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Foreword 


AFMA’s benchmark bank bill swap reference rate, BBSW, plays a prominent role in Australia’s 
financial infrastructure. It finds extensive application in both lending transactions and interest rate 
derivative products and is critical for the good operation and stability of Australia’s financial 
markets. 


BBSW is based on observations provided by participants in a traded market and its integrity is 
supported by both industry standards and regulation. Its structural features have contributed to its 
ongoing utility and relevance. 


All benchmark rate sets encounter risks to their integrity. Recent international experience highlights 
the heavy cost of failure to deal with these risks effectively through the design or operation of the 
rate set process. In Australia, BBSW has performed well as a benchmark for many years, in large part 
reflecting its substantive base in market transactions.  


AFMA continuously monitors BBSW to ensure it remains current and responsive to changing market 
conditions and to its users’ expectations. Given its systemic importance, it is important for the health 
of the financial markets that confidence in BBSW is maintained and enhanced where possible. In 
addition, BBSW panellists want to ensure that AFMA maintains a vigilant and vigorous approach to 
minimising the risks to BBSW integrity and by association to their reputation.  


Against this backdrop, AFMA has completed an in depth review of BBSW and its associated 
processes and governance procedures. Consequently, AFMA is introducing supplementary measures 
to improve the governance, transparency and operational elements of BBSW. 


I hope that this Guide is helpful to regulators, market users and other persons who wish to improve 
their understanding of the BBSW rate set process.  


 


David Lynch 
Executive Director  
Australian Financial Markets Association 
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What this Guide is About 


AFMA administers the BBSW rate set process and publishes the BBSW rates.  


AFMA has identified a growing interest in BBSW and its associated processes from, amongst others, 
member firms, market participants, other users of BBSW and domestic and international regulators. 
This stems from the problems encountered with some key international financial benchmark rates 
and a greater awareness of the need for sound management of rate set processes in order to 
maintain public confidence.  


The purpose of this Guide is to provide details of the nature of BBSW and the effectiveness of the 
checks and balances that maintain its integrity. It also serves as an educational tool, providing an 
accessible, comprehensive overview of BBSW and its associated markets and its governance and 
procedures.  


Recent international regulatory focus on benchmark rates is expected to result in revised and more 
stringent standards for them. In particular, the International Organisation of Securities Commissions 
(IOSCO) has established a board level taskforce on financial benchmarks that is expected to publish 
global policy guidance and principles relating to financial market benchmarks in March 2013. It will 
take into account work being undertaken by the European Commission, the UK Treasury (the 
Wheatley Review), and the Bank for International Settlements. 


While AFMA has reviewed and revised the design, procedures and structure of BBSW on an ongoing 
basis since the rate was first published some twenty years ago, it has recently undertaken a more 
substantial review that is focussed on ensuring that BBSW is already fully compliant or close to fully 
compliant with the new international standards when they are published in March 2013. 


It is divided in two parts: 


Part 1 – BBSW Methodology and its Key Features; 


Part 2 – Checks and Balances to Ensure BBSW Integrity; 
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1. BBSW Methodology and its Key Features 


The key elements in the BBSW process are:  


i. The definition of BBSW 
ii. The published rates 


iii. The BBSW rate survey process 
iv. BBSW survey panellists  
v. The Prime Bank concept and its application 


vi. The market for trading Prime Bank paper 


The following sections explain these in more detail. 


1.1.  The definition of BBSW 


The AFMA BBSW rate is the trimmed average of mid-rates observed by 14 survey panellists 
at exactly 10.00am on a Business Day1 for AFMA Prime Bank paper that has a remaining 
maturity of between one and six months.  


Prime Bank paper comprises bank accepted bills (BABs) and negotiable certificates of 
deposit (NCDs) issued by banks that, having met the eligibility criteria and conditions, are 
designated AFMA ‘Prime Banks’. Prime Banks are elected by the wider market on an annual 
basis and, as at January 2013, there are four Prime Banks. Paper issued by Prime Banks is 
traded on a homogeneous basis and is recognised as being of the highest quality with 
regard to liquidity, credit and consistency of relative yield.  


The BBSW process expressly does not survey panellists’ own borrowing costs2.  


1.2.  The published rates 


AFMA calculates BBSW mid-rates for one, two, three, four, five and six month tenors. 


Bid and offer rates are also published (on page BBSY) using a set spread of five basis points 
respectively above and below the mid rates.  


Subscribers to the BBSW service have access to rates and individual panellists’ submissions 
via information vendors such as Bloomberg and Thomson Reuters by 10.10am DST/EST on 
the day of calculation. Sample Thomson Reuters pages BBSW, BBSWCONT and BBSY are 
shown in Figure 1. 


                                                            
1 ‘Business Day’ is broadly defined as a day on which banks are open in Sydney. For further information, see Business Day 
Conventions.  
2 It should be noted that when a panellist is a Prime Bank, its borrowing costs in the BAB/NCD market will be aligned (in a 
homogenously traded market) with the rate they are reporting. However, as at January 2013, only four out of the 14 BBSW 
panellists are a Prime Bank. 



http://www.afma.com.au/afmawr/_assets/main/lib90031/australian%20business%20day%20conventions.pdf

http://www.afma.com.au/afmawr/_assets/main/lib90031/australian%20business%20day%20conventions.pdf
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Figure 1 


 


 


 


BBSW mid rates are published on the AFMA website on the following Business Day, thus 
making them available to the general public.  
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Financial news media outlets regularly report on BBSW rates, both in tabular form and in 
commentary. 


1.3.  The BBSW rate survey process 


In accordance with the BBSW Procedures panellists submit their rate observations to three 
decimal places3 by 10.05am on each Business Day.4  


A panellist must submit observations for all published tenors to be included in the rate set. 


If any of the expected submissions are not received, an AFMA operations staff member will 
contact the relevant panellist to seek one. It is rare for contributors to miss a submission. 


Submitted rates are checked by AFMA staff for implausible contributions and if any are 
identified, the relevant panellist is asked to confirm the rate5. This is rarely necessary in 
practice. 


To produce the trimmed arithmetic mean the highest and then lowest rates for each tenor 
are sequentially eliminated (‘topping and tailing’) until six rates remain. See Table 1. 


Table 1 


Contributions received Methodology Submissions averaged 


14 top 4 highest, tail 4 lowest 6 


13 top 4 highest, tail 3 lowest 6 


12 top 3 highest, tail 3 lowest 6 


These six rates are then averaged to four decimal places for each tenor to produce the 
BBSW rates. 


1.4.  BBSW survey panellists 


Existing Prime Banks, having given an undertaking to actively support the market for Prime 
Bank paper, are automatically made members of the BBSW panel.6 The remaining BBSW 
panellists are elected on a periodic basis by the Financial Markets Member firms (this 
includes asset managers who are investors in Prime Bank paper) that nominate for the 


                                                            
3 Although Prime Bank paper trades on a yield basis to two decimal places, the third decimal place (which is either zero or 
five) was introduced to enable contributors to submit an accurate mid-point in a one tick spread market. 
4 AFMA can pause the system for a period to respond to technical or other difficulties that might arise.  
5 No other information is given. Contributors are given the option to resubmit or proceed with the existing submission. 
6 If a bank is removed from the Prime Bank list, it continues as a panellist until the following election.  



http://www.afma.com.au/afmawr/_assets/main/lib90031/bank%20bill%20swap%20(bbsw)%20reference%20rate%20procedures.pdf
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panel. Panellists generally receive support in the election process based on the perceived 
level of their activity in the Prime Bank paper market.  


The number of panellists is determined by AFMA through a senior committee, the Market 
Governance Committee (MGC), which considers the advice of the BBSW Committee, having 
regard to the integrity objective for BBSW. The BBSW Committee has first level oversight of 
the application of the BBSW Procedures. The current panel size of 14 (which has been the 
number for many years) is considered an appropriate and robust number.  


Panel elections are conducted at AFMA’s discretion. The BBSW Committee, with approval 
from the MGC, may call an election at any time; for example, if a panellist resigns or if there 
are proven concerns about the quality of rate contributions.  


Failure to contribute rates on three consecutive occasions without an explanation 
satisfactory to the MGC may result in the organisation being replaced as a panellist. 


Panellists are also required to satisfy various regulatory requirements, as outlined in section 
2.3 below. 


1.5.  The Prime Bank concept and its application 


AFMA Prime Banks are a designated sub-set of the banks operating in Australia. Their short-
term securities by convention trade as a homogeneous group and are recognised as being 
of the highest quality with regard to liquidity, credit and consistency of relative yield. This 
homogeneity promotes market liquidity and provides significant protection to the integrity 
of BBSW.  


All Prime Banks are subject to an annual test of their ongoing eligibility as a Prime Bank. 
Banks that meet a set of eligibility criteria may nominate to be considered a Prime Bank. 
They then must achieve a minimum level of support from significant investors in bank short 
term paper for their inclusion on the Prime Bank list, as measured in a survey conducted by 
AFMA.  


Regarding the eligibility criteria for Prime Banks, a bank must: 


  Be an authorised deposit-taking institution (ADI) and be classified as a bank by the 
Australian Prudential Regulation Authority (APRA);  


  Satisfy a credit rating benchmark, that is recommended by the AFMA NTI Committee 
and ratified by MGC – at January 2013, it is a Standard & Poor’s short term rating of A1+ 
and a long term rating for senior unsecured debt obligations of at least AA-; and 


  Have securities eligible for use in the Reserve Bank’s open market operations and 
standing liquidity facilities. 


The rules do not specify a minimum level of issuance but the NTI Conventions state that 
Prime Banks should show a commitment to the market by endeavouring to maintain a 
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minimum issuance level of $5 billion and be prepared to support the market for all Prime 
Bank paper on issue.  


As at February 2013, the Prime Banks were: 


  Australia and New Zealand Banking Group; 
  Commonwealth Bank of Australia; 
  National Australia Bank; and 
  Westpac Banking Corporation. 


The Prime Bank survey to determine which banks are considered prime by the market is 
conducted annually. The survey is designed to strike a balance between maintaining the 
quality of Prime Bank status and promoting market effectiveness and development by 
supporting a reasonably diverse range of Prime Banks: 


  The hurdle to become a new Prime Bank is 80 per cent of the weighted survey vote.  
  The hurdle for existing Prime Banks is 70 per cent of the weighted survey vote.  
  If this process results in less than six Prime Banks being selected, then the 80 per cent 


hurdle for new Prime Banks would be progressively lowered until six Prime Banks are 
elected, provided a minimum hurdle rate of 70 per cent is maintained.  


  If a uniform hurdle rate of 70 per cent results in less than six Prime Banks the matter 
would be referred to MGC for a recommended course of action to then be considered 
by the AFMA Board. 


A Prime Bank will automatically lose its status should it fail to meet any of the eligibility 
criteria (e.g. through a credit rating downgrade) or it requests in writing to AFMA that it be 
removed from the list of Prime Banks.  


The expectation that a Prime Bank should have a minimum level of issuance would not 
exclude a bank from Prime Bank status, though it would likely affect its acceptance by the 
market in the annual survey. 


AFMA’s BBSW Conventions include contingency plans to respond to unexpected market 
developments, for example, in the event that Prime Bank paper begins to trade on a non-
homogenous basis. A scheduled survey may be brought forward provided that there is 
approval by both the MGC and the AFMA Board.7 Measures are in place to facilitate market 
continuity in the situation in which a major Prime Bank were to fail to meet the eligibility 
criteria (e.g. due to a credit downgrade).  


  


                                                            
7 If a survey is brought forward, subsequent surveys are conducted annually from the date the new Prime Bank list is 
promulgated. 



http://www.afma.com.au/afmawr/_assets/main/lib90031/bank%20bill%20swap%20(bbsw)%20reference%20rate%20procedures.pdf
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1.6.  The market for trading Prime Bank paper 


Banks trade funds between themselves on the interbank market, which facilitates the daily 
allocation of available liquidity across the banking system. The BAB/NCD market is an 
important facility (along with banks’ operations in the cash and repo markets) through which 
banks can manage their liquidity. Activity in the market is regulated under Australian law, as 
outlined in section 2.3. 


The most popular tenor for paper issued into the Australian interbank market is three 
months, although paper is also issued regularly for six months and for terms as short as one 
month and as long as 12 months. Activity in the market is related to issuance patterns of the 
Prime Banks, which need to continually issue in sufficient volume in the range of traded 
tenors to sustain a liquid market.  


Operational aspects of the market 


The structure, depth and efficiency of the BAB/NCD market are pertinent factors when it 
comes to design of the BBSW benchmarking process. For instance, BBSW reflects the rate at 
which paper trades between banks (the ‘interbank’ market). It takes this focus because bank 
client trades are more heterogeneous as they may include a margin that varies depending 
on the client and the nature of the client relationship.  


The BAB/NCD market, including Prime Bank paper, generally trades from 8:00am to 5:00pm 
DST/EST on Sydney Business Days; however it may operate in a reduced capacity where 
there is not a similarly gazetted holiday in Melbourne.  


Trading in the BAB/NCD market is primarily facilitated by two voice brokers that post firm 
bids and offers on screens available to market participants. Orders are executed over the 
phone, trades time-stamped and confirmations sent to the counterparties. The broker 
screens enhance market transparency by updating with live prices and are widely used by 
market participants.  


An electronic market has previously been used successfully to trade the BAB/NCD market 
and it is expected that there will be additional such markets coming online in the future. 


The most actively traded BABs/NCDs are those of one, three and six months maturity. 
Tenors may trade differently depending on the supply of paper. 


Many trades, particularly with clients, are agreed prior to 10:00am at a price that references 
the yet-to-be-determined BBSW rate for the day. For example, a trade might be agreed at 
9:00am with an interest rate of ‘BBSW plus 10 basis points’. The actual rate would only be 
known to the parties once the relevant BBSW rate had been published for the day. 


The BAB/NCD market is physically settled; there is no net cash settlement. Unless mutually 
agreed otherwise, transactions negotiated before noon are for settlement on the same day 
and transactions negotiated after then are for settlement on the following Business Day. 
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Market trading activity in Prime Bank paper is concentrated around 10.00am, when the 
BBSW rates are set. The rate-set itself creates a liquidity event and leads to a concentration 
of trading within a short period (which is a feature of many markets). 


When trading in the markets for Prime Bank paper, the particular type of paper is generally 
not specified, i.e. in line with the market conventions, paper from any AFMA Prime Bank 
should be accepted for delivery (with limited credit-based exceptions). The conventions also 
specify the maximum lines of stock per parcel size and the standard (or default) transaction 
size. 


AFMA Prime Banks can issue their own paper into the market including (subject to 
settlement timing requirements) to deliver against their sales. 


Size of the market 


As at December 2012, the stock of BABs/NCDs issued by Prime Banks (Prime Bank paper) 
was approximately $180 billion. A part of this stock would have been issued for maturities 
beyond six months and, hence, would not become relevant to the BBSW rate set until the 
outstanding maturity falls to six months.  


The volume of BABs/NCDs on issue increased significantly between 2006 and 2008, in part 
due to the growth of foreign bank balance sheets – see Figure 2. Since then it has fallen back 
to its 2006 level for a variety of reasons, including the impact of the Basel III liquidity 
measures and industry consolidation post the Global Financial Crisis (GFC).  


