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While 2021 brought amazing scientific innovations and tools to help us fight the COVID-19 pandemic, allowing much of the 

economy to get back to work, for the most part we are still not back to normal. Many lives have been lost since our last chat, while 

many millions more have been saved. Household wealth has expanded in many cases thanks to rising equity and home values, as 

well as government support, but ‘variants of concern’ knocked us back from a new normalcy, not once but twice, with Delta and now 

Omicron derailing our way of life. Though green shoots will emerge, enough clarity and kindness continue to be hard to generate or 

come by. 

 

However, a New year brings with it hope and a freshened perspective. A New year resets the counters, wipes the whiteboards, and 

collectively engages each of us to seeing a different end to each recorded day. But can our collective knowledge and humanity get 

us back to a world where we safely reunite in person to see each others’ smiling faces for work and play in this New year? 

 

Maybe! In the coming pages, we review our past predictions for the economy and interest rates in 2021, then we outline our 

forecast of short and long-term interest rates for the year to come. The year 2021 occasionally went according to plan. Interest rates 

and risk assets reacted like everything was fine most of the time, but too many times our behavior and daily activities were 

interrupted by the virus. 

 

Despite the up-shifting and flattening yield curve, inflation that has become a spectacle, and record corporate profit margins, we 

anticipate that 2022 will be the year of re-humanizing. A year where the general consensus for the virus and society come true, a 

year that may show better personal returns than financial returns, a year to bask in the rediscovery of genuine smiles, and maybe 

even flash one or two back in reply. 2022 may be what we thought 2021 could be - our best year! 
 

Health and happiness, 

The Derivative Logic Team 

 

 

 

 

 

 

Time Waits For No Man 

Please refer to the important information, disclosures and qualifications at the end of this material. 
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Short term rates performed as the Federal Reserve intended, in their accommodative, near-zero rate policy. Intermediate term rates 

started to price in Federal Reserve tightening in the face of ‘less than transitory’ inflation, pushing up the ‘belly’ of the curve faster 

than we anticipated. Long term rates stayed slightly lower than consensus as the Fed’s buying encouraged others. 

Let’s Not Dwell On 2021, For Long 

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



4 

Economic Reconstruction 

Massive, rapid recession unlike any we’ve ever seen, countered by 

massive, rapid direct government stimulus: net result, people getting 

paid to shut down. One Challenge of emergency relief – quantifying 

the need and deploying the right amount to meet that need. 

 

So how does it look in retrospect? Based on consumer and 

corporate savings rates, and record corporate profit margins driven 

by the resourcefulness of the marketplace to get work done 

remotely, it appears that some $2 trillion of excess stimulus has yet 

to be deployed back into the economy. However, we are not yet out 

of the woods with the pandemic (Omicron spreading, hospitals in 

crisis, more closures and cancellation of travel). So, the excess may 

still act as necessary aid to our citizens and businesses, as 

Washington seems gridlocked from here on the post-infrastructure 

bill, which has a decade-long stimulus horizon. 

 

As the chart shows, the economy is back near pre-pandemic GDP 

levels in total, employment (albeit of a smaller labor force) is almost 

full, and we have record goods demand driving the rapid rise in 

inflation (CPI). The fine print issues in those statements: (1) 

people are spending on what they can – namely goods that can be 

delivered to their homes and less on services (2) early retirements, 

Covid hesitation, and a lack of immigration have reduced the labor 

force by 3-4 million people, and (3) if we lose steam on the 

travel/leisure/dining rebirth with Omicron, goods inflation could 

definitely persist (or worsen if EM lockdowns curtail production).   

CPI (Core Inflation)                      GDP                           Unemployment Rate 

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

Source: Bloomberg 
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CORONAVIRUS YEAR 3: Vaccines Work 
 

Unfortunately, in 2021 the Covid death toll in the US more than doubled to over 800,000. Despite nearly 80% of the vaccine-eligible population in the US 

having at least one dose, the mutations of the coronavirus put us once again in a near-term pickle. The Delta wave was more easily spread and equally 

deadly, while Omicron is shaping up to be 5-10x more contagious than the original strain and able to infect the vaccinated and previously-infected. Even if 

less-severe outcomes are likely thanks to less lung-involvement in this variant, hospitals around the country could be overrun in January. The governor of 

Texas just requested emergency federal medical support – i.e. it’s a real problem. At a minimum, we expect an inability of schools and many businesses to 

staff with healthy workers for the next 6-8 weeks. Additionally, we don’t have a great grasp of the severity or long-term cost of Covid survival or the lingering 

symptoms of long Covid. Hence, Q1 is quickly shaping up to be messier than forecasted. We expect layoffs, lower GDP, and potentially more 

targeted goods inflation until the dawn of spring. However, the rest of the year could end up being what we thought 2021 would be – liberating. 

