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    What Remains: Addressing the LIBOR Transition Post December 31, 2021 and June 30, 2023 Cessation Dates

Wait… publication of USD, GBP, CHF, EUR, and JPY LIBOR has ceased, how can there be additional work?

	Outstanding instruments that reference GBP or JPY LIBOR: In the fall of 2021, the Financial Conduct Authority (“FCA”) announced (link) that they will require the ICE Benchmark Administration (“IBA”) to publish a “synthetic” version of 1-, 3-, and 6-month settings of GBP and JPY LIBOR for 2022. The FCA clarified that synthetic JPY LIBOR will only be published for 2022 while the decision to continue to publish synthetic GBP LIBOR would be subject to annual renewal. Synthetic LIBOR is meant to be a backstop for the industry in the event that actively converting legacy GBP or JPY LIBOR contracts was not possible in advance of the December 31, 2021 cessation date and the industry was left with contracts that did not have workable fallback language to convert to alternative reference rates (“ARRs”). The FCA did not announce the details on synthetic LIBOR until just a few short weeks before the year end cessation date. This was likely strategic – to encourage firms to continue to actively transition their legacy LIBOR exposure away from LIBOR to ARRs and not rely on synthetic LIBOR. In many ways this worked, however, an unintended consequence was issuers often delayed issuing a consent solicitation in anticipation of what the definition and scope of synthetic LIBOR would be. Because of that, some contracts that may not have been transitioned before the cessation date will likely reference a synthetic LIBOR rate for a period of time. On September 29, 2022, the FCA announced 1- and 6- month synthetic GBP LIBOR will cease to be published after March 31, 2023. Additionally, on November 23, 2022, the FCA announced 3-month synthetic GBP LIBOR will continue to be published until March 31, 2024, after which it will also cease permanently. Given these announcements from the FCA, we anticipate most issuers and holders of remaining GBP LIBOR contracts will look to remediate them through consent solicitation or otherwise in 2023.
	Asset Class Considerations: Some securities, such as contingent convertible bonds with a fixed-to-float rate structure, currently reference a fixed rate until a defined date, but then move to a floating rate (e.g., LIBOR). In this case, there continues to be the possibility of future LIBOR exposure once the security moves to a floating rate given the way the contract is structured. Most of these contracts are callable by the issuer and will likely be redeemed at their next call date, which is when the contract would transition to a floating rate. Issuers are incentivized to call these instruments for a variety of reasons including unfavorable spreads, loss of favorable capital treatment, and refinancing opportunities. Other contracts are expected to be amended in 2022 through consent solicitation, exchange offers or other activities. Additionally, for passive investment managers, when fixed-to-float instruments are held within an index, they often fall out of the index when the instrument's reference rate transitions to a floating rate per the index methodology. While outside a passive investment manager’s control, this reduces risk related to LIBOR exposure that is driven by a fund’s investment, and lack of management discretion, in an index.
	Fallback Language Operationalization: Despite the first LIBOR cessation date occurring on December 31, 2021, that does not mean that a contract with fallback language that specifies a replacement rate will move to the replacement rate at that point in time. Instead, the effects of the rate change are felt on the contract’s first reset or coupon date, when interest is paid on the contract (and thus uses the contract’s specified interest rate to calculate interest). These reset dates are not uniform across instruments and could go months out into 2022 depending on the tenor of LIBOR being used (e.g., 6-month LIBOR may not reset until 6 months into 2022). In addition, fallback language is not consistent across contracts due to factors such as when a contract was issued. Contracts issued before 2019 tend to have less precise and, in some cases, unworkable fallback language. Firms need to be careful to ensure fallback language provisions are accurately followed and the rate is appropriately implemented into ongoing interest rate calculations. This can be complex in cases where the fallback language specifies a new rate that may not be available, such as moving to a rate based on panel bank submissions of LIBOR (typically with a minimum amount of panel bank submissions required). In this case, synthetic LIBOR is an effective temporary backstop but that further necessitates the importance of an active transition away from LIBOR.


