Working Group on euro risk-free
rates

Newsletter October 2020

This newsletter provides an update on the work of the working group on
euro risk-free rates (hereafter the working group or WG), and also refers
to developments in international markets. If you have questions about
the content or would like to subscribe, please contact
CommunicationsEuroRFR@ecb.europa.eu. Feel free to share this

newsletter with others!

Working Group developments Non-euro working
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October 2020: Minutes of the
Working Group meeting of 10
September 2020 published.
November 2020: The WG
expects to publish two public
consultations on (1) EURIBOR
fallback triggers events and (2)
EURIBOR fallback rates based
on €STR for cash products. The
due date for responses will be 8
January 2021.

Given that the public
consultations cover EURIBOR
fallback measures for all
EURIBOR-linked financial
products, the Working Group
would appreciate response from
the wider market, i.e. from as
broad a range of respondents as
possible, including all types of
market participants, organisations
representing these market
participants and other interested
stakeholders from different
sectors and product categories.

The final recommendations by the
Working Group on EURIBOR
fallback measures are expected
by the end of Q1 2021.

Market developments

16 October 2020: LCH, CME,
Eurex have transitioned from the
FedFunds to SOFR as Price
Alignment Interest (PAI) and

groups status

. September

2020: The
Alternative
Reference
Rates
Committee
(ARRC)
released an
RFP seeking
a potential
administrator
to publish
forward-
looking
Secured
Overnight
Financing
Rate (SOFR)
term rates.
Responses to
the RFP will
be used by
the ARRC to
identify an
administrator
who could be
responsible
for the
calculation
and
publication of
forward-
looking SOFR
term rates.
September
2020:


https://www.ecb.europa.eu/paym/interest_rate_benchmarks/WG_euro_risk-free_rates/shared/pdf/20200910/2020_09_10_WG_on_euro_RFR_teleconference_Minutes.pdf
https://www.lch.com/Services/swapclear/benchmark-reform
https://www.cmegroup.com/trading/interest-rates/files/discounting-transition-proposal-aug-2020.pdf?utm_source=twitter&utm_medium=organic_social&utm_campaign=sofrdiscounting
https://www.eurexclearing.com/resource/blob/2095770/0cf336440e81588c46884ffeacb8bdf9/data/Eurex-Clearing-Circular-044-20-EurexOTC-Clear-service_Transition-from-FedFunds-to-the-US-dollar-short-term-rate.pdf

discounting rate, becoming life as
of 19 October 2020.

7 October 2020: The ECB
published the summary of
feedback on the public
consultation regarding
compounded €STR rates. This
consultation received a significant
number of replies coming from a
broad range of market
participants across different
countries. The replies were
supportive of the main
parameters and elements of the
envisaged methodology, and
contained some suggestions.
This feedback will be useful for
the ECB to finalise the
methodology.

2 October 2020: LCH launched a
consultation to their SwapClear
users (members and clients) with
deadline Friday, 30 October 2020
regarding how to manage the
closure of the EONIA outstanding
contracts before EONIA'’s
discontinuation at the end of
2021.

30 September 2020: The ECB
published a statement of
compliance of €STR with IOSCO
(International Organization of
Securities Commissions)
Principles for Financial
Benchmarks. This statement
shows how the ECB complies
with these principles, and

Additionally,
the ARRC
also released
an RFP
seeking
firm(s) to
publish daily
indicative
spreads and,
after a trigger
event has
occurred,
static spreads
and spread-
adjusted
SOFR fallback
rates for cash
products that
transition
away from
U.S. dollar
(USD) LIBOR.
The ARRC will
use responses
to the RFP to
identify
administrators
(s) who will be
responsible
for calculating
and publishing
the spreads
and the
resulting
interest rates
based on the
ARRC's


https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr201007_1~0cbe4ae779.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200930~b3729fa34d.en.html

therefore with international best
practice, in its administration of
the €STR.

29 September 2020: ESMA
published its final report
containing new sets of draft
regulatory technical standards
(RTS) under the Benchmarks
Regulation (BMR). These contain
additional detailed rules to
implement the European
regulatory framework aimed at
ensuring the accuracy and
integrity of benchmarks across
the European Union.

