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 WHAT DO ICE BALLS AND A FLAT YIELD CURVE HAVE IN COMMON? 

This Day in History: Today is National Deviled Egg Day. On November 2,1920, radio station KDKA 
of Pittsburgh began broadcasting as the country’s first commercial radio station. The first 
broadcast provided presidential election results. In sports, Steve Carlton of the Philadelphia 
Phillies was unanimously selected as the National League Cy Young Award Winner. Carlton won 
27 games for the Phillies, who won only 57 games that year.   

Market Update: An interesting pre-election week in the market with mixed signals causing 
rates to bounce around. The surge in world-wide COVID cases had rates moving lower 
through the close on Wednesday. On Thursday morning, better than expected Q3 GDP and 
employment data began pushing rates higher. During the week, the 10-year swap rate traded 
in an unusually wide 13bps range (.77% to .90%), briefly touching a high of .90% before 
ending the week a modest 2bps higher (.89%). We expect the election results (if they are 
known) to play a big role in the rates market this week. 

Desk activity was robust and remained consistent with current hedging themes. Activity was 
well balanced between commercial loan hedging and portfolio hedging transactions (the DIY 
floater). 

 

A member of our team had total knee replacement surgery a few weeks ago and was greatly 
helped by a relatively new technology called iovera which creates small ice balls under the skin, 
preventing nerves from sending pain signals for up to 3 months. The result is minimal short-
term pain; in the case of our team member, nothing other than Extra Strength Tylenol was 
needed after the first 24 hours. He had put off surgery more than a year hoping technology 
would improve and decrease the short-term pain he expected to endure to achieve the long-
term benefits of a “new” knee. The timing turned out to be good as there has been minimal 
pain, making it much easier for him to enjoy his new knee and look forward to the long-term 
positives.   

Some community banks have delayed implementing a hedging program due to fears of the 
upfront pain. They have heard stories of how hard derivatives are, how difficult the accounting 
is, and how earnings may be impacted. Like new pain mitigation technology, interest rate 
products have come a long way. Easy to implement, plain vanilla transactions are now regularly 
used by community banks to meet customer demand, lower funding costs and protect against 
interest rate risk. The largest banks and corporations, who were on the leading edge of this 
technology, endured most of the development pains long ago but provided us with solutions 
that now allow for long-term health for both customers and banks.  
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Because the yield curve is typically positively slopped, there is an initial reduction in earnings as 
banks execute pay fixed swaps. This result is obvious because we are paying a fixed rate further 
out on the yield curve and receiving a floating rate at the short end of the yield curve. One of 
the few benefits of an inverted/flat yield curve is the difference between the long end and the 
short end of the yield curve is relatively small - an important consideration as banks struggle to 
earn every basis point possible.  

Let’s see how today’s curve impacts the initial margin. Assume a bank is interested in making a 
$2 million 10-year fixed rate loan with 20-year amortization at LIBOR plus 200 bps. Using last 
week’s rate sheet, a loan with these terms would be fixed at 2.77% and the floating rate to the 
bank is 2.15%, a difference of only 62 bps. While the current flat yield curve is not 
advantageous for most banking activities, it limits the early pain to protect against rising rates. 
While we do not downplay the initial margin give up of 62 bps, that is a relatively small price to 
pay to give customers what they want, protect against interest rate risk for 10 years, and 
increase the chances of winning a new loan. The up-front loss is also minimized by another 
factor. Our customers typically generate swap fee income that is immediately recorded as non-
interest income when doing commercial loan hedging. If the bank generated 20 bps of fees on 
each new hedging transaction, that would equate to 1.75% to 2.00% of additional earnings in 
the first year, more than offsetting the first two years of negative carry on the swap.  

Short-term pain is never easy to take – even when we know the long-term benefits.  However, 
the “ice ball” of a flat yield curve minimizes the short-term pain while providing the long-term 
benefit of meeting customer demand, controlling risk, and improve long term earnings. Call us 
to discuss how we can help you compete and maximize your results.  

