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Thank you, Madam Chairwoman, for inviting BlackRock, Inc. to make a statement on a topic 

of fundamental importance to our clients and markets. 

We would first like to introduce BlackRock to give some context for our views.   BlackRock is 

an independently owned investment manager.   We manage approximately €2.8 trillion in 

assets under management for our clients, of which approximately €750 billion for European 

clients.   These clients range from sovereign wealth funds and official institutions through to 

financial institutions, foundations, corporations, charities and pension funds.  The mainstay 

of our client base is represented by pensioners and savers.  We therefore approach the 

discussion on LIBOR as a fiduciary for our clients.   We do not participate in any LIBOR or 

EURIBOR panels.  

The key messages BlackRock would like to impart are the following: 

1. First, LIBOR is embedded in many of the funds we manage for our clients, creating a 

very considerable legacy issue, not just in terms of the absolute magnitude of 

existing instruments using LIBOR but also in their time horizon.  Interest rate swaps 

with maturities of 40 and 50 years are commonly used by pension funds, for 

example, to hedge their future liabilities,that is the cash flows needed to pay 

pensioners.     

2. Second, given this legacy issue, it is critical that we restore market confidence in 

LIBOR by evolution not revolution.  The more fundamental the changes to LIBOR, 

the greater the impact on potential winners and losers.  Pensioners are likely to be 

very significantly impacted given the very long term maturities of interest rate swaps 

used.

3. Finally, we do not believe that a single alternative benchmark can replace LIBOR or 

that specific benchmarks can be mandated for specific activities as different investors 

have different needs and preferences.  The reform agenda may therefore include an 

explicit objective to allow multiple alternative benchmarks to evolve alongside LIBOR.



We will now outline the different ways that investment managers use LIBOR to meet our 

clients’ investment objectives before summarizing our recommendations for the reform of 

LIBOR. 

Investment managers use LIBOR in a number of ways as LIBOR is embedded in trillions of 

euros of existing financial instruments.  LIBOR forms the foundation of the global interest 

rates swap and short-term interest rate futures markets.  These markets represent some of 

the most liquid and widely used tools for the management interest rate risks across the 

economic spectrum.  While futures contracts have very short term maturities, interest rate 

swaps typically have longer maturities that can range from one to as long as fifty years.   In 

addition, LIBOR is used as a benchmark for many types of floating rate loans including 

corporate bonds, bank loans, commercial paper and mortgages.  

The use of LIBOR by investment managers falls into three broad categories.

1. In the first category, investment managers use LIBOR as a purely indicative 

reference rate to calibrate the expected performance of a fund.  LIBOR acts as a 

proxy for low risk alternative investments to allow the end investor to make fair 

comparisons between different opportunities.  In such cases, LIBOR has no explicit 

impact on the investor’s return.  Establishing alternative reference rates would 

represent a significant administrative burden but could be achieved with limited 

contractual repercussions provided that sufficient contractual notification was given.  

2. In the second category, LIBOR is used as an explicit reference rate to determine the 

coupon paid on a security or the performance of a fund.  In this case, any move from 

LIBOR becomes much more problematic.  Changing the baseline of a fund’s 

performance from LIBOR to EONIA, for example, will have implications for the overall 

risk and return profile of the investment and most likely lead to a rebasing of the 

whole contract.  

3. In the final category, LIBOR is used to calculate coupon payments on a wide variety 

of medium to long dated interest rate derivatives (up to 50 years) that have a floating 

rate.  The issue around contractual change in the prior category is accentuated by 

the long term nature of these agreements and by the potentially substantial economic 

and liquidity impact of early termination.  



We would like to illustrate the implications of changes to LIBOR by specific reference to 

pension funds and money market funds.   

Pension funds have long dated liabilities, namely the cash flows the pension fund has to pay 

out to its pensioners in the future.  Pension funds use swaps to hedge interest rate risk by 

investing in a combination of interest rate swaps to match these future cash liabilities 

(pensions).  The objective is for any increase in future cash flow liabilities due to changes in 

interest rates to be met by an equal increase in the value of the interest rate swaps.  The 

interest rate swaps can be very long dated, up to 40 to 50 years in maturity.   A sudden 

change in LIBOR will therefore have a significant effect on a pension fund.  A shift in LIBOR 

could reduce significantly the value of the assets of the pension fund but leave its cash flow 

liabilities unchanged, for example, reducing its funding ratio and its ability to pay the level of 

pensions it had intended to.  

This is not a minor issue.  The use of such liability driven strategies is core to pension fund 

management in Europe – well over 50% of pension funds in the UK and 90% of pension 

funds in the Netherlands employ them.  It is vital for those that rely on LIBOR that an orderly 

transition be assured to any revised benchmark.  

The second example we would like to present is that of money market funds which are 

widely used by corporate treasurers, pension funds, venture capital and other investors 

seeking to diversify their exposure to banks balance sheets.  Money market funds are

impacted by LIBOR in a number of ways.  They invest in instruments with LIBOR maturities 

such as medium term notes, some sovereign and supranational securities and certificates of 

deposits. LIBOR therefore impacts the new issue price and the relative pricing of all 

investments in money market funds.  LIBOR is also used as a valuation tool to price 

portfolios, as a benchmark to assess performance and is written into contractual 

arrangements.  

A move away from LIBOR is more conceivable for money market funds but would still be far 

from simple and take time given that LIBOR touches on many aspects of money market 

funds.  It should be noted that any steep changes to LIBOR will affect the way money 

markets work.  Having a functioning money market is particularly helpful to a deleveraging 

banking sector. 



Having stressed the importance of LIBOR to European pensioners and savers, we would like 

to summarise the recommendations that BlackRock would urge policy makers to consider.  

We believe that the first priority should be on the reform of LIBOR to restore its market 

credibility.  We support for example: 

 That LIBOR focus on shorter tenors and the maturities; limiting the matrix of 

LIBOR rates to three to six months and shorter will lead to a more credible rate 

setting process both by focusing on where most likely transactions exist and 

limiting the amount of data that needs to be reviewed.

 That submission data be augmented with the use of transaction data (with private 

reporting, time lags and/or aggregation as appropriate).

 That the independence and regulatory oversight of LIBOR be strengthened, 

including a binding code of conduct coupled with sanctions for market 

manipulation under the Market Abuse Directive.  

We would advise policy makers against mandating a move away from LIBOR.  The re-

calibration of existing LIBOR contracts to a rate no-longer based on an inter-bank unsecured 

lending rate would represent a fundamental change to the nature of such contracts and 

could potentially lead to greater dislocation and disruption than any distortion of LIBOR that 

may have occurred over the past few years.   

Finally, we question whether a “one size fits all rate” such as LIBOR remains the optimal 

solution: different investors and borrowers have different needs and preferences; different 

alternative benchmarks exist but do not represent the silver bullet and many share some of 

the same types of weaknesses as LIBOR.  The market, including BlackRock, is using 

alternative benchmarks alongside LIBOR such as the overnight index swaps rate, EONIA, 

SONIA and the GCF repo index.  Those benchmarks providing the greatest liquidity will gain 

the greatest support amongst market participants.  We believe that greater diversity of 

benchmarks is appropriate and would urge policy makers to support this evolution.  
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