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Financial benchmarks — Executive Summary

Interbank offered rates (IBORs) are widely used as an index for almost all financial instruments, including
derivatives, securitised products, loans, floating rate bonds, credit cards and deposits.

Following the Great Financial Crisis, and in response to the declining volume of transactions in
key interbank unsecured funding markets and to cases of attempted manipulation in relation to key IBORs,
several reforms were launched by the Financial Stability Board (FSB) and the International Organization of
Securities Commissions (I0OSCO).

The FSB review and recommendations

The FSB undertook a fundamental review of IBORs that produced recommendations to strengthen the
existing rates and to develop alternative, nearly risk-free rates (RFRs). Also, based on an initiative by market
participants, the FSB recommended the strengthening of IBORs by anchoring them, where possible, to a
greater number of transactions, improving the processes and controls around submissions, and identifying
alternative RFRs. It also encouraged market participants to shift new contracts to an appropriate RFR.

Since 2014, the FSB has published a series of progress reports assessing implementation of the
recommendations by its jurisdictions. In October 2020, the FSB published a global transition roadmap for
the London Interbank Offered Rate (LIBOR), according to which firms should be prepared for LIBOR to
cease by the end of 2021. In June 2021, the FSB updated the guidance, issuing statements to support a
smooth transition away from LIBOR by the end of the year. In March 2021, the UK Financial Conduct
Authority, which oversees LIBOR, confirmed that representative LIBOR rates will formally cease for most
currencies at the end of that year and for some US dollar LIBOR tenors in June 2023.

The I0SCO Principles for Financial Benchmarks

The I0SCO’s 2013 Principles for Financial Benchmarks provide guidance to benchmark administrators on

the benchmark-setting process and risks associated with these instruments. They are arranged around
four pillars.

g

The first pillar relates to governance, covering issues such as benchmark administrator
responsibilities, third-party oversight and the treatment of conflicts of interest.

The second pillar deals with features affecting overall benchmark quality, such
as benchmark design, data quality and periodic reviews.

The third pillar covers the quality of the underlying methodology, including concepts
around guidelines for submitters and internal controls over data collections.

The fourth pillar, on accountability, outlines complaints procedures, documentation
standards and audits that assist benchmark administrator compliance.
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https://www.fsb.org/wp-content/uploads/r_140722b.pdf?page_moved=1
https://www.fsb.org/wp-content/uploads/r_140722b.pdf?page_moved=1
https://www.fsb.org/2020/10/global-transition-roadmap-for-libor/
https://www.fsb.org/2021/06/global-transition-roadmap-for-libor-2/
https://www.fsb.org/2021/06/fsb-issues-statements-to-support-a-smooth-transition-away-from-libor-by-end-2021/
https://www.fca.org.uk/news/press-releases/announcements-end-libor
https://www.fca.org.uk/news/press-releases/announcements-end-libor
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD415.pdf

Transitional issues

There are some practical challenges associated with the transition from IBOR-linked to RFR-linked
contracts.

One relates to legal challenges associated with the contractual provisions for replacing the
referenced IBOR once it is no longer available, known as fallback language. If this language is unchanged
after the IBOR's cessation, there could be adverse outcomes.

Amending contracts often requires the approval of counterparties or clients. Modifications of
fallback provisions in derivatives contracts are being coordinated by the industry. For cash products, a
case-by-case approach is required, and some guidance has been put forward by industry-led groups.

Special attention needs to be devoted to so-called tough legacy contracts, ie contracts that
cannot be converted or amended to include fallback provisions ahead of LIBOR discontinuation. As there
is no “one size fits all” approach to dealing with such special cases, ad hoc approaches are under
development in key jurisdictions.

Transitional issues also emerge from the structural differences between IBORs and RFRs. For
example, RFRs are fully transaction-based and are overnight rates, whereas IBORs are partially transaction-
based, involve expert judgment and have multiple tenors. Moreover, RFRs are usually set on a secured
basis, whereas IBORs are unsecured. Finally, RFRs do not include a credit risk component reflecting the risk
of a lender bank.

Private sector and other standard-setting body (SSB) involvement

Market associations and SSBs have cooperated to coordinate benchmark transition efforts. The FSB has
collaborated with the International Swaps and Derivatives Association (ISDA) on enhancing contractual
robustness to prepare derivatives markets for the discontinuation of widely used interest rate benchmarks.
For instance, and in addition to its work on fallback provisions, in October 2020, the ISDA published a
supplement amending its 2006 definitions to incorporate new fallback language on uncleared derivatives
that refers to adjusted versions of the RFRs. These amendments are to be incorporated into newly issued
IBOR contracts maturing after 2021.

Concerning the SSBs, in 2020, the Basel Committee on Banking Supervision (BCBS) provided
feedback to market participants, regulators and supervisors about the possible impact of the benchmark
rate reforms on elements of the prudential framework for banks. In general, the BCBS has encouraged
banks to be aware of the areas of the regulatory framework that are affected by IBOR reform. Those areas
are definition of capital, market risk, operational risk, counterparty credit risk and liquidity.

In addition, the International Accounting Standards Board has set out a two-phased plan to tackle
the potential accounting issues arising from IBOR reform. In Phase 1, it focused on financial reporting
during the period before LIBOR is no longer published. In Phase 2, it outlined the accounting implications
for financial statements when an entity replaces the old interest rate benchmark with an alternative
benchmark rate as a result of the reforms.

This Executive Summary and related tutorials are also available in FSI Connect, the online learning tool of
the Bank for International Settlements.
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https://www.isda.org/2020/05/11/benchmark-reform-and-transition-from-libor
http://assets.isda.org/media/3062e7b4/23aa1658-pdf/
https://www.bis.org/bcbs/publ/d503.pdf
https://www.ifrs.org/projects/completed-projects/2019/ibor-reform-and-its-effects-on-financial-reporting-phase-1/
https://www.ifrs.org/projects/completed-projects/2020/ibor-reform-and-its-effects-on-financial-reporting-phase-2/
https://www.fsiconnect.org/
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