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FCA Announces a Libor “End Date”
On July 27 Andrew Bailey of the U.K. Financial Conduct Authority (FCA) delivered
a key speech on the future of the London Interbank Offered Rate (Libor), which
the FCA regulates. In it, he noted that there are not sufficient underlying interbank
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transactions to continue relying on Libor as a benchmark rate. He also warned that
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the FCA has spent a lot of time persuading panel banks to continue submitting
Libor rates, and while the FCA has authority to compel banks to participate,
that authority runs out before long. If banks eventually leave the panel, Libor’s
credibility would be further undermined and continued publication of Libor could
be jeopardized.
As such, the FCA has worked with panel banks and other regulators to identify
the end of 2021 as the period through which Libor will be sustained. This will give
relevant stakeholders time to identify alternative benchmarks and to implement
transition plans. Libor’s future beyond 2021 will be determined by ICE Benchmark
Administration (the Libor administrator) and panel member banks, some of which
have raised concerns about potential legal liabilities associated with submitting
rates that are not based on underlying transactions. Thus it is likely that some
banks will choose to leave the Libor panel once they are able to, making Libor’s
continuation beyond 2021 far from certain.

Libor Alternatives
Libor fixings are currently published in five currencies (USD, EUR, JPY, GBP, CHF).
Regulators and market participants in each jurisdiction are working to identify
transaction-based alternative rates and to spell out transition plans. This process
has been ongoing in the U.S. for a number of years, spurred by the assessment by
the Financial Stability Oversight Council (FSOC) in 2013 that the financial system’s
reliance on Libor posed a significant threat to U.S. financial stability.
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In June the Alternative Reference Rates Committee (ARRC), a group of market
participants convened by the Federal Reserve (Fed), selected the Broad Treasuries
Financing Rate (BTFR) as its preferred USD Libor alternative. This new overnight
general collateral (GC) Treasury repo rate, explained in more detail here, will
aggregate nearly $800 billion in daily transaction volumes across the tri-party repo
market, the inter-dealer GCF repo market and certain bi-lateral repo trades cleared
by the FICC (see chart below). Transactions involving the Fed will be excluded.

Transaction Volumes Underlying BTFR Are Significant
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Source: Guggenheim Investments, Federal Reserve Bank of New York. Data through 4.28.17.

Transition Plan
The transition process for moving away from Libor remains highly uncertain,
and a considerable amount of work is yet to come. The ARRC has stated that it
intends to publish a transition plan before the end of 2017. The next step in the
process would be the start of publication of BTFR by the New York Fed, which
is slated for sometime in the first half of 2018. Around the same time we would
expect the development of exchange-traded and OTC derivatives contracts
referencing BTFR.
We anticipate that BTFR will also likely be incorporated into floating-rate
securities as well as consumer and business loans at some point. A critical
question for the ARRC to address is what will happen to legacy contracts, loans
and securities referencing Libor. We expect that the ARRC transition report will
specify how the transition to the new repo rate will occur, both for instruments
with existing documentation that contains a provision for a Libor alternative as
well as for those without such provisions.

Guggenheim Investments

August 2017

2

It also remains unclear how parties will agree to bridge the gap between Libor and
BTFR for existing instruments. For example, in 2016 BTFR averaged 35 basis points
while one-month Libor averaged 50 basis points and three-month Libor averaged
75 basis points (see chart below).

The BTFR Is Lower and More Volatile than Libor
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Source: Guggenheim Investments, Federal Reserve Bank of New York. Data through 4.28.17.

