
4‐Letter Word with an “F”?
Originally pinned with the acronym, “BTFR”, but the 
Fed changed it, in fear that it would be nicknamed 

“ButtFur” – or, worse… (hint: Broad Treasury Funding Rate)

SOFR
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<700 Days til LIBOR is HISTORY: 
“I Trade Mortgages! Why Do I Care?”

• OAS– no idea. Can’t be calculated with 
no SOFR Option Vol Surface

• Overtly Impacted: Resi ARMs, CLOs, 
Spread Levels for DUS, Freddie K, GPLs, 
etc. etc. etc.

• “Waste No Crisis!” Opportunity for 
those who are ready
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“Dude, You Showed Us This Slide Last Year!” Uh, Yeah,
SOFR is Still Just Treasury G/C Repo Repackaged

A Hybrid of ‘G/C’ ‘O/N’ Rates
• Overnight Treasury G/C  Rate

• BoNY Triparty Repo
• GCF/DTCC Repo
• FICC‐Cleared Bilateral Repo
“All transactions with rates below the 

25th volume‐weighted percentile rate 
within this data set will be removed, to 
reduce the impact of specials …” FRBNY

SOFR pub time: (approx.): 8:30 a.m. ET based on the PRIOR day’s trading activity
Source: FRBNY

© 2020 RJ O’Brien & Associates. All rights reserved.     3



SOFR Is NOT Going Away– LIBOR Is: SOFR Term 
Rates (EDSF<Go>) & Futures Execution (EMSX)

Bloomberg’s EDSF Screen SOFR Futures Now Exceed $1 Trillion
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To SEE the SOFR Curve: Annualize LIBOR Swaps, Convert Via 
OIS Basis Swap, & Then Convert Via OIS:SOFR Basis Swap

Nobody is watching SOFR yet 
(cuz it’s a nightmare to calc): 
100*(100*(‐LIswap/100+(((1+((1+((((1+LIswap/100*(360/365)/2)^(2/4)‐1)*4)‐
LI_OISbasis/10000)/4)^4‐1)/360)^90‐1)*4)))‐OIS_SOFRbasis

Things to know (probably):
• Rather SHORT SOFR than Treas
• Less Curve Roll Up for SOFR
• Less Carry (more neg carry) for 
SOFR

• Rather be LONG Treas than SOFR
• For hedging IO or MSR

© 2020 RJ O’Brien & Associates. All rights reserved.     5



LIBOR (TERM: Visible but Questionable) vs. 
SOFR (TERM: Calculable & Prove‐able)
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The Next Birthplace of Scandals & Frustration:
LIBOR’s Un‐Hedge‐Able TERM RATE Accuracy

© 2020 RJ O’Brien & Associates. All rights reserved.     7



Does SOFR “Work”?  Swap Short‐Maturity Fannie Mae 
Floaters to Fixed – OR – Fixed into Floaters (FNMA Descrip: Bloomberg)

EITHER WAY, FANNIE trades +7.5 bps to SOFR out to 10/30/20– No Arbitrage (unlike last year)!
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Bloomberg BVAL STILL Doesn’t Calculate SOFR 
Correctly Past About a Year. FHLB Float 3/12/21

SOFR Fixed to 3/12/21 @ 1.382%
Floater Coupon SOFR + 11.5
→ Yield 1.497%
→ Eh, not 1.67% ~ish

FHLB Identical‐Maturity FIXED Security @ 1.423%
→ Fixed a bit RICH to Swapped SOFR Floater
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Freddie K‐F73 – SOFR FLOATER–
Goofy Structure Indicative of Challenges

Will Trade Like a 1mo‐Fixed into Forward Floater (adds price vol)
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Growing AMERIBOR: Trades $2bb per Day. 
Shrinking LIBOR: Trades $500mm per Day. 

AMERIBOR (Green) versus IOER (Red)

*In addition to the 174 AFX Members, there are more than 
1,000 downstream banks through AFX’s correspondent bank 
lending program. 
The American Financial Exchange opened on December 11, 2015

© 2020 RJ O’Brien & Associates. All rights reserved.     11



AMERIBOR May Be Best Choice For CLO 
Benchmark Replacement
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SOFR is U.S Govt Credit. In Stress, SOFR Rates DECLINEWhile 
Rates & Risk to Lenders/Security‐Holders INCREASE 
(Bogus scaling due to SOFR spike on 9/17/19)
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In Extreme Duress, CREDIT often Eclipses Rate 
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IG Credit, Across Credit 
Slices, Is HIGHLY Correlated
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WHY IG Credit Vs Mortgage Risk?
Think: “Credit‐Less Benchmark” Needs It Added

• Resi Mortgage OAS Influencers:
• Credit
• Volatility

• Since SOFR is Treasury Credit and 
Ameribor is Fed‐Wrapped Bank 
Credit, non‐bank warehouse lines 
will adjust to: 
{Benchmark} + {Credit} + X

• Any Institution Can TRADE IG 
Credit as a Futures Contract
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Whether SOFR, AMERIBOR or Treasury—
CREDIT Must Be Monitored & Traded A La Carte
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DISCLAIMER
This material has been prepared by a sales or trading employee or agent of R.J. O’Brien and is, or is in the nature of, a
solicitation. This material is not a research report prepared by R.J. O’Brien’s Research Department. By accepting this
communication, you agree that you are an experienced user of the futures markets, capable of making independent trading
decisions, and agree that you are not, and will not, rely solely on this communication in making trading decisions.

DISTRIBUTION IN SOME JURISDICTIONS MAY BE PROHIBITED OR RESTRICTED BY LAW. PERSONS IN POSSESSION OF THIS
COMMUNICATION INDIRECTLY SHOULD INFORM THEMSELVES ABOUT AND OBSERVE ANY SUCH PROHIBITION OR
RESTRICTIONS. TO THE EXTENT THAT YOU HAVE RECEIVED THIS COMMUNICATION INDIRECTLY AND SOLICITATIONS ARE
PROHIBITED IN YOUR JURISDICTION WITHOUT REGISTRATION, THE MARKET COMMENTARY IN THIS COMMUNICATION
SHOULD NOT BE CONSIDERED A SOLICITATION.

The risk of loss in trading futures and/or options is substantial and each investor and/or trader must consider whether this
is a suitable investment. Past performance, whether actual or indicated by simulated historical tests of strategies, is not
indicative of future results. Trading advice is based on information taken from trades and statistical services and other
sources that R.J. O’Brien believes are reliable. We do not guarantee that such information is accurate or complete and it
should not be relied upon as such. Trading advice reflects our good faith judgment at a specific time and is subject to
change without notice. There is no guarantee that the advice we give will result in profitable trades.
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