Figure 2 


 


Source: APRA Monthly Back Series 


The market for BABs and NCDs has recorded a high level of turnover for many years. Table 
2 presents data published in AFMA’s 2012 Australian Financial Markets Report that 
illustrates the significant ongoing depth of the market - turnover is in excess of $2 trillion 
per annum (excluding in-house deals). The level of activity in the market can vary 
significantly from day to day, depending on economic news and market conditions. In 



http://www.afma.com.au/data/afmr.html
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recent years, turnover declined as banks began to extend the maturity profile of their 
funding as required to meet the Basel III liquidity requirements.  


Table 2  


Annual Turnover Summary (AUD million) - Bank Issued Paper 


Survey 
Year 


Survey 
Respondents 


Other 
Banks 


Traditional 
Fund 


Managers 


Hedge 
Funds  
/ CTA's Government 


Offshore 
Central  
Banks 


Other 
Counter- 
parties Sub-Total 


Inhouse 
Transactions Total 


2007-08 634,129 430,339 631,004 0 131,478 238,147 1,708,790 3,773,887 861,192 4,635,080 


2008-09 471,450 260,610 553,504 0 107,574 3,905 1,234,146 2,631,189 1,887,312 4,518,501 


2009-10 449,519 223,430 609,678 29,252 167,336 11,701 575,495 2,066,411 1,347,595 3,414,006 


2010-11 533,669 202,998 501,197 24,761 200,400 9,946 487,599 1,960,570 1,243,709 3,204,279 


2011-12 503,618 260,752 579,088 27,641 185,218 11,315 526,215 2,093,847 1,211,224 3,305,071 


 


A number of foreign banks have been Prime Banks at various times between 2006 and early 
2012. However, while in aggregate foreign banks accounted for nearly 20 per cent of total 
paper on issue for a short period prior to the GFC, they generally accounted for only a 
modest proportion of Prime Bank paper on issue. Since February 2012, the four major 
Australian banks have been the only Prime Banks and accounted for 73 per cent of the total 
BABs/NCDs on issue in September 2012 (see  


2). 


Pricing influences 


Pricing of BABs and NCDs depends on the Reserve Bank’s expected cash rate between 
purchase date and maturity of the security. The market also prices in a risk premium for 
credit for the Prime Banks and takes account of the term to maturity of the BAB/NCD. 
Another important factor is the demand and supply factors specific to the market; for 
example, the stock of BABs/NCDs, the liquidity preference of investment funds, cost and 
availability of alternatives through deposits or overseas borrowing etc.  


Technical aspects of the market also affect BBSW pricing, as explained in Box 1 in relation to 
so called ‘Early’ and ‘Late’ maturity buckets. These technical features of the market can 
increase the challenge for entities that are less familiar with the market in interpreting the 
patterns of price movements, especially around mid-month periods. While the impact is 
typically by its nature transient, it is nonetheless a relevant feature to users of BBSW rates. 


In common with other interest rates, lead economic indicators affect market expectations 
about the forward funding environment and this will also be reflected in market pricing. The 
Basel III liquidity reforms are a good example of regulatory measures that have had an 
influence on the market. 
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BOX 1 - The Influence of ‘Early’ and ‘Late’ Maturity Buckets on BBSW Rates 


To promote liquidity in Prime Bank debt instruments, BBSW maturities are concentrated and 
traded in half-month periods. ‘Early’ instruments mature from the 1st to the 15th, with maturities 
from the 16th to the last day of a month designated ‘Late’. To illustrate, on 3 December 2012 an 
investor purchasing BABs/NCDs with a notional three month maturity could receive paper 
maturing from 1 March to 15 March 2013.  


These measures to promote an active and liquid market can influence the pricing of BABs/NCDs on 
two fronts:  


  Sellers will generally deliver securities which are the cheapest to deliver within the particular 
half-month and buyers will factor this into the interest rate at which they are prepared to deal. 
While the effect is less pronounced when the short term yield curve is flat, it nonetheless is a 
subtlety reflected in the rates provided by BBSW panellists and, therefore, is present in the 
BBSW benchmark rates; and 


  Intra-month liquidity is largely aligned to the pool that represents the current maturity period; 
ie the pool against which the BBSW rates are set. Once trading moves into the new period the 
stock purchased in the prior period generally becomes less liquid. For example, BABs/NCDs 
purchased on the 15th of a month would be less liquid the following day, due to the market 
focus on the late-month maturity pool. 


Since many market participants hold BABs/NCDs to manage their liquidity positions, these 
participants will hold stock that is of highest liquidity, and will manage their book in a manner 
which optimises their liquidity position within the parameters of the two maturity bands. Towards 
the end of either an early or late period (ie the 14th/15th and 30th/31st) participants may sell the 
stock they have accumulated to avoid holding illiquid stock, and this increased selling can put 
upward pressure on the traded rates and consequently the rate-set. In contrast, on the initial 
trading days of a new period (i.e. 1st/2nd and 16th/17th) participants may be inclined to purchase 
additional stock to hold over the coming period to manage their liquidity, which carries with it the 
potential to put downward pressure on the traded rates and the rate-set.  


However, this behaviour is not the case for all participants. Some investors do not require utmost 
liquidity for all their holdings, and may buy at the end of periods to take advantage of any potential 
increase in yields. Similarly, at the start of any half month period the Prime Banks may take 
advantage of any increased buying interest and the potentially lower rates accompanying this to 
generate lower cost funding. This market interaction between issuers and investors generally 
serves to reduce the volatility between periods. 


While these patterns of buying and selling may be likely to continue to be a feature of the Prime 
Bank paper market it is important to note that this pattern does not occur every period or always 
to the same extent. 
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2. Checks and Balances to Ensure BBSW Integrity 


In common with other financial benchmarks which have an important role in the financial 
system, the integrity of BBSW must be protected. The main concern is that individuals may seek 
to gain advantage by inappropriately influencing the setting of BBSW rates but there are other 
significant risks such as that of an operational failure that leads to an error in the published rate. 
These risks must be effectively managed to ensure the continuous provision of an accurate guide 
to the economic price of Prime Bank paper in an impartial and efficient market. 


Risk management of this type is as much an art as it is a science, as it depends on behavioural 
factors as well as technical operational matters. In practice, for BBSW this is achieved through a 
range of mechanisms that are individually effective, but in combination, are highly potent in 
managing the risks around BBSW.  


The following are the most important checks and balances that protect the integrity of the 
BBSW process. They should not be viewed as a fixed set of measures, as environmental changes 
over time also impact the risk profile of BBSW and may require refinement to its integrity 
protections. 


i. Structural design of BBSW 
ii. BBSW administrator oversight 


iii. Official regulation 
iv. Industry governance 
v. Operational risk management 


 


2.1.  Structural design of BBSW 


The structural design of BBSW provides it with a number of strengths relative to some other 
benchmark rate set processes. The relevant features include:  


  The concept of Prime Banks and homogeneity of trading; 
  Reliance on observations from a traded market, rather than estimates of ‘own rate’ 


funding. 


The BBSW Conventions set the structure for BBSW by determining standard practices for 
the conduct of business in the markets underlying BBSW, setting the process for the 
election of Prime Banks and panellists and determining how the rate will be calculated, 
reviewed and disseminated. 


2.2.  Prime Bank concept 


The concept of Prime Bank promotes efficiency and integrity in the BBSW rate set through 
several means, the most important of which is by reducing market fragmentation. Prime 
Bank paper trades homogeneously providing scale and depth to the market. Thus, rather 



http://www.afma.com.au/afmawr/_assets/main/lib90031/bank%20bill%20swap%20(bbsw)%20reference%20rate%20procedures.pdf
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than the four current8 Prime Banks each having of $30 to $40 billion of BAB/NCD on issue in 
their own specific ‘market’, there is one single market of between $120 billion and $160 
billion. This increased liquidity expands the range of observable transactions available to 
BBSW panellists and supports the accuracy of their rate contributions.  


Further, homogeneity reduces the number of rates that the market needs to determine as 
for each tenor, BBSW is 14 observations of one rate. This leads to very small variances in 
both the submitted rate and those accepted to calculate the average rate after trimming – 
see the analysis in Box 2.  


Because the Prime Bank concept operates by providing a single price target for submissions, 
there is less predictability about other rate contributors’ actions and, in addition, there is 
much more effective market scrutiny of the contributed rates, both of which provide 
greater protection against manipulation through the rate contribution process. 


  


                                                            
8 As at January 2013. 
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Box 2 – Variation in BBSW Rate Contributions  


Different benchmark rate set contribution management methodologies may appear similar, 
but they can provide very different statistical outcomes that go to the heart of the integrity 
risks that must be managed. As each of the 14 submissions to BBSW is based on one rate, 
there is very little spread (or variation) in the submissions accepted into the final calculation 
(those that are not trimmed out). 


The graph below shows the spread from high to low in the accepted BBSW submissions for 
each publication date over three periods for three month BBSW. It is evident that the spread 
in BBSW panellist contributions used after trimming is very small. For the first nine months of 
2012, 100 per cent of days had accepted submissions were within 1 basis point. Even for the 
years of the GFC over 95 per cent of days had the accepted submissions within 1 basis point 
and 99 per cent were within 2 basis points 


 


In contrast, Libor has a spread that is naturally tens of times higher than BBSW, due to the 
different credit and market standing of its contributor banks. At times during the GFC, the 
spread between the highest and lowest Libor contributions increased to over 40 basis points. 
Even when markets are not dislocated there is typically significantly more spread in accepted 
submissions in Libor.  


The narrow spreads of accepted submissions in BBSW contributes to confidence that the 
rates are accurate and unlikely to be influenced by manipulation. 


Observable transactions 


One of the key strengths of BBSW is that it is based on observed market pricing and 
transactions which gives transparency and accountability to the process. This transparency 
and tightness in observed pricing makes it very difficult for a panellist to influence a BBSW 
rate though a submission.  
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There is a risk that an individual may attempt to manipulate the underlying market by 
transacting in a manner that inappropriately pushes market pricing in a particular direction 
– thus, influencing the rates observed and hence submitted by panellists. As discussed in 
section 2.3, any manipulation in a regulated market place is illegal under Australian law, 
falling under the market supervisory powers of the Australian Securities and Investments 
Commission (ASIC) and carrying substantial penalties for firms and individuals convicted of 
manipulation. 


The nature of the BAB/NCD market would make it difficult and expensive for a trader to 
disturb equilibrium market pricing on a sustained basis. If the market was observed to be 
moving to unrepresentative rates there would be an inbuilt financial incentive for traders to 
execute transactions against that movement and give market pricing that more accurately 
reflects the equilibrium value of Prime Bank paper.  


2.3.  Administrator oversight 


AFMA, as the administrator of BBSW, takes a number of steps to monitor the ongoing 
quality of the BBSW rate set process. They include: 


1. Statistical analysis to identify outliers and missed contributions; 
2. Statistical analysis to compare the BBSW rate movements to other interest rate 


indicators; 
3. Regular qualitative review of the efficiency and integrity of the market for Prime Bank 


paper.  


This rigor and discipline applied to the process has been significantly improved in recent 
years. The following paragraphs provide an insight into these processes and the reports 
generated. 


Statistical analysis to identify outliers and missed contributions 


As part of review of BBSW, AFMA’s secretariat analysed individual panellists’ contributions 
covering the period from 1 January 2007 to identify instances where a panellist submitted 
rates that were outliers when compared to the relevant BBSW rate-set and to determine 
the frequency of missed contributions.  


Figure 3 summarises the findings when a 2.5 basis points filter is applied to determine 
contributions that are deemed to be outliers and shows a very small number of multiple 
outliers over an extended period.9  


 


  
                                                            
9 That is, rates more than 2.5 basis points away from the calculated BBSW rate for the relevant tenor on a given day are 
treated as outliers.  
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Figure 3 


 


Analysis of Prime Banks’ contributions shows they tend to submit fewer outliers. 


In addition, related analysis shows that missed contributions have generally been rare, and 
increasingly continue to be so in recent years. See figure 4. 


Figure 4  


 


As an input to the ongoing effective governance of BBSW, AFMA regularly reports the results 
of analysis of contributions for recent periods to the BBSW Committee for its review and 
action.  


Monitoring the rate submission process for errors 


AFMA monitors BBSW submissions detecting those that are implausible and looks for any 
patterns of outlying submissions from individual contributors. 
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It is also common practice for market participants to report to AFMA any submissions that 
they believe to be erroneous. Again, given the structure of BBSW and the inherent tightness 
of contributions, this has been a rare event. 


Compliance reporting to members 


To assist in ensuring consistent alerting across BBSW contributors AFMA provides a 
standardised report that highlights a firm’s variance from the published benchmark rate on a 
daily and rolling three month basis. 


Figure 5 illustrates the nature of the reports generated for each firm using data on their 
contributions and the contributions of the entire market each day for that day and the 
previous three months.  


These charts are provided to each BBSW panellist firm to assist it to monitor its 
contributions and determine the accuracy of its contributions relative to other panellists. 


Figure 5 
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Statistical analysis to compare the BBSW rate movements to other interest rate 
indicators 


The infrequency of outliers is consistent with the expectation that submissions will be an 
accurate reflection of the rates at which Prime Bank paper is traded at 10.00am. However, 
there is a separate question about the reliability of those traded rates as a fair reflection of 
underlying market conditions, such that they are not impacted by attempts by any trader to 
influence rate outcomes. 


AFMA has developed a number of objective tests using other interest rate measurements 
that should be highly correlated with BBSW movements. This is illustrated here by 
reference to the Overnight Index Swaps (OIS) rate. By its nature, this analysis is necessarily 
indicative, as there are valid reasons for differences between different interest rates.  


BBSW contains an element of credit risk, whereas OIS (being an overnight rate) contains 
minimal credit risk as the period between opportunities to reset is overnight. However, 
day-to-day movements between the BBSW and OIS rates should be correlated, unless there 
is a change in the market’s credit assessment of banks. Thus, comparing daily changes in 
the OIS and BBSW rates is another means to help identify any aberrant movements in 
BBSW.  


Of most interest to the analysis, because of its greater information content, is the 
differential in the daily movement that each rate exhibits. Most economic statistics and 
regulatory statements (eg announcements of RBA cash rate changes) impacting interest 
rates in Australia are released after the 10:00am BBSW rate set, which means that 
expectations around these releases are embedded in the BBSW contributed rates, whereas 
end-of-day (EOD) BABs and OIS rates have factored in the actual outcome. Accordingly, 
movements in BBSW that are apparently aberrant by comparison to other rates that are 
calculated in the evening may be explained by the release of new information to the market 
during the trading day. Considering these issues, the daily movement and OIS (T) relative to 
the average two day movement of BBSW (T plus T+1) is used as this may present a better 
reflection of the relative daily movement in BBSW.  


In Figure 6, the differential between the daily movement in both BBSW and OIS for the 
period between January 2007 and September 2012 is presented using a 7.5 basis points 
filter. There are relatively few instances where BBSW daily movements were uncorrelated 
to daily OIS movements at this level. Where deviations did occur, again these were either 
generally the result of market responses to the announcement of RBA interest rate 
decisions or in periods of market stress as evidenced during the GFC and in 2011 with the 
Euro zone crisis. 
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Figure 6 


 


2.4. Official regulation 


The regulation and governance arrangements for BBSW comprise a multi-layered structure, 
as summarised in Figure 7. 


Figure 7 
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The first layer is the regulatory layer covering Federal Government regulation and 
legislation. This is administered by the government bodies ASIC, the Australian Prudential 
Regulation Authority (APRA), the Australian Competition and Consumer Commission (ACCC) 
and the Reserve Bank. 


The second layer is the industry self-management layer consisting of industry conventions, 
codes of conduct and best practice principles. This layer is coordinated through AFMA and 
brings industry knowledge and pressure to bear on the market itself and participants in the 
rate set process.  


