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based. The three administrators have 

been asked to address this issue as 
soon as possible. The work will 
continue, reforms are ongoing, and 

there will be another implementation 
review mid-2015 before IOSCO 

reports its findings to the FSP’s Official 
Steering Group by Q4 2015. Mr Eroglu 
said the second pillar of IOSCO’s work 

is the implementation review of the FX 
benchmark, in respect to the WM/
Reuters 4.p.m London Closing Spot 

Rate. The findings, which were 
published in September as part of the 

FSB’s FX Report, revealed that some 
of the principles still need to be 
addressed by WM. The third pillar is 

IOSCO’s review of other benchmarks 
(other than the three IBORs and FX) 

across different asset classes. IOSCO 
h a s c o m m i t t e d t o m a k e a n 

implementation review within 18 
months of publication of the principles, 
is liaising with the administrators and 

intends to publish its findings by end 
January 2015. !

!
!

Alp Eroglu!
Advisor, IOSCO!
(moderator)!

In his opening remarks Mr Eroglu 
indicated the size of this topic by 
pointing out that the total notional 

outstanding amount of contracts 
referenced to Euribor, Libor and Tibor 

is more than 400 trillion dollars, or 
more than 20 times the European 
GDP. He gave a brief update of the 

global benchmarks reform, starting 
with IOSCO’s main work streams on 
benchmarks. He said that one area 

where substantial challenges are 
faced is Pr inc ip le 7, on data 

sufficiency, which determines to what 
extent a benchmark can be transaction!
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Luděk Niedermayer !
Member of the European 
Parliament, Shadow Rapporteur 
on indices used as benchmarks in 
financial instruments and financial 
contracts!
!
Mr Niedermayer admitted that there 
is a problem with the main financial 
benchmarks, and that it was a shock 

to discover they were not robust and 
were easy to manipulate. He pointed 

o u t  t h a t  t h e f o c u s i s  o n 
administrators and contributors, but 
users should definitely be included 

too. His personal opinion about the 
IOSCO work is that if the G20 
commissioned and endorsed this 

work, then the EU should work with 
the results; it should be a point of 

departure: “We can deviate, but we!

need a good reason for any deviation.” 
This also relates to the third-country 
regime. Mr Niedermayer would like to 

see better, not more, regulation of 
benchmarks. The inappropriate use of 

benchmarks i s unaccep tab le , 
regardless of whether the benchmarks 
are good or bad, and everyone needs 

to use the benchmarks more 
intelligently. He believes that in Europe 
we shouldn’t look at the national 

markets but should consider “one roof 
rather than 27 or more different roofs.” 

He commented that it’s better to do a 
little bit less for everyone, than to do a 
little bit more in one country than in 

others. Finally he pointed out that we 
need to promote the market function.!
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María Teresa Fábregas 
Fernández !
Head of Unit G3 – Securities Markets, 
DG MARKT, European Commission !

Ms Fábregas Fernández said there is 
a clear need to restore integrity in 
benchmarks, enhance robustness and 

reliability, facilitate the detection of 
manipulation, and clarify supervisory 

responsibilities. The Commission 
decided to put forward a proposal in 
line with the IOSCO principles in order 

to regulate this area and restore 
confidence in the financial markets. It 
has a wide scope, covering not just 

financial but also commodity markets. 
She highlighted the six areas of this 

proposal, most of which are in line with!

the IOSCO principles. The first four!
are to improve governance and 
controls over the benchmark process; 

to improve the quality of the input data 
a n d m e t h o d o l o g i e s u s e d b y 

b e n c h m a r k s ; t o e n s u r e t h a t 
contributors to benchmarks provide!
adequate data and are subject to 

controls; and to ensure adequate 
pro tec t ion for consumers and 
investors. The fifth area relates to 

supervision and viability of critical 
benchmarks, which differs from the 

IOSCO principles. The final area is the 
third-country regime. The ultimate goal 
of these six areas of the Commission’s 

proposal is to restore confidence in 
benchmarks. !

!
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Pierre Davis !
Associate General Counsel, 
McGraw Hill Financial !