	Potential New Use of USD LIBOR: The FCA announced that new issuances of USD LIBOR referencing instruments are prohibited starting in 2022 (link). This prohibition applies to the financial services firms and financial markets in the UK that fall within its supervisory authority. Importantly, this is only for new primary market USD LIBOR issuances after December 31, 2021, not trading of existing (or secondary) USD LIBOR referencing securities issued prior to year-end. In the US, regulators and working groups have shared guidance that banks should no longer issue USD LIBOR referencing instruments after December 31, 2021 (link). There remain certain scenarios where acquiring new USD LIBOR referencing contracts could be necessary, such as hedging or other transactions designed to reduce total LIBOR exposure. While the market is clearly moving away from USD LIBOR, there are important nuances to the new use restrictions on USD LIBOR that may lead to increases in USD LIBOR exposure (e.g., trading into an offsetting LIBOR swap to synthetically unwind an existing LIBOR swap).


	Term SOFR: Term SOFR was formally recommended in late July 2021 by the Alternative Reference Rate Committee (ARRC). The broader availability of Term SOFR Rates was important in accelerating the transition away from USD LIBOR for many reasons, most notably that it is the first rate in the ARRC’s recommended fallback language waterfall (i.e., contract moves to Term SOFR plus the ISDA 5 year historical median spread adjustment, set on March 5, 2021 (link), upon a trigger event such as LIBOR cessation). The ARRC’s fallback language waterfall is applicable to bilateral business loans, adjustable-rate mortgages, floating rate notes, securitizations, syndicated loans and variable rate private student loans. Term SOFR is also a forward-looking rate, thus functioning more similarly to LIBOR.  While Term SOFR has become a viable USD LIBOR alternative in the cash markets (and in particular bilateral and syndicated loans), there continues to be permanent restrictions on the use of Term SOFR in the derivatives market (link).


	Adoption of SOFR and the Possibility of Credit Sensitive Rates: The ISDA Clarus RFR Adoption Indicator (link) shows SOFR liquidity to have increased substantially in the fall of 2021, as a result of the Commodity Futures Trading Commission’s SOFR First Initiative (link) that switched trading conventions from LIBOR to SOFR in phases for linear interest rate swaps, cross currency swaps, non-linear derivatives and exchange traded derivatives. Additionally, regulators have denounced credit sensitive rate alternatives to LIBOR (link), such as Bloomberg Short-Term Bank Yield Index (BSBY) and Ameribor, among others, for their lack of robust underlying markets and similar drawbacks to LIBOR. The confluence of these factors has dampened industry excitement related to credit sensitive rates, initially sought out due to the rate construction being more closely aligned to banks cost of funding, particularly during times of economic volatility. SOFR has become the dominant LIBOR replacement in all asset types. Since new issuances of USD LIBOR referencing securities ceased starting on January 1, 2022, the market has shifted to SOFR as the preferred alternative rate. SOFR has made up 100% of all USD floating rate note issuances since January 2022. The May 2023 ISDA Clarus Adoption Indicator (link) showed SOFR liquidity increasing substantially over the last few years as SOFR made up almost 70% of total USD interest rate derivative DV01.




	Synthetic USD LIBOR: In November 2022, the FCA consulted on proposals to require the continued publication of 1-, 3- and 6-month synthetic US dollar LIBOR after June 30, 2023, when the US dollar LIBOR panel is due to cease. 


On April 3rd, in line with that consultation, the FCA decided to require LIBOR’s administrator, ICE Benchmark Administration Limited (IBA), to continue the publication of the 1-, 3- and 6-month US dollar LIBOR settings until September 30, 2024, using an unrepresentative ‘synthetic’ methodology (‘synthetic US dollar LIBOR’). The synthetic US dollar LIBOR will be calculated using the relevant CME Term SOFR rate plus the respective ISDA fixed spread adjustment. The FCA has decided to permit the use of the 1-, 3- and 6-month synthetic US dollar LIBOR settings in all legacy contracts except cleared derivatives. The synthetic settings are intended for use in legacy contracts only, to help ensure an orderly wind-down of LIBOR. 