The final layer is individual firms applying their internal policies, procedures and codes of 
conduct with associated compliance and monitoring functions. 


With regard to official regulation, BBSW contributions generate outcomes that are capable 
of falling within the ambit of the prohibitions in Division 2 of Part 7.10 of the Corporations 
Act. These provisions cover false or misleading statements, false trading and market rigging, 
and dishonest conduct and are administered by ASIC.  


ASIC has an active oversight role under the Corporations Act as the regulator of market 
manipulation, false or misleading statements, inducement, dishonest conduct, and 
misleading and deceptive conduct. 


While generally not applicable to the supply of financial services, the consumer protection 
provisions of the Competition and Consumer Act 2010 administered by the ACCC may cover 
contributions to BBSW.10  


Consequently, BBSW panellists must manage regulatory risk in relation to their rate 
contributions, which they do by ensuring that they endeavour to make contributions that 
are accurate reflections of pricing on the market. In addition panellists and other market 
participants must ensure that their trading activity in Prime Bank does not breach the 
conduct provisions, such as the market manipulation prohibition. 


The result is three levels of supervision for firms in the BBSW market with banks that are 
contributors to the rate set process as well as market participants being the most regulated.  


The Reserve Bank is a significant participant in the money market and is a Financial Markets 
Member of AFMA. During 2012, the Reserve Bank was appointed a Regulatory Observer on 
the NTI and BBSW Committees and there is regular liaison with the Bank on OTC matters. 
The Bank closely follows the BBSW markets and periodically produces analyses on the state 
of the market and its various aspects. 


                                                            
10 Other regulators may also potentially have a role. If BBSW related activities were to affect risk in Australia’s financial 
system or the efficiency or competition in the market for payment systems or services, the Reserve Bank could use its 
powers under the Reserve Bank Act 1959 to have a direct role in regulating the market. In these circumstances APRA may 
similarly have an additional direct co-existent jurisdiction over the market. 
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The Bank is also a Regulatory Observer on AFMA’s Debt Securities, Cash and Repo 
Committees, and is a Member of the Debt Market Operations Committee and the Bank 
Treasurer’s Forum.  


2.5.  Industry governance 


AFMA coordinates industry self-management of the institutional OTC markets and brings 
peer pressure to bear to promote consistent practice and compliance in them. This activity 
is founded on the interest common amongst industry participants in the efficient and fair 
operation of the markets. AFMA is not in a position to enforce compliance with the industry 
standards and conventions, however, peer pressure, a common economic interest, 
reputation risk and a backdrop of official regulation of the markets provide strong 
incentives for traders to comply. AFMA is not a self-regulatory organisation but the effect of 
its industry led process is a high degree of common practice and discipline being exhibited 
in the institutional OTC markets. 


In relation to BBSW, this translates into effective industry self-management of the 
benchmark methodology and the market practices that apply to trading in Prime Bank 
paper. This approach facilitates flexibility and timeliness in responding to industry issues. 
Industry pressure, particularly in institutional OTC markets, can be very effective and 
experience over many years has shown it ensures the appropriate outcomes in the context 
of a regulated marketplace. 


Internal organisational structure 


AFMA industry governance is coordinated through its Board and committee structure.  


The AFMA Board is elected at the annual general meeting and comprises the CEOs or heads 
of institutional banking of the leading financial institutions in Australia, state government 
treasury corporations and energy market participants. The Board provides strategic 
direction to AFMA and has ultimate oversight of all policy and commercial decisions. Under 
the AFMA Constitution, the Chair of the MGC is appointed to the Board and regularly briefs 
members on relevant BBSW matters. 


The Market Governance Committee (MGC) is elected at the annual general meeting and 
has responsibility for the effective operation of the Australian OTC financial markets 
including those markets that relate to BBSW. MGC membership comprises senior staff from 
a cross-section of AFMA member firms. 


Recognising the importance of the BBSW rate process to the wider market, the MGC places 
a high priority on its role in its governance. In this capacity, the MGC: 


  Regularly reviews the management of BBSW conventions and processes by the relevant 
Market Committees to ensure market integrity and efficiency are best served; 



http://www.afma.com.au/afmawr/_assets/main/lib90022/2011%2010%2026%20afma%20constitution.pdf
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  Determines and approves changes to the OTC Market Conventions that support BBSW, 
to ensure they remain relevant and effective in the context of a changing market 
environment; 


  Considers quarterly reports by the relevant Market Committees on matters pertaining to 
the operation of BBSW and developments in related markets;  


  Ensures internal AFMA processes and policies are in place to promote the widespread 
adoption of the AFMA conventions by market participants (including Market Committee 
Rules, transparency of convention changes etc); and 


  From time to time establishes working groups to oversee reviews of BBSW processes.  


The Negotiable Transferable Instruments Committee (NTI) manages the conventions for 
trading in money market instruments (principally BABs/NCDs). As part of its remit, NTI is 
responsible for maintenance and implementation of the rules governing the AFMA Prime 
Banks. The RBA joined the Committee as a Regulatory Observer in 2012.  


The BBSW Committee has first line governance oversight of the BBSW procedures and the 
rate set process. The Committee includes two representatives from each of the NTI, Swaps 
and Interest Rate Options Committees. In recognition of the broader stakeholder interest in 
BBSW, the Committee includes two representatives from the buy-side and a BAB/NCD 
broker representative. The Reserve Bank joined the Committee as a Regulatory Observer in 
2012.  


Proposals involving material changes to all OTC conventions are communicated to member 
firms for their comment, with a grace period for member feedback prior to being 
promulgated. 


Buy-side participation in the Market Committees has been actively encouraged in recent 
years, as these firms are significant users of the OTC markets. 


Industry conventions and standards 


AFMA has developed a range of industry conventions to support the BBSW process, 
including the BBSW contribution and calculation methodology and trading in Prime Bank 
paper.  


These conventions have evolved over the last twenty years as the market has developed. In 
light of the developments internationally in relation to benchmark rates, AFMA has 
reviewed and enhanced the conventions framework that supports the BBSW rate set 
process. 


Market Committees for each of the main institutional OTC markets (for example, debt 
securities, swaps and electricity) are elected by market participants. They operate in 
accordance with defined procedural rules and have direct responsibility for the 
development and implementation of trading and operational protocols for their respective 
markets. Market committees follow a defined process when they wish to introduce or 
materially change a convention. This includes both consultation with members and a 
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requirement that MGC must approve all of the convention changes agreed by the 
committee. Major changes to conventions or significant procedural matters (such as calling 
an out-of-schedule Prime Bank election) receive greater attention from MGC and in the 
important cases may also be notified to the Board.  


The preferred outcome is that matters are decided by the committees on a consensus 
basis; however the AFMA Constitution and Market Committee Rules provide for matters to 
be resolved by ballot – typically requiring 75 per cent of those eligible to vote being in 
favour for a motion to be carried. Where it is not specified a greater than 50 per cent rule 
generally applies. 


The codes of conduct and conventions that apply to the BBSW rate set process are listed in 
Figure 9 in blue. Members attach a high priority to the effective industry management of 
risk associated with BBSW and, consequently, MGC is preparing a new Rate Contribution 
Best Practice Principles for firms to benchmark their internal processes for all benchmark 
rate contributions and an additional convention BBSW Panellist Contributor Procedures that 
gives much more detailed guidance as to how contributors should form their view of the 
market as represented in the BBSW contributions. 


Figure 9 


 


The BBSW General Conventions11 outline the procedures for the AFMA Secretariat in the 
production of the BBSW rates. They cover procedures for the election of panellists, the 
calculation methodology, timings for eligible inclusion, appointment of the BBSW 
Committee, contingency arrangements, corrections, request for review, and complaint 
arrangements. 


                                                            
11 Formerly called the Bank Bill Swap Reference Rate BBSW Procedures. 
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The NTI Conventions define the products of the NTI market which include those relevant to 
the BBSW rate set, dealing conventions including business days, market parcel size etc, and 
confirmation conventions. 


Member firms are required to observe the AFMA Code of Ethics and Code of Conduct as a 
condition of AFMA membership. The Codes cover respect for rules and persons, 
confidentiality, honesty, fairness, managing conflicts of interest, competency and 
responsibility. 


In addition, development of new Rate Contribution Best Practice Principles and BBSW 
Panellist Contribution Procedures, that will provide additional guidance, is well advanced at 
the time of writing. 


While BBSW benefits from an appropriate regulatory environment and sound industry 
governance structures and conventions, individual firms’ policies are essential to ensuring 
appropriate outcomes in trading and rate reporting. AFMA coordinates discussion of related 
issues through its Heads of Compliance Committee. 


Regular qualitative review of the efficiency and integrity of the market for Prime 
Bank paper 


AFMA’s Market Committees monitor their respective OTC markets and report regularly to 
the MGC on observed efficiency and integrity. Both the BBSW Committee, that provides 
direct oversight of the BBSW process, and NTI Committee, that maintains the conventions 
for trading BABs/NCDs and the Prime Bank process, provide feedback to the MGC in relation 
to the ongoing effectiveness of BBSW and the quality of the market for BABs and NCDs. The 
responses indicate that the market for Prime Bank paper typically operates with a high 
degree of efficiency and integrity.  


The framework for assessing market conditions each quarter was placed within a more 
structured framework in 2010, under which matters specifically considered by the 
committees include: 


  Market liquidity 
  Market transparency 
  Market professionalism of the buy/sell side 
  Trade confirmation process 


This process helps the committees to identify at an early stage cyclical and structural 
matters that may need to be managed by the market and provides an ongoing assessment 
of professionalism exhibited by traders in the market as a whole. Thus, both the 
committees and MGC are better placed to assess the quality of the market on an ongoing 
basis and then respond to any matters that require attention.  


The MGC advises the Board of material developments in relation to the quarterly reports 
covering the various markets, including BBSW. In addition, any issues ranked as being of 



http://www.afma.com.au/afmawr/_assets/main/lib90031/negotiable%20transferable%20instruments%20conventions.pdf

http://www.afma.com.au/afmawr/_assets/main/lib90010/afma%20code%20of%20ethics%20code%20of%20conduct.pdf





AFMA BBSW: A GUIDE TO THE BANK BILL SWAP REFERENCE RATE 


Page 30 of 34   © AUSTRALIAN FINANCIAL MARKETS ASSOCIATION 


 


significant concerns would be identified to the Reserve Bank as part of ongoing liaison with 
the bank.  


Procedure to review a BBSW rate set 


The BBSW Market Conventions includes procedures to determine the relevant BBSW rate 
for any day, should that BBSW rate set be materially incorrect for reasons other than 
contribution variances. 


Any AFMA Financial Markets Member can request a review of a BBSW rate set if it believes 
that the rate set is materially incorrect for reasons other than contribution variances. The 
reasons for a perceived error may include, but are not restricted to, errors such as a 
failure/error in the BBSW calculation mechanism and the publication and display of 
incorrect maturity dates.  


A request to review a BBSW rate set must be lodged by telephone to the offices of AFMA by 
10:30am Sydney time on the day of the disputed rate set and evidenced by a following 
email together with any supporting documentation. Two or more requests to review must 
be received by AFMA before an investigation is initiated. 


AFMA’s Secretariat will investigate the accuracy of the rate set republish and display the 
modified BBSW rate by 11:10am on that day and that republished rate will be the relevant 
BBSW rate for that day. 


Procedures for handling BBSW complaints  


The BBSW Convention includes a process to receive and manage complaints about a BBSW 
rate set. All complaints are to be in writing and preferably with rate evidence. Complaints 
should be received by AFMA within two business days of the event. Complaints where the 
complainant is anonymous or where a reported organisation is not named cannot be 
effectively processed. 


AFMA will normally contact the reported organisation and request that the organisation 
investigate the report and submit a written response to the BBSW Committee within seven 
days. The BBSW Committee will discuss and evaluate data and relevant information to 
determine what further action, if any, is to be taken.  


Should no response be received in the time requested, or the BBSW Committee believe 
further action is warranted, then all relevant information will be forwarded to the AFMA 
Market Governance Committee for its consideration. 


General procedures for handling inappropriate market behaviours 


The institutional OTC markets work efficiently because industry participants generally 
observe the market conventions and trading protocols developed by the market through 
AFMA. Firms and individuals may from time to time raise matters of concern in relation to 
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behaviours in the OTC market (including those related to BBSW) or a matter related to a 
benchmark rate compilation. While AFMA’s OTC conventions are adopted voluntarily by 
market participants, the market expects firms to trade in accordance with them for normal 
business and applies peer pressure to promote this outcome. 


AFMA has adopted a procedure to guide its management of concerns raised by members in 
this regard. For example, if a market participant fails to observe the market settlement 
protocols in relation to transactions in Prime Bank paper, there is a defined process through 
which this matter will be dealt with by AFMA, including by contact with the firm, its 
compliance officers and senior management. 


This is complementary but separate to the process outlined above to deal with a request 
for a recalculation of BBSW rates on a given day, which has its own procedures given the 
significance of any recalculation to the market and the associated time constraints. 


It is relevant to note that in relation to matters that may involve a breach of the law, firms 
who identify an issue in the OTC markets may have reporting obligations under the Anti-
Money Laundering and Counter-Terrorism Financing Act 2006 (AML/CTF Act) and the 
Financial Transaction Reports Act 1988 (FTR Act) which require reporting of matters directly 
to AUSTRAC which is the Australian Government’s anti-money laundering and counter-
terrorism financing regulator and specialist financial intelligence unit. AUSTRAC in turn has 
a statutory obligation to report information to the market regulator, ASIC. 


2.6.  Operational risk management 


There are two key areas of operational risk in the production of BBSW – the non-delivery of 
BBSW rates at the specified time and incorrect rates being published. These risks are 
recognised in the AFMA management process for data services and are mitigated as 
follows: 


  A disaster recovery plan is in place and is tested twice a year and after any network or 
development changes take place on the host’s operating systems. A summary of 
incidents and the reviewed plan is presented annually to the Audit & Risk Committee; 


  A full Disaster Recovery Site backup is available for all relevant systems; 
  Help desk support is available 24 hours via the hosting service’s Singapore office and 


local IT support out of their Sydney office; 
  An internal AFMAdata Committee meets monthly to consider operational issues 


relating to the production of AFMAdata, including the BBSW rates; 
  A log of all issues that arise in the administration and publication of BBSW is 


maintained. It is reviewed by the AFMAdata Committee to determine whether any 
remedial/preventative actions are required. These are reported to the BBSW 
Committee and, if the event is significant, to MGC. 
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Abbreviations 


ACCC The Australian Competition and Consumer Commission. 


BBSW The AFMA published bank bill swap rate. 


ASIC The Australian Securities and Investments Commission. 


AUSTRAC The Australian Transaction Reports and Analysis Centre. The Australian 
Government’s anti-money laundering and counter-terrorism financing regulator 
and specialist financial intelligence unit.  


BABs Bank Accepted Bills. These are one of the two instruments traded in the 
interbank market that underpin BBSW (see also NCD). 


EBF European Banking Federation. 


GFC Global Financial Crisis. 


IOSCO International Organisation of Securities Commissions. 


Libor The London Interbank Offered Rate. A benchmark rate that gives an indication 
of the average rate at which a contributor bank can obtain unsecured funding in 
the interbank market. 


MGC AFMA’s Market Governance Committee. This has oversight of the self-
management of many Australian OTC markets. 


NCD Negotiable Certificates of Deposit. These are one of the two instruments traded 
in the interbank market that underpins BBSW (see also BAB). 


