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BENEFITS OF COMMERCIAL LOAN HEDGING 

This Day in History: Today is National Vietnam War Veterans Day. On March 29, 1973, the last United 
States troops left South Vietnam, ending involvement that began in 1960. In 1999, the Dow Jones 
Industrial average topped 10,000 for the first time.    

Market Update:  Swap rates trended lower during the week as Fed spreakers continued to say 
they don’t expect any tightening before 2023. The market was also a little concerned about 
the giant cargo ship stuck in the Suez Canal but began to recover a bit on Friday.  Week-over-
week rates were down across a flattening curve. 

 
 

Commercial loan hedging activity continued to dominate desk activity with receive fixed 
swap customers coming to market late in the week. As mentioned over the last few weeks,  
higher rates and the steeper curve are enticing customers to look at receive fixed trades to 
hedge against sustained low short-term rates and out of the money caps to hedge against 
investment portfolio depreciation caused by rising term rates. 

At a time when industry statistics and anecdotal information indicates commercial lending is 
extremely competitive and challenging, it is vitally important to offer customers what they 
want. Meeting customer demand is critical but many banks fail to recognize other benefits 
realized from a commercial loan hedging program, including the ability to:  

Increase profitability and life of loans: Similar to core deposits, the franchise value of a bank 
increases with an increase in the average life of its loan portfolio (without adding interest rate 
risk). These longer term loans with economic prepayment language reduce prepayments and 
the need to locate replacement loans, increase potential cross-sell opportunities of other 
profitable products, and reduce nonproductive time spent underwriting and approving loans at 
balloon dates. Additionally, fee income generated and immediately recognized in noninterest 
income upon the execution of a swap helps mitigate margin compression.   

Term 3/26/2021 3/19/2021 2/26/2021 8/4/2020 WoW MoM Since 8/4/2020
2y 0.26 0.26 0.24 0.18 0.00 0.03 0.08
3y 0.45 0.45 0.41 0.18 0.00 0.04 0.27
5y 0.96 0.98 0.83 0.24 -0.02 0.14 0.72
7y 1.36 1.39 1.16 0.35 -0.03 0.20 1.01

10y 1.71 1.75 1.47 0.51 -0.04 0.24 1.20
20y 2.10 2.13 1.83 0.73 -0.03 0.27 1.37

2s/10s slope 1.44 1.48 1.23 0.32 -0.04 0.21 1.12

ChangeSwap Rates
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Reduce credit risk: What happens to loan to value percentages, cap rates, and debt service 
coverage if interest rates have increased at a balloon date? Locking in your borrower’s debt 
service costs for a longer period increases cash flow certainty, lowering the bank’s credit risk. 

Manage interest rate risk: The 5 year balloon became the standard to help banks manage rate 
risk. The result is the industry has simply pushed long term interest rate risk management to 
the commercial borrower. The bank is the appropriate entity to control this risk and adding 
floating rate loans, while providing a fixed rate to the borrower, does this.   

Improve balance sheet efficiency: We often say, “All banks hedge.” Most community banks 
hedge by shortening the duration of the investment portfolio or lengthening the term of 
funding. Both strategies come with costs. A commercial loan hedging program allows you to 
invest in the most profitable assets and reduce the need to “hedge” in inefficient ways. 

Provide lenders with great products: The bank should never be in a position to say, “We can’t 
offer that structure.” Lenders have confidence knowing they can offer customers what they 
desire while using market based pricing. Consistently offering borrowers desirable structures 
improves your lender’s confidence and the bank’s chances of success.  

Our SMART loan allows virtually any size community bank to offer long-term fixed rate loans 
without requiring the borrower to be “sophisticated” as they simply have a fixed rate loan with 
fully disclosed prepayment language. No ISDA/swap for the borrower. No eligible contract 
participant questionnaire. Only one payment to the bank. No borrower involvement with a 
third party. Easy accounting. 

We are available to help your bank compete and improve profitability by offering loans that 
meet customer desires and improve your results.  

