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    INTEREST RATE MARKET INSIGHT                    NOVEMBER 3, 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% 0.16% 0.17% 2-yr Treasury 0.49% 0.39% 0.57% 0.31%

3-month LIBOR 0.23% 0.23% 0.24% 0.24% 3-yr Treasury 0.92% 0.82% 1.04% 0.57%

6-month LIBOR 0.33% 0.32% 0.33% 0.35% 5-yr Treasury 1.61% 1.50% 1.76% 1.33%

12-month LIBOR 0.55% 0.54% 0.58% 0.60% 7-yr Treasury 2.04% 1.94% 2.20% 1.97%

Fed Funds Target 0.25% 0.25% 0.25% 0.25% 10-yr Treasury 2.34% 2.27% 2.49% 2.56%

Prime Rate 3.25% 3.25% 3.25% 3.25% 30-yr Treasury 3.07% 3.04% 3.20% 3.64%

SIFMA Muni Swap Index Call 0.04% 0.03% 0.08% 2s-10s Spread 1.84% 1.88% 1.92% 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 0.63% 0.80% 0.42% 2-yr SIFMA Swap Call 0.36% 0.45% 0.26%

3-yr LIBOR Swap Call 1.02% 1.26% 0.68% 3-yr SIFMA Swap Call 0.66% 0.80% 0.46%

5-yr LIBOR Swap Call 1.63% 1.88% 1.43% 5-yr SIFMA Swap Call 1.18% 1.37% 1.10%

7-yr LIBOR Swap Call 2.00% 2.24% 2.04% 7-yr SIFMA Swap Call 1.58% 1.75% 1.67%

10-yr LIBOR Swap Call 2.34% 2.56% 2.62% 10-yr SIFMA Swap Call 1.96% 2.12% 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 34 17 11 11 Dec. 14 0.24%

4-yr LIBOR Cap 91 49 28 19 Dec. 15 0.83%

5-yr LIBOR Cap 165 91 52 32 Dec. 16 1.83%

7-yr LIBOR Cap 351 206 122 75 Dec. 17 2.55%

• 'V' is the easiest way to describe the now-closed month of October in trading terms,

with volatility rising from the embers to more than double mid-month before settling

back, and a V-shaped move in both equity prices and bond yields. The S&P 500 closed

at another all-time high above 2018 after touching 1820 roughly two weeks ago, and a

35-bp collapse that sent the 10-year yield to 1.86% in minutes was recaptured nearly

as fast, leaving Treasury yields 8-15 bps lower MoM across the curve. The Federal

Reserve's meeting last week went as planned, as the committee ended QE3 and, apart

from noting some labor market strength, did little else. The Fed is now left to manage

its $4.5 trillion in balance sheet assets and ease the markets into a gently rising target

rate come next summer. The bullishness in most asset classes can be traced to a decent

GDP print for Q3 as well (3.5% QoQ annualized, 1.3% price index, both better than

expected), not to mention the effective tax cut from the collapse in prices at the pump

that makes the average American's dollar go so much further. The rally also helped the

dollar once again, which is a 7-year high, while gold was punished down to $1,170/oz.

The worst action was in Treasury auctions, as bid-to-cover ratios hit multi-year lows.

• Japanese policy shifts also fueled the rally on Friday, as their central bank increased

stimulus in the short term and the government pension fund (holding roughly $1.2

trillion) upped its global equity allocation from 25% to 50%. Durable goods orders fell

1.3% MoM and -0.2% ex-transportation, both well below consensus, as the number

seems to be swelling every other monthly either positively or negatively. New factory

orders were down. Personal income and spending reports showed a bifurcation, with

0.2% gained MoM in income and the same amount slipping from spending in September.

The core PCE price gauge showed an annualized gain of 1.5%, in line with diminished

inflation worries over the last three years. Chicago PMI jumped to 66.2, its best 

showing of the year and 6 points over consensus, and the Reuter's/UofM consumer

sentiment index hit a recovery-high at 86.9. With the mid-term elections this week, the

Republican momentum continues and they project to have a 74% chance of regaining a

majority in the Senate, per FiveThirtyEight, with 53 seats the likely outcome. While

gridlock may persist until the 2016 elections, most pundits would expect some

agreement on defense spending, global trade, and potentially immigration.

• It's a jobs week with the first Friday of the month, and the economist consensus points to 234,000 new payrolls for October and a flat unemployment rate of 5.9%. Hourly

earnings should gain 0.2% MoM during a 34.6 hour workweek on average. ADP should show 230k new private payrolls on Wednesday. ISM's manufacturing index and the PMI

manufacturing index should both show a 56 print later this morning, while the services indicators from the same groups are expected to be closer to 57-58. Factory orders are

expected to fall -0.7% MoM and construction spending should rise 0.6% MoM, the trade deficit will remain around -$40 billion, and jobless claims should hold near 280,000.

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.


