
This month, for the first time, Freddie Mac is willing to allow CBRE in Freddie’s Early Adoption phase to provide 
quotes for their Adjustable-Rate Mortgage (ARM) product indexed both to LIBOR and to SOFR, giving the borrower 
the choice of which index to reference for their loan. This is a critical first step in the process of Freddie Mac 
transitioning entirely to quoting loans with SOFR as the base rate, which is scheduled to happen on September 1.

Freddie Mac has been quoting the exact same spread for both LIBOR and SOFR based loans SOFR has historically 
traded approximately 12 bps under one-month LIBOR and, at the time of this publication (August 18, 2020), was 
almost 8bps below. In addition, LIBOR is, by definition, a rate where banks will lend to each other on an unsecured 
basis, whereas, SOFR is based on repo transactions that are secured by highly rated bonds as collateral. This 
credit component can cause LIBOR to trade significantly higher than SOFR during times of turmoil where credit is a 
concern of the market, as witnessed in March and April of this year at the onset of the pandemic when one-month 
LIBOR was trading as high as nearly 1% above SOFR.

It should be noted that there have been times over the last couple of years where SOFR has temporarily spiked 
dramatically above LIBOR, but these spikes have been short-lived and the Fed has been willing to provide liquidity 
in the repo markets to ensure these spikes do not persist. However, all other things being equal, if given the choice 
to borrow at the same spread for both indexes, one would expect to borrow less expensively over time with SOFR as 
your reference rate.

Lastly, Freddie Mac has offered the alternative to borrowers to hedge the SOFR-based loans with a LIBOR- or SOFR-
indexed interest rate cap. (See our “LIBOR FAQs” for greater detail on this option.)

During the month of August, CBRE is able to offer both LIBOR and SOFR based loans to our clients. Commencing 
on September 1, both Freddie and Fannie will only have SOFR based floating rate offerings. CBRE and Chatham 
Financial would be happy to discuss in greater detail the advantages and disadvantages of each option.
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