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2020 started out reasonably for markets and people, but now in this second week of 2021, we are frankly left shell-
shocked at the events, market swings, and life impacts we have seen this last year. When the longest period of
uninterrupted economic growth since before the Civil War ended this summer with an annualized GDP decline of 31.4%
in Q2, it seemed like we could be headed for a second Great Depression. In a year where no meaningful downside risks
jumped out to forecast, the 100-year pandemic hit, and the results were, and continue to be, devastating for people and
businesses around the world. 22 million American jobs were wiped out in weeks, thousands of businesses were forced
to close, and trillions of dollars were spent to combat COVID-19 and support the shutdown economy.

To our healthcare workers and scientists: we are humbled by your sacrifice and indebted to your ingenuity. Despite best
efforts and the unprecedented vaccine development timeline, the coronavirus may claim the lives of 600,000 Americans
by the time it is hopefully defeated later this year.

In the following pages, we review the primary drivers for the economy and interest rates in 2021, then outline our
baseline forecast for the year for short and long-term interest rates. Like everyone else, we failed to forecast the kind of
world-altering impact for interest rates last year, but our soft scenario for what 2020 would be wasn’t far from where
we ended on the back half of the curve. More than half of all sovereign debt globally now has a negative nominal yield.

With such a polarizing year behind us, our mean-reversion mentality expects a fairly unified positive trend this year for
people, the planet, and asset prices. All of which heralds moderately higher interest rates beyond the shortest of
maturities. May we never see a year like 2020 again!

Health and prosperity in 2021,

The Derivative Logic Team

A Tough Year Closes

Please refer to the important information, disclosures and qualifications at the end of this material.
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Short Rates
Fed Funds Range 1.00% - 1.25% 0% - 0.25% 0.75% Over
1M LIBOR 1.15% 0.14% 1.01% Over
Prime 4.25% 3.25% 1.00% Over
S IFMA 0.80% 0.09% 0.71% Over

Treasury Yields
2 year 1.25% 0.12% 1.13% Over
5 year 1.35% 0.36% 0.99% Over
10 year 1.40% 0.92% 0.48% Over
30 year 1.90% 1.65% 0.25% Over

LIBOR Swap Rates
2 year 1.38% 0.20% 1.18% Over
5 year 1.38% 0.24% 1.14% Over
10 year 1.39% 0.93% 0.47% Over
30 year 1.85% 1.40% 0.45% Over

Rates on 
12/31/2020 DifferentialEOY 2020 

Forecast

How did our bearish forecast for the market stack up with reality last year? Not the worst considering how precipitously short 
and long rates plummeted, but certainly the cause for 2020’s market shifts were impossible to predict.

First, A Look Back

Please refer to the important information, disclosures and qualifications at the end of this material.



4Our Magic Eight-Ball Can’t Predict Pandemics
What do we do when our way of life is threatened? Most may be
inclined to fight, but the nature of this year’s pandemic has made
patience, careful study, and deliberate physical passivity the keys to
weathering this storm. And that logic has been hard to recognize or
bear for many of us. But in roughly six months after lockdowns, the
light at the end of the tunnel has come, with highly effective
vaccines now in distribution. Now it’s a matter of how fast we can
run into the daylight.

Does the fastest recession in history precede the most vicious
rebound of our lifetimes? $3-4 trillion of stimulus, 25%+ growth In
money supply, and suppressed interest rates all point to yes. Can
anything apart from the virus lingering derail us?

Hopefully, the 2021 economy will end up looking distinctly
different from the debacle of 2020, when GDP fell about 5% and YE
unemployment doubled. The pandemic trajectory must be our
primary driver, and with shutdowns recurring across Europe and
Asia, high hopes lie with vaccines and the refinement of their rollout
to generate the exuberance we are expecting. The Federal Reserve
will stand ready but likely be inactive.

As much as free market capitalism may be the best path to
prosperity in normal times, the spending power of the federal
government is irreplaceable when true calamities strike. A heavy
burden lies on the Biden administration and our logistics
infrastructure this year, and low interest rates and varying degrees
of financial ‘forgiveness’ will only strengthen the impact of stimulus.

