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This Day in History: Today is National Monkey Day. On December 14, 1911, Norwegian Roald 
Amundsen’s expedition became the first team to reach the South Pole. In 2017, British surgeon Simon 
Bramhall admitted to branding the liver of two patients with his initials. 

Market Update: Rate were down across a flattening curve last week.  The short-end of the 
curve moved lower and hit its lowest level since late July. The move lower in rates reflects 
growing uncertainty around EU/UK Brexit talks, additional US stimulus, the upcoming FOMC 
meeting and questions about how much lockdowns will tighten before we get vaccine relief.   

 

Desk activity was robust, led by bank commercial borrowers locking in long-term fixed rate 
loans and banks hedging security portfolio duration risk. We expect these themes to continue 
plus we are seeing renewed interest in using forward starting swaps to hedging future 
funding costs.    

BUDGET DILEMMAS 

Different banks are in different stages of preparation and approval of the budget, an annual rite 
at most institutions. Budgeting is always a difficult balance of being optimistic while being 
realistic when considering the environment and how much you can grow and earn. We also 
remember the 2020 budget was probably thrown in the trash by the end of the first quarter 
and we enter 2021 with even more questions than usual. While every bank is different, we can 
imagine one short discussion in the board room: 

• Director: We have a goal of a net interest margin of x.xx%. (Each bank inserts their 
percentage). YOUR (emphasis added) budget doesn’t show us meeting that. Why? 

• Officer: Rates are very low and we have a lot of cash we are having trouble deploying. 
• Director: We had very low rates and a lot of cash in the financial crisis and met the 

bogie. Why can’t YOU (emphasis added) do it now? 

We have a couple of considerations for bank managers: 

Term 12/11/2020 1 week ago 1month ago 8/4/2020 WoW MoM Since 8/4/2020
2y 0.20            0.23             0.25              0.18              (0.04)       (0.05)       0.01                   
3y 0.24            0.28             0.30              0.18              (0.04)       (0.06)       0.06                   
5y 0.42            0.48             0.48              0.24              (0.06)       (0.06)       0.18                   
7y 0.64            0.71             0.69              0.35              (0.07)       (0.05)       0.28                   

10y 0.89            0.97             0.93              0.51              (0.08)       (0.04)       0.39                   
20y 1.26            1.36             1.30              0.73              (0.10)       (0.03)       0.54                   

2s/10s slope 0.70            0.74             0.68              0.32              (0.04)       0.01         0.37                   

ChangeSwap Rates
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First and foremost, bank management and shareholders do not “spend” a net interest margin 
percentage. You spend earnings. Your goal is to control risk and, within your risk parameters, 
maximize earnings over time. Don’t be overfocused on a magic “percentage” bogie but use all 
tools available, including leveraging your balance sheet, using derivatives, executing new 
strategies (i.e. purchasing loans), etc. to maximize income even if it hurts the net interest 
margin percentage.  

Second, to answer the question directly, use this graph which we have updated from prior 
commentaries.  

 

Yes, this is a busy graph but understanding it is critical for all bank management teams and their 
boards. A sizable portion of most community banks core earnings are generated by using slope 
i.e., investing long and funding short. This graph shows why now is different than any time in 
our lives (yes, our entire lives): 

• The average slope (2/10 swap spread, light blue line) over 20 years is approximately 
1.30%. When the dark blue line is below that line (like the last 5 years), the curve is flat.  

• When we endured the previous near zero-rate environment (from 2008 to 2015, 
indicated by the gold Fed Funds line), we had a yield curve that almost always exceeded 
the 20-year average slope. 

• Short term rates and slope have traditionally been a mirror image: as short-term rates 
go up or down, the slope has generally moved in the opposite direction. 



  December 14, 2020 
 

3 
 

• While slope has increased to about 70 bps recently, it is still historically low at a time we 
have excess liquidity and short-term rates are again at record low levels.  

Bank balance sheets do not change overnight. The low slope of the last few years has resulted 
in ever lowering asset yields. The industry has generally repriced funding about as low as it can 
but virtually every dollar of asset repayment is being invested at lower interest rates or sitting 
in cash. In most cases, declining margin percentages are inevitable and most 2021 budgets will 
reflect that decline. 

