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Comments First ECB public consultation on developing a euro unsecured overnight interest rate 
 

The German Banking Industry Committee (GBIC/DK) is pleased to participate in the first public 
consultation on developing a euro unsecured overnight interest rate. 
 
Question 1: Does the suggested definition of underlying interest provide a relevant basis for 
the rate to be generally accepted by the public as a reference rate? 

We believe that the ECB’s definition of a transaction-based reference rate is principally adequate in order 
to reflect the costs of providing overnight funding to institutions. In this regard, we would like to 
emphasize the necessity that the new benchmark rate should primarily be driven by market 
developments. We suppose the new rate will ensure broad acceptance since it will be published by the 
ECB and based on an extended substantial database (MMSR Data). In particular it should be defined as a 
risk-free reference rate (like EONIA). 
 
Question 2.1: Do you agree that a rate reflecting banks’ daily funding costs would provide a 
meaningful reference in financial contracts, including derivatives, and also for valuation 
purposes? 

We agree that a rate reflecting banks' daily funding costs would provide a meaningful reference for 
various purposes (e.g. valuation, derivatives). Given that the transaction volume of the underlying 
markets is sufficient and a concentration on a few market participants is avoided. In addition retail should 
be excluded. We feel that this rate could be a “near risk-free rate”, hence providing meaningful reference 
for valuation purposes.  
 
 
Question 2.2: Please describe the contracts and types of valuations to which you would 
potentially apply the rate. Are there types of financial contracts for which it would provide a 
suitable reference? Are there other types for which it would not provide a meaningful 
reference? 

We assume that such a new rate would be used as a replacement for the existing EONIA yet being more 
robust. A possible product range might cover the benchmark for OIS, derivative contracts, current 
accounts, other money market instruments, open repos, short term loans and valuation purposes.  
 
 
Question 3.1: Do you agree that the borrowing costs of banks in their transactions with 
financial institutions, including banks, provide a good basis for the computation of a 
meaningful interest rate aimed at measuring banks’ cost of funding? 

We generally support the idea of using transactions with financial institutions as a base for the 
computation. Yet, we are concerned that those transactions might not be sufficient in number. Therefore, 
we suggest to further analyze the subject at stake. 
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Question 3.2: Do you agree that transactions with counterparties such as general government 
or non-financial corporations are in general not a suitable component of an interest rate based 
on arm’s length transactions? 

We believe that it will be rather difficult to find a perfect definition of ‘arm’s length transactions’. It would 
be helpful to create a regulatory framework as to what ‘arm's length’ exactly means. Governments and 
central banks may be generally seen as clients. Every now and then, there are special relationships that 
can influence price levels. Therefore, the customer base should be as large as possible. We believe that 
the exclusion of transactions with the general government or non-financial corporations might be 
misleading since the rate would not reflect the whole funding costs of banks.  
 
Question 3.3: In relation to the above question, do you consider it useful to apply a size 
threshold above which transactions with non-financial corporations can be considered as arm’s 
length transactions and as not being influenced by specific factors, and that it would be 
worthwhile further investigating their use as an input to the new interest rate? 

We think that the mentioned procedure could be very difficult to implement. Banks may have diverse 
objectives and goals (e.g. balance sheet growth, funding diversification policies) which may lead to 
different price levels. Thus, we recommend using all transactions that fall within the scope of the 
framework mentioned in 3.2 to determine a reference rate. It is important to analyze all senior unsecured 
counterparts in order to develop a good reference rate.  
 
Question 4.1: Would you agree that money market deposits are the only instruments on which 
the new rate should be based? 

Not necessarily, we recommend including all unsecured funding activities that are applicable such as call 
accounts, ON-deposits or ON-securitized issues.  
 
Question 4.2: If you consider that other segments of the unsecured money market should be 
covered, which should these be and why? 

In general it would be not appropriate to combine secured and unsecured products, but it should be 
considered that there is the chance to use repo rates (e.g. FED or Swiss market) or short term securities 
e.g. CPs and CDs. Other products such as call money may need to be checked. The aforementioned short 
term securities represent in many banks a substantial part of the short term funding strategy and, 
therefore, may be included in the calculation of the new rate. 
 
Question 5.1: In the case of publication at 09:00 CET in the morning of the following day, how 
would this publication timing impact the usage of the published rate? 

A next day publication will have multiple impacts on processes; especially middle and backoffice will be 
affected (for a substitution of the existing benchmark EONIA). We presume generally for the publication 
of the new rate: The sooner the better. However, this rate does reflect the end of day valuation. If the 
publishing is only possible at t+1, the recommended publishing time range spans from 7 am to 11 am. 
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We think that it is important to use the underlying of the MMSR report which is available at 6.30 am on 
working days. 
 
Question 5.2: If the published rate were to be required earlier than 09:00 CET, at what time 
would it be required and for which purposes? 

 see 5.1 
 
Question 5.3: What is the latest publication time, after which the interest rate would lose its 
value from the perspective of users? Could you explain in more detail for which usage(s) and 
why? 

 see 5.1 
 
Question 6: Are there other high-level features or issues which should be taken into account 
and have not been sufficiently covered by the previous questions? 

In general, the new rate has to be accepted by a broad range of market participants. The transition into a 
new benchmark should be coordinated well between all market participants. Otherwise, the reference rate 
will not be used as a benchmark. 
 
Furthermore, we would like to know if there are already ideas as to how different term rates (e.g. 1M, 
3M, 6M, 12M) can be developed on the basis the new ECB rate. This coincides with the question whether 
the new rate (plus spread) can be a substitute for EURIBOR.  
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