LIBOR: Impact
on Insurers
How is IBOR used by insurers?
The LIBOR change affects all insurers, the extent of which is dependent on their asset management
strategy and whether they sell investment products

It is in their Solvency II
Capital model calculations

It is referenced in the
products that they use to
manage the Capital risk that
they have

Overview - How does LIBOR impact insurers?

It is used in the
investment products that
insurers sell

Products & Investments
Both manufactured and separately sourced investments distributed by insurers will be impacted.
The insurer may need to re-paper dependent on the investment type

IBOR Transition Impact

How should insurers approach IBOR?
Firms must work to understand their scale of exposure to IBORs and formulate strategies to reduce
and manage the business impact and residual risk.

Wider Financial Services Context

The transition away from LIBORs towards proposed “Alternative Reference Rates” is a global
movement, with national and regulatory regimes at varying stages of maturity in this journey.
As the global standard benchmark for financial instruments, the London Inter-bank Offered
Rate (LIBOR) is currently used to benchmark over US$350 trillion equivalent across 5
currencies, but the LIBOR scandal and a decline in unsecured interbank lending led the FCA to
declare LIBOR and other “IBORs” no longer viable in 2017.
Banks will not be required to make submissions after 2021, though they must consider the
risks associated with this transition.
Over the last five years, regimes have created working groups to identify alternative risk free
reference rates “ARRs” or “RFRs” - overnight rates chosen in preference to term rates,
prioritising real transactional data over expert judgement.
US and UK regulators continue to champion transition programmes, while the Eurozone
remains behind – notably, EURIBOR and €STR will need to be reformed to comply before the
European Benchmark Regulation (BMR) authorisation deadline.
Country

Reference Rate

US

Securities Overnight
Financing Rate (SOFR)

Federal Reserve
Bank of NY

UK
Bank of England

Switzerland
SIX Swiss
Exchange

Eurozone
European Central
Bank

October 2019 position
•
•

Over US$15 billion of SOFR-linked floating-rate bond issuances
Traded volumes of SOFR derivatives have also increased,
particularly futures

Reformed Sterling
Overnight Index
Average (SONIA)

•

(Unsecured)

•

Duration-adjusted share of the notional cleared sterling swap
market referencing SONIA reached 18%, up from 11% in July
2017
Monthly volume reaches ~270,000 contracts; was negligible in
early 2018

Swiss Average Rate
Overnight (SARON)

•
•

Secured overnight rate based on Swiss franc repo market data
Daily rate administered by SIX Swiss Exchange, term rates
pending

•
•

The working group recommended €STR on 13 Sep 2018.
The ECB announced it will produce €STR: a new euro
unsecured overnight rate by October 2019
Usage of non-compliant benchmarks restricted from 01 Jan
2020

(Secured)

(Secured)

Euro Short-Term Rate
(€STR)
(Unsecured)

•
Japan
Bank of Japan

Tokyo Overnight
Average Rate (TONAR)

•

(Unsecured)

•

Unsecured overnight call rate, calculated and published by the
Bank of Japan
Daily rate published by Bank of Japan, term rates pending

Since the identification of RFRs there have been encouraging signs of transition, the volume of
cleared SONIA swaps has increased since Jul 2018, suggesting they are being used for a wider
range of purposes. However, uncertainties remain around industry response to structural
differences between IBORs and RFRs.

