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Integrity of Financial Benchmarks

Dr Kay Swinburne !
Member of the European 
Parliament!
Dr Sw inbu rne cons ide r s t ha t 
transparency and openness are key to 
restoring confidence in the integrity of 

benchmarks. During her presentation 
she was not afraid to use the word 

“scandal” to describe practices that 
she considers completely and utterly 
unacceptable to people in the 

marketplace and to those observing 
from outside. !
She is particularly concerned about 

the issues facing the wider public due 
to (for example) the LIBOR scandal, !

Panel 1: Restoring the confidence in 
financial benchmarks

 

such as an influence on their 
mortgages. The general public may 
not understand the details, she said, 

but they understand enough to be 
worried and have a lack of confidence 

in the entire world of financial services. 
She is also concerned about the 
message being conveyed by certain 

institutions who are choosing not to 
share specific information because of 
potential liability issues. !

Dr Swinburne commented that 
benchmarks need to be global and not 

regional or EU-based. She postulated 
that the G20 might need to take a lead 
on ensuring a broader approach to 

benchmarking.!
Finally she urged participants to work 

with politicians and the Commission to 
craf t the draf t legis lat ion into 
something that works well for the 

market , the indus t ry, and fo r 
consumers.!

________________________
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Philip Tod!
Deputy Head of Unit G3 - 
Securities Markets, DG MARKT, 
European Commission !

Mr Tod summarised the goals of the 
Commission’s draft legislation to 
restore confidence in benchmarks as 

ensuring that benchmarks are not 
subject to manipulation but are robust, 

reliable, representative, and fit for 
purpose.!
The proposal, Mr Tod remarked, is 

broad in scope but proportionate. It 
aims to ensure that benchmark 
administrators are authorised and 

subject to ongoing supervision, while!

also including provision for critical 
benchmarks which will be subject to 
European supervision. The proposal 

requires governance, notably to 
address conflicts of interest which 

have to be identified and managed. 
And it includes requirements for input 
data based on the IOSCO principles. !

Mr Tod went on to mention the 
potential benefits of the proposal. 
These include robust, accurate and 

reliable benchmarks that are free from 
manipulation. It will protect investors 

and ensure the efficient allocation of 
capital . I t wi l l help to restore 
confidence in benchmarks, while 

transparency will ensure that investors 
can make informed choices about 

benchmarks. The single market will be 
enhanced by creating a common 
framework for benchmarks across 

Member States. Mr Tod expects that 
the Commission proposal could be 

adopted before the end of the current 
Parliamentary mandate. !
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Pierre Davis	  	  	  
Associate General Counsel, 
McGraw Hill Financial!

Mr Davis expressed the great interest 
of McGraw Hill Financial in the 
European Commission’s proposal and 

sees cont inual engagement in 
dialogue in all aspects of the process 

as vital.!
He believes that robust benchmarks 
should be reflective of a real market 

and should have underlying principles 
governing how the benchmarks are 
produced. Moreover, he agrees with 

IOSCO that benchmark providers 
should be able to demonstrate proper 

governance and controls in managing!

the i r p rocesses. However, he 
remarked that two of McGraw Hill 
Financial’s core businesses – Platts 

and S&P Dow Jones Indices – do 
have issues about the EC proposal as 

currently drafted. These relate to the 
submitter’s code of conduct, the third 
coun t ry reg ime , some o f t he 

transparency provisions, the real-time 
disclosure of data, and Intellectual 
Property concerns. Mr Davis also 

mentioned some practical concerns, 
particularly surrounding transparency. 

His view is that these should all be 
considered carefully.!
He presented an alternative solution 

that fixes the problem that exists and 
which leaves open the possibility to 

add other types of benchmarks as 
necessary and for other purposes, in 
accordance with the IOSCO approach, 

but without binding third country 
equivalence. He considers this a more 

proportionate response and one that is 
more sensible than imposing a LIBOR 

mechanism on the whole range of 
benchmarks.!
!
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Alain Dubois  !
Managing Director and Head of 
New Business and Product 
Development, MSCI!

I n d e x i n g i s a b o u t p r o v i d i n g 
transparency and cost efficiency to 
markets, stated Mr Dubois. However, 

he pointed out that all indices are not 
equal. Quality indices require strong 

governance, independent research, 
consistent methodologies, and 
continual innovation supported by 

quality of execution. !
Mr Dubois described how the index 
business is a data business, and the 

Intellectual Property of this data is key. !

