Deposit Pricing Still Pushing NIM

23

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Down from the exceptional levels seen in late 2022, loan growth for most continues to settle into mid-single-digit territory.

Loan Growth is Normalizing

24

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Asset yields are repricing higher but still at a fraction of the large move that has occurred in Treasury rates.

Asset Yields Repricing Slowly but Surely

25

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Even as the rate of increase for market rates slows, deposit costs still have a lot of room to keep rising and catch up.

Deposit Costs Still on the Way Up

26

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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The growth in shorter-term deposits continues, but reliance on non-interesting bearing deposits and share drafts has 
remained above pre-2020 levels.

Deposit Migration

27

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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As members contemplate a lower growth environment, expense management has come into focus for many.

Member banks have a median non-interest expense as a % of interest-bearing assets ratio of 2.54%.

Size seems to be no panacea -- the correlation between size and cost is minimal at 0.029.

Peer Expense Management - Banks

28

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Member credit unions have structurally higher non-interest expense than member banks.

Member credit unions have a median non-interest expense as a % of average assets ratio of 3.03%.

Perhaps surprisingly, the correlation between size and cost is inversely correlated at -0.131.

Peer Expense Management - Credit Unions

29

Source: S&P Global, FHLBank BostonCopyright © 2023, S&P Global Market Intelligence (and its affiliates, as applicable)
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Balance Sheet Strategies
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Balance Sheet Strategies

31

• Combating Rising Deposit Costs

• NEV Test Ideas

• Comparing Rolling Short vs. Laddered Bullets

• Value of Dividends
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More Funding Cost Challenges on the Horizon?

32

With the incremental deposit likely still costing over 5%, interest expense has the potential to continue rising faster than 
asset yields given mix shift within funding, modest asset cash flows and slowing loan growth.

Source: S&P Global, FHLBank Boston
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Credit Union Strategies: NEV Test Mitigation

33

The Member-Option Advance allows members to extend liability duration to mitigate interest-rate risk today while still 
retaining flexibility to shorten the funding efficiently if balance sheet needs and/or market conditions change.

Difference in Post-Shock Capital Ratio vs. the Non-Maturity Deposit (in bps)
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Margin Relief

34

Putable advances like the HLB-Option Advance allow members to benefit from high levels of interest-rate volatility in the 
form of advance rates below that of Classic Advances.  

Source: FHLBank Boston
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Forward Curve

35

Through forward rate estimates, FHLBank’s pricing implies that short-term advances will drop in 3Q 2024 and bottom out 
around 4.00% at the end of 2025.

Source: FHLBank Boston
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Roll Short or Ladder Long?

36

Which strategy ultimately produces the lowest cost of funds depends upon how reality lines up with current expectations.

If no cuts are on the horizon, longer-term advances are attractive. If bigger and/or faster cuts materialize in latter 2024 and 
2025, rolling short will be most rewarding in the long run.

Source: FHLBank Boston
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2024 2025 2024 2025 2024 2025

1-mo 5.54% 5.54% 1-mo 5.25% 4.28% 1-mo 5.15% 3.65%
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Estimated Value of FHLBank Dividends

37

As rates have risen, so too has the dividend on capital stock – and the estimated value of that dividend relative to 
advances pricing.

In 3Q, the estimated value of the dividend was up to 25.5 bps.

Source: FHLBank Boston
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www.fhlbboston.com

,1t FHLBank Boston 

Strategic + Reliable 
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■ Products & Programs 

■ Rates 
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