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December 2020 

LIBOR’S DENOUEMENT 
The transition from LIBOR to new alternative reference rates has been a long and winding road. 
Our first article on the transition was written in late 2017 and was entitled “LIBOR Takes A Final 
Bow.” We were probably a bit premature with that title as this play has had several acts since 
then and it is not yet to the final curtain. However, recent events have provided more details of 
the ultimate resolution. It is clear from recent events that we have begun the final countdown 
to the end of LIBOR. The regulatory bodies have told us they are serious about the end of 
LIBOR and banks need to be moving forward with plans to adjust to the new reality.  

A LITTLE HISTORY 

As a quick reminder of some past events, LIBOR’s regulator announced in the summer of 2017 it 
would be eliminated in the future and steps to replace the rate should begin. The original 
announcement stated that the panel banks would continue to publish all tenors of LIBOR until 
at least December 31, 2021.  

The Federal Reserve had anticipated this action and established the Alternative Reference Rate 
Committee (ARRC) in 2014 to begin the process of replacing U.S. Dollar (USD) LIBOR as a 
benchmark rate. The ARRC selected a secured Treasury repo rate, the Secured Overnight 
Financing Rate (SOFR), as its recommended replacement for LIBOR in the United States. The 
ARRC has subsequently spent years working through the details of the transition, publishing 
recommended fallback language for existing contracts to transition to SOFR, working with 
market participants to create and report SOFR rates, etc. It should be noted that the ARRC is 
composed of a diverse set of private sector entities and official-sector entities that serve as ex-
officio members but publications of the ARRC are recommendations and do not have the power 
of law or regulation.   

Why is the transition taking so long? The LIBOR market is the largest financial market in the 
world and involves not just USD LIBOR but numerous foreign equivalents. The USD LIBOR 
market alone is estimated to be about $200 trillion in size. To put that number in perspective, 
total global government debt is slightly over $60 trillion (based on estimates of The Economist) 
and the total value of all stocks in the world is approximately $95 trillion (Marketwatch.com). 
Multiple countries use their own version of LIBOR, resulting in numerous groups and 
governments working to create new indexes and markets at the same time. The sheer size of 
the LIBOR market requires a thoughtful and well thought out process that is taking years to 
implement. 
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RECENT EVENTS 

The fourth quarter of 2020 has provided some of the most important “big picture” activity of 
the last few years. On November 30, 2020, the ICE Benchmark Administration (IBA), LIBOR’s 
administrator, informed the markets they would be issuing a new consultation regarding the 
cessation of LIBOR. The consultation was issued on Friday, December 4, and proposes to stop 
publishing one-week and two-month settings of USD LIBOR as of December 31, 2021 and cease 
publishing other USD LIBOR tenors on June 30, 2023. The nuances in the announcement are 
important. In 2017, the announcement was that LIBOR would exist “at least until December 31, 
2021.” That announcement set a possible end date but left it open ended in the mind of market 
participants. The recent announcement represents the first time a definitive end date has been 
set, apparently to emphasize this is not an extension but a final date that is unlikely to be 
changed. While not stated, the implication is that LIBOR settings by the panel banks will remain 
representative (i.e. will not trigger the move to fallback language) until the final date.  

Importantly, on the same day, U.S. bank regulatory agencies issued a joint statement explaining 
that the June 30, 2023, cessation date proposed by IBA would allow time for legacy contracts 
(those executed before December 31, 2021) to mature. The banking agencies encouraged 
banks to stop entering new LIBOR contracts by the end of 2021 or earlier and to ensure all new 
contracts have strong fallback language to document the transition from LIBOR to a new 
reference rate. To quote the release: “Given consumer protection, litigation, and reputation 
risks, the agencies believe entering into new contracts that use USD LIBOR as a reference rate 
after December 31, 2021, would create safety and soundness risks and will examine bank 
practices accordingly. Therefore, the agencies encourage banks to cease entering into new 
contracts that use USD LIBOR as a reference rate as soon as practicable and in any event by 
December 31, 2021.” The Alternative Reference Rates Committee (ARRC) applauded these 
concurrent announcements as supporting a smooth transition from LIBOR to SOFR. We should 
note we believe the use of the word contracts in the release includes loans, funding, etc. and is 
not limited to derivatives.   

Why were these announcements so important? For the first time, as noted above, we have a 
documented expected end date for LIBOR. Additionally, U.S. regulators have previously issued 
publications encouraging financial institutions to monitor their exposure to LIBOR, take steps to 
prepare and inventory, and adopt the recommendations of the ARRC. This recent publication is 
the first-time regulatory agencies have provided definitive end date expectations and 
mentioned safety and soundness issues regarding the continued usage of LIBOR. These 
coordinated announcements reflect the cooperation between international regulators and the 
need for a smooth transition in the world’s most widely used index.  

Other activity in the 4th quarter has been important for this transition. The International Swaps 
and Derivatives Association (ISDA) has issued an ISDA amend protocol that will assure a 
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consistent update by all participants in the U.S. derivatives market to reflect the transition from 
LIBOR. Approximately 1500 market participants have signed the new protocol as of this date. In 
addition, the “big bang” happened in October 2020 which changed the discounting 
methodology for the swaps market to SOFR based discounting. While that detail has little direct 
meaning to our customers, it was extremely important to swap dealers and has already 
resulted in an increase in SOFR based liquidity. The combination of these events were necessary 
steps for the derivatives market to embrace SOFR in a meaningful way and, hopefully, will lead 
to the development of a SOFR term structure.  

