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Previously on…(2022 recap)

• “Its transitory! … Ok, so maybe its not transitory.”
• No new LIBOR

• Adoption of new risk free rates (SOFR, ESTR, SONIA, TONA, 
SARON)

• SFA I-curve guidance announcement…huh?
•Where’d the liquidity go?
• Get me some vol!

• Bear markets & spreads blowout
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“It’s transitory” didn’t age so well…

• Global policy makers forced into hyper damage control

• Fed hiked at eight consecutive meetings (6 jumbo hikes ’22)
• Strong US labor market and healthy consumer

• How long?  Recession or soft landing?

• Intersection 12-month T-bill, Effective Fed Funds rate, & 
Implied Terminal FF Rate

• China reopening, escalation in Ukraine, End of US COVID-19 
Emergency Declaration, Debt Ceiling, or disputes over Taiwan
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12m T-bill, EFFR, and Implied Terminal EFFR
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Inflation fight overshadows IBOR transition

• Is No new LIBOR working?

• Still over $2.5T USD 
LIBOR per month in 2H22

• 88-90% of this volume is 
related to short-dated 
Single Period Swaps 
(SPS)

• Trending in right 
direction

Source: Clarus Financial Technology
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Adoption of RFR (full year review)

• ISDA-Clarus RFR 
Adoption Indicator 
rose to a monthly 
average of 45.3% in 
2022 compared to 
16.4% in 2021

Source: ISDA-Clarus RFR Adoption 
Indicator
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Adoption of RFR (continued)

• Another indicator: Short-term Interest Rate (STIR) futures
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Adoption of RFR (continued)
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Adoption of RFR (summarized)

• No new LIBOR…was it successful??
• RFR are here to stay

• Term SOFR marketplace developing

• Improvements are needed

• Introducing systemic risks via untradeable basis

• No viable credit sensitive rate (CSR) replacement…yet
• CSR heir TBD: Ameribor, BSBY, ICE Bank Yield Index
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New Benchmark for Structured Products

• April 5th, 2022:  SFA announces new benchmark advice

• “Industry consensus”
• Virtually untradeable without infinite access UST repo

• Easier solution: Use STIR & UST futures to hedge i-curve

• Effectively target points on the UST curve

• Passthrough with multiple eligible CUSIPs for delivery 

• Avoid risk of individual CUSIPs going on special
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Eligible CUSIPs for Delivery (5Y Note Fut.)
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Manage I-Curve Risk: SOFR + UST Futures

• First 12-18 months from using SOFR STIR futures

• UST Futures on the rest of the curve

• Improve curve precision using Eris SOFR swap futures

• Every trader weighs the need for hedge granularity.

•Match Maturity/Curve Risk. Match desired % DV’01. Match 
Index.

• Example:  GN AC3667
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Manage I-Curve Risk: SOFR + UST Futures
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Manage I-Curve Risk: SOFR + UST Futures

•Matched amortizing duration hedge illustration 

Screenshot of risk graph from RJO FIG’s proprietary HedgeBuilder software
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Manage I-Curve Risk: SOFR + UST Futures

• “I’m in the business of moving, not parking!”
Eris SOFR swap futures: bullet hedge

Screenshot of risk graph from RJO FIG’s proprietary HedgeBuilder software



16

Where’d all the liquidity go?

•Market participants reported poor liquidity for most of 2022

• Bid/Ask spreads widened but only modestly*

• Real frustration was with the depth of market in orderbook

• Price impact to aggress on $100mm averaged 0.5, 1.0, and 1.5 
32nds of a point on OTR 2yrs, 5yrs, and 10yrs respectively

• Biggest buyer exited mid-year
* When compared to 2019-2021 markets but excluding March 2020

Source: “How Liquid Has the Treasury Market Been in 2022?” –Liberty Street Economics and NY Fed
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Where’d all the liquidity go? (continued)
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Where’d all the liquidity go? (continued)

Source: SIFMA
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Where’d all the liquidity go? (continued)

Source: CME Group
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Where’d all the liquidity go? (continued)

• UST Sec ADV -2% vs UST Futs ADV +7% YoY

• UST futures liquidity suffered but less so. Why?

