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This information is being presented for general information only. The 
information contained herein was obtained from sources that we believe to 
be reliable, but we do not guarantee its accuracy or completeness. Members 
should not construe any of this information as business, legal, tax, or 
accounting advice from the Bank.  Members should consult with their own 
independent business, legal, tax, and accounting advisers with respect to any 
of the material presented here. 
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Disclaimer 



 Fed Guidance and FOMC Projections 

 Labor Market Update 

 Market Expectations of Interest Rates 

 Advance Rate Curve 

 Advance Strategies:  Curve Flattener 

 Advance Renewal Discount  

 

3 

Today’s topics 



“economic activity is expanding at a moderate pace...” 

“labor market continues to improve, with solid job gains and declining 
unemployment…” 

“Inflation has continued to run below the Committee’s longer-run objective, 
partly reflecting declines in energy prices and non-energy imports...”  

“The Committee anticipates that it will be appropriate to raise the target 
range for the federal funds rate when it has seen some further improvement in 
the labor market and is reasonably confident that inflation will move back to 
its 2 percent objective over the medium term. .” 
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FOMC Forward Guidance, September 17, 2015 
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FOMC Dot Plot 
One 25 Bps Rate Hike Anticipated by Year-End 

Source:  Business Insider, 9/17/15 

0.625 0.625 
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FOMC Projections 
Unemployment target nearly reached while inflation remains below target 

Source:  Federal Reserve Board of Governors 
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Yellen’s “Labor Market Dashboard” 
Employer behavior consistent with full employment  

Source:  Bloomberg.com, accessed 9/20/15 
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Yellen’s “Labor Market Dashboard” 
Underemployment  persists but is declining  

Source:  Bloomberg.com, accessed 9/20/15 
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Yellen’s “Labor Market Dashboard” 
Labor force participation rate continuing to decline 

Source:  Bloomberg.com, accessed 9/20/15 
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Why Does Labor Force Participation Keep Declining? 

Source:  FRB Atlanta (frbatlanta.org), accessed 7/3/15 
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PCE Inflation 
Inflation remains below 2% target and may be declining 

Source:  FRB St. Louis 
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Wages 
Steady following upward trend in 2014 

Source:  FRB St. Louis 
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Atlanta Fed Projections of 3Q GDP Growth 

Source:  FRB Atlanta 
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Market Expectation of Fed Funds Rate as of 9/21/15 
One rate hike by March 2016 anticipated; market continuing to second-guess fed 

Source:  CME Group (cmegroup.com), accessed 9/21/15 
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Treasury Rates 
6-month, 1-year, 2-year rates at multi-year highs 

Source:  FRB St. Louis 
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Treasury Rates 
Long-term rates have been stable  

Source:  FRB St. Louis 



FHLB Boston Classic Advance Curves 
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FHLB Boston – Implied Forward Advance Rates 
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1s vs 5s CMS 
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2s vs 5s CMS 
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1s vs 10s CMS 
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2s vs 10s CMS 

0

1

2

3

4

5

6

7

Jun-04 Sep-04 Dec-04 Mar-05 Jun-05 Sep-05 Dec-05 Mar-06 Jun-06

2s vs 10s CMS 

Fed Funds Target 10 Year Swap 2 Year Swap



 Financial institutions are exposed to changes in the shape of the yield curve 

• Especially vulnerable to a flattening yield curve 

• Difference between long-term and short-term interest rates declines 

 How will your net interest margin be impacted if the Fed increases short-term rates 
by 50 to 100 basis points? 

• Will you be able to control the increase in core deposit costs? 

• Will you be forced to match the competition? 

• How will loan pricing be effected? 

Curve Flattener Advance 
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Curve Flattener Advance 

 Fixed-term, floating-rate advance 

 Member chooses: 

 Final maturity – out to 20 years 

 Two points on CMS yield curve (1-, 2-, 5-, 10-, and 30 year points 
available). These are used as part of the rate reset calculation. 

 Advance reprices quarterly 

 Advance rate will DECLINE if the curve FLATTENS 

 Advance rate will INCREASE if the curve STEEPENS 

 Advance rate can reset  below zero 

 No optionality to cancel the advance 
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Curve Flattener Advance - Indications 

Term

Fixed 

Component + (5s - 1s) Initial Rate

Fixed 

Component + (5s - 2s) Initial Rate

1Y -0.11% + 1.64% - 0.58% 0.95% 0.19% + 1.64% - 0.90% 0.93%

2Y 0.42% + 1.64% - 0.58% 1.48% 0.70% + 1.64% - 0.90% 1.44%

3Y 0.82% + 1.64% - 0.58% 1.88% 1.06% + 1.64% - 0.90% 1.80%

Curve Curve

5s vs 2s5s vs 1s
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Curve Flattener Advance – Rate Reset Formula 

Fixed 

Component 
(5Y CMS   -  1Y CMS)

Rate 

Differential 

Component1

Advance 

Rate2

0.42% 1.04% 2.25% -1.21% -0.79%

0.42% 1.24% 1.58% -0.34% 0.08%

0.42% 1.44% 1.08% 0.36% 0.78%

0.42% 1.64% 0.58% 1.06% 1.48% START

0.42% 1.89% 0.53% 1.36% 1.78%

0.42% 2.14% 0.48% 1.66% 2.08% Steeper

0.42% 2.39% 0.43% 1.96% 2.38%

1 Rate differential component equals longer-term CMS less shorter-term CMS
2 Advance rate equals the sum of the fixed component and the rate differential component

Curve Flattener Advance
2 Year Term

5Y CMS & 1Y CMS

Flatter (or 

inverted)
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Advance Renewal Discount  

 New discounted pricing program, available for a limited time 

 Members have $13 billion in advance maturities through year-end 

 Members can receive an automatic discount if they roll a maturing advance into a 
new advance if: 

• New advance is a classic advance of one year or longer in maturity  

• New advance is at least 50% of the maturing advance amount and a minimum 
of $1 million  

• Member calls two days in advance of maturity to book the new advance  

 Discounts 

• 3 basis points for new advance with a maturity of one year to under two years 

• 8 basis points for new advance with a maturity of two years or greater 

27 



Questions? 
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