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LIBOR IS IN THE RED ZONE 

This Day in History: Today is National Chocolate Cupcake Day. On October 18, 1867, the United States took 
possession of Alaska after having paid $7.2 million to Russia. In 1968, U.S. long jumper Bob Beamon leapt 
29’ 2½” in the Mexico City Olympic games, shattering the previous world record by 21 3/4.” The record 
stood for almost 23 years.   

Market Update: Swap rates moved lower for most of the week before rising sharply on Friday. 
Rates ended the week mixed across a flattening curve with the short end signaling a possible 
tightening on the horizon.  

 

Desk activity was a repeat of the last few weeks. Portfolio hedgers, those worried about 
potential price depreciation associated with long-duration bonds, continue to use swaps on 
new or existing bonds to convert those bonds to floating rates at attractive spreads and reduce 
+300bps price volatility to -6% or less.  

After years of work and preparation, we are nearing the first of the two remaining US dollar 
LIBOR deadlines: December 31, 2021 is the drop-dead date for new LIBOR based transactions. 
With limited exceptions, any LIBOR based transaction conducted after December 31, 2021, will 
raise safety and soundness concerns with financial regulators.  

The last day LIBOR rates will be published is June 30, 2023 (to provide time for legacy 
transaction maturity). These dates will not be extended, and regulators expect limited new 
LIBOR transaction between now and year-end. 

LIBOR to SOFR spread adjustments were published earlier this year. The spread adjustments 
will apply to all derivative transactions and most cash transactions when the above trigger 
event, the cessation of LIBOR on June 30, 2023, occurs.  

As a result of regulatory and market participants’ activity, the use of SOFR is expanding 
dramatically, somewhat alleviating concerns about the liquidity of the SOFR market. Some 
recent facts that have provided comfort regarding the viability of SOFR include: 

Term 10/15/2021 10/8/2021 9/15/2021 WoW MoM
2y 0.54 0.43 0.32 0.11 0.22
3y 0.84 0.73 0.56 0.12 0.29
5y 1.20 1.15 0.90 0.05 0.30
7y 1.40 1.41 1.13 -0.01 0.27

10y 1.58 1.64 1.33 -0.06 0.24
20y 1.80 1.90 1.60 -0.10 0.20

2s/10s slope 1.03 1.20 1.02 -0.17 0.02
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• The implementation of “SOFR First” in July, intended to encourage more transactions to 
be priced off SOFR.  

• SOFR futures, a required market for the derivatives market to function effectively, has 
now surpassed one million outstanding contracts. 

• Recent trading in LIBOR swaps is at its lowest levels since early 2020. Notional trading in 
SOFR has quadrupled in 2021. The trends are clear and accelerating. 

• Several large commercial syndicated loans priced off SOFR have been issued. Ford 
recently announced a $15.5 billion revolving credit facility tied to simple daily SOFR that 
reportedly involved a syndicate of 60 banks. Such a large and widely held facility 
indicates the growing comfort by borrowers and, importantly, the ability of banks to 
service SOFR based loans.  

VSIRP is actively participating in these ongoing market changes. Beginning this week, we will 
drop our LIBOR pricing matrix and replace it with a SOFR pricing matrix. The SOFR matrix will be 
supplemented by both a Prime and an Effective Fed Funds matrix. We expect further changes 
to come as the SOFR market continues to develop. Last month, virtually all our transactions 
were based on SOFR or other non-LIBOR indexes. Alternative hedgeable indexes, such as prime 
or fed funds effective as well as SOFR, are all available to help with balance sheet management.  

After a long landing pattern, SOFR has arrived and LIBOR is departing. Feel free to contact us if 
you have questions about the ongoing transition or things you need to be doing now to prepare 
for 2022 and life without LIBOR. 

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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