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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:  

Investment Management Association 

EU registration number: 5437826103-53 

 Description of the main activities of the organisation:  

The Investment Management Association represents the UK investment management industry. 

Its members manage over £4.2 trillion of assets on behalf of UK and overseas clients.  

 

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

 No, I do not object 

 

 

mailto:econ-secretariat@europarl.europa.eu


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? 

All benchmarks are subject to manipulation. As Goodhart's Law states: once an indicator or other 

surrogate measure is made a target for the purpose of conducting social or economic policy, then it 

will lose the information content that would qualify it to play that role. It is similar with 

benchmarks, as soon as one is created then there will be an incentive for people to seek ways in 

which to manipulate it in their favour.  

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

What is required is not a switch from one partially dis-credited benchmark to another which has yet 

to be discredited, but a reform of LIBOR, so that it can continue to perform its popular and 

worthwhile function with a renewed, well thought through and robust governance framework, to 

restore its credibility.  

 

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

instruments and markets? 

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

regulated? 

 

Yes, given recent developments this now seems both inevitable and necessary for benchmarks 

which have widespread use or play important roles in the economy. Some benchmarks are bespoke 

for a client or have very limited circulation, full regulation would be disproportionate.  Additionally, 

where a regulated firm uses a bespoke benchmark for a small set of institutional clients, we consider 

obligations under MiFID impose sufficient control already.  

 

Given that the LIBOR scandal has caused significant reputational damage to the London Market, 

appointing a new governance body to oversee it would demonstrate that the authorities are taking 

action. The only realistic option would be for the national competent authority to take over this role.  

 

Regulators could require those involved in the submission process, both senior managers and those 

individuals responsible for making the submissions, or at the very least, those in an oversight 

function, to be Approved Persons.  

 

A robust Code of Conduct for those firms and individuals involved in submissions will be 

necessary, but will depend, for its effectiveness, on credible oversight and supervision by the 

regulators. 

 

The regulator should also oversee the process of calculation, receiving error-reports from the body 

conducting the calculation of the rate.  

 

While LIBOR is a creation of the industry, serving a perceived need of the market, the regulator 

should ensure that it does so in a fair, consistent and robust manner, to maintain market confidence. 

 

Regulators should satisfy themselves that the mechanism and governance is robust and this should 

be subject to review to confirm this. 

 



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

approach be adopted? 

 

We do not think that traded rate submissions would be qualitatively better than the current 

subjective reports. Trades to be reported would need to be only those that met a narrowly defined set 

of characteristics, consistent with LIBOR, and thus it would be easy for firms to carry out any 

necessary borrowing on such terms that they would not be reportable, if they so wished. There 

would also need to be controls to prevent, or identify where, firms conduct trades away from true 

market prices, in order to corroborate a false report. In order to ensure that the trade reporting 

mechanism was comprehensive and a true reflection of market borrowing rates, the same, or even 

greater, reform of the governance process would be required, than to reform LIBOR as it currently 

operates. 

 

If, by hybrid methodology is meant the corroboration of subjective submissions by a trade reporting 

mechanism, then this would suffer from the same issues as for reliance on traded rates. 

 

Of course if the traded rates reflect collateralised transactions they may not be a good proxy for 

LIBOR anyway. 

 

 

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 would agree that anonymising the published submissions to LIBOR would negate the stigma 

effect of having to report high interest rates. We do not see any specific downsides to this approach, 

as long as the process is properly overseen by the regulator, and that the regulator knows who 

submitted what rate.  

 

 

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 do support clean markets but we would not support a rush to impose new criminal offences. We 

note that the UK and US regulators are, under their current powers, investigating banks suspected of 

manipulating LIBOR rates, and imposing multi-million pound fines. Fines, and the ability to ban 

individuals from working in the industry, are significant deterrents.  

 

While it is important that the governance of LIBOR be improved quickly, we do not see any such 

urgency with respect to revising related criminal powers. Any amendments should be thoroughly 

considered and consulted on, so that all options are thought through and unintended consequences 

avoided. 

 

 

 

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? 

We believe that it is essential that the identified deficiencies in LIBOR be corrected promptly and 

robustly, to restore the confidence of the market in this key benchmark. 

 



Anonymising the published submissions to LIBOR would negate the stigma effect of having to 

report high interest rates, thus removing one of the incentives to report false rates.  

 

We would also support making the submission of rates compulsory for all significant banks.  

 

We would also expect increased transparency of process, in terms of membership of LIBOR and 

minutes of meetings, even if delayed (as is currently done for the UK’s Monetary Policy Committee 

of the Bank of England).  

 

A robust Code of Conduct for those firms and individuals involved in submissions will be necessary, 

but will depend, for its effectiveness, on credible oversight and supervision by the regulators.  

 

Given that the LIBOR scandal has caused significant reputational damage to the markets, appointing 

new robust, and credible governance bodies to LIBOR and other similar benchmarks in the short 

term would demonstrate that the authorities are taking action, and may go some way to restoring 

confidence.  

 

The only realistic option would be for the regulator to take over this role. Submission of data should 

be a regulated activity, and the national regulator should also oversee the process of calculation, 

receiving error-reports from the body conducting the calculation of the rate.  

 

As we have said above, regulators could require those involved in the submission process, both 

senior managers and those individuals responsible for making the submissions, or at the very least, 

those in an oversight function, to be Approved Persons (in UK terms) . Individuals may not be client 

facing, but they could have a significant influence on the firm, if they incur multi-million pound 

fines. They may also need to be caught by the Remuneration Code. 

 

These changes, while achievable at national level, may better be co-ordinated at European or 

international level.  

 

We would note that we have recently submitted a response to the UK Wheatley Review of LIBOR, 

and are, in addition to this EU Parliament Questionnaire, also preparing a response for the European 

Commission consultation on Benchmarks. We may also be contributing to the IOSCO work on 

benchmarks announced recently. It is important, given the international nature of financial services, 

that this process be coordinated at an international level, to avoid a patchwork of regulation.  

 

  

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

(some $500 trillion of contracts) and future contracts? 

 The key point is to get the governance around the current benchmarks right.  

Any move to an alternative benchmark could be expensive, extremely disruptive, and subject to a 

similar potential for manipulation unless effective governance arrangements are applied to that 

alternative. Our preference is to stick with LIBOR as there is, otherwise, a danger of market 

fragmentation by a move to one, or number of, alternatives and any transition could be a very 

painful, disruptive and expensive process. It is essential that regulator initiatives do not frustrate 

existing legal contracts.  

Numerous alternative benchmarks exist. None exactly match the characteristics of LIBOR. The 

market has identified LIBOR as the most appropriate for many purposes.  



Regulators should focus their efforts on ensuring that there are no artificial impediments to 

alternatives being developed or used. It is not up to them to promote or mandate these alternatives; it 

is up to market users to decide which are useful and trustworthy. 

 

Q4: What specific measures could be taken to enhance transparency and information quality in 

the financial sector? 

We would support moves to increased transparency of process, in terms of membership of 

LIBOR and minutes of meetings, even if delayed (as for the UK’s Monetary Policy Committee 

of the Bank of England).  

 

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? 

As set out above, national regulators should take a role in the governance of the benchmarks, 

and require those involved in the submission process, both senior managers and those 

individuals responsible for making the submissions, or at the very least, those in an oversight 

function, to be Approved Persons. 

 

 

THANK YOU FOR RESPONDING TO THIS QUESTIONNAIRE. 

 


