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Highlights
Second consultation on JPY IR benchmarks
What happened? The Cross-Industry Committee (CIC) on 
JPY Interest Rate Benchmarks published its second 
consultation, seeking input on proposed fallback language for 
new cash products referencing JPY LIBOR. The consultation 
also articulates target dates for the cessation of new 
issuances of LIBOR loans and bonds, and a target date for a 
significant reduction in LIBOR-linked loan and bond portfolios. 
The committee’s updated roadmap suggests that firms:
- start negotiations with counterparties to remediate legacy 

LIBOR exposures as early as Q3 of 2020;
- develop systems and operations capabilities to process 

RFR compounding by the end of Q1 2021;
- cease issuances of new JPY LIBOR loans and bonds by 

the end of Q2 2021; and
- significantly reduce the amount of JPY LIBOR loans and 

bonds by the end of Q3 2021.
In alignment with the ARRC’s recommendations and ISDA’s 
fallback language, the consultation recommends fallback 
language that includes both permanent and pre-cessation 
triggers, a spread adjustment based on the historical five-year 
median spread between JPY LIBOR and compounded TONA 
(the recommended RFR alternative to JPY LIBOR), and a 
hardwired waterfall approach:

1

Loans Bonds
1st priority Term Reference Rates Term Reference Rates
2nd priority O/N RFR Compounding 

(Fixing in Arrears)
O/N RFR Compounding 
(Fixing in Arrears)

3rd priority Alternative rate that has 
been selected by the lender

Rates recommended by the 
authority-related committee

4th priority n/a ISDA Fallback Rate
5th priority n/a Rates selected by issuers

Source: Cross-Industry Committee on Japanese Yen Interest Rate Benchmarks, 
Second Public Consultation on the Appropriate Choice and Usage

of Japanese Yen Interest Rate Benchmarks

https://www.boj.or.jp/en/paym/market/jpy_cmte/cmt200807b.pdf
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Our take: The formal target dates for the end of new 
LIBOR issuances and a significant reduction in 
exposures are likely to serve as a catalyst to accelerate 
transition programs at firms that have been slow to 
make progress. As has been the case for USD and 
GBP Sterling, participants should now reevaluate their 
LIBOR transition plans and make adjustments to 
internal milestones, as needed. 
The CIC’s milestone and fallback recommendations 
largely align to the ARRC’s fallback recommendations
for syndicated business loans, except for its 
recommendation of compounded TONA as second 
step in the fallback waterfall. The ARRC’s suggested 
language references daily simple SOFR as second 
step in the waterfall, behind term rates, given the 
operational challenges with implementing compound 
interest in the syndicated loan markets. The ARRC did 
acknowledge, however, that some firms may 
reasonably choose compounded SOFR as a fallback 
instead. Similarly, the CIC acknowledges that some 
firms may opt for simple average TONA, as opposed to 
compounded TONA, in the proposed waterfall for 
loans. We expect that a number of firms will look to the 
ARRC’s forthcoming guidance on bilateral business 
loans, which is likely to be published prior to the 
comment due date of September 30, to inform their 
feedback on the CIC’s consultation. As some of the 
same considerations concerning system capabilities 
and existing market conventions in the loan market that 
informed the ARRC’s recommendation of daily simple 
SOFR apply to the JPY market as well, it wouldn’t be 
surprising to see a call for further alignment.
In response to the CIC’s first consultation that took 
place last year, a majority of market participants 
showed a preference for referencing a TONA term rate 
in loans, with TIBOR as second priority in case such a 
term rate wasn’t available. That preference for a term 
rate also rings true for the transition away from USD 
LIBOR. While a number of market participants have 
expressed a preference for a SOFR term rate, 
however, the ability to derive such a term rate depends 
heavily on increased liquidity in SOFR derivatives. 
While some progress has been made to develop a 
TONA term rate based on JPY OIS (overnight index 
swaps) transactions, including the launch of “prototype” 
term rates published by QUICK Corp earlier this year, 
underlying transaction volumes need to increase further 
to allow for a sufficiently robust TONA term rate. The 
consultation  outlines further steps to improve 
transaction and market data, including encouraging 
market participants to submit quote data and increase 
OIS transaction volumes.  
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Tom Wipf’s urging for early IBOR Fallback Protocol 
adherence
What happened? Tom Wipf, ARRC Chair and Vice 
Chairman of Institutional Securities at Morgan Stanley, 
urged the group’s membership to prepare for 
adherence to ISDA’s IBOR Fallback Protocol upon its 
release, as suggested by the ARRC’s Recommended 
Best Practices published earlier this year. The protocol, 
which will facilitate the transition of legacy LIBOR-
based derivative contracts to alternative reference rates 
upon LIBOR’s cessation, is currently being reviewed by 
various antitrust authorities. ISDA has made publication 
of the protocol dependent on positive feedback from 
these authorities. 
Wipf’s encouragement follows a letter sent by ISDA to 
the various alternative reference rate working groups at 
the end of July, in which it announced that the protocol 
would be made available for adherence to key market 
participants approximately two weeks prior to its official 
launch (i.e., “in escrow”). The goal is to demonstrate “a 
broad and comprehensive list of adherents at the time 
the IBOR Fallback Protocol launches,” indicating wide 
usage of the protocol. In his letter, Wipf stresses the 
importance of adherence in escrow to the greatest 
extent possible, while urging market participants to 
immediately start internal preparations in order to be in 
a position to sign the protocol as soon as possible. 
Our take: The anticipated publication and broad 
adoption of the ISDA Fallback Protocol will mark a 
major milestone in the transition away from LIBOR. 
While the protocol serves as a practical solution to 
address legacy LIBOR derivatives, widespread 
adoption would also set a clear and unambiguous 
signal that market participants are actively preparing 
and committing to LIBOR’s recommended replacement 
rates. In signing up to the protocol, market participants 
would also indicate endorsement of ISDA’s spread 
adjustment methodology and pre-cessation triggers.
Tom Wipf’s letter, ISDA’s board statement and letter to 
the alternative reference rate working groups, and 
comments by the FCA’s Edwin Schooling Latter 
illustrate the importance that those guiding the industry 
in the transition away from LIBOR place on ISDA’s 
IBOR Fallback Protocol. Broad adherence to the 
protocol would also validate the work done by ISDA, 
alternative reference rate working groups and 
regulators over the past few years. We expect that 
market participants will look to take advantage of the 
opportunity that adhering to the protocol presents to 
manage transition risks in derivatives. Further, signing 
the ISDA protocol does not prevent firms from 

