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Why? 
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BIS Quarterly Review March 2019 -Beyond LIBOR: a primer on the new reference rates      



Why? 
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Source: ICE – ICE Libor evolution, 25 April 2018 



Why? 

Libor-OIS spread 
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Why? 
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The Alternative Reference Rates Committee – Second Report – March 2018 

 



Why? 
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 Manipulation risk with Libor 

 No longer representative of underlying markets 

 Too important for the financial system to remain unchanged 

 

Needs replacing by a rate that is: 

 Transparent 

 Reflective of a deep underlying market 

 Designed in line with the IOSCO principles for financial benchmarks 

Why will Libor disappear? 



How? – Reform timeline 
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IOSCO 
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Quality of the 
Benchmark 

Governance 

Accountability 
Quality of the 
Methodology 

IOSCO 

Principles 



The main RFRs 
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BIS Quarterly Review March 2019 -Beyond LIBOR: a primer on the new reference rates      



The main RFRs 
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BIS Quarterly Review March 2019 -Beyond LIBOR: a primer on the new reference rates      



Some RFRs in EBRD CoOs 

 
 EBRD has worked (and is still working) with local banks and authorities in many 

of it Countries of Operation to help improve the transparency and credibility of 
local interbank indices 

 

 For example, in Russia, EBRD actively promoted the development of 
MOSPRIME (launched in 2005), RUONIA (2010) and ROISFIX (2011) and 
subsequently indexed (loans, bonds and swaps) transactions to these 
benchmarks. 
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Russia Egypt Turkey Georgia Kazakhstan Morocco

RUONIA CONIA TLREF Reformed TIBR Reformed TONIA ?

Available now? Since 2010

From 

October 

2019

Since June 

2019

Since August 

2018

Reformed index 

announced on 

2/10/19 and yet to 

be implemented

Reformed index 

still under 

discussion by the 

WG

Secured? No No Yes No Yes Yes



How is LIBOR different from RFRs? 
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IBORs RFRs 

 Forward Looking Term including  Credit and 

Term Liquidity premium 
  Overnight with minimum credit and term 

liquidity premium 

 Indicative Rates or partially transaction based at 

best 
  Wholly transaction based 

 Shallow and declining underlying markets  Deeper underlying markets 

    Comply with IOSCO principles 

 Private Administrators   Mainly Administered by central banks 
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How is LIBOR different from RFRs? 
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Source: Bank of England  

How is LIBOR different from RFRs? 



Example of impact of using an overnight rate – overnight compounding in arrears 
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How is LIBOR different from RFRs? 



Forward looking benchmark? ROISfix example 

        Example of 3m Mosprime vs 3m Roisfix 
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How is LIBOR different from RFRs? 

=> Will an ‘acceptable’ USD forward looking benchmark 

(or Term RFR) be available on time for the transition?   



Overnight compounded (average) rates are not so volatile – but may be 

operationally difficult to compute for some market participants 
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Additional consideration on RFRs 

=> Or is the solution to publish a compounded rate? 



From IBORs to RFRs 
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KPMG – IBOR transition – Managing the transition to new RFRs 

Design of a change process 



Transition of outstanding Libor linked 

products linked to RFRs 

 Derivatives fall backs 

 

On July 12, 2018, ISDA launched a market consultation (of ISDA members and non-

members) to inform final decisions regarding the approaches to term and spread adjustments 

for derivatives’ fallbacks.  It is necessary to address these issues because  

The aim was to ensure: 

 - Minimum economic value of transfer on conversion day 

 - Contract continuity 

The consultation covered GBP LIBOR, JYP LIBOR, CHF LIBOR, JPY TIBOR, EuroyenTIBOR 

and BBSW.  It asked preliminary questions  

 

On December 20, 2018, ISDA published the consultation results and an aggregated and 

anonymized summary of the responses received: 

For the benchmarks covered by the consultation, ISDA is developing fallbacks based on: 

 - the compounded setting in arrears rate and  

 - the historical mean/median approach to the spread adjustment. 
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What Adjustment Spreads 
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Transition of outstanding Libor linked 

products to RFRs 

ARRC recommended fallback for syndicated loans and FRNs: 

 

The recommended fallback language generally addresses the following key terms: 

 

- Benchmark Transition Events: trigger events that represent a significant shift away from 

