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A changed landscape for the financial services 
industry since the global financial crisis marked the 
onset of a new and improved benchmark regime. It 
places much of the focus on how the market 
participants will adapt and address the resulting 
challenges, in order to demonstrate regulatory 
compliance and market resilience.  

The new environment will not just influence the way banks 

conduct their business operations but also have huge 

implications for their various corollary business functions, 

operations and technology support. 

Ironically, customers are likely to be apprehensive whether 
banks can continue to meet their financial needs. While this is 

partly due to the widespread loss of faith in the banking 

industry resulting from tainted benchmarks, it is also because 

tighter controls around various benchmarks directly or 

indirectly affect the rates at which banks can borrow and 
lend. Hence the onus lies with the banks to restore consumer 

confidence, by putting in place a systematic and structured 

solution framework that can enable them to meet the varied 

challenges they face. 
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Benchmark Setting 

ICE LIBOR rates, for example 
are calculated every London 
business day for five currencies 
and seven borrowing periods 
ranging from overnight to one 
year. A panel of leading banks 
answers the question: At what 
rate could you borrow funds, 
were you to do so by asking for 
and then accepting inter-bank 
offers in a reasonable market 
size just prior to 11 am? Via 
their LIBOR contributions.  

A trimmed arithmetic average 
i s c o m p u t e d f o r t h e s e 
contributions and published as 
Official LIBOR for the day. 

Transaction Value 

There are many benchmarks 
which are widely used as 
reference, be it for price setting 
or valuation movements. LIBOR 
itself is used to set a range of 
financial transactions worth 
more than US$ 350 trillion 
across the world. 

Number of Submitters 

US Dollars - 18 Banks 

Pound Sterling - 16 Banks 

Euros - 15 Banks 

Japanese Yen - 13 Banks 

Swiss Francs - 11 Banks 

Source - https://www.theice.com/iba. 
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Impact on Risk System Architecture

A key recommendation from the review of the London 

Interbank Offered Rate (LIBOR) headed by Martin Wheatley, 

head of conduct at former UK watchdog the Financial Services 

Authority (FSA), was that the benchmark rate should be 
reformed rather than scrapped. This carried through into the 

subsequent International Organisation of Securities 

Commissions (IOSCO), which agreed that submissions made 

by contributors must be evidenced by high quality, tangible 

transactional data rather than unsupported or arbitrary 
numbers.  
A direct impact of this requirement is on the capture and 

dissemination of this transactional data for all currencies, 

products and tenor combinations that banks plan to operate 

in. It means a re-design — or in many cases the creation from 
the ground-up — of architecture that supports the capture 

and secured storage of large volumes of trade data. Banks 

must carefully channel their resources to achieve this 

efficiently and effectively. 

Flexibility in the light of changes

Following allegations about the manipulation of LIBOR and 

the Euro Interbank Offered Rate (EURIBOR) efforts were made 

towards better monitoring of the benchmarks. One of the 
results has been a reduction in the number of currencies and 

also tenors for which LIBOR is calculated, which has meant re-

negotiation of large number of existing contracts. 
However, in the absence of certain tenors, interpolation and 

extrapolation techniques can be used by the banks to create 
intermediate maturities between the existing data points. 

This, in turn, depends on the availability of historical data for 

periods sufficient to support the required statistical analysis. 
The discussion on LIBOR is only the start. The complexity 

becomes exponential when all the other benchmarks are 
considered. All of this underlines the need for flexible 

architecture /systems for banks and market participants, to 

support the ever changing dynamics of regulatory 

compliance. 
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Reference  

Benchmarks rates are used as 
reference in 

✦ 14% of all outstanding bonds  
paying interest 

✦ At least 54% of Loans in 
syndicated loan market 

Manipulations 

Given that LIBOR is a subjective 
benchmark and the panel 
banks' contributions are based 
on expert judgment manual 
i n t e r v e n t i o n s l e a d i n g t o 
manipulations. When exposed, 
these manipulations triggered 
scandals and public mistrust of 
the banking/financial system, 
w h i c h w a s s u b s e q u e n t l y 
addressed by recent regulatory 
reforms. 

Reforms 

The current focus across the 
benchmark industry is on 
reforms set up to bring more 
ordinance and transparency to 
the system. Some of the reforms 
widely accepted are Wheatley 
Recommendations by FSA, 
P r i n c i p l e s f o r F i n a n c i a l 
B e n c h m a r k s b y I O S C O , 
proposal by the EU Commission 
and ICE LIBOR Position Paper II. 
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Internal Governance

The regulators have emphasised the need for a governance 

framework within the banks. This has led to a clear distinction 

of the respective roles played and requirements met by the 

front office, back office or internal audit and compliance 
teams in the end-to-end benchmark submission process. To 

be able to fulfil these requirements, there is a need for an 

elaborate set up of infrastructure and process control 

mechanisms, which support and monitor a seamless flow of 

submissions from the banks to the publisher. 

Audit & Compliance

A crucial step towards restoring public confidence in the 

system is increased emphasis on external auditors’ assurance 
of fair practice in relation to benchmark activities. Banks will 

be required to keep ‘accurate and accessible’ records of 

transactions in inter-bank deposits and other relevant 

financial instruments that act as underlying evidence for the 

benchmark submissions.  

The requirement also extends to maintaining all relevant 

records relating to the submission process, over and above 

transaction records. Needless to say, these records must be 

made available to the relevant governance committees and 

national regulatory bodies such as the UK’s Financial Conduct 
Authority (FCA), as and when required. 

Global Reporting Requirements

International coordination on regulation and the oversight of 
benchmarks is imperative, given the dependence on such 

benchmarks at a global scale. As more regulatory 

requirements come into place across global financial markets, 

banks with a wider international footprint will be required to 

comply with various regulatory bodies. Such increased 
regulation necessitates a robust, scalable and reliable 

reporting framework. Banks need to draft a plan for the 

allocation and utilisation of resources to support this 

endeavour. 
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What they Say 

"The integrity of the City (of 
London) matters to the economy 
of Britain. Ensuring that the key 
rates that underpin financial 
markets are robust, and that 
anyone who seeks to manipulate 
them is subject to the full force of 
the law is vital,"  

- Andrea Leadsom	

“IOSCO, as the international 
organisation of financial market 
regulators, is firmly committed to 
r e s t o r i n g c o n fi d e n c e i n 
benchmarking activities globally,”  

- Masamichi Kono  

“ G o v e r n a n c e o f L i b o r h a s 
completely failed…This problem 
has been exacerbated by a lack of 
regulation and a comprehensive 
mechanism to punish those who 
manipulate the system.” 

- Martin Wheatley  

More in Store 

The draft European regulations 
on benchmarks are poised for 
early 2016 while implementation 
timelines for revised LIBOR and 
EURIBOR position papers due for 
Q3 2016.
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The approach that banks and 

financial institutions should take is 

multi-pronged. On the strategic front, 

it is vital that banks put in place a 

governance framework for business, 

process and data within which all the 

processes are defined and operated. 

On the operational front, banks will 

be required to focus on building 

reliable and consistent analytics and 

reporting framework. The latter is 

crucial in providing a high-level 

dashboard view as well as granular-

level information, so that 

management can identify key areas of 

concern and take remedial measures 

or employ control mechanisms.   



ACAPM is a consulting firm with a specialisation 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.

Contact 

Cornelius Nandyal 
Partner 
Email: cornelius.nandyal@acapm.com 

General Enquiries: 
Email: info@acapm.com  
Request a demo: demo@acapm.com 
Web: www.acapm.com
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