https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/Updated-Final-Recommended-Language-June-30-2020.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Letter_on_ISDA_Protocol.pdf
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Futures and options

Source: CME, ICE (accessed August 16, 2020) Source: CME, LCH, ICE (accessed August 16, 2020)

RFR adoption: Derivatives 2

Our take
Open interest in SOFR futures continues to lag behind the recent increase in trading volumes. But even though 
trading volumes have risen steadily since their April low, overall trading remains a fraction of that in USD LIBOR. 
Option trading remains focused on 3M SOFR futures, where open interest stood at 463 contracts at the end of last 
week. 
Similar to USD, trading in GBP future contracts continues to be dominated by LIBOR. While open interest has 
increased steadily over the past weeks, trading volumes have been up and down. The first week of trading in 
August saw daily trading volumes close to those in late May, only to retreat sharply during the following week. The 
large increase at the beginning of the month was driven by a sharp increase in volumes at the CME. In fact, for the 
first time ever, weekly trading volume at the CME eclipsed that at ICE during the first week of August. 

continuing efforts to proactively move out of LIBOR-
based positions on their own terms prior to LIBOR’s 
cessation.

Calls for additional flexibility in response to CFPB’s 
proposed Regulation Z amendments
What happened? The CFPB published comment 
letters it received on its proposed amendments to 
Regulation Z. Among other changes, the amendments 
would specify a set of replacement benchmarks that 
would be considered comparable to LIBOR for 
regulatory purposes. For open-end credit products, the 
existing proposal listed the Prime rate and SOFR as 
examples of comparable replacements for USD LIBOR. 
For mortgages, the proposal specified SOFR as an 
example. In commenting on the proposal, several 
respondents suggested that the amendments should 
allow other alternatives beyond the Prime rate or SOFR 
to be considered as comparable replacement rate. 
While some commenters simply asked for additional 
flexibility, others specifically suggested the inclusion of

Ameribor and the Constant Maturity Treasury rates.

