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The summer has flown by, and we find 
ourselves at the precipice of autumn. Perhaps 
it is the perfect time to recline into that cozy 
reading chair with a hot cider and peruse our 
selection of topics.

A topic of increasing interest to both us and 
our clients is affordability in senior living. In 
this issue we highlight an article explaining 
the use of tax credits, a long-established 
method of financing in the affordable multi-
family housing market that is recently 
gaining traction in the senior housing sector. 
Affordability in senior housing is more 
complex, due to the more diverse methods 
of support a senior may have versus a typical 
mid-life individual. This creates options 
for those developing and managing senior 
housing in terms of resident selection and 
accompanying development and financing 
models. Tax credits are one tool in that 
continuum worth considering.

Affordability is only one of the recent trends 
in the industry. We have surveyed several 
firms on their thoughts on market trends. 
Their views are extremely insightful and  
can help providers strategically plan for  
the future.

We also highlight our recent volunteering 
endeavors. Through the BB&T Lighthouse 
Project, we roll up our sleeves in renovation, 
landscaping and other service projects in 
support of local charities. We are committed 
to helping both our clients and our 
communities thrive. 

It is time to start blocking out dates for our 
annual investor conference, to be held Jan. 
25-26 in Coral Gables, Fla. We look forward 
to seeing you in Indianapolis at the national 
LeadingAge conference in November!

Steve Coma 
Managing Director

DeAR FRIenDs & CoLLeAgues,

Lucy Corr Village
$21,270,000 Tax-Exempt Direct  
Bank Purchase, Placement Agent

Steve Coma 
Managing Director 
BB&T Capital Markets

As head of the Housing Group at BB&T 
Capital Markets, Coma has more than 
29 years of experience and focuses on 
providing tailored structures to housing 
projects of all types.



 

America is facing a critical and 
growing shortage of affordable rental 
housing. As a result of the global 
financial crisis of 2007-2009, many 
Americans have lost their homes or 
can no longer qualify for single-
family home mortgage loans. These 
facts and other influences, such as 
“net” immigration and trend changes 
in living habits for both millennials 
and baby boomers, have significantly 

increased projected demand for rental housing in the United 
States during the next decade or more. 

Studies by the Joint Center for Housing Studies of Harvard 
University and others suggest the shortage of affordable rental 
housing in the United States is greater today than any time in 
the recent past and grows more acute every year. Ironically, 
rental housing starts have quadrupled since 2009. With added 
supply, one would expect competition to moderate market 
pricing; however, by some estimates, quite the opposite has 
occurred. Apartment rents have increased by more than 20% 
and continue to challenge affordability. Understanding trend 
behaviors is important for all market participants, but especially 
so for those interested in the development and financing of 
future needs.

LIVIng TRenD shIFT: The ComIng RoLe oF senIoRs  
In The AFFoRDABLe RenTAL sPACe
In a June 2015 research article, Jordan Rappaport, senior 
economist at the Federal Reserve Bank of Kansas City, 
wrote the following: 

“Multifamily home construction has recently rebounded, 
driven primarily by young adults swinging back toward living 
in apartments….  In the longer run, however, baby boomers 
will primarily drive multifamily housing as they age into  
their senior years and downsize from single-family homes 
to apartments.”

Rappaport believes that seniors (ages 70 and above) will likely 
supplant young adults as the main driver of growth in multifamily 
home construction. According to Rappaport, it can be shown 
statistically that the share of households living in multifamily units 
in 2013 begins to rise from less than 20% at age 70 to almost 40% 
at age 85. The leading edge of the baby boomers turns 70 this year, 
and the Census Bureau projects the number of Americans age  
70 and older will increase by more than 20 million from 
2015-2030. As the senior population swells and more 
seniors downsize, one can reasonably project that 
multifamily home construction will increase 
substantially during the same period.