Themes That Will Impact Interest Rates 

Source: Worldometer Please refer to the important information, disclosures and qualifications at the end of this material. 
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Themes That Will Impact Interest Rates (cont’d) 

INFLATION: Demand Crushing Supply 
 

The most obvious manifestation of safety, comfort, and freedom in the internet-powered pandemic era has been the steady stream of cardboard boxes to 

our homes. We can’t spend on experiences and services as much as we would like. So we buy stuff, lots of stuff. The clogged ports of Los Angeles and 

Long Beach – they’re clogged because they’re running at 20-30% above 2019 levels – are evidence that supply can’t keep up with the goods demand. 

Without the will or ability to spend money on services, the US consumer has overrun the partially-closed and unprepared supply-side world. Goods 

inflation is certainly notably high, and depending on how you define ‘transitory’, within shouting distance of getting out of hand. 

 

While services prices drift lower, the Federal Reserve has taken notice and is ready to defend the dollar’s purchasing power if need be in 2022. Because 

the economy is strong enough to trade and hold government debt and mortgages without Fed buying, the Fed’s balance sheet will stop growing by the 

middle of spring. If Omicron is mercifully less disruptive, then hikes to the Fed funds target rate could come in the second half of 2022. But if Omicron’s 

worst scenario comes true and the economy weakens, how can they deal with inflation without raising rates? 

Please refer to the important information, disclosures and qualifications at the end of this material. 
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GOVERNMENT: Midterm Red Tide? 
 

Despite a promising start for new President Biden and the slim 

majority in both the House and Senate, excitement seems to be 

waning. Certainly the head fake of “Get your vaccine and then get 

back to normal” turning into Delta, Omicron, and boosters and a lack 

of testing apparatus has hurt morale and trust. Thus, redistricting 

challenges and declining confidence in the system itself present the 

scenario whereby Republicans are likely to take back Congress in 

2022, while waiting for another chance at the White House in 2024. 

Midterm elections have rarely benefitted the party that holds 

the White House over the last 80 years, as the chart highlights. 

 

While the infrastructure bill made in through the legislative gauntlet, 

and, over the next 10 years, will roll out on a variety of road, bridge, 

technology, and modern energy projects, the latest Covid burst and 

WV Senator Joe Manchin’s objections leave passage of ‘human 

infrastructure’ legislation in the Build Back Better bill unlikely at this 

point with midterms fast approaching. 

 

For interest rates, we assume the growing deficit will drive the trend 

for Treasury yields, and unless the Fed’s focus is forced to shift back 

to resurging joblessness or another economic crash, the front end of 

the curve will be driven higher by near-term inflation and the Fed 

funds rate. We assume tax policy is not likely to change in the next 

36 months. 

 

Themes That Will Impact Interest Rates (cont’d) 

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

Source: Brookings Institute 
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REAL ESTATE: No Doubt About It 
 

The availability of capital in 2021, digital trends, and the resiliency of businesses with office space helped commercial (and residential) real estate hold as 

a very attractive asset class. 2022 appears to present a continuation of this trend. In addition, the current inflationary outlook makes real estate an even 

more interesting investment. US GDP growth will likely end 2021 around 5%, and the coming year’s consensus is over 4%. With inflation projected to 

dissipate as soon as services industries become more available, most economists forecast steady returns for industrial and apartment properties, while 

remaining cautious on office, retail, and entertainment product types. If capitalization rates hold at ~4% above Treasuries (chart below), look out. 

Themes That Will Impact Interest Rates (cont’d) 

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

Real estate investors and lenders are dealing with the 

retirement of LIBOR more acutely in 2022 – new deals (loans 

and swaps/caps) won’t be able to price with that floating 

rate index from now on, and the 1-month and 3-month 

maturities only have about 18 months left for reliable usage. 

Term SOFR (1-month) and BSBY (Bloomberg’s floater, 

pronounced “biz-bee”) are the most common replacements we 

see at this time, but there can be some beneficial arbitrage for 

borrowers. So make sure to scrutinize deals closely. 
 

