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A CONTRARION TRANSACTION 

This Day in History: Today is National Almond Day. On February 16, 600, Pope Gregory the Great issued 
a decree that “God Bless You” is the correct response to a sneeze. In 2005, the Kyoto Protocol, an 
international treaty aimed at reducing the emission of gases that contribute to global warming, is 
ratified when Russia signs the treaty.   
Market Update:  The yield curve continued to steepen last week, with the 10-year LIBOR 
swap rate increasing 5bps and reaching levels not seen since February of last year.   While the 
long-end of the curve increased, short-term LIBOR swap rates hit new lows. 

 

Loan hedging continues to dominate desk activity.  We had several discussions regarding 
hedging portfolioed mortgage loans. 

Most community banks seem to be dealing with a common set of characteristics: 

• Liquidity is plentiful and good loan opportunities are difficult to find. New loans tend to 
be refinancing competitor loans at lower rates or competitively priced loans with several 
lenders vying for the opportunity.  

• Cost of funds have been driven down and are probably close to the bottom. 
• Every dollar of asset repayment is going into cash or is being reinvested at lower rates, 

resulting in continuing margin compression. 
• Most believe the Fed when they say a “patiently accommodative monetary policy that 

embraces the lessons of the past” means lower for longer short term rates.   

In a world of common thought, a contrarian viewpoint and transaction can sometimes pay 
dividends, positively impact current challenges, and take advantage of the recent yield curve 
steepening (see above).  A receive fixed swap, a transaction rarely executed in the last few 
years (it would have been a home run if executed a year ago), is worth exploring.  

How would a receive fixed swap look for most banks? While there are a number of possibilities, 
we will focus on one opportunity. Assume a bank borrowed long term FHLB advances in 
February or March of last year as rates were starting to decline and locked in a fixed rate for 7 

Term 2/12/2021 2/5/2021 1/12/2021 8/4/2020 WoW MoM Since 8/4/2020
2y 0.21 0.20 0.22 0.18 0.01 -0.02 0.02
3y 0.30 0.28 0.30 0.18 0.01 -0.01 0.11
5y 0.62 0.58 0.58 0.24 0.03 0.04 0.37
7y 0.94 0.90 0.85 0.35 0.04 0.09 0.59

10y 1.29 1.24 1.14 0.51 0.05 0.15 0.78
20y 1.72 1.67 1.54 0.73 0.05 0.18 0.99

2s/10s slope 1.08 1.04 0.91 0.32 0.04 0.17 0.76
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to 10 years. The combination of continued rate declines and excess liquidity are causing this 
transaction to be a short term earnings drag, even though it may turn out to be a good long 
term decision. The bank can enter into a 5 year receive fixed swap to provide additional income 
in a period when short term rates are expected to stay low. The trade specifics as of February 
12 would result in the bank paying 20 basis points (3 month LIBOR) and receiving a fixed rate of 
47 bps. This transaction will be identified as a fair value hedge against the FHLB advance and 
reduce interest expense by 27 bps immediately.  

This swap provides immediate income at a time of ongoing compressing interest rate margins. 
If we assume the Fed doesn’t increase short term rates for 3 years, the bank has generated 81 
basis points of marginal profit (27bps times 3 years) at a time when margins are being 
squeezed.  

Give us a call and we can discuss potential transactions that may fit your particular situation.  

Have a great week! 
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in 
any way guaranteed, and it, together with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are 
preliminary and are therefore subject to change at any time. This has been prepared for general information purposes only and does not consider the 
specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very nature, 
incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the 
appropriateness of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial projections is 
dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary 
from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC (VSIRP). VSIRP is an 
independent operating entity and is not a subsidiary of Vining Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC. The firm may have 
positions, long or short, in any or all securities mentioned. Vining Sparks is a member FINRA/SIPC.

This material was produced by a Vining Sparks Interest Rate Products representative and is not considered research and is not a product of any 
research department.  Employees may provide advice to investors as well as to Vining Spark's trading desk.  The trading desk may trade as principal in 
the products discussed in this material.  Employees may have consulted with the trading desk while preparing this material and the trading desk may 
have accumulated positions in the securities or related derivatives products that are the subject of this material.  Employees receive compensation 
which may be based in part on the quality of their analysis, Vining Sparks' revenues, trading revenues, and competitive factors. Although this 
information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or 
condensed.  Opinions, historical price(s) or value(s) are as of the date and, if applicable, time, indicated.  Vining Sparks Interest Rate Products does not 
accept any responsibility to update any opinions or other information contained in this communication.  Vining Sparks Interest Rate Products is not 
providing investment advice through this material.  This is for information purposes only and is not intended as an offer or solicitation of any product.  
Securities, financial instruments, products or strategies mentioned in this material may not be suitable for all investors.  Before acting on any advice 
or recommendation in this material, you should consider whether it is suitable for your particular circumstances.  Further information on any of the 
securities or financial instruments mentioned in this material may be obtained upon request. 