Many benchmarks already have a high 
level of transparency, said Mr Davis, 
giving S&P 500, and Platts Brent 

Crude Oil Assessment as examples. 
As to whether there should be any 

restrictions on the use of benchmarks, 
he remarked tha t the marke t 
determines the use of an index and 

whether that index becomes a 
benchmark, adding that while investor 
protection is an important regulatory 

prerogative, financial regulators should 
exercise caution in determining 

whether benchmarks are fit for specific 
investment purposes. Mr Davis!

supports the view that benchmarks 
s h o u l d b e i n d e p e n d e n t , t h a t 
benchmark administrators should have 

robust governance policies and 
procedures, and that investors should 

understand what a given benchmark is 
meant to measure. He then asked how 
third-country benchmarks should be 

treated, and noted that IOSCO has 
developed a globally consistent, 
p ropo r t i ona te f r amework t ha t 

differentiates appropriately between 
financial benchmarks and commodities 

benchmarks. Other jurisdictions have 
expressed support for IOSCO’s 
approach, while other jurisdictions that 

are putting measures in place are 
taking a differentiated, risk-based 

approach. His view is that benchmarks 
provided by third-country providers 
should meet a globally consistent set 

of standards. Requiring more formal 
equivalence regimes risks regulatory 

uncertainty and potential migration.!
!
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Alain Dubois !
Managing Director and Head of New 
Business and Product Development, 
MSCI!
!

Mr Dubois started by pointing out that 
indexing and benchmarking are 
among the most important financial 

innovations of the last 50 years, as is 
s h o w n f o r  e x a m p l e b y t h e 

development of the ETF business. 
They have led to greater efficiency of 
the investment management process. 

This would not have happened without 
independent index providers. He 
talked through the typical financial 

data ecosystem, starting from the 
stock exchange to data aggregator, 

benchmark research, asset managers 
and final investors. Key to this working!

is intellectual property; if the weight of 
this is reduced, it will be more difficult 
to have independent index providers 

which will lead to vertical integration, 
and in particular self-indexing. This is 

a combination of the asset manager 
and the benchmark provider. But this 
is prone to conflict of interest, because 

benchmarking is mostly evaluating the 
p e r f o r m a n c e o f  t h e  a s s e t 
management. Mr Dubois finds it 

remarkable that self-indexing was not 
mentioned in the initial document of 

the Commission’s proposal concerning 
benchmark regulation. He considers 
that this is an important issue as it 

leads to a major conflict of interest. 
Also, in some amended versions of the 

European benchmark regulation, the 
asset managers would be exempted, 
but he thinks that there should be a 

level playing field with everyone facing 
the same constraints. !

!
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John Ewan!
Head of Fixings Business 
Development, Thomson Reuters !
!

“It is clearly important to ensure that 
market par t ic ipants are us ing 
appropriate benchmarks,” said Mr 

Ewan, “and the first step is to 
understand who is using what 

benchmarks for what purposes and 
what the size of interest is.” He 
recognises that this is a major 

challenge, particularly for benchmarks 
used in the OTC space. It is difficult to 
judge what is a major benchmark if 

your criteria are based purely on 
assets under management. There is 

a lso no t necessar i l y a d i rec t 
correlation between the amount of 
assets marked against a given !

benchmark and the inherent risk 
carried by that benchmark. His second 
point was the restriction of the use of 

benchmarks. He said there are very 
valid questions around ensuring fit for 

purpose of benchmarks and how a 
regulator deals with benchmarks from 
a third-country. In Mr Ewan’s opinion, 

the best place to start is the IOSCO 
principles. Markets are global, and 
while there are niche benchmarks, 

benchmarks are often global. “If you 
restrict the use of third-country 

benchmarks you fragment liquidity, 
raise barriers to entry, inhibit price 
discovery, and create an enormous 

amount of duplication.” His final point 
was that it is not the case that a 

benchmark is inherently more reliable 
if it is based on transactions than 
expert opinion developed in a well 

governed framework. !
!
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Dr Hartmut Graf!
CEO, STOXX!
!
“Why are indices so important?” asked 
Dr Graf. His answer is that they enable 
consumers to efficiently save for 

retirement; they are the basis for a fast 
growing area in financial services; they 

ensure efficient capital deployment; 
a n d t h e y o f f e r u n p a r a l l e l e d 
transparency. “So why should indices 

be regulated?” he continued, pointing 
out that there are indices with inherent 
conflicts of interests, and that there 

h a v e b e e n m i s c o n d u c t a n d 
manipulations in the marketplace. 

