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Capital Markets Risk Intelligence #2 
USD LIBOR needs upcoming consultations 

 

 

BACKGROUND 

On 30th November, ICE Benchmark Administration (IBA) has announced that the end 

date for some USD LIBOR tenor will be suspended for 18months, leaving the new end 

date as 2023. As FRB, OCC and FDIC has joint-announced, this will be taken place to give 

grace for Tough Legacy agreement. New LIBOR contract will limit to market-make for 

hedge purpose trade and requires LIBOR contract to end immediately. 

 IBA  Announcement (Excerpt)  IBA Link 

 Public consultation will soon be carried out on the following topics regarding 

LIBOR permanent cessation 

• GBP, EUR, CHF(Swiss Franc), JPY: LIBOR permanent cessation will be 

announced on 31st December 2021 (All tenor) 

 GBP - overnight, 1 week, 1, 2, 3, 6 and 12 months  

 EUR - overnight, 1 week, 1, 2, 3, 6 and 12 months  

 CHF(Swiss Franc) - spot next, 1 week, 1, 2, 3, 6 and 12 months  

 JPY- spot next, 1 week, 1, 2, 3, 6 and 12 months 

• Regarding USD, some tenor will be suspended until 30th June 2023.(Also 

will be discussed in Public consultation) 

 1 week and 2 month USD LIBOR ：Permanent cessation will be 

announced on 31st December 2021 

 Overnight and 1, 3, 6 and 12 month USD LIBOR ： Permanent 

cessation will be announced on 30th June 2023. 

 FRB、OCC、FDIC Joint Statement (Excerpt)  FRB Link a, FRB Link b 

 Some of US LIBOR’s cessation will be suspended until 30th June 2023, in order 

to give grace for the arrival date of Legacy LIBOR contract.  

 Financial Institutions are recommended to stop writing new USD LIBOR 

contracts by the end of 2021. 

 USD LIBOR contract after 2021 will be limited to the following purposes: 

https://ir.theice.com/press/news-details/2020/ICE-Benchmark-Administration-to-Consult-on-Its-Intention-to-Cease-the-Publication-of-One-Week-and-Two-Month-USD-LIBOR-Settings-at-End-December-2021-and-the-Remaining-USD-LIBOR-Settings-at-End-June-2023/default.aspx
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20201130a1.pdf
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20201130b.htm
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 Default processing auction procedures at the time of participants’ 
bankruptcy at intermediate clearing period.  

 Market making for customer support regarding USD LIBOR contract 

concluded before January 2022. 

 Risk mitigation contract and hedge against USD LIBOR Exposure of Bank 

and its client concluded before January 2022. 

 Novation of USD LIBOR contract concluded before January 2022.  

 
 FCA Announcement (Excerpt,11th December 2020)  FCA Link 

 Due to Financial services Act which amends Benchmark regulation, FCA will be 

given the right to stop new contracts according to some of the LIBOR’s critical 

benchmark. 

 FCA does not plan to use this right before the end of 2021. After the end of 

2021, for limitation of new contracts regarding USD, FCA will consider 

measures in the US as well as best cooperation. JPY will also depend on the 

future evaluation. 

 

KEY CONSIDERATIONS 

 We should not take in the suspension of USD LIBOR cessation, announced by IBA, 

as a given stay of execution. New USD LIBOR contracts after the end of 2021 is 

allowed only for limited conditions, therefore transition to new RFR shouldn’t be 

delayed. 

 However, some hedge trades for USD, which stride across the end of 2021, has 

been unwound. When we see the Eurodollar interest rates futures, the calendar 

spread between Dec‘21 and Mar‘22 were wide before the announcement of 

permanent cessation of USD LIBOR, but after the announcement by IBA, the spread 

has almost been zero.  

USD 90d euro$ futures Dec21(ED5) vs. Mar22(ED6) contract 

 

Source: Bloomberg, chart created by Deloitte 
 

https://www.fca.org.uk/news/statements/fca-consults-on-new-benchmark-powers
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 Although number of contracts on new RFR has increased recently while future 

market trend depends on usage of right by FCA on limitation of USD LIBOR contract, 

it is not enough to take in all of the LIBOR’s risks. Proximate 1 month Swap data, 

USD SOFR is about 2% of LIBOR, JPY TONA is about 6% of LIBOR,(both on Notional 

price). Also, there’re only few currency swap of RFR-RFR being traded in the market. 

  

Source: swapsinfo.org  
 

 One of the reason why RFR-RFR currency swap isn’t traded as much is because, 

preparation for system changes and business operation hasn’t been organized yet. 

Regarding RFR-RFR currency swap trade practice, back-shift RFR is recommended 

but it’s possible to choose between Delay/Lookback/Backward-shift. Meaning that 

market practice has not been decided on combination of interest rate 

measurement period, interest rate calculation period and principal marking date. 

 When the effective date for Fallback rate of each currency LIBOR differs, there is a 

possibility that only one side of Pay/Receive Leg of currency swap will be Fallback 

rate. Also, when one side of the Fallback has been triggered, there may be a choice 

for other side of the Leg to be triggered but there need to be an agreement 

between the parties. 

 According to the ISDA Fallback Protocol, for JPY swap, swap which has been 

switched from LIBOR is called Fallback Rate TONA, and standard swap stands as OIS 

is called Standard TONA.  Since interest rate calculation and market practices differs 

between these two TONA, compression may not take place. However, as proposed 

by LCH, there’s a method to cut swap caused by Fallback and automatically change 

it to the standard swap (Clear-cut method). Otherwise there may be demands for 

new contracts to trade Fallback Rate for hedge. 

 Since RFR-RFR currency swap market hasn’t been fully constructed, Implied Basis 

(calculated by FX futures) will be referred as FXOIS Basis. Below chart shows USDJPY 

3m LIBOR CCS Spread (White) vs USDJPY FXOIS Basis spread (Yellow). Most recently 

we can see that FXOIS Basis has widened 10bps approximately. Also depending on 

the demand, variation of FXOIS Basis will be higher. Especially during the year-end 

to New Year, since supply and demand is biased, recent FXOIS (forward) Basis has 

widened above 550bps (as of 22 Dec) causing USD funding cost to be extremely 

high. 
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 It appears that Convexity depending on changes of supply and demand, which 

weren’t monitored until now, will be reported from now on.  

 

Source: Bloomberg, chart created by Deloitte  
 

OUR COMPREHENSIVE LIBOR OFFERING  

 

  

The discussions and actions from various point of views through LIBOR 
Transtion process will be an opportnity to strengthen risk management 
capability to uphold businesses rather than ad-hoc event. Throughout the 
transition process, Deloitte Tohmatsu advises complrehensively from 
accounting, tax, legal, financial risk management points of views.  

 

Prior Artcles related to LIBOR is here  <link> 

For qustions to services provided by DeloitteTohmatsu (DTTL), please contact  from here  <link> 

https://www2.deloitte.com/jp/ja/misc/litetopicpage.MF-JP-Tags.libor.html
https://www2.deloitte.com/jp/en/footerlinks/contact-us.html
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