Consumer Price Index (Inflation) GDP         Unemployment Rate

Please refer to the important information, disclosures and qualifications at the end of this material.
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CORONAVIRUS YEAR 2: Stay With the Herd
For much of the global population, this pandemic is the worst societal disruptor of their lifetime. Even though we are mired in the depths and tragedy of a
third wave, the combination of vaccine distribution, stimulus, and seasonality of viral transmission points to a summer where we start to reestablish control
and normalcy. Assuming linear progress in the fight, fueled by economic optimism and mega-supply, we see the Treasury curve rising in 2021.

We may go from ~7 million Americans vaccinated today to over 120 million by the summer. Couple that with potentially 100 million COVID-19 survivors,
and 70-80% of the adult population will have some protection against contraction and severity of illness. Children could start being vaccinated by the fall, so
schools and businesses, excepting for technology-driven structural shifts, may start to trend towards normal historical attendance.

While a smooth progression is hardly a guarantee, the pent up demand to travel, eat out, and interact in groups should reflate the yield curve through 2022.
Equipped with near-record savings built in 2020, confident consumers will drive up prices, spending power will erode more slowly, and the Federal Reserve
will wait as long as possible to shift its accommodative policy stance.

Themes That Will Impact Interest Rates

Source: covid19-projections.com – See site for assumptions and disclaimers 
Please refer to the important information, disclosures and qualifications at the end of this material.
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FED TO MARKETS: There for you!
The monetary policy gears went sharply from a happy coasting
neutral to a hard downshift in March of 2020. The easing policy
stance didn’t stop there, as Congress initiated stimulative lending
programs for the Federal Reserve to administer and the Fed
restarted significant asset purchases to support market liquidity
and stability. Market pillars including money markets,
commercial paper, and corporate and municipal bond markets
were supported in the face of near-complete economic
shutdowns, not unlike during the Great Recession, but much
faster.

Though pivotal in its support of markets, with a new
administration and Fed Chair Powell likely in place, the Federal
Reserve will get less attention from markets in 2021 as the focus
goes to fiscal policy. We expect up to $1.5 trillion of support
from the unified ‘blue team’ government in 2021 to get us to the
end of the pandemic. Still, with the stated objective of
overshooting a 2% inflation target (for some time), and the
minority party likely to revert to rhetoric of fiscal hawkishness,
the Fed will need to look interested, even if inaction is the likely
tact.

The question will be how fast we clear 2% inflation and how
bubbly risk assets remain in 2021. If we see another 20-30%
tacked on to equity markets, a $100,000 bitcoin, or a 10-year
yield over 2%, will the Fed be cool and calm at its zero-lower
bound for the Fed funds target rate?

Please refer to the important information, disclosures and qualifications at the end of this material.
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THE BLUE WAKE: Free and accommodative

We did not have a wave, with a super-slim majority in the House
of Representatives and only the VP tie-breaker in the Senate, but
Joe Biden’s Democratic Party has the first rebuttal position post-
Trump with a chance to advance their agenda and coherently
navigate the pandemic to its close.

Fiscal stimulus may come in fits and starts as the politics are
navigated, but we see roughly $500 billion more for extended
benefits and/or state and local aid, plus the potential for the long-
awaited $1 trillion infrastructure package, which could include
education technology components as well. Spending on
infrastructure tends to create jobs, increase productivity, and help
narrow the wage gap. Efficient spending as an investment should,
in time, reduce the debt. Wage increases are possible, which may
help boost the overall economy. GDP relies heavily on consumer
spending, which is directly benefitted by higher wages.

The Biden tax agenda would raise taxes on corporations and the
wealthy, but anything perceived even remotely restrictive to the
economy from policymakers will be held for sunnier days well
into 2022. When that day comes, the corporate tax rate shifting
to 28% and focusing on individuals making over $400k are in the
cards. The greater immediate drag for some businesses will come
in the form of discarded Trump regulatory regimes and a focus on
clean energy, but America’s largest companies will get ahead from
reopening despite these shifts.

Themes That Will Impact Interest Rates (cont’d)

Please refer to the important information, disclosures and qualifications at the end of this material.

10-year Treasury Yield         

Fed Funds Target Rate

Source: Bloomberg
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POST PANDEMIC REAL ESTATE: Paradigm pivot?

Who will go back to the office? Office buildings will play an important role in a post-pandemic era, despite great near-term headwinds in the sector. Cities
are important social and economic hubs and despite wars, pandemics, and natural disasters, our cities survive. 60% of American workers cannot work from
home. But there will be a sag, and new businesses will grow into the spaces left by failed behemoth tenants of yesteryear. Low rates, copious equity, and
demographics will sustain real estate valuations. A golden opportunity may be in retrofitting old buildings or building new, safer, more flexible properties
that make people feel safe and comfortable back out in the world of work, travel, restaurants, sporting events, and schools.

