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LIBOR SCHMIBOR: What’s Next? SOFR Part II 

In LIBOR SCHMIBOR: What’s Next? SOFR Part I we covered the following topics: 

• Explanation of LIBOR 

• Potential replacements 

• Repurchase agreements (repos) and Tri-party Repo 

• International benchmarks 

• Looking ahead 

This article looks to: 

• Define SOFR 

• Discuss applications and new products 

• Update international benchmarks 

Secured Overnight Financing Rate (SOFR): Definition and Features  

As discussed in Part I of this article, the Alternative Rates Committee in the United States chose 

Secured Overnight Financing Rate (SOFR) to be the new money market benchmark in the U.S. 

SOFR is calculated from different segments of the repo (repurchase agreements) market: 

1. Tri-Party Repo Market 

2. General Collateral Financing (GCF) Repo Market 

3. Bilateral repo  

These markets have the advantage of over $700 billion of secured transactions compared to 

LIBOR, which is under USD one billion.1 

The Federal Reserve will publish three new “overnight” Treasury Repo rates: 

1. Tri-Party General Collateral Rate (TGCR) 

As the title states, this is the rate based on tri-party repos (see part I of this series for an 

explanation of tri-party repos at https://www.gfmi.com/articles/libor-schmibor-whats-next-

sofr-part/) but will exclude General Collateral Finance (GCF) that have been cleared through 

the FICC (Fixed Income Clearing Corporation). What is GCF? According to the FICC website: 

“Dealers execute GCF Repos through inter-dealer brokers, who are also members of FICC, on 

an anonymous, or ‘blind,’ basis. FICC guarantees settlement as soon as it receives the data 

from the broker and compares the transaction. GCF Repo transactions settle on a tri-party 

basis, which requires dealer participants to have an account with the participating clearing 

bank: The Bank of New York Mellon.” In addition, any transaction in which the Federal 

Reserve is a counterparty will also be excluded.  

https://www.gfmi.com/articles/libor-schmibor-whats-next-sofr-part/
https://www.gfmi.com/articles/libor-schmibor-whats-next-sofr-part/
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2. Broad General Collateral Rate (BGCR) 

This will include the TGCR plus GCF repos. (See above) 

3. Secured Overnight Financing Rate (SOFR) 

This rate is the BGCR plus bilateral repo transactions that are settled via delivery vs. payment 

(DVP). These transactions include trades that are considered “special” in the repo market. The 

term “special” refers to the collateral implying that market participants, such as dealers, are 

trying to obtain a specific security. In a repo, when buying the security, the same counterparty 

lends the cash. In this case, they are willing to receive an interest rate that is below current 

market rates because they really, really need the security. Since the goal for SOFR is to 

provide unbiased market rates, these transactions that trade “special” should not be included 

in the SOFR calculation. Therefore, the rule that has been established is for the bottom quartile 

within this category of the DVP transactions to be excluded in the SOFR calculation. Please 

note, SOFR is determined based on a volume-weighting of all transactions. 

Therefore, SOFR is a combination of the three different segments of the repo market and is 

the broadest measure representing the cost of financing Treasury securities overnight based 

on actual transactions. The rates, for all three rate options, are volume-weighted medians as 

opposed to an average, which should remove the potential for erroneous data. 2 

Market Applications and New Products 

Newly issued floating rate securities using SOFR as the coupon already have been issued by 

Fannie Mae, World Bank, Credit Suisse, and Wells Fargo. In the muni space, the Triborough 

Bridge and Tunnel Authority issued a 30-year floating rate bond. Not a bad start! 

The CME group has created a 1-month and 3-month SOFR and SONIA futures contract. The 

3-month SOFR futures contract very closely mimics the 3-month Eurodollar futures contract (ED) 

where the underlying is 3-month LIBOR! The 3-month Eurodollar futures contract forms the 

backbone of valuations for derivatives, such as interest rate swaps at the short end of the yield 

curve. The ED contract may have over $14,000,000,000,000 (that is 14 trillion) of face amount 

outstanding at any one time. It is no wonder the CME has closely replicated the SOFR contract 

around the ED contract! 

LCH SwapClear offers clearing services for SONIA swap and CME now offers OTC SOFR swaps 

clearing. 

International Benchmarks 

Europe has decided on ESTER or Euro Short-Term Rate and this will replace EONIA. The ECB 

website provides the full definition: 3 
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“ESTER will reflect the wholesale euro unsecured overnight borrowing costs of euro 

area banks and will complement existing benchmark rates produced by the 

private sector, serving as a backstop reference rate.” 

Note, similar to SONIA, ESTER is an unsecured rate but SOFR is a secured rate. 

Conclusion 

So, it is time to sit back and watch as SOFR and the other benchmarks work their way into the 

financial markets. There are, however, many uncertain aspects and questions such as: 

• How will instruments tied to LIBOR be handled when LIBOR is no longer around? More 

specifically, how will the potential change in valuation be handled? 

• How will central counterparty discounting be impacted? 

On second thought, maybe sitting back isn’t a prudent option given all the changes!  
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