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LOOK FORWARD  

This Day in History: Today is National Acorn Squash Day. On September 7, 1963, the Pro Football Hall of 
Fame opened in Canton, Ohio. In 2008, the United States government took control of Fannie Mae and 
Freddie Mac.          

Market Update: Swap rates were basically unchanged during the week before some increase 
in term rates after the disappointing jobs report on Friday. The 2s/10s spread ended the week 
up 3bps.     

 
 

Commercial loan originations and hedging activity appear to be picking up as we have seen 
an uptick in both executing commercial loan hedges and requests for new indications. We 
continue to see interest in hedging longer term investment securities to protect against 
declines in capital at risk (CAR).   

We hope you had a great Labor Day weekend. As we look in the rearview mirror at the 
unofficial end of summer, it is also a good time to look forward. Part of looking forward should 
include considering future funding needs. We understand very few banks need liquidity now, 
but the last few years have taught us the transformation from excess liquidity to needing 
liquidity can happen quickly. In addition, a bank that has locked in cheap future funding can be 
more aggressive in deploying excess liquidity, even in a low-rate environment. Below are some 
ideas that might be of value:  

Funding forward starts: As noted above, banks generally have excess liquidity and many are 
concerned about investing in this low rate and spread environment. Forward starting swaps 
allow you to take advantage of today’s low funding rates without adding new borrowings and 
the associated expense today. Several customers have used forward starts to lock in a known 
cost for future funding, either for upcoming maturities of existing wholesale funds or expected 
funding to support future growth. How do they work?  

Term 9/3/2021 8/27/2021 8/3/2021 8/4/2020 WoW MoM Since 8/4/2020
2y 0.30 0.31 0.25 0.18 -0.01 0.05 0.11
3y 0.53 0.55 0.43 0.18 -0.02 0.09 0.34
5y 0.87 0.89 0.73 0.24 -0.01 0.14 0.63
7y 1.12 1.12 0.96 0.35 0.00 0.15 0.76

10y 1.34 1.33 1.19 0.51 0.01 0.15 0.83
20y 1.64 1.62 1.52 0.73 0.02 0.11 0.91

2s/10s slope 1.04 1.02 0.94 0.32 0.03 0.10 0.72

ChangeSwap Rates
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• The bank enters a pay fixed swap that starts on a specified future date for a desired 
term (say a 5-year swap starting in 2 years). 

• In 2 years, the bank replaces maturing funds or obtains new short-term wholesale 
funds, generally a 3-month FHLB advance, brokered CD or brokered money market 
account.  

• The swap has locked in this future funding cost, protecting the bank from rising rates.  

Since you execute the swap today, you begin recording the change in market value of the swap 
immediately. When interest rates increase, you record the increased market value of the swap 
via other comprehensive income, offsetting potential losses in the bond portfolio. If you 
ultimately do not need the funding on the swap start date, you simply cancel the swap at its 
current market value. 

Trust Preferred forwards starts: We are also seeing bank holding companies use forwards 
starts to lock in the cost of floating rate trust preferred securities a year or two in the future. 
The debt remains floating at historically low rates now but is locked in beginning at a known 
future date.  

Forward starts for lending: It can be frustrating for a bank to make a commercial construction 
loan and endure construction risk only to have a competitor offer a lower long-term rate option 
at the end of construction. Using a forward start swap, the bank receives its normal pricing 
during the construction period. The bank and borrower simultaneously lock in an agreed upon 
permanent loan fixed rate to begin when construction is complete (generally 9 to 24 months in 
the future), allowing the borrower to take advantage of today’s low rates and lock in the debt 
service requirements. The bank has comfort in having a long-term, market based floating rate 
asset, the benefit of having a customer locked in with long-term financing, and less credit 
uncertainty about the borrower’s ability to meet future payment obligations.  

We also see forward starting swaps used on permanent loans that aren’t scheduled to close for 
a few weeks or months. Borrowers appreciate the ability to lock in today’s rate and remove the 
uncertainty of waiting to know their actual fixed rate. 

Summary: Forward starting swaps are a staple of the derivative market. They are extremely 
attractive today because of near historically low rates and a relatively flat yield curve, resulting 
in small premiums for banks or borrowers. A 10-year swap with a 2-year forward start is 33bps 
higher than a spot start swap. For the same 10-years swap with a 1-year forward start, the 
premium is 18bps. 

Let us know how we can help you look forward by locking in attractive rates for future 
transactions.  

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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