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General  
 
The ACT welcomes the opportunity to comment on this matter. 

This document and its content are on the record and may be freely quoted or reproduced 
with acknowledgement but external material we have ourselves quoted may be subject 
to rights of the copyright owner. 

The ACT recognises the approach taken by the EMMI, addressing the recommendations 

in the Financial Stability Board’s (FSB’s) report Reforming Major Interest Rate 

Benchmarks (dated July 2014), that reference rates should be based on transactions to 

the greatest extent possible.   

We consider the benchmark of EURIBOR to be very important to non-financial 

companies. Corporates need a reliable1 interest rate benchmark not only for inclusion in 

business and financial contracts but also to forecast, manage and account for many 

business activities. Euribor is the most referenced benchmark in EUR.  The total notional 

outstanding amounts for Euribor are estimated by the MPG at around $150-180 trillion.2 

Continuity of outstanding contracts is fundamental for the real economy and so any 

revisions to Euribor should not have the unintended consequence of frustrating existing 

contracts in whatever legal jurisdiction that may apply.  Whilst EEMI state “there is no 

intention to change the Underlying Interest for Euribor,3 the ACT is of the view that 

moving from a rate on the morning of the setting to a whole of previous day VWAR is a 

fundamental change.  We believe that appropriate legal advice needs to be taken in 

order to satisfy the market and all those with contracts that reference Euribor and subject 

to the law of principal jurisdictions (not just those in the euro area).  Refer additional 

comments under Questions 4 and 6. 

Increased volatility 

EMMI’s preliminary assessment of the impacts on rate level and volatility in moving to 

the proposed new determination methodology (tables 6 & 7) produces some rather 

concerning results.  Whilst the movement in rate levels might seem small in terms of 

basis points the impact could be in the millions of euros when dealing with amounts in 

excess of €100m over a 20-30 year time frame.  EMMI have calculated the difference in 

Euribor rate volatility between the current and proposed methodologies using data from 

2012 to 2013.  Even during this period of low market volatility the proposed Transaction-

Based Euribor shows a marked increase in rate volatility.  This raises the question what 

would the impact be if calculated over a period of high market volatility?  We encourage 

EMMI to perform analysis on additional historical years (not only 2012 and 2013 but 

including years of and following the financial crisis of 2007/8 and the euro crisis of 2009 

and following years) and, based on the outcome on rate levels and volatilities, to 

reconsider the Euribor Methodology currently proposed.  This is in addition to the pre-live 

verification proposed in Q2 2016. 

                                                 
1 Reliable meaning that users understand how it is calculated on any day, that it is calculated transparently and honestly 
and that it can be relied on to be published for every business day. 
2 Source: Market Participants Group (MPG), Final Report Currency Market Footprint overview (cited in FSB Reforming 
Major interest Rate Benchmarks (22July 2014 pg. 6) 
3 EMMI Consultative Position Paper on the Evolution of Euribor, 30 October 2015, pg. 6 
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Expert judgment 

We believe that EMMI’s plans for reform have overlooked the value that Expert 

Judgement can add to a benchmark.   

Expert Judgement in core methodology 

Expert Judgement is of particular relevance under certain market conditions  for example 

when a system-generated submission is clearly unrepresentative of the market and/or the 

Benchmark Submitter considers that the transaction-based submission is clearly 

unrepresentative of the bank’s funding costs.  This may occur if, say, a central bank rate 

change takes place at 9 a.m. on the day of rate submission. This could result in the eligible 

transactions carried out during the previous business day being irrelevant as they may not 

produce a rate which equates to the Underlying Interest for Euribor, i.e. “at which banks… 

could borrow funds in the… wholesale, unsecured money markets”.    We believe that 

there can be situations when expert judgement is needed when applying the core 

methodology. Judgement would be required in deciding to ignore transactions prior to an 

“event” – such as a change in official rates. 

 

Expert Judgement in Tier 1 Contingency methodology 

The Gap Filling technique, proposed for when there is insufficient data for a given tenor, 

needs further analysis to confirm that the transaction data remains relevant.  This 

technique does not take into account the fact that there could have been a market event 

or event relevant to the Panel Bank that could result in the submission rate no longer 

being representative of the bank’s funding rate.  In the absence of sufficient transactions 

some form of Expert Judgement will still need to be exercised.   

 

We recognise that the Tier 2 Contingency plan for Panel Banks to provide quote 

submissions is a form of expert judgment, however this is only triggered after a 

persistent Tier 1 contingency environment.  In the interim period, the Euribor rate could 

be unrepresentative of the benchmark 

 

Response to Specific Questions raised by EMMI 

1) Continued publication of potentially discontinued tenors, based on an 

interpolation approach 

For the reasons mentioned in Section 3.2, EMMI is planning to discontinue the 2-

week, 2-month, and 9-month tenors. EMMI has been asked to consider the 

possibility of publishing interpolated rates for these three tenors.  

