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Great Opportunity to Earn Very Wide 
Wholesale Leverage Spread

We continue to see banks take advantage of very low long-term funding rates to 
put wholesale leverage strategies on the books at well over 100 bp spreads.  The 
approach most are using is to borrow for 90 days from the FHLB (on a rolling basis) 
and use an interest rate swap to lock-in a fixed rate.  For a 10-year borrowing, 
this approach allows you to reduce the funding cost over an outright long-term 
advance by as much as 100 basis points to .60%. Here is an example of how the 
approach works:

 � Borrow 90 day funds from the FHLB at a current rate of .35% (with 
intention to roll every 90 days)

 � Enter into a 10-year interest rate swap with FHN Financial:

 à Pay .75% for 10 years (fixed)

 à Receive floating of 3-month LIBOR flat (currently .50%)

 � Net initial funding cost of 60 bp (receive LIBOR rate of .50 less FHLB cost 
of .35 and less pay fixed of .75)

Historically, the “receive” rate on the swap (3-mo LIBOR) has closely mirrored the 
90-day borrowing rate from the FHLB, thus cancelling each other out.  Over time, 
that would leave the “pay” fixed side of the swap of .75% as your net borrowing 
cost.  The close correlation of the 90-day FHLB rate and 3-month LIBOR also 
allows this approach to qualify for hedge accounting, so changes in value are run 
through AOCI similar to the treatment of AFS bonds.  That close correlation can 
be seen on the following page.  It’s noteworthy that the recent stubbornness of 
LIBOR to fall with other short-term rates resulted in very low, or even negative, 
initial funding costs over the last several months.  With 3-month LIBOR now falling 
back in line with market rates, the overall funding cost over time should net out to 
be about the fixed-rate pay side of the swap, or .75%.    

Given a net cost of well under 1.00%, there’s a wide array of conservative investment 
options available to generate very attractive spreads, even on a duration matched 
basis.  A number of banks have used this funding to target longer-term tax free 
municipals, generating TE spreads of close to 200 basis points.  Longer-term 
CMBS are also a very good fit for this approach.  

For more information, please reach out to your account representative.  
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This material was produced by an FHN Financial Strategist and is not considered research and is not a product of any research department.  Strategists may provide information to investors as well as to FHN Financial’s 
trading desk. The trading desk may trade as principal in the products discussed in this material. Strategists 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. Strategists receive compensation which may be based in part on the quality of their analysis, FHN Financial 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. 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. All herein listed securities are subject to availability and change in price. Past performance is not indicative of future results, and changes in any 
assumptions may have a material effect on projected results. Ratings on all securities are subject to change.

FHN Financial Capital Markets, FHN Financial Portfolio Advisors, and FHN Financial Municipal Advisors are divisions of First Horizon Bank. FHN Financial Securities Corp., FHN Financial Main Street Advisors, LLC, and FHN 
Financial Capital Assets Corp. are wholly owned subsidiaries of First Horizon Bank. FHN Financial Securities Corp. is a member of FINRA and SIPC — http://www.sipc.org.  

FHN Financial Municipal Advisors is a registered municipal advisor.  FHN Financial Portfolio Advisors is a portfolio manager operating under the trust powers of First Horizon Bank. FHN Financial Main Street Advisors, LLC 
is a registered investment advisor.  None of the other FHN entities, including FHN Financial Capital Markets, FHN Financial Securities Corp., or FHN Financial Capital Assets Corp. are acting as your advisor, and none owe a 
fiduciary duty under the securities laws to you, any municipal entity, or any obligated person with respect to, among other things, the information and material contained in this communication. Instead, these FHN entities 
are acting for their own interests. You should discuss any information or material contained in this communication with any and all internal or external advisors and experts that you deem appropriate before acting on this 
information or material.

FHN Financial, through First Horizon Bank or its affiliates, offers investment products and services. Investment products are not FDIC insured, have no bank guarantee, and may lose value.