Trust and confidence in the entire 
benchmark industry was harmed by 
those incidents, and it is in the interest 

of neutral index providers like STOXX!

to regain the confidence of users and 
consumers by putting indices with 
inherent conflicts of interests under 

increased oversight. However, Dr Graf 
pointed out that there are significant 

differences in the degree of discretion, 
the quality of data and potential 
conflicts of interest throughout the 

Benchmark Industry, which should be 
acknowledged in the Regulation. To 
avoid double-regulation and unhelpful 

burden, indices based on regulated 
data should for example be only 

regulated in a reduced way. To ensure 
a targeted Regulation addressing 
specifically areas prone to misconduct, 

critical benchmarks should only be 
panel-based contributor benchmarks 

like the IBORS. Dr Graf also remarked 
that indexing was on a global playing 
field, and that it would lead to 

d i s t o r t i o n s t o i m p o s e h i g h e r 
requirements in one part of the world 

deviating from the internationally 
agreed IOSCO Principles. Dr Graf 

further highlighted that neutral index 
providers were serving the financial!
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markets well and invested in highly 
q u a l i fi e d s t a f f a n d t e c h n i c a l 
infrastructure to do so – to maintain 

this valuable service, it was important 
to acknowledge existent IP rights. His 

view is to have a calibrated approach 
to index regulation, without changing 
the functioning global competition, nor 

functioning business models. !
!

Panel discussion

 
There was a question from the floor 
about the role of the public sector in 
the important transition from IBOR to 

IBOR+ as this is not addressed in the 
regulation. Mr Eroglu agreed that this!

was one of the issues mentioned in 
the FSB report, but said that work is 
still ongoing about data sufficiency, 

and that currently there is no 
agreement among the regulators on 

this issue.  !
Another question focused on the 
mandatory con t r ibu t ion power 

introduced in the proposal. !
Ms Fábregas Fernández replied that 
the Commission proposal is drafted in !

a way to introduce this power only for 
critical benchmarks and as a last 

resort power. Mr Niedermayer added 
that mandatory contributions might 
lead to a banker stopping providing 

data if he believes he is unable to 
provide good data. !
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The third-country regime came up in 
multiple questions and comments. Ms 
Fábregas Fernández agrees that this 

is a key issue but acknowledges the 
necessity to have a third-country 

reg ime, o therwise not a l l the 
benchmarks used in the EU will 
comply with the same requirements. 

Mr Ewan agreed that proportionality 
and equivalence are big, difficult 
problems which have not yet been 

cracked, and urged everyone involved 
to keep the discussion going until we 

do have answers to these major 
problems. As to how to implement 
proportionality, Mr Dubois said any 

scope that creates an uneven or 
unsafe playing field should be avoided. 

Mr Davis said that the EC proposal is!

covering all benchmarks and then 
designating some as critical. But he 
thinks it is difficult to decide what will 

be a critical benchmark, so is not 
convinced that this approach will work 

in practice. Dr Graf added that we are 
talking about a very complex and 
diverse industry, and suggests that a 

good way forward is that instead of 
coming up with a regulation that is as 
broad as possible, the focus should be !

on a narrower regulation but making 
sure that it is a very good one.!
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regulations on benchmarks, and in 
particular for the one the Commission 
proposed a couple of years ago. But 

Mr Valiante pointed out that they are 
just principles, which have to be 

defined in detail in order to be 
implemented at national level, which is 
where discussions are at the moment. 

A particular issue is what kind of 
information is required to make these 
benchmarks transparent and minimise 

the risk that opaque price formation 
mechanisms can affect the stability of 

markets. Mr Valiante sees three 
important areas: governance and 
control over the benchmarks; a code 

of conduct; and the methodologies on 
input collection and processing.!

!
!

Diego Valiante!
Head of Capital Markets 
Research, ECMI !
(moderator)!

