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Today’s Topics

1. Market Color 
2. Rates & Easing Cycles 
3. Potential Impact on CU’s
4. Strategic Focus
5. What to Avoid 
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Section 1
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Market Color



US Agency Bullet 
Yields

4Source: Bloomberg

US Treasury Yields
Friday, October 10th



Historical Look at the 10 YR UST Yield &
the FED Funds Rate (upper bound)
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Source: Bloomberg

LOW = 0.507% AUG 2020



Technical Analysis
Fibonacci Retracement
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Fibonacci Retracement

Fibonacci retracement is a Technical Analysis 
technique used to identify potential levels of support 
and resistance in a market trend. 

It is based on the idea that markets will often retrace 
a predictable percentage of a move.
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Technical Analysis

8

Source: Bloomberg

Fibonacci 
Retracement

10YR UST



Part 2
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Rates & Easing Cycles
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Interest-Rate 
Perspective

For Illustrative Purposes
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FED Tightening Cycle
MAR 2022 – JUL 2023 

Source: Bloomberg



Current FED Cycle
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EASING

Source: Bloomberg



The FED’s Mandate

The FED has two jobs:

• Keep prices under control | manage Inflation
• Keep the labor market strong | minimize Unemployment
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Dovish
Rates Down

• Job market shows 
more weakness

• Unemployment 
continues to move 
higher

• Inflation remains 
manageable

Hawkish
Rates Up/Same

• Inflation surprise to 
the upside

• Surprising uptick in 
economic strength
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Job market weakness AND Rising Inflation
Stagflation



Three Fed Fund Indicators to watch:
1. The Fed Dot Plot
2. Current 2-Year UST Yield
3. World Interest Rate Probability
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Where could Fed Funds go from here…
The Potential Path of Rates



The DOTS
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Target Rate | 
Median
3.635%

Source: Bloomberg



The DOTS
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Source: Bloomberg
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Source: Bloomberg

US Treasury Yield Curve

2 Year US Treasury 
Yield:
3.524%

Current FED Funds 
Effective Rate = 4.10%

~55 Bps lower 

The 2YR UST is highly sensitive to FED Monetary Policy.  It can be thought of as the 
market’s consensus forecast of the average FED funds rate over the next couple of years.
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Source: Bloomberg

Bloomberg 
Interest Rate 
Probability 
(WIRP)

DEC 2025:
~1x 25 BP Cuts
-25 Bps
Implied O/N Rate
3.62%

DEC 2026:
~4x 25 BP Cuts
-100 Bps
Implied O/N Rate
2.93%

Current Implied Rate = 4.097%



Part 3
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Impact on CU’s



So, what might happen if the FED 
continues the Easing Cycle?
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22

Asset Composition

Source: Callahan & Associates
For Illustrative Purposes Only
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Investment Portfolio Maturities

Source: Callahan & Associates
For Illustrative Purposes Only

Cash + < 1YR = 53.7%

Cash + < 1YR = 52.3%



Interest Income
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Source: BloombergSource: Callahan & Associates
For Illustrative Purposes Only



Yield on Earning Assets

25

Source: BloombergSource: Callahan & Associates
For Illustrative Purposes Only



Cash Will Reprice FAST…

26*For Illustration Purposes



The Other Side of the 
Balance Sheet
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Cost of Funds
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Source: BloombergSource: Callahan & Associates
For Illustrative Purposes Only
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Share Composition

Source: Callahan & Associates
For Illustrative Purposes Only

MM + Certs = 44.4% MM + Certs = 42.1%



Part 4
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strategy Focus



Strategic Focus
Yield Protection | Income Protection 
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Yield Enhancement
Positive Convexity | “Engineered Convexity”

What to Avoid
Staying Too Short 
Callable Bond Trap
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Strategic Focus

*For Illustration Purposes

Yield Protection Yield Enhancement Positive*  Convexity | NEW
This strategy focuses on buying bonds 
that will have consistent yield 
performance regardless of interest rate 
movements.
Highest Coupon under PAR!

Lock in Yield!

This strategy focuses on bonds that have 
the potential to outperform their current 
yield projection in the event that rates 
move lower over the next 6-18 months. 

