v (i) FhoCRRE

BH: (P30hrd, Rk, =S, 8RIECFFERMHL
A%, Times New Roman, F¥H
H AR, Times New Roman, =S, FE
RXPPRESERERE; FREATEEE E1E 35 %)

(PRI SCRIEE, FCECTFHATHALT 3000 )
CRRAR 5 B A 8 S - 3R 3T A B I R D

—0 % H



AL (B ¢ AhCEE
ki (B B

S XEEZ —

Sz EEREH (=2, Times New Roman, FTFE—1T, B
F)

Y& : M0, /IU, Times New Roman
E£:. 4, /MY, Times New Roman
Hib: #h, /MY, Times New Roman (FEhpiEZeE£4. FEHWEE)



Bl Git) - AhSCEiE
Eevit s (i) BH

fg LAl
SACEELZ —

Life after LIBOR

Y& : Sven Klingler, Olav Syrstad

E$E: Norway

Hi4b: The Journal of Financial Economics, 2021, 141(2).

Contants lists available at ScienceDirect

Journal of Financial Economics

Jjournal homepage: www.elsevier.com/locatelffec

Life after LIBOR™
Sven Klingler, Olav Syrstad ™"

|

* Department of Firance, B Norwegian Busines School, Nydoloveien 37, Oslo NO-0442, Norway

© Norges Bonk, Bomkplossen 2, Oslo NO-0151, Nonway

ARTICLE INFD

ABSTRACT

Article history:
Received 1 fune 320

Revised 16 September 2000
Accepted 15 October 2000
foailable online 22 April 3021

‘We examine the alternative reference rates that are set to replace the London Interbank
Offered Rate (LIBOR) as benchmark rate by the end of 2021 After providing the relevant
background, we show that: (i) depending on the marginal lenders, tighter regulatory con-
straints can either increase of decrease the alternative benchmarks; (i) increases in the
amount of government debt outstanding increase the alternative benchmarks, more so for
collateralized rates; and {iii} more central bank reserves lower the alternative benchmarks.
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E43 In addizion, we show that term rates based on the alternative reference rates can be de-
Gi2 tached from banks' marginal funding costs.
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1. Introduction

The London Interbank Offered Rate (LIBOR) is arguably
ther financial world’s most important number; it is a proxy
for banks” marginal funding costs and serves as the bench-
mark rate in trillions of loans, Noating-rate debt, and f-
nancial contracts. The LIBOR manipulation scandal and a
shrinking interbank debt market caused a push toward al-
ternative benchmark rates, culminating in the "LIBOR fu-
neral” — a speech by Bailey (2017) announcing that the
publication of LIBOR cannot be guaranteed beyond 2021

© We are graveful to an anooymous referee, Paolo Ciordani, Samul
Eniipéer, Kjell Nyborg, Angelo Ranaldo, Andress Schrimpl, Suresh Sun-
daresan, Tanja Zebinder, conference participants at the ECB money market
workshap, and seminar participants a1 Bl Osko for hefpful comments. The
wiews expressed are those of the authors and do not necessarily reflect
those of Norges Bank. A previous version of this paper was ciroalated a5
“Burying Liboc™
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The LIBOR funeral caused a transition toward transaction-
based owernight rates, which will serve as alternative
benchmark rates. In theory, overnight rates are wvirtually
risk-free and simply reflect the current level of policy rates.
In practice however, the alternative benchmark rates are
prone o upward or downward spikes (depending on the
region] at regulatory reporting dates, can differ substan-
tially from other overnight rates in the same region, and
occasionally exhibit large volatility.'

Why are some benchmark rates prone to upward spikes
while others are prone to downward spikes? What drives
movements in the alternative benchmark rates? What are
the implications of the high volatility for term rates? To
address these guestions, we first describe the alternative
benchmarks and the institutional setting. Afterwards, we
derive and test three hypotheses about the alternative

! The myast dramatic example of such volatility was the “repo squeeze”
in muid-September 20019, when the altemnative benchmark rate for the US
unexpectedly spiked more than 150 bps.
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benchmark rates. Finally, we examine the consequences of the LIBOR funeral for
term rates and discuss its broader implications.

Focusing on the alternative benchmark rates in the United States, the United
Kingdom, and the Eurozone (henceforth, Europe), we start by illustrating the
difference between the alternative benchmark rates and LIBOR or, in Europe, its
European counterpart EURIBOR. Panel A of Fig. 1 shows whisker plots of the spread
between the alternative benchmark rate and overnight LIBOR in the three regions,
illustrating large cross-country differences. While the spreads are stable around zero
in the UK, they are on average —8.5 bps in Europe with occasional downward spikes
and fluctuate between —15 bps and 15 bps in the US. In interpreting these spreads, it
is important to note that all rates are overnight lending rates for low-risk borrowers
and should therefore be close to the “risk-free” rate. More importantly, given that the
alternative rates are intended to replace LIBOR as benchmark rate, spread changes of
a few bps can translate to valuation changes of millions of dollars, making a deeper

understanding of the drivers behind these alternative benchmarks crucial.
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