Our take: While it would be easy to interpret the 
comments as a denouncement of SOFR as lending 
rate, the calls for additional flexibility in the proposed 
amendment language might simply be just that: 
requests for more options. Yes, some institutions have 
been vocal in their opposition to SOFR as a lending 
rate, citing the lack of a dynamic credit spread as a key 
concern. At the same time, it is difficult to envision a 
scenario in which SOFR doesn’t evolve as the primary 
replacement for USD LIBOR. 
The inclusion of additional optionality in the selection of 
a replacement rate wouldn’t necessarily prohibit any 
institution from selecting SOFR as their preferred 
fallback, consistent with the ARRC’s reminders that the 
adoption of its recommendations remains voluntary.  
However, it’s understandable that market participants 
may want the option of a broader set of rates to be 
included in the CFPB’s endorsed examples of  
comparable rates.

https://beta.regulations.gov/document/CFPB-2020-0014-0001/comment
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Source: analysis.swapsinfo.org 
(Interest rate and credit derivatives weekly trading volume: Week 

ending August 14, 2020, accessed August 17, 2020)

Swaps trading

Our take:
Now that the €STR PAI and discounting switch has 
been completed, all eyes are turning to the USD 
markets, with the SOFR discounting and PAI switch 
scheduled for this October.
Although both SOFR futures and SOFR OIS swap 
volumes remain a fraction of USD LIBOR, daily 
SOFR OIS transaction volumes in DV01 terms (risk 
traded) has been noticeably increasing since the 
beginning of the year. In July, 3.8% of all USD risk 
was traded in SOFR, according to the newly 
released ISDA-Clarus RFR Adoption Indicator. 

https://www.isda.org/a/fP9TE/ISDA-Clarus-RFR-Adoption-Indicator-July-2020.pdf?_zs=tlaoN1&_zl=AoOt5
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Notable cash product issuances and other RFR adoption

RFR Issuer Detail Resources

SOFR Guaranty Federal 
Bancshares Priced various fixed-to-floating rate subordinated notes 

that expect to reference term SOFR for the variable leg 
of the issuance.

Press Release

Happy Bancshares Press Release

United Business 
Bank

Press Release

Freddie Mac Continued its issuance of similarly structured pass-
through certificates.

Press Release

World Bank (IBRD) Issued a seven-year, $700 million SOFR FRN, which is 
the longest dated SOFR bond over $100 million so far.

Press Release

SONIA Citigroup Issued a £247 million SONIA-linked RMBS. The 
underlying loans are primarily linked to 3M LIBOR.

Moody's

Market update: August 1-15, 2020

RFR adoption: Cash products3
SOFR issuances (in billions)
• SOFR FRN issuances continued their steady 

march forward. While agencies continue to issue 
most of the debt, we are increasingly seeing a wide 
variety of financial institutions testing the waters 
with smaller issuances. 

SONIA issuances (in billions)
• Other than a £500 million FRN issuance by the 

Royal Bank of Canada, SONIA FRN issuances 
have been limited. However, SONIA remains the 
standard for GBP variable debt issuances, with no 
new LIBOR-linked issuances in over a year. 

Source: Bloomberg

€STR FRN issuances have been slow to pick up. There have been a total of €3.9 billion in issuances since the 
rate was first published in October of last year, with all issuances in maturities of three years or less.

FRN issuances (as of August 15, 2020)

http://www1.snl.com/IRW/file/1032022/Index?KeyFile=404801524
https://www.happybank.com/Portals/HappyStateBankTrust/PDFs/Press%20Releases/2020/Happy-Bancshares-Subordinated-Debt-Press-Release.pdf
http://platform.mi.spglobal.com/IRW/file/4866284/Index?KeyFile=404885229
https://freddiemac.gcs-web.com/news-releases/news-release-details/freddie-mac-prices-927-million-multifamily-k-deal-k-f83
https://www.worldbank.org/en/news/press-release/2020/08/13/world-bank-prices-7-year-usd-700-million-sofr-linked-bond
https://www.moodys.com/research/Moodys-assigns-provisional-ratings-to-RMBS-Notes-to-be-issued--PR_429881?cid=7QFRKQSZE021
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Alternative reference rate working groups
Alternative Reference Rates Committee (ARRC)
• Upon the conclusion of the SOFR Summer Series, the ARRC released the SOFR Starter Kit, a collection of fact sheets 

on the background of LIBOR transition, details on SOFR and next steps in the transition from LIBOR to SOFR.
• Committee Chair Tom Wipf sent a letter to the ARRC’s membership in support of adherence to the ISDA IBOR Fallback 