While any number of market 
influences, both domestic and 
global, can change these 
conditions, it seems clear 
that the years ahead 
will see a strong 
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continued demand for rental housing in general and, given the 
economic challenge facing so many Americans today, for affordable 
rental housing.

shoRTAge oF AFFoRDABLe RenTAL housIng  
FunDIng souRCes
As the affordable rental housing shortage worsens, state and local 
governments continue to be challenged by funding demands for 
primary “core” services such as education, infrastructure and 
social needs. As a result, the development and implementation of 
a strategy to maximize the use of viable external (federal) funding 
sources to address the critical shortage of affordable rental 
housing should be aggressively pursued. 

4% LIHTC – A huge source of such external funding is the federal 
4% low income housing tax credit (or the “4% LIHTC”). To be 
eligible for 4% LIHTC, a developer must elect to subject a 
percentage of available units to certain tenant income and rental 
(charge) constraints. In return, the developer can sell the tax 
credits to “limited partner” investors who receive a dollar-for-
dollar offset against their federal income tax liability during the 10 
years following the project’s “placed in service” date. By meeting 
the 4% LIHTC program criteria, developers are able to use the 
LIHTC investment dollars to cover as much as 25-45% of total 
development costs and directly reduce their financing needs.

Private Activity Bonds – One of the eligibility criteria for 4% 
LIHTC requires developers to finance at least 50% of eligible 
project costs with tax-exempt private activity bonds under Section 
142(d) of the Code. Private activity bonds are subject to (annual) 
volume limitations on a state-by-state basis. In calendar year 
2015, each state was allocated private activity bond volume equal 
to the greater of: 1) $301.5 million; or 2) $100 per resident. Both 
limitations are indexed annually for inflation. 

Types of private activity bonds include single-family mortgage 
revenue bonds, multifamily affordable rental housing bonds, 
industrial development bonds, pollution control bonds, student 
loan bonds, bonds for certain privately owned airport and  
dock and wharf facilities, and certain other uses. Each state  
is permitted to allocate its volume among these categories  
as it sees fit.

moRe ALLoCATIon To muLTIFAmILy RenTAL housIng  
Is sounD FIsCAL PoLICy
Two arguments suggest allocating to multifamily is sound state 
policy. First, the growing shortage of affordable rental housing is 
one of the most significant public policy issues faced by many 
state and local governments today. The second reason is even 
more compelling. An allocation to tax-exempt affordable 
multifamily housing bonds versus other private activity bond 
sources is the only use of private activity bond volume which 
not only provides low-rate debt financing, but also triggers a 
significant federal subsidy (25-45% of total development

cost) via the 4% federal LIHTC. No other use of the state’s 
private activity bond volume provides this dramatic, powerful, 
double “bang for the buck.”

Sadly, until very recently, tens of millions of dollars of bond 
volume expired annually in the vast majority of states. 

With the projected future shortage of multifamily housing 
(including affordable), it is important that multifamily housing 
bond market participants work diligently to secure higher 
percentage allocations of private activity bond volume for their 
sector. Also, at the very least, developers should be working with 
their state and local government volume allocators and issuers on 
two specific actions: 1) take the steps necessary to carry unused 
volume forward for use in future multifamily financings, and  
2) develop programs that recycle prepayments from existing 
multifamily housing bonds and loans to new affordable 
multifamily housing projects.

Wade Norris is a partner at Eichner Norris & Neumann PLLC, 
based in Washington D.C. He has been a speaker at numerous 
seminars and the author of numerous articles on multifamily 
housing bond finance during the past 35 years. A frequent 
panel member on multifamily housing bond finance at 
meetings of the National Association of Bond Lawyers, he is 
also a past Chair of the Bond Financing Committee of the 
American Bar Association Forum on Affordable Housing and 
Community Development Law.

America is facing a critical 

and growing shortage of 

affordable rental housing. 

More allocation to multi-

family rental housing is 

sound fiscal policy.

Understanding trend 

behaviors is important for 

all market participants 

but especially so for 

those interested in the 

development and financing 

of future needs.
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BB&T Capital Markets is an active presenter at many LeadingAge 
state conferences, including the North Carolina and Virginia CFO 
conference in July 2016.

