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FLOURISHING IN VOLATILE TIMES 

This Day in History: Today is National Cinnamon Bun Day. On October 4, 1535, the Coverdale Bible was 
printed, with English translations by William Tyndale and Myles Coverdale. In 1944, the only all St. Louis 
World Series began. The Cardinals eventually defeated the Browns 4 games to 2.  

Market Update: Swap rate volatility continued during the week as the market continued to 
digest and react to actions in Washington. Rates ended the week higher across a steepening 
curve.  

 

Portfolio hedging was the predominate trade last week. We are seeing a pickup in commercial 
loan activity from what has been a fairly quiet summer.   

Recent interest rate volatility can be a source of concern for unprepared banks. A steepening 
yield curve is generally good for banks, but volatility can be difficult to navigate. We don’t know 
what the future holds as there seem to be more unknows than usual: recent discussions by the 
Fed pointing towards tapering and rate increases, questions about the continuing impact of 
COVID 19 on the economy, and the amount of fiscal stimulus that may be coming in the months 
and years to come.  

How should banks respond to this new level of uncertainty?  

• Determine how your bank performs under smaller interest rate shock scenarios (the 10-
year swap rate is up around 20bps in the last 30 days…more than that if you look at 
intraday rate moves).  

• Understand your balance sheet’s risk to different points on the yield curve. Securities, 
loans, and funding are all driven by different portions of the yield curve.  

• Utilize the most efficient tools to protect against changes in rates. Many interest rate 
products (like plain vanilla swaps) are available and provide the most efficient means to 
protect from adverse interest rate changes. These products can be customized to 
provide the protection you need.    

Term 10/1/2021 9/24/2021 9/1/2021 WoW MoM
2y 0.39 0.33 0.32 0.05 0.07
3y 0.67 0.60 0.55 0.07 0.12
5y 1.05 0.97 0.88 0.08 0.17
7y 1.28 1.20 1.10 0.08 0.18

10y 1.48 1.40 1.31 0.08 0.17
20y 1.73 1.66 1.60 0.08 0.13

2s/10s slope 1.09 1.07 0.99 0.03 0.11

ChangeSwap Rates



  October 4, 2021 
 

2 
 

• Understand the cost of holding excess cash. The steeper yield curve makes holding 
excess liquidity more costly to earnings (and the long-term value) of the bank.  

• Be careful of interest rate locks on fixed rate commercial loans. Committing to a fixed 
rate that will not close for 30 to 60 days will result in an economic loss if rates continue 
to move higher. Importantly, the bank’s risk is asymmetrical; if term rates decline, a 
quality borrower will demand a lower rate or go to another lender, virtually eliminating 
the chance of economic gains. 

• Don’t fight the last battle. If you are considering term funding, either current funding or 
locking in the cost of future funding, recognize rates are still low and the yield curve is 
still relatively flat. Waiting for a return to the bottom of interest rates may result in 
never executing a good long-term transaction. Using a pay fixed swap to create term 
funding is generally cheaper than direct term FHLB or brokered CD funding.  

• Lastly, if you are asset sensitive and need a boost to current income, consider 
converting some of your floating rate loans to fixed using a receive fixed swap. With the 
steepening curve, you can pick up 50 to over 100bps depending on how far out the 
curve you are willing to extend. As we said, we don’t know what the future holds, so this 
could be a great way to monetize some of your asset sensitivity. 

Volatility creates opportunities for those with the necessary tools to take advantage of it. Many 
Vining Sparks customers took advantage of short-term volatility in the spring of 2020 and 
bought long term municipal bonds with returns that continue to positively impact earnings 
today. Being prepared and taking action can help you flourish when others are floundering. 

We are available to discuss how to be prepared to react to volatility and to evaluate current 
opportunities.   

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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