Move down the coupon stack for a 1.5-3 
point discount

Monthly income can increase as 
Treasury Yields drop!

Strategically add deeply discounted 
and/or bullet-alternative securities to the 
portfolio that have positive or *near-
positive convexity. 

Using optionality in our favor!

This will provide significant potential 
price appreciation in the event that 
interest rates fall.



The Bond Market Deli-Tray
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Source: Bloomberg

US TREASURY CPN MTY YTM
2 YEAR 3.500 9/30/2027 3.524
3 YEAR 3.500 10/15/2028 3.533
5 YEAR 3.625 9/30/2030 3.647
AGCY BULLETS CPN MTY YTM Spread
2 YEAR 0.750 10/8/2027 3.510 -1.4 bps
3.1 YEAR 3.250 11/16/2028 3.550 1.7 bps
4.8 YEAR 0.875 8/5/2030 3.680 3.3 bps
INSURED BANK CD's MTY CALL  YTM Spread
2 YEAR Multiple Issuers Bullet 3.500 -2.4 bps
3 YEAR Multiple Issuers Bullet 3.600 6.7 bps
5 YEAR Multiple Issuers Bullet 3.750 10.3 bps
AGCY CALLABLES CPN MTY Call Protection YTM Spread
2 YEAR 2-NC3MO  INC 4.050 10/8/2027 0.2 YRS 4.050 52.6 bps
3 YEAR 3-NC6MO BERM 4.000 10/17/2028 0.5 YRS 4.000 46.7 bps
5 YEAR 5-NC3MO BERM 4.250 10/15/2030 0.3 YRS 4.250 60.3 bps
MBS CPN WAL | WAL +300 WAC BASE Spread
15 YEAR 15YR MBS Pool 4.500 5.2 | 6.6 5.47 4.450 80.3 bps
15 YEAR 15YR MBS Pool 4.500 6.4 | 8.6 5.43 4.520 87.3 bps
FIXED-RATE CMO CPN WAL BASE | +300 WAC BASE Spread
CMO SEQ 4.750 4.2 | 7.47 6.90 4.810 116.3 bps



The CU Bond Complexity Universe
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AGCY 
Callable 

PAR

AGCY 
Bullets

UST’s

MUNI
CORP
BKNT

AGCY 
MBS

AGCY 
CMO

SBA

PAR
CD’s

Non
AGCY 
MBS

Secondary
AGCY

Callable 

Mutual 
Fund

For illustrative purposes only



MBS Cash Flow
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Individual Residential Mortgage are 
Pooled into a Bond

Individual Borrower Mortgages 
Monthly P&I Payments

P & I Flows thru to the MBS 
Holders

*For Illustration Purposes



Loan Vs. 
Investment 
Cash Flow
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P&I from Loans…
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Month
CAR/ Term 

Loan LOC
Mortgage 

Loans
Balloon 
Loans

1 P&i I p&I I
2 P&i I p&I I
3 P&i I p&I I
4 P&i I p&I I
5 P&i I p&I I
6 P&i I p&I I
7 P&i I p&I I
8 P&i I p&I I
9 P&i I p&I I
10 P&i I p&I I
11 P&i I p&I I
12 P&i I p&I I

…
.

…
.

…
.

…
.

…
.

48 P&i I p&I P
Balance 0 P p&I 0

…
.

P&iYear 12

*For Illustration Purposes


Loan P&I

		Month		CAR/ Term Loan		LOC		Mortgage Loans		Balloon Loans

		1		P&i		I		p&I		I

		2		P&i		I		p&I		I

		3		P&i		I		p&I		I

		4		P&i		I		p&I		I

		5		P&i		I		p&I		I

		6		P&i		I		p&I		I

		7		P&i		I		p&I		I

		8		P&i		I		p&I		I

		9		P&i		I		p&I		I

		10		P&i		I		p&I		I

		11		P&i		I		p&I		I

		12		P&i		I		p&I		I

		….		….		….		….		….

		48		P&i		I		p&I		P

		Balance		0		P		p&I		0

								….