John Franklin, Managing Director and Group Head of BB&T Capital 
Markets Healthcare Finance Group, and Steve Coma, Managing 
Director, presented “Trends in Moderately Priced Housing: Maximizing 

Opportunities for the 
Future,” which delved into 
the growing need for 
moderate priced housing, 
the significance for not-for-
profit organizations, and the 
types of financing available 
for moderate products.

The Urban Institute projects 
that 40% of people over  
the age of 62 are expected 
to have $25,000 or less in 
financial assets. Franklin 
also cited the alarming 
statistic that the 85+ 
population is expected  

to triple from 6 million to more than 14 million by 2040. In the 
meantime, retirement incomes are projected to remain stagnant.  
In the face of this growing need, not-for-profit organizations should 
consider strategies for serving the middle market in order to expand  
their missions and diversify their products. 

Several options are available for these products. Coma detailed the 
wide array of structures available including FHA, USDA, tax credits, 

142(d), tax-exempt bonds and bank debt. As described in a number  
of case studies, these patterns remain essential for successful middle 
market products: the need 
for independent living and 
assisted living on campus, 
efficient buildings and low 
construction costs, 
operational efficiency, 
higher occupancy, 
economies of scale and  
a focus on hospitality.

One conference participant 
asked what most providers 
are wondering, “What will 
happen to life plan 
communities?” As Franklin 
responded, existing 
entrance fee life plan communities will not lose occupants because 
there will always be a segment of the senior population who can 
afford and prefer this type of product. However, these entrance fee 
communities’ market share will decrease as rental product and more 
moderately priced options enter the market. 

Ultimately, the industry is changing. The best way for not-for-profits 
to address these changes is to address the trends head-on through 
board education and discussion. 

For more information on the impact of moderately priced senior  
housing options, contact John Franklin - jfranklin@bbandtcm.com  
or Steve Coma - scoma@bbandtcm.com.

Hope to see many of you 

at the 2016 LeadingAge 

Annual Meeting & Expo.

Be sure to stop by our 

booth – #1415, located 

on the first row to the 

left of either entrance.

BB&T Capital Markets Presents “Trends in Moderately Priced 
Housing” at LeadingAge NC and VA CFO Conference

4



In early June 1863, General Robert E. Lee led his Army of Northern 
Virginia across the Potomac River into Pennsylvania with the goal of 
destroying the Union Army of the Potomac. Lee hoped this would 
create political chaos in the North and lead to an early end to the 
American Civil War. Lee’s army clashed with the Union Army in the 
small Pennsylvania town of Gettysburg on July 1-3 in what many 
believe to be the turning point of the American Civil War. This huge 
and bloody battle, known as The Battle of Gettysburg, offers a  
wealth of scenarios from which to draw lessons on both battlefield 
and corporate leadership.

I was fortunate to 
participate recently in The 
Gettysburg Leadership 
Experience, which is 
presented by Battlefield 
Leadership LLC (www.
battlefieldleadership.
com). The program took 
place on the grounds of 
Gettysburg National Park, 
which became our 
interactive classroom as 
we walked the battlefield 
while discussing critical 
points of the conflict.  
The purpose of the 
seminar was to take 
leadership lessons  

learned from the battle and apply them to the corporate environment. 
During this epic battle, with the direction of the war riding on the 
outcome, the pressure to make the correct decisions was enormous on  
all leaders involved, which added emotional power to the learning 
experience. In addition, it became very evident that the leadership 
lessons learned were very relevant to my clients and could be applied 
to achieve and maintain organizational success. As a result, I thought 
it would be beneficial to share these lessons with you.

During the day and a half retreat, several leadership principles were 
discussed through various case studies. Due to their relevance during 
my own career and how they intersect with each other, I chose to 

focus on three leadership concepts: 
Group Alignment and Leader 
Intent, Resolving Executive 
Disagreement, and Succession 
Readiness versus Succession 
Identification. As a leader, if you 
can get these three concepts 
right, you are well on your way to 
maximizing the effectiveness of 
your team and your organization.