28 July 2020: ISDA launched a
new indicator to monitor the
adoption of alternative RFRs in
derivatives trading. The indicator
will provide a monthly snapshot of
RFR trading activity in interest
rate derivatives (IRD) markets.
24 July 2020: The European
Commission issued its proposal
to amend the EU Benchmark
Regulation to help prevent
disruption caused by the
cessation of LIBOR. The
amendments proposed would
empower the Commission to
designate a replacement
benchmark to cover all references
to a critical benchmark, such as
LIBOR, when such a benchmark
ceases to be published and could
result in significant disruption to
EU financial markets.

recommended
fallback
adjustment
methodology.
September
2020: The
Sterling RFR
Working
Group
published a
statement with
recommendati
ons on
conventions
for referencing
compounding
In arrears
SONIA in the
sterling Loan
Market, Their
recommended
convention is
the Five
Banking days
Lookback
without an
observation
shift.
September
2020: The
Sterling RFR
Working
Group
updated and
revised its
priorities and
roadmap for


https://www.esma.europa.eu/sites/default/files/library/esma80-187-608_final_report_benchmarks_rts.pdf
https://www.isda.org/2020/07/28/isda-launches-risk-free-rate-adoption-indicator/
https://ec.europa.eu/info/publications/200722-proposal-benchmarks_en
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/statement-on-behalf-of-rfrwg-recommendations-for-sonia-loan-market-conventions.pdf?la=en&hash=074583D7080993CE84B6A381B554BEFD6594C076
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/rfr-working-group-roadmap.pdf?la=en&hash=92D95DFA056D7475CE395B64AA1F6A099DA6AC5D

. 23 July 2020: ECB Banking

Supervision published the results
of its industry-wide assessment of
banks’ preparedness for the
benchmark interest rate reforms
(i.e. the results of the “Dear CEO
letters” sent in Q3 2019). To
assist banks in their preparation,
the ECB has published a set of
good practices outlining how
banks can best structure their
programmes, identify benchmark-
rate related risks and create
action plans and documentation
in relation to the reforms.

LCH published their monthly
swap clearing data for
September. Since the last
newsletter both cleared volumes
and outstanding amounts of EUR
OIS contracts linked to €STR
remained overall stable with a
slight increase compared to the
previous month.
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Volumes Qutstanding

2020-2021.
This update
reflected
progress
made since
the previous
roadmap was
published in
January 2020,
and included
more granular
milestones to
manage the
transition
away from
Sterling
LIBOR-linked
products by
end-2021.

27 August
2020: The
ARRC
released
updated
recommended
contractual
fallback
language for
new
originations of
USD LIBOR
bilateral
business
loans. Term
SOFR
continue to be
the first level


https://www.bankingsupervision.europa.eu/press/pr/date/2020/html/ssm.pr.200723~cba7253463.en.html
https://www.lch.com/services/swapclear/volumes/rfr-volumes
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC-Updated-Hardwired-Fallback-Language-Bilateral-Business-Loans.pdf

of the waterfall
but the
updated
fallback
Included a
recommendati
on to use the
Daily Simple
SOFR as part
of the second
step of the
waterfall to
make it
aligned with
syndicated
loans. The
ARRC
updated its
recommendati
ons that new
bilateral loans
should
incorporate
Hardwired or
Hedge
fallback by 31
October 2020.
19 August
2020: The
ARRC
published an
update on
their
recommended
Best Practices
in anticipation
of the ISDA


https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Press_Release_ISDA_Protocol_Amendments.pdf

IBOR Fallback
Protocol, to
reflect its
current
understanding
of the timing
of the ISDA
protocol
process,
recommendin
g that other
market
participants
“should
adhere to the
ISDA’
Fallback
Protocol for
Interbank
Offered Rates
within the 3-4
months period
after its
publication,
before the
amendments
to the
fallbacks in
legacy
transactions
take effect”.

3 August
2020: The
Bank of
England
began
publishing the



https://www.bankofengland.co.uk/boeapps/database/FromShowColumns.asp?Travel=&searchText=sonia+compounded+index

SONIA
Compounded
Index from 3
August 2020.
This simplified
the calculation
of
compounded
interest rates
and in doing
So provided a
standardized
basis through
its publication
as an official
source. The
BoE is not
going to
publish
SONIA
averages
given that
there wasn't
enough
consensus
between the
consultation
participants,
although it’s
open to its
publication in
the future if
market views
change.

July 2020:
ICE, FTSE
Russell and



Refinitiv have
started to
publish the
Term SONIA
Reference
Rate (Beta
Version) in
tenors from
one to twelve
months, using
SONIA
overnight
index swap
(OIS) quotes
to construct
their term
rates.

The working group on euro risk-free rates was established in February 2018 to
identify and recommend risk-free rates that could serve as a basis for an alternative
to current benchmarks used in a variety of financial instruments and contracts in the
euro area, such as the euro overnight index average (EONIA) and the euro interbank
offered rate (EURIBOR).

Any e-mail message from the European Central Bank (ECB) is sent in good faith, but shall neither be
binding nor construed as constituting a commitment by the ECB except where provided forin a
written agreement. This e-mail is intended only for the use of the recipient(s) named above. Any
unauthorised disclosure, use or dissemination, either in whole or in part, is prohibited. If you have
received this e-mail in error, please notify the sender immediately via e-mail and delete this e-mail
from your system. The ECB processes personal data in line with Regulation (EU) 2018/1725. In case
of queries, please contact the ECB Data Protection Officer (dpo@ecb.europa.eu). You may also
contact the European Data Protection Supervisor.
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