Levels Shown are Indications Only

Please Call Vining Sparks Interest Rate Products Group for Current Indications

Levels Priced on

Interest Rate Swap Curves

LIBOR Swap Curve Money Market Rates 3M LIBOR

Current Last Week Last Month 1M LIBOR 0.10825% Forward Rates

3M LIBOR 0.18863% Mar-21 0.16750%

2-Year 0.210% 0.205% 0.204% 6M LIBOR 0.20263% Jun-21 0.15500%

3-Year 0.309% 0.288% 0.268% 12M LIBOR 0.30263% Sep-21 0.17500%

5-Year 0.655% 0.591% 0.520% Prime 3.25000% Dec-21 0.21500%

7-Year 0.988% 0.900% 0.793% FFTR 0.2500% Mar-22 0.19500%

10-Year 1.346% 1.233% 1.093% Eff FF 0.0800%

12-Year 1.502% 1.383% 1.233% SOFR 0.0500%

15-Year 1.653% 1.529% 1.370%

20-Year 1.787% 1.660% 1.497%

*Bloomberg mid-market quotations

Forward Starting Swap Quotes

Amortization Term (Years) 20-Year Amortization

Floating Rate 3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet Floating Rate 3-Month 6-Month 12-Month

2-Year LIBOR + 2.00% 2.26% 2.26% 2.26% 2.27% 2.27% 2.27% 2.27% 2.27% 2-Year LIBOR + 2.00% 2.28% 2.31% 2.40%

3-Year LIBOR + 2.00% 2.28% 2.32% 2.33% 2.34% 2.34% 2.35% 2.35% 2.35% 3-Year LIBOR + 2.00% 2.39% 2.45% 2.57%

4-Year LIBOR + 2.00% 2.40% 2.44% 2.46% 2.48% 2.48% 2.49% 2.50% 4-Year LIBOR + 2.00% 2.54% 2.60% 2.74%

5-Year LIBOR + 2.00% 2.43% 2.54% 2.59% 2.62% 2.64% 2.64% 2.66% 5-Year LIBOR + 2.00% 2.69% 2.76% 2.90%

6-Year LIBOR + 2.00% 2.61% 2.71% 2.76% 2.78% 2.80% 2.82% 6-Year LIBOR + 2.00% 2.84% 2.91% 3.05%

7-Year LIBOR + 2.00% 2.63% 2.80% 2.88% 2.92% 2.94% 3.00% 7-Year LIBOR + 2.00% 2.98% 3.04% 3.17%

8-Year LIBOR + 2.00% 2.87% 3.00% 3.06% 3.08% 3.13% 8-Year LIBOR + 2.00% 3.11% 3.17% 3.29%

9-Year LIBOR + 2.00% 2.91% 3.09% 3.15% 3.18% 3.24% 9-Year LIBOR + 2.00% 3.21% 3.26% 3.37%

10-Year LIBOR + 2.00% 2.92% 3.16% 3.23% 3.27% 3.34% 10-Year LIBOR + 2.00% 3.28% 3.33% 3.44%

12-Year LIBOR + 2.00% 3.25% 3.35% 3.40% 3.49% 12-Year LIBOR + 2.00% 3.39% 3.44% 3.53%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 3.29% 3.45% 3.51% 3.63% 15-Year LIBOR + 2.00% 3.49% 3.53% 3.61%

Profitability Analysis Macro-Hedging

Profit Per Basis Point of Mark-up, Per $1,000,000 of Notional Protection Against Rising Rates

3-Year 5-Year 7-Year 10-Year 15-Year 20-Year 25-Year Bullet 3mL Pay Fixed Swap

2-Year $141 $167 $178 $186 $193 $196 $198 $203 2-Year Strike 2-Year 3-Year 4-Year 5-Year

3-Year $160 $221 $247 $267 $282 $289 $294 $305 3-Year 0.30% 0.36% 0.71% 1.65% 2.89%

4-Year $254 $301 $337 $364 $378 $385 $405 4-Year 0.50% 0.32% 0.54% 1.32% 2.38%

5-Year $265 $341 $397 $440 $461 $474 $504 5-Year 0.75% 0.31% 0.44% 1.04% 1.91%

6-Year $365 $446 $509 $540 $558 $603

7-Year $373 $485 $572 $614 $639 $700 Protection Against Falling Rates

8-Year $513 $627 $683 $715 $796

9-Year $530 $675 $745 $787 $890 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $536 $715 $803 $854 $981 3-Year 0.25% 0.49% 0.74% 0.89% 1.05%

12-Year Fee Income Generation Only Possible With $774 $901 $975 $1,160 4-Year 0.15% 0.42% 0.65% 0.78% 0.94%

15-Year Back-to-Back Swaps and SMART Loan Products $808 $1,007 $1,124 $1,414 5-Year 0.10% 0.40% 0.63% 0.76% 0.91%

Contact Information - Toll Free 800-786-2883 or www.VSIRP.com

indicative of future results while changes in any assumption may have material effect on projected results.

(901) 766-3383 herein listed securities are subject to availability and change in price.  Past Performance is not

Any distribution or copying of this communication is strictly prohibited.  

rredmond@vsirp.com kbray@vsirp.com wrobison@vsirp.com twarren@vsirp.com bbeasley@vsirp.com

3.16%

3-Month LIBOR Caps - Premium in Basis Points

3-Month LIBOR Floors - Premium in Basis PointsPrime Rcv Fixed Swap

(901) 766-3382 (901) 766-3384 (901) 766-3389 (864) 915-6675

Rick Redmond Katharine Bray Walt Robison Tommy Warren

Although this information is from sources that we believe reliable, we do not guaranteee its

accuracy, and it may be incomplete or condensed.  This is for informational purposes only and is

not intended as an offer or solicitation with respect to the purchase or sale of any security.  AllBattle Beasley
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Customer Pays Fixed, Monthly, Act/360

Spot Start Loan Hedging

0.32%

0.41%

0.56%

0.73%

3.23%

3.36%

3.52%
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2-Year 3-Year 5-Year 7-Year 10-Year 12-Year 15-Year 20-Year

LIBOR Swap Curve

Pay Fix, 
quarterly, 
act/360 both 
sides

Receive fixed, 
monthly,  
act/365 both 
sides
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