THE PATH FORWARD  

It is important for Vining Sparks Interest Rate Products (VSIRP) and our customers to continue 
to move away from LIBOR to other indexes. Currently, over 98% of all new derivatives 
transactions continue to use LIBOR as an index and our hedging activity reflects similar levels; 
the SOFR market has not developed enough to make it a viable alternative for swaps 
transactions. We continue to monitor market activity to assure we are ready to begin using 
SOFR as an index when appropriate. In the meantime, we can use alternative indexes, chiefly 
Prime and Fed Funds Effective for new transactions.  

We will begin working with customers with LIBOR swap exposure (most of our clients) in 2021 
to modify swap contracts that do not mature by the scheduled cessation of LIBOR in June 2023. 
Those customers with swap transactions that do not involve customers (i.e. macro hedges) will 
have the easiest transition. They should simply adopt the ISDA amend protocol that modifies 
LIBOR based swaps to SOFR plus a spread at the appropriate future date. For those that have a 
customer involved in the transaction (i.e. SMART loans or other loan hedging transactions), we 
are already providing guidance to meet regulatory expectations and work with customers to 
minimize disruptions.  

One of the major issues the ARRC has been dealing with is the transition of “tough legacy” 
contracts. These contracts either have no fallback language or fallback language that assumes a 
temporary cessation of LIBOR, resulting in uncertainty when LIBOR is no longer available.  

This concern will have the most application to VSIRP customers who have issued Trust 
Preferred Debt. Importantly, the issue with these securities is not the interest rate swap (if the 
entity has entered into a pay fixed interest rate swap to lock in a fixed rate for a period of time)  
but the underlying debt itself i.e., the entity that issued the debt and the investors have 
documents that do not adequately cover the cessation of LIBOR. There have been numerous 
actions considered by the ARRC to address these securities as negotiation between issuers and 
investors is virtually impossible in most cases. As a part of the recent coordinated 
announcements, senior Federal Reserve officials stated legislation will be needed to adjust 
benchmarks for contracts without clear-cut fallback language. The additional time provided by 
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the announcements increases the probability that legislation can be passed in the United States 
to address these so-called tough legacy contracts. 

ACTION PLAN 

Defining the end of LIBOR is a big step forward and allows time to work through the details of 
the transition on an individual bank basis. With that said, it is important to take the steps we 
have recommended in the past:  

• Identify all LIBOR exposure (derivatives and cash products), breaking down those 
contracts that mature prior to June 2023 and those that mature afterwards. 

• For those that mature after June 2023, review existing fallback language to determine if 
it is adequate to assure a smooth transition. 

• Use other indexes or include strong fallback language for any new LIBOR based 
transactions you enter in the future. Regarding this item, the joint regulatory guidance 
stated, “New contracts entered into before December 31, 2021 should either utilize a 
reference rate other than Libor or have robust fallback language that includes a clearly 
defined alternative reference rate after Libor’s discontinuation.” 

We continue to monitor events related to the cessation of LIBOR and will serve as the resource 
for our customers during this transition. We have previously documented our preparedness to 
meet expectations as a vendor supplying third party information when LIBOR ceases to exist. 
Please let us know if you need any of our previously provided information or if we can answer 
questions on steps you need to be taking now.  
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY. The information included herein has been obtained from sources deemed reliable, but it is not in 
any way guaranteed, and it, together with any opinions expressed, is subject to change at any time. Any and all details offered in this publication are 
preliminary and are therefore subject to change at any time. This has been prepared for general information purposes only and does not consider the 
specific investment objectives, financial situation and particular needs of any individual or institution. This information is, by its very nature, 
incomplete and specifically lacks information critical to making final investment decisions. Investors should seek financial advice as to the 
appropriateness of investing in any securities or investment strategies mentioned or recommended. The accuracy of the financial projections is 
dependent on the occurrence of future events which cannot be assured; therefore, the actual results achieved during the projection period may vary 
from the projections. Interest rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC (VSIRP). VSIRP is an 
independent operating entity and is not a subsidiary of Vining Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC. The firm may have 
positions, long or short, in any or all securities mentioned. Vining Sparks is a member FINRA/SIPC.

This material was produced by a Vining Sparks Interest Rate Products representative and is not considered research and is not a product of any 
research department.  Employees may provide advice to investors as well as to Vining Spark's trading desk.  The trading desk may trade as principal in 
the products discussed in this material.  Employees may have consulted with the trading desk while preparing this material and the trading desk may 
have accumulated positions in the securities or related derivatives products that are the subject of this material.  Employees receive compensation 
which may be based in part on the quality of their analysis, Vining Sparks' revenues, trading revenues, and competitive factors. Although this 
information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or 
condensed.  Opinions, historical price(s) or value(s) are as of the date and, if applicable, time, indicated.  Vining Sparks Interest Rate Products does not 
accept any responsibility to update any opinions or other information contained in this communication.  Vining Sparks Interest Rate Products is not 
providing investment advice through this material.  This is for information purposes only and is not intended as an offer or solicitation of any product.  
Securities, financial instruments, products or strategies mentioned in this material may not be suitable for all investors.  Before acting on any advice 
or recommendation in this material, you should consider whether it is suitable for your particular circumstances.  Further information on any of the 
securities or financial instruments mentioned in this material may be obtained upon request. 
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