He remarked that some of the points 
of the EU draft regulation infringe 
directly on Intellectual Property rights. 

He considers that the proposal has 
been made with LIBOR in mind, but 

LIBOR-type indices are different from 
ma ins t r eam i nd i ces . He a l so 
questioned why Article 3 should 

include the definition of benchmarks 
as information used to measure the 
performance of investment funds.!

He also considers that reducing the 
scope as in Article 5(1) for “qualifying 

benchmarks” is fine but should not 
create an uneven playing field 
amongst players – and should not 

restrict certain players. He also 
presented some Intellectual Property 

issues with Article 16, where potential 
effects need to be carefully assessed 
– such as the massive development of 

self-indexing. !

________________________
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Susanne van Dootingh !
Managing Director, Head of 
Regulatory Strategy, State 
Street Global Advisors!

Ms van Dootingh explained that it is 
critical to realise that asset managers 
acting on behalf of their clients have 

every incentive to perform proper due 
diligence on the benchmarks they use, 

and would only select benchmarks for 
their funds that they believe are high 
quality. She defined a high quality 

benchmark as one that is rules-based 
and transparent, and where the 
benchmark provider is open to an 

ongoing debate with the users of those 
benchmarks. !

In other words, explained Ms Van 
Dootingh, there is strong self-
regu la to ry p ressure fo r asse t 

managers to make sure that they only 
use benchmarks of high quality. 

Furthermore, the outcome of an 
investment strategy is strongly linked 
to the quality of the benchmarks that 

are chosen for that strategy. !
So while Ms Van Dootingh clearly 
understands the public outrage over 

the recent scandals and understands 
the pressure that politicians are under 

to come up with a strong regulatory 
framework for benchmarks, she 
questions its current scope and its 

added value.!
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Alp Eroglu !
Advisor, IOSCO!
(moderator)!

Mr Eroglu gave a brief overview of the 
work conducted by IOSCO in the wake 
of the LIBOR scandal. This involved 

constituting a board level task force 
composed of chairmen of securities/

regulations companies from around 
the globe. From a long list of 
benchmarks and indices provided by 

IOSCO members a short list was 
created. IOSCO decided on a broad 
scope with a two-tier system of 

principles which to some extent has 
been followed by the European 

Commission. The first level contained!

high-level principles applicable to 
global benchmarks and indices. The 
second leve l wen t i n to more 

granular i ty to address specific 
concerns and conflicts of interest. 

IOSCO published 19 overarching 
global benchmarking principles which 
have been endorsed by the G20.  

They deal with three main issues 
surrounding benchmarks: submission 
issues and vulnerabilities; content and 

transparency of methodologies; and 
conflicts of interest. Mr Eroglu 

explained that in the IOSCO final 
report greater flexibility was introduced 
and greater emphasis placed on 

proportionality. He also stated that 
there is no perfect single set of 

principles which will apply across all 
types of benchmarks and indices.  !
!

________________________
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Panel debate:

 How can the scope of the EC proposal 
be reduced in a way that would not 
lead to over-regulation was the 

question answered by Ms van 
Dootingh, who commented that the 

recent amendments to the proposal list 
five categories of administrator. This, 
she considers, provides a well 

thought-out framework that allows 
flexibility should later developments 
justify changes in scope. The issue of 

the equivalence requirement in the EC 
proposal arose in two questions. Ms 

van Dootingh said she was not aware!

of a priority in the US to develop a 
regulatory framework in any shape 
that could be deemed equivalent to the 

EU regulation. Mr Tod’s viewpoint was 
that it is unwise to pre-judge the 

position the Commission will take on 
this issue, especially as the text has 
not been finalised. He drew attention 

to the fact that the proposal specifically 
refers to the IOSCO principles, and 
explained that a third country has to 

h a v e a l e g a l f r a m e w o r k a n d 
supervisory practices in place to 

ensure compliance with the IOSCO !



Memorandum
Integrity of Financial Benchmarks

Principles. One member of the 
audience asked how it would be 
possible to get a benchmark regulation 

that works for everyone. Mr Eroglu 
agreed that this is a real challenge, 

saying that there is no perfect solution, 
which is why IOSCO developed a two-
tier system to ensure granularity to 

address specific concerns.!
Mr Davis deeply respects the work 
done by IOSCO and the Commission 

to get a solution that is not a one size!

difficult to apply to different types of 
benchmarks. Mr Tod disagreed, saying 
that the EC proposal is broad and 

includes a number of ways in which 
proportionality can be ensured. !

