Global
Matters
WWEELUY

10 Nov 2025

Belvest it E

Source: Bloomberg Finance L.P. Data to 5 November 2025.

What this chart shows

The chart illustrates two key interest rates in the United States: The Federal Funds Rate and the
Secured Overnight Financing Rate (SOFR).

Why this is important

SOFR, which replaced LIBOR (London Interbank Offered Rate) is widely used as the benchmark for
short-term US dollar funding costs and serves as the primary reference rate for loans, derivatives,
and other financial contracts.

From a fundamental perspective, SOFR should typically trade below the Federal Funds Rate, as
it represents the least risky instrument from a credit standpoint. Data from 2020 to 2024 largely
supports this assumption. However, readings from 2025 reveal a concerning divergence.

Recently, SOFR has risen significantly relative to the effective Federal Funds Rate. This shift reflects
structural factors in short-term funding markets rather than changes in monetary policy. A key
driver is the accumulation of large leveraged long positions in US Treasury cash bonds, financed
through the repo market, as part of a popular futures arbitrage strategy. In this trade, investors
buy Treasury securities and sell Treasury futures to exploit minor pricing discrepancies, relying
heavily on repo financing.

The surge in demand for secured overnight funding has driven SOFR higher. In contrast, the Federal
Funds Rate—an unsecured interbank rate less sensitive to collateralized leverage—has remained
relatively stable. This divergence underscores how market positioning and liquidity dynamics
within the repo market can temporarily distort the spread between SOFR and the Federal Funds
Rate.

From a technical standpoint, a prolonged distortion in funding conditions may lead to forced
liquidation of positions. This, in turn, could trigger a broader unwinding of leveraged trades across
a wider range of asset classes.
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Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have inferests, in any financial
product referred to in this email. Belvest
has policies designed to negate conflicts
of interest. Unless otherwise stated, this
e-mail is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or fimeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
afttachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be infercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