NTI AFMA’s Negotiable and Transferable Instruments Committee. 


OIS  Overnight Index Swap. This may refer to the listed market for overnight index 
swaps or the new 10am benchmark reported rate published by AFMA. 


OTC  Over The Counter. Trades executed directly between parties and not through an 
exchange. 


RBA  The Reserve Bank of Australia. 


Wheatley Review The Wheatley Review of LIBOR: final report. 
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Annex 1 - Summary of Differences to Libor 


As outlined in this Guide there are significant differences between the structure of BBSW and Libor. 
The following list outlines some key differences and their implications. 


  BBSW is based on an actively traded single market for each tenor that is visible to all 
participants. Libor relies on a reported estimate what each bank believes it could receive. As a 
consequence risks in relation to BBSW are less around submission as they are in relation to 
Libor. Conversely, were an underlying market to be manipulated (and this is illegal under 
Australian law) this has more implications for rates that rely on an underlying market than for an 
estimated rate. 


  As a result of its Prime Bank quotation structure, BBSW takes 14 data samples for each rate that 
is calculated (as a trimmed mean) and published, whereas Libor takes one data sample for each 
of the up to 18 rates it tries to determine. Libor then publishes a trimmed mean of the up to 18 
rates. Statistically these are very different processes and outcomes. This distinction results in the 
spread of accepted rates for BBSW being within 1 basis point around 98 per cent of the time 
over 2012. 


  The averaging process in BBSW allows for netting of any residual bias in the accepted 
submissions. In Libor the averaging process may not have the same effect. 


  BBSW uses a category of ‘Prime Banks’ whose paper trades homogenously by convention as the 
basis for quotation. This significantly reduces incentives to misreport as there is not the same 
potential for changes in the rate to be seen as an indicator of a particular bank’s 
creditworthiness.12  


  AFMA membership is wider than banks, extending to all types of market participants. 
Committees overseeing BBSW include investment firms, brokers, a state Treasury Corporation, 
an energy retailer and the Reserve Bank of Australia as an Observer. 


  It is open for non-bank members (including asset managers) to become panellists through the 
election process. There is no requirement that panellists be banks. 


  The role of the rate administrator is significantly different as a result of the difference in 
structure – for example, anomalous submissions are more apparent when a single type of paper 
is being quoted with 14 data samples and this facilitates their ready and more systematised 
identification of outliers and reduces opportunity for estimating trends in individual 
contributions. 


  BBSW has performed well historically, including during the GFC, and this view is supported by 
industry feedback. 


  


                                                            
12 Wheatley at A.7 discounts the potential for a category of ‘Prime Banks’ to add to objectivity but homogeneous trading in 
the AFMA BBSW experience suggests it can work effectively if it incorporates clearly defined criteria (with monitoring), an 
election process and supporting market conventions. 
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Alp Eroglu 
International Organization of Securities Commissions (IOSCO) 
Calle Oquendo 12 
28006 Madrid 
Spain 
 
Email: Benchmarksconsultationresponses@IOSCO.org  
 
 
Dear Mr Eroglu 


Public Comment on Financial Benchmarks 
 
The Australian Financial Markets Association (AFMA) welcomes the opportunity to comment 
on IOSCO’s Financial Benchmarks Consultation Report (the Report) issued on 11 March 2013.   
 
AFMA is the leading industry association promoting efficiency, integrity and professionalism 
in Australia's financial markets.  AFMA has more than 120 members reflecting the broad 
range of participants in financial market, including Australian and international banks, 
leading brokers, securities companies and state government treasury corporations, fund 
managers, energy traders and industry service providers. 
 
AFMA’s conventions and other standards promote best practice in over-the-counter (OTC) 
markets, transactions processing and other critical processes and support official regulation 
of the markets.  AFMA also encourages high standards of conduct through professional 
development and accreditation programs.  AFMA also provides market data services 
including a wide range of revaluation rates that are not benchmarks. 
 
AFMA is the administrator and publisher of the BBSW benchmark rate, which is the central 
benchmark rate in the financial markets in Australia.  AFMA is committed to ensure that 
BBSW remains an effective and well-regarded benchmark rate and over the years we have 
maintained a program of ongoing review to support this objective.  
 
Public confidence in benchmark rates is a necessary condition for healthy financial markets 
that will support the broader economy.  Events in some overseas markets have identified a 
need for greater regulation of benchmarks in those markets.  AFMA supports the 
development of IOSCO principles for regulation that will encourage public confidence in the 
integrity of financial benchmarks generally.   
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IOSCO’s consultation is taking place at a time when benchmark rates are being reviewed in 
several jurisdictions and regulatory action is being taken that are introducing specific 
requirements into benchmark rate setting processes.  IOSCO can play an important role by 
drawing these various stands of work into a cohesive and coherent set of principles that 
provide a framework within which the regulation of benchmarks can be conducted in a co-
ordinated and consistent manner across jurisdictions. 
 
In addition, because there is great diversity in the design and operation of benchmarks 
which fundamentally affects the risks they present, the IOSCO principles must enable the 
effective and proportionate application of regulation to each of those benchmarks.   
 
If the IOSCO principles fail to promote a co-ordinated regulatory response and regulation 
that differentiates appropriately between distinctive benchmarks, then it could be 
counterproductive and in some instances undermine the quality price information being 
made available to the market through affected benchmark rates. 
 
For instance, the definition of benchmark adopted in the Report is too broad and captures a 
range of price data that are not regarded or used by industry participants as benchmarks.  
The application of regulation designed for genuine financial benchmarks to these products 
would threaten their viability in many instances. 
 
There is a risk at present that benchmarks in some jurisdictions may be significantly harmed 
as a result of efforts to address specific problems with benchmarks in others.  Small 
jurisdictions, like Australia, are most vulnerable to this risk, as the current focus is on the 
problems that emerged in the large global economies.  IOSCO should endeavour to ensure 
the viability of sound benchmarks for smaller regions as well as large. 
 
As the Report notes, a one size fits all approach is not appropriate.  Yet there is evidence  
that the compliance and regulatory structures that are being put in place to counter 
structural problems in some benchmarks are creating a problem for others that do not share 
these structures by adding unnecessarily to their costs.  Regulatory action to date is having 
an extraterritorial effect and leading to the withdrawal of banks from submission processes, 
even when the rate set has been effective and trouble-free. 
 
Given the increase to systemic risk from less effective benchmarks and a reduction in the 
availability of price data, it is appropriate for IOSCO to encourage national regulators to work 
through its processes to co-ordinate regulatory reform and to take steps to actively avoid 
potentially harmful extraterritorial effects of their actions. 
 
IOSCO’s task is an important one and it should be recognised that there are substantial risks 
if the correct outcomes are not achieved.  In this regard, AFMA is concerned that the 
relatively short consultation period does not permit a sufficiently detailed analysis to be 
undertaken.   
 
For a substantial and globally important regulatory review with far-reaching implications for 
financial markets and economies, a more appropriate structure would include a series of 
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consultation papers of significantly greater depth over a period of 6-12 months. This would 
allow for a properly structured and effective consultation with the industry. 
 
Overall, there is a risk that the Report in its current form may not provide a sufficient basis to 
ensure prudent and balanced regulatory outcomes for all financial benchmarks. 
 
Key points 
 
To promote the objective of having financial benchmarks that serve a vital economic 
purpose and have public confidence, the regulatory principles for financial benchmarks that 
are adopted by IOSCO should: 
 


• Recognise the unique risk profiles presented by different benchmark rate 
methodologies and underlying markets through a more detailed categorisation 
system; 


• Avoid a one-size-fits all approach and, instead, recommend governance 
arrangements that are proportionate to these different risk profiles; 


• Apply a consistent approach in relation to categorisation of benchmarks in relation 
to risk. These categories should include reference to requirements for sufficiency of 
data sampling, filtering, underlying market liquidity and transparency across all 
benchmark methodologies, and should avoid unwarranted prioritisation of trading 
data over committed quote data; 


• Encourage regulators to mutually recognise regulatory frameworks in other 
jurisdictions that accord with IOSCO’s principles and to avoid extra-territorial 
regulatory action that may negatively and inappropriately impact foreign 
benchmarks ;  


• Narrow the definition of benchmark rate to better reflect the range of price data 
that constitute benchmark rates as the term is generally understood; 


• Do not mandate participation in benchmark processes, in view of the risks and costs 
associated with this course of action for benchmarks derived from a traded market;  


• Respect the validity and support the continued implementation of industry self-
management or self-regulation in environments where appropriate intrinsic and 
extrinsic safeguards against rate manipulation exist;  


• Do not mandate regulation of a benchmark administrator unless this form of 
regulation will address a demonstrated market failure in respect of the relevant 
benchmark; and 


• Ensure that benchmark rates in smaller jurisdictions are not harmed or rendered 
unviable by governance structures designed to address higher risk rates in larger 
jurisdictions. 


 
Conclusion 
 
Having regard to the significance of the issues identified here, we encourage the Taskforce to 
consider a series of more in-depth and structured consultations on threshold issues.  At a 







minimum, IOSCO should make provision to enable full consideration of the issues raised 
during the current consultation and development of a well-designed response to them.   
 
This letter summarises our response to the Report and more detail is given in the 
attachment, which contains the answers to the questions posed in the Report. 
 
AFMA would be pleased to meet with IOSCO and share our thoughts and experiences in 
relation to benchmark processes generally. 
 
 
 
David Lynch 
Executive Director 
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1. Do you agree with the scope of the report and intended audience? Are there other 
Benchmarks or stakeholders that have idiosyncrasies that should place them outside 
of the scope of the report? Please describe each Benchmark or stakeholder and the 
idiosyncrasies that you identify and the reasons why in your view the Benchmark or 
stakeholder should be placed outside of the scope of the report.   


 
The Australian Financial Markets Association (AFMA) agrees that the Financial 
Benchmarks Consultation Report (the Report) is relevant to a wide range of stakeholders 
because of the special role of benchmark rates within the financial system and the 
economy.  This includes benchmark administrators and regulators, as a consistent 
approach across jurisdictions and product classes is important to restoring confidence in 
international benchmarks. 
 
AFMA is concerned that the Report contains no discussion of the concept of a 
benchmark, which is a significant omission as this is central to defining its scope and to 
identifying the range of relevant stakeholders.  Moreover, there is no consistency 
between the definitions adopted by various bodies preparing best practice guidance and 
regulation in this area, including IOSCO, the European Commission and the Global 
Financial Markets Association (GFMA).  AFMA believes a structured consultation to 
examine this definitional issue is necessary. 
 
An examination of the definitional issue with regard to benchmarks may lead to further 
consideration of issues around minimum liquidity and transparency in underlying 
markets.  There are currently some highly illiquid markets with very limited transactions 
that use the ‘benchmark’ nomenclature.  As regulation of benchmarks may attract 
expectations, warranted or otherwise, of minimum liquidity standards it may be 
beneficial for regulators to consider this scoping question in the first instance.  This 
threshold issue would benefit from a structured, detailed and substantive separate 
consultation process.  AFMA would be pleased to contribute to such a process. 
 
The definition of a benchmark used in the Report is too broad and captures data that is 
not generally considered to be benchmark data by users.  Unrefined, such a broad 
definition would be counterproductive and harmful by impeding the flow of price 
information through regular data sources to market users. Indeed, we suspect that some 
providers of data within the scope of the broad definition are not aware that the Report 
is relevant to them and, thus, the consultation may not reach all relevant stakeholders. 
 
We support the view that it is not necessary at this time to consider benchmark 
administration by public bodies to be within scope.  This is a pragmatic assessment 
reflecting the immediate policy priority.  Public bodies do need to manage a range of 
risks, including operational, publication and governance matters, which also need to be 
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managed in the interests of a fair and efficient market and may warrant review in the 
future.   
 
Given the very high degree of complexity and jurisdictional specificity in the breadth of 
international benchmarks, IOSCO’s intention not to make specific recommendations 
relating to any given benchmark is appropriate.  The IOSCO principles should have a clear 
objective and articulate the framework within which the objectives can be met but 
should not be prescriptive about the associated implementation mechanisms.   
 
2. Do you agree that the design of a Benchmark should clearly reflect the key 


characteristics of the underlying interest it seeks to measure? 
 
It is important that the design of a benchmark takes into account relevant features of the 
underlying market; eg taking account of the effectiveness of cross-checks that the 
market would support. 
 
If the underlying market is actively traded, a key condition for a sound benchmark is that 
the process for determining it is robust and the outcome is a fair representation of the 
market.  A second important condition is the effective regulation of transactions in the 
underlying market, as this provides assurance that pricing in the market is a fair 
reflection of the demand and supply conditions in the market.   
 
If the underlying market is not actively traded, then the substantive risk to the integrity 
of the benchmark rate will reside in the submissions and calculation process.  This 
presents a different calibre of risks to be managed to preserve the integrity of the rate 
set process.   
 
Benchmarks should be designed taking into account the characteristics of the underlying 
market.  For example, a benchmark should not demand more transparency than is 
available or could reasonably be made available without harming the overall quality of 
the market, including its price signals and liquidity. 
 
In this context, we note that an additional characteristic of a credible benchmark to 
those mentioned in Chapter 1 of the Report is durability; so it can serve over the time 
horizon for which it is used and is robust at times of stress or change in the market or the 
financial system.  This aspect is implicit in the discussion in the Report but needs to be 
explicitly factored into the design of the methodology for a benchmark rate.  For 
example, benchmarks that rely on observations or trade data from traded markets 
should have contingency measures to deal with periods of low liquidity. 
 
Some markets and some methodologies may not be appropriate for the construction of 
benchmark rates, particularly if regulation of benchmark rates results in perceptions, 
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warranted or otherwise, that use of the term ‘benchmark’ implies a sound regulatory 
oversight.  A structured exploration through an IOSCO consultation on the elements 
appropriate to benchmarks may suggest limiting benchmarks to markets of minimum 
liquidity or quality. 
 
A benchmark by definition is used in contracts for a variety of products and that are 
traded on multiple markets.  Often the most efficient way to manage financial risk, 
having regard to transaction costs and other factors, results in derivatives markets are 
much larger than the underlying market.  However, if the relative size of these markets is 
not of itself necessarily an issue for concern, though it is a very relevant factor in 
determining the tools required to manage risks to the rate set process.   
 
Regulatory intervention should be careful to avoid creating inefficiency by limiting the 
use of benchmarks.  It is our experience that market participants are best placed to 
determine which products should be referenced by which benchmark. 
 
3. What measures should Administrators take to ensure the integrity of information 


used in Benchmarking-setting and that the data is bona fide? Please highlight any 
additional measures required where Benchmarks are survey based. Please also 
comment on each of the factors identified in the discussion on the ‘vulnerability of 
data inputs’ such as voluntary submission, discretion exercised by Administrators. 
Are these measures adequately reflected in the discussion of roles and 
responsibilities of the Administrator discussed in section E? 


 
Data Sampling 
 
An appropriate data sample size for each targeted piece of information in the 
benchmarking process is a key element in ensuring that data used in benchmark setting 
is robust, whether reported by submitters or automatically generated.  Some benchmark 
rate processes by their design inherently facilitate more robust analysis and offer greater 
statistical precision than others.  To be effective, the IOSCO Principles and regulation in 
general must discriminate between different rate set types. To do this effectively a 
sophisticated categorisation methodology may be appropriate.   
 
