
EURIBOR REFORMS 
   A New Direction to the Industry



The ongoing process of reforming the key interest rate benchmarks by regulatory authorities across jurisdictions is a 
step in right direction for changing the financial markets. With specific reference to Euribor, the EMMI (European 
Money Markets Institute) has initiated comprehensive reforms by engaging with the industry. They did so through a 
consultative paper, the “objective of developing and evaluating a transaction-based benchmark determination 
methodology” released in Oct 2015. This paper attempts to ensure that the benchmark is aligned to global 
regulatory expectations and to best practices. 

The implementation of these much needed reforms will enhance the transparency, as well as the governance and 
control framework of the benchmark determination process; especially as  it is derived from and closely knit with 
the regulatory recommendations put forth by the FSB, IOSCO, ESMA-EBA and the draft European regulation on 
benchmarks.  

The EMMI seeks to address the ambiguity in the 
current definition of Euribor with clarifications 
provided on the underlying interest and application 
methodology. The latest definition clarifies the 
underlying interest for Euribor as “the rate at which 
banks of sound financial standing could borrow funds 
in the EU and EFTA countries in the wholesale, 
unsecured money markets in euro”.  

Firstly, the definition is based on the core principle of 
viewing the key benchmark rates as “funding rates” 
for the banks. This is in contrast to current definition 
which is ambiguous in its approach in defining the 
principle of benchmark rates. There is considerable 
stress to deem the rate as a wholesale funding rate 
rather than restricting it to interbank transactions as 
per the older definit ion. This is a better 
representation of the current market scenario where 
interbank funds constitute only a part of the available 
funding options.  

Secondly, the concept of “Prime Banks” (“of sound 
financial standing”) assumes a more categorical 
stance in that, EMMI retained the application of this 
concept for the borrowing party while deciding to 
apply the same to supplying party in a more 
methodological manner. This methodology would be 
based on an array of market and institutional factors.

Euribor Specification of Underlying 

The determination and application methodology for 
Euribor is based on the underlying transactions. The 
fundamental premise of which is to ensure that the 
submission rates are based on credible transactions 
rather than quote or submission based estimates in 
vogue currently. The transactions  would be subject 
to certain qualifying criteria to be considered for 
submission. The criteria ranges from currency 
denomination in euro, timing and settlement dates 
linked to TARGET2 system, a list of eligible 
transaction and counterparty types and eligible tenor 
and maturity date windows.  

Another critical point to note is that the rate should 
be representative of the entire market - the 
application of which would necessitate a wide 
selection of panel banks on factors such as 
geographical coverage and market participation. 

With regards to the number of tenors to be 
considered for the rate determination and 
administration, EMMI recommends calculation of 
only five tenors (1-week, 1-month, 3-months, 6-
months, 12-months) down from the current figure of 
eight to adjust for the sufficiency (or the lack of it) of 
the transactional data volume required as per the 
new methodology. 

Transaction Based Methodology 



Waterfall Calculation Methodology  

Given the challenges borne out of the using transaction based methodology, EMMI 
has proposed a waterfall approach to ensure that the benchmark is a reliable 
representative of the market. The calculation methodology is driven by a waterfall 
model with levels based on predetermined contingency criteria.  

‣ Core Methodology 
‣ Tier 1 Contingency 
‣ Tier 2 Contingency 

Core Methodology: The core methodology involves calculating the volume 
weighted average (VWAR) of all the eligible transactions from panel banks’ 
submissions and determining the Euribor rate as the simple average of the elements 
(4 for even and 5 for odd number of elements) in the median group. This approach 
will result in dual benefits of reducing the volatility inherent in transaction based 
approach while also mitigating the probability of potential manipulation. Another 
key aspect to note here is that the paper proposed to tackle the issue of 
insufficiency of transactions through a technique called as “gap-filling”. This 
essentially involves calculating the most recent volume-weighted average rate 
within a prescribed number of days (6 days for 12M and 4 days for all other 
tenors). A bank can submit historical transaction data in case there are no 
transactions for the current day submission.  

Tier 1 Methodology: Consistent with the waterfall approach, Tier 1 contingency 
approach is evoked on the “contingency triggers” such as deficiency of volume or 
number of contributors. A formulaic approach has been proposed in this case where 
the volume weighed average (VWAR) is based on the volume and rates submitted 
in the preceding days of the contingency period.  

Tier 2 Methodology: If the contingency triggers persist and the volume or the 
number of contributors do not rise above the contingency range inspite of evoking 
Tier 1 methodology, then all the panel banks will be convened in a special session 
to provide quote submissions. The quote submission will be governed by the 
revised code of conduct which will be published by EMMI at an appropriate time. 



Comparison with LIBOR Reforms 

The proposed methodology involving submission, 
calculation and administration of Euribor is 
analogous to that of LIBOR benchmark reforms. A 
common thread of waterfall methodology can be 
seen in the submission and administration of both 
the key benchmarks, albeit in a distinct flavour of 
their own.  

The reliance on transaction data as level 1 for 
determining the submission rate enhances  
transparency and robustness of both the 
benchmarks.  

With respect to usage of level 2 - historical 
transactions, LIBOR consultative paper provided a 
more elaborate methodology replete with 
interpolation and extrapolation techniques while 
Euribor’s “gap filling” method though essentially 
emulates this principle, does not yet provide such 
provisions.  

As for the methodology for expert judgement 
(level 3) the approaches tend to differ between 
the benchmarks. LIBOR relies upon two pronged 
methodology - One, a formulaic approach which 
would be designed by the bank and approved by 
IBA and; Two, a framework based on governance 
and control.   

While Euribor also does propose formulaic 
approach as Tier 1, it takes the route of utilising 
the existing data submitting my banks with the 
onus of administering it on the calculation agent. 
Going further, Euribor also put in place a Tier 2 
quote based calculation as a fall back provision in 
case of Tier 1 failure.   
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What Next? 

While the final guidelines and submission/calculation 
methodologies are yet to be confirmed, it is evident that 
reforms on both the benchmarks move in same direction 
based on the regulatory principles recommended by 
FSB, ESMA-EBA and European benchmark regulations.  

The responses for Euribor consultative paper should be 
submitted by the participants by Jan 29th, 2016. 
Though EMMI will conduct a pre-live impact verification 
study in Q2 2016 and the go-live will be based on the 
results, the fact that the implementation dates are 
poised for Q3 2016 cannot be ignored. This effectively 
means that the banks should, in the available short 
window, scale up and put in place systems, processes, 
control and governance mechanisms in place to ensure 
timely compliance. 

Impact Assessment for Panel Banks
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ACAPM is a specialist firm in Capital Markets and Risk 
Management.  

We deliver exceptional value to our clients enabling them to cope 
with new regulations, improve governance and achieve efficient 
capital management through cutting-edge product solutions, 
consulting and advisory services. 

The RegCube® and BenchmarkCube® suite of regulatory solutions 
from ACAPM, enables banks and financial institutions to plan, 
strategise and proactively respond to regulatory changes. With a 
multidimensional solution approach, RegCube® helps financial 
institutions to keep a close watch on the pulse of the regulations 
empowering them to navigate the path to regulatory compliance 
with precise and actionable elements.
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