Have a great and safe 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 0.14050% Forward Rates

3M LIBOR 0.22013% Dec-20 0.24000%

2-Year 0.234% 0.237% 0.221% 6M LIBOR 0.24600% Mar-21 0.20500%

3-Year 0.272% 0.275% 0.244% 12M LIBOR 0.33238% Jun-21 0.20000%

5-Year 0.425% 0.422% 0.358% Prime 3.25000% Sep-21 0.20000%

7-Year 0.616% 0.600% 0.512% FFTR 0.2500% Dec-21 0.23000%

10-Year 0.854% 0.831% 0.724% Eff FF 0.0900%

12-Year 0.969% 0.947% 0.834% SOFR 0.0900%

15-Year 1.084% 1.066% 0.947%

20-Year 1.199% 1.184% 1.061%

*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% 2.26% 2.26% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2-Year LIBOR + 2.00% 2.27% 2.28% 2.31%

3-Year LIBOR + 2.00% 2.27% 2.28% 2.29% 2.29% 2.29% 2.29% 2.29% 2.29% 3-Year LIBOR + 2.00% 2.30% 2.33% 2.39%

4-Year LIBOR + 2.00% 2.32% 2.33% 2.34% 2.35% 2.35% 2.35% 2.35% 4-Year LIBOR + 2.00% 2.38% 2.41% 2.48%

5-Year LIBOR + 2.00% 2.34% 2.38% 2.41% 2.42% 2.42% 2.43% 2.43% 5-Year LIBOR + 2.00% 2.46% 2.49% 2.58%

6-Year LIBOR + 2.00% 2.43% 2.47% 2.50% 2.51% 2.52% 2.54% 6-Year LIBOR + 2.00% 2.55% 2.58% 2.67%

7-Year LIBOR + 2.00% 2.44% 2.53% 2.58% 2.60% 2.60% 2.61% 7-Year LIBOR + 2.00% 2.63% 2.67% 2.75%

8-Year LIBOR + 2.00% 2.57% 2.64% 2.66% 2.67% 2.69% 8-Year LIBOR + 2.00% 2.69% 2.73% 2.81%

9-Year LIBOR + 2.00% 2.60% 2.69% 2.72% 2.74% 2.77% 9-Year LIBOR + 2.00% 2.75% 2.79% 2.86%

10-Year LIBOR + 2.00% 2.61% 2.74% 2.78% 2.80% 2.84% 10-Year LIBOR + 2.00% 2.81% 2.84% 2.91%

12-Year LIBOR + 2.00% 2.80% 2.86% 2.89% 2.95% 12-Year LIBOR + 2.00% 2.89% 2.92% 2.98%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.83% 2.93% 2.98% 3.07% 15-Year LIBOR + 2.00% 2.96% 2.98% 3.04%

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% 0.37% 0.55% 1.08% 1.82%

4-Year $254 $302 $337 $365 $378 $386 $405 4-Year 0.50% 0.32% 0.39% 0.81% 1.39%

5-Year $266 $341 $398 $441 $462 $475 $506 5-Year 0.75% 0.32% 0.36% 0.68% 1.10%

6-Year $366 $448 $511 $542 $560 $605

7-Year $374 $487 $575 $617 $642 $704 Protection Against Falling Rates

8-Year $516 $631 $687 $720 $802

9-Year $534 $681 $753 $795 $900 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $540 $723 $812 $864 $995 3-Year 0.25% 0.46% 0.69% 0.86% 1.12%

12-Year Fee Income Generation Only Possible With $784 $915 $991 $1,182 4-Year 0.15% 0.41% 0.63% 0.77% 1.02%

15-Year Back-to-Back Swaps and SMART Loan Products $820 $1,028 $1,150 $1,453 5-Year 0.10% 0.40% 0.62% 0.75% 0.99%

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

0.35%

0.39%

0.47%

0.56%

3.06%

3.09%

3.25%

0.00%

0.20%

0.40%

0.60%

0.80%

1.00%

1.20%

1.40%

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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