	Federal Legislative Solution for Tough Legacy Contracts: In March 2022, US federal LIBOR legislation was enacted as part of the fiscal year 2022 omnibus appropriations act. The legislation is titled the ADJUSTABLE INTEREST RATE (LIBOR) ACT (Bill Text, LIBOR legislation appears on pages 1954-1978). The legislation was signed into law on March 12, 2022, by President Biden. The purpose of the legislation is:	To establish a clear and uniform process, on a nationwide basis, for replacing LIBOR in existing contracts the terms of which do not provide for the use of a clearly defined or practicable replacement benchmark rate, without affecting the ability of parties to use any appropriate benchmark rate in new contracts
	To preclude litigation related to existing LIBOR contracts the terms of which do not provide for the use of a clearly defined or practicable replacement benchmark rate
	To allow existing contracts that reference LIBOR but provide for the use of a clearly defined and practicable replacement rate to operate according to their terms
	To address LIBOR references in certain Federal laws





On December 16, 2022, the Board of Governors of the Federal Reserve System issued the final rules for implementing the LIBOR Act. The final rule establishes benchmark replacements for contracts governed by U.S. law that reference certain tenors of U.S. dollar LIBOR (the overnight and one-, three-, six-, and 12-month tenors) and that do not have terms that provide for the use of a clearly defined and practicable replacement benchmark rate following the first London banking day after June 30, 2023. The final rules also specify what type of contracts are covered under the LIBOR Act. 

The types of contracts covered under the LIBOR Act include:

	LIBOR contracts that contain:	No fallback language
	Fallback language with references to LIBOR
	Fallback language with references to polling



	LIBOR contracts that contain fallback language that does not identify a specific benchmark replacement or determining person
	LIBOR contracts that contain fallback language that identifies a determining person, but the determining person has failed to select a benchmark replacement by the earlier of the LIBOR replacement date and the latest date for selecting a benchmark replacement according to the terms of the LIBOR contract


The board-selected benchmark replacement rates differ based on the type of contract. For each contract type, the type of SOFR and spread adjustment selected by the board are as follows:

	Derivatives	SOFR compounded in arrears + tenor spread adjustment





	Cash – non-consumer loans and non-Government Sponsored Entities	Term SOFR + tenor spread adjustment





	Consumer loans (one-year phase in)	Term SOFR + transition tenor spread adjustment or
	Refinitiv’s USD IBOR Cash Fallbacks rate



	Federal House Finance Authority regulated	30-day average SOFR + tenor spread adjustment



	Federal Home Loan Bank Advance	SOFR compounded in arrears + tenor spread adjustment



	Federal Family Education Loan Program Asset Backed Securities	30-day average SOFR (for 1m, 6m, 12m USD LIBOR) + tenor spread adjustment
	90-day average SOFR (for 3m USD LIBOR) + tenor spread adjustment





Recap of LIBOR and IBOR Cessation Dates

Below is a table that shows the status of cessation of various forms of LIBOR and IBOR. For further information on Invesco’s efforts to address the LIBOR transition, please visit the frequently asked question section of the website (link) or reach out to your client relationship manager for more information. 


  



    



  


    





    
        
        	Rate

	Cessation Date


	GBP LIBOR*

	December 31, 2021


	CHF LIBOR


	JPY LIBOR*


	EUR LIBOR


	USD LIBOR (1w and 2m tenors)


	EONIA (Euro Overnight Index Average)

	January 3, 2022


	COFI (Cost of Funds Index)

	January 31, 2022


	SIBOR (Singapore Interbank Offered Rate, 6m tenor)

	March 31, 2022


	USD LIBOR (Overnight, 1m, 3m, 6m, 12m tenors)**

	June 30, 2023


	SOR (Singapore Swap Offered Rate)

	June 30, 2023


	SIBOR (Singapore Interbank Offered Rate, 6m tenor)

	March 31, 2022


	Euro Yen TIBOR (Tokyo Interbank Offered Rate)

	December 31, 2024


	EURIBOR

	Undefined (note this rate has been reformed)


	CDOR (Canadian Dollar Offered Rate)

	June 30, 2024 (currently under consultation to confirm)






        
    








    




  
    *Note that synthetic versions of GBP and JPY LIBOR are available for use in tough legacy contracts for 2022.

** Note that the 1m, 3m, and 6m versions of synthetic USD LIBOR are available for use in certain legacy contracts until September 30, 2024.
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                Disclaimer: Throughout our site you will find links to external websites. Although we make every effort to ensure these links are accurate, up to date and relevant, these links are being provided as a convenience and for information purposes only. Please note that Invesco takes no responsibility for the accuracy, legality or the content of the external site or for that of subsequent links. Contact the external site for answers to questions regarding its content.

