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Cash volumes rose over the quarter,
even as Fed easing continued —
material inflows found their way
into outright UST investments as
het issuance was strong.

The quarter began with markets expecting a
cut in the September timeframe given seemingly

moderate inflation and a persistent labor market.

However, uncertainty still remained as inflation
was still above target range and downward
adjustments to prior job numbers raised doubts
about labor market strength.

Figure 1: MMF volumes (US$T)
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At the Federal Open Market Committee (FOMC)
meeting in late July, the Federal Reserve held
rates firm — as expected — and the Fed Chair
Jerome Powell's comments were interpreted

as hawkish when he hinted that a September
rate cut wasn’t a given. The market responded
quickly, with expectations for a September cut
dropping from 63 percent to 38 percent and
projections of total 2025 cuts dropping from
two to one.

While the Fed did cut rates in mid-September
after subsequent market data proved to be
dovish, overall uncertainty around Fed activity
drove incremental volumes to the short-end.

Figure 2: MMF holdings (US$B)
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Cash volumes rose, continuing the trend seen
throughout this year: Money market fund (MMF)
volumes increased by US$250 billion in the third
quarter and have risen more than US$500 billion
year-to-date (see Figure 1). As volumes rose,
MMFs allocated more to outright US Treasury
(UST) investments versus repo in the third
quarter (see Figure 2) in alignment with more
overall net UST issuance.

With the debt ceiling resolved in early July,
UST bill issuance continued in earnest with
more than US$600 billion of net issuance

Figure 3: Net UST issuance (US$B)
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over the quarter and almost US$200 billion in
October (see Figure 3). Although allocations
to repo ebbed in the third quarter, they remain
elevated at over US$2.7 trillion.

At the time of this writing, the Fed cut rates
again in late October and the market is mixed
about another cut in December (55 percent
chance). The short-end of the UST yield curve
has flattened since June but still remains
slightly inverted, suggesting a persisting tilt

to the front-end (see Figure 4).
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Figure 4: UST yield curve (%)
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With short-end volumes rising

and net UST issuance strong,
Cleared UST repo (FICC Sponsored)
volumes continued to rise —
particularly amongst cash borrowers
(primarily hedge funds) — and
spreads widened.

Given significant net UST issuance over the
course of the quarter, overnight repo rates
(SOFR) traded at elevated levels relative to
the Fed RRP level (bottom of Fed range).

The average third quarter SOFR — RRP spread
was 11 basis points, up from 8 basis points in
second quarter.

This spread widened even further in October,
rising to 22 basis points on average as almost
US$300 billion of net bills and coupons hit the
market. This peak was driven by volatility ahead
of October month-end (Canadian year-end)
when overnight funding markets traded well
outside the target range (SOFR at 4.22 percent
versus Fed bottom of 3.75 percent).

Elevated rates drove volumes toward

cleared UST repo (FICC Sponsored) markets.
Average Fixed Income Clearing Corporation
(FICC) cash provider volumes of US$1.2 trillion
rose 8 percent quarter-over-quarter,

Figure 5: SOFR - RRP spread (%)
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roughly in-line with the 9 percent increase seen
in the second quarter, and have continued to rise
into the fourth quarter, standing just under
US$1.4 trillion as of mid-November. Fed RRP
volumes rose intermittently around October
month-end (along with the Fed SFR), but have
since dipped down under US$20 billion.

On the cash borrower (primarily hedge fund) side
of the market, FICC volumes of US$924 billion
rose 16 percent quarter-over-quarter — doubling
the second quarter growth rate of 8 percent.

As of mid-November, volumes stand around

US$1.2 trillion and are now just under the total
FICC cash provider market after a year of rapid
growth (up almost 100 percent year-over-year).

This spread widened even
further in October, rising to

22 basis points on average as
almost US$300 billion of net bills.

Figure 6: Fed RRP vs. FICC (US$B)
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Looking ahead, the path of fed
easing and treasury debt issuance
will dictate the supply-demand
dynamic in short-end markets —
although timing remains uncertain.

Treasury’s updated borrowing estimates -
announced on November 3 - project an
additional US$659 billion in borrowing by
year-end. This figure is slightly lower than
originally expected but still significant compared
to the first half of this year — before the debt
ceiling resolution had been reached.