Have a great week and a Happy Easter! 
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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. 

http://www.vsirp.com/
mailto:rredmond@vsirp.com
mailto:kbray@vsirp.com
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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 0.10850% Forward Rates

3M LIBOR 0.20250% Jun-21 0.17500%

2-Year 0.266% 0.264% 0.223% 6M LIBOR 0.20288% Sep-21 0.19000%

3-Year 0.448% 0.450% 0.383% 12M LIBOR 0.28150% Dec-21 0.25500%

5-Year 0.949% 0.964% 0.811% Prime 3.25000% Mar-22 0.21000%

7-Year 1.340% 1.363% 1.162% FFTR 0.2500% Jun-22 0.25000%

10-Year 1.688% 1.713% 1.496% Eff FF 0.0700%

12-Year 1.834% 1.857% 1.643% SOFR 0.0100%

15-Year 1.970% 1.990% 1.778%

20-Year 2.077% 2.093% 1.887%

*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% 2.28% 2.29% 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 2-Year LIBOR + 2.00% 2.34% 2.41% 2.59%

3-Year LIBOR + 2.00% 2.33% 2.42% 2.44% 2.46% 2.47% 2.47% 2.47% 2.48% 3-Year LIBOR + 2.00% 2.55% 2.65% 2.88%

4-Year LIBOR + 2.00% 2.55% 2.63% 2.67% 2.69% 2.70% 2.71% 2.72% 4-Year LIBOR + 2.00% 2.80% 2.90% 3.12%

5-Year LIBOR + 2.00% 2.61% 2.78% 2.86% 2.91% 2.93% 2.94% 2.97% 5-Year LIBOR + 2.00% 3.02% 3.12% 3.32%

6-Year LIBOR + 2.00% 2.87% 3.01% 3.09% 3.12% 3.13% 3.17% 6-Year LIBOR + 2.00% 3.20% 3.29% 3.48%

7-Year LIBOR + 2.00% 2.90% 3.12% 3.23% 3.26% 3.29% 3.34% 7-Year LIBOR + 2.00% 3.34% 3.42% 3.59%

8-Year LIBOR + 2.00% 3.19% 3.33% 3.39% 3.41% 3.46% 8-Year LIBOR + 2.00% 3.46% 3.53% 3.68%

9-Year LIBOR + 2.00% 3.23% 3.41% 3.47% 3.50% 3.58% 9-Year LIBOR + 2.00% 3.54% 3.61% 3.75%

10-Year LIBOR + 2.00% 3.25% 3.47% 3.54% 3.59% 3.65% 10-Year LIBOR + 2.00% 3.60% 3.67% 3.80%

12-Year LIBOR + 2.00% 3.55% 3.66% 3.70% 3.80% 12-Year LIBOR + 2.00% 3.71% 3.77% 3.88%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 3.59% 3.74% 3.81% 3.93% 15-Year LIBOR + 2.00% 3.79% 3.84% 3.94%

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 $220 $247 $266 $281 $288 $293 $303 3-Year 0.30% 0.47% 1.14% 2.53% 4.25%

4-Year $254 $301 $336 $364 $377 $385 $404 4-Year 0.50% 0.36% 0.88% 2.11% 3.66%

5-Year $265 $340 $396 $438 $459 $472 $502 5-Year 0.75% 0.33% 0.71% 1.74% 3.09%

6-Year $364 $444 $506 $537 $555 $599

7-Year $372 $482 $567 $609 $633 $694 Protection Against Falling Rates

8-Year $509 $620 $675 $707 $786

9-Year $526 $667 $736 $776 $876 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $532 $706 $791 $841 $965 3-Year 0.25% 0.51% 0.75% 0.86% 0.98%

12-Year Fee Income Generation Only Possible With $762 $885 $957 $1,135 4-Year 0.15% 0.45% 0.67% 0.78% 0.88%

15-Year Back-to-Back Swaps and SMART Loan Products $794 $986 $1,098 $1,377 5-Year 0.10% 0.44% 0.65% 0.75% 0.85%

Contact Information - Toll Free 800-786-2883 or www.VSIRP.com
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Customer Pays Fixed, Monthly, Act/360

Spot Start Loan Hedging

0.37%

0.55%

0.82%

1.06%

3.34%

3.58%

3.83%

3.17%

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

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
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LIBOR Swap Curve

Pay Fix, 
quarterly, 
act/360 both 
sides

Receive fixed, 
monthly,  
act/365 both 
sides
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