For the full version of this white 
paper, stop by BB&T Capital 
Markets’ booth at the upcoming 
2016 LeadingAge Annual Meeting  
& Expo in Indianapolis, Ind., on  
Oct. 30-Nov. 2 (Booth #1415). Or 
request a copy from Meredith Boyle 
- mboyle@bbandtcm.com.

A visit to our booth at the 2016 LeadingAge Annual Meeting & Expo 
(Booth #1415) provides an excellent opportunity to meet members of 
our Capital Markets staff who specialize in financial strategies for the 
senior living sector of the healthcare industry.

It’s also an opportunity to pick up an advance copy of an insightful 
new white paper by John Franklin, Managing Director and Group Head 
of BB&T Capital Markets Healthcare Finance Group. Here is a portion 
of the introduction to the paper:

BB&T’s LeadingAge Booth Offers Insights  
and Networking Opportunities

John Franklin, Managing Director and Group Head, 

BB&T Capital Markets Healthcare Finance Group

LeADeRshIP Lessons FRom The BATTLe oF geTTysBuRg

General George G. Meade

General Robert E. Lee

Gettysburg Battlefield, Gettysburg National Military Park, Pa.
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Q&A FROM THe BB&T  
CAPITAL MARkeTS SeCURITy DeSk

Q: WhAT ARe The ChALLenges FoR A TRue RenTAL CCRC 
In eARnIng A CReDIT RATIng FRom A RATIng AgenCy 
(s&P oR FITCh onLy As mooDy’s CuRRenTLy Does noT 
RATe senIoR LIVIng FACILITIes)?

A: In the eyes of a municipal bond research analyst, rental continuing 
care retirement communities are not held to the same standards as 
entrance fee senior living facilities since they are not taking on the risk 
of managing residents’ future healthcare costs. Thus, a weaker financial 
profile does not come as a surprise and is no indication of vulnerability 
as compared to their peers and/or competitors. However, in my 
experience, I have discovered the pool of rated rental CCRCs is very 
small at best. Without directly asking the rating agencies why they 
choose not to rate a rental CCRC, I believe the challenges include the 
following: 1) inability to predict future demand; 2) limited pricing 
flexibility; and 3) low levels of liquidity.

Typically, with entrance fee facilities, there exist two different lists of 
future residents: 1) a priority/future residents’ list requiring a nominal 
reservation deposit and 2) a depositor list requiring a 10% deposit 
(based on the initial entrance fee). Marketing departments will cull 
these lists periodically to determine future willingness to move in  
and encourage prospects to move from the priority list to the 10% 
depositor list. This includes an anticipated move-in date of 30-90  
days – later if dependent on the sale of a home. Once a 10% deposit  
is collected, the entrance fee CCRC can track how many people will 
move in, and into which units, over future months. The dollar amount 
of a 10% deposit is significantly greater than a reservation deposit and 
is generally considered more binding in the eyes of an analyst since 
there may be penalties if that deposit is withdrawn. Thus, once the 10% 
deposit is collected, analysts have more confidence in the product’s 
market demand. Rental CCRCs, in contrast, do not require a significant 
up-front fee. Marketing departments can collect indications of interest; 
however, until a residency agreement is signed, there is no way to 
determine who is serious about moving into the facility. Thus, these 
senior living facilities are unable to build a wait list that provides 
analysts with high levels of confidence in future move-ins.

A second challenge that rental CCRCs face is limited pricing flexibility. 
The ability to increase monthly service fees to cover both expense 
growth and capital needs, while also maintaining market 

competitiveness, is an important issue. Rental CCRCs are perceived  
to be affordable choices in their markets. While annual increases in 
monthly fees are common for all CCRCs, rental CCRCs typically limit 
the percentage increase to a rate that is only slightly higher than cost 
of living adjustments – typically 3%. With annual rate increases in this 
range, rental CCRCs can ensure that their prices are not significantly 
higher than their peers and will not be compared to high-end, entrance 
fee facilities. However, this process can endanger operating income if 
inflationary pressures exist in certain expense line items or occupancy 
falls below budgeted levels. 