IOSCO has recognised that a ‘one size fits all’ approach is not appropriate and has 
indicated it does not intend to make recommendations in respect of specific rates.  
However, it would be consistent with this approach to recommend that regulators 
should review methodologies for benchmark rates in their jurisdiction to ensure they 
conform to appropriate statistical standards in relation to data sampling. 
 
Benchmark rate set processes may justifiably operate in quite different ways but this also 
means that the associated input trimming process will have different consequences from 
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a statistical perspective, which then has implications for the best approach to managing 
the risks presented by the particular rate set process. 
 
For example, in the case of some surveyed rates, the information targeted is a particular 
borrowing rate of each bank that submits a rate into the benchmarking process, ie the 
survey attempts to determine many information targets.  To determine each of these 
rates a single data sample is taken for each (the rate submitted by that same bank).   
 
The rates eliminated by a trimming process (usually ‘topping and tailing’) applied to such 
input rates is not designed to eliminate potentially inaccurate rates; rather its purpose is 
to eliminate rates submitted by banks whose borrowing costs are significantly different 
from that of banks on average.  For instance, a bank’s input rate may be precisely 
accurate but be eliminated purely because it has a higher/lower borrowing cost than 
other banks due to its relative credit rating.  Conversely, a rate for a bank may be 
markedly inaccurate and yet, as the bank’s credit rating (net the inaccuracy) is in the 
middle band of rates, may not be eliminated. Use of trimming of rates in methodologies 
where many information targets are pursued may not improve the accuracy of the rate 
in statistical terms. 
 
In contrast, other rate sets focus on one particular borrowing rate and the trimming 
process may function as a design feature that eliminates potentially inaccurate input 
submissions, and may contribute to netting of any residual bias.  In this case, the 
trimming process is integral to improving the statistical robustness of the benchmark 
rate.       
 
Thus, it is important to understand that the trimmed mean process that follows for each 
type of benchmark rate has different implications for its vulnerability to manipulation.  In 
particular, rate sets that offer few data sample points per observation present a greater 
risk of manipulation through the rate submission process.  Of course, these rate sets 
remain valid provided these risks are appropriately managed and the relevant features of 
this process are made transparent to users.  In contrast, a rate set that takes multiple 
data samples for each targeted piece of information and trims statistical outlier data 
samples presents a substantially reduced risk from malevolent submissions, as they are 
much more likely to be observable to the administrator and the market and also would 
likely be removed through the trimming process.  Further as multiple views of a market 
are after trimming typically averaged this can contribute to netting out any residual 
biases that survive the trimming process where there is a spread (no matter how small) 
in the remaining contributions. 
 
The Australian benchmark rate (BBSW) targets only one piece of information, being the 
borrowing cost (as observed in a traded market for bank paper and NCDs) for a group of 
homogenously traded banks, called ‘Prime Banks’.  These Prime Banks are selected for 
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this purpose by the market through an election and ongoing review process as those the 
market wishes to trade homogeneously and it is the rigour of this process that supports 
homogeneity and statistical precision of the rate (see the attachment to this paper: 
AFMA BBSW 
A Guide to the Bank Bill Swap Reference Rate for more details on the structure and 
functioning of BBSW). 
 
The trimmed mean process that is then undertaken in relation to BBSW is designed to 
remove outlier data samples (ie statistically inaccurate submissions) in respect of that 
single target rate, as opposed to eliminating outlier bank rates.  It is a more statistically 
efficient process because it generates a large number of sample points (14 in the case of 
BBSW) for the single targeted data point that is used in determining the benchmark rate.     
 
Data Filtering 
 
This highlights the second feature of appropriate data sampling to ensure the integrity of 
information used in benchmark rate setting – that of appropriate filtering of data sets for 
outliers with respect to each piece of information targeted by the rate set process.  For 
some benchmarks, as noted, there is effectively no filtering of each data sample for 
outliers as there is only one input for each bank’s rate.  In these instances, substantially 
greater reliance must be placed on governance controls and regulation to protect the 
integrity of the benchmark, which requires more extensively regulatory intervention 
than is appropriate for benchmarks with more robust statistical features.    
 
In relation to BBSW most of the submissions are trimmed – normally there are 14 
submissions and of these only six are accepted with the rest discarded. Trimming is used 
as it removes the rates from the final calculation. Trimmed rates affect the rate only 
insofar as they contribute to determining which of the rates are in the middle group that 
will be averaged. 
 
However, as a single rate is targeted in BBSW, this accepted submissions group is 
typically very tightly spaced in any case. For the 2.75 years to 28 September 2012, the 
accepted submissions for over 98 per cent of days’ rates were within 1 basis point.  
 
The averaging process, as it is done in relation to a single data target, then contributes to 
netting out any residual bias in these tightly grouped accepted submissions. 
 
An example of the qualitative difference between different types of rates set is given in 
Figure 1.  This provides a comparison of the spread to the benchmark rate for all 
submissions made in the BBSW and Libor (USD) rate sets for sample months and also the 
submissions included in the rate calculation after trimming.  The rate set in each clearly 
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has different statistical characteristics, which need to be dealt with by appropriately 
differentiated regulation. 
 
Figure 1 


 
 
Mechanical Methodologies 
 
Benchmark rates that use prices or yields that are systematically scraped from the 
market may be considered for highly liquid markets.  These processes, such as those 
based on Volume Weighted Average Price (VWAP), should also adhere to these same 
principles of sufficient data sample size and appropriate filtering. 
 
The advantage of using systematic, or mechanical, scraping and calculation of traded-
prices to generate a benchmark rate has valuable attributes – in particular, it reduces 
reliance on subjective data input from benchmark panellists and introduces greater 
objectivity into the rate setting process (also reducing regulatory risks for submitters).     
In an ideal world, benchmarks would generally be determined in this manner.  
 
However, there are significant practical challenges to adopting this approach in many 
markets, including markets that have strong relative liquidity features.  For instance, 
when trading volume is light, or between a small number of parties, or there are a small 
number of transactions, then non-representative trades risk impacting these benchmark 
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methodologies and creating vulnerability to manipulation.  Filtering of trade data inputs 
is needed to ensure that unrepresentative trades are not able to unduly impact the 
benchmark.  The filtering process needs to be flexible to account for changes in the 
characteristics of the market. 
 
Another disadvantage of mechanical trade-data-only methodologies is that they do not 
deal well with markets that have intermittent or ongoing bouts of low liquidity.  In low 
volume environments these methodologies are particularly vulnerable to manipulation 
through unrepresentative trades and transactions, and can fail to report prevailing 
pricing which may be sound and deep despite a lull in transactions.  There is also the 
possibility that trade data may in these circumstances be 'stale'.  
 
Thus, unless set in the right conditions, mechanical rate sets may be vulnerable to 
statistical risk (eg insufficient data to generate a reliable fixing) and behavioural risk (eg 
through manipulative trades).  Mechanical transactional or trade-based-only 
methodologies do not benefit from intelligent contribution from professional traders 
where there are inconsistent or intermittent indicators of market pricing. 
 
The risk of regular absences of pricing outcomes in purely mechanical methodologies is 
also significant as this can increase systemic risk and decrease market confidence and 
liquidity. Risk management practices typically discourage participation in markets where 
benchmark pricing may be intermittent, as the incomplete price data can frustrate 
proper risk assessment. 
 
Committed Quote Methodologies 
 
Committed quote methodologies benefit from submission inputs that have strong 
information content, especially in markets where spreads are low, and they are more 
durable than mechanical processes.  In particular, they can deal better with periods of 
low or limited trading activity through their ability to provide uninterrupted benchmarks 
based on market data. 
 
Committed quotes are the primary basis for determining market prices in most markets. 
Equity markets are typically defined by their bid-ask spreads, recent trading activity is 
generally a secondary consideration.  Electronic market makers in equity and option 
markets notably use committed quote data rather than trade data when making 
markets, trade data is assumed to be stale and of limited utility in determining prevailing 
prices.  
 
Committed quote methodologies assume sufficient connections between markets exist 
or can be constructed to remove crossed or conflicting market pricing in markets where 
there are multiple execution venues. 
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Trading activity is an important confirmation of the validity of committed quote pricing 
(particularly for volume) but in many, even liquid, markets it is intermittent.  Trading can 
also be used to refine pricing for benchmark purposes to a particular side of, or position, 
within a spread. 
 
BBSW’s primary input is reports of committed quotes in an actively traded, brokered 
interbank market.  BBSW pricing has been found to be tight and reliable even when a 
particular tenor does not trade on a particular day. 
 
BBSW contributors use trading data to assist in further refining the mid-point of the 
spread.  For example, a market may be quoted at a one basis point spread but all trades 
may be going through on one side of that spread. In this case the market mid-point 
would be quoted at that side of the spread. 
 
Estimate-based Markets 
 
Estimate-based methodologies that are not based on observations of transparent, 
quoted and traded markets risk an inability for independent verification by multiple 
parties.  This can result in increases in vulnerability to manipulation and, thus, requires 
enhanced oversight and control procedures relative to those required for those based on 
committed quote or mechanical methodologies.1  This illustrates the need for flexibility 
in the proposed Principles to enable regulatory and industry responses that are 
proportionate to the risks presented.    
 
It is important to distinguish between methodologies that rely on single sample 
estimates of rates that may not be readily observable and those that rely on multiple 
reports of readily observable market rates. 
 
The function of multiple reporting is fundamentally different in each case. For rates that 
are based on multiple single estimates, multiple reporting seeks to increase the range of 
rates that are targeted to be observed.  For rates that rely on multiple reports of a single 
readily observable market rate, the function of surveys is to remove submissions with 
bias or error. 
 
IOSCO's work may benefit from a further exploration of the implications of different rate 
designs for governance including the development through consultation of a detailed 
categorisation system. 
 


                                                           
1 Assuming the underlying market structure provides a sound basis etc.   
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Voluntary Submissions and Participation 
 
Benchmark rates are in the nature of a public good, which generates behaviours that 
need to be factored into the approach taken in the Principles to voluntary submissions.  
In essence, because the benefit from a benchmark rate is freely available to individual 
users (as distinct from the industry as a whole), there will be a temptation for current 
submitters to withdraw from benchmark rate setting processes if the costs or risks 
(regulatory or reputational) increase.  It is inevitable that the enhanced regulation and 
controls that form part of the Principles will increase these costs, which thus presents a 
substantial risk to benchmarks.  
 
One solution to this conundrum of enhancing the integrity of benchmarks without in 
practice undermining them would be to mandate participation by firms in their 
calculation.  However, we believe this would be the wrong answer for a number of 
reasons including the practical difficulty of determining and maintaining a submitter 
panel, potentially counterproductive outcomes for some methodologies,2 the loss of 
submitter ownership (and, hence, to some degree responsibility) for the benchmark 
process and the fact that conscripting firms to make submissions is incompatible with 
the values that inform business relationships in liberal democratic societies.   
 
A better solution, and we believe the only one that should be contemplated by IOSCO, is 
to develop Principles and promote their use in a way by regulators that promotes a 
proportionate, thoughtful and targeted application of regulation to benchmarks.  One 
size does not fit all but, in our experience, the application of regulated control 
requirements for benchmarks designed to solve a problem in one jurisdiction can have 
adverse implications if it is applied without modification in another.  Proportionate 
regulation would set compliance costs for submitters and benchmark rate administrators 
at a level that would increase the chances of successfully managing the public good issue 
for different categories of benchmarks.  These categories could include detailed 
consideration of the methodology risks and underlying market characteristics.  This 
approach would not preclude the use of mandatory submissions where this is necessary 
for a particular methodology to operate on a sound basis.          
 
Mandating submissions may lead to lower quality data as firms may do the minimum to 
supply low-risk submissions, rather than actively engaging with the informed discretion 
desired to ensure data quality.  Constituting and maintaining the right panel of 
submitters presents an important challenge in the absence of market selection 


                                                           
2 For example, if a mandatory approach were applied to a committed quote methodology, it would be logical 
to seek to require contributions for the most active traders, as they would be most skillful in judging market 
prices.  However, this could adversely affect liquidity in the market, as the compliance costs involved would 
incentivise traders to keep below a volume threshold that would see them mandated to participate in the 
benchmark rate set.    
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mechanisms, as the firms who best understand market conditions may be outweighed 
by other mandated submitters who are more peripherally involved and not as well 
informed.   If the quality of the benchmark is adversely affected or it become less 
predictable for active traders, then this would constitute greater risk for traders and 
adversely affect liquidity.   
 
It is not clear to us how underperformance by a submitter would be managed in a 
mandatory submitter regime.  Consequential exclusion from the panel, which is the 
approach taken in the BBSW market selection process, could actually be seen as more of 
a reward than a penalty under a mandatory regime.  The alternative might be fines for 
non-submissions or submission of sub-par rates (eg regular outliers), which would seem 
to be highly interventionist and prescriptive and difficult to administer.     
 
Financial markets are built on willing participation and it is not possible to mandate their 
strength and robustness.  Regulators risk decreasing willing participation and the 
migration of financial business and liquidity away from schemes and jurisdictions that 
involve mandatory participation. 
 
As such, AFMA supports IOSCO’s comments that administrators of benchmarks should 
develop procedures and policies to address submission discipline and frequency in 
respect of an individual fixing or determination. In the case of AFMA BBSW these 
measures are long established. 
 
Benchmarks have always relied on support from their contributors and in return they 
provide a useful service to their respective financial markets. Attempts to force firms to 
participate in markets that they do not wish to may fail or result in unintended 
outcomes.  At the very least they may negatively change the nature of the relationship 
between the rate administrator and contributors. 
 
Administrator Discretion 
 
AFMA supports discretion in relation to the selection of inputs for benchmark rates as 
described in the Report with appropriate controls as a means of ensuring appropriate 
flexibility of a benchmark to changes in its environment. 
 
In the case of AFMA’s Prime Bank category used in BBSW, while this is decided by the 
market through an election process, if Prime Bank paper begins to trade on a non-
homogeneous basis (and for any other reason) AFMA reserves the discretion most likely 
on the advice of its Market Governance Committee to call another Prime Bank election. 
This is appropriate flexibility to ensure that the Prime Bank category reflects market 
practice. 
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Composition of Submitting Panels 
 
It is both entirely appropriate and desirable, given the capacity of their staff for 
knowledge and understanding of the markets, for those firms submitting rates to 
benchmarks to be active participants in the underlying market. 
 
While some firms may indeed seek election to the panel in part due to the size of their 
participation in the market this is of itself not of concern. Conflicts of interest in 
benchmark submission processes are a normal part of large financial organisations and 
only need to be appropriately managed. 
 
AFMA agrees that the size and composition of a panel should be representative of the 
underlying market and should respect the more informed view of the underlying market 
of more active participants.  Any incentives to influence rate outcomes inappropriately 
should be offset by internal firm procedures and policies and sanctions, rate 
administrator policies and sanctions and regulatory requirements and sanctions. 
 
It is correct to observe that in cases where submitters also own, control or are 
represented by the benchmark administrator, conflicts of interest require robust 
governance safeguards.  However, the materiality of the risk presented in this regard will 
depend on the particular membership attributes of the benchmark administrator and 
also its internal governance processes for the rate set process. 
 
The suggestion that requiring membership of a trade association is necessarily limiting is 
incorrect.  Membership of trade associations can capture all trading members in the 
interbank market as membership of some trade associations including AFMA is not 
limited to banks and is open to all participants in the financial markets. 
 
AFMA’s panel of contributors for the BBSW process is selected by an election process by 
market participant members.  Buy-side firm members are encouraged to nominate and 
vote in this process. 
 