These include annexes focusing on 
different types of benchmarks, and 
specific provision for benchmarks 

using regulated data.!

fits all, although he considers that the!
current proposal has been drafted 
“through a LIBOR lens” which makes it 	   ________________________
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Panel 2: Transparency and governance 
of benchmarks

 

Dr Diego Valiante !
Head of Research, ECMI!
(moderator)!

Dr Valiante opened by stating that 
benchmarks are not merely necessary 
but essential. This is because they 

involve the collection of information 
that enables pricing levels of particular 

products to be set correctly. The 
issues that have arisen concern the 
role of the administrator in dealing with 

what Dr Valiante calls opportunistic 
Behaviour. One reason for this!

opportunistic behaviour is that some 
benchmarks have a high number of 
subm iss i ons wh i ch make t he 

benchmark very valuable. So there is 
an intrinsic conflict of interest in the 

administration of benchmarks that 
opens the door to potent ia l ly 
opportunistic behaviour. The second 

reason is the pricing power of the 
submitters, some of whom have a very 
high share of the market. Dr Valiante 

remarked that the EC’s proposal 
should be read in conjunction with 

other types of initiatives. It has to strike 
a balance between supervisory 
powers and regulatory tools. He sees 

in the proposal fairly strong regulatory 
tools which go beyond supervisory 

powers. These tools are important so 
that users can be controlled for the 
use of unauthorised benchmarks. This 

goes well beyond the control of the 
administrator because it controls how 

users use benchmarks. This is one of 
the important elements of the 

proposal.!
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Ola Ajadi !
Head of Market Conduct and 
Infrastructure, Financial 
Services Group!

The IOSCO principles formed the 
o p e n i n g t o p i c o f M r A j a d i ’ s 
presentation. He considers them as 

very good, based on a lot of research 
and consultation, highly flexible, and 

take into account the nuanced nature 
of the broad scope of benchmarks.!
He then went onto the issue of 

governance. Good governance is 
fundamental, he said, because it sets 
the foundation for a credible!

benchmark. Administrators have a 
duty to ensure that they have 
governance procedures in place in 

their organisation to ensure that the 
benchmark is credible, robust and 

flexible. Regarding conflicts of interest, 
when they exist – for example 
between the administrator and the 

contributor – Mr Ajadi considers they 
should be dealt with promptly through 
the correct procedures. !

He considers that an administrator 
should be held accountable and 

challenged for the benchmark, by 
users, regulators, and the market. He 
challenged those in the audience who 

are producing benchmarks to ask 
themselves: Is my benchmark robust? 

Am I doing everything possible to 
ensure my benchmark is credible?!
!

________________________
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Dan Tanz 	  
Vice President, Platts Editorial 
Group!
Mr Tanz focused on the importance of 
data to the generation, development 
a n d m a i n t e n a n c e o f s t r o n g 

benchmarks in the physical commodity 
m a r k e t s . H e r e m a r k e d t h a t 

benchmarks are not ordained by the 
maker or the publisher. They are 
determined by the marketplace, in a 

process of gradual acceptance and 
adoption for various purposes. !
He explained that it is important that a 

benchmark has a public and well 
defined specification that is assessed. !

The assessment methodology should 
cover how data is to be used in the 
assessment process and the data 

gathered should be verifiable, credible 
and fit for purpose. He explained that 

the process is fundamentally an 
analytical one in which analytical 
judgments are applied. !

Mr Tanz explained that a price is just a 
price; it has to prove itself and be 
tested. He then described some of the 

attributes of a commodity benchmark. 
These include an underlying market, 

adequate production volumes, the 
opportunity for open trade free of 
bottlenecks, and a good balance of 

buyers and sellers.!
Equally importantly, there should be a 

clear specification of what is being 
assessed, a transparent methodology 
that defines what is being assessed, 

and critically, adequate flow of data in 
the assessment process.!

________________________
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Stuart Sloan !
Executive Director, NYSE 
Euronext Rate Administration 
Limited!

