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I. Why are benchmark rates important 

Interest rate benchmarks (also known as base 

interest rates) are regularly updated interest 

rates, calculated by an independent body and 

made publicly available to serve, among 

others, as useful basis for all kinds of financial 

contracts such as loan documentation, 

mortgages, collaterals, bank overdrafts, and 

other more complex financial transactions. 

Moreover, the European Central Bank ('ECB') 

relies on benchmarks when operationalising 

and monitoring its monetary policy. Base 

interest rates are therefore quite essential for 

the smooth functioning of the financial market 

and are widely used by banks and other 

market participants, playing a key role in the 

financial system, the banking system and the 

economy overall. 

 

 

 

Interest rate benchmarks most often reflect 

the cost of borrowing money in different 

markets. Alternatively they might reflect 

how much it costs banks to obtain funds 

from other sources, such as pension funds, 

insurance companies and money market 

funds. The currently most widely used 

European benchmark rates are the Euro 

Overnight Index Average (EONIA) and the 

Euro Interbank Offer Rate (EURIBOR). 

 
Given the economic importance of 

benchmark rates, it is critical to ensure 

their reliability by clear governance 

structures and transparent methodologies. 

European benchmark rates are undergoing 

significant reforms on the basis of the EU 

Benchmarks Regulation ('BMR'), which was 
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published in 2016 and came into force in 

January 2018. 

 
II. A new European benchmark rate 

developed by ECB 

In the context of reassessing the currently 

available European benchmark rates, ECB’s 

Governing Council has decided to develop a 

euro short-term rate ('€STR') reflecting the 

wholesale euro unsecured overnight 

borrowing costs of euro area banks based 

exclusively on transaction-by-transaction 

data. In other words,  €STR is designed to 

reflect how much a bank must pay when 

borrowing money overnight from various 

financial counterparties without providing 

collateral. The €STR is intended to 

complement and serve as a backstop to 

existing critical benchmark rates, such as 

EONIA. 

 
The main characteristics of the €STR are the 

following: 

• it will be administered by the ECB; 

• it will be built on the daily data 

submissions of the banks reporting in 

accordance with ECB’s money market 

statistical reporting (MMSR); 

• it will be calculated based entirely on 

actual individual transactions (rather 

than on a single contribution per bank as 

is the case with EONIA). 

 
The broader scope of the €STR compared to 

EONIA (which only takes into account 

trades between banks) is intended to 

respond to the developments of the 

wholesale market in recent years and 

provide for more reliability by protecting 

against manipulation and making the €STR 

a reflection of the price at which money is 

borrowed on an unsecured basis across the 

euro area. More specifically, the share of 

the interbank market in the wholesale 

market became smaller, while banks 

developed significant money market 

activity with other entities, such as money 

market funds, insurance companies and 

other financial corporations. As a result, all 

of these counterparties play an important 

role in the wholesale funding mix of banks 

and are therefore considered relevant for 

determining wholesale borrowing costs. 

 
III. Transitioning to a new interest 

benchmark rate 

Transition to €STR will deploy in two 

different phases: 

• The first change will take place in 

October. On 11 July 2019 ECB 

announced that it will start publishing 

the €STR as of 2 October 2019 

reflecting the trading activity of 1 

October 2019. The rate will be 

published at 08:00 CET on each 

TARGET2 business day. It will be 

published on the ECB’s website, via the 

ECB’s Market Information 

Dissemination (MID) platform and the 

ECB’s Statistical Data Warehouse. 

Moreover, following a 

recommendation provided by the 

working group on euro risk-free rates, 

the way EONIA is calculated will change 

as of 2 October. The EONIA 

methodology will be redefined as €STR 
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plus a spread, calculated by ECB as 

0.085% (8.5 basis points). Until the 

€STR is available, the ECB will publish 

figures referred to as the pre-€STR, 

which market participants can use to 

assess the suitability of the new rate.  

• The second step will focus on the 

phasing-out of EONIA. By 3 January 

2022, EONIA will no longer exist and all 

contracts referring to EONIA will need 

to be revisited. 

 

IV. Next steps for market participants 

Part of the working group's mandate was 

also to come up with a set of 

recommendations on the legal action for 

the transition from EONIA to the €STR.  

Following public consultation, the working 

group recommends that market 

participants implement a legal action plan 

in order to ensure smooth transition from 

EONIA to the €STR for both new and legacy 

contracts referencing EONIA. More 

specifically: 

• new contracts signed before October 

2019 may include clarification that the 

EONIA methodology is expected to 

change as of 2 October 2019 and that 

references in contracts to EONIA shall 

be understood to be references to 

EONIA as changed, unless otherwise 

agreed by the parties; 

• as from 2 October 2019, whenever 

feasible and appropriate, market 

participants should consider avoiding 

entering into any new contracts 

referencing EONIA, in particular new 

contracts maturing after 31 December 

2021; 

• in those cases where new contracts still 

reference EONIA and mature after 

December 2021 or fall within the scope 

of the EU Benchmarks Regulation 

(BMR), market participants should 

include robust fallback provisions; 

• for legacy contracts referencing EONIA 
and maturing after December 2021, 
market participants should consider 
replacing EONIA as a primary rate as 
soon as possible. Alternatively they 
should embed robust fallback clauses 
recession.   

 

 

 

 



5 
 
 

CONTACT 
 

For any further comment or query, do not hesitate to contact us: 
 

 

 

 
 
 
 
 

 
Main (Athens) Offices  
28, Dimitriou Soutsou str., 115 21, Athens, Greece, Tel: +30 210 8171500, Fax: +30 210 68 56 657/8  
Thessaloniki Branch  
17, Ethnikis Antistaseos str., 551 34, Thessaloniki, Greece, Τel: +302 2310 441552   

 

 
 
 
 
 
 
 
 
 
 
_______________________________________________________ 
 
Disclaimer: This newsletter contains general information only and is not intended to provide specific legal, or other professional advice or services, nor 

is it suitable for such professional advice, and should not be used as a basis for any decision or action that may affect you or your business. Before 

making any decision or taking any action that may affect you or your business, you should consult a qualified professional advisor. We remain at your 

disposal should you require any further information or clarification in this regard. 
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