Themes That Will Impact Interest Rates (cont’d)

Please refer to the important information, disclosures and qualifications at the end of this material.

The era of “cheap money” is not over and we
expect the cost of financing to remain attractive
through 2022. Refinance opportunities for fixed-
rate debt maturing over the next three years
should make economic sense even paying any
breakage penalties. There are many high skill
workers who prefer to work remotely, willing to
take a pay cut to not go back to the office, instead
working from home or a vacation property.

The US workforce historically was highly mobile
until the Great Recession trapped many workers
with underwater mortgages. That is no longer the
case because technology has enabled many
workers to work efficiently from anywhere and
the net housing supply has shrunk as valuations
have steadily risen. Small businesses may benefit
from lower-cost lawyers, accountants, and
consultants who can still provide the same
services profitably at a lower cost without office
space.

Business Adaption in Response to Covid-19

Source: Future of Jobs Survey 2020, World Economic Forum.
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Short Rates Current Q1 2021 Q2 2021 Q3 2021
Fed Funds Range 0% - 0.25% 0% - 0.25% 0% - 0.25% 0% - 0.25% 0% - 0.25%
SOFR 0.10% 0.11% 0.12% 0.12% 0.12%
1M LIBOR 0.13% 0.16% 0.16% 0.17% 0.18%
Prime Rate 3.25% 3.25% 3.25% 3.25% 3.25%
S IFMA Muni Index 0.07% 0.10% 0.10% 0.11% 0.15%

Treasury Yields
2 year 0.14% 0.25% 0.35% 0.35% 0.40%
5 year 0.45% 0.65% 0.75% 0.75% 0.85%
10 year 1.08% 1.15% 1.40% 1.50% 1.75%
30 year 1.85% 1.85% 2.00% 2.25% 2.25%

LIBOR Swap Rates
2 year 0.21% 0.30% 0.45% 0.47% 0.55%
5 year 0.51% 0.70% 0.79% 0.85% 0.95%
10 year 1.07% 1.10% 1.40% 1.55% 1.80%
30 year 1.58% 1.60% 1.85% 2.10% 2.15%

Q4 2021

• The US economy is going to be hard to contain come June,
once vaccine availability frees up domestic leisure travel.
Inflation will keep rising, despite structural deflationary forces,
purely driven by the exuberance of a global population
wanting to revisit its humanity. Unemployment is likely to
contract to around 5.5%, a solid level by all historical measures,
and impressive considering the swiftness and depth of the
recession and related technological efficiencies discovered.
Wage pressures could emerge by Q4.

• The thin Democratic control in Washington, coupled with the
significantly embarrassing events last week for the Republican
party, points to measurable, if modest, legislative
advancements for the Biden-Harris administration. The
stimulative effects for businesses are likely to offset any tax
and regulatory headwinds in the near term.

• The US 10-year Treasury yield has already started a march off
the record low levels of 2020—we expect this to continue,
even if some headline risk or equity exhaustion create a mid-
year reversal. Other long-term interest rates follow suit, and
LIBOR swap spreads will reflate even as the market works
towards a SOFR-driven reality for 2022 and beyond. We
expect hedgers to have decent opportunities to buy protection
with caps or execute swaps over the first half of 2021 at least.
After that, rate markets may levitate a bit.

Our 2021 Rate Forecast

Please refer to the important information, disclosures and qualifications at the end of this material.



10Derivative Logic Is Here For You

Please refer to the important information, disclosures and qualifications at the end of this material.

Why Not Have Advice?

Our firm was established to empower borrowers who need to use interest rate and foreign exchange
derivatives—at least 8 out of 10 hedgers still fly blind without the proper advisory infrastructure on their
side. We are here for our clients with the guidance, live market data, pricing experience, and modeling tools
to help them make smart decisions about their loans and cash flows in 2021, no matter what changes come.

Please call us to discuss hedging your loan portfolio, current deals and foreign currency exposures, and above
all else, have a happy, healthy, and humble New Year!

Using Swaps as a Municipal Entity or for a Non-Profit?

