
The LIBOR transition story 
is not yet over
Our experts reflect on 5 of the remaining core issues and challenges



NUMERIX  2

As we all recall too well, the push for the transition away from LIBOR was set into motion in 2012 after a rate-setting 

—the end  

Notably, given LIBOR’s dominant role as an interest rate benchmark since the 1980s, the fact that there were only 

well, due in no small part to solid efforts by both public and private institutions to work in partnership in solving for the 

Model Validation Without Historical SOFR Market Data

risk within a long history of certain scenarios, you 
can’t do it because you do not have historical 

 

closely tracks the Fed Funds rate, which is a similar overnight rate and 
has been published going back over 20 years and can be used as  

 

needs to continue to develop while the historical risk measures are not 
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SOFR closely tracks the 
Fed Funds rate, which  
is a similar overnight rate 
and can be used as a 
proxy for SOFR. Since 
banks need to manage 
risk, and they are without 
historical SOFR market 
data, they have no other 
choice but to use a proxy.
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Restrictions on Term SOFR

to hinge the benchmark reference rates solely on the risk-free rates (RFRs) and avoid any impacts 

of a tenor-based reference rate to be created because presumably all things bad that happened to 

a reason traders and portfolio managers are 

swaps can only be traded to hedge a cash 

interest rate risk for asset managers can be 

SOFR Volatility Data

which used to come from LIBOR swaptions and will now need to be derived from the corresponding 
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The restrictions on the use of Term 
SOFR are a reason traders and portfolio 
managers are hesitating to start using 
SOFR-linked products.

THE LIBOR TRANSITION STORY IS NOT YET OVER: OUR EXPERTS REFLECT ON 5 OF THE REMAINING CORE ISSUES AND CHALLENGES     DECEMBER 2022

NUMERIX  3



option trading—similar to the “chicken or egg” 

can be applied to convert LIBOR swaption 

representation, however, since the fallback 
spread and the market observed spread 

Demand for Credit-Sensitive Alternative Rates

in the credit risk premium, which is why they are enticing for businesses where risk premium needs to be taken into 

Regulators, however, have concerns over credit-sensitive alternatives as these 

transaction

* The AMERIBOR term structure of interest rates, based on Ameribor futures, is calculated by Numerix and is published on the CBOE Futures Exchange on a daily basis.

As market liquidity of linear rates and 

LIBOR to SOFR, market participants 
will need to adopt non-linear 
products such as SOFR swaptions, 

management purposes.
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Regulators have 
concerns over 
credit-sensitive 
alternatives rates as 
these alternatives 
may jeopardize a 
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Final Transition Phase: Both a Risk and  
Operational Event

Onboarding the new products can be a challenging and 

trades, will involve different company departments and will 

before

before

—

5
For any market participants 
not fully prepared by the 
June 2023 deadline, they 
simply won’t be able to trade.
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