The Value of the FHLBank System
to Bank Liquidity and Stability

Key findings from first of three studies by Urban Institute
quantifying economic value of FHLBanks

PURPOSE OF THE FHLBANK SYSTEM

The Federal Home Loan Bank (FHLBank) System is a network of 11 privately capitalized member-
owned cooperatives created by Congress in 1932 to provide reliable, collateralized liquidity to
their nearly 6,500 financial institution members. FHLBank funding is crucial in supporting
housing finance and community development throughout the country, helping members support
customers and families and powering communities through all economic conditions.

URBAN INSTITUTE RESEARCH HIGHLIGHTS

FHLBank membership reduces the bank

o failure rate by about 10 percent, yielding
The FHLBank System generates $13.2 billion annual savings of $950 million to the

reducing banking system risk and bank failure
risk (range due to variation in market stresses)

e A 2024 Congressional Budget Office (CBO)
study estimated that the FHLBanks’ GSE
status provided annual benefit of $6.9 billion

e Urban Institute analysis shows that the
FHLBanks deliver financial stability benefits
to the U.S. economy that are, conservatively, The FHLBanks save U.S. homeowners
1.9 to 3.1 times greater than the CBO benefit $3.8 billion annually in lower cost
estimate mortgages




WHAT URBAN INSTITUTE FOUND

e FHLBank funding strengthens
individual bank resilience

o Access to advances strengthens bank
resilience and advances are an integral
part of day-to-day risk management for
bank members

o Aone percentage-pointincrease in
advances (as a share of assets) is
associated with a 19-pointincrease in
bank solvency (z-score) the following
quarter

e During periods of funding strain,
member banks increase FHLBank
borrowing

o Aone percentage-point decline in liquid
assets is associated with a 0.37
percentage-point increase in advances

e The FHLBank System acts as a shock
absorber in the financial system

o The FHLBank System provides liquidity
earlier in the timeline of any given crisis,
giving regulators and policymakers more
time to respond

o Access to FHLBank advances during the
March 2023 banking turmoil helped
prevent additional bank failures

e FHLBank membership reduces the
likelihood of bank failure

o The FHLBank System helps prevent
liquidity strains from turning into bank
failures

o FHLBank membership is associated
with a~10% reduction in the likelihood
of bank failure, controlling for risk and
balance sheet characteristics

e FHLBank advances reduce the overall
systemic risk of the banking system

o At the macro level, increased FHLBank
advances are associated with a
persistent 0.3 percentage-point decline
in systemic tail-risk (CATFIN index)

o Advances function as a flexible liquidity
backstop—not a source of excess
leverage

e 86% of the assets of the banking

industry are held by FHLBank
members, demonstrating the
importance of the FHLBank System

The FHLBank System provides stability that benefits households,
local economies, and the FDIC’s Deposit Insurance Fund

A FHLBANKS

N N LENDING THAT POWERS COMMUNITIES



