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LIBOR (the London Interbank
Offered Rate) is the world’s
primary benchmark for
short-term interest rates, pro-

viding the settlement rate for well
over $300 trillion in financial prod-
ucts of various types. Despite its
importance, it is administered by an
unregulated trade association and
based on unverified quotes provided
by banks whose financial interest is
tied to the benchmark. These struc-
tural vulnerabilities, which have
allowed for the manipulation of
LIBOR, are only now being changed
in an attempt to limit the benchmark’s
susceptibility to manipulation.

Since its inception in 1986,
LIBOR has been published by
Thompson Reuters in 10 currencies
for 15 different maturities under the
auspices of the British Bankers’
Association (BBA), a London-based
bank trade association. To calculate
LIBOR, the BBA provides Thompson
Reuters with daily submissions of
interbank unsecured borrowing rates
by representative panels of its member
banks, organized by currency. 

U.S. Dollar LIBOR has been
derived only from a select panel of
16–18 of the world’s largest BBA
members and is the average of their
middle eight submissions. The BBA
requires that each submission repre-
sent the daily borrowing rate for that
particular bank for unsecured funds
in the London interbank market prior

to 11 a.m. A bank’s submitted rate
should be determined without refer-
ence to the bank’s trading book or
any other bank’s submission. The sub-
mission process is unsupervised and
honor-based.

Beginning in mid-2012, interna-
tional regulators revealed that, as
early as 2005, some LIBOR submit-
ting banks had manipulated LIBOR
for at least two reasons. First, submit-
ting banks had misrepresented their
U.S. Dollar LIBOR rates in an effort
to appear more robust than they actu-
ally were during the financial crisis.
Second, some submitters had system-
atically manipulated LIBOR of vari-
ous currencies, often in collusion, to
advantage their trading positions. In
June 2012, Barclays agreed to a $450
million settlement of claims brought
by British and U.S. regulators for both
varieties of LIBOR manipulation. On
December 19, 2012, international
authorities fined UBS $1.5 billion on
similar grounds.

Although some efforts to reform
the LIBOR process had begun in
2008, the BBA silenced these efforts
by endorsing the benchmark’s validi-
ty. However, after the revelations of
LIBOR manipulation from the
Barclays settlement, British authori-
ties began an independent regulatory
review. The review, known as the
Wheatley Review, recommends
greater transparency and a new inde-
pendent regulatory committee to

oversee submissions. It further recom-
mends that submissions be derived
from a larger pool of banks and be
based on actual interbank transac-
tions, rather than discretionary esti-
mates. The number of published cur-
rencies and maturities would be
reduced from 150 to 20, making esti-
mates less likely. Further, there would
be greater record-keeping require-
ments, publication of submissions
after three months, and the establish-
ment of criminal sanctions for manip-
ulations of LIBOR.

The British government has
accepted the recommendations in full,
and they are expected to take effect in
April or May 2013. It remains to be
seen whether these structural changes
will reduce the ability of unscrupulous
submitters to rig the system.❖
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leagues, or members to share what
you’ve learned.

Finally, you can save on registra-
tion fees by signing up before the early
registration deadline of April 19.
Booking your hotel and travel

arrangements early will provide fur-
ther savings.

Ultimately, you cannot afford not
to attend the 2013 NCPERS Annual
Conference. Public-sector pensions
have managed to recover from the
Great Recession, but partisan political

attacks continue to threaten our plans
and the public-sector employees who
are depending on them. It is crucial
that we work together – and that once
a year we be together – to mount the
most effective possible defense against
that ongoing threat. ❖
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