All is not lost. Next week we will share some thoughts on ways to overcome this decline to help 
you increase the most important number: net income. Call us if you would like to get a head 
start on discussing options.  

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. 



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 0.15313% Forward Rates

3M LIBOR 0.21925% Dec-20 0.21930%

2-Year 0.203% 0.226% 0.263% 6M LIBOR 0.24713% Mar-21 0.18000%

3-Year 0.249% 0.268% 0.313% 12M LIBOR 0.33488% Jun-21 0.17000%

5-Year 0.441% 0.451% 0.472% Prime 3.25000% Sep-21 0.18000%

7-Year 0.659% 0.667% 0.665% FFTR 0.2500% Dec-21 0.22500%

10-Year 0.922% 0.929% 0.907% Eff FF 0.0900%

12-Year 1.050% 1.058% 1.026% SOFR 0.0800%

15-Year 1.177% 1.188% 1.147%

20-Year 1.301% 1.315% 1.265%

*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% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2.27% 2-Year LIBOR + 2.00% 2.28% 2.28% 2.32%

3-Year LIBOR + 2.00% 2.28% 2.29% 2.30% 2.30% 2.30% 2.30% 2.31% 2.31% 3-Year LIBOR + 2.00% 2.33% 2.35% 2.41%

4-Year LIBOR + 2.00% 2.33% 2.35% 2.36% 2.37% 2.38% 2.38% 2.38% 4-Year LIBOR + 2.00% 2.40% 2.44% 2.51%

5-Year LIBOR + 2.00% 2.35% 2.41% 2.43% 2.45% 2.46% 2.47% 2.48% 5-Year LIBOR + 2.00% 2.50% 2.54% 2.62%

6-Year LIBOR + 2.00% 2.45% 2.51% 2.55% 2.56% 2.56% 2.57% 6-Year LIBOR + 2.00% 2.59% 2.63% 2.72%

7-Year LIBOR + 2.00% 2.47% 2.58% 2.62% 2.64% 2.65% 2.68% 7-Year LIBOR + 2.00% 2.68% 2.72% 2.80%

8-Year LIBOR + 2.00% 2.62% 2.69% 2.72% 2.74% 2.77% 8-Year LIBOR + 2.00% 2.76% 2.79% 2.87%

9-Year LIBOR + 2.00% 2.65% 2.75% 2.79% 2.81% 2.85% 9-Year LIBOR + 2.00% 2.83% 2.86% 2.94%

10-Year LIBOR + 2.00% 2.66% 2.80% 2.85% 2.87% 2.93% 10-Year LIBOR + 2.00% 2.88% 2.92% 2.99%

12-Year LIBOR + 2.00% 2.87% 2.94% 2.99% 3.04% 12-Year LIBOR + 2.00% 2.97% 3.00% 3.06%

15-Year LIBOR + 2.00% Customer Receives 1-Month LIBOR + 2.00% 2.91% 3.03% 3.07% 3.16% 15-Year LIBOR + 2.00% 3.06% 3.08% 3.14%

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% 0.35% 0.56% 1.11% 1.90%

4-Year $254 $302 $337 $365 $378 $386 $405 4-Year 0.50% 0.31% 0.42% 0.86% 1.51%

5-Year $266 $341 $398 $441 $462 $475 $505 5-Year 0.75% 0.31% 0.37% 0.73% 1.21%

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% 0.49% 0.76% 0.88% 1.12%

12-Year Fee Income Generation Only Possible With $784 $914 $990 $1,180 4-Year 0.15% 0.42% 0.68% 0.76% 0.98%

15-Year Back-to-Back Swaps and SMART Loan Products $819 $1,027 $1,148 $1,451 5-Year 0.10% 0.41% 0.66% 0.73% 0.94%

Contact Information - Toll Free 800-786-2883 or www.VSIRP.com
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Customer Pays Fixed, Monthly, Act/360

Spot Start Loan Hedging

0.32%

0.35%

0.44%

0.54%

3.06%

3.09%

#VALUE!

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

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
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LIBOR Swap Curve

Pay Fix, 
quarterly, 
act/360 both 
sides

Receive fixed, 
monthly,  
act/365 both 
sides
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