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Abstract 

Interest rate benchmarks are important for the functioning of financial markets and for the transmission of 

monetary policy. Financial markets are largely based on such indices as a reference in financial contracts. The 

absence of benchmarks could trigger financial market disruptions, with a possible significant negative impact on the 

transmission of monetary policy decisions of the European Central Bank and on the Eurosystem's ability to contribute 

to the smooth implementation of policies promoted by the competent authorities in terms of financial system stability. 

On September 21, 2017, the Governing Board of the European Central Bank announced its decision to develop a new 

euro rate, based on data available from the Eurosystem, which complements the benchmarks produced by the private 

sector and serves as a reserve effect. 
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1. Introduction  

 

The use of reference rates based on the interest rate is quite important at the level of the entire 

economic system, because credit institutions use these indices when they lend to clients natural 

persons or different economic organizations. Therefore, these indices play an essential role in the 

entire financial and banking system and implicitly in the economy as a whole. At the same time, 

benchmark interest rates (benchmark indices) are a necessary basis for all types of financial 

contracts, such as mortgages, account overdrafts and other more complex financial transactions, 

such as the issue of variable interest rate securities, options, forward contracts and swaps. These 

indices are calculated by an independent body, and most often reflect the cost of borrowing on 

different markets. 

It is important that interest rate benchmarks are calculated in a transparent manner and are 

easily accessible to the public. If a contract is based on a reliable benchmark, the agreed interest 

rate for that contract cannot be influenced by any of the parties involved in the contract, and at the 

same time represents a guarantee that the value of the contract remains unbiased and 

unquestionable. 

Interest rate benchmarks are important for the functioning of financial markets and for the 

transmission of monetary policy: 

- financial markets are largely based on such benchmarks. 

- these benchmarks are the basis of the daily evaluation of a series of financial instruments 
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- the transmission of monetary policy starts with the change of the benchmark indices on the 

money markets, in response to the changes in the interest rates of the European Central Bank 

(ECB). 

The absence of these rates can cause disruption to the financial markets, with a negative 

impact on the transmission of the ECB's monetary policy decisions and on the Eurosystem's ability 

to contribute to the smooth implementation of the policies promoted in order to ensure the stability 

of the financial system. 

 

2. Benchmarked indices used in the euro area 

 

      EURIBOR (Euro Interbank Offered Rate) is a reference interest rate used on the euro money