• Advantages of futures contracts for improved liquidity
• Commoditization concentrates liquidity

• Better leverage for outright risk (credit buy up)

• Democratize all-to-all marketplace

• Basis trading

• Offsetting risk against other listed and OTC cleared positions at CME Group
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Where’d all the liquidity go? (continued)

Source: CME Group
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Get me some vol!

• Sustained elevated 
volatility in 2022

• Back to the future(s)

• Trade rate vol using 
options on UST futures

• Hedge OAS and spreads
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Get me some vol! (continued)

• Agency CMBS OAS vs
3m ATM TY Implied Vol

• *** iVol Lead Spreads *** 

(hint: trade options)
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Bear markets & spreads blowout

• iBoxx iShares Corp Bond Index Futures

• One-stop shop: duration and spread

• Same underlying index as LQD and HYG

• Similar leverage as TRS but no ISDA required
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Next on…(what’s new in 2023)

• CME 30Y UMBS futures aka TBA futures

• ICE APR Confirming and Jumbo futures aka Rate Lock futures

• CME launching portfolio margining for Eris SOFR swap futures

• RJO opens cash broker/dealer, RJO Securities
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CME 30Y UMBS futures

• CME expects same benefits of the UST (futures) passthrough 
market for TBA market

• Over 2,200 contracts ($220M) have traded in first month, with 
participation from dealers, hedge funds, asset managers, 
mortgage firms, and prop trading firms

• Offsetting risk margin (non-bank levered finance firms)

• Is FINRA rule 4210 exemption expiring?
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Rate Lock Futures: Primary Rate Instrument

•Monthly, 6-months forward
• $50/future constant DV’01 (non-convex)
• Longs Hedge:
• Resi IO, MSR
• High Coupon Refi Risk

• Shorts Hedge:
• Low coupon, positively convex spec pools
• Cheat TBA drop

• Spreads for Mort:Treas basis exposure 
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Rate Lock Futures: Primary Rate Instrument
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CME Clearing: Eris SOFR Portfolio Margining

• Unlocks much needed liquidity on longer maturities

• Access to large balance sheet

•More participants entering the market

• Capital efficiency for basis trading vs cash
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Futures use at the Institutional Level

• If you’re in this room, futures are likely useable

• Most primaries use for own risk management

• Any institution with visible, audited financials can typically access 
the futures markets via a ‘futures dealer’ (FCM) like RJ O’Brien
• Get Derivative leverage with lower capital (“Init Margin”) at the cost 

of ‘truing up’ wins/losses at next business day (like repo lines)

• No ISDA or intensive credit review

• Exchanges set risk thresholds

• Most futures trades can be executed through Bloomberg (if desired) 
and tickets and positions passed directly into TOMS for risk offset
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What’s in the Arsenal? (Let’s recap)
• Risk Free / Core Rate Hedge 

Instruments
• Treasury Futures: 2y, 3y, 5y, 7y, 

10y, 15y, 20y, 30y

• SOFR Swap Futures: 1y-5y, 7y, 
10y, 30y

• SOFR 1mo & 3mo STIR Futures
• 1mo: 1-13mos fwd, monthly

• 3mo: 3mo-7y fwd, quarterly

• Fed Funds Futures, monthly for 
24 months

• Spread & “Spread + Duration” 
Instruments
• Options on Treasury and SOFR 

STIR Futures

• ICE Primary Rate Resi Mort Futs

• CME TBA Futures (2ndary Resi 
Rate)

• VIX Futures

• CBOE CFE IBOXX Futures
• IG and HY
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RJO Securities

• Adding UST team

• Trading to commence soon

• RJO felt a need to better serve our existing customers

• Give them a warm welcome

• Trade OTC swaps
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Any Questions?
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Thank you!
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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.


