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FHLB liquidity & SOFR/FF widening

Fed funds dynamics reflect shift in bargaining power 06 October 2025
The recent rise in the FF rate signifies a shift in dynamics in the FF market. When cash Rates Research
was more abundant FF bargaining power was on the side of the cash borrower, primarily United States
foreign banks. However, after 3 years of QT, FF bargaining power now appears to be US Rates Research
shifting to the cash lender, the Federal Home Loan Banks (FHLBs). In this note we BofAS
discuss the FHLBs’ role in the FF market and how we believe the recent change in the +1646 855 8846
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FF market fits with our long Jan SOFR/FF rec (current = -7bp, risk = higher SOFR). Raat;s S:'a?:;st
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Why are FHLBs lenders in the FF market? mark cabana@bofa.com
FHLBs are GSEs that lend advances to member banks with the intention of supporting Katie gt'rzitgegst
the housing market and community development. FHLBs also play a unique and BofAS

important role in funding markets. FHLBs issue debt, largely discount notes, to finance katie.craig@bofa.com

advances, but they also hold a surplus of cash ($200b on avg since '22) in case of

unexpected advance demand. FHLBs aim to earn interest on that excess cash, with a
preference for flexibility in case of unexpected advance demand. FHLBs have 3 primary FF = fed funds
options for investing their cash, in order of intraday liquidity: (1) IBDAs (2) FF (3) repo
(mostly tri-party). FHLBs often prefer FF over repo because of its early return feature.

See Team Page for List of Analysts

SOFR = secured overnight financing
rate

Repo rates > FF => FHLBs assets shift from FF to repo
Historically, as the rate that FHLBs earn on repo rises vs FFs, FHLBs shift their
investable cash from FF to tri-party. This dynamic is most clearly visible in ’18-"19 when GSE = government sponsored
repo pressure was rising from Fed QT, followed by "20-"21 Fed QE, which led funding to enterprises

soften. Exhibit 1 shows the quarterly avg balance for FHLB FF and repo holdings as a
percent of their cash investment options (FF, tri-party, IBDAs) and the avg yield on their

FHLB = Federal Home Loan Bank

IBDA = interest bearing deposit

FF assets minus the avg yield on their repo assets. As the FF rate declines vs repo, so account
does FHLB FF holdings as a % of cash assets. At the same time, repo holdings increase. TGCR = tri-party general collateral
repo

Sept FF volume decline likely reflects FHLB repo shift
We believe a similar dynamic from '18-"19 is happening again today. Over the last year, IORB = interest on reserve balances
TGCR has averaged flat to FF but the recent rise in TGCR has led the spread to widen to

as much as 17bps in Sept. As TGCR has risen vs the FF rate, FF volumes have declined

(Exhibit 2). The decline in FF volumes likely contributed to the eventual increase in the For a complete list of our open trade
FF rate as FHLBs likely dropped lower rate transactions first. We cannot directly prove a recommendations, as well as our
shift in FHLBs repo lending today, but it fits the FF volume drop & historical behavior. trade recommendations closed over

the last 12 months, please see the
FF remains elevated despite rebound in FF volumes Global Rates Weekly

FF volumes have partially reversed their recent drop but FF has remained at IORB-6bp.
This likely implies enough foreign bank borrowers have accepted higher FF rates of IORB
-6bps. We suspect FHLBs will continue to exercise bargaining power by shifting to repo
at times and thereby keep placing upward pressure on FF.

Trading ideas and investment strategies discussed herein may give rise to significant risk and are
not suitable for all investors. Investors should have experience in relevant markets and the financial
resources to absorb any losses arising from applying these ideas or strategies.

BofA Securities does and seeks to do business with issuers covered in its research
reports. As a result, investors should be aware that the firm may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this
report as only a single factor in making their investment decision.

Refer to important disclosures on page 4 to 6. Analyst Certification on page 3. 12883627
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FF likely to remain sticky high, slowly rise

The rise in FF has since been followed by a 1bp increase in the 75 and 25 percentiles,
implying the FF rate is not likely to tick back down. It also implies the FF rate should
keep rising. We expect to see a 1bp increase in the FF rate roughly every 2-4 weeks
based on the initial rate of increase in 2018 (Exhibit 3). This should lead to SOFR/FF
widening as FF catches up to SOFR. In some ways, the FHLBs may be doing their part to
widen SOFR/FF with their shifting repo & FF behavior.

We continue to recommend being long Jan SOFR/FF basis (current: -7bps, open: -6.5bps,
target: -2bp, stop: -11bps). Risk to this trade is a Fed that tolerates SOFR well above
IORB and fed funds that remains stickier than we expect.

