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1. Market Conditions

U.S. Macroeconomic Outlook
Futures markets are pricing in an approximate 19% chance of a Fed cut by the end of 2019.
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Futures markets are pricing in 81% chance of zero rate hikes in 2019.
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2. Federal Reserve Policy Considerations

Federal Reserve Updates
Fed suggests further interest-rate increases will depend on incoming data easing concerns about near-term risks on the US
economy.
Bloomberg as of Dec 3, 2018

Bloomberg as of Mar 1, 2019

 Previous estimates of two rate hikes in 2019 have changed drastically as Fed continues to weigh various headwinds to US growth

 Fed removed reference to “some further gradual increases” from its statement and indicated that it will be “patient” on any future adjustments
 Jerome Powell confirms central bank’s balance sheet unwinding to end in 2019, stopping reduction of bank reserves and increasing supply of
U.S. Treasuries to market, further indicating a slow down in rate increases
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Changes in Fed Balance Sheet and Impact
After the Fed signaled that interest rates would remain steady, investors are focusing on how the Fed will use the balance
sheet as a tool for monetary policy.

 Between Nov’08 and Oct’14, the
Fed quadrupled the size of its
balance sheet from less than
$900Bn to $4.5Tn
 The Fed began to shrink its
balance sheet gradually by
$10Bn/month beginning 4Q’17,
increasing by $10Bn/month
every quarter up to $50Bn/month
by 4Q’18
 Reserve balances have fallen
from $3Tn in 2014 to $1.6Tn as
of Feb’19

Going
Forward
Considerations

Current
Policy

 When will the balance sheet
normalization end?
 What are the size and
composition of future
balance sheet?

Change in
Tone

 Fed members are to explore ways to
encourage banks to reduce their demand
for reserves
 During the Dec’18 Fed meeting, Powell indicated
that the balance sheet run-off would continue on
auto-pilot ($50Bn/month)

Impact

 As the Fed’s balance sheet shrinks,
excess reserves should fall, spurring
competition for dollar deposits and
increasing short-term money-market rates

 Foreign banks, which held the bulk of
excess reserves, have been forced to find
alternative sources of funding –
 In the Jan’19 Fed minutes, the FOMC noted it
oftentimes paying up significantly for
would be flexible in its approach to balance sheet
dollar deposits
normalization with participants anticipating a slow
down in balance sheet runoff
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 What does go forward
monetary policy look like?

 How will balance sheet
decisions be affected by
changing economic
conditions?

Timeline of Fed Policy
The Fed uses several tools to achieve its monetary policy goals in response to economic conditions.
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10Y Swap
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begins at
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Powell chairs
his 1st meeting

Negative Rate Fed Policy Considerations
Negative interest rates may be a go forward Fed policy consideration.
Federal Reserve Bank of San Francisco

Actual and Projected Fed Funds

 Recently published letter indicates negative rate policy may have sped up
economic recovery
 How negative is too negative?

What Would be the Impact?

Actual and Projected Output Gap

 Possible expedited recovery
 Limited projected impact long term
 With less room to cut, negative rates may be necessary
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3. Liquidity Management and Products

Short Term Deposit and Investment Options
Segmenting your cash portfolio to maximize yield, while ensuring ample liquidity and safety of principal, remains as
important as ever.
Cash Management Segmentation Example

Earnings Credit Rate (ECR) - Compensation method where clients
earn soft-dollar credits on balances held in non-interest bearing
accounts to offset certain banking fees

Cash Flow

Interest Bearing Demand Deposit Account (IBDDA) - Operating
account that earns hard dollar interest in exchange for full liquidity
Working Capital Cash

Reserve Cash

Strategic Cash

Time
Source: AFP 2018 Annual Survey
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Money Market Funds (MMF) - Diversified portfolios of highquality, short-term money market instruments that provide
same-day liquidity
Time Deposit (TD) - Higher yielding, fixed rate deposits placed
for a stated amount and for a specific period of time ranging
from overnight to five years, allowing clients to earn enhanced
yield on cash that does not require daily liquidity

Deposit and Investment Product Spectrum
Cash Management efficiency is increasingly dependent on proactive deposit management via structures that align with the
regulatory landscape.
Day-to-Day Operating/Working Capital Cash

Non-Operating/Reserve Cash

• Consolidated transaction activity with bank deposit allocation

• Consider 31+ day maturity tranche bank
deposits for excess, non-operating balances

• Use MMFs to further diversify counterparty exposures

• Extend usage of non-bank instruments including
Direct Securities

More Suitable for Day-to-Day Operating /Working Capital Cash

More Suitable for Non-Operating/Reserve Cash

Direct
Securities
Time Deposits

NIB with Fee
Offset

Yield

Interest-Bearing
Balances

Prime/CP
MMFs
Government
MMFs

Non-interest
Bearing
Balances
Bank deposits
Other/Money Market
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Money Market Funds (MMFs)
Money Market Funds are an efficient method of investing in a diversified portfolio of high-quality, short-term instruments
while providing daily liquidity.
Investor Action in Response to Reform