				Year 12				P&i





Investment P&I

		Month		Bullet Maturity		Callable Bond #1		Callable Bond #2		Callable Bond #3		MBS

		1										p&I

		2										p&I

		3						(P?)				p&I

		4										p&I

		5										p&I

		6		I		I (P?)		I (P?)		I (P?)		p&I

		7								(P?)		p&I

		8								(P?)		p&I

		9						(P?)		(P?)		p&I

		10								(P?)		p&I

		11								(P?)		p&I

		12		I		I (P?)		I (P?)		I(P?)		p&I

		….		….		….		….		….		….

		48		P		(P?)		(P?)		(P?)		p&I

				0		0		0		0		p&I

						NC 6MOS SEMI		NC 3MOS QRTLY		NC 6MOS ANYTIME







P&I from Bonds…
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Month
Bullet 

Maturity
Callable 
Bond #1

Callable 
Bond #2

Callable 
Bond #3 MBS

1 p&I
2 p&I
3 (P?) p&I
4 p&I
5 p&I
6 I I (P?) I (P?) I (P?) p&I
7 (P?) p&I
8 (P?) p&I
9 (P?) (P?) p&I
10 (P?) p&I
11 (P?) p&I
12 I I (P?) I (P?) I(P?) p&I

…
.

…
.

…
.

…
.

…
.

…
.

48 P (P?) (P?) (P?) p&I
0 0 0 0 p&I

NC 6MOS 
SEMI

NC 3MOS 
QRTLY

NC 6MOS 
ANYTIME

*For Illustration Purposes


Loan P&I

		Month		CAR/ Term Loan		LOC		Mortgage Loans		Balloon Loans

		1		P&i		I		p&I		I

		2		P&i		I		p&I		I

		3		P&i		I		p&I		I

		4		P&i		I		p&I		I

		5		P&i		I		p&I		I

		6		P&i		I		p&I		I

		….		….		….		….		….

		48		P&i		I		p&I		P

		Balance		0		P		p&I		0

								….

				Year 12				P&i





Investment P&I

		Month		Bullet Maturity		Callable Bond #1		Callable Bond #2		Callable Bond #3		MBS

		1										p&I

		2										p&I

		3						(P?)				p&I

		4										p&I

		5										p&I

		6		I		I (P?)		I (P?)		I (P?)		p&I

		7								(P?)		p&I

		8								(P?)		p&I

		9						(P?)		(P?)		p&I

		10								(P?)		p&I

		11								(P?)		p&I

		12		I		I (P?)		I (P?)		I(P?)		p&I

		….		….		….		….		….		….

		48		P		(P?)		(P?)		(P?)		p&I

				0		0		0		0		p&I

						NC 6MOS SEMI		NC 3MOS QRTLY		NC 6MOS ANYTIME







UST | AUG 2028
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Source: Bloomberg



FHR 5516 HG
Projected Cash Flow (Base Case) 
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Source: Bloomberg



FHR 5516 HG
Projected Cash Flow (Base Case) 
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Source: Bloomberg



Part 5
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What to Avoid
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What to Avoid
Staying Too Short 
Callable Bond Trap



Insured Bank CD’s
May 30, 2024
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For Illustrative Purpose Only

“1YR… No Brainer!”



A Year Later… 
Our CD Matures
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For Illustrative Purpose Only



Rates are lower now… 
Should we have locked-in yield for longer?
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4.589% 4.589% 4.589% 4.589% 4.589% 4.589%
45,890 45,890 45,890 45,890 45,890 229,450

1YR CD
5.257% 4.125% 4.125% 4.125% 4.125% 4.351%
52,570 41,250 41,250 41,250 41,250 217,570

Difference 6,680 (4,640) (4,640) (4,640) (4,640) -11,880
-23.8 Bps

1,000,000

1,000,000

5-YR CD

5YR CD

For Illustrative Purpose Only
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The 
Callable 
Bond 
Trap



Beware… 
Getting Caught in the “Callable Bond Trap” due to 
Overreliance on New Issue Callable 
Bonds/CD’s/Step-Up Bonds

Result: Chasing the initial higher yield results in 
lower income in a falling rate environment
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January 2025… 
Let’s lock in some Yield!

Source: Bloomberg
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June 2024… 
Let’s lock in this 5.80% Yield to Maturity

Source: Bloomberg
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January 2025… 
Let’s lock in some Yield!