Exhibit 1: Avg FHLB FF & repo quarterly holdings as % of investable cash assets vs avg yield on fed
funds minus repo

"18-19 shows that as the FF-repo spread tightened from repo rising faster than FF, FHLB allocation of cash to
FF declined and repo increased. Data as of 2Q25.
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Exhibit 2: Tm MA FF volumes and FF-TGCR spread
As TGCR rises vs FF, FF volumes typically decline
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Exhibit 3: Cumulative WoW change in FF rate and 1w avg TGCR - FF spread in '18-’19 period (bps)

The move higher in TGCR in "18 was quickly followed by an increase in the FF rate. The FF rate increased at a
pace of roughly 1bp every 3-8weeks
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Source: BofA Global Research, Bloomberg, Haver Analytics. Note: Week 1 represents the first week the FF rate moved higher in 2018 (Mar
15'18). The series ends ahead of the Sept '19 repo market spike. The cumulative FF rate is adjusted for changes to IORB.
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Disclosures

Important Disclosures

Due to the nature of strategic analysis, the issuers or securities recommended or discussed in this report are not continuously followed. Accordingly, investors must regard this report as
providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or securities.
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markets.
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price as of the date and time of the report and in relation to a debt security (including equity preferred and CDS), prices are indicative as of the date and time of the report and are from various
sources including BofA Securities trading desks.

The date and time of completion of the production of any recommendation in this report shall be the date and time of dissemination of this report as recorded in the report timestamp.

This report may refer to fixed income securities or other financial instruments that may not be offered or sold in one or more states or jurisdictions, or to certain categories of investors,
including retail investors. Readers of this report are advised that any discussion, recommendation or other mention of such instruments is not a solicitation or offer to transact in such
instruments. Investors should contact their BofA Securities representative or Merrill Global Wealth Management financial advisor for information relating to such instruments.

Rule 144A securities may be offered or sold only to persons in the U.S. who are Qualified Institutional Buyers within the meaning of Rule 144A under the Securities Act of 1933, as amended.
SECURITIES OR OTHER FINANCIAL INSTRUMENTS DISCUSSED HEREIN MAY BE RATED BELOW INVESTMENT GRADE AND SHOULD THEREFORE ONLY BE CONSIDERED FOR INCLUSION IN
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Recipients who are not institutional investors or market professionals should seek the advice of their independent financial advisor before considering information in this report in connection
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The securities or other financial instruments discussed in this report may be traded over-the-counter. Retail sales and/or distribution of this report may be made only in states where these
instruments are exempt from registration or have been qualified for sale.

Officers of BofAS or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.

This report, and the securities or other financial instruments discussed herein, may not be eligible for distribution or sale in all countries or to certain categories of investors, including retail
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"BofA Securities” includes BofA Securities, Inc. ("BofAS") and its affiliates. Investors should contact their BofA Securities representative or Merrill Global Wealth Management
financial advisor if they have questions concerning this report or concerning the appropriateness of any investment idea described herein for such investor. "BofA Securities” is a
global brand for BofA Global Research.

Information relating to Non-US affiliates of BofA Securities and Distribution of Affiliate Research Reports:

BofAS and/or Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") may in the future distribute, information of the following non-US affiliates in the US (short name: legal name,
regulator): Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd,, regulated by the Financial Sector Conduct Authority; MLI (UK): Merrill Lynch International, regulated by the Financial
Conduct Authority (FCA) and the Prudential Regulation Authority (PRA); BofASE (France): BofA Securities Europe SA is authorized by the Autorité de Contréle Prudentiel et de Résolution (ACPR)
and regulated by the ACPR and the Autorité des Marchés Financiers (AMF). BofA Securities Europe SA (“BofASE") with registered address at 51, rue La Boétie, 75008 Paris is registered under no
842 602 690 RCS Paris. In accordance with the provisions of French Code Monétaire et Financier (Monetary and Financial Code), BofASE is an établissement de crédit et d'investissement (credit
and investment institution) that is authorised and supervised by the European Central Bank and the Autorité de Controle Prudentiel et de Résolution (ACPR) and regulated by the ACPR and the
Autorité des Marchés Financiers. BofASE's share capital can be found at www.bofaml.com/BofASEdisclaimer; BofA Europe (Milan): Bank of America Europe Designated Activity Company, Milan
Branch, regulated by the Bank of Italy, the European Central Bank (ECB) and the Central Bank of Ireland (CBI); BofA Europe (Frankfurt): Bank of America Europe Designated Activity Company,
Frankfurt Branch regulated by BaFin, the ECB and the CBI; BofA Europe (Madrid): Bank of America Europe Designated Activity Company, Sucursal en Espafa, regulated by the Bank of Spain, the
ECB and the CBI; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited, regulated by the Australian Securities and Investments Commission; Merrill Lynch (Hong Kong): Merrill Lynch
(Asia Pacific) Limited, regulated by the Hong Kong Securities and Futures Commission (HKSFC); Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd, regulated by the Monetary Authority
of Singapore (MAS); Merrill Lynch (Canada): Merrill Lynch Canada Inc, regulated by the Canadian Investment Regulatory Organization; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa
de Bolsa, regulated by the Comisién Nacional Bancaria y de Valores; BofAS Japan: BofA Securities Japan Co,, Ltd,, regulated by the Financial Services Agency; Merrill Lynch (Seoul): Merrill Lynch
International, LLC Seoul Branch, regulated by the Financial Supervisory Service; Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd., regulated by the Securities and Futures Bureau;
BofAS India: BofA Securities India Limited, regulated by the Securities and Exchange Board of India (SEBI); Merrill Lynch (Israel): Merrill Lynch Israel Limited, regulated by Israel Securities
Authority; Merrill Lynch (DIFC): Merrill Lynch International (DIFC Branch), regulated by the Dubai Financial Services Authority (DFSA); Merrill Lynch (Brazil): Merrill Lynch S.A. Corretora de Titulos e
Valores Mobilidrios, regulated by Comissao de Valores Mobilidrios; Merrill Lynch KSA Company: Merrill Lynch Kingdom of Saudi Arabia Company, regulated by the Capital Market Authority.

