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EUROPEAN PARLIAMENT 

COMMITTEE ON ECONOMIC AND MONETARY AFFAIRS 

 

- PUBLIC CONSULTATION - 
 

Questionnaire for the public consultation on  

 

MARKET MANIPULATION: LESSONS AND REFORM  

POST LIBOR/EURIBOR 

 

by ECON Vice President and Rapporteur – Arlene McCarthy MEP 
 

This public consultation is organised in the context of the preparation of the ECON Committee reports by Arlene 

McCarthy MEP based on the Commission amended proposals of 25 July 2012 for a Regulation on insider 

dealing and market manipulation (market abuse) (COM(2012)421) and for a Directive on criminal sanctions for 

insider dealing and market manipulation (COM(2012)420). 

Interested stakeholders are invited to respond to the questionnaire below. To facilitate the evaluation process, 

concise and informative responses are welcome.   

Received contributions, together with the identity of the contributor, may be published on the European 

Parliament's website, unless contributors object to publication of their identity or parts of their responses. If 

contributors do not wish their identity or parts of their responses to be divulged, this should be clearly indicated 

and a non-confidential version should be submitted at the same time. In the absence of any indication of 

confidential elements, the ECON Secretariat will assume that the response contains none and that it can be 

published in its entirety. 

Please send your answer to econ-secretariat@europarl.europa.eu by 17 September 2012 at 12.00. 

 

IDENTITY OF THE CONTRIBUTOR 

 Name of the person and/or organisation responding to the questionnaire: BlackRock 

 Description of the main activities of the organisation: Asset Management 

BlackRock is a leader in investment management, risk management and advisory services for institutional and 
retail clients worldwide. At 30 June, 2012, BlackRock’s AUM was $ 3.56 trillion (€ 2.81 trillion). BlackRock offers 
products that span the risk spectrum to meet clients’ needs, including active, enhanced and index strategies 
across markets and asset classes. Products are offered in a variety of structures including separate accounts, 
mutual funds, iShares® (exchange-traded funds), and other pooled investment vehicles. BlackRock also offers 
risk management, advisory and enterprise investment system services to a broad base of institutional investors 
through BlackRock Solutions®.  
 
Our client base includes corporate, public funds, pension schemes, insurance companies, third-party and mutual 
funds, endowments, foundations, charities, corporations, official institutions, banks and individuals. BlackRock 
pays due regards of its clients’ interests and it is from this perspective that we engage on all matters of public 
policy. BlackRock supports regulatory reform globally where it increases transparency, protects investors, 
facilitates responsible growth of capital markets and, based on thorough cost-benefit analyses, preserves 
consumer choice.  
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BlackRock is a member of European Fund and Asset Management Association (“EFAMA”) and a number of 
national industry associations1 reflecting our pan-European activities and reach. 
 

Please indicate whether you object to the publication of the identity of the contributor: 

 yes, I object    no, I do not object 

If you object, an anonymous contribution may be published. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

                                                 
1
 Association of British Insurers (ABI), Association Française de Gestion (AFG), Assogestioni, Association française des 

Sociétés financières (ASF), Association suisse des institutions de prévoyance (ASIP), Bundesverband Investment and 
Asset Management (BVI), Dutch Fund and Asset Management Association (DUFAS), Eumedion, Financial Reporting 
Council (FRC), Irish Association of Pension Funds (IAPF), Irish Funds Industry Association (IFIA), Investment 
Management Association (IMA), Inverco, Alternative Investment Management Association (AIMA) and National 
Association of Pension Funds (NAPF). 



3 

 

TOPIC 1: TACKLING THE CULTURE OF MANIPULATION  

Q1: How widespread is the problem? Are there other financial instruments, markets and/or 

benchmarks vulnerable to potential manipulation? 

What action should be taken to ensure these forms of market abuse are tackled? 

BlackRock is an asset manager, so we have no role in the panel contributing to the benchmarks. We therefore 
have no insight into any alleged manipulation.  However, BlackRock is a user of rate benchmarks as they are 
fundamental to our business. We make use of LIBOR in three main ways:  

a. as a purely indicative reference rate to calibrate the expected performance of a fund without any 
contractual/mathematical impact on the investors’ return, for example Fund ABC has an annual 
performance target of LIBOR +300bp; 

b. as an explicit reference rate used to determine the coupon paid on a security or the performance fees of 
a fund, for example FRN  pays 3M LIBOR +50bp as at certain reset dates; and 

c. to calculate coupon payments on a wide variety of medium to long dated (up to 50 years) interest rate 
derivatives with a floating leg.   

 

Q2: What action should be taken to ensure the integrity and quality of all benchmarks, financial 

instruments and markets? 

Given the importance of LIBOR for investors, we recommend that the first priority should be on the reform of 
LIBOR to restore its market credibility - but that the reform agenda should also let the market evolve to other 
benchmarks. We support for example: focusing on shorter tenors and the maturities most representative of bank 
funding activity; augmenting submission dated data with the use of transaction data (with private reporting, time 
lags and/or aggregation as appropriate); strengthening the regulatory oversight of LIBOR coupled with sanctions 
under the Market Abuse Regulation. 
 

a. Do both benchmarks and those entities that input into the setting of the benchmark need to be 

regulated? 

 
It is entirely justifiable to consider increasing the regulatory control of the benchmark rate setting process 
and entities that input into the setting of the benchmark in response to the recent LIBOR event to prevent 
potential future manipulation. The underlying key issues of manipulation for self-interest and stigma 
issues need to be addressed. 
 
