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As we enter the fall season and the 11th anniversary
of the Lehman collapse, the overnight funding markets
have come under stress. The common themes behind
the dislocation are corporate taxes, mid-month treasury
auctions, global uncertainty, quarter-end and the upcoming
Federal Open Market Committee meeting. On September
17th, the Federal Reserve injected $75B of repo into the
markets to combat the situation. The strategy helped calm
the markets as overnight repo rates on the 18th traded
down in the 2.40% range from as high as 10% the day prior.
However, the Fed Funds rate traded above the Fed Target
rate signaling the Fed will need to take additional action to
control policy rate (see Figure 1). Although there is stress in
overnight markets, the economy as a whole is in better shape
than it was in 2008.
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Fed funds rate rose above upper bound of target for first time since 2008 Tuesday
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Figure 1. Source: Bloomberg

In addition, the Secured Overnight Financing Rate
(SOFR) followed suit and spiked at 5.25, up 3.25 from the
prior week (see Figure 2). The concern, however, is that
there is not enough liquidity to meet the funding demands
of the markets and that extended increased rates will have
a negative effect on the broader economy. The markets are
looking for confirmation from the central bank that they
will provide necessary liquidity to support the markets’
demands.
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Figure 2. Source: Bloomberg

All eyes are on the Federal Open Market Committee
to see if additional tools will be enacted to remove the
pressure to provide liquidity and stabilize rates. The large
institutions are still using LIBOR-based models to match
assets, which was not disconnected like the Fed Funds and/
or SOFR. However, depending on funding structures, they
may be at a competitive disadvantage to overnight funding.

Through the recent repo and SOFR market
turbulence, LIBOR has remained much less volatile (see
Figure 3).

CONT. ON NEXT PAGE



On September 18th, the Fed made
its second rate cut of the year to 1.75% - 2%,
and said “a more extensive sequence of cuts”
was on the table, if appropriate They also
lowered the IOER rate to 1.80%. The Fed
appears to be reluctant to take aggressive
measures, but has been slowly moving in
that direction over the past several months
with two rate cuts and bringing back repo
operations.

It remains to be seen if the Fed
resuming overnight repo operations after a
decade is a sign of more trouble in funding
markets ahead, and a potential return to
some type of outright securities purchases
through a QE-type program on the horizon.
Op, if it’s nothing more than a return to using
a pre Lehman tool for providing market
liquidity and the “big picture” market calm
continuing.

Figure 3. Source: Bloomberg

CONCLUSION

Liquidity is on the forefront of concern again. For financial institutions, when structuring wholesale funding options,
it is critical to construct stable sources that are predictable though varying market conditions. The key components
are to establish funding agreements, pricing indices within a structured bandwidth to avoid pricing dislocations as we
are currently experiencing and diversification to avoid concentration. The goal is to stabilize funding levels through

diversified sources while avoiding market noise.
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DISCLAIMER

PMA Funding is a service mark of PMA Financial Network. PMA Funding is a service of PMA Financial Network and PMA Securities. Securities, public

finance services and institutional brokerage services are offered through PMA Securities. PMA Securities is a broker-dealer and municipal advisor registered with
the SEC and MSRB, and is a member of FINRA and SIPC. Prudent Man Advisors, an SEC registered investment adviser, provides investment advisory services to local
government investment pools and separate accounts. All other products and services are provided by PMA Financial Network. PMA Financial Network, PMA
Securities and Prudent Man Advisors (collectively “PMA”) are under common ownership.

Securities and public finance services offered through PMA Securities are available in CA, CO, FL, GA, IL, IN, IA, KS, MI, MN, MO, NE, OH, OK, PA, SD, TX and WI.
This document is not an offer of services available in any state other than those listed above, has been prepared for informational and educational purposes
and does not constitute a solicitation to purchase or sell securities, which may be done only after client suitability is reviewed and determined. All investments
mentioned herein may have varying levels of risk, and may not be suitable for every investor. PMA and its employees do not offer tax or legal advice. Individuals
and organizations should consult with their own tax and/or legal advisors before making any tax or legal related investment decisions. IRS CIRCULAR 230 NOTICE:
To the extent that this communication or any attachment concerns tax matters, it is not intended to be used, and cannot be used by a taxpayer, for the purpose of
avoiding any penalties that may be imposed by law.
Content here expresses the author’s opinion and should not be construed as investment advice or indicators of future performance. Content is for informational
and/or educational purposes only and does not constitute legal advice or credit analysis for your particular situation. It is important to work with your legal,
credit and compliance divisions in order to ensure appropriate compliance with your legal and regulatory bodies’ legal advice or credit analysis for your particular
business model or situation.

Additional information is available upon request. For more information visit www.pmanetwork.com and www.pmafunding.com.
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