In relation to governance, AFMA’s core membership base is both large and diverse; it has 
over 120 members and covers domestic and foreign banks, stockbrokers, futures brokers 
and clearers, financial market operators, asset managers, specialised traders in the 
institutional and retail over-the-counter (OTC) markets, state treasury borrowing 
agencies, energy companies and remittance providers, amongst others.   
 
Prime Banks constitute less than 4 per cent of members and directors from Prime Banks 
comprise less than 20 per cent of the AFMA Board. BBSW panellists constitute 11 per 
cent of the overall AFMA membership.  Hence, neither the Prime Banks nor the 
panellists are well placed to dictate or unduly influence the governance of AFMA in 
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respect of benchmark rates or policy generally. 
 
The broad base of members enhances scrutiny of activities, especially those like BBSW 
that present significant reputation risk for the Association.  All members have a vital 
interest in the management of AFMA’s reputational risk to ensure it can represent them 
effectively and no segment of the membership has a controlling position in relation to 
the activities and policies of the Association.   
 
This broad collective interest in the effective management of BBSW risks supports the 
development and implementation of robust governance safeguards within the 
Association.  Moreover, the impetus to effect internal management of BBSW is 
reinforced by the reputation risks for participants in the BBSW rate set process, which 
has become a compelling force since high profile regulatory actions have been taken 
against contributors to some international benchmarks.   
 
Filtering of Submissions 
 
It is appropriate to have in place processes to check submissions for clear errors and to 
notify submitters and ask them to confirm their submissions.  While doing so assists in 
ensuring the maximum number of submissions is received it is a process that needs to 
be managed to ensure that it does not influence the final result inadvertently or provide 
any opportunities in relation to influencing rate outcomes. 
 
Beyond checking for manifest errors (ie implausible submissions) it is appropriate to 
check submissions and resulting benchmark fixings for consistency with related rates, 
previous rate sets, contribution quality on a contributor basis, variance between 
submissions on a per rate basis, and for confidence in the submissions process and 
fixings with market participants.  This should include a formal market quality assessment 
program, complemented with communications with the central bank on a regular basis 
and the regulator as required. 
 
In relation to BBSW AFMA conducts verification of submissions for implausible 
contributions, although in practice errors are rare.  AFMA also conducts comprehensive 
checking of submission and rate set outcomes and monitors market confidence with a 
formal process. 
 
AFMA also compares fixes to trade information as supplied by brokers in the market and 
is implementing trade collection systems to collect trade data directly from market 
participants to ensure all relevant trades are also captured. 
 
The Use of Third Parties 
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AFMA agrees with the Report’s approach to the outsourcing or insourcing of rate 
calculation, data collection and/or dissemination of benchmark rates. 
 
4. What measures should Submitters implement to ensure the integrity of information 


provided to Administrators? Are these measures adequately reflected in the 
discussion of a code of conduct for Submitters discussed in section E? In particular, 
should Submitters submit all input data and not a selection of such data so as to 
maximise the representation of the underlying market? Please comment on any 
practical issues that compliance with such an approach may give rise to. 


 
The measures reflected in the discussion of a code of conduct for submitters discussed in 
section E provide a sound foundation for ensuring the integrity of information provided 
to rate administrators and accord with the approach AFMA is implementing. 
 
In relation to benchmark rates derived from traded markets, while in general there 
should be a preference for more data, each market is different and as such it may be 
inappropriate to be too prescriptive.   
 
5. What level of granularity with regard to the transparency of Methodologies would 


enable users to assess the credibility, representativeness, relevance and suitability of 
a Benchmark on an on-going basis and its limitations with respect to their intended 
use? Relevant factors could include; criteria and procedures used to develop the 
Methodology, type of data used, how data is collected, relative weighting of data 
used, how and when judgement is used, contingency measures (e.g., methods when 
transaction data is unavailable etc), publication of information supporting each 
Benchmark determination, etc. Please provide examples where you consider there 
are currently significant gaps in the provision of this information. 


 
AFMA both supports and complies with IOSCO’s proposed approach to the transparency 
of benchmark rate methodologies, which we think is necessary to confident and 
informed markets.  Policies, conventions and procedures are available on the public 
AFMA website. 
 
AFMA defines standard market parcels in its BBSW Convention.  As noted the Prime 
Banks are the result of an election process and are named in the relevant convention on 
the AFMA website. 
 
AFMA publishes all contributions to the rate-set process contemporaneously with the 
publication of BBSW. This allows recreation of rates from inputs. 
 
AFMA is currently reviewing and updating the procedures around transparency to look 
for further opportunities to increase public transparency. 
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6. What steps should an Administrator take to disclose to Market Participants and 


other stakeholders the contingency measures it intends to use in conditions of 
market disruption, illiquidity or other stresses? 


 
It is appropriate that clearly defined contingency measures that address issues of market 
disruption, illiquidity or other stresses are made publicly available by rate administrators. 
Dissemination of this information by website or other public documents should be 
sufficient. 
 
AFMA publishes on its website the contingency measures it uses in the event that for 
any reason a rate is not able to be published. The relevant standard ISDA documentation 
schedules designed to accompany these contingencies are also published as part of the 
BBSW conventions. 
 
7. What steps should an Administrator take to notify Market Participants of material 


changes to a Benchmark Methodology (including to Benchmark components) and to 
take their feedback into account? 


 
Changes to benchmark methodologies and components should be clearly and publicly 
communicated.  The appropriateness of consultation with market participants will vary 
with the content of the changes. For minor changes, notification may be sufficient. For 
more significant changes, a structured consultation process may be appropriate. 
 
Where the rate administrator is an industry body the connection between changes and 
appropriate consultation is inherent.  Where there is separation between the underlying 
market and the administration of a benchmark, significant issues may need to be 
managed to ensure market confidence is maintained 
 
AFMA has a structured process that incorporates member consultation for all changes to 
the OTC market conventions that we manage.  This includes the conventions that 
support the BBSW process.  All substantive changes to the BBSW methodologies are 
subject to approval by AFMA’s internal committees (including the BBSW Committee) 
which are comprised of a wide range of market participants in order to be representative 
of the broad range of market interests in the rate.  The committees also include buy-side 
and broker representation and the central bank (RBA) as a Regulatory Observer. 
 
The Market Governance Committee (MGC) is an elected Committee, membership of 
which typically includes senior staff from domestic and international banks, state 
treasury corporations, OTC brokers, energy market participants and fund managers. The 
MGC oversees all significant changes to benchmark methodology. 
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Once approved the content of these changes are mailed to AFMA’s main contacts at 
each member organisation and included in a monthly policy and markets brief circulated 
to staff of member firms. Notices of significant changes are placed on the website along 
with the revised convention. 
 
8. How often should the Administrator review the design and definition of the Benchmark 


to ensure that it remains representative? 
 
Benchmark design and definition is not a set and forget process. Ongoing review is 
essential to ensure that the benchmark responds to changes in the underlying market, 
its usage, contribution performance and the broader regulatory environment. 
 
The AFMA BBSW Committee and MGC meets at least quarterly to consider the 
performance and design of the benchmark. More meetings are held on a needs basis. 
AFMA considers this an appropriate frequency. 
 
Signalling 
 
The signalling risk identified at B.4 requires more detailed analysis. In the case of rates 
that target only a single rate for calculation input this is addressed by inherent design 
features. 
 
A single rate means that the great majority of submitters will have negligible conflict in 
relation to signalling as they will be quoting a rate unrelated to their own. 
 
A group-of-banks rate means that no bank is quoting only its rate. For the small number 
in the group-of-banks, these contributors will be contributing a rate that is for a number 
of their peers (as well as their own). Further, as these banks are those that will in many 
designs be those with the highest credit ratings by definition – ‘Prime Banks’ (and in 
contrast to the approach of some other benchmarks) their credit rating will be of the 
least concern within the market. 
 
As the quoted rate may be readily discernible to market participants any aberrant 
submission would similarly be obvious to other parties. 
 
As distinct from benchmarks where submitters are each quoting different rates (their 
own) where a single rate is being targeted by all submitters there is no information that 
can be discerned about the likely future direction of each individual submitter’s 
submissions. 
 
This is to say, in benchmarks where each submitter is submitting their own-rate the 
trend of these submissions may give guidance as to likely future submissions for each 
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submitter, and this information may be used by those seeking to manipulate a rate to 
assist in targeting their manipulative submission.  This contrasts with the situation where 
all submitters are targeting the same rate in the submissions, and there is no data as to 
the likely ‘trend’ of their individual future submissions.  Moreover, AFMA’s checks, as a 
benchmark administrator, submissions for any trends to outliers by individual 
contributors – a facility that would not be available under some other benchmark 
methodologies.   
 
As a result of this design there is no reason to delay publication of individual submissions 
(and significantly decrease transparency of the benchmark process) in relation to single 
target rate methodologies.  Immediate publication of individual submissions is, further, 
preferable as it contributes to greater and immediate transparency.  This transparency 
allows for immediate analysis by other contributors of the validity of other contributions 
and increases the ability for firms participating in the rate set or market to conduct their 
own monitoring of its integrity.  In practice, while rare, it allows for immediate feedback 
from participants in the form of queries of individual submissions. 
 
We note the importance of a depth of analysis that considers the broad range of 
benchmark rates and their respective issues. 
 
9. The Consultation Report discusses a number of potential conflicts of interest that 


may arise at the level of the Submitters, between Submitters at different entities, 
and between Submitters, Administrators and other third parties. Are there other 
types of conflicts of interest that have not been mentioned that you consider may 
arise? If so, how best should these conflicts of interest be addressed? Are the 
measures discussed in the Consultation Report sufficient to address potential 
conflicts of interests at the level of the Submitters, between Submitters at different 
entities, and between Submitters, Administrators and other third parties? 


 
Conflicts of interest management is an important consideration in relation to benchmark 
rates. However, it too requires a significant depth of analysis that the current timeframe 
for consultation does not permit.   
 
The Principles should, after a sufficient consultation, provide guidance as to the effective 
management of conflicts of interest in a way that properly discriminates between 
benchmarks in accordance with the particular risks that each presents.   
 
It is appropriate to have physical or ‘Chinese wall’ separation between traders on related 
markets that are affected by outcomes of a rate set (such as swap traders) and those 
submitting the rates. 
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However, it would likely be to the detriment of the quality of submissions and the 
benchmark rate itself if those that participate in the markets underlying a benchmark are 
also similarly separated from the submitters in the case of benchmark rates that rely on 
reports of underlying markets. 
 
Isolating submitters from those participating in the underlying market who are typically 
those most likely to have a much deeper understanding of the market dynamics and best 
placed to assist in applying discretion and intelligence in submitting rates may be a non-
optimal outcome.  
 
AFMA’s experience has, as noted, supported the proposition that when market 
participants are all attempting to determine the same information from the market the 
spread between submissions is very tight, particularly when outliers are trimmed to 
leave only accepted submissions. Accepted submissions for BBSW were one basis point 
or less, 98 per cent of the time. If submitters to market-based rates were removed from 
direct participation in markets this spread may increase. 
 
Spreads in benchmark rates methodologies with multiple targeted bank rates are 
necessarily much wider (see Figure 1). 
 
If submission is confined to isolated submitters it may be at risk of becoming a 
mechanical process that does not encourage data submissions to be done in a discerning 
manner. Regulatory intervention in this regard risks lowering the quality of benchmarks 
(and hence risking liquidity in those markets) and increasing systemic risk. 
 
As noted, however, conflicts of interest should be managed, particularly at the submitter 
firm level. In this regard, AFMA is developing a Best Practice Principles which will assist 
firms in ensuring their internal processes are aligned with those expected by the 
regulator in relation to conflict management. 
 
10. Do you agree that the Administrator should establish an oversight committee or 


other body to provide independent scrutiny of all relevant activities and 
management of conflicts of interest? Please comment if and why any different 
approaches might be appropriate for different kinds of Benchmarks. What is the 
minimum level of independent representation this committee or body should 
include? 


 
The Report’s framework for understanding conflicts of interest that may present for 
benchmark administrators would benefit from further refinement.  Importantly, it is 
another aspect of the Report where a ‘one size fits all’ approach would be inappropriate. 
In some instances, the proposal for an external oversight committee or other 
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independent body may be precipitous, unlikely to improve outcomes, and may 
contribute to reduced confidence (and liquidity) in the underlying markets. 
 
Trade bodies, particularly those whose membership are broadly-based and open to all 
significant market participants, already contain all the parties relevant to balance out any 
perceptions of a conflict of interest. 
 
There is no benefit, but there are risks, in having the activities of broad-based 
committees such as those in trade bodies subordinated to an external committee with a 
membership consisting of non-market participant members. 
 
Given the potential exposures, regulators-based oversight committees may make 
participants in subordinate committees reluctant to engage in robust dialogue about 
market issues and with the trade body itself. 
 
The contention that “Trade body members are typically the most active participants in 
the underlying markets and often carry large positions on products linked to the 
Benchmark, which may influence the way the trade body discharges its role as 
Administrator” does not adequately consider the inherent balances in having most or all 
of the significant participants in the underlying markets represented in rate 
administrators such as trade bodies. Where a large position is held by one member, it is 
likely the other side of that position is also held by another member of the trade body, 
so their different commercial interests supports heightened industry scrutiny of the 
benchmark process and of behaviours within that process.  AFMA’s experience is that 
market participants are best placed to scrutinise the marketplace and are the first to 
identify any emerging market issues. 
 
The case for potentially disruptive oversight of the market’s self-governance structures 
has not been made. We also note it may be a too finely grained proposal for inclusion in 
principles by a body operating at the meta-regulator level. 
 
In the case of AFMA, the committee relevant to BBSW contains representatives from the 
Negotiable and Transferable Instruments market, the Swaps market, the Interest Rate 
Options market, as well as buy-side and broker representation and the central bank as a 
Regulatory Observer. The most senior market committee (MGC) typically contains senior 
staff from domestic and international banks, state treasury corporations, OTC brokers, 
energy market participants and fund managers. 
 
The industry relationships and factors that underpin the BBSW benchmark rate process 
are multi-faceted and lead to an intricate role for AFMA as a trade body. For example, 
this role must enable the early identification of both structural change and cyclical 
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developments that require management by market participants collectively in order for 
the benchmark rate to operate on a sound and effective basis.      
 
The Bank Accepted Bills/Negotiable Certificates of Deposit market that underpins the 
BBSW rate has a relatively small number of active investors (measured in dozens), 
relative to other markets like the share market, which has millions of investors.  
Moreover, there are many technical aspects of the market that may affect pricing and 
trading behaviour in the market in addition to structural impacts, like the Basel III 
liquidity reforms and the GFC that must also be factored into the considerations of the 
recent performance and likely future operation of the market.  All of these factors should 
influence and reshape the conventions, risk controls and governance for BBSW but the 
way in which this should be done can be difficult for individual firms to determine at a 
point in time. 
 
Deep knowledge of the markets and their day-to-day issues and function can only be 
found in those directly involved in those markets and AFMA, as a trade association, 
provides a unique venue through which the market can collectively assess and respond 
to the environmental factors that affect the efficiency and integrity of BBSW.  This 
process has proved in practice to be effective.   
 
There is a particular benefit in aligning the process for determining trading conventions 
and practices in the underlying market with those for the BBSW rate set.   
 
AFMA is well positioned to promote timely and frank feedback from contributors and 
other market participants.  This incorporates input from traders across the range of OTC 
markets and from a cross-section of the industry through AFMA’s diverse membership.  
This is especially helpful in resolving matters that are not pertinent to formal market 
regulation or have not graduated to a point where intervention by the market regulators 
is required.  In our experience, the market participants themselves are best placed to 
observe and report on developing concerns. 
 
