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IS IT DIFFERENT THIS TIME (PART ONE)? 

This Day in History: Today is the International Day of Peace. The first Monday Night Football 
game was played fifty years ago today as the Cleveland Browns beat the New York Jets 31-21. 
On September 21, 1937, J.R.R. Tolkien’s The Hobbit was published.   

Market Update: Swap rates traded in a tight range during the week with some steepening on 
the long end of the curve. Rates ended the week little changed from the previous week. 

Desk activity was heavily weighted to commercial loan hedging transactions. Borrowers 
continue to take advantage of near record low rates to lock-in fixed rates while banks 
continue to convert those low fixed rates to attractive floating rates.  

Hedging themes (surprise!) continue to focus on ways to take advantage of the low rate, flat 
yield curve environment. Hedging long-term bonds (the DIY floater trade) and locking-in 
extremely low-cost fixed rate borrowings are getting a lot of attention. 

 
One of the scariest phrases in investing is “it’s different this time.” These words are generally 
used to rationalize an overpriced or overhyped market. We recently heard a speaker discussing 
industry challenges and he observed interest rates are low, but we have been here before. He 
went on to say banks have grown accustomed to low rates and are ready for this environment. 
Is it different this time? We will let you decide by looking at the graph below that documents a 
20-year history of the 2 year/10-year swap spread as well as fed funds rates:  
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Do you think the current low rate environment is different this time? It is obvious that short 
term rates are at the same levels as they were for many years. However, the huge difference, 
which is critical for financial institutions, is the flatness of the yield curve. While spreads have 
inched up slightly in the last few weeks, they are near historically low levels (significantly lower 
than they were during the last near zero-rate environment). We would go so far as to say we 
have not had the combination of historically low short-term rates and very low spreads in our 
lifetime. This combination has a tremendous impact on banks for the following reasons: 

 

• The traditional community bank earnings model depends on mismatching asset and 
liability durations. To a large extent, that model depends on yield curve slope to create 
margin and compensate for taking interest rate risk. 
 

• Investing in this environment is more difficult than a low rate/steep yield curve 
environment. Consider investing in a 10-year bullet security. The investor takes rising 
rate price risk while the benefits of lower rates are constrained because rates are 
already near zero. In a more normal curve environment, the risk/reward profile is 
typically more symmetrical (with rates free to move up or down). The existing low rate, 
flat curve environment results in a much more asymmetric risk/reward profile.  
 

• A decision to extend asset duration on assets results in a smaller yield pickup compared 
to the same decision in a steeper curve environment. The result is the investor generally 
receives less marginal compensation for taking the same duration risk. 
 

• Existing assets are being repaid every month. Virtually without exception, every dollar 
returned is being invested at rates lower than the asset being repaid. Since most banks 
have already reduced deposit costs extensively, interest rate margin compression is 
pretty much guaranteed.  

We will end Part 1 of our discussion on “it is different this time” with the thought that risks tend 
to be similar but rewards less than a “typical” rate environment. Next week, we will provide 
several ideas for managing through this environment. 

If you want to get a head start and would like to talk about these opportunities, please give 
VSIRP a call.  

 

Stay safe and 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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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 0.15188% Forward Rates

3M LIBOR 0.22325% Dec-20 0.26500%

2-Year 0.212% 0.218% 0.219% 6M LIBOR 0.27288% Mar-21 0.20500%

3-Year 0.223% 0.228% 0.230% 12M LIBOR 0.37850% Jun-21 0.19500%

5-Year 0.320% 0.325% 0.315% Prime 3.25000% Sep-21 0.19000%

7-Year 0.462% 0.474% 0.447% FFTR 0.2500% Dec-21 0.21500%

10-Year 0.665% 0.680% 0.630% Eff FF 0.0900%

12-Year 0.769% 0.785% 0.724% SOFR 0.0900%

15-Year 0.876% 0.890% 0.820%

20-Year 0.984% 0.996% 0.914%

*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% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 2-Year LIBOR + 2.00% 2.23% 2.23% 2.24%

3-Year LIBOR + 2.00% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 2.24% 3-Year LIBOR + 2.00% 2.25% 2.26% 2.30%

4-Year LIBOR + 2.00% 2.27% 2.27% 2.28% 2.28% 2.28% 2.28% 2.29% 4-Year LIBOR + 2.00% 2.30% 2.32% 2.37%

5-Year LIBOR + 2.00% 2.28% 2.31% 2.33% 2.34% 2.34% 2.34% 2.35% 5-Year LIBOR + 2.00% 2.36% 2.38% 2.44%

6-Year LIBOR + 2.00% 2.34% 2.38% 2.40% 2.40% 2.40% 2.41% 6-Year LIBOR + 2.00% 2.43% 2.45% 2.51%

7-Year LIBOR + 2.00% 2.35% 2.42% 2.45% 2.46% 2.47% 2.48% 7-Year LIBOR + 2.00% 2.49% 2.51% 2.57%

8-Year LIBOR + 2.00% 2.46% 2.50% 2.52% 2.53% 2.54% 8-Year LIBOR + 2.00% 2.55% 2.57% 2.64%

9-Year LIBOR + 2.00% 2.48% 2.55% 2.57% 2.58% 2.62% 9-Year LIBOR + 2.00% 2.60% 2.63% 2.68%

10-Year LIBOR + 2.00% 2.49% 2.59% 2.62% 2.64% 2.67% 10-Year LIBOR + 2.00% 2.65% 2.67% 2.73%

12-Year LIBOR + 2.00% 2.64% 2.71% 2.72% 2.78% 12-Year LIBOR + 2.00% 2.73% 2.75% 2.80%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.67% 2.77% 2.82% 2.88% 15-Year LIBOR + 2.00% 2.79% 2.81% 2.85%

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 $266 $281 $289 $293 $304 3-Year 0.30% 0.35% 0.49% 0.89% 1.45%

4-Year $254 $302 $337 $365 $378 $386 $406 4-Year 0.50% 0.32% 0.39% 0.69% 1.13%

5-Year $266 $342 $398 $441 $463 $475 $506 5-Year 0.75% 0.31% 0.36% 0.60% 0.93%

6-Year $366 $449 $512 $543 $561 $607

7-Year $375 $488 $576 $619 $644 $706 Protection Against Falling Rates

8-Year $518 $633 $690 $723 $805

9-Year $535 $683 $756 $798 $904 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $542 $726 $816 $869 $1,000 3-Year 0.25% 0.47% 0.77% 0.96% 1.26%

12-Year Fee Income Generation Only Possible With $789 $921 $998 $1,191 4-Year 0.15% 0.42% 0.69% 0.85% 1.12%

15-Year Back-to-Back Swaps and SMART Loan Products $825 $1,037 $1,161 $1,468 5-Year 0.10% 0.41% 0.67% 0.82% 1.08%

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

3.07%

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%

0.34%

0.39%

0.45%

3.06%

3.09%

3.16%

0.00%

0.20%

0.40%

0.60%

0.80%

1.00%

1.20%

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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