This information: has been approved for publication and is distributed in the United Kingdom (UK) to professional clients and eligible counterparties (as each is defined in the rules of the FCA
and the PRA) by MLI (UK), which is authorized by the PRA and regulated by the FCA and the PRA - details about the extent of our regulation by the FCA and PRA are available from us on request;
has been approved for publication and is distributed in the European Economic Area (EEA) by BofASE (France), which is authorized by the ACPR and regulated by the ACPR and the AMF; has
been considered and distributed in Japan by BofAS Japan, a registered securities dealer under the Financial Instruments and Exchange Act in Japan, or its permitted affiliates; is issued and
distributed in Hong Kong by Merrill Lynch (Hong Kong) which is regulated by HKSFG; is issued and distributed in Taiwan by Merrill Lynch (Taiwan); is issued and distributed in India by BofAS
India; and is issued and distributed in Singapore to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch (Singapore)
(Company Registration No 198602883D). Merrill Lynch (Singapore) is regulated by MAS. Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes
this information in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception of Bank of America N.A, Australia Branch, neither MLEA nor any of
its affiliates involved in preparing this information is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation Authority. No
approval is required for publication or distribution of this information in Brazil and its local distribution is by Merrill Lynch (Brazil) in accordance with applicable regulations. Merrill Lynch (DIFC) is
authorized and regulated by the DFSA. Information prepared and issued by Merrill Lynch (DIFC) is done so in accordance with the requirements of the DFSA conduct of business rules. BofA
Europe (Frankfurt) distributes this information in Germany and is regulated by BaFin, the ECB and the CBI. BofA Securities entities, including BofA Europe and BofASE (France), may
outsource/delegate the marketing and/or provision of certain research services or aspects of research services to other branches or members of the BofA Securities group. You may be contacted
by a different BofA Securities entity acting for and on behalf of your service provider where permitted by applicable law. This does not change your service provider. Please refer to the Electronic
Communications Disclaimers for further information.

This information has been prepared and issued by BofAS and/or one or more of its non-US affiliates. The author(s) of this information may not be licensed to carry on regulated activities in your
jurisdiction and, if not licensed, do not hold themselves out as being able to do so. BofAS and/or MLPF&S is the distributor of this information in the US and accepts full responsibility for

-

4 US Rates Watch | 06 October 2025 “Z7


https://rsch.baml.com/coi
http://www.bofaml.com/BofASEdisclaimer
http://www.bankofamerica.com/emaildisclaimer
http://www.bankofamerica.com/emaildisclaimer

BofA GLOBAL RESEARCH

information distributed to BofAS and/or MLPF&S clients in the US by its non-US affiliates. Any US person receiving this information and wishing to effect any transaction in any security
discussed herein should do so through BofAS and/or MLPF&S and not such foreign affiliates. Hong Kong recipients of this information should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities or any other matters arising from, or in connection with, this information. Singapore recipients
of this information should contact Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this information. For clients that are not accredited investors,
expert investors or institutional investors Merrill Lynch (Singapore) Pte Ltd accepts full responsibility for the contents of this information distributed to such clients in Singapore.

General Investment Related Disclosures:

Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
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its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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