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Today’s Discussion

• Understanding Rate Cycles
• Understanding Loan Pricing
• Managing your Margin – Potential Land Mines 



Understanding Rate Cycles

• We often look to the Fed for guidance on future interest rate moves
• Fed Policy is backward looking, not forward looking
• Higher for longer, but not necessarily raising the target rate further

• Is there anything we can use to help us understand the current/future rate cycle?
• Regression
• Fed DOT Plot
• Fed Funds Futures
• Treasury Futures curve

• What can we learn from previous rate cycles?

Statistical Regression



+/- 3 StD 99.70%

+/- 2 StD 95.40%

+/- 1 StD 68.30%

Mean

Source: Bloomberg™

10 Year Treasury Regression
10Y Regression Aug, 2013 - Aug, 2023 (over 10 years)

3.85 

0.73 

-1.000

0.000

1.000

2.000

3.000

4.000

5.000

A
-1

3

F
-1

4

A
-1

4

F
-1

5

A
-1

5

F
-1

6

A
-1

6

F
-1

7

A
-1

7

F
-1

8

A
-1

8

F
-1

9

A
-1

9

F
-2

0

A
-2

0

F
-2

1

A
-2

1

F
-2

2

A
-2

2

F
-2

3

A
-2

3

10Y = 4.08%



+/- 3 StD 99.70%

+/- 2 StD 95.40%

+/- 1 StD 68.30%

Mean

Source: Bloomberg™

10 Year Treasury Regression
10Y Regression Aug, 2010 - Aug, 2020 (over 10 years)
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Fed DOT Plot



Fed Funds Futures 



Current Treasury Futures Curve

*Shows 1-yr 
treasury lower 1-
yr forward



Treasury Futures Curve – 10/25/2021

*Shows 1-yr 
treasury higher 
1-yr and 2-yrs 
forward



Treasury Futures Curve – 12/25/2018

After the last Fed 
hike in the last cycle, 
the futures curve 
showed rates 
relatively static 1 
and 2 years forward



What are the “indicators” telling us?

• Regression Analysis:  Rates are highly probable to move lower over time.
• Fed DOT Plot:  The Fed Governors survey shows they expect rates lower 

over time.
• Fed Funds Futures curve:  Shows the Fed Funds rate lower 12 months 

forward.  
• Treasury Futures curve:  Shows the shape of the curve stays relatively the 

same, but rates lower 12 months forward.  



Regression/Decision Matrix

10Y Trsy Yld Crv
Likely Rate 

Move Liabi l i ties Loans Credi t Investment Off Bal  Sheet Leverage

+2 Std Inverted Lower
Short/Call? Whlsle;

Rate NOT Term
More Fixed; Prepay 

Penalties; Prime
Tighter Credit 

Standards
Max Dur; 

Min Options/CF
Asset:   Var > Fix
Liab:     Fix > Var

Max Leverage
(Max Invest)

+1 Std Flattening Lower/Higher
Shorter Mat

Call Wholesale
Prefer Fixed; Prepay 

Penalties; Prime
Begin Tighter 

Credit
Extend Dur; Fewer 

Options
Hedge Int. Rate 
Exp as Needed

Incr Leverage
(More Invest)

-1 Std Steepening Higher/Lower
Longer Mat

Call Wholesale
Prefer Float; Prepay 

Penalties; Tsy
Begin Easier 

Credit
Shorten Dur; 
Increase CF 

Hedge Int. Rate 
Exp as Needed

Incr Leverage
(More Loans)

-2 Std Very Steep Higher
Longest Mat

Bullet Wholesale
More Var; Tsy Index; 

No Caps/Ceil
Easiest Credit 

Standards
Min Dur; Max CF; 
Long Mat = HTM

Asset:   Fix > Var
Dep:      Var > Fix

Max Leverage
(Max Loans)

DECISION MATRIX



Curve Inversions

10/2Y Spread

10Y Trsy

2Y Trsy



Fed Funds vs 2Y Trsy vs 10Y Trsy

Fed Funds

10Y Trsy

2Y Trsy



Loan Builder and understanding the “nuts and 
bolts” of pricing a deal

• Loan Builder is a tool developed by BancPath to assist lenders in properly 
valuing the options and risks inherent in every deal

• BancPath© Loan Builder | BancPath© from the Asset Management Group 
(ccbfinancial.com)

• FREE



Understanding Loan Pricing

4 Principals to EVERY deal

1. Credit Risk
2. Interest Rate Risk
3. Term Risk (Loss of Liquidity and/or Prepayment Risk)
4. Profit







Loan Builder – Built around the 4 Principals





Loan Builder – Built around the 4 Principals

• Loan Builder helps you understand where a loan structure should be 
priced compared to market rates, not competitor rates.

• Can help you understand if a loan will expand your earnings or 
compress them.

• Helps provide a range of potential rates available based on the 
“options” in the loan.



Understanding the 4 Principals

• If you are going to “give away” an option, it is worth knowing the 
value of that option

• Spread matters, Pricing matters – more so now than ever before.
• As our deposit base becomes more “rate sensitive”, we have to become as 

good at managing the assets of the bank as we have historically been in 
managing the liabilities.

• Using derivative instruments doesn’t fix a poorly priced loan, it just 
changes the structure of it.



