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IS IT DIFFERENT THIS TIME (PART TWO)? 

This Day in History: Today is National Good Neighbor Day.  On September 28, 1928, Alexander 
Fleming noticed a fungus with an anti-bacterial impact on multiple organisms, leading to the 
development of penicillin. In 1941, Ted Williams batted .406 for the season, the last player to 
bat .400 or better.   

Market Update: Swap rates traded in a tight range again last week with some very minor 
curve flattening in the 7 to 10-year part of the curve. Desk activity was extremely robust and 
consistent with the hedging themes mentioned below. 

Hedging themes continue to focus on ways to take advantage of the low rate, flat yield curve 
environment.  See below for some interesting ideas. 

 
Last week we discussed the graph below and its implications for banks. If you missed this 
important commentary, contact us for a copy. At the risk of being dramatic, understanding the 
current market, represented by this graph, is critically important for those banks that are 
dependent on net interest margin for earnings (that is most of you). In short, the combination 
of a “near zero rate” environment and a flat yield curve is unprecedented and has profound 
implications on bank operations. We believe the graph below, which documents a 20-year 
history of the 2-year/10-year swap spread (i.e., curve slope) and fed funds rates (proxy for 
general level of rates), should be understood by every ALCO and considered in the strategy 
development process. 
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Since we can’t change the market, how do we prosper? Here are some suggestions: 

• Invest in the steepest yield curve. While not at historical levels, the municipal yield 
curve (both taxable and tax-free) offers the most slope of any investment sector. Many 
of our customers have invested in 15 to 25-year municipals, taking advantage of the 
steeper yield curve to increase yield. They simultaneously use an interest rate swap to 
convert the security to a floating rate until the call date. This transaction is one of the 
ways to make a flat yield curve work for the bank. When converting from a fixed to a 
floating rate, the bank typically gives up the slope of the curve.  When the curve is flat, 
like it is today, that give up is very small (30 to 50 bps depending on terms). The bank 
can create a floating rate instrument at extremely attractive spreads and greatly reduce 
price risk because the swap’s market value moves in the opposite direction of the 
bonds.  

• Make long term fixed rate loans. Are we crazy? Maybe not. Whether it be consumer 
mortgage loans or commercial real estate loans, borrowers generally want long term 
fixed rate loans. Successful banks provide what customers want, despite the low 
interest rate environment, and control interest rate risk via portfolio hedges for 
consumer loans or individual hedges of commercial loans. In either case, the bank meets 
customer demand while managing interest rate risk behind the scenes. The current yield 
reduction is minimal as rising rate exposure is dramatically reduced.  

• Lock in future funding costs. We have often written that swapped funding is the 
cheapest way to create fixed rate funding. Most banks, however, are flush with liquidity 
and believe they cannot take advantage of today’s cheap term funding. Why not lock in 
today’s low rate environment for a date that starts in the future? As we write this, a 
bank “locking in” a fixed funding cost for 5 years but not obtaining the funds until 2 
years from now will only pay about 7 bps more than if they borrowed the funds today. 
This underutilized tool allows banks to lock in low funding rates despite current excess 
liquidity. 

• Leverage. It seems counter intuitive but an option to the do-it-yourself floating 
municipal bond is to buy the fixed rate bond and lever using low cost swapped term 
funding to protect against interest rate risk. This combination will generally produce 30 
to 50 basis points more spread than using traditional term funding. Using a well-
matched leverage strategy not only produces needed current earnings, but it also “locks 
in” a fixed margin that protects from both rising and falling interest rates.   

All indications are that low short-term rates and declining interest margins will be with us for a 
while. Talk to us if you would like to learn more about implementing a program that allows you 
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to offer customers what they want, take advantage of the best investment opportunities, and 
obtain the cheapest funding while also effectively managing interest rate risk.  

 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 0.14663% Forward Rates

3M LIBOR 0.22038% Dec-20 0.25500%

2-Year 0.223% 0.219% 0.223% 6M LIBOR 0.26925% Mar-21 0.20500%

3-Year 0.240% 0.231% 0.237% 12M LIBOR 0.36550% Jun-21 0.19500%

5-Year 0.341% 0.328% 0.338% Prime 3.25000% Sep-21 0.19500%

7-Year 0.492% 0.472% 0.505% FFTR 0.2500% Dec-21 0.22500%

10-Year 0.699% 0.675% 0.729% Eff FF 0.0900%

12-Year 0.807% 0.779% 0.838% SOFR 0.0800%

15-Year 0.917% 0.885% 0.950%

20-Year 1.027% 0.993% 1.059%

*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% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2.25% 2-Year LIBOR + 2.00% 2.25% 2.24% 2.25%

3-Year LIBOR + 2.00% 2.25% 2.25% 2.26% 2.26% 2.26% 2.26% 2.26% 2.26% 3-Year LIBOR + 2.00% 2.26% 2.27% 2.30%

4-Year LIBOR + 2.00% 2.28% 2.29% 2.29% 2.30% 2.30% 2.30% 2.30% 4-Year LIBOR + 2.00% 2.31% 2.33% 2.37%

5-Year LIBOR + 2.00% 2.29% 2.32% 2.34% 2.35% 2.35% 2.35% 2.36% 5-Year LIBOR + 2.00% 2.37% 2.39% 2.44%

6-Year LIBOR + 2.00% 2.35% 2.39% 2.40% 2.41% 2.41% 2.42% 6-Year LIBOR + 2.00% 2.43% 2.46% 2.51%

7-Year LIBOR + 2.00% 2.36% 2.43% 2.46% 2.47% 2.48% 2.49% 7-Year LIBOR + 2.00% 2.50% 2.52% 2.58%

8-Year LIBOR + 2.00% 2.46% 2.51% 2.53% 2.55% 2.57% 8-Year LIBOR + 2.00% 2.56% 2.58% 2.64%

9-Year LIBOR + 2.00% 2.49% 2.56% 2.59% 2.61% 2.63% 9-Year LIBOR + 2.00% 2.62% 2.64% 2.70%

10-Year LIBOR + 2.00% 2.50% 2.61% 2.65% 2.66% 2.70% 10-Year LIBOR + 2.00% 2.67% 2.70% 2.75%

12-Year LIBOR + 2.00% 2.67% 2.72% 2.75% 2.80% 12-Year LIBOR + 2.00% 2.74% 2.76% 2.81%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.70% 2.80% 2.83% 2.91% 15-Year LIBOR + 2.00% 2.82% 2.84% 2.88%

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% 0.50% 0.92% 1.51%

4-Year $254 $302 $337 $365 $378 $386 $406 4-Year 0.50% 0.32% 0.39% 0.70% 1.16%

5-Year $266 $342 $398 $441 $463 $475 $506 5-Year 0.75% 0.31% 0.36% 0.60% 0.94%

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 $806

9-Year $535 $683 $756 $798 $903 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $542 $726 $816 $869 $1,001 3-Year 0.25% 0.47% 0.73% 0.92% 1.21%

12-Year Fee Income Generation Only Possible With $789 $921 $999 $1,192 4-Year 0.15% 0.42% 0.67% 0.83% 1.09%

15-Year Back-to-Back Swaps and SMART Loan Products $826 $1,037 $1,161 $1,469 5-Year 0.10% 0.41% 0.65% 0.81% 1.06%

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

0.34%

0.35%

0.39%

0.45%

3.06%

3.09%

3.18%

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

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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