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SUMMARY The interest rates produced 
daily through the Libor process are used as 
references in contracts for up to an estimated 
US$800 trillion in financial instruments (such 
as loans and derivative contracts).  
However, it has recently been established that 
Libor has been manipulated by Barclays Bank 
over a number of years. Erroneous interest rate 
submissions – both higher and lower than they 
ought to have been – helped produce greater 
profits and, during the financial crisis, protect 
Barclays' reputation. Barclays has agreed to a 
€373 million fine from US and UK regulators. 
It is another blow to the banking sector, the 
more so since other major international banks 
also seem to be implicated.  
Guesstimates of the financial consequences of 
the false rates range up to many billions, but it 
is very difficult to determine with any 
accuracy.  
Improvements in the way Libor is calculated 
are being sought. Greater transparency and 
proper independent governance in the process 
along with some control of individual 
judgments on interest rate submissions appear 
necessary. Furthermore, effective regulation 
and sanctions would dissuade future 
participants from committing fraud.  
The EU has already acted, with the 
Commission adding such benchmarks to its 
proposed market abuse legislation. The EP's 
ECON Committee plans to hold a hearing on 
Libor.  
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What is Libor? 

The London Interbank Offered Rate is: 

  An indication of the interest rate cost of 
unsecured borrowing (i.e. with no 
collateral) between banks in the London 
financial markets 

  The most frequently used benchmark 
globally for short-term interest rates. 

It is used as a reference to set contract 
interest costs for loans, bonds, mortgages, 
credit cards and, in particular, derivative 
transactions.  

A major example is the $300 trillion 
American (derivative) swaps market, where 
businesses protect themselves against 
changes in interest rates. Swaps contracts 
use Libor in a majority of their transactions. 

Most contracts are “over the counter” (OTC) 
bilateral transactions whose values are not 
widely known. However, estimates suggest 
that Libor is used as a reference: 
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 For at least $300 trillion of existing 
financial contracts, and  

 To establish the interest costs of $10 
trillion of loans and roughly $500 trillion 
of OTC derivatives. 

http://www.investopedia.com/terms/u/unsecuredloan.asp#axzz24kkx6hMy
http://www.investopedia.com/terms/c/collateral.asp#axzz2516gTJTn
http://www.investopedia.com/terms/d/derivative.asp#axzz24kkx6hMy
http://www.investopedia.com/terms/d/derivative.asp#axzz24kkx6hMy
http://www.yourdictionary.com/trillion
http://www.futuresmag.com/2012/03/14/cftc-gensler-addresses-industry-at-fia-boca-raton
http://www.investopedia.com/terms/o/otc.asp#axzz24kkx6hMy
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The daily fluctuating Libor interest rates 
reflect leading banks’ supply and demand 
needs as they lend to each other, along with 
credit and liquidity premiums and the 
official national reserve bank (or European 
Central Bank) interest rate. The actual rate at 
which specific banks will contract with one 
another varies and changes throughout the 
day, but the latest Libor is the reference.  

The daily fluctuating Libor interest rates 
reflect leading banks’ supply and demand 
needs as they lend to each other, along with 
credit and liquidity premiums and the 
official national reserve bank (or European 
Central Bank) interest rate. The actual rate at 
which specific banks will contract with one 
another varies and changes throughout the 
day, but the latest Libor is the reference.  

Libor’s calculation Libor’s calculation 
Once per day at around 11.45 am, 150 Libor 
figures are published: for each of ten major 
currencies and 15 maturities

Once per day at around 11.45 am, 150 Libor 
figures are published: for each of ten major 
currencies and 15 maturities (i.e. loan 
lengths ranging from overnight to 12 
months).  