LIBOR; 

- Benchmark Replacement: successor adjusted rate that replaces LIBOR; and 

- Benchmark Replacement Adjustment: the spread adjustment applied to the successor 

rate to preserve the economic terms of the relevant contract. 
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Transition of outstanding products 

linked to Libor to RFRs 

Bilateral and syndicated loans 

Triggers:  The same two permanent cessation triggers and the pre-cessation trigger applicable to FRNs apply to 

syndicated loans, but syndicated loans also have an additional “early opt-in election” trigger, which takes 

advantage of a syndicated loan’s flexibility for parties to agree to switch to an alternative rate before LIBOR is 

discontinued or becomes unrepresentative 

Hardwired Approach 

Benchmark Replacement Waterfall 

– Step 1a: Term SOFR + Adjustment 

– Step 1b: Next Available Term SOFR (SOFR for longest tenor that can be determined that is 

shorter than the applicable tenor) + Adjustment 

– Step 2: Compounded SOFR +Adjustment 

– Alternative Step 2: Simple Average SOFR + Adjustment 

– Step 3: Lender and Administrative Agent Selected Rate + Adjustment 

Benchmark Replacement Adjustments: 

– Step 1: ARRC Selected Adjustment 

– Step 2: ISDA Fallback Adjustment 

– Step 3: Lender and Administrative Agent Selected Adjustment 

Amendment Approach 

Instead of the predetermined waterfalls, the amendment approach provides the process and procedures for parties to 

agree on a benchmark replacement for LIBOR and the adjustments that should apply. 
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Transition of outstanding products 

linked to Libor to RFRs 

FRNs 

Triggers:  

Two permanent cessation triggers cover public statements from the benchmark administrator or the 
administrator’s regulator or the central bank for the relevant currency announcing that the benchmark 
administrator has ceased or will cease to provide the benchmark and one pre-cessation trigger 
covers when the benchmark administrator’s regulatory supervisor announces that the benchmark is no 
longer representative. 

 

Benchmark Replacement Waterfall 
‒ Step 1:  Term SOFR + Adjustment 

‒ Step 2:   Simple Average SOFR (uncompounded simpler calculation) + Adjustment 

‒ Step 3:  Relevant Governmental Body Selected Rate + Adjustment (if SOFR-based rate is 
discontinued) 

‒ Step 4:  ISDA Fallback Rate (the fallback rate embedded in the ISDA standard definitions) + 
Adjustment 

‒ Step 5:  Issuer or its Designee Selected Rate + Adjustment   

 

Benchmark Replacement Adjustment 
‒ Step 1: ARRC Selected Adjustment (as selected or recommended by the ARRC or other 

Relevant Government Body) 

‒ Step 2: ISDA Fallback  Adjustment (to be used with the ISDA Fallback Rate) 

‒ Step 3: Issuer or its Designee Selected Adjustment 
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Libor = OIS + Adjustment spread  

Libor-OIS spread 
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What are the key challenges of the transition? 
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KPMG – IBOR transition – Managing the transition to new RFRs 
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Q&A 



Disclaimer 
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This information is provided for discussion purposes only, may not be reproduced or redistributed 
and does not constitute an invitation or offer to subscribe for or purchase any securities, products 
or services. No responsibility is accepted in respect of this presentation by its author, the 
European Bank for Reconstruction and Development (the "Bank") or any of its directors or 
employees (together with the author and the Bank, the "EBRD") for its contents. The information 
herein is presented in summary form and does not attempt to give a complete picture of any 
market, financial, legal and/or other issues summarised or discussed. The EBRD is not acting as 
your advisor or agent and shall have no liability, contingent or otherwise, for the quality, accuracy, 
timeliness, continued availability or completeness of the information, data, calculations nor for 
any special, indirect, incidental or consequential damages which may be experienced because of 
the use of the material made available herein. This material is provided on the understanding that 
(a) you have sufficient knowledge and experience to understand the contents thereof; and (b) you 
are not relying on us for advice or recommendations of any kind (including without limitation 
advice relating to economic, legal, tax, regulatory and/or accounting risks and consequences) 
and that any decision to adopt a strategy, deal in any financial product or enter into any 
transaction is based upon your own analysis or that of your professional advisors, whom you shall 
consult as you deem necessary. 

OFFICIAL USE  


