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SOFR VS. CREDIT-SENSITIVE RATES
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While the market has presumed that SOFR would be the heir apparent for LIBOR, given the 
endorsement of SOFR by regulatory bodies and the ARRC, this presumption has been called into 
question in recent months as lenders explore alternative indices.

1. WHY ARE LENDERS HESITANT TO USE SOFR?

Lenders would understandably prefer an index that mirrors their cost of funding and are concerned that SOFR 
will not be suitable, particular in times of market turmoil. SOFR is derived from overnight U.S. Treasury repo 
transactions, which are secured; thus, SOFR lacks a credit element, as compared with LIBOR, which is based on 
unsecured bank financings and therefore is sensitive to credit.  This was evident at the onset of COVID, when  
LIBOR remained considerably elevated above SOFR for a prolonged period.

2. WHAT OTHER INDICES WOULD THEY  
CONSIDER USING?

There are several credit-sensitive indices that have emerged as potential alternatives to SOFR. The two that seem 
to be gaining the most attention are the Bloomberg Short-Term Bank Yield Index (BSBY) and AMERIBOR. They are 
both based on actual transactions between banks and so contain a credit element and would be expected to more 
closely mimic banks’ costs of funding. Larger multinational banks tend to be advocating for BSBY and regional 
banks tend to prefer AMERIBOR.

There have been some actions in the market that signal an acceptance of these rates.  Bank of America recently 
issued $1 billion of 6-month Floating Rate Notes (FRNs) indexed to BSBY.  Also, ISDA has recently modified its 
definitions to accommodate AMERIBOR and BSBY.

Other indices in the credit-sensitive rates conversation are the ICE Bank Yield Index (BYI), IHS Markit dynamic  
credit spread, Tradeweb/IBA constant maturity Treasuy (CT) rate, and Across-the-Curve Spread Index (AXI).
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4. WHAT ARE THE POTENTIAL IMPLICATIONS OF SOFR NOT 
BEING THE SOLE INDEX?

On one hand, having multiple benchmarks could give both lenders and borrowers choices. However, these choices 
will come with increased complexity of having to compare alternatives and have multiple indices across their portfolio. 

In addition, the market has already been concerned about the timing of liquidity building in the SOFR derivative 
markets to rival LIBOR. By spreading out origination volume over several indexes, it will have an adverse impact on 
derivative liquidity in any one index.

3. ARE REGULATORS SUPPORTIVE OF THESE CREDIT  
SENSITIVE INDICES?

While ARRC has not ruled out credit-sensitive alternatives, it has not endorsed them either. Given the criteria the 
ARRC used in selecting SOFR, it is reasonable to conclude that these other indices will give regulators pause. Most 
notably, the underlying volume of transactions for these indices is small relative to the markets underlying SOFR 
and could be even smaller in times of crisis when funding transactions tend to diminish sharply.
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For now, the discussion of alternative credit sensitive indices to replace LIBOR is speculative. We will continue to  
provide updates and guidance as this transition unfolds.  

As always, please reach out to your CBRE or Chatham contacts with questions  
or for more information.

http://www.cbre.us/real-estate-services/investor/debt-and-structured-finance
https://www.chathamfinancial.com/