Derivative Logic, Inc. is a registered SEC & MSRB municipal advisory firm and our team members have
passed the mandated FINRA Series 50 exam as licensed Municipal Advisor Representatives. We can perform
the role of a Designated Evaluation Agent (“DEA”) or a Qualified Independent Representative (“QIR”) for
Special Entities. We may also serve as an Independent Registered Municipal Advisor (“IRMA”) for for-profit,
not-for-profit, municipalities and obligated persons as necessitated by Dodd-Frank regulation. We are also
registered with the National Futures Association (“NFA”) as a regulated swap firm.
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Typical scenario for real estate borrowers, particularly over the last thirty years, is holding an above-market fixed rate loan. The threatening 
beast of rising interest rates has only reared its head for brief spurts, after which a crisis has emerged, and the Federal Reserve has stepped in 
with accommodative policy and a lowered Fed funds target rate. 

Even in our pandemic-centric world, predictions of a catastrophic decline in real estate assets across all sectors so far have not come to 
fruition.  A few main drivers:

• Equity tied up in commercial real estate letting owners take a wait and see approach
• Opportunity to restructure real estate assets for a post-pandemic era
• Interest rates, and the ability to refinance debt at lower interest rates

That’s where our new defeasance services come into play for borrowers. A recent example:

The potential for so much monthly pick-up is why we are seeing so many borrowers refinancing fixed-rate loans with pre-payment or 
defeasance costs baked into the process. While the process is convoluted, that’s why defeasance specialists like us are here to guide you in 
the process, with transparent flat rates. Give us a call for defeasance estimates or pre-payment scenario analysis.

A New Business Line for DL: Defeasance Services

Please refer to the important information, disclosures and qualifications at the end of this material.

Assumptions:

Loan Balance: $20,000,000 Loan Index Index Spread All-in Rate Monthly Payment
Credit Spread: 2.50% 1m LIBOR 0.15% 2.50% 2.65% $80,592
Term: 10 years 10-year Treasury 1.15% 2.50% 3.65% $91,491
Amortization: 30 years Existing Loan 5.50% $113,557
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Please refer to the important information, disclosures and qualifications at the end of this material.

Yield Maintenance

Defeasance Services

ISDA Negotiations

Valuation and Hedge 
Accounting Work

SERVICES

Interest Rate Cap Execution 
Services

Independent Derivative & Risk Advisors Providing Interest Rate, Currency and Commodity Hedging Expertise

Interest Rate Swap 
Advisory

Regulatory & Educational 
Seminars

HedgePRO SaaS 
Risk Management 
Technology



13Disclosure

Any projections, forecasts, opinions or estimates, including without limitation any statement using “expect” or “believe” or
“predict” or any variation thereof, contained in this document are forward-looking statements and are based upon certain current
assumptions, beliefs and expectations that Derivative Logic, Inc. considers reasonable or that the applicable third parties have
identified as such. Forward-looking statements are necessarily speculative in nature, and it can be expected that some or all of the
assumptions or beliefs underlying the forward-looking statements will not materialize or will vary significantly from actual results
or outcomes. Consequently, the inclusion of forward-looking statements herein should not be regarded as a representation by
Derivative Logic, Inc. or any other person or entity of the outcomes or results that will be achieved by following any
recommendations contained herein. While the forward-looking statements in this document reflect estimates, expectations and
beliefs, they are not guarantees of future performance or outcomes. Derivative Logic, Inc. has no obligation to update or
otherwise revise any forward looking statements, including any revisions to reflect changes in economic conditions or other
circumstances arising after the date hereof or to reflect the occurrence of events (whether anticipated or unanticipated), even if
the underlying assumptions do not come to fruition. Opinions expressed herein are subject to change without notice and do not
necessarily take into account the particular investment objectives, financial situations, or particular needs of any or all investors.
This report is intended for informational purposes only and should not be construed as a solicitation or offer with respect to the
purchase or sale of any security. Further, certain information set forth above is based solely upon one or more third-party
sources. No assurance can be given as to the accuracy of such third-party information. Derivative Logic, Inc. disclaims any liability
should the information or opinions contained in this or future documents change or subsequently become inaccurate. All
information is subject to change without notice. Past performance is never a guarantee of future results. All rights reserved.
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COMPANY NAME
1234 Long Beach

Los Angeles California

us@derivativelogic.com 415-510-2100 www.derivativelogic.com

Contact Us
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