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Analysis of Alternative Applicability of Global Interbank
Benchmark Interest Rate and Solutions of Commercial Banks

Chen Weidong, Zhong Hong, Bian Weithong, Hao Y1 and L1 Mengyu

Abstract: The reform of the international benchmark interest rate will have a profound impact
on the regulatory authorities, financial institutions and clients in almost all countries. At present, the
new benchmark interest rate to be adopted by various countries is quite structurally different from
the London interbank offered rate (LIBOR) system. First, the new benchmark interest rate will be
issued independently by a country, resulting in inconsistencies in different currencies; second, the
new benchmark interest rates are all overnight rates and currently there are not interest rates with
longer maturities; third, the new benchmark interest rates are all risk-free and do not have credit
risk premiums. The analysis of the overnight interest rate spread between the new benchmark
interest rate and LIBOR shows that the guaranteed overnight financing rate (SOFR) is more volatile
than LIBOR, and the value is generally higher than that of LIBOR; the spread between the sterling
overnight index average (SONIA) and LIBOR is smaller than SOFR, and the reformed SONIA
value is generally higher than LIBOR. The analysis of the term interest rate spread between the new
benchmark interest rate and LIBOR shows that the forward pricing SOFR has less volatility and
smaller spreads than the compound SOFR interest rate, and the spread is generally lower than
LIBOR; the forward pricing SOFR has a better 1- month term pricing effect than 3- month and 6-
month period. Regarding the replacement reform of benchmark interest rates, commercial banks
should actively follow the latest developments in regulation and the market developments, sort out
their exposures in a timely manner, and get prepared for coping with the new situation.
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