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CONTROL WHAT YOU CAN 

This Day in History: Today is National Cuban Sandwich Day. On August 23, 1305, Sir William Wallace was 
executed for high treason. He was later immortalized in the movie Braveheart. In 1947, the first Little 
League World Series championship game was played in Williamsport, PA.        

Market Update: Swap rates traded in a narrow range last week, with volatility a bit better 
contained compared to the last few weeks. Swap rates ended the week slightly lower, with 
the 2s/10s slope narrowing to 95bps.   

 
 

We continue to see interest in hedging longer term investment securities to protect against 
declines in capital at risk (CAR). Several banks are also relooking at hedging floating rate trust 
preferred securities to lock in cheap long-term bank capital before the Fed starts raising rates.  

Most of us have probably heard the “Serenity Prayer” that basically says control the things you 
can, accept the things you can’t, and understand the difference. There are a lot of things about 
a community bank balance sheet and results that cannot be controlled, including:  

1. The interest rate environment, including the level of rates and yield curve slope 
2. Product structures your customer’s desire 
3. Past decisions made in different interest rate environments 
4. Other stakeholder expectations (maybe partially controllable) 

A key to long-term success is offering your customers the products they want while controlling 
your risks and obtaining acceptable returns. How does a community bank do that? Hint: 
maximizing current earnings is not always the right answer (see item 3 above).  

We believe there are several actions that virtually any bank can do: 

Actively supplement the “retail bank” with the “wholesale bank”: Wholesale assets and 
funding can easily be obtained to supplement local customer products. Wholesale loans and 
investments can increase shareholder returns, reduce local concentrations, and offset inherent 

Term 8/20/2021 8/13/2021 7/20/2021 8/4/2020 WoW MoM Since 8/4/2020
2y 0.32 0.30 0.28 0.18 0.02 0.04 0.13
3y 0.55 0.53 0.46 0.18 0.01 0.08 0.36
5y 0.86 0.86 0.76 0.24 0.01 0.11 0.62
7y 1.07 1.07 0.99 0.35 0.00 0.08 0.72

10y 1.27 1.28 1.22 0.51 -0.01 0.05 0.76
20y 1.55 1.59 1.52 0.73 -0.03 0.03 0.83

2s/10s slope 0.95 0.98 0.94 0.32 -0.03 0.01 0.63
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risks involved in the local market. Wholesale funds can provide structures not generally 
available from local depositors.   

Say no to some customers: Some of your local customers may demand pricing that is not 
economical for you. While providing structures desired by customers should not be an issue, 
pricing may be. Aggressive use of the wholesale bank can provide the ability to be more 
selective on local pricing, increase returns by allowing you to better utilize capital, substitute 
poorly priced assets with those with better characteristics, obtain cheaper funding, and 
diversify risk. 

Use derivatives. These simple tools allow the bank to quickly adjust the interest rate risk profile 
and future returns of your bank. More community banks are using these products to provide 
the structures customer demand (primarily long term, fixed rate loans) while enhancing the 
efficiency of the wholesale bank. Combining interest rate swaps with wholesale activity—
investments or wholesale loan purchases or wholesale funding—can provide the benefits noted 
above while improving the interest rate risk profile of the entire bank.  

We assist customers by helping them develop and then determine which combination of 
strategies provide the “best” balance of returns and risk mitigation. Our propriety Performance 
Architect allows for rapid strategy develop, providing bank management with the information 
they need to make confident decisions. Call us to set up a discussion so you can continue to 
provide the structures your customers want while improving results.     

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. 
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