These rates are the result of estimates and a 
simple calculation, in each of the ten quoted 
currencies: 
 Each member of a panel of the largest, 

most active banks makes its estimate of 
the lowest interest rate at which it could 
borrow a reasonable amount in a given 
currency from other large international 
banks for a specific maturity. 
"Reasonable amount” is left broadly 
(un)defined 

 The highest and lowest 25% of these 
estimated rates for each currency and 
maturity are removed to get rid of non-
representative submissions 

 The arithmetic mean of the remaining 
submissions is calculated and this is the 
rate used in the published Libor.  

Each bank's submitters estimates are based 
on actual (loan) transactions and judgment, 
the latter especially where the bank has no 
appropriate contracts that day in the 
currencies or maturities for which it quotes. 
The bank may take its credit and liquidity 
risk profile to construct a curve to predict 
rates for currencies or maturities in which it 
has not been active, and use this. 

The members of the ten currency panels are 
chosen by the Foreign Exchange and Money 
Markets Committee. The euro panel 
comprises 15 banks, the sterling one 16, and 
that for the US dollar, 18 banks. The smallest, 

for the Swedish and Danish krone, both 
have six banks. 

History 
In 1984, UK banks asked the British Bankers' 
Association (BBA) to develop an impartial, 
fair and standardised measure of the 
interest rate at which banks could borrow 
money from each other. This became “Libor" 
in 1986.  

The rates became useful for investors and 
borrowers. In particular, banks use them for 
existing variable rate loans to adjust to 
current interest rates and the growth of new 
financial instruments required a 
standardised interest rate benchmark.  

As London grew as an international financial 
centre, Libor became more important. 
Though alternative benchmarks have been 
established, Libor has few equivalent 
competitors, with the exception of Euribor, 
which gives rates for euro transactions in 
particular.  

Manipulation of Libor 

An investigation lasting over two years, 
carried out jointly by the Financial Services 
Authority (FSA), which is the UK financial 
regulatory authority, and the American 
Commodity Futures Trading Commission 
(CFTC), concluded that Barclays, a British 
retail and investment bank, had submitted 
false interest rate submissions.  

The 27 June 2012 FSA and CFTC findings say 
that: 
 False submissions occurred at times 

almost on a daily basis, and over a long 
period 

 It happened in a number of Libor and 
Euribor markets 

 Multiple members of staff, in different 
parts of the organisation were involved, 
including management. 

Over 20% of all international bank 
lending and more than 30% of all foreign 
exchange transactions take place in 
London.

http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.investopedia.com/terms/m/maturity.asp#axzz2516gTJTn
http://www.bbalibor.com/governance/foreign-exchange-and-money-markets-committee
http://www.bbalibor.com/governance/foreign-exchange-and-money-markets-committee
http://www.bba.org.uk/
http://www.bba.org.uk/
http://www.euribor-ebf.eu/
http://www.fsa.gov.uk/static/pubs/final/barclays-jun12.pdf
http://www.cftc.gov/PressRoom/IntheNews/index.htm
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There were two distinct types of 
manipulation: 

2005 to 2007/8 
Manipulations during this period were made 
largely for Barclay’s financial benefit, which 
should also have led to greater bonuses for 
traders.  

Barclay's traders made requests to the 
Barclays submission panel for higher or 
lower Libor rates. These false rates – 
reflecting traders' requirements, rather than 
the actual contracts under which Barclays 
was making loans – would generate higher 
profits on the bank's open trading positions. 
The traders' requests were acted on by the 
Barclay's submission panels. 

The FSA and CFTC findings highlight some 
examples of undue contacts: 

In September 2006, a New York trader 
wrote: “Hi Guys, We got a big position in 3m 
libor for the next 3 days. Can we please keep 
the libor fixing at 5.39 for the next few days. It 
would really help. We do not want it to fix any 
higher than that. Tks a lot”. 
A senior euro swaps trader stated in October 
2006: “I have a huge fixing on Monday … 
something like 30bn 1m fixing … and I would 
like it to be very very very high ….. Can you do 
something to help? I know a big clearer will be 
against us … and don’t want to lose money on 
that one”. 
Following another October 2006 request, 
Barclays submitted a half a basis point lower 
Libor quote than the day before. The 
external trader wrote to Barclays: “Dude. I 
owe you big time! Come over one day after 
work and I’m opening a bottle of Bollinger.” 