As a representative of the new 
administrator of LIBOR, Mr Sloan is 
comfortable with the majority of 

proposa ls put forward by the 
Commission. He thinks that the onus 

placed on administrators makes 
sense, and that administrators need to 
a d h e r e t o t h e p r i n c i p l e s o f 

transparency and governance in order 
to ensure the users of those 
benchmarks can be trusted, and in the!

case of LIBOR that integrity can be 
returned. He sees the work of an 
administrator as a partnership 

between the administrator, the 
submitters and the regulator. Indeed 

he remarked that the submitters to 
LIBOR have taken the reforms to 
LIBOR very seriously and have 

inves ted cons iderab le money, 
developed appropriate technologies, 
and put processes and oversights in 

place themselves in order to be part of 
the process of returning integrity to 

LIBOR. Mr Sloan pointed out one area 
where the UK approach differs from 
the Commission’s. The latter proposes 

contributors to be subject to the 
oversight purely of the administrator 

through a formal code of conduct, 
whereas the UK approach is that 
administrators should be subject to 

regulat ion from the competent 
authority. Mr Sloan sees the value in a 

triangle of administrator, submitters 
and competent authority working 

together. !
!
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Sophia Dancygier !
Managing Director, Indices, 
Markit!

In regard to the EC proposal, Ms 
Dancygier considers that the broader 
the scope is, the better the final 

legislation will be because it would 
ensure a level playing field. She went 

on to address the nature of the global 
market and the fact that there are 
hardly any index providers today that 

serve a single corner of the market or 
a regional component of the market. 
This means, in her view, that the ability 

to implement benchmarks across 
countries is an extremely important 

capability for administrators to adhere !

to the IOSCO principles. Ms Dancygier 
focused on the appropriate use of data 
in order for an index provider to create 

and operate a benchmark or index. 
She remarked that the index or 

benchmark provider should be able to 
operate under three main principles. 
First, breadth of data. Secondly, the 

ability to continuously evolve the 
pricing methodology to address the 
underlying market structure. And 

thirdly, to implement in a wholly 
transparent manner.!

Regarding transparency of data, Ms 
Dancygier described three levels: the 
index methodology, the pricing 

methodology, and the publication of 
the underlying data. !

!
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Iain Coke !
Head of Financial Services 
Faculty, ICAEW!

Mr Coke presented a basic index/
benchmark control process. This 
involves a process of gathering data 

from transactions or other market 
information. This is then pulled 

together in a data extraction process. 
The data is then assessed under an 
overarching governance framework 

that supports the control of both the 
extraction of data and its assessment. 
A methodology underpins the whole 

process, which, said Mr Coke, is fairly !

consistent across benchmarks. He 
then talked about the need for 
assurance in this whole process and 

said that assurance depends on 
having something to report on, 

something to report against, and 
someone to report to. The level of 
assurance is also important to 

consider, with three possibilities being 
reasonable assurance, l imi ted 
a s s u r a n c e , o r a g r e e d u p o n 

procedures.!
Mr Coke rounded off by talking about 

how documentation can help the 
a s s u r a n c e p r o c e s s ,  b e f o r e 
summarising ICAEW’s guidance for 

assurance on benchmarks.!
!
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Panel debate:

 

The forum started with a lively 
discussion on how the sufficiency and 
accuracy of data can be ensured. Mr 

Tod remarked that the principle is that 
you don’t want to exclude the 

possibility for benchmarks to be based 
on anything other than transactions 
because there are some benchmarks 

for which there is sufficient transaction 
data to allow that benchmark to be 
based exclusively on transaction data. 

So he postulated that there needs to 
be a degree of flexibility to allow non-

transaction data to be used. When this 
is the case, he argued, it has to be 
verifiable, which can be done by !

extrapolations and demonstrable 
methods. A follow-up question touched 
on whether benchmark administrators 

are responsible for the quality of data. !
!

!
!
!

!
!
!

!
!

Mr Ajadi said that strong checks and 
balances have to be put in place to 
ensure the accuracy of data submitted 

to benchmarks. !
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Mr Sloan commented that insight can 
be obtained into whether a bank has 
followed its own processes and 

procedures for making a particular 
submission. This would involve taking 

in to accoun t a l l t he re levan t 
information involved in a transaction in 
the underlying market and in related 

markets; the administrator should be 
respons ib le fo r co l l a t i ng th i s 
information. He also commented that 

statistical tests need to be performed 
on submissions, and there should be!

the possibility to question individual 
submitters. This led to a comment 
from the audience on the role of the 

benchmark administrator. Mr Tanz said 
every administrator of a benchmark 

has to make himself or herself fully 
accountable and responsible. Dr 
Valiante remarked that this brings up 

the role of supervision and pointed out 
that one of the key elements of the EC 
proposal is to create a framework for 

increasing the supervisory powers of 
institutions. !


