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Reform efforts towards more robust reference rates

Global reform of benchmarks in progress

* New international standards (I0OSCO principles), owing to
— past incidents of manipulation and
— decline in underlying volumes (unsecured interbank market)
- Robust benchmarks to be transactions-based, reflecting active market

« FSB recommendation: ldentifying alternative risk-free rates (RFRS)

Euro area

 EU Benchmarks Regulation (EU BMR): As of 1 January 2020,

non-compliant benchmarks cannot be used in new contracts
however deadline postponement is highly likely (political agreement)

« ECB involvement as of Sep 2017:

Euro short-term rate: Working group on euro risk-

Production of an overnight S (REES (WO

unsecured rate by October
2019

Set up with ESMA/FSMA/EC,
ECB providing the secretariat
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http://europa.eu/rapid/press-release_IP-19-1418_en.htm

Selection of the euro short-term rate as the new RFR

EONIA vs. the Euro Short-term Rate

m Euro short-term rate
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Working group on euro risk-free rates

Recommendation of the euro

1. Selection short-term rate, following
of the new : i .
RER public consultation, in Sep

2018

2. Transition
from EONIA

Working
group

to euro
short-term
rate

Report & call for
feedback
in Dec 2018
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https://www.ecb.europa.eu/paym/cons/html/wg_assess_cand_euro_risk-free_rates.en.html
https://www.ecb.europa.eu/paym/pdf/cons/euro_risk-free_rates/ecb.eoniatransitionreport201812.en.pdf
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Transition from EONIA to the euro short-term rate

« The WG analysed possible transition paths and recommended:

— To use an evolved EONIA methodology,
I.e. EONIA = euro short-term rate + Spread, until December 2021
— To replace EONIA with euro short-term rate for new and legacy trades

Mitigating
potential risks
of value
transfers

Adequate time
Effectiveness frame to
for transferring renegotiate
EONIA liquidity EONIA legacy
contracts

Smooth
transition
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Ensuring contractual robustness

« The WG recommended that market participants:

Gradually replace EONIA with the euro short-term rate as a reference
for all products and contracts and make all necessary adjustments for
using the euro short-term rate as their standard benchmark after the
transition period

« Since 1 Jan 2018, supervised entities using benchmarks are
required to fulfil Article 28(2) of the EU BMR:

Supervised entities [...] shall produce and maintain robust written
plans setting out the actions that they would take in the event that a
benchmark materially changes or ceases to be provided

« The WG published a paper in Jan 2019 on guiding principles for
fallback provisions and intends to recommend more detailed
fallback language for legacy and new euro-denominated contracts
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https://www.ecb.europa.eu/pub/pdf/other/ecb.sg3guidingprinciples201901.en.pdf

Working group on euro risk-free rates

Recommendation of the euro

1. Selection short-term rate, following
of the new : i .
RER public consultation, in Sep

2018

2. Transition
from EONIA

Working
group

to euro
short-term
rate

Report & call for
feedback
in Dec 2018

3. Euro
short-term

rate-based
term Public consultation

structure

in Dec 2018
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Fallbacks for EURIBOR ECB- PUBLIC

EURIBOR and euro short-term rate-based fallbacks
» Base case for the WG: EURIBOR to become BMR compliant

EMMI

(EURIBOR’s
administrator)

Ongoing reform of EURIBOR to move to hybrid methodology

Q2 2019: apply for authorisation to FSMA, phasing in of hybrid
methodology

FSMA

“represents a significant step towards a BMR-compliant Euribor”
“FSMA will make an effort to expedite the authorisation process”

(EMMI’s supervisory
authority)

* WG to identify euro short-term-based fallbacks for EURIBOR

* Public consultation on forward-looking term structure
methodologies based on euro short-term rate derivatives markets

recently closed:

— Based on tradeable OIS quotes offers the best prospect of producing a viable
forward-looking fallback

— Challenges: consistency across asset classes, jurisdictions
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Working group on euro risk-free rates

Recommendation of the euro

1. Selection short-term rate, following
of the new : i .
RER public consultation, in Sep

2018

Work for ;
2019! 4. Market Worklng

2. Transition
from EONIA

to euro
short-term
rate

adoption group

Report & call for
feedback
in Dec 2018

3. Euro
short-term
rate-based

term Public consultation
structure :
In Dec 2018
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Market adoption

Issues to be addressed by the WG in 2019
... and relevant also for market participants

Setting up
€STR
derivatives
NELGIS

Systems
and

infrastructure

_ Risk Leqal act
International  ENEYEYT =0l egal action

C ES
coordination & Hedge for egisting and

accounting new contracts

Standard Fallbacks

compensation by asset Communication
mechanism class and education
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Market adoption

Issues to be addressed by the WG in 2019
... and relevant also for market participants

Prepare for €STR T+1
publication: adapt internal
systems, update pricings

and other internal
systems with
dependencies on the rate

Update risk
management _
models Risk Legal action Ensure
Balance sheet management plans contractual
management & Hedge RGN . obustness

accounti ng new contracts

through the
possible
implementation of
proposed legal
action plans
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Market adoption

What else market participants could do?

‘ Be actively

iInvolved In the

O WG

Take action: substructures
Reply to public Call for interest
consultations open at the WG
® Participate in webpage
Follow WG market outreaches

developments Implement the

recommendations
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https://www.ecb.europa.eu/paym/initiatives/interest_rate_benchmarks/WG_euro_risk-free_rates/html/index.en.html

Questions & Answers
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Annex: EONIA vs. Euro short-term rate continued

EONIA vs. the Euro Short-term Rate
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Source: ECB pre-€STR publication

« Rate reacts to market factors (excess liquidity, rate falls at quarter-ends)
« While being less vulnerable to outliers
« Pre-€STR (post corrections) very similar to €STR (based on 7:00 data)
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Need for forward-looking term rate as fallback for EURIBOR

How to square this?

Need for forward-
looking term rate

Consistency Consistency
across across
asset classes jurisdictions
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