Finally, lack of liquidity is also viewed as a credit negative for rentals. 
Without upfront entrance fees and limited pricing flexibility in monthly 
fee increases, there is reduced capacity to build cash. In addition to 
ongoing operations, cash is needed not only to fund the refurbishment 
needs upon turnover but also to fund future capital needs. Although 
there is no set minimum amount of liquidity, it appears that 200 days 
cash on hand may be the targeted amount for rating agencies, among 
many other financial and qualitative measures. At that level, a rental 
CCRC may qualify for a “below investment grade” rating.

While it may seem that rental CCRCs have challenges in obtaining a 
rating from a rating agency, there are some processes that can be  
put in place to overcome them. A waiting list can be created with 
interested prospects reflecting the date of the potential move-in. The 
marketing departments should add to this list often and review it every 
six to 12 months to make sure it is up to date. Additionally, annual rate 
increases for monthly fees should have a small cushion above budgeted 
expense growth to help the facility build cash for liquidity and future 
capital projects. With these two processes in place, a rental CCRC 
should have the beginning of a strong foundation that rating agencies 
will appreciate.

Julie Peterman

BB&T Capital Markets  

Municipal Securities Strategist

From the Files of J. Peterman
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BB&T Capital Markets reached out to several individuals in the industry for their insights in the latest trends in senior living. Here are their thoughts:

sCoT PARk, PResIDenT, symBRIA ADVIsoRy seRVICes:

I think the most interesting dynamic at play right now in the senior living industry is the need to more effectively integrate hospitality and healthcare. 

Right, wrong or indifferent, those two areas have historically been viewed as distinctive disciplines – most often even separated physically on senior 

living campuses. Healthcare reform, with its emphasis on engagement, wellness and population health management, is challenging that dichotomy and 

forcing providers to rethink how hospitality and healthcare can be more complementary.

RoBeRT ADAms, PARTneR, sB&A & BRooks ADAms ReseARCh:
Seeing really is believing. Now, more than ever, we are finding consumers have very specific wants and needs for retirement living, and the most 

effective means of understanding these needs is through real product testing and feedback. Over the past year, we’ve taken consumers out of the 

research facility and into the field, conducting focus groups as we walk through communities and development sites. This innovative format allows 

us to talk specifically and not conceptually about space preferences. Consumers can really envision living and working in a space. By capturing their 

immediate experience in a space, we are able to best simulate what the tour experience is like for prospects. This information has been very valuable to 

marketing, operations and development.

ALIsA mILLeR, VICe PResIDenT oF FInAnCe, mhs:
Partnerships, affiliations and collaboration are increasingly important in all segments of healthcare and senior living. In particular, hospitals and health 

systems continue to prepare for alternative payment models by partnering with post-acute care providers, forming continuing care networks. These 

networks include the post-acute providers that have the ability to provide quality care and service, improve outcomes, reduce readmission rates and 

manage costs effectively. 

sTACy hoLLIngeR, IIDA, PARTneR, RLPs InTeRIoRs:
It’s definitely not your grandmother’s nursing home where every community essentially looks the same. In the face of increasingly selective consumers 

and more competition, communities are looking beyond first impressions and recognizing the need to create a lasting impression. We’re taking 

cues from the hospitality industry and focusing on subtle sophistication, contemporary clean lines and monochromatic color palettes with textured 

materials to create the visual interest. Lighting is also taking center stage with oversized and distinctive fixtures being featured prominently. And finally, 

today’s senior living spaces reflect a growing emphasis on regional relevance through artwork and finishes that reflect the unique personality of a 

particular area and often are created locally.