2007 to early 2009  
During the financial crisis there was concern 
as to the solidity of financial institutions. If a 
bank indicated that its borrowing costs were 
high this was taken as an indication that it 
needed money and/or it was not able to get 
money. Speculation became self-fulfilling, 
and safeguarding the financial system was a 
priority at this time. 

Barclays was felt to be posting high Libor 
submissions and the market became 
concerned for the bank's health, more so as 
it did not receive government funding 
during the crisis. Subsequently it seems that 
Barclay's submitters lowered rates, which 
calmed fears. This is alleged to have 
followed suggestions from the Bank of 
England, however this has been strongly 
denied. Interestingly, it is said that Barclays 
believed that others' rates were too low 
given the market conditions. Moreover, a 
2008 Bank for International Settlements 
report questioned the accuracy of Libor 
quotes during this period, stating that they 
could be influenced by “strategic behaviour” 
with banks “wary of revealing” information 
that could signal stress. 

There are indications that a number of 
banks and regulators were aware of 'Libor 
anomalies' for some time, without taking 
action.  

Effects of the financial crisis on Libor  
After the full financial crisis started in 
September 2008, trust between banks was 
low, with extreme stress in the markets. 
There was little or no trading in money 
markets, especially beyond one week. Thus 
there were no real Libor transaction rates. 
However the large existing pool of contracts 
needed Libor rates and banks continued to 
submit rates. This situation was not secret 
and was called “the rate of interest at which 
the banks did not lend to each other”. 
Submissions were guesses based on 
discussion with other market participants 
and checking competitor’s previous 
submissions. Even at present, lending 
between banks is still very limited. 

In this situation, the European Central Bank, 
the Bank of England and the US Federal 
Reserve lent directly to the banks. The banks 
borrowed at near-zero rates and lent to 
customers, at rates above Libor. Higher Libor 
rates would thus generate greater profits. 

http://www.bis.org/
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Consequences for the banks 

1. Barclays was fined in June 2012 and the 
chairman, the chief executive and another 
senior officer resigned. The board launched 
an audit of its business practices and will 
publish a report of its findings. 

The fine by UK and US authorities totalled 
£290 million (approximately €373 million) 
for manipulating key money market 
benchmark rates between 2005 and 2009. 
The FSA element - its largest ever fine - was 
£59.5 million. Barclays received immunity 
from prosecution in return for cooperation.  

The FSA judgment was based on non-
respect of two of its principles: 
 Proper standards of market conduct 
 A firm must take reasonable care to 

organise and control its affairs 
responsibly and effectively. Barclays did 
not have adequate risk management 
systems or effective controls in place 
until December 2009.  

The FSA noted that Libor is not a recognised 
financial instrument under EU law, which is a 
requirement for a criminal prosecution. 
However, Libor manipulation could be a 
criminal offence under UK fraud law, i.e. 
false representation. The UK Serious Fraud 
Office has announced that it intends to 
proceed with investigations.  

2. There are many reports of other major 
international banks being involved in Libor 
and/or Euribor manipulation. According to 
one report up to 20 are currently the subject 
of inquiries. The Financial Times has named 
Deutsche Bank, Citigroup, JPMorgan Chase, 
Royal Bank of Scotland, HSBC and UBS as 
under investigation in New York, along with 
Barclays.  

The Barclays findings highlighted evidence 
of traders at other banks colluding with 
Barclays' traders. So far an unknown number 
of traders (at least 34 by one estimate) at a 
number of banks have been investigated, 
dismissed or suspended.  

Impact of manipulation 

It is difficult to estimate the extra cost to 
users who suffered from the Libor rate 
fixings. The effect is clear though: a rate 
higher than it ought to be meant it was 
more expensive for banks to borrow money, 
and this would be passed on to retail 
borrowers (i.e. consumers), companies and 
investors. 
Lower rates, on the other hand, are not 
always passed on.  

