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PROBLEMS WITH LIBOR
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• Classic conflict of interest – parties determining LIBOR were also users/consumers of the same;
manipulation during financial crisis, leading to to banks paying billions of dollars of fines and people going to
jail

• Declining liquidity in unsecured interbank markets – since the financial crisis, banks have reduced their
interbank funding LIBOR borrowings; only about USD500mn of daily three-month interbank trading as
‘informational foundation’ for USD LIBOR curve quotes - used to price USD200tr of financial contracts
(USD370tr equivalent across all five currencies)

• Small number of actual interbank trades and potential legal liabilities makes providing LIBOR submissions
unattractive for banks. For now, the remaining 20 panel banks have agreed to continue their LIBOR
submissions through 2021, but the UK Financial Conduct Authority (FCA) will not compel banks to submit
LIBOR quotes thereafter
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CURRENCY 
LIBOR

PREFERRED 
ALTERNATIVE

ADMINISTRATOR NATURE DATA SOURCE
O/N RATE 

AVAILABLE
TERM RATE 
AVAILABLE

WORKING GROUP

€STR
European Central 
Bank

Unsecured MMSR transactions
To be 

published on 
2nd Oct 2019


Under 

consideration

Working Group on Euro
Risk-Free Rates

Reformed 
SONIA

Bank of England Unsecured

Unsecured overnight 
sterling transactions 
negotiated bilaterally and 
brokered in London by
WMBA




Under 
consideration

Working Group on 
Sterling Risk-Free Rates

SOFR
Federal Reserve 
Bank of New York

Secured
Tri-party repo, FICC GC 
repo, FICC bilateral 
treasury repo




Planned 
2021

Alternative Reference 
Rates Committee 
(ARRC)

SARON SIX Exchange Secured
CHF repo transactions in 
the interbank market 


Under 

consideration

National Working Group 
on Swiss Franc 
Reference Rates

TONAR Bank of Japan Unsecured
Data provided by money
market brokers 


Under 

consideration

Study Group on Risk-
Free Reference Rates

THE ALTERNATIVE: [NEARLY] RISK-FREE RATES (RFR)
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DIFFERENCES LIBOR - RFR
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LIBOR RFR
Calculation Forward-looking estimate based on 

panel bank submissions
Backward-looking average rate based 
on actual transactions

Publication 11:55am London time, quoted on 
same basis & time for all 5 currencies

Different calculation methodology 
and publication time on T+1 for each 
currency

Term 7 term rates from O/N to 12m Only O/N rates

Credit & Term Premium Includes both Includes none, proxy to risk-free

Underlying Volumes Narrow range of panel banks Large number of actual transactions 
in very liquid markets

Administrator Private sector Central Banks (except SARON)
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KEY CHALLENGES & POTENTIAL SOLUTIONS
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• No RFR Term Rates yet – overnight rates used for long time already e.g. in Overnight Index Swaps (OIS)
or U.S. bank loans based on Prime Rate; forward-looking term rates derived from RFR derivatives should
develop, current preferred option is compounded setting in arrears under reference to average rate over
interest period (see next slide)

• No Credit Spread – additional compensation needed with RFR, current preferred option is spread
adjustment using historical mean/median over 5 – 10 years lookback period

• Fallback Language – current fallback language in most contracts not sufficiently robust to address
permanent cessation of LIBOR, potential litigation risk; differing fallback language between derivatives and
cash products can impair hedging effectiveness and give rise to valuation swings. All legacy documents
should be reviewed to understand existing fallback language and amendment flexibility. New or amended
documents should use new reference rates or include a mechanism that facilitates the transition from
LIBOR to a replacement rate. Three major components the fallback language should address:

1. Trigger event that initiates the transition from LIBOR to a replacement rate
2. Definition of replacement rate and spread adjustment, e.g. conversion to last LIBOR rate quoted

(turning variable into fixed), conversion to Prime Rate (typically higher than LIBOR), or conversion to
RFR (using amendment approach)

3. Any amendment process that must occur (e.g. lenders majority consent)

• Potential mismatch of payments, e.g. asset switches to SOFR and liability to last LIBOR or switch occurs
at different points in time or to two different RFR
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Contract currently
referencing EURIBOR

Contract once fall-back 
triggered, referencing RFR

Fixed issuer-
specific loan spread

Floating
EURIBOR 
reference rate 

Fixed issuer-specific  
loan spread

Floating term RFR

Fixed bank liquidity / 
credit spread at time 
of  fall-back trigger

CONTRACTUAL CHANGES  TO BENCHMARK LANGUAGE
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HOW TO USE RFR’S IN CASH PRODUCTS
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Most likely options to be used: 1., 3., 4.
Trade-off between knowing cash flows in advance and efficient hedge of interest rate risk

Source: FSB – Overnight Risk-Free Rates User’s Guide
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RFR PIONEERS
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• BMO Global Asset Management moved nearly 95% of its GBP10bn (USD13bn) Sterling Libor swaps
portfolio onto SONIA. The firm targets pockets of liquidity from asset swaps and unwinds, and all of its new
sterling swap trades are linked to SONIA