Moderator Mr Val iante opened 
proceedings by emphasising the 
importance of commodity benchmarks 

as a mechanism of pricing in liquid 
markets. The benchmarks can be of 

different natures: they can be based 
on market data, executed transactions, 
and voluntary submissions, which 

means that additional processing is 
often required. Regulation can align 
the incentives in this process, and 

IOSCO started discussions some 
years ago to introduce some principles 

for price-reporting agencies; this has 
become the ‘benchmark’ for other!
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Jonás Fernández Alvarez !
Member of the European 
Parliament, Shadow Rapporteur on 
Indices used as benchmarks in 
financial instruments and financial 
contracts !

Mr Alvarez welcomes the proposal of 
the European Commission and is 
c o n fi d e n t t h a t t h e E u r o p e a n 

Parliament can solve the problems 
which have been identified. He 

highlighted some of the aspects that 
need to be discussed. His first point 
addressed the scope of the proposal 

and the various categories involved. It 
proposes a division between critical 
benchmarks and the rest, but in his 

view a quantitative limitation creates 
several problems and opens the door!

to possible financial instabil i ty. 
Secondly, further discussion on the 
proport ional i ty of regulat ion is 

necessary, for each of the benchmarks 
by category. This also includes 

d i s c u s s i o n o n n o n - fi n a n c i a l 
benchmarks. Third, data needs to be 
disclosed to the supervisor to facilitate 

any investigation process. Fourth, the 
proposal creates additional account 
supervision, and Mr Alvarez thinks the 

final text should clarify the competence 
framework between Member States 

and the Union. His final point was that 
the proposal presents a problem 
regarding third-country jurisdiction. He 

shares the concern of the industry and 
hopes that an agreement can be 

reached on the basis of independent 
accreditation following the IOSCO 
principles. He stressed the need for a 

simple and transparent regulation to 
reduce financial volatility without 

substant ia l addi t ional cost for 
consumers. !
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Martina Tambucci!
Senior Officer, Markets Division, 
CONSOB and Chairman of the 
Council’s Working Group on 
Benchmarks !

Ms Tambucci clearly described the 
tension between on the one hand not 
allowing anything as a contribution but 

transaction data, and on the other 
hand establishing a hierarchy that 

favours the best quality data in 
combination with measures designed 
to ensure probity. She sees that the 

European Commission has adopted 
the second approach, to be consistent 
with international developments. In her 

view, this approach should be 
regarded as a good starting point, 

particularly as it promises to be less!

d i s rup t i ve f o r t he commod i t y 
benchmarks industry. Within her 
organisation, Ms Tambucci is very 

much committed to detect what are the 
peculiarities of commodity benchmarks 

that render a differentiation of the 
requirements useful, while identifying 
the major differences between the two 

sets of principles set forth by the PRA 
and IOSCO. She hopes to be able to 
rely on one or the other set of 

principles – or possibly a combination 
of the two – in order to target the most 

appropriate discipline that could be 
applicable in the end to all commodity 
benchmarks.!
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Dave Ernsberger!
Global Editorial Director for Oil, Platts !
!

Mr Ernsberger considers that physical 
energy and other commodity markets 
are wholly different to anonymous 

financial markets. Many commodities 
are heterogeneous in their quality and 

uses; lack the uniformity of financial 
instruments; are global in data and 
adoption; and do not observe national 

or regional boundaries. He thinks the 
IOSCO Principles for Oil PRAs 
recognise the unique characteristics of 

commodity markets, the voluntary 
nature of price reporting and the role 

of judgment in observing physical 
marke ts . Mr E rnsbe rge r t hen 
d iscussed the s ign ifican t and 

unintended consequences of the!

European Commission proposal on 
benchmark regulation. He thinks that 
the requirement for sources to sign 

legally binding codes of conduct 
means market participants will be 

deterred from voluntary contributions 
to price formation. This will be 
particularly true for market participants 

that operate outside the EU but that 
currently contribute to EU-based 
b e n c h m a r k s . S m a l l e r m a r k e t 

participants will not have the structures 
or be able to handle the costs that will 

c o m e w i t h  d a t a  s u b m i t t e r 
requirements, undermining the 
objective of having broad market 

participation in price formation. Finally, 
third-country provisions are not aligned 

with IOSCO’s PRA principles and 
could create trade barriers and harm 
European energy firms.!

!
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Ronald Backers!
Business Intelligence Liquid Bulk, Port 
of Rotterdam  !
!

