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 DANGER WILL ROBINSON! VOLATILITY IS HERE 

This Day in History: Today is National Fast Food Day. On November 16, 1914, the Federal 
Reserve Bank of the United States officially opened. In sports, in 1957, Oklahoma’s streak of 47 
consecutive football victories ended when they lost to Notre Dame 7-0.  

Market Update: Swap rates opened the week dramatically higher (based on election and 
COVID-19 vaccine news) but lost momentum at mid-week. The 10-year swap rate again 
traded in a wide range – briefly touching a high of 1.00% on Wednesday. By Thursday, rates 
began to drift lower as fixed receivers (those counterparties that need to receive fixed) came 
to market to take advantage of briefly higher rates. Overall, rates closed the week higher 
across a steepening curve. 

 

Desk activity picked up late in the week as rates began to rally a bit. Activity was focused on 
banks hedging their investment portfolios and bank borrowers locking in fixed on commercial 
loans. With rate volatility picking up and the curve steepening, we expect to see more 
portfolio hedging as banks put more excess cash to work.  

DANGER WILL ROBINSON! VOLATILITY IS HERE 

Many baby boomers will remember the 1960’s TV show Lost in Space. The show featured a 
family with a young son named Will Robinson and a protective robot that could understand 
English and reply to commands. One of the memorable lines of the show occurred in any 
episode in which Will was in danger. The robot would light up, flail his mechanical arms, and 
repeat, “Danger Will Robinson! Danger Will Robinson!” The series only lasted three years but 
the term became a catchphrase to warn someone of danger.  

The recent interest rate volatility mentioned above can be a source of danger for unprepared 
banks. A steepening yield curve is generally good for banks but the volatility we have 
experienced the last few weeks can be difficult to navigate. We don’t know what the future 
holds as we are facing many unknows: the ongoing actions related to the presidential election, 
whether there will be split government or not, the impact of COVID 19 vs. recent 

Term 11/13/2020 1 week ago 1month ago 8/4/2020 WoW MoM Since 8/4/2020
2y 0.26            0.24             0.23              0.18              0.03         0.03         0.08                   
3y 0.31            0.28             0.26              0.18              0.03         0.05         0.13                   
5y 0.47            0.42             0.31              0.24              0.05         0.15         0.22                   
7y 0.66            0.60             0.54              0.35              0.05         0.11         0.31                   

10y 0.89            0.84             0.76              0.51              0.06         0.13         0.39                   
20y 1.24            1.20             1.11              0.73              0.05         0.14         0.52                   

2s/10s slope 0.63            0.60             0.53              0.32              0.03         0.10         0.31                   

ChangeSwap Rates



November16, 2020 

2 

announcements of potential vaccines, the prospect of additional government stimulus and 
what monetary stimulus may come from the Fed. All this uncertainty increases interest rate 
volatility. 

How should banks respond to this new level of uncertainty? Considerations include: 

• Determine how your bank performs under small (100bps and 200bps) interest rate
shock scenarios (the 10-year swap rate is up 39bps since August 4th).

• 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
possible for protecting from adverse interest rate changes. These products can be
customized to provide the kind of protection you need.

• Understand the cost of holding excess cash.  Model various investment/debt paydown
strategies and compare them to see how they impact your earnings and risk profile.

• 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 may result in an economic loss if rates continue
to drift higher. Of course, 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, 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. Remember,
using a pay fixed swap to create term funding will almost always be cheaper than direct
FHLB or brokered CD funding.

Volatility can create danger, but it can also create opportunity. Many Vining Sparks customers 
took advantage of volatility and bought long term municipal bonds with excellent returns when 
market volatility peaked in the Spring. Being ready to strike and having all the necessary tools in 
place can help you succeed when others are floundering. 

