Alternative Reference Rates Committee (ARRC)

Minutes for the May 19, 2021 Meeting

The ARRC chair welcomed participants to the virtual meeting.

It was noted that the Interest Rate Benchmark Reform Subcommittee of the CFTC’s Market Risk
Advisory Committee was moving to recommend a “SOFR First” transition initiative to prioritize
interdealer trading in SOFR rather than LIBOR. The Subcommittee intends to recommend
market best practices and timing for switching interdealer trading conventions from LIBOR to
SOFR for USD linear interest rate swaps.?!

The Legal working group chairs noted that the House Financial Services Subcommittee on
Investor Protection, Entrepreneurship and Capital Markets held a hearing on April 15 on LIBOR
transition and shared key highlights. The chairs also noted that, in advance of the hearing, the
Structured Finance Association and other leading industry groups submitted a letter to the
Subcommittee, reiterating support for federal legislation to address tough legacy contracts and
some institutions held joint trade meetings with the Subcommittee members.

The Nonfinancial Corporates working group chairs noted that a vendor survey is in progress and
responses are due May 30. The survey is intended to gather information about LIBOR transition
readiness and challenges among nonfinancial corporate systems vendors. The chairs also
informed members that the Association for Financial Professionals, the National Association of
Corporate Treasurers, and the U.S. Chamber of Commerce’s Center for Capital Markets
Competitiveness submitted a letter to the Department of the Treasury, Board of Governors of
the Federal Reserve System, New York Fed, CFTC, and SEC, highlighting the various challenges
that the LIBOR transition represents to the community of nonfinancial corporates.

Federal Reserve staff noted that the ARRC expects to release an updated version of the current
LIBOR ARM transition guide soon.

The ARRC Chair then asked members who recused themselves from the Term Rate RFP work to
drop off the line. The Term rate working group provided an overview of the evaluation process
and criteria for selecting a forward-looking SOFR term rate administrator and identified CME
Group’s submission as the strongest proposal. The members noted support for the working
group’s recommendation. The members agreed to announce, in the coming days, that the
ARRC would select CME Group as the administrator for a forward-looking SOFR term rate, once

10n June 8, 2021, the Subcommittee announced its recommended market best practice for switching interdealer
trading conventions from LIBOR to SOFR for USD linear interest rate swaps. Specifically, the Subcommittee
recommends that on July 26, 2021 and thereafter, interdealer brokers replace trading of LIBOR linear swaps with
trading of SOFR linear swaps. The Subcommittee also recommends keeping interdealer broker’s screens for LIBOR
linear swaps available for informational purposes (not for trading activity) until October 22, 2021 and turning the
screens off after that date. The ARRC issued a press release welcoming the Subcommittee’s recommendations.


https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=407534
https://structuredfinance.org/news/sfa-consensus-continues-to-grow-around-federal-legislation-to-address-tough-legacy-libor-contracts/
https://www.newyorkfed.org/arrc/publications/operations-infrastructure
https://www.centerforcapitalmarkets.com/letter/joint-trades-comments-on-transition-to-the-secured-overnight-financing-rate/
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2020/LIBOR_ARM_Transition_Resource_Guide.pdf
https://www.cftc.gov/PressRoom/PressReleases/8394-21
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/20210608-arrc-release-supporting-mrac-announcement-final

market indicators for the term rate are met.? It was noted that the Term Rate task force will
now work on outlining recommended best practices for the use of the term rate.

An ARRC member highlighted that some ARRC members appeared to publicly suggest that
reference rate alternatives to SOFR, including credit-sensitive rates, were not suitable for
market participants to use, and asked whether this was consistent with the ARRC’s position on
such rates. The member suggested that the ARRC make clear that it has not formed a view
regarding the suitability of credit sensitive rates. The ARRC Chair remarked that the ARRC's
current mandate is to ensure the successful implementation of the Paced Transition Plan, which
the ARRC adopted in 2017 with specific steps and timelines designed to encourage market
participants to adopt SOFR. The ARRC chair reiterated that the ARRC selected SOFR, as its
recommended alternative reference rate to USD LIBOR after considering a comprehensive list
of potential alternatives (including several types of term unsecured rates) based on the ARRC's
criteria and public consultations and concluded that they were not suitable for the ARRC's
recommendation based on its criteria.> The ARRC chair noted that it is not part of the ARRC’s
current mandate to establish a position on other rates. It was noted that the ARRC has existing
FAQs that highlight that the ARRC supports a vibrant and innovative market with reference
rates that are robust and available for use before the end of 2021.

2 Following the May 19, 2021 meeting, the ARRC released an update on its process for selecting a forward-looking
SOFR term rate administrator.
3 For additional information on the ARRC’s criteria and selection process see the ARRC’s Second Report.


https://www.newyorkfed.org/arrc/sofr-transition#pacedtransition
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/ARRC-faq.pdf
https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2018/ARRC-Second-report#:%7E:text=The%20ARRC%20was%20convened%20to,for%20Financial%20Benchmarks%20and%20to
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