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Cautionary Statements Regarding Disclaimer
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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. Nothing in the Content shall constitute an offer by the Bank to 

transact on any terms contained herein. 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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The end of 2023 saw a bond market rally that made the yield curve more inverted than it already was. 

(More) Yield Curve Inversion
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Classic Advance Curve: 10/31/23 vs. 1/31/24

10/31/23 1/31/24

Advance 

Curve 

Steepness

10/31/23 1/31/24

3m/6m +3 -19

3m/12m -10 -68

6m/12m -13 -50

6m/2y -35 -88

12m/2y -25 -38

12m/3y -40 -59

*Rates as of the dates noted. All pricing is subject to change, and rates and spreads are not guaranteed. Source: FHLBank Boston
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Deciding on the optimal point on the yield curve can be a function of the balancing act between liquidity needs and interest-
rate risk management, but also market conditions. 

Fund Short or Fund Long?
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How long might I need 
the wholesale funding?

How will the total cost 
of the strategy fare vs. 

alternative 
approaches?

• Forecast of deposit flows?

• Expectations for loan growth?

• Asset prepays and paydowns?

• What’s priced into the markets now?

• Potential for unexpected rate changes?

• Total balance sheet IRR needs?
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We can identify the breakeven rate in a down-rate environment, where the all-in cost ceases to be cheaper than the 
alternative of continually funding short.

Scenario Analysis: Finding the Breakeven Rates
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12-month Classic Advance vs. 
Rolling Short-Term Advances

SOFR-Indexed Advances vs. Rolling 
Daily Cash Manager Advances

HLB-Option Advances vs. Rolling 
Short-Term Funding
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An inverted yield curve prices in the expectation of lower short-term rates in the future. If rates do not drop according to the 
timing or amount currently being priced in, then funding extension will have provided interest expense savings.

Taking Advantage of an Inverted Yield Curve
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3-month Classic: 
5.50%

Implied 3-month 
Classic, 3-

months Forward: 
5.14%

Implied 3-month 
Classic, 6-

months Forward: 
4.51%

Implied 3-month 
Classic, 9-

months Forward: 
4.13%

Source: FHLBank Boston
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The 3-month rate implied for 

months 10-12 is over 130 bps 

below current levels
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Utilizing the SOFR-Indexed Advance can provide liquidity benefits and reduce operational burden vs. rolling overnight.

Bolster Liquidity While Keeping Duration Short
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Source: Federal Reserve Bank of New York, FHLBank Boston
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Laddered Funding Strategy: SOFR-Indexed Advance + Daily Cash Manager Advance

9-month 6-month 3-month 1-month DCM/Replacement Funding
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SOFR Spread Rate

Strategy Details

Take a rolling DCM position and ladder out with the SOFR-

Indexed Advance, retain a portion in DCM

Floating-rate exposure allows for benefits if rates decline 

faster than expected

Reduce spread risk that DCM rate may widen out in periods 

of market stress

Laddered maturities allow for flexibility to replace with 

deposits or term out as needed
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The HLB-Option Advance can offer immediate cost savings, as well as ample cushion for rates to decline and still produce 
a lower cumulative interest expense as compared to a strategy of Classic Advances with short maturities.

Margin Relief
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Source: FHLBank Boston
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Scenario Analysis
If HLB-Option (3yr/1yr @ 3.91%) extends past the lockout, what is 

the breakeven rate (on a 3-year horizon) vs. 1yr Classic + Replace?

5yr/1yr HLB 1yr Classic

Replacement Funding at Breakeven Rate Rolling Cost of Classic + Replacement Funding
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3yr/1yr HLB-Option Advance
Breakeven Rate Horizon Sensitivity 

Analysis
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Thank You
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Andrew Paolillo

Andrew.Paolillo@fhlbboston.com

617-292-9644

mailto:Andrew.Paolillo@fhlbboston.com
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