Small changes have a large impact when big 
amounts are involved. A one basis point 
change (1/100 of 1%) on $1 billion is 
$100 000 per annum. With $800 trillion of 
affected transactions, that makes $80 billion 
per annum. However, manipulations of rates 
were up and down, did not occur daily and 
also affected shorter periods, so the 
amounts would be less than this.  

It also did not directly affect retail, small 
business loans and deposit rates, which are 
often based on a bank’s own base rate, 
although manipulation could indirectly 
affect interest rates. Libor is primarily used in 
wholesale loan transactions and derivative 
transactions.  

Fixed rate mortgages also make the variable 
Libor rates irrelevant. US and UK mortgages 
using Libor are estimated at around 2% to 
3% of all mortgages (US: about 900 000 
loans / $275 billion). However, the financial 
system is complex, meaning that Libor can 
have wide-ranging interactions. Thus, for 
example, Libor is the reference rate for 
almost half of US adjustable-rate mortgages. 
These mortgages are fixed rate, but can 
adjust on certain conditions. 

Any litigation will presumably involve only 
those who have paid extra, not those who 
have benefitted from lower rates. By the 
beginning of August at least 28 serious 
lawsuits had been filed. 

Investigations announced 

1. Martin Wheatley, incoming chief 

http://www.sfo.gov.uk/press-room/latest-press-releases/press-releases-2012/libor-sfo-to-investigate.aspx
http://www.sfo.gov.uk/press-room/latest-press-releases/press-releases-2012/libor-sfo-to-investigate.aspx
http://www.economist.com/node/21558281
http://www.ft.com/intl/cms/s/0/33e7e4d6-e713-11e1-8a74-00144feab49a.html#axzz25d0g9okE
http://www.lexisnexis.com/uk/nexis/docview/getDocForCuiReq?perma=true&oc=00240&lni=568D-CV81-F03R-N3JH&csi=299488&secondRedirectIndicator=true
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executive of the new UK Financial 
Conduct Authority in charge of 
supervising markets, will consider 
criminal and civil sanctions for Libor 
abuse. His review – to report by the end 
of this summer - will look at how Libor is 
set, governance and bringing Libor-
related activities into statutory 
regulation 

2. The UK House of Commons Treasury 
select committee took evidence soon 
after the announcement of Barclays' 
fines and published its report on 18 
August. It called for higher fines for firms 
that do not co-operate with regulators, a 
stronger governance structure and the 
need to examine gaps in the criminal 
law.  

3. The Financial Stability Board will 
consider alternatives to Libor in 
September 2012 

4. Possible manipulation of Libor, Euribor 
and other benchmarks are the subject of 
European Commission anti-trust 
("cartel") investigations 

5. The BBA, the UK industry's trade body 
still in charge of Libor, will announce its 
proposals for changes later this year 

6. The Commission, the European Central 
Bank (ECB), central banks, the Financial 
Stability Board (FSB) and the 
International Organisation of Securities 
Commissions are examining benchmarks 
to suggest improvements. 

Areas for improvement 

Noting that any changes that affect existing 
contracts may create significant legal 
problems, it is generally felt that three areas 
need to be considered in detail for 
improvement:  
 The Libor mechanism 
 Governance  
 Regulation: powers and sanctions (see 

next section: EU action).  

Libor mechanism 
Weaknesses in the process are: 

 The contributing bank uses judgment in 
determining a figure. Though this 
provides flexibility, there is a risk of 
manipulation due to conflicts of interest  

 There is no standard procedure to 
corroborate individual submissions 

 For some currencies and maturities there 
are few transactions to provide the basis 
for Libor rates, i.e. it is an illiquid market. 
This is becoming the case more 
generally as the types of transactions 
carried out are increasingly becoming 
less relevant for bank funding  

 A bank's rate submission is market 
sensitive and can be interpreted as an 
indicator of a particular bank‘s 
creditworthiness 

 Input to Libor panels comes from a 
relatively small, limited group, but the 
results of their voluntary activity are 
used by a large number of investment 
and other banks, credit card and loan 
providers and investors.  