Market Implications
We see the potential for market dislocations as cash and derivatives positions
are adjusted during the transition period. Liquidity could also deteriorate. For
example, once derivatives contracts referencing BTFR are introduced, liquidity
could become more fragmented across swaps and futures contracts referencing
Libor, the effective fed funds rate, and BTFR.
We also envision new basis risks, as the new Treasury repo rate will behave
differently than Libor, particularly during periods of market stress. For example,
in 2008, 2011 and 2016 USD Libor rates increased relative to Treasury repo rates
amid funding market stresses, benefiting investors in floating-rate loans/securities
and those who had short positions in Eurodollar contracts or pay-fixed positions
in swaps. In contrast, Treasury repo rates rose relative to Libor during the Fed’s
Operation Twist program in 2012, during the debt ceiling episode in 2013 and in
early 2017 as the stabilization of prime money fund balances curtailed increases
in Libor even as the fed funds target increased.
We will continue to monitor developments surrounding the transition away from
Libor and assess potential market implications as more details become available.
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Important Notices and Disclosures
The content herein is being provided by Guggenheim Investments which represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim
Partners Investment Management, LLC, Security Investors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, GS GAMMA
Advisors, LLC, Guggenheim Partners Europe Limited and Guggenheim Partners India Management.
This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment
product, or as investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does
not constitute a solicitation of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion.
Always consult a financial, tax and/or legal professional regarding your specific situation. This material contains opinions of the author, but not necessarily those of Guggenheim Partners or its
subsidiaries. The opinions contained herein are subject to change without notice. Forward looking statements, estimates, and certain information contained herein are based upon proprietary
and non-proprietary research and other sources. Information contained herein has been obtained from sources believed to be reliable, but are not assured as to accuracy. There is neither
representation nor warranty as to the current accuracy of, nor liability for, decisions based on such information. Past performance is not indicative of future results.
This material provides hyperlinks to third-party web sites for your convenience. These linked web sites are maintained by independent third parties that are not affiliated with Guggenheim
Investments or any of its affiliates. Although Guggenheim Investments believes the information from these organizations is reliable, it cannot, and does not, guarantee or warrant their web
sites’ accuracy, completeness or suitability for any purpose.
Guggenheim Investments total asset figure is as of 6.30.2017. The assets include leverage of $11.3bn for assets under management and $0.4bn for assets for which we provide administrative services.
Guggenheim Investments represents the following affiliated investment management businesses: Guggenheim Partners Investment Management, LLC, Security Investors, LLC, Guggenheim Funds
Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, GS GAMMA Advisors, LLC, Guggenheim Partners Europe Limited, and Guggenheim Partners India
Management.
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Guggenheim Partners’ assets under management are as of 6.30.2017 and include consulting services for clients whose assets are valued at approximately $62bn.

©2017, Guggenheim Partners, LLC. No part of this article may be reproduced in any form, or referred to in any other publication, without express written permission of Guggenheim Partners, LLC.
Guggenheim Funds Distributors, LLC is an affiliate of Guggenheim Partners, LLC. For information, call 800.345.7999 or 800.820.0888.
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Guggenheim’s Investment Process
Guggenheim’s fixed-income portfolios are managed by
a systematic, disciplined investment process designed to
mitigate behavioral biases and lead to better decision-making.
Our investment process is structured to allow our best research
and ideas across specialized teams to be brought together and
expressed in actively managed portfolios. We disaggregated
fixed-income investment management into four primary and
independent functions—Macroeconomic Research, Sector Teams,
Portfolio Construction, and Portfolio Management—that work
together to deliver a predictable, scalable, and repeatable
process. Our pursuit of compelling risk-adjusted return
opportunities typically results in asset allocations that
differ significantly from broadly followed benchmarks.
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Guggenheim Partners is a global investment and advisory firm

and investment advisory division of Guggenheim Partners,

with more than $290 billion2 in assets under management.

with more than $237 billion in total assets across fixed income,

Across our three primary businesses of investment management,

equity, and alternative strategies. We focus on the return

investment banking, and insurance services, we have a track

and risk needs of insurance companies, corporate and public

record of delivering results through innovative solutions.
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With 2,300 professionals based in more than 25 offices around

foundations, consultants, wealth managers, and high-net-worth

the world, our commitment is to advance the strategic interests

investors. Our 275+ investment professionals perform rigorous

of our clients and to deliver long-term results with excellence

research to understand market trends and identify undervalued

and integrity. We invite you to learn more about our expertise

opportunities in areas that are often complex and underfollowed.

and values by visiting GuggenheimPartners.com and following

This approach to investment management has enabled us

us on Twitter at twitter.com/guggenheimptnrs.
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to deliver innovative strategies providing diversification
opportunities and attractive long-term results.

For more information, visit GuggenheimInvestments.com.