• Associated British Ports moved more than GBP500mn of Sterling Libor swaps onto SONIA is asking
holders of its listed floating rate notes to switch the benchmark to SONIA

• The European Investment Bank issued an (oversubscribed) GBP1bn SONIA-linked floating rate note in
2018 and in the process worked out how to properly use the compounded-in-arrears methodology to
calculate coupon payments

• Among Asian banks, ADB, Sumitomo, and Mizuho were the first to issue SOFR instruments in the U.S.
Bank of China issued the first Asia region SOFR-linked FRN through its Macau Branch in October 2019
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SAMPLE SOFR DEALS
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Issuer Name Cpn Maturity Issue Date Maturity Type Curr Floater Spread (bp)
African Development Bank 2.18 11/18/2020 12/6/2018 AT MATURITY USD 32
Asian Development Bank 2.20 9/10/2021 9/12/2019 AT MATURITY USD 24
Bank of America NA 2.41 6/21/2021 6/21/2019 CALLABLE USD 55
Bank of Montreal/Chicago IL 2.09 5/8/2020 5/9/2019 AT MATURITY USD 23
Canadian Imperial Bank of Commerce/New York NY 2.07 6/12/2020 6/13/2019 AT MATURITY USD 21
Citibank NA 2.46 3/13/2021 3/13/2019 CALLABLE USD 60
Credit Agricole Corporate and Investment Bank/New York 2.01 2/12/2020 7/12/2019 AT MATURITY USD 15
Credit Suisse AG/New York NY 2.09 2/14/2020 8/15/2019 AT MATURITY USD 23
European Bank for Reconstruction & Development 2.27 8/19/2022 8/29/2019 AT MATURITY USD 26
European Investment Bank 2.54 10/8/2021 12/5/2018 AT MATURITY USD 32
Goldman Sachs Bank USA/New York NY 2.60 5/24/2021 5/24/2019 CALLABLE USD 60
Grant Bancshares Inc 5.63 8/15/2029 8/14/2019 CALLABLE USD 436
Inter-American Development Bank 2.20 9/16/2022 9/18/2019 AT MATURITY USD 26
International Bank for Reconstruction & Development 2.08 8/21/2020 8/21/2018 AT MATURITY USD 22
Jackson National Life Global Funding 2.36 5/27/2021 6/11/2019 AT MATURITY USD 50
JPMorgan Chase & Co 2.74 10/15/2030 9/12/2019 CALLABLE USD 151
Landeskreditbank Baden-Wuerttemberg Foerderbank 2.27 3/15/2022 3/15/2019 AT MATURITY USD 35
Metropolitan Life Global Funding I 2.43 9/7/2020 9/7/2018 AT MATURITY USD 57
Midland States Bancorp Inc 5.00 9/30/2029 9/20/2019 CALLABLE USD 361
Mizuho Bank Ltd/New York NY 2.07 2/21/2020 8/22/2019 AT MATURITY USD 21
Morgan Stanley 2.77 6/10/2022 6/10/2019 CALLABLE USD 83
Natixis SA/New York NY 2.20 3/12/2020 3/13/2019 AT MATURITY USD 34
Northpointe Bancshares Inc 6.00 9/30/2029 9/9/2019 CALLABLE USD 490.5
Royal Bank of Canada/New York NY 2.18 9/21/2020 9/19/2019 AT MATURITY USD 32
State Street Bank and Trust Co 2.06 11/21/2019 8/21/2019 AT MATURITY USD 20
Sumitomo Mitsui Banking Corp/New York 2.07 1/31/2020 7/31/2019 AT MATURITY USD 21
Toronto-Dominion Bank/The 2.51 6/7/2021 6/7/2019 AT MATURITY USD 65
Wells Fargo Bank NA 2.34 3/25/2020 9/25/2018 CALLABLE USD 48
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RECENT DEVELOPMENTS
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• So far, only around 120 debt instruments linked to SOFR in the market, but trading volumes linked to
alternative risk-free rates have been growing

• For 1H2019, around USD1.8tr RFR-linked interest rate derivatives (IRD) notional traded; in same period,
around USD41.7tr LIBOR-linked IRD notional traded

• EU Benchmarks Regulation in force since January 2018. Requires EU-regulated firms (and parties dealing
with them) in contracts to set out steps they will take in the event a financial benchmark ceases to exist,
materially changes, or is not authorized for use any longer

• European Overnight Index Average (EONIA) phased out and replaced by Euro Short-Term Rate (€STR)
from 02 October 2019 on (EONIA will cease to be published 03 January 2022)

• SOFR is based on U.S. repo rates which shot up from around 2% to almost 10% on 17 Sep 2019. Effect will
be smoothened out over time as the benchmark uses average of O/N rates, but concerns are raised about
repo market liquidity issues (see next slide)
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SOFR SPIKE ON 17 SEP 2019 
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WHAT SHOULD / CAN BANKS IN ASIA DO?
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• Perform assessment of LIBOR exposure & consider reduction through transition to RFR