AFMA’s experience is that, as a trade association, it gets line of sight across emerging 
issues in a timely way, as its industry self-management processes draw from a rich, 
ongoing dialogue between participants across a range of markets (which is especially 
important to BBSW as a benchmark rate that is used in many markets).  Further, it can 
respond more rapidly and with greater flexibility than a process led by an official 
regulator.  However, as described here, effective engagement with the regulators is an 
integral aspects of a trade association’s role and this assists in the maintenance of an 
effective benchmark rate. 
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11. Should the Submitters establish accountability procedures to assess their 


compliance with operational standards and scrutiny of Benchmark 
submissions? 


 
AFMA supports this principle and is consulting with members on a Best Practice 
Principles for rate submissions to assist member firms ensure their internal policies 
comply with accepted standards.  These include requirements for monitoring, record 
keeping, and internal audit. 
 
12. Are the measures discussed in the Consultation Report (e.g. Audit Trail, external 


audits and requirement for regulatory cooperation) sufficient to ensure the 
accountability of Submitters? Should additional mechanisms be considered? 


 
AFMA agrees that public confidence in benchmark rates will be best served by effective 
mechanisms to ensure the accountability of rate submitters.   To achieve their purpose, 
the Principles should be designed with a properly differentiated approach to various 
benchmark rate processes, so the particular risks they present are dealt with in an 
effective and efficient manner.  One model will not suit every benchmark and overly 
prescriptive Principles would impose an unnecessary economic cost.   
 
In this context, we note that a requirement for external audit is a significant regulatory 
impost. It is typically larger firms that contribute rates to benchmark processes and 
these firms are in general capable of addressing conflict of interest issues sufficiently to 
provide sound internal audits. Moreover, benchmark administrators have a role in 
providing external oversight of contributions; eg they should conduct analysis of 
contributions and report any potential discrepancy to submitters’ compliance 
departments.  The relative effectiveness of these processes will depend on the particular 
characteristics of the rate set in question. 
 
The case has not been made for an external audit requirement for benchmark rates in 
general. 
 
Increasing the burdens associated with submission will decrease the motivations for 
firms to participate in benchmark processes and this may impact particularly regional 
rates and increase risk in the system. 
 
13. How frequently should Submitters be subject to audits? Should these be 


internal or external audits? 
 
This may be too finely grained a consideration for inclusion in regulatory principles. This 
may be a matter best left for regulators to refine in consultation with their markets. At 
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the principles level it may be appropriate to suggest ‘regular audits’ again noting that the 
case for making those audits external has not been made. 
 
14. Are the measures discussed in the Consultation Report (e.g., complaints process, 


Audit Trail, external audits and requirement for regulatory cooperation) sufficient to 
ensure accountability of the Administrator? Should additional mechanisms be 
considered? 


 
Yes. AFMA views the measures discussed in the Report, with the exception that the 
audits need to be external, as appropriate and sufficient to ensure accountability of the 
administrator. 
 
15. If recommended, how frequently should Administrators be subject to audits? Should 


these be internal or external audits? 
 
While AFMA would support a requirement for annual internal audit of benchmark 
administrators as a regulation from the domestic regulator the Report’s discussion on 
accountability is brief and may not create sufficient grounds for a principle. 
 
AFMA holds that regulatory principles should not specify whether audits should be 
internal or external and at what frequency in relation to benchmark rate administrators. 
 
16. Is public self-certification of compliance with industry standards or an industry code 


another useful measure to support accountability? This approach might also 
contemplate explanation of why compliance may not have occurred. If so, what self-
certification requirements would make this approach most reliable and useful to 
support market integrity. 


 
This proposal would benefit from further explication in the Report. It is not clear what 
additional benefit would be gained in practice from publication of self-certification and 
presumably a regulation to require this outcome.  The internal promotion of industry 
codes of conduct within a submitter is most important, as this helps to establish a 
culture of good behaviour in the organisation and assist staff members who may be 
faced with uncertainty about what is the right decision. 
   
With regard to AFMA’s Best Practice Principles, it is envisaged that compliance with 
these will be sufficient to satisfy local regulatory requirements. If the regulator is 
informed by a firm that it is compliant with industry best practice this should be 
sufficient to address the accountability concerns. 
 
17. The Consultation Report discusses elements of a code of conduct for Submitters. Are 


the measures discussed (e.g., adequate policies to verify submissions, record 
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management policies that allow the Submitter to evidence how a particular 
submission was given, etc.) sufficient to address potential conflicts of interest 
identified or do you believe that other control framework principles should be 
added? 


 
AFMA supports in principle, the proposal for a code of conduct for submitters as 
outlined in the Report. However, there are a number of specific elements of the proposal 
that may not be justified or appropriate for all benchmark rate methodologies. As noted 
in the Report a one size fits all approach is not appropriate and there is a risk that the 
imposition of excessive compliance arrangements, or arrangements that are 
incompatible with market-based rates, will result in substantial damage to rates in 
smaller jurisdictions. 
 
The principles as briefly discussed in the Report may be appropriate for methodologies 
with inherently high levels of risk, such as those that use single data samples per input 
rate target, but may not be appropriate for rates with more inherent robustness. 
 
Following the same reasoning, IOSCO should encourage regulators to ensure that their 
actions do not have extra-territorial consequences that result in damage to non-targeted 
benchmark rates. The current round of international regulatory actions has resulted in 
the withdrawal of some international banks from submission processes. 
 
IOSCO should consider a more detailed consultation to ensure that regulatory 
frameworks developed by national regulators and other regulatory actions take a 
graduated approach to the risks they address in the underlying methodology. Regulators 
should also be encouraged not to proceed with extra-territorial action, particularly 
where that action may have substantial, if unintended, negative effects in other 
jurisdictions. Where regulators are do proceed with extra-territorial action a detailed 
exploration of potential global impacts and a categorisation framework to target actions 
to benchmark types that have demonstrated issues should be encouraged. 
 
While many elements of the CFTC orders could readily be adapted by local regulators, 
the orders do not discriminate between rate-set types and, consequentially  some 
aspects are incompatible with certain benchmark rate methodologies. 
 
The CFTC requirements could be improved by limiting their scope to the category of 
LIBOR-type rates and specifying that they are not required for rates where participants 
are reporting on a transparently traded market, particularly in the case where the rate 
methodology has in-built protections against manipulation through submissions. 
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While the Report specifies that administrators should monitor submitters’ compliance 
with the code, in the Australian context, the code would inform the regulatory process. 
The code, while voluntary from the administrator’s perspective, may be expected to be 
complied with by the regulator. While the end result is the same these important 
regional distinctions in structure should be respected. 
 
Some elements discussed in relation to the code such as the requirement for external 
audits, while perhaps appropriate for firms that have been found to have participated in 
misconduct, may not be appropriate for blanket regulatory application to all contributing 
firms. As external audit is a significant regulatory impost and would add costs and 
discourage participation across all benchmark rates globally we would suggest IOSCO not 
propose this as a principle. 
 
18. What would be the key differences in the code of conduct for Benchmarks based on 


different input types, for example transactions, committed quotes and/or expert 
judgement? 


 
AFMA sees the code of conduct as generally appropriate for quoted and traded rates, 
with the exception of the requirement for external audit. 
  
A key difference between codes for benchmarks based on traded markets and those 
involving estimated rates is that the former require the submitter to be actively 
participating in the referenced market for it to be effective and efficient. 
 
There is a specific need to ensure that codes of conduct do not disallow those 
participating in markets from reporting on them where the methodology of the 
benchmark has sufficient inherent safeguards against manipulation. That is to say that 
the codes need to be tailored to the risks they address and the type of benchmark 
methodology used to avoid being a one-size-fits-all approach. 
 
19. What are the advantages and disadvantages of making Benchmark submissions a 


regulated activity? 
 
The answer to this question depends upon the character of the benchmark and laws of 
the jurisdiction in question, so the Principles should not be prescriptive in this regard.    
As discussed above, in the first instance it is necessary to judge where the key risk to the 
integrity of a particular benchmark lies.  For example, in a rate taken from a traded 
market, the main risk may present in trading activity as distinct from submission 
(especially if submissions fall within a very narrow range).       
 
If submission to benchmark rates is made a directly regulated activity there is an 
argument that sanctions may be more readily brought to bear on those that attempt to 
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manipulate outcomes. Internationally as existing arrangements have been sufficient for 
regulators in some jurisdictions to levy fines totalling more than $1 billion for firms 
found at fault, this benefit may be more about legal process efficiency than any real 
increase in regulatory power. 
 
Additional regulation may bring benefits but it comes at a cost, which is why 
governments require a cost benefit analysis to be undertaken before a regulatory 
proposal proceeds.  The balance in practice will depend on the character of the rate set 
and the existing law in each jurisdiction.  IOSCO should not be prescriptive but 
encourage an assessment to be made in each jurisdiction.   
 
Regulation of submissions should not be seen as a panacea and should be acknowledged 
as only an indirect way of reducing risk for higher risk processes. Risks associated with 
the regulation of submissions include making compliance, or economically feasible 
participation, impossible and may result in firms withdrawing from benchmark 
processes. Another risk is that the costs of submission will significantly increase (for 
example by requiring external auditors) and that will also discourage participation in 
benchmark rates. 
 
20. What are the advantages and disadvantages of making Benchmark Administration a 


regulated activity? 
 
Although making benchmark administration a regulated activity may be appropriate in 
some situations, this should not be mandated by IOSCO.  As illustrated by the Financial 
Services Authority’s (FSA) analysis in relation to LIBOR, this form of regulation can 
impose a significant cost burden, which may or may not be justified by the circumstances 
in each jurisdiction. 
 
AFMA’s systems for managing BBSW has been responsible and effective and it is 
doubtful that regulation would improve this; to the contrary, it could complicate and 
delay the ongoing review and refinement process that has been a feature of BBSW.  At 
the very least, further consultation is required than can be facilitated through the 
current truncated process.   
 
A disciplined approach to the potential for regulation should be adopted by IOSCO in 
developing consistent standards of regulation and oversight of international 
benchmarks. Particularly as the work stems from enforcement actions there is a risk that 
the process may be driven by some of the conclusions of those processes and assume 
that action in relation to regulation of the administration of benchmarks may be 
appropriate regardless of the level of risk to be addressed. 
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The extent of discussion in the Report on this issue may not be sufficient for a reform of 
this type.  There is evidence that the Report particularly on these matters has been 
insufficiently developed in its coverage of all benchmarks and does not provide a sound 
base for proceeding to recommendations that cover all benchmarks. 
 
Further regulation of benchmark administration risks making it an unattractive activity 
and reducing the incentives to construct and maintain benchmarks by both increasing 
costs and administration risks. 
 
Industry Standards and Voluntary Codes 
 
The proposal to use evaluation of the success of application of IOSCO’s principles set out 
in the Oil PRA Principles to determine whether industry codes will be effective in relation 
to financial benchmarks, their administrators and contributors is an arbitrary and 
somewhat unusual basis for such a determination. Particularly as existing industry 
standards and voluntary codes have long existed in relation to many financial 
benchmarks. The success of these codes may provide a more meaningful basis for 
analysis. 
 
IOSCO’s statement that: 
 


“a major criticism of voluntary codes is that they are not grounded in effective, 
enforceable and sanctionable legal rules, lack an independent enforcement 
mechanism and may not take adequate account of the wider economic and 
social interests affected by the Benchmark. Nonetheless, voluntary codes can 
have a useful function within a regulatory configuration and can be used in 
conjunction with other robust sanctions for market abuse and other enhanced 
governance safeguards. To address such shortfalls…” 


 
may not give sufficient weight to the productive interaction between industry guidance 
and self-management and official regulatory action.  Notwithstanding recent events in 
some jurisdictions, there is significant value in the industry-based approach as evident 
from most markets that use this approach at most times.  Financial markets are, after all, 
the product of industry, and ultimately it is industry that will need to ensure their 
continuing relevance.  There is an important role to play for formal regulation, but it may 
be inaccurate to view these frameworks as primary in the construction and maintenance 
of markets. 
 
In relation to regulator confirmation of voluntary codes, AFMA would support these 
practices but notes that if this approach was mandated, the codes may cease to be truly 
voluntary. Regulators should be free to work in a cooperative way with industry to 
establish and maintain codes with flexibility. 
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In relation to the proposal for IOSCO to develop an overarching code of conduct to be 
implemented by administrators and submitters with explanations for any deviances from 
the IOSCO code, while the proposal is not clear and may benefit from further 
elucidation, it is critical to consider the important role of domestic regulators who have 
responsibility for implementing national government policy.  
 
Regulators, should their respective governments adopt the IOSCO principles as their own 
policy, have responsibility for determining what local adaptations are appropriate and 
acceptable. Including ‘requirements’ to report deviances from the IOSCO principles 
presumably publicly may not be appropriate if the aim is to coordinate regulation. 
 
Self-Regulatory Organisations 
 
The discussion on Self-Regulatory Organisations (SROs) and their suitability for 
benchmark related activities is brief and may benefit from further consultation. The 
criticism that SROs may not be able to address wider concerns such as the use of 
benchmarks is not explicated or supported in the Report.  
 
Direct Regulation of Submission, Submitters and/or Benchmark Administrators 
 
The assertion that “The Task Force recognizes that the level of regulation will depend on 
factors such as the level of current oversight, any gaps in current regulation, and any 
specific problems identified with Benchmarks in a regulator’s particular jurisdiction” 
appears to suggest that the question of regulatory intervention is one of degree. 
 
We agree that it is necessary for regulation to take place but note that the level of 
regulation required will be dependent on the particular risks created by a specific 
benchmark to be managed.  
 
While it is important for the Report to be cognisant of the developments quoted in 
relation to the Wheatley Review and the EU consultation report, its conclusion that 
imposing regulation of the administrator, the act of submission of data and an “Approved 
Persons” regime, will result in credible independent supervision oversight and 
enforcement, may not be appropriate in the particular form proposed without a fuller 
discussion of potential negative impacts of that approach. Other forms of 
implementation may be able to deliver similar benefits at lower cost for their particular 
benchmark rate. 
 
The discussion in the Report of the Wheatley Review assertion that regulation may 
improve “how firms view” submission activities while instructive is not definitive. 
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Regulation of Use of Benchmarks 
 
The recommendation that regulators give careful consideration to the regulation of the 
use of benchmarks, though it is noted as beyond the scope of the Report, is insufficiently 
supported.  
 
Approaching the question of use of an input, such as financial benchmarks, does not fit 
into the regulatory paradigm in Australia, or as far as we are aware, in other 
jurisdictions.  If there are particular financial products for which the use of benchmarks 
should be restricted then that is a matter for consideration in the context of the 
regulation of those products and not in terms of the benchmark itself. 
 
21. Do you agree with the factors identified for drawing regulatory distinctions? What 


other factors should be considered in determining the appropriate degree of 
oversight of Benchmark activities (discussed in Chapter 3)? Please provide specific 
recommendations as to how the distinctions discussed in Chapter 3 should inform 
oversight mechanisms. 


 
The Report’s discussion of where regulatory distinctions should be drawn could benefit 
from more substantial development. 
 
The assertion that there is mounting evidence “that the vulnerabilities in the Benchmark 
process discussed in this paper apply to Benchmarks in general, not just a specific 
category of Benchmarks” is unsatisfactory in the context of the scale of regulatory 
change contemplated.  This type of generalised comment leads to generalised solutions, 
which may actually harm the effectiveness of some benchmarks.  A better targeted 
approach is required based on further discussion and evidence before conclusions about 
regulatory reform can be reasonably reached.    
 