Source: Bloomberg
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Our Bond was called on 
07/22. No worries, we’ll 
get another one… Let’s 
see what’s available…

Now that 
same/similar  
structure is
50 bps lower.

Source: Bloomberg
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Potential negative impact on earnings 
from loss of coupon…

For Illustrative Purpose Only

 Year 1  Year 2  Year 3

-0.50% $500,000 -$2,500 -$5,000 -$7,500

-0.50% $1,000,000 -$5,000 -$10,000 -$15,000

-0.50% $2,500,000 -$12,500 -$25,000 -$37,500

-0.50% $5,000,000 -$25,000 -$50,000 -$75,000

-0.50% $10,000,000 -$50,000 -$100,000 -$150,000

Amount
Loss of 
Coupon

Income Loss



54

How long do we get to keep this one?

First Call Date
01-30-2026

Source: Bloomberg



The “Callable Bond” Trap

Called / Reinvest Lower

Called / Reinvest Lower

BOTTOM

Not Called

Not Called

Not Called

5YR UST Yield
Source: Bloomberg

Buy



56*For Illustration Purposes

The Impact of Yield…
Monthly Annual 2-YRS 3-YRS 4-YRS 5-YRS

1,000,000 0.25% 208 2,500 5,000 7,500 10,000 12,500
1,000,000 0.50% 417 5,000 10,000 15,000 20,000 25,000
1,000,000 0.75% 625 7,500 15,000 22,500 30,000 37,500
1,000,000 1.00% 833 10,000 20,000 30,000 40,000 50,000
1,000,000 2.00% 1,667 20,000 40,000 60,000 80,000 100,000

Amount Invested
Yield Pick 

Up
Protecting-Enhancing Yield  | Income Impact

Monthly Annual 2-YRS 3-YRS 4-YRS 5-YRS
2,500,000 0.25% 521 6,250 12,500 18,750 25,000 31,250
2,500,000 0.50% 1,042 12,500 25,000 37,500 50,000 62,500
2,500,000 0.75% 1,563 18,750 37,500 56,250 75,000 93,750
2,500,000 1.00% 2,083 25,000 50,000 75,000 100,000 125,000
2,500,000 2.00% 4,167 50,000 100,000 150,000 200,000 250,000

Amount Invested
Yield Pick 

Up
Protecting-Enhancing Yield  | Income Impact

Monthly Annual 2-YRS 3-YRS 4-YRS 5-YRS
5,000,000 0.25% 1,042 12,500 25,000 37,500 50,000 62,500
5,000,000 0.50% 2,083 25,000 50,000 75,000 100,000 125,000
5,000,000 0.75% 3,125 37,500 75,000 112,500 150,000 187,500
5,000,000 1.00% 4,167 50,000 100,000 150,000 200,000 250,000
5,000,000 2.00% 8,333 100,000 200,000 300,000 400,000 500,000

Amount Invested
Yield Pick 

Up
Protecting-Enhancing Yield  | Income Impact



The securities mentioned in this commentary may not be suitable for all types of investors. It does not take into account 
the investment objectives, financial situation or specific needs of any particular client of Oppenheimer. Recipients should 
consider the commentary as only a single factor in making an investment decision and should not rely solely on its content 
as a substitution for the exercise of independent judgment of the merits and risks of investments. No representation or 
warranty, express or implied, is made regarding future performance of any security mentioned in this commentary. The 
price of the securities mentioned in this commentary and the income they may produce may fluctuate and/or be adversely 
affected by market variables, and investors may realize losses on investments in such securities, including the loss of 
investment principal. Floating rate strategies/securities can have prepayment & premium risk which can impact yield and 
average life of the investment. 

The information and statistical data contained herein have been obtained from sources which we believe to be 
reliable. Past performance is not indicative of future results and we do not undertake to advise you as to any change in 
figures or our views. Oppenheimer & Co. Inc. (“Oppenheimer”), including any of its affiliates, officers or employees, 
does not provide legal or tax advice. 

© 2025 Oppenheimer & Co. Inc. Transacts Business on All Principal Exchanges and Member SIPC. #8483633.1

Important Disclosures
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