DAn DoRoFTeI, senIoR ConsuLTAnT, PLAnTe moRAn LIVIng FoRWARD:

Across the U.S., 29% of older adults over 85 earn between $25k and $50k. The number of older adults over 85 is expected to triple to 14.6 million by 

2040. Providers will need to meet the needs of older adults with income and assets slightly in excess of qualifying for traditional affordable housing, 

but not enough to move into an entrance fee or private pay senior living community. To do so, they will need to diligently assess and address the needs 

of the more value-conscious consumer (i.e., are linen table cloths and fresh flowers at dinner worth $900 more per month?). Last, but not least, the 

providers will need to continue the dialogue at local and national levels to push for increased flexibility of reimbursement and regulatory pressure to 

meet the demand of a growing demographic.

What’s Trending in Senior Living?
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TRAnsACTIon summARy

On May 24, 2016, BB&T Capital Markets closed a $21,270,000 financing for Lucy Corr Village (“Lucy Corr”). The total proceeds were 
used to retire Lucy Corr’s existing Series 2005 tax-exempt fixed rate bonds. 

LuCy CoRR VILLAge

Lucy Corr was founded in 1970 as the Chesterfield County Nursing Home. Located in the 
Courthouse area of Chesterfield County, Lucy Corr Village is a not-for-profit community 
that has distinguished itself by meeting the assisted living and long-term care needs for 
seniors throughout Virginia.

Lucy Corr offers a wide variety of services including independent living, assisted living, 
adult day services, short-term rehab, and a healthcare center. Springdale at Lucy Corr 
Village is the community’s residential neighborhood designed for active adults. Springdale 
features 52 apartments and 25 cottage homes. The current unit mix across the entire 
campus includes 77 independent living units, 48 assisted living units (of which nine are 
designated for memory support), and 216 skilled nursing beds.

For most of its history, Lucy Corr operated primarily as a nursing home. In 2008, the 
Springdale Independent Living facility was financed and construction commenced. The 

onset of the financial crisis later that year led to fill-up issues that negatively impacted the financial profile of Lucy Corr, and ultimately 
resulted in the renegotiation of financial covenants with bondholders. At the time of the 2016 transaction, Lucy Corr was still subject to 
the terms of the amended agreement, which presented a number of challenges in executing the financing, primarily that of bondholder 
consent to the refinancing.

FInAnCIng oBJeCTIVes

Lucy Corr’s capital structure was comprised entirely of traditional fixed rate bonds (Series 2005 and Series 2008A) with coupons ranging 
from 4.75% to 6.25%. Its cost of capital was relatively high and contributed to modest debt service coverage while hampering its ability 
to build cash. BB&T worked with the management team to analyze the savings opportunities available by refinancing one or both series 
of existing bonds. Only the 2005 bonds were currently callable, and the negative arbitrage associated with an advanced refunding of 
the 2008A bonds was determined to be too significant for Lucy Corr’s balance sheet to absorb. A bank financing structure was likely to 
produce the most attractive savings. However, Lucy Corr’s recent financial struggles during the financial crisis would pose challenges in 
obtaining bank commitments. 

$21,270,000

Tax-Exempt  
Direct Bank Purchase

Placement Agent

“BB&T catalyzed the entire process of our bond 
debt refinancing — from showing us first that it 
could be done when we were unsure it was possible  
to the effort they took in eliminating barriers with 
the potential lenders that looked impossible to 
overcome. The refinance of our debt with BB&T’s 
guidance will literally knock a year of waiting from 
our strategic plan, adding more than just savings as 
a benefit of our relationship with BB&T.”

BB&T Capital Markets Closes $21,270,000 Financing  
for Lucy Corr Village

– Derrick Kendall, Interim President and CEO - Lucy Corr Village
8



$44,000,000

Sponsorship transitions are an increasingly common way for senior living providers to expand 
their missions. In this video, Managing Director Lynn Daly shares educational ideas for non-
profit boards to consider in order to better position themselves to take advantage of future 
opportunities. This video can also be viewed on BBTCapitalMarkets.com/Healthcare. 

9

FInAnCIng PRoCess AnD ChALLenges

Knowing Lucy Corr’s situation and the bank market, BB&T Capital Markets, working with Lucy Corr, approached only two banks, 
eventually securing an attractive proposal from a large regional bank active in the senior living space. However, beyond obtaining the 
initial bank commitment, several challenges and obstacles to closing presented themselves, most of which were not foreseen.