 

Question: Do you think that EMMI should publish rates for the 2-week, 2-month, 

and 9-month tenors, based on an interpolation method? 

Please provide your rationale. Please, give examples and details about the 

products that will benefit from the publication of these interpolated rates. 
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 Based on a poll of our Treasurers’ Forum4, benchmark users generally did not think 

it necessary for EMMI to publish interpolated rates for 2-week, 2-month, and 9-

month tenors as if needed they could calculate the rates using the interpolated 

method themselves.  It is always more convenient to have a published rate, of 

course. 

 

2) Inclusion or exclusion of non-financial corporates in borrowing sources 

There are variations in national funding practices across the EU, with non-financial 

corporations (see page 19, ESA 2010 classification: S11) being a more significant 

source of wholesale bank funding in some jurisdictions relative to others. Because 

of this importance, EMMI has chosen to include non-financial corporates as an 

eligible counterparty in the current methodology and analysis presented in this 

paper.  

 

Question: Do you agree with EMMI’s decision on the inclusion of these 

transactions in the calculation of Panel Banks’ submissions? If not, on what basis 

would you seek to exclude non-financial corporates as eligible borrowing sources 

for Panel Banks in the determination of the benchmark? Please provide your 

rationale. 

 

The ACT agrees that the source of bank funding has changed over recent years 

and non-financial corporates have become a more significant source of wholesale 

bank funding.  In order to increase the number of actual transaction data points on 

which to base Euribor submissions, it makes sense to include more counterparty 

types. We agree in principle with using corporates as a counterparty type however 

we question whether a corporate deposit just over the €1 million5 threshold is large 

enough to be deemed wholesale funding.  The consultation paper defines eligible 

counterparties as “non-financial corporates that are not categorized as small 

business customers in the Basel III LCR regulations.”     

 

Additionally because non-financial companies may need to “park” short-term funds 

for which they are less concerned with interest received than convenience and the 

credit standing of counterparty bank, perhaps a minimum deposit period of over 

one month might be helpful to avoid distortions.  Of course, the number of other 

“wholesale” transactions at the short end is higher, so there is less need to bolster 

contributions for shorter tenors.   

 

 

 

 

 

 

                                                 
4 The ACT Treasurer’s Forum is a working group of over 100+ representatives working in treasury in the 

real economy throughout the world who offer their insights and expertise to the ACT 
5 Bank for International settlements “Basel III: The Liquidity Coverage Ratio and liquidity risk monitoring tools” report, 

January 2013, in paragraphs 90 & 91 defines “Small business customers” as deposits less than €1 million (on a 
consolidated basis where applicable). 
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3) Publication Time 

It is planned to maintain the existing 11 AM CET publication time for Euribor to 

preserve continuity with the current arrangements.  

 

Question: Would you prefer that a different publication time, potentially earlier in 

the day, be established? Please provide your rationale. 

 

We agree with maintaining the existing 11 AM publication time.   

 

4) Determination methodology 

 

Question: Are there any aspects of the transaction-based determination 

methodology for which you would like clarification by EMMI? If yes, please 

elaborate.  

 

Under the present system, changes outside the period up to 11 a.m. are ignored.  

Under the proposed methodology of whole of previous day VWAR, absent 

unusual circumstances, changes up to 6pm on the previous day are included.  

On a particular day this could have a major effect.  In order to satisfy the market 

that there hasn’t been a fundamental change to Euribor, we believe appropriate 

legal advice covering all major jurisdictions (not just those in the euro area) needs 

to be taken and, if necessary, the change should be re-considered. 

 
5) Product Modifications 

 

Question: For institutions developing products referencing Euribor or users of 

such products, what modifications, if any, do you anticipate will be required to those 

products as a result of the introduction of the new transaction-based determination 

methodology? For example, would you expect the need for modifications to 

accommodate the anticipated higher volatility of the rate? 

 

We would reiterate the point that continuation of outstanding contracts is crucial.  

It should also be noted that for some users the change in volatility through a 

period is less of a concern than the published rate on the particular day that is 

relevant to them, e.g. quarterly of half-yearly rate re-setting for loans and 

corresponding interest rate swaps.  New products could reference an average 

Euribor rate over a defined period.  The longer the defined period the lower the 

volatility of Euribor at rate resets, however products based on average Euribor 

(with potentially different defined periods) would require banks to adapt their 

interest rate risk management to manage an average Euribor risk.  This would 

also require sufficient liquidity in each of these average Euribor time buckets. 

