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RATE HISTORY AND CURRENT DECISIONS 

This Day in History: Today is National Greasy Food Day. On October 25, 2001, Microsoft debuted its 
Windows XP operating system. In 1964, Jim “Wrong Way” Marshall of the Minnesota Vikings picked up a 
fumble and ran 66 yards in the wrong direction, resulting in a safety for the San Francisco 49ers. 

Rate volatility increased again last week with Fed speakers sending a more hawkish signal to 
the markets. The 10-year swap rate traded in a very wide 15bps range last week – closing right 
in the middle of the range. Overall, rates ended the week higher. 

 

 

It was deja vu on the desk last week with portfolio hedgers again leading activity. Commercial 
loan hedging activity continues to be less than robust.  

Looking back at 2021 reminds us of how quickly rates can change (see February and March on 
chart below) and how difficult it can be to predict the impact of changes on our earnings. 
Looking back, we see dramatic changes in the first quarter of 2021 followed by choppy activity; 
as we know, these changes occurred while fed funds rates have been less than 10 bps for the 
entire period. 

Term 10/22/2021 10/15/2021 9/22/2021 WoW MoM
2y 0.62 0.54 0.35 0.08 0.27
3y 0.93 0.84 0.61 0.09 0.32
5y 1.28 1.20 0.96 0.08 0.32
7y 1.48 1.40 1.16 0.08 0.32

10y 1.65 1.58 1.33 0.08 0.32
20y 1.86 1.80 1.56 0.06 0.30

2s/10s slope 1.03 1.03 0.98 -0.01 0.05
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We can make a few observations from industry data and our discussions with many community 
banks:  

• While term rates have increased significantly, interest margins have generally 
compressed, even at banks with models indicating they are asset sensitive. Most models 
tend to be driven by short term rate projections and assume parallel curve shifts.  

• Many banks continue to hold very high cash levels, earning very little as many fear rising 
rates and the potential impact on capital levels from unrealized losses.  

• The high level of balance sheet liquidity makes it difficult for banks to take advantage of 
historically low funding rates that may be a missed opportunity in the future.  

What are some options to help banks use this information to improve future earnings? 

• Our strategies group has developed a “cost of waiting” graphic that indicates positive 
current and future results by investing now in virtually any fed tightening cycle. The 
combination of long-term investments and an interest rate swap allows the bank to 
deploy cash, increase current and future earnings, and protect against capital declines in 
a rising rate environment (the swap increases in value as rates rise to reduce the impact 
of the investment loss of market value). 

• Interest rate caps can serve as a good insurance policy. The bank pays an upfront 
“premium” and has an asset that increases earnings and market value as short-term 
rates increase. The beauty of a cap is the maximum cost is known while the value of the 
cap will increase as rates rise to offset potential investment portfolio market value loss. 
This strategy allows the bank to invest cash in higher yielding investments and protect 
the value of those investments. 

• Asset sensitive banks facing 2022 margin squeezes can implement a swap strategy to 
convert a portion of a floating rate loan portfolio to fixed, increasing current earnings 
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(depending on the term, the increased yield can approximate 50 to 125 bps). While the 
benefit of this transaction will decline if short-term rates increase in the future, the 
received fix swap will increase margin at a time when it’s really needed.  

• Forward starting swaps can help in two ways. First, banks can make commercial 
construction loans and lock in a long-term fixed rate for the borrower without taking 
interest rate risk. This product allows borrowers to lock in a fixed rate now (meeting 
borrower demands) and virtually assures the bank will retain a long-term floating rate 
loan upon construction completion. Second, banks can lock in a future funding cost at 
historically low interest rates while not receiving the cash (and having interest expense) 
until it is projected to be needed.  

Give us a call so we can discuss options that meet the needs of your bank to increase earnings 
today and protect against future 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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