Protocol.
WG on Sterling RFRs
• Published its newsletter for July 2020.
Cross-Industry Committee on Japanese Yen Interest Rate Benchmarks
• Issued its second public consultation on fallbacks for cash products tied to JPY LIBOR. The proposed fallbacks prioritize 

term reference rates based on JPY overnight index swaps. The committee is also proposing the cessation of new LIBOR-
based loan and bond issuances by mid-2021. Comments are due by September 30, 2020.

Regulators
• FINRA: Published a notice summarizing the results of a survey of member firms’ preparedness for LIBOR transition, 

suggesting that there remained some firms that have made only limited efforts so far.
• CFPB: Published comment letters it received on its proposed amendments to Regulation Z. Several respondents (e.g., 

the ABA) asked that alternatives beyond SOFR (and Prime) should be included as examples of comparable replacement 
rates.

• FRB NY: Published minutes and meeting materials from the second Credit Sensitivity Group workshop, which included 
discussions on funding costs, data sources and lending activity. The group’s third workshop was held on August 12.

• European Central Bank: Published a supervision newsletter on preparations for benchmark reform. 
• EFRAG: Announced a public outreach event on the endorsement of the IASB's Amendments on Interest Rate 

Benchmark Reform – Phase 2, planned for September 7.
• Bank of England: Began publication of a SONIA compounded index.

Updated the definitions related to floating rate notes in its form ER, which is used for data collection purposes, to 
reference SONIA rather than LIBOR/SONIA, beginning with July 2020 reporting.

• FCA: Published the transcript of Edwin Schooling Latter’s speech at ISDA’s benchmark reform forum in July.
• Bank of Japan: Published a whitepaper discussing the results of its 2019 study on LIBOR transition preparedness. The 

results had previously been summarized in presentation form in March 2020. 
• Monetary Authority of Singapore: Announced a series of initiatives to facilitate the adoption of SORA, including the 

monthly issuance of SORA-linked FRNs, publication of compound SORA averages and a SORA index.
• Russian Central Bank: Sent an informational letter on the transition from LIBOR to alternative reference rates to 

financial institutions (in Russian).

Industry groups, infrastructure providers and other items
• ISDA (in collaboration with ClarusFT): Published its RFR Adoption Calculator for July 2020. An interactive version is 

available on ClarusFT’s website. 
• LSTA: Promoted the ARRC’s SOFR Starter Kit in a blog post.
• UK Finance: Published the results of a broad LIBOR transition readiness survey of its members, including a product-by-

product breakdown of results (member-access only).
• Eurex: Cleared its first SOFR swap transactions with initial trades by J.P. Morgan and LBBW.
• Australian Financial Markets Association (AFMA): The administrator of AONIA published a definition of the reference 

rate to clarify that it is, in fact, the published screen rate for the RBA’s cash rate.
• Fannie Mae: Announced it would begin accepting delivery of multifamily SOFR ARMs on October 1, 2020. 
• Freddie Mac: Published updated SOFR multifamily loan documents and provided additional details on key dates in the 

transition from LIBOR to SOFR. 