The information and any opinions expressed in this document are derived from proprietary and non-proprietary sources deemed by Invesco to be reliable, but are not necessarily all-inclusive and reflect Invesco’s current understanding of the expected changes as of May 9, 2022. As such, no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions or actions taken in reliance thereon is accepted by Invesco, its officers, employees or agents. Clients should contact their professional advisors on the possible implications of the changes such as financial, legal, accountancy or tax consequences.
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                                Demystifying value transfer: A critical consideration in the transition away from LIBOR
                                
                            

                                                
                        
                        Learn about the concept of value transfer and how Invesco is addressing this issue as we prepare for the challenges of LIBOR transition.
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                                IBA Consultation: What you need to know
                                
                            

                                                
                        
                        Read key information from the IBA consultation, which describes its intention to cease publication of the one-week and two-month US dollar LIBOR settings.
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                                Understanding the importance of ISDA 2020 IBOR Fallbacks Protocol
                                
                            

                                                
                        
                        Understand the importance of the ISDA Interbank Offered Rate (IBOR) Fallbacks Supplement and the ISDA 2020 IBOR Fallbacks Protocol.

                    

                    
                        December 18, 2020
                    

                

            
        
    

        
            

            
                
                    
                    
                    
                    [image: city buildings]
                
                
                    
                        
                            Industry news
                            

                                Understanding LIBOR cessation impacts: Performance benchmark exposure
                                
                            

                                                
                        
                        Understand how moving away from London Interbank Offered Rate (LIBOR) to alternative reference rates impacts performance benchmark exposure.
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Disclaimer: Throughout our site, you will find links to external websites. Although we make every effort to ensure these links are accurate, up to date, and relevant, these links are being provided as a convenience and for information purposes only. Please note that Invesco takes no responsibility for the accuracy, legality, or content of the external site, or for that of subsequent links. Contact the external site for answers to questions regarding its content.

The information and any opinions expressed in this document are derived from proprietary and non-proprietary sources deemed by Invesco to be reliable, but are not necessarily all-inclusive and reflect Invesco’s current understanding of the expected changes as of January 13, 2022. As such, no warranty of accuracy or reliability is given, and no responsibility arising in any other way for errors and omissions or actions taken in reliance thereon is accepted by Invesco, its officers, employees, or agents. Clients should contact their professional advisors on the possible implications of the changes such as financial, legal, accountancy, or tax consequences.


            

        

    


















	
	



    
        
            
                
    WHO WE ARE

    

    	
            Our Company
        
	
            Our Culture
        
	
            Board of Directors
        
	
            Locations
        
	
            Careers
        







                
    CAPABILITIES AND COMMITMENTS

    

    	
            Investment Capabilities
        
	
            Corporate Responsibility
        
	
            Diversity and Inclusion
        
	
            Environmental, Social, and Governance
        
	
            Supplier Diversity
        
	
            Corporate Governance
        







                
    NEWS AND INSIGHTS

    

    	
            Company News
        
	
            Press Releases
        
	
            Thought Leadership
        
	
            CEO Insights
        
	
            LIBOR Transition
        







                
    INVESTOR RELATIONS

    

    	
            Events
        
	
            Earnings Releases
        
	
            AUM Releases
        
	
            SEC Filings
        
	
            Annual Reports and Proxy Statements
        
	
            Credit Ratings
        
	
            Stock Data
        
	
            Shareholder Services
        
	
            Dividend Information
        
	
            Analyst Coverage
        







            

        
					
        
            
            	
                    Terms of Use
                
	
                    Privacy
                
	
                    Cookie notice
                
	
                    Accessibility
                
	
                    Plan Sponsor Notice: Transparency in Coverage
                
	
        
        Manage Cookies
        
    



            
                
                	
                	
    				

	
		
The content featured on this site from Invesco’s Global Thought Leaders, is intended for educational and informational purposes only, and is not an offer of any product or service.  If you are interested in obtaining more information, please select a region to be directed to your local jurisdiction’s website.


    




				

				
            


            
                
                
                    
						©2024 Invesco Ltd. All rights reserved
                    
                
            

        

        
            Stay Connected

            	
                        
                    


        

    




 












        

    




            
    
    


    
    
           







    

    

    


        


    
    




    
    

            

        
        
		
    


    