The exclusion of the 25% extremes in 
submissions makes it difficult for one bank, 
to manipulate Libor significantly without 
collusive submissions by other panel 
members, although smaller panels make it 
easier. Also colluding banks would need not 
to have conflicting interests. That being said, 
there is a clear incentive to manipulate rates, 
which would benefit trading positions, even 
though individual banks' submissions are 
published in full after the rate is set.  

Actual data benchmarks 
Rates that are based on actual transactions 
rather than theoretical estimates are 
wanted. There are a few benchmarks, which 
are possible alternatives to Libor, although 
none of them is seen as a perfect fit. The 
benchmark most frequently mentioned is 
the General Collateral Repo Index. This index 
measures large volumes of verifiable, daily 
interest rate transactions paid for US 
treasury securities of 30 years or less, 
corporate debt and mortgage-backed 
securities issued by agencies. The drawbacks 

http://www.parliament.uk/business/committees/committees-a-z/commons-select/treasury-committee/inquiries1/parliament-2010/libor/
http://www.financialstabilityboard.org/
http://www.investinganswers.com/financial-dictionary/economics/cartel-1030
http://www.europarl.europa.eu/sides/getAllAnswers.do?reference=E-2012-006762&language=EN
http://www.iosco.org/
http://www.iosco.org/
http://www.iosco.org/
https://www.dtcc.com/products/fi/gcfindex/index.php
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are that the index applies only to US dollar-
denominated deals, and it does not 
necessarily include the risk premium for the 
interbank credit markets. 

Market participants find it hard to identify a 
replacement giving actual transaction data 
that would readily suit the needs of 
derivatives investors and corporate 
borrowers, although this may be made 
easier by focusing on only the three 
extensively used time periods: three, six and 
twelve months. 

E-mail: Christopher.Needham@europarl.europa.eu Tel: 32850 Page 6 of 6 
 

Improved governance 
Areas for consideration are: 
 Independence, transparency, account-

ability and oversight of the process 
 Segregation of the Libor function to 

prevent conflicts of interest 
 More banks added to the panels. 

However, once considered prestigious, 
this will now have to be balanced 
against regulatory and public scrutiny 
and risk of criminal and civil prosecution.  

These considerations may also be applicable 
for other markets using similarly calculated 
benchmarks. 

EU action 

The EC amended its October 2011 proposals 
for a Market Abuse Regulation and a 
Criminal Sanctions Directive for insider 
dealing and market manipulation on 25 
July. Both now include benchmarks such as  
Libor and Euribor, and stock market indexes 
e.g. FTSE-100. The proposed Directive 
makes their manipulation, actual or 
attempted, a criminal offence. The proposal 
would leave Member States to set penalties.  
However, the EP’s LIBE committee approved 
an amendment in its opinion of 10 July 2012 
setting a minimum term of imprisonment of 
at least five years for serious manipulations.  

In the EP, Arlene McCarthy (S&D, UK), is the 
rapporteur on the ECON Committee for the 
market abuse rules which, she indicated, 

have cross-party support, and from the 
regulators. Adoption of the report in 
committee is scheduled for 8-9 October, 
preceded on 24 September by a hearing on 
Libor.  

The EC hopes for approval before end 2012 
for implementation from 2014 onwards. 

Commissioner Barnier, in charge of financial 
regulation, has called for greater public 
supervision and regulation and more 
specific formula and approaches for 
benchmarks.  He launched a consultation on 
5 September on the possible regulation of 
benchmarks. 

The EC has received Parliamentary 
questions, notably on whether it was 
previously aware of Libor problems and 
what action it will take.   

Main references 
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