Under the revised covenants in the fixed rate bond documents, bondholders were required to consent to the refinancing. BB&T 
worked with Lucy Corr and its legal team to demonstrate to the existing holders the soundness of the strategy and the benefits of the 
refinancing, ultimately obtaining approval. BB&T was also helpful in navigating two additional issues that tied the bank’s hands. 

First, BB&T assisted the Lucy Corr management team in rectifying erroneous negative findings in the Phase I Environmental Survey. 
Second, BB&T assisted in negotiating a solution to a loan-to-value issue that arose upon receipt of the appraisal. Ultimately, BB&T was 
able to negotiate an attractive natural fixed rate from the bank with a 10-year term that locked in approximately $400,000 in annual 
savings for 10 years. BB&T also assisted Lucy Corr in negotiating flexible covenants including the Rate Covenant, Liquidity Covenant, and 
Additional Indebtedness provisions to provide more flexibility and stability to Lucy Corr. 

The financing diversified Lucy Corr’s capital structure, facilitated significant cash flow and present value savings, provided an immediate 
boost to key financial metrics, and positioned Lucy Corr well to continue to pursue its core mission of providing quality care at 
tremendous value through a community of support, hospitality and care. 

For further information, please contact John Franklin jfranklin@bbandtcm.com at 804-649-3943 or Tom Bowden   
tbowden@bbantcm.com at 804-727-3435.   

OTHER RECENT CLOSINGS INCLUDE:

Private Bank Placement

Structuring Agent

$4,300,000 & 
$15,500,000

Bank Loans

Structuring Agent

$20,000,000

Bank Loan

Structuring Agent

http://players.brightcove.net/1775614125001/Hk1hOWPE_default/index.html?videoId=4932914446001


INTeReST RATe SNAPSHOT by JEFF MORRIS, MANAGING DIREcTOR
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COMMENTS ON THE SEPTEMBER 2016 FOMC MEETING

The September 21 announcement by the Federal Open Market 
Committee (FOMC) to keep the Fed Funds Targeted Range unchanged 
was not a surprise to most market participants. The committee decided 
to maintain the target range at 1/4% to 1/2%, even though the case for 
an increase in the Fed Funds rate has strengthened. A decision was made 
to wait, for the time being, until they saw further evidence of continued 
progress toward the longer-term objectives of the group.

From a review of the FOMC meeting press release, we notice “hawkish” 
dissent by three of the regional bank presidents, which was wholly 
consistent with these presidents’ rhetoric in recent months. The last 
three-voter dissention was in December 2014, though the three 
dissenters at that time had reasons which were different from each 
other’s. Including the September 2016 vote, there have been only three 
other FOMC meetings in the past 24 years where there were three 
dissenters.

Also not surprising was the hawkish tilt of Janet Yellen’s rhetoric during 
the press conference. Her careful word choice suggests that she is trying 
to project the “weighted average” view of the FOMC participants (voters 
and non-voters), not just her own perspective. Additionally, she and 
the rest of the FOMC probably want to manage market expectations 
such that any policy surprises are on the DOVISH side (having learned 
the hard way from Bernanke’s 2013 Taper Tantrum, which was highly 
disruptive to the Fed’s game plan at the time).

Between the content of the quarterly Summary of Economic Projections 
(SEP) and the committee’s voting behavior, the FOMC sent a 
complicated message to the market. The “dot plot” (see graph below) 
has received its typical, excessive level of attention. The participants 

submit their dots before the meeting, and the dots are supposed to 
represent where each participant independently thinks the appropriate 
Fed Funds rate should be at future points in time. The media tends to pay 
particularly strong attention to the content of and changes to the dot 
plot. Fed representatives tend to go along with the media narrative that 
takes hold surrounding the dots (including the fixation on the MEDIAN 
dot) if only because it serves as a baseline for the more complex, 
nuanced message they want to deliver to the markets that is relegated to 
the fine print in the newspapers.

