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In this paper, we adopt the model of Heitfield and Park (2019) to discuss the
calibration of the SOFR term structure with SOFR futures listed on the Chicago
Mercantile Exchange (CME) under the COVID-19 and the monetary policy
changes. We evaluate the model performance through Root Mean Square Error
(RMSE) and Mean Absolute Percentage Error (MAPE). Furthermore, we explore
whether the calibrated SOFR term structure can capture the market characteristics
and reflect the monetary policies effects by choosing Overnight Index Swap (OIS)
as the benchmark. The empirical results show that The term structure of the SOFR
model is highly correlated with the OIS rate. In particular, the overall interest rate
market state is influenced by the fact that the two movements are almost identical

after the outbreak. Besides, the SOFR spike can be explained by the changes in
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would like to appreciate the comments and valuable advice provided by the journal editor-in-chief and two
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trading of SOFR futures. Furthermore, although Term SOFR-OIS spread has
changed significantly before and after the outbreak, the spreads of different tenors
can be maintained within the stable range respectively under different sample
periods. Generally speaking, the properties between the calibrated SOFR term
structure and OIS are consistent with relative properties between SOFR and EFFR
(Effective Federal Funds Rate) under different interest rate environments.
Therefore, SOFR can be viewed as the indicative reference rate that the Fed

(Federal Reserve System) can use to effectively regulate the market.

Key Words: LIBOR, Interest Rate Term Structure, SOFR, SOFR Futures, Fed
Monetary Policy.
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