If the appropriateness of drawing distinctions on whether regulation is suitable for 
categories of benchmarks including categories based on whether problems have been 
found in the design or performance and categories based on the particular design is 
dismissed then there is a real risk of imposing a one-size-fits-all response. 
 
It may be quite reasonable to create divisions in terms of where regulation is required 
based on the design elements of benchmark rates, in particular where design elements 
cannot be readily undone yet make the rate vulnerable to manipulation. 
 
Where benchmarks are based on readily observable traded markets and no substantial 
issues have been identified either with the performance or design of the market it may 
well be inappropriate to impose the costs associated with further regulatory 
intervention. 
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Before progressing to recommending regulatory frameworks a high quality analysis 
based on sound empirical research is required to determine what categories of 
benchmarks may benefit from being regulated and how. 
 
Such an analysis may benefit from a consideration of the approach to regulation 
suggested in the International Council of Securities Associations (ICSA) Principles for 
Better Regulation (http://www.icsa.bz/img/letter_pdf/PrinciplesBetterRegulation.pdf). 
The ICSA Principles establish a sound framework for considering under what 
circumstances regulatory intervention should be considered and how it should be 
approached. 
 
22. What distinctions, if any, should be made with regard to Benchmarks created by 


third parties and those created by regulated exchanges? 
 
The discussion in the Report on the relevance of the existing regulatory status of the 
submitters, administrators and or the interest measured by a benchmark could benefit 
from further development. 
 
Where benchmarks are created by regulated exchanges as opposed to third parties it 
may be appropriate that any additional conflicts of interest are appropriately addressed.  
 
23. Assuming that some form of enhanced regulatory oversight will be applied to an 


asset class Benchmark, should such enhanced oversight be applied to the Submitters 
of data as well as the Administrator? 


 
In principle these matters should be considered separately and on their merits. It is 
unclear why there should necessarily be a connection between the two.  For example, a 
benchmark may benefit from a wider pool of contributors but this could be discouraged 
if to become a submitter would require institutions to come under “enhanced oversight”. 
 
An increased regulatory burden on submitters would likely increase costs and risks to 
submitters. 
 
24. What are the considerations that should be taken into account if the Submitters to a 


Benchmark operate in an otherwise unregulated market (e.g., physical oil, gold or 
agricultural commodity markets) and are not otherwise under any obligation to submit 
data to an Administrator? 


 
AFMA again notes its position that contribution to benchmark rates should be a 
voluntary process.  Regulation should not attempt to force participation in activities that 
are best performed by agents freely acting in the best interest of their markets. 



http://www.icsa.bz/img/letter_pdf/PrinciplesBetterRegulation.pdf
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Ultimately market participants may retreat from jurisdictions that attempt to compel 
them to undertake activities that involve risk and costs.  The complex relationships of 
mutual interest that have created the world’s financial markets, benchmarks and 
oversight cannot be mandated and regulators cannot reproduce the oversight that can 
be provided by those market participants acting in their mutual interest. 
 
Where isolated issues have been identified with particular designs or in markets with 
insufficient liquidity these should be addressed on a targeted basis. 
 
25. Do you believe that a code of conduct, either on its own or in conjunction with other 


measures outlined within the report, would provide sufficient oversight to mitigate 
the risks that have been identified in Chapter 2? What measures should be 
established in conjunction with a code of conduct? For which Benchmarks is this 
approach suitable? 


 
In the Australian context when considered in conjunction with the ongoing and 
substantial internal reviews and revisions taking place in investment banks and 
organisations connected with benchmark rates including AFMA, a code of conduct will 
be sufficient to mitigate the risks identified in Chapter 2. 
 
Where benchmarks are not based on readily observable and liquid markets or where 
provisions of submissions are not sufficiently captured by regulation or regulated, then 
these measures may be appropriate. 
 
26. What other measures outlined in the report, if any, should apply in addition to a code of 


conduct? If you believe a code of conduct, either on its own or in conjunction with other 
measures outlined within the report, would provide sufficient oversight to mitigate the 
risks that have been identified in Chapter 2, what type of code of conduct should apply 
(e.g., a voluntary code of conduct, an industry code of conduct submitted to and 
approved by the relevant Regulatory Authority, a code of conduct developed by IOSCO, 
etc.)? 


 
IOSCO should not be overly prescriptive in this regard. In the Australian context while the 
code of conduct being developed will be voluntary it has been designed to address the 
market regulators expectations. Industry promotion of conformance with the voluntary 
code in an appropriate regulatory environment can increase flexibility and minimise 
costs associated with mandatory codes. 
 
AFMA would not object if the regulator was to confirm the code more formally. 
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27. Do you believe that the creation of a Self-Regulatory Organisation (.e.g., one that 
exercises delegated governmental powers) and itself subject to governmental 
oversight, whether or not in conjunction with industry codes is a viable alternative 
for sufficient oversight and enforcement to mitigate the risks that have been 
identified in Chapter 2? For which Benchmarks is this approach suitable? What if any 
complementary arrangements might be necessary, such as new statutory obligations 
or offences for Administrators and/or Submitters? 


 
Whether an SRO is the appropriate response for a particular benchmark in a particular 
regulatory context is a question that requires consideration on a case by case basis. 
 
It would not be appropriate for IOSCO to prescribe SROs generally. 
 
28. Do you believe that, for some Benchmarks, reliance upon the power of securities and 


derivatives regulators to evaluate products that reference a Benchmark or exercise their 
market abuse or false reporting powers creates sufficient incentives for the Administrator 
to ensure sure that Submitters comply with a code of conduct? 


 
29. Do you believe that users of a Benchmark, specifically, the users who are regulated 


or under the supervision of a national competent authority should have a role in 
enhancing the quality of Benchmarks? Which form should this role take: on a 
voluntary basis (e.g. the user being issued a statement that will only use Benchmarks 
that follow IOSCO principles), or on a compulsory basis (e.g., the competent 
authority could request that users who are registered under their jurisdiction should 
only use Benchmarks that fulfil IOSCO principles)? 


 
The approach of regulating the use or users of benchmarks in this way does not fit into 
the Australian regulatory paradigm. However, it is very beneficial if users of a benchmark 
and those that contribute to the benchmark have a direct role in monitoring and 
enhancing the benchmark. Industry ownership and effective management of the 
benchmark through an industry body with the appropriate governance structure will 
promote this outcome.   
 
The proposals for issuing users of benchmarks statements or requiring them to only use 
IOSCO benchmarks are completely unsuitable in the Australian regulatory context. It is 
unclear how this links to having a role in enhancing the benchmarks. 
 
 
Data Sufficiency 
 
30. Do you agree that a Benchmark should be anchored by observable 


transactions entered into at arm’s length between buyers and sellers in 
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order for it to function as a credible indicator of prices, rates or index 
values? How should Benchmarks that are otherwise anchored by bona-fide 
transactions deal with periods of illiquidity due to market stress or long-
term disruption? 


 
In many ways the issue of data sufficiency is the critical threshold issue in relation to 
benchmark rates. IOSCO’s analysis may benefit from moving the data sufficiency 
consideration nearer to the beginning of its analysis and considering governance as a 
later issue. Different governance arrangements might be appropriate to different levels 
of data sufficiency. 
 
The depth of analysis in the Report is insufficient to provide a base for major structural 
change in all cases. 
 
Type of Data 
 
AFMA believes that benchmarks should, where possible, be based on liquid, readily 
observable markets.  The relevant data from these markets should include committed 
quotes and transaction data. 
 
Transaction data should not be automatically elevated above committed quotes.  There 
may be a certain level of assumption with transactions in the regulatory responses to the 
LIBOR issue.  While transactions do show where trades have occurred and under certain 
circumstances are likely to be a a good guide to market pricing, in most liquid markets, 
most of the time, committed quotes will be a more reliable guide. 
 
There is a tendency to have more confidence associated with transaction data as a result 
of it being derived from money changing hands, but where the volume is low, the trade 
is non-representative due to the participants or particular state of affairs of one or more 
of the participants, or where volume is large but is limited to a small number of parties 
(such as two), transactions should not be assumed to be superior to committed quotes 
from markets with many participants, and further should not be assumed to be in-
market. 
 
The concept of out-of-market trades is well understood in exchange markets which have 
rules to accommodate them.  In some exchanges the rules that allow these trades to 
progress, which generally include requirements relating to minimum size, also restrict 
these trades from contributing to the market pricing outcomes (VWAP) for the day. 
 
Particularly as benchmark markets are typically, and as discussed, appropriately, 
referenced by markets with larger notional exposures, this can create incentives for large 
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out-of-market trades.  These risks can be mitigated by balancing the role of trades with 
that of committed quotes. 
 
The value of committed quotes should not be underestimated.  Indeed, the term 
‘market’ is often used as a descriptor for the committed bid and committed offer in a 
security. Defining markets in terms of their trade history would ignore this significant and 
instructive convention.  Markets can be very well defined by their committed quotes 
even during long periods of inactivity, stress or disruption and this has been found to be 
the case with BBSW.  The pricing of quotes can and does move to reflect relevant 
influences, even without transactions, as it is provided by the same traders that execute 
transactions when the need or opportunity arises. 
 
Regulators must be careful not to prescribe measures that will define markets by data 
they might assume is more reliable but that is not aligned with how market participants 
would see a market. 
 
Sample Size Sufficiency 
 
Sample size sufficiency is the key issue and should be considered and consulted on by 
IOSCO in detail before proceeding to draft principles for benchmarks. As noted there are 
substantial differences between the different benchmark methodologies and these 
should be better understood. 
 
Where a rate is based purely on all transactions reported in a market and that market 
trades reliably in large size with a large number of participants and has a large number of 
transactions the requirements for sample size and outlier elimination will be inherently 
satisfied. However, contingency arrangements should still be put in place for gaps in 
trading. 
 
In liquid markets with a smaller number of participants or fewer transactions each 
targeted input (each rate) to the benchmark process should have a significant number of 
data samples. These should then be processed to eliminate outliers and lower the risk of 
manipulation and a statistical process used to determine the reported benchmark. 
 
Target Definition 
 
Targets for benchmark rate input data should be well defined. 
 
Where a ‘prime bank’ category of banks is used, AFMA holds that the banks that are in 
this category should be homogeneous and the process for selecting them should be 
transparent and driven by market participants.  The banks that are members of the 
prime bank group should at all times be available publically. 
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Categories that are ill-defined risk confusion and excessive discretion on the part of 
submitters.  Further, when a market convention clearly defines which banks are to be 
considered prime this enables the paper of these banks to be traded on a homogenous 
basis. 
 
31. Are there specific Benchmarks for which you consider that observable transactional 


data is not an appropriate criterion or the sole criterion? If so, please provide a 
description of such Benchmarks and what value you think such Benchmarks provide? 


 
Where a market can be relied upon to trade in large volume every day with a large 
number of participants with a large number of transactions is may be appropriate for 
transaction data to be the sole criterion.  There would still be need for a contingency 
even in these markets for low or nil liquidity periods due to an operational failure or 
some other unforeseen event. 
 
For all other liquid markets (and a market may be liquid with tight pricing but not trade 
for a particular period) committed quotes (of size) should be used either alone or in 
conjunction with transaction data to determine benchmark outcomes. 
 
32. What do you consider the limitations or value in Benchmarks referencing asset 


classes and underlying interests where there is limited liquidity? Please describe the 
uses and value of such Benchmarks in the financial markets. 


 
Where markets do not have sufficient liquidity (as distinct from continuous trading) it 
may not be appropriate to produce reference rates that are promoted as ‘benchmarks’. 
 
33. Do you agree that the greatest weight should be given to transactions in the construction 


of a Benchmark and that non-transactional information should be used as an adjunct (e.r., 
as a supplement) to transactions? 


 
No.  This approach privileges one type of market data in such a way that may increase 
risks of manipulation if applied without discretion.  Different markets require different 
uses of committed quotes and trade data. Some markets may be best represented by 
quote data, some by trade and some by a combination of both.  
 
How trade data should be incorporated into observations of a committed quote market 
(for example what is the minimum size transaction that should be considered 
representative, which types of transactions are appropriate to recognize as 
representative of general pricing etc) require a deep understanding of each particular 
market. Market participants are best placed to make these judgement calls. 
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34. What factors and how often should Administrators (or others) consider in 
determining whether the market for a current Benchmark’s underlying 
interest is no longer sufficiently robust? What effective methods of review 
could aid in determining the insufficiency of trading activity within the 
market for a Benchmark’s underlying interest? 


 
Typically the types of factors that should be considered are liquidity (in relative and 
absolute terms), outstanding interest, volatility tightness of spreads, relevance and 
importance to business activity, and trading activity. 
 
As the particular factors will vary from market to market IOSCO should not attempt to 
define parameters for the determination of market suitability. 
 
There may be a role for regulators in determining whether a market is broadly suitable 
for a rate to be granted ‘benchmark’ status in a jurisdiction but this needs to be done on 
a case by case basis in close cooperation with rate administrators and market 
participants. 
 
35. What precautions by Benchmark Administrators, Submitters, and users can aid 


Benchmark resiliency during periods of market stress, mitigating the potential need for 
market transition? 


 
Careful design is the key to ensure that benchmarks are resilient during times of market 
stress. 
 
Allowances should be made in the design of rates for times when trading does not occur 
or becomes sporadic and when quoted spreads are absent or too wide to provide 
accurate pricing. 
 
The number of contributors should be sufficient to ensure that a number may leave 
without risk to the integrity of the sample data. 
 
36. What elements of a Benchmark “living will,” drafted by a Benchmark Administrator, 


should be prioritised? 
 
It is appropriate that administrators and users of benchmarks give consideration to and 
make preparations for the possibility that a benchmark rate may become displaced or 
unviable. 
 
This is a complex area for consideration and may benefit from a more comprehensive 
exploration in a separate consultation paper. 
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AFMA has clearly defined procedures in its market conventions for times when 
calculation of the benchmark rate has not been possible for any reason. 
 
AFMA has developed standard contract terms for ISDA based documentation that 
address publication failure for any reason.  
 
37. By what process, and in consultation with what bodies, should alternatives 


be determined for Benchmark replacement? 
 
The determination of which benchmark is appropriate for use in contracts and 
listed products are commercial matters for those parties directly involved. 
 
Proper consultation with market participants before significant alterations to 
benchmarks including termination is appropriate by benchmark administrators. 
 
38. What characteristics should be considered when determining an appropriate 


alternate Benchmark? (Examples below) Should any of these factors be prioritised? 
• Level and Type of Market Activity 
• Diversity/Number of Benchmark Submitters 
• Length of historical price series for the Benchmark alternative 
• Benchmark Methodology 
• Existing regulatory oversight 
• Existing enforcement authority 
• Volume, tenors and contract structure of the legacy trades 
 
39. What conditions are necessary to ensure a smooth transition between market 


Benchmarks? 
 
40. What considerations should be made for legacy contracts which reference a Benchmark 


in transition? To what extent does a substantive legacy book preclude transition away 
from a Benchmark? What provisions can be included in [new and existing] contract 
specifications which would mitigate concerns if and when a Benchmark transitions 
occurs? 


 
41. How should a timeframe be determined for market movement between a 


Benchmark and its replacement? What considerations should be made for: 
• Altered regulatory oversight? 
• Infrastructure development/modification? 
• Revisions to currently established contracts referencing the previous Benchmark? 
• Revisions to the Benchmark Administrator? 
• Risk to contract frustration 
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