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    INTEREST RATE MARKET INSIGHT                        JULY 28, 2014  

    

Cardea Partners is a firm of seasoned professionals dedicated to bringing 
transparency of execution and structuring to end-users in the interest 
rate swap marketplace.  We help our clients get great pricing when 
dealing in interest rate swaps, caps and other options, mandatory hedge 
requirements, accounting and effectiveness testing demands, ISDA 
negotiation, and dealing with old transactions.   Don’t hedge without us! 

Index Rates Last Week Ago Month Ago Year Ago Treasury Rates Last Week Ago Month Ago Year Ago

1-month LIBOR 0.16% 0.15% 0.15% 0.19% 2-yr Treasury 0.49% 0.48% 0.48% 0.32%

3-month LIBOR 0.23% 0.23% 0.23% 0.26% 3-yr Treasury 0.97% 0.97% 0.91% 0.60%

6-month LIBOR 0.33% 0.33% 0.33% 0.40% 5-yr Treasury 1.67% 1.67% 1.66% 1.38%

12-month LIBOR 0.56% 0.55% 0.55% 0.68% 7-yr Treasury 2.13% 2.13% 2.16% 1.96%

Fed Funds Target 0.25% 0.25% 0.25% 0.25% 10-yr Treasury 2.47% 2.48% 2.56% 2.57%

Prime Rate 3.25% 3.25% 3.25% 3.25% 30-yr Treasury 3.24% 3.29% 3.38% 3.64%

SIFMA Muni Swap Index Call 0.05% 0.06% 0.06% 2s-10s Spread 1.98% 2.00% 2.08% 2.25%

Taxable Swap Rates Last Week Ago Month Ago Year Ago Tax-Exempt Swap Rates Last Week Ago Month Ago Year Ago

2-yr LIBOR Swap Call 0.65% 0.59% 0.46% 2-yr SIFMA Swap Call 0.38% 0.34% 0.31%

3-yr LIBOR Swap Call 1.08% 1.00% 0.75% 3-yr SIFMA Swap Call 0.69% 0.64% 0.52%

5-yr LIBOR Swap Call 1.74% 1.70% 1.50% 5-yr SIFMA Swap Call 1.30% 1.27% 1.13%

7-yr LIBOR Swap Call 2.14% 2.16% 2.11% 7-yr SIFMA Swap Call 1.71% 1.72% 1.70%

10-yr LIBOR Swap Call 2.52% 2.58% 2.69% 10-yr SIFMA Swap Call 2.11% 2.15% 2.25%

Agency Rate Caps (in bps) LIB OR  = 3% LIB OR  = 4% LIB OR  = 5% LIB OR  = 6% Fwd Implied 3mL Rate Last

3-yr LIBOR Cap 36 20 13 13 Dec. 14 0.27%

4-yr LIBOR Cap 99 55 33 21 Dec. 15 1.06%

5-yr LIBOR Cap 187 103 60 37 Dec. 16 2.11%

7-yr LIBOR Cap 380 248 139 87 Dec. 17 2.78%

• It might be harsh to downplay any day or week in our lives, but frankly, last week

was most notable for markets in that it preceded this week --a truly exciting

data/release landscape awaits for those positioning for the second half of the year and

beyond. Longer term interest rates and equities both settled out fractionally lower

WoW thanks to some headline volatility in earnings releases and general bull-fatigue.

The data were mixed generally, with CPI in line just under 2% annualized, jobless

claims much better than expected at 284k WoW, and new home sales plummeting to an

annualized rate barely over 400k. By the time durable goods orders modestly

outperformed consensus on Friday, traders had sold out for the weekend to avoid

kneejerk trades that often come when geopolitical tensions have several days to

compound. Markets still aren't far from records in the latter indices, and LIBOR ticked

up to 0.16% (rounded) for 1-month contracts for the first time in four months, but the

week ahead would be one to change or embolden a trend. After economic contraction

in Q1 of roughly 3%, we get the initial estimates for Q2 on Wednesday morning before

the Federal Reserve's FOMC meeting wraps with a policy statement later in the day.

• Most expect at least a positive 3% print for this quarter as the weather turned along

with economic fortunes. The 30-year Treasury yield slipped more than other

maturities to below 3.25%, its lowest level in over a year, but still 80 bps above its all-

time lows from June of 2012. While the Federal Reserve is expected to continue the

tapering of asset purchases (down to $25 billion per month) and pay lip service to

moving the target rate up in 2015, this report may in fact be the relative snoozer for the

week after Chair Yellen prefaced the release with recent Congressional testimony.

Friday is nonfarm payrolls, and with such a robust trend in place, economists forecast

a somewhat conservative 230k net new jobs, with the unemployment rate flat at 6.1%

MoM.  Wage inflation seems to be the new point to follow the Fed's motivations, and the 

report is likely to yield a 2.2% YoY gain for average earnings power. For good measure,

the Friday melee will be accelerated by the personal income and spending report

(+0.4% MoM for both per expectations) that features the Fed's favored inflation gauge,

the core PCE deflator. The total private balance sheet for the US population is at its all-

time highs, with some $96 trillion in assets dwarfing its $14 trillion in liabilities.

• Personal debt service payments are less than 10% of disposable income now, the cheapest in at least 40 years. Even when we add in government debt of $17.6 trillion, the

country as a whole still has a robust asset coverage ratio of greater than 3 times until we start the discussion of unfunded liabilities. Equity futures are fractionally lower and the

yield curve is one basis point higher in premarket trade to start the week. Apart from jobs, the Fed, GDP, and our personal consumption data, we will get the ISM manufacturing

index released on Friday, which should show an uptick to 56.0 MoM. ADP private payrolls report should be in line with NFP estimates at 230k as government jobs remain soft.

Source: Bloomberg.  LIBOR swaps use 1-month 

LIBOR, monthly payments, act/360 for both legs. 

SIFM A swaps reset weekly and pay monthly, 

act/act.   For % of LIBOR swaps, mult iply the % used 

by the taxable swap rate.  No amort izat ion.

Conventions

All else equal, amortizing swaps and caps will have lower rates and costs, respectively. Please call for specific structure pricing requests.