Mr Backers explained why being a 
price benchmark location is part of the 
success of the Port of Rotterdam. It’s 

one of the four pillars in what is called 
the Rotterdam Fuels Hub & Chemical 

Cluster. The cluster is a world-scale 
hub for liquid bulk, with production in 
five refineries, 45 chemical plants, four 

palm oil refineries and six biofuels 
plants; and refinery and commercial 
storage totalling 31 million m3. Trade 

i s c a r r i e d o u t b y m a j o r a n d 
independent traders, and the port is a 

price benchmark for oil products, 
vegetable oils, chemicals and biofuels:!

Platts, Argus, ICE, ICIS etc. The 
Rotterdam Refining System has a 
capacity of 2.5 million barrels per day, 

and produces over 100 million tons of 
fuels and feedstocks for chemical 

production. Barge traffic is over 50 
million tons of oil products and 
chemicals, while pipeline transport 

exceeds 15 million tons of oil products. 
Mr Backers said that investments in 
nautical infrastructure over the last ten 

years have exceeded 200 million Euro. !
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Julie Winkler!
Senior Managing Director, Research 
and Product Development, CME 
Group !
!
”Regarding commodity benchmarks 
r e g u l a t i o n a n d t h e n e e d f o r 
proportionate regulation, we must 

avoid a one-size-fits-all approach to 
financial and commodity benchmarks,” 

said Ms Winkler. She also remarked 
that disincentives to contribute should 
be avoided, because over-prescriptive 

regulation may deter submitters. The 
broadest possible participation of data 
contributors is to be encouraged so 

that commodity benchmarks remain 
robust and reliable. Moreover, the 

scope shou ld be appropr ia te . 
Exemptions are necessary for data 
produced by third-country authorities!

such as central banks, statistical 
authorities, etc.; and for regulated data 
including daily and final futures 

settlement prices produced by CCPs 
and exchanges. Ms Winkler addressed 

a number of cross-border challenges. 
One o f these is in ternat iona l 
cooperation and consensus, as cross-

border regulatory coherence is crucial 
for global commodity markets. As to 
the EU equivalence approach, she 

remarked that reaching equivalence 
and mutual recognition decisions has 

been challenging even when two 
comparable legal frameworks exist 
(i.e. Dodd-Frank and EMIR); there are 

no comparable legislative frameworks 
for benchmarks in other jurisdictions. 

Finally, Ms Winkler touched on the 
topic of deference to international 
standards, and said that IOSCO 

standards for financial and oil markets 
are in place and provide robust 

f rameworks for assess ing the 
“equivalence” of compliant third-

country regimes. !
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Panel discussion

 There The first question from the floor 
concerned the code of conduct 
i n t r o d u c e d i n t h e E u r o p e a n 

Commission’s proposal. Ms Tambucci 
said that the use of the code of 

conduct has been introduced to 
require behaviours from contributors 
who in most cases are not supervised. 

This is particularly the case with 
commodity benchmarks. She pointed 
out that this is not a new concept; it’s 

been used successfully in other pieces 
of legislation. It is to address the risk 

that contributors might pull back from 
some benchmarks in Europe to 
contribute to other benchmarks, say in!

Russia or China, which do not comply 
with the IOSCO principles. Mr 
Ernsberger said that companies from 

Russia, China, India, Japan etc. are 
trading in Europe today, and there’s 

nothing inherently wrong in that, 
because these are global markets with 
global disciplines. Mr Backers added 

that the Port of Rotterdam is frequently 
visited by companies from Korea or 
China who are very interested in how 

price benchmarks work. Another 
delegate asked the panel if they are 

satisfied with the way the proposal is 
developing in the European Council. 
Mr Alvarez certainly hopes that the!
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___________________________________________________________

commit tee wi l l reach a broad 
agreement to pass this regulation and 
believes that it will improve the 

stability, safety, liquidity and efficiency 
of the financial market. Ms Winkler 

sees the main challenge is to address 
third-country provision in the light of 
dealing with both global market 

part ic ipants and global market 
operators. She also brought up the!

issue of proximity and hedging 
capacity. Mr Ernsberger remarked that 
improvements have been made, but!

there are still areas of concern. He 
added that there are vast amounts of 

market data available, but that it is 
important that whatever steps are 
taken by the European Commission, it 

is essential that these markets are not 
disrupted and the data destroyed.!

Sponsored by:!
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