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

http://www.vsirp.com/
mailto:rredmond@vsirp.com
mailto:kbray@vsirp.com
mailto:twarren@vsirp.com
mailto:wrobison@vsirp.com
mailto:bbeasley@vsirp.com


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 0.14350% Forward Rates

3M LIBOR 0.22038% Dec-20 0.24500%

2-Year 0.265% 0.250% 0.232% 6M LIBOR 0.24900% Mar-21 0.22000%

3-Year 0.316% 0.302% 0.268% 12M LIBOR 0.33963% Jun-21 0.21000%

5-Year 0.475% 0.484% 0.400% Prime 3.25000% Sep-21 0.22000%

7-Year 0.667% 0.686% 0.561% FFTR 0.2500% Dec-21 0.25500%

10-Year 0.907% 0.935% 0.779% Eff FF 0.0900%

12-Year 1.025% 1.056% 0.889% SOFR 0.0900%

15-Year 1.144% 1.179% 1.001%

20-Year 1.260% 1.298% 1.114%

*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% 2.29% 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 2-Year LIBOR + 2.00% 2.31% 2.32% 2.35%

3-Year LIBOR + 2.00% 2.30% 2.32% 2.32% 2.33% 2.33% 2.33% 2.33% 2.33% 3-Year LIBOR + 2.00% 2.35% 2.37% 2.42%

4-Year LIBOR + 2.00% 2.35% 2.37% 2.38% 2.39% 2.39% 2.39% 2.39% 4-Year LIBOR + 2.00% 2.42% 2.45% 2.51%

5-Year LIBOR + 2.00% 2.37% 2.42% 2.44% 2.46% 2.46% 2.47% 2.48% 5-Year LIBOR + 2.00% 2.50% 2.53% 2.61%

6-Year LIBOR + 2.00% 2.46% 2.51% 2.54% 2.55% 2.56% 2.57% 6-Year LIBOR + 2.00% 2.58% 2.62% 2.70%

7-Year LIBOR + 2.00% 2.48% 2.57% 2.61% 2.63% 2.64% 2.66% 7-Year LIBOR + 2.00% 2.66% 2.70% 2.78%

8-Year LIBOR + 2.00% 2.61% 2.68% 2.70% 2.71% 2.75% 8-Year LIBOR + 2.00% 2.74% 2.77% 2.84%

9-Year LIBOR + 2.00% 2.64% 2.73% 2.77% 2.79% 2.82% 9-Year LIBOR + 2.00% 2.80% 2.84% 2.91%

10-Year LIBOR + 2.00% 2.65% 2.78% 2.83% 2.85% 2.90% 10-Year LIBOR + 2.00% 2.86% 2.89% 2.96%

12-Year LIBOR + 2.00% 2.85% 2.92% 2.95% 3.00% 12-Year LIBOR + 2.00% 2.94% 2.97% 3.03%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.88% 3.00% 3.04% 3.12% 15-Year LIBOR + 2.00% 3.02% 3.05% 3.10%

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 $220 $247 $266 $281 $289 $293 $304 3-Year 0.30% 0.38% 0.62% 1.22% 1.98%

4-Year $254 $302 $337 $364 $378 $386 $405 4-Year 0.50% 0.32% 0.41% 0.85% 1.45%

5-Year $266 $341 $397 $441 $462 $474 $505 5-Year 0.75% 0.32% 0.35% 0.66% 1.09%

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

7-Year $374 $487 $574 $617 $642 $704 Protection Against Falling Rates

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

9-Year $534 $680 $752 $794 $899 2-Year Strike 2-Year 3-Year 4-Year 5-Year

10-Year $540 $722 $812 $864 $994 3-Year 0.25% 0.41% 0.64% 0.83% 1.05%

12-Year Fee Income Generation Only Possible With $784 $915 $991 $1,181 4-Year 0.15% 0.37% 0.59% 0.77% 0.98%

15-Year Back-to-Back Swaps and SMART Loan Products $820 $1,028 $1,150 $1,453 5-Year 0.10% 0.37% 0.59% 0.76% 0.96%

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

0.38%

0.43%

0.50%

0.58%

3.06%

3.09%

3.30%

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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