At the October FOMC meeting, the Fed
announced they would cease quantitative
tightening (QT) effective December 1. This will
reduce market UST supply, all else equal,

but the overall effect is expected to be small in
comparison to net new issuance, given that QT
was already operating a reduced monthly rate.
Higher collateral supply in repo markets could
serve to bolster repo rates, although the extent
of impact depends upon the volume of cash in
the short-end. MMF volumes are still at all-time
highs and rising.

Continued Fed easing could buck this trend,
although uncertainty remains relative to the
timeline of Fed activity. The market is mixed
about another cut in December (55 percent
chance) and there is no clear consensus on
where the Fed target range will be by June of
next year (see Figure 7).

Amidst uncertainty, market participants continue
to prepare for the Securities and Exchange
Commission’s UST clearing mandate, which will
require virtually all UST repo transactions to be
cleared by June 30, 2027. A July Fed piece found
that the overall scope of the UST repo market is
far larger than previously thought. They project
an overall gross market size of US$12 trillion
(double-sided, borrowers and investors) in 2024.
The overall UST cleared repo market is growing
rapidly, but a significant amount of activity still
needs to move into the cleared space (e.g., FICC)
prior to the mandate. Buy-side and sell-side firms
alike will need to continue evaluating implications
on their activity, and how new indirect access
models (beyond FICC Sponsored) may fit into
their overall clearing strategy.

Figure 7: Market expectations for Fed target range after June 2026 FOMC meeting versus
current target range of 375-400 (data as of November 13, 2026)

40%

30%

35%

20%

10%

1%
0% T
250-275 275-300

Source: CME

State Street — Centrally cleared repo market brief

300-325

325-350 350-375 375-400



The material presented herein is for informational purposes
only. The views expressed herein are subject to change based
on market and other conditions and factors. The opinions
expressed herein reflect general perspectives and information
and are not tailored to specific requirements, circumstances
and/or investment philosophies. The information presented
herein does not take into account any particular investment
objectives, strategies, tax status or investment horizon. It does
not constitute investment research or investment, legal, or tax
advice and it should not be relied on as such. It should not be
considered an offer or solicitation to buy or sell any product,
service, investment, security or financial instrument or to pursue
any trading or investment strategy. It does not constitute any
binding contractual arrangement or commitment of any kind.
State Streetis not, by virtue of providing the material presented
herein or otherwise, undertaking to manage money or act as
your fiduciary.

You acknowledge and agree that the material presented
herein is not intended to and does not, and shall not, serve
as the primary basis for any investment decisions. You should
evaluate and assess this material independently in light of
those circumstances. We encourage you to consult your tax or
financial advisor.

Al material, including information from or attributed to
State Street, has been obtained from sources believed to
be reliable, but its accuracy is not guaranteed and State
Street does not assume any responsibility for its accuracy,
efficacy or use. Any information provided herein and obtained
by State Street from third parties has not been reviewed
for accuracy. In addition, forecasts, projections, or other
forward-looking statements or information, whether by State
Street or third parties, are not guarantees of future results
or future performance, are inherently uncertain, are based
on assumptions that, at the time, are difficult to predict, and
involve a number of risks and uncertainties. Actual outcomes
and results may differ materially from what is expressed herein.
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The information presented herein may or may not produce
results beneficial to you. State Street does not undertake and
is under no obligation to update or keep current the information
or opinions contained in this communication.

Tothe fullest extent permitted by law, thisinformationis provided
“as-is” at your sole risk and neither State Street nor any of
its affiliates or third party providers makes any guarantee,
representation, or warranty of any kind regarding such
information, including, without limitation, any representation
that any investment, security or other property is suitable for
you or for others or that any materials presented herein will
achieve the results intended. State Street and its affiliates
and third party providers disclaim any warranty and all liability,
whether arising in contract, tort or otherwise, for any losses,
liabilities, damages, expenses or costs, either direct, indirect,
consequential, special or punitive, arising from or in connection
with your access to and/or use of the information herein. Neither
State Street nor any of its affiliates or third party providers shall
have any liability, monetary or otherwise, to you or any other
person or entity in the event the information presented herein
produces incorrect, invalid or detrimental results.

To learn how State Street looks after your personal data,
visit:  https://www.statestreet.com/utility/privacy-notice.html.
Our Privacy Statement provides important information about
how we manage personal information.

No permission is granted to reprint, sell, copy, distribute, or
modify any material herein, in any form or by any means without
the prior written consent of State Street.
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