 

6) Transition 

 

Question: EMMI as the administrator of the Euribor benchmark will continue to 

pursue a Seamless Transition with the highest degree of transparency and due 

diligence. Do you see or anticipate any other area not included in this paper that 

should be addressed by EMMI? Should you have any recommendations, please 

provide your feedback.  
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The FSB’s report on interest rate benchmarks6 states that “In pursuing the objective 

of moving to transactions-based rates, transition risks and costs should be 

minimized as much as possible.”  The ACT believes that transition from a rate on 

the morning of the setting to one over a whole day is a fundamental change.  If an 

“event” occurs on the morning of publication or in the afternoon or evening of the 

previous day or overnight, a rate derived from transaction prior to 11am could be 

very different from a rate averaging transactions over a whole trading day – and 

more so if that trading day is the previous day.  It is difficult to see how this could 

be accommodated for existing contracts. 

 

7) Timeline 

 

Question: EMMI recommends that Euribor stakeholders prepare for the change in 

the determination methodology on 4 July 2016. Is this sufficient time to prepare?  

What would prevent you from meeting this timeline? 

 

We do not believe the proposed timeline of 4 July 2016 gives users of Euribor 

enough time to understand and analyse the implications not only on their current 

legacy contracts but on future funding and/or investment strategies. 

 

Transition time for users really depends on how much concern they have that the 

Euribor has been changed such that they doubt contract continuity.  The 

communication of a legal opinion would help to alleviate this concern. 

 

The other issue is changes to systems in users – especially relating to the delay of 

publication to the following day.  Unlike financial corporates, that are all about 

financial systems and security, for non-financial companies changes in this area 

are a burden not related to their underlying business.  Treasury systems etc. come 

low down in the group’s priorities and resources are in any case limited.  Non-

financial companies often rely on externally provided proprietary systems and there 

needs to be appropriate time for systems providers to adapt their products where 

necessary.  Only after those revised systems have been built and tested can the 

work on interfacing them and then testing them within the non-financial services 

group start, even in the unlikely event that resources were immediately available. 

 

A product modification, such as discussed in Question 5, would further increase 

the transition time required to make system changes. 

 

8) Communication 

 

Question: What further information or outreach could EMMI undertake to assist 

you in planning for the launch of the new determination methodology in July 2016?  

 

The new definition of Euribor replaces the reference to “Prime Banks” to “banks of 

sound financial standing”.  The consultation states that “the notion of sound 

financial standing will be reflected in the eligibility criteria governing which banks 

                                                 
6 FSB’s report Reforming Major Interest Rate Benchmarks, 22 July 2014 



 

           
7 

 

The Association of Corporate Treasurers, London, January 2016 

may be deemed as a Panel Bank.” It also seems to indicate (paragraph 2.3.1.3) 

that there will changes to the panel composition criteria.  If any significant changes 

to the panel are planned further information/consultation on the criteria should be 

published/undertaken well in advance of launch date, together with the publication 

of historical test data based on the proposed updated Panel composition 

requirements. 

 

The preface to the consultation document states that “EMMI’s governing bodies 

will decide to conduct the final switch-over to a transaction–based Euribor only in 

consultation with relevant authorities and on the grounds of such verification…”  

However there is no comment on the governance and oversight process and who 

would be the final arbiter if, in difficult market conditions, the index becomes 

unrepresentative and potentially contributes to financial instability.  We would 

welcome communication on the above. 

 

As noted above in Question 7, we do not agree with the planned launch date of 4 

July 2016. We propose (a) that EMMI communicates to the market legal 

documentation evidencing that changes to Euribor methodology aren’t a 

fundamental change to the benchmark in all major jurisdictions (not just those in 

the euro area) and (b) that considerably more time be allowed for systems changes 

in users before any transition.   

 

Further, as noted on page 2 under the heading “Increased volatility,” additional 

analysis of the impact on moving to a new methodology based on historical data 

from a more volatile market should be published. 
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The Association of Corporate Treasurers 

The Association of Corporate Treasurers (ACT) is the leading professional body for 

international treasury, operating in the public interest under Royal Charter.  We provide 

the widest scope of benchmark qualifications for those working in treasury, risk and 

corporate finance. Membership is by examination. We define standards, promote best 

practice and support continuing professional development. We are the professional voice 

of corporate treasury, representing our members. 

Our 4,700 members work widely in companies of all sizes through industry, commerce 
and professional service firms. 
 
For further information visit www.treasurers.org 

Guidelines about our approach to policy and technical matters are available at 

http://www.treasurers.org/technical/manifesto.  
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