Money Market Fund Landscape
 MMF reform caused significant outflows from Prime funds as a result
of floating NAV and gates and fees
 Money is beginning to flow back to Prime as a result of yield pick up
of ~25bps

Prime
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15,000
10,000
5,000

 Increased product offerings including private funds and funds
focused on Women Business Enterprises, Minority Owned
Businesses and Service Disabled Veteran Owned Businesses

-

Source: SEC Form N-MFP2, OFR Analysis

Prime Fund

MMF Composition

Government Fund

14.5%

19.2%

0.6%

1.1%
2.3%

38.9%

38.2%
7.7%

11.5%
4.5%
6.1%
5.7%

19.3%

Certificate of Deposit
Financial Company Commercial Paper
U.S. Treasury Debt
Non-Financial Company Commercial Paper
U.S. Government Agency Debt
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Source: JPMorgan Asset Management

30.5%
Asset Back Commercial Paper
Non-Negotiable Time Deposit
U.S. Treasury Repo
Other Repo Agreement
Other

U.S. Government Agency Debt
U.S. Treasury Debt

U.S. Government Agency Repo
U.S. Treasury Repo

Gov't

4. Collateral

Collateralized Deposit Lifecycle
The majority of State & Local Bank Deposits require collateralization as per investment guidelines. The safety of public
funds is the foremost objective in public fund management.
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1
1• Action: Deposits cash balance into
interest-bearing account with bank for
return on short-term cash investment

Bank
3• Action: Bank pays interest for
placing deposit
• Impact: Because of additional costs
and limited ability to lend funds,
banks are reducing pricing for and
discouraging collateralized balances

3rd Party
Custodian

Client

3
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2• Action: Bank uses balance sheet to
procure and fund collateral for
government entities in the form of Tbills, bonds, etc.
• Impact: Collateralized deposit
reduces balances available for bank
lending

Collateralized Balances Overview
Bank deposits continue to be the most prevalent short-term cash investment for U.S. government entities.
Current Collateral Requirements

 Government investment policies typically dictate that banks are required to post collateral at a percentage of deposits (100%-110%)

 The most common forms of collateral are Treasuries, Municipal Securities, or Letters of Credit
 Securities must be posted as long as funds remain in the account
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Collateralized Deposit on Bank Balance Sheet
$100MM Client Deposit

$102MM Encumbered HQLA

$10MM
Reserve Requirement
Return

$25MM 2
LCR Run-Off
Purchased Collateral

$102MM
Remaining Assets
$65MM

$65MM Impact to
Bank Capital / Ability
to Lend

Other Considerations
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1.
2.

Simplified for presentation purposes. Does not include other regulatory reserve requirements.
Assuming a Public Sector fully operating overnight deposit

▼ Balance not available to support
lending activity
▼ Will attract lower yields

Alternatives to Collateralization
Alternatives to collateralized deposits can provide yield and greater flexibility.
For Benefit Of (FBO) Accounts

 FBO account structures provide increased FDIC coverage
for entities or funds that hold cash on behalf of multiple
entities or individuals
 FDIC insurance eligibility of up to $250,000 per depositor
per bank

Government Money Market Funds

 Rule 2a-7(a)(16) from SEC defines Government MMF as
“money market funds that invests 99.5% or more of its total
assets in cash, government securities, and/or repurchase
agreements that are collateralized by cash or
government securities”

 Employee retirement systems, pension plans,, and other
savings plan serve as use cases for FBO accounts

“... may invest in the obligations, either directly or
in the form of securities or other interests in
investment company… if the [portfolio] is limited
to United States government obligations and
repurchase agreements fully collateralized by
1
United States government ”
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1.

Summarization for presentation purposes

5. Q&A

IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or
relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction").
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.
In any instance where distribution of this communication is subject to the rules of the US Commodity Futures Trading Commission ("CFTC"), this communication constitutes an invitation to consider entering
into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or
regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal,
tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us
for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you
should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials,
you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction
shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.
We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number.
We may also request corporate formation documents, or other forms of identification, to verify information provided.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time
without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which
represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof
and are subject to change without any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any
time.
Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for
specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures
designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.

[TRADEMARK SIGNOFF: add the appropriate signoff for the relevant legal vehicle]
© 2019 Citigroup Inc. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own environmental footprint, and engage with
stakeholders to advance shared learning and solutions. Citi’s Sustainable Progress strategy focuses on sustainability performance across three pillars: Environmental Finance; Environmental and Social Risk Management; and Operations and Supply Chain. Our cornerstone
initiative is our $100 Billion Environmental Finance Goal – to lend, invest and facilitate $100 billion over 10 years to activities focused on environmental and climate solutions.