• Famliarise with RFR product conventions and ensure systems & processes can support RFR

• Review contractual terms and prepare for potential re-pricing of reference rates and/or amendments to
fallback language

• Assess potential tax & accounting implications

• Seek dialogue with LIBOR-linked counterparties. While for derivative contracts, consent is in hands of ISDA
who will provide protocol procedure, for cash products (unanimous) consent needs to be negotiated
between borrowers/issuers and lenders/investors



Page

SOURCES
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• Erste Group Bank AG
• Alternative Reference Rate Committee (ARRC)
• Financial Stability Board (FSB)
• Loan Syndications and Trading Association (LSTA)
• International Swaps and Derivatives Association (ISDA)
• European Central Bank (ECB)
• Standard & Poors (S&P)
• Mazars
• Standard Chartered Bank
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This Document was prepared by Erste Group Bank AG as indicative proposal to the company referred herein (the "Company"). It has been provided for discussion purposes only
and is not to be construed as a personal transactional advice or recommendation; an offer to issue, buy or sell; solicitation or recommendation of any offer to issue, subscribe, to
buy or sell or to participate in any financial product referred to herein (the “Financial Instrument”) or to engage in any trading strategy involving them.

If Erste Group Bank AG will be mandated to act in the transaction described, the terms and conditions will be fully reflected in the then applicable final documentation, which will
supersede and replace this document in its entirety. All information, terms and pricing set forth herein is/are indicative, based on, among other things, market conditions at the
time of this writing and is subject to change without notice. This Document neither provides a full and complete overview of the transaction itself, the potential risks and
consequences, nor takes into account the individual circumstances and needs of the Company and/or any investor regarding income, taxes and risk tolerance, or whether the
Financial Instrument is a suitable or appropriate investment for the Company. Financial instruments involve different risk levels and besides the benefits described herein, the
transaction involves risks to be considered by the Company and/or any investor. The illustrated market performance and sample calculations cannot provide reliable predictions
about the future performance. Past performance is not necessarily indicative for future performances and transactions in financial instruments may involve significant risks and
can be considered as speculative. Since not all transactions are suitable for every investor, the Company and/or any investor shall, prior to the entering into any transaction,
consult its independent advisors (including but not limited to legal, accounting and tax advisor), to make sure that, irrespective of the information herein, the planned
investment/transaction fits into the Company’s needs and preferences and that the involved risks are fully understood by the Company and/or any investor and that after due
consideration the Company and/or any investor is convinced that it wish to enter into the intended transaction, is able to do so and can bear the economic consequences. Erste
Group Bank AG (including its principals, employees and/or representatives) does neither represent nor warrant that the Financial Instrument referred to herein will be issued and
that there is a secondary market for the Financial Instrument in the future. Although the information herein has been obtained from, and any opinions herein are based upon,
sources believed reliable, Erste Group Bank AG (including its principals, employees and/or representatives) makes no representation and warranty, express or implied, to the
accuracy, completeness and correctness of the information contained herein. Neither Erste Group Bank AG nor any of its principals, employees and/or representatives shall be
liable for any losses or damages whatever its nature is (including but not limited to any direct, indirect or consequential loss or loss of profit) and which may result from reliance
upon the information herein. All illustrations, analyses and conclusions contained herein are of a general nature. From time to time, Erste Group Bank AG, its principals,
representatives or employees of Erste Group Bank AG respectively may have a position in the Financial Instrument or hold options, warrants or rights with respect thereto or
other financial instruments of such issuers and may make a market or otherwise act in transactions in any of these financial instruments. Erste Group Bank AG, its principals,
representatives and/or employees may from time to time provide investment banking or consulting services to or serve as a manager/director in a company referred to herein.
The distribution of this Document and the Financial Instrument referred to herein is restricted or prohibited in certain jurisdiction such as, inter alia, Australia, Canada, Great
Britain, Japan and the United States of America. In particular, this Document may not be distributed and the Financial Instrument may not be offered or sold within the United
States of America or to, or for the account or benefit of, any U.S. Persons (as defined in Regulation S under the U.S. Securities Act of 1933 as amended) unless an exemption
under U.S. law or the state laws in the United States is applicable. Persons into whose possession this Document comes are required by Erste Group Bank AG to inform
themselves about and to observe such restrictions. Additional information can be obtained from Erste Group Bank AG upon request. This Document is based on the level of
knowledge of the person entrusted with their compilation on the date of its preparation. The Document should not be regarded as financial, legal, tax, regulatory or other advice.
Any statement herein is non-binding and without any obligation. Erste Group Bank AG is not responsible for printing or typographical errors. This Document and the contents
thereof is private and confidential and must not be reproduced, distributed, published or otherwise disclosed to any third party without the prior written consent of Erste Group
Bank AG.

© Erste Group Bank AG 2018
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DISCLAIMER

Important notice