Alternative Yields for Comparison

20% Risk-
weighted 
Freddie Mac 
Fixed Pass-
through MBS @ 
6.60% yield 

Source: Bloomberg



Understanding your data

• Every institution here has a goldmine waiting to be discovered

• Your data is your insight into what drives risk and reward – spend 
your resources wisely to uncover what makes your institution 
profitable (or not?)

• If you don’t have the expertise to uncover these gems yourself, 
partner with someone who can help you.



Understanding Your Data
• Data mining allows banks to monitor performance metrics more granularly than 

ever before.
• Find a way to let YOUR data tell YOUR story

• How is the Loan portfolio performing?
• Where are there land mines lurking?

• How is the Investment portfolio performing?
• Can you do anything to change it?

• What is happening with your cost of funds?
• What is happening with your margin?

• Is there more pressure to your margin from current pricing, or previous pricing?
• Can current pricing positively change previously booked assets?

• Understanding YOUR data is one way you can answer these questions



Loans as a Percent of Assets



Yield on Loans



AFS Securities as a Percent of Assets



Book Yield on Investments



Cost of Funds



Net Interest Margin



Story of the Spread

• 2021 – Peer Group 4 of UBPR
• Yield on Loans – Cost of Funds = 4.70% - 0.38% = 4.32%
• Yield on Investments – Cost of Funds = 1.76% - 0.38% = 1.38%
• NIM = 3.33%
• Loans contributing roughly 68% of margin dollars
• Investments contributing roughly 32% of margin dollars

• 2023 – Peer Group 4 of UBPR
• Yield on Loans – Cost of Funds = 5.56% - 1.88% = 3.68%
• Yield on Investments – Cost of Funds = 2.46% - 1.88% = 0.58%
• NIM = 3.44%
• Loans contributing roughly 92% of margin dollars
• Investments contributing roughly 8% of margin dollars



Potential Land Mines Impacting Margin



Potential Land Mines Impacting Margin

• ~$86MM in loans with an average maturity of 9.75 years @ 4.22% 
yield (data from highlighted balances on previous slide)

• Very hard to force a reprice on these loans.  Fixed rate loans at 
advantaged rates.

• Strategy to manage the margin on this block of loans:
• Wait for the next rate bottom to lock the spread on the remaining balance.

• Use defined term wholesale strategies to lock the margin on the block.
• Call these loans due and reprice them up.

• Not advised – creates a huge reputation risk



Potential Land Mines Impacting Margin



Typical Bank Investment Purchases 



What is being generated?

• Assuming $100MM portfolio:

• Treasuries:
• Par:  $19,440,000
• Book Yield:  1.50%
• Maturity:  1.92 years
• Total Income: $559,872

At maturity, need to redeploy:
• Par:  $19,440,000
• Yield:  ???? – depends on what you assume
• Maturity:  ???? – depends on your assumption



What is being generated?  Re-Investment

Rates Down Assumption:
• Par:  $19,440,000
• Book Yield:  3%
• Maturity:  3 years
• Re-investment Income: 

$1,749,600

• Total Income: $2,309,472
• Yield to 4.92 years = 2.41%

Rates Up Assumption:
• Par:  $19,440,000
• Book Yield:  6%
• Maturity:  3 years
• Re-investment Income: 

$3,499,200

• Total Income:  $4,059,072
• Yield to 4.92 years = 4.22%



How to Manage Your Margin? Assuming Rates 
Lower
Take the 6.45% loss and pre-fund the reinvestment now.

• Par after loss:  $18,186,120
• Yield:  6%
• Annualized Income: $1,091,167.20
• Total income of pre-funding:  $5,368,542.62

• Difference between doing nothing vs taking action:  $1,805,190.62
• Increase in yield versus doing nothing:  1.89%
• Yield to 4.92 years (net of loss) = 4.30%



Decision Matrix to Maximize Margin

10Y Trsy Yld Crv
Likely Rate 

Move Liabi l i ties Loans Credi t Investment Off Bal  Sheet Leverage

+2 Std Inverted Lower
Short/Call? Whlsle;

Rate NOT Term
More Fixed; Prepay 

Penalties; Prime
Tighter Credit 

Standards
Max Dur; 

Min Options/CF
Asset:   Var > Fix
Liab:     Fix > Var

Max Leverage
(Max Invest)

+1 Std Flattening Lower/Higher
Shorter Mat

Call Wholesale
Prefer Fixed; Prepay 

Penalties; Prime
Begin Tighter 

Credit
Extend Dur; Fewer 

Options
Hedge Int. Rate 
Exp as Needed

Incr Leverage
(More Invest)

-1 Std Steepening Higher/Lower
Longer Mat

Call Wholesale
Prefer Float; Prepay 

Penalties; Tsy
Begin Easier 

Credit
Shorten Dur; 
Increase CF 

Hedge Int. Rate 
Exp as Needed

Incr Leverage
(More Loans)

-2 Std Very Steep Higher
Longest Mat

Bullet Wholesale
More Var; Tsy Index; 

No Caps/Ceil
Easiest Credit 

Standards
Min Dur; Max CF; 
Long Mat = HTM

Asset:   Fix > Var
Dep:      Var > Fix

Max Leverage
(Max Loans)

DECISION MATRIX



Summary

• Use the tools and information available to develop a rate bias.
• Your rate bias should dictate how you price and structure your assets 

(loans and investments).
• Sometimes, we inadvertently place land mines in our balance sheet.  

How we manage them going forward will impact our margin over 
time.

• Doing nothing is still a choice.
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