Key participants involved in the establishment of benchmarks and fixing rates should be subject to broad 
regulatory oversight in relation to these activities.  Authorities should work with the industry to specify the 
level of transparency and empirical evidence required to support LIBOR fixes and the acceptable limits of 
any deviations from transactional data focusing on the framework and principles rather than details. 
However, we would stress that it is important that the industry is given time to develop mechanisms and 
processes that can support these requirements, including utilising existing infrastructure to support any 
additional trade reporting requirements.  
 
In the longer term, we believe bringing benchmark activities, including LIBOR, within the wider EU regime 
for market abuse (including application of the market manipulation regime) will make a substantial 
contribution towards re-establishing confidence in market mechanisms and around the validity of such 
benchmarks.  

 

b. Are traded rates as opposed to offered rates a better basis for input? Or should a 'hybrid' 

approach be adopted? 
 

BlackRock would recommend a hybrid approach combined with other measures to restore confidence in 
LIBOR as follows: 
1. We recommend focusing on the shorter tenor rates most representative of bank funding activity. 

Limiting the matrix of LIBOR rates to 3 or 6 months and shorter will lead to a more credible rate 
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setting process both by focusing on where the most likely transactions exist and limiting the amount 
of data that needs to be reviewed. Since the establishment of the LIBOR rate setting process, the 
Eurodollar futures market has developed into a robust, deep and liquid market.  Most importantly, this 
market is transparent and transactionally based.  Today, LIBOR rates for longer maturities can be 
extracted from this market obviating the need for LIBOR “fixings” at these longer maturities.   
 
 

2. Banks can be asked to report LIBOR based on actual interbank loans subject to volume metrics to 
ensure that LIBOR submissions are validated by actual transactions.  This hybrid approach of 
augmenting submission based data with the use of transaction data should be feasible to 
disseminate raw transaction data (at least to regulators) with only a modest time lag, ensuring that 
any material deviations can be swiftly investigated.  The process for validating and auditing the 
submissions will be critical to restore market confidence in the LIBOR process.  Transparency will 
help for example by providing (potentially with some lag) a record of actual transactions that supports 
the submission of LIBOR that can be publicly viewed.   
 

3. It is important to address the separate issue of reducing the incentives to misreport based on the 
avoidance of the stigma of reporting a high rate.  The Federal Reserve Board of New York has 
proposed broadening the base of contributing banks on which LIBOR is based, and also randomising 
the release of the underlying bank data.  Such changes address some of the structural flaws arising 
out of today’s definition of LIBOR (reflecting the bank’s own borrowing rate) that may help to reduce 
the incentive to misreport in times of financial market duress.   
 

Finally, a move to the median from the mean to calculate LIBOR may contribute to greater market 
confidence in LIBOR.  We note that the difference between mean and median in US Dollar 3M LIBOR 
from the beginning of 2011 is modest.  Further analysis of the impact of such a move on other maturities 
and currencies would be required before such a move were made.   

 

c. Should the posters of rates be granted anonymity? What would be the potential downside to such 

an approach? Would such a status add or diminish the integrity of prices? 

 
We believe that augmenting submission dated data with the use of transaction data should be made via 
private reporting and with time lags and/or aggregation as appropriate. There may be indeed justifiable 
commercial reasons to further delay or aggregate transaction data for broader public consumption.   

 

d. What kind of powers should regulators of the financial sector be given to set and introduce 

criminal sanctions for attempted or actual manipulation of benchmarks?  

 
We believe that the contribution to benchmarks and other fixing rates should be subject to a similar level 
of oversight and potential censure as activities already covered by Market Abuse Directives and 
Regulation.  
 

 

TOPIC 2: ESTABLISHING INTEGRITY AND TRUST POST LIBOR/EURIBOR 

Q3: What specific measures should be taken at European/Global level to improve investor 

confidence? How can cooperation between global regulators be improved? 

How can legislators ensure continuity between existing contracts which rely on Libor/Euribor (some 

$500 trillion of contracts) and future contracts? 

An overarching framework for international interest reference rates would be a helpful guide to the establishment 
of global “best practice” principles for the conduct of a survey, transactional or hybrid benchmark interest rates. 
We would therefore be supportive of IOSCO developing global standards for LIBOR. 
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Q4: What specific measures could be taken to enhance transparency and information quality in 

the financial sector? 

In the case of LIBOR, as explained above in our response to question 2.a., authorities should work with the 
industry to specify the level of transparency and empirical evidence required to support LIBOR fixes and the 
acceptable limits of any deviations from transactional data focusing on the framework and principles rather than 
details.  Also, we developed some measures to increase transparency and information quality on the rate setting 
process in our second and third recommendation in our response to question 2.b.  

More broadly, we are in favour of enhanced transparency and information quality in the financial sector. Better 
governance, as further developed in our response to question 5, is a crucial step to achieve this.  

More generally, we are supportive of enhanced transparency and information quality in the financial markets that 
improve market efficiency and investor protection. For example, we believe it is now time to introduce a pan 
European consolidated tape to reconcile reporting from various exchanges and data services providers. This 
would serve to greatly help investors get a more complete picture of a security’s liquidity across venues, protect 
investors and attract further liquidity for better-informed investment decisions.   Similarly, we believe that a 
solution akin to the Trade Reporting And Compliance Engine (TRACE), with amendments to the specificities of 
Europe’s non-equity markets, is appropriate for post-trade reporting of corporate bonds.  

 

Q5: What future action could be taken to achieve better governance in order to prevent future 

manipulation and establish integrity, trust and fairness in the financial services industry? 

In addition to our answer to question 4, we would also advocate greater independence of LIBOR’s governance 
bodies. It is important to work with the BBA to strengthen the regulatory oversight of the LIBOR rate setting 
process and to increase the independence of the BBA’s oversight committee with the inclusion of non-
participating members. We think that this will help restore trust and fairness in the financial services industry. 
 

 