https://www.newyorkfed.org/medialibrary/microsites/arrc/files/2020/ARRC_SOFR_Summer_Series_Event_Details.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Press_Release_SOFR_Starter_Kit.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/ARRC_Letter_on_ISDA_Protocol.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/benchmarks/rfr/newsletter/july-2020.pdf
https://www.boj.or.jp/en/paym/market/jpy_cmte/cmt200807b.pdf
https://www.boj.or.jp/en/paym/market/jpy_cmte/cmt200807c.xlsx
https://www.finra.org/rules-guidance/notices/20-26
https://beta.regulations.gov/document/CFPB-2020-0014-0001/comment
https://www.aba.com/-/media/documents/comment-letter/libor-08042020.pdf?rev=e99baed791a64d12b8bb4b8a4b150fc2
https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2020/csg-workshop-minutes-presentations-07222020.pdf
https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2020/csg-workshop-agenda-08122020.pdf
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2020/html/ssm.nl200812_1.en.html?utm_source=newsletter&utm_medium=email&utm_campaign=basu_newsletter_August_2020&utm_term=article_benchmarkratereform&utm_content=link
https://www.efrag.org/News/Meeting-251/Save-the-Date---IBOR-Reform---Phase-2-Do-the-Amendments-meet-the-endorsement-criteria-in-the-EU?AspxAutoDetectCookieSupport=1
https://www.bankofengland.co.uk/boeapps/database/fromshowcolumns.asp?Travel=NIxSUx&FromSeries=1&ToSeries=50&DAT=RNG&FD=1&FM=Jan&FY=2010&TD=3&TM=Aug&TY=2020&FNY=&CSVF=TT&html.x=108&html.y=20&C=UMQ&Filter=N
https://www.bankofengland.co.uk/statistics/notice/2020/statistical-notice-2020-07
https://www.fca.org.uk/news/speeches/libor-transition-critical-tasks-ahead-us-second-half-2020
https://www.boj.or.jp/en/research/wps_rev/rev_2020/data/rev20e06.pdf
https://www.boj.or.jp/en/announcements/release_2020/rel200313b.pdf
https://www.abs.org.sg/docs/library/mas-media-release_key-initiatives-to-support-sora-adoption_5-aug-2020.pdf
https://www.cbr.ru/statichtml/file/59420/20200812_in-015-52_121.pdf
https://www.isda.org/a/fP9TE/ISDA-Clarus-RFR-Adoption-Indicator-July-2020.pdf?_zs=IRGlO1&_zl=AoOt5
https://rfr.clarusft.com/
https://www.lsta.org/news-resources/sofr-neophytes-to-acolytes/
https://www.eurexchange.com/exchange-en/find/news/Eurex-clears-first-SOFR-swap-transactions-2142488
https://afma.com.au/policy/topics/IBOR-Transition/benchmarks-ibor-transition-aonia-definition
https://www.fanniemae.com/portal/funding-the-market/mbs/news/2020/multifamily-sofr-arms-081120.html
https://mf.freddiemac.com/news/2020/20200803-sofr-loan-documents.html
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Apr 1, 2021 (Oct 1 2020)
BoE haircut add-ons to LIBOR-linked collateral

by December 31
FINMA: substantial move from CHF LIBOR to SARON cash products
FNMA and FHLMC stop purchasing LIBOR ARMs
ARRC: vendor readiness (securitizations)
ARRC: no new USD LIBOR FRNs
Dealers should amend interdealer CSAs to use and make 
markets in SOFR-linked interest rate volatility products
SONIA term rates

TODAY 2021 2022

June 30, 2020 (March 31)
FHLBanks stop entering into LIBOR instruments

Q1 2021 (Q3 2020)
Sterling RFR WG: no new LIBOR 

loans or linear derivatives

Q3
CIC: significant reduction in 
LIBOR loans and bonds
JPY OIS term rates
ARRC: no new LIBOR CLOs

December 31, 2021
End of agreement with contributor banks to submit LIBOR

Q1
Sterling RFR WG: significant reduction in stock of 
LIBOR-based contracts
CIC: system & ops readiness for RFR compounding 

Q1 2021 (Q4 2020)
Recommendations on 

EURIBOR fallbacks

July 27, 2020 (June 30)
€STR discounting and PAI switch 
for cleared euro derivatives

by September 30
Last date for FNMA & FHLMC 

LIBOR ARM applications
ARRC: vendor readiness

(business loans and mortgages)
No new USD LIBOR ARMs*

New business and student loans to 
include ARRC fallback language

Dealers should offer electronic market 
making in SOFR derivatives

by 1H - CIC: no new LIBOR loans or bonds 

Q3 2020: Updated ISDA 2006 definitions and fallback protocol

October 19 - SOFR discounting & PAI switch for cleared USD IR swaps

August 3
FNMA accepts 
SOFR ARMs 

Delayed milestone

June 30
ARRC target: vendor 
readiness (FRNs)
New FRNs, ARMs  
and securitizations
to include ARRC 
fallback language

by March 31
Dealers quote USD 

derivatives in SOFR

by June 30
ARRC: no new LIBOR business loans, 
securitizations (excl. CLOs) or derivative 
trades that increase LIBOR risk
SOFR term ratesearly August

SONIA index 
publication
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