WHAT IS THE DOT PLOT CURRENTLY IMPLYING?

Overall, Fed expectations for the Fed Funds rate have continued to 
decline since the first quarter of 2016. The green, blue and red lines 
within the graph below outline the median assumed expectations 
embedded within the dot plot for the March, June and September 
meetings. The following can be noted using these median expectations:

1. The September dot plot implies a rate of .625% at the end of 2016 
 (one 25 BP increase). Both March and June implied a rate of .875% 
 (two 25BP increases).

2. September also implies a rate of 1.125% at the end of 2017 (three 
 cumulative 25 BP increases). March implied a rate of 1.875%  
 (six cumulative 25 BP increases) and June a rate of 1.625% (five 
 cumulative 25 BP increases).

WHAT IS THE MARKET CURRENTLY IMPLYING RELATIVE  
TO THE DOT PLOT?

For most of the past two years, the expected Fed Funds rate as implied 
by the Fed’s dot plot has been significantly higher than what is actually 



traded with the interest rate markets. The difference between these two 
expectations has slowly declined during 2016 as the Fed finally is coming 
to grips with the reality that its projections were way too aggressive 
relative to domestic and world economic and financial conditions.

In the graph to the left, you can get a view on this current relationship. 
From this graph you can see that the market is now implying a much 
better chance of at least one 25 BP increase by the end of 2016. 
However, beyond that point, expectations continue to diverge fairly 
significantly. For 2017, the dot plot implies a rate of 1.125% (three 
cumulative 25 BP increases) versus a market implied rate of .680% (one 
cumulative 25 BP increase). 

Looking to the future, we will continue to see dot plot expectations 
change at each quarterly FOMC meeting while market expectations 
change on a daily basis. Caution should be exerted in making significant 

financial decisions based on a snapshot of this relationship at any one 
point in time. The dot plot does not provide us with all the many other 
factors that will affect the FOMC’s decision-making process relative to 
rate direction. 

In any event, the two lines in the graph will likely continue to  
converge over the coming year, whether the Fed continues to lower  
its expectations or the market adjusts upward to account for more  
risk to its current positioning.

Jeff Morris is in charge of the Financial Strategies Group  
at BB&TCM. His 32-year career has been focused on  
applying his deep knowledge of financial markets to  
shape the strategic policies of institutional clients.

In Powhatan, Va., there is a unique facility 
totally dedicated to providing therapeutic 
horseback riding for military veterans with 
traumatic brain injuries, amputations and 
PTSD (Post-Traumatic Stress Disorder).

BB&T’s Capital Markets Richmond Group 
learned that Lonesome Dove Equestrian  
Center was planning a very special event  
on May 11 to celebrate its 2,000th veteran 
rider, and help was needed to improve the 
appearance of the facility.

The group quickly responded, with eight 
members working onsite to paint, enhance  
the landscaping and purchase food for 
veterans’ lunches as well as trophies for  
the event.

According to Clint Arrington, the founder,  
the event was a big success. He expected 
approximately 100 people for the event, and 
they actually had more than 200, including 
Gov. Terry McAuliffe. 

Back row: Tom Bowden, Julie Martin, Lynn Edris, John 
Franklin. Front row: Emily Caldwell, Genia Weeks and 
Seth Wagner. Not pictured: Jay Conrad.

Gov. Terry McAuliffe and Clint Arrington  
congratulating Lonesome Dove’s 2,000th  
veteran rider on May 11, 2016.

LONESOME DOVE: AN EXAMPLE OF THE BB&T LIGHTHOUSE PROJECT

Through the BB&T Lighthouse Project, our corporation provides financial support to local 
charities, while our associates roll up their sleeves and go to work landscaping, painting, 
preparing meals and more. Since the Lighthouse Project began in 2009, our associates 
have contributed more than 385,000 volunteer hours and improved the quality of life for 
more than 11 million people.

“BB&T’s contribution to our May 11th event made a huge difference in the appearance of our facility.  
Thank you so much. This could not have happened without you”- Clint Arrington
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