In 2021, our borrowers experienced a dramatic surge in the 

price of interest rate caps as the short end of the yield curve 

switched to pricing in Fed hikes and Treasury volatility rose. 

We expect that the market will switch primarily to SOFR in 

2022 and that loan competition will increase. This competiton 

will drive lenders to ease the tightness of their required rate 

cap strikes. The increased use of SOFR will enhance market 

liquidity for the index, enabling dealers to tighten cap pricing. 

As a cumulative result, we see the net expense for cap 

purchasers leveling off in the new year. 
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Short Rates Current Q1 2022 Q2 2022 Q3 2022 Q4 2022

Fed Funds Range 0% - 0.25% 0% - 0.25% 0% - 0.25% 0.25% - 0.5% 0.5% - 0.75%

SOFR 0.05% 0.15% 0.20% 0.40% 0.60%

1M LIBOR 0.11% 0.16% 0.22% 0.51% 0.72%

Prime Rate 3.25% 3.25% 3.25% 3.50% 3.75%

SIFMA Muni Index 0.10% 0.10% 0.14% 0.33% 0.60%

Treasury Yields

2 year 0.73% 0.60% 0.75% 1.00% 1.25%

5 year 1.26% 1.15% 1.40% 1.60% 1.80%

10 year 1.51% 1.35% 1.60% 1.80% 2.00%

30 year 1.90% 1.75% 2.05% 2.25% 2.45%

SOFR Swap Rates

2 year 0.77% 0.65% 0.80% 1.05% 1.30%

5 year 1.20% 1.18% 1.45% 1.65% 1.90%

10 year 1.40% 1.30% 1.60% 1.85% 2.10%

30 year 1.54% 1.45% 1.85% 2.10% 2.40%

• FROM OUR 2021 Forecast: The US economy is going to be 

hard to contain come June…seems about right this time 

around. Inflation has potentially peaked in Q4. Unemployment 

declined faster than the rosiest expectations in 2021 and has 

room to drop more even as the labor force grows. Labor cost 

pressures will be stickier, but they haven’t really kept up with 

global growth in the past 30 years.  

 

• We expect short term rates to follow the Federal Reserve’s 

reflation efforts and rise with 25-basis point rate hikes in Q3 

and Q4. Omicron will be just impactful enough to push 

additional hikes into 2023. 

 

• Apart from some Q1 jitters around latent inflation prints, some 

jobs reports that could disappoint, and a final Covid blow-off, 

we see 2022 bringing a rare parallel shift to the Treasury curve. 

The expectation for 50 bps increase is so strong in our minds. 

However, longer-dated maturities will see short-term 

choppiness through the first half with uneven data prints. 

Ignore the flashy headlines, stay focused on the longer-term 

data trends, and avoid much in the way of dramatic yield 

movements. 

 

• Note we have retired our LIBOR swap rates from the forecast – 

SOFR is the winner for now in the floating rate replacement 

game. SOFR swaps have some interesting liquidity dynamics 

currently at play, with negatives spreads beyond the 3-year 

point, but we expect those to dissipate this year as adoption of 

the index and associated term SOFR products broadens. 

 

Our 2022 Rate Forecast 
 

Please refer to the important information, disclosures and qualifications at the end of this material. 
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Derivative Logic - 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—the majority of hedge users still fly blind without the proper advisory on their side. We are here for 

our clients with the guidance, live market data, structuring and pricing expertise, and modeling tools to help them 

make smart, informed decisions for their loans and cash flows in 2022. In their fine print, banks tell you to get 

advice from people like us. There must be a reason! 

 

Please call us to discuss hedging your loan portfolio, current deals and foreign currency exposures, and above all 

else, have a happy and healthy New Year! 

 

Using Swaps as a Municipal Entity or as 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 and Series 54 exams for Municipal Advisor Representative and Municipal Advisor 

Principal, respectively. We can act as Designated Evaluation Agent (“DEA”) or a Qualified Independent 

Representative (“QIR”) for clients.  We may also serve as an Independent Registered Municipal Advisor (“IRMA”) 

for not-for-profits, municipalities, and Obligated Persons as necessitated by Dodd-Frank regulation. We are 

registered with the National Futures Association (“NFA”) as a regulated swap firm. 
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Services We Provide 

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 Services 

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 
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Disclosure 

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 


