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LIQUIDITY

Exchange Cleared

Liquidity vs. Credit: Why Futures are the 
Universally Accessible Derivative Market

CREDIT

OTC Counter-Party

à “Credit” in futures is neutralized by 
Initial Margin (same for all) and 

reset by 2-way, next biz day 
Variation Margin

à Abt 3 days to open an account

à ISDAs and significant credit evaluation. 

Still subject to threshold margin calls 

for variation– often NOT 2-way.

à Account opening is measured in 

months or quarters
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Market Extension: It’s not just 10s and 
Bonds Anymore!

# of Contracts Open

1 month of Fed Funds 2 years 1.95mm Ol

1 month of SOFR futures 1 year+ 1.48mm Ol

3 month of T-Bill futures 2 years 3.8K Ol

3 month of SOFR futures 3 months - 7 years 10.14mm Ol

Treasury 2 year, 3 year, 5 year 10.46mm Ol

ERIS 1 - 5 years 240K Ol

ERIS NOW WITH CROSS-MARGINING!
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Best Execution: OTC 2yr Swap vs 2yr Swap
ERIS SOFR Futures vs. OTC 2yr SWAP Source: CME 
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Eris SOFR Margin up to 64% lower than 
Cleared Interest Rate Swaps
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Two Relatively New Resi Mort Futures: 
Primary (Rate Lock) and Secondary (TBA)

RL Futures (ICE and CME): Good proxy for Premium TBA without squeeze risk
• Another basis to exploit

• Better product for portfolio, rel val or risk manager than trader

• Cash Settled on TBA SIFMA dates

• FIXED DV01 !

• Option-convenient

TBA Futures
• Margin mitigation

• Opportunity to provide liquidity– outright and block

• Delivery Into TBA at 72hr
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CME TBA Futures

Key Features:

• Transparent Price Discovery

• Expanded Trading Access

• Central Counterparty Clearing

• Inter-Commodity Spread Trading

• $100k Contract Size

• TBA Market Access Via Futures 
Contract

• Margin Efficiencies/Margin Offsets



8

Contract Specs Identical to OTC TBA

Coupons from 

2.0-6.5 

increments 

every half 

coupon

Initial margin 
requirements 

are 1.35% - 
1.6% of face for 

production 

coupons 
(In line with FICC 
requirements for 

primaries)

Up to 75% gross 
initial margin 

offset vs other 

CME rate futures 
(UST futures, primary 

rate mortgage futures, 

& Eris Swap futures)

Both primary 

and non-bank 

dealers

No MFSTA 
required to 

trade
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CME and CBO Credit FUTS
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Yield Curve Change
 What are the impacts?
+ A Discussion of Spread Relationships
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Today

Roll Up/Roll Down In Current Curve 
Environment aka “Carry”

How about a year ago?
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Roll Up/Roll Down In Current Curve 
Environment aka “Carry”
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Index Level Analysis 

Yield Spread Above 160 bps, favors:

• BUY Primary (RL Futures)

• SELL Secondary (TBA)

• Room to improve pricing

Between 135-160bps, favors:

• Balanced 

Below 135bps, favors:

• SELL Primary (RL Futures)

• BUY Secondary (TBA)

• Reduce aggressive pricing

Primary Rate = Rate Lock Yield (LRC30APR Index)

Secondary Rate = Par TBA Yield (MTGE FNCL Index)

Rate Lock Futures offer insight into PRICING and a Hedge Alternative

Source: Bloomberg™
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Primary/Secondary Yield Spread

Methodology:

• Take the difference between the implied yield on the Rate Lock 

Future (Primary) and the YTM on the applicable TBA (Secondary) to 

give Primary: Secondary Yield Differential

• Using historical data, examine where, in percentile terms, today's 

level sits among the recent Low-High range

• Given strong tendency towards mean reversion of this Yield 

Differential (YD)…

• When the YD level sits in the lower quartile (Orange on "The 

Meter"), it's likely Yield Differentials will widen and so "Longs" 

are better served buying TBA Futures (Vs Rate Lock Futures) and 

vice versa for "Shorts"

• Conversely, when the YD level sits in the upper quartile (Green), 

it is likely Yield Differentials tighten and so "Longs" should buy 

Rate Lock Futures and "Shorts" sell TBA Futures

• Hedge Ratios in green and orange boxes calculated using DV01 
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Mortgage: Treasury Yield Spread 

Methodology

• Using INDEX level yields compare Mortgage 
Treasury Spreads over different time frames

• We expect mean reversion as with Primary-
Secondary Spreads. 

• When Mortgage Treasury Spreads are TIGHT: 

Longs prefer to  BUY TREASURIES and 

Shorts prefer to SELL TBAs

• When Mortgage Treasury Spreads are WIDE:   

Longs prefer to  BUY TBAs and 

Shorts prefer to SELL TREASURIES

Yield Differential on FNCL Index and Blend of 5/10Y UST



16

Show me when this worked…2H24

• From first week Jul-Mid Sep

• Mid-Sep to first week of Nov

• Mean reverted until year end

Source: Bloomberg™
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Show me how to trade it

• Short current coupon CME NOV ’24 FN5 TBA future (JYPX4) 2X

• Long on-the-run CME DEC ’24 10yr UST future (TYZ4) 1X

• Hedge ratio at onset of trade is 2:1

• Net mort-basis spread P&L over the range on $10mm = +$57k

• Trade is off-balance sheet

Example: Widening event from first day of short zone until first day of the long zone (9/11 to 10/22) using closing prices

Total initial margin required: $93,833!!!! (0.93% of notional)
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Performance of hedge 9/11-10/22
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NOV  FN5 P&L DEC TY P&L  NET P&L
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MOVE Index vs VIX vs CDX HY

Relationship 
between vol & 

credit spreads….   

As vol goes high, 
spreads widen

Source: Bloomberg™
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Menu of Options Offered
SOFR Options Treasury Options (Highly Liquid)

o Highly liquid

o Monthly options out 4 years

o Short Dated/Mid-curve

o Weekly Short Dated/Mid-curve

o 1mo & 3mo SOFR options listed

o FV, TY, US

o ATM strikes regularly 100k+ 

Bid/Offer size
o Weekly options, with M, W, and F 

expiries

o Below example shows expiry 

tomorrow 01/31, prices as of 

Tuesday 01/28 

Treasury Options (Liquid)

o TU, UXY

o ATM strikes regularly 10k+ 

Bid/offer size

o Weekly options, with M, W, F 

expires
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First a Generic, Then Some Specific
Mortgage Hedge Examples…
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Hedging UMBS ($10mm FNCL 6.5 02/25)
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FNCL 6.5 vs Long FV Put Options

Source: Bloomberg™
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ADMT 2024-NQM4 A1 MTGE –Hedge w ERIS 

Source: Bloomberg™
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ADMT 2024-NQM4 A1 MTGE –Hedge 
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3140NUDR7 Mtge –Hedge with TREAS FUTS

Source: Bloomberg™
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3140NUDR7 Mtge - $10mm Original Amount
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Eris & US Treasury Future Markets

$9Bn Notional in TY calls traded in one clip

$6.1Bn Notional in ERIS 5yr traded in one clip 

Source: Bloomberg™
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Expected in the coming year

• HY spread futures CME
• ICE/Ameribor (LIBOR PART II)?

• ERIS Options? 

• Cash Treasury Clearing 
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THANK YOU!! Any Questions?

A copy of this presentation can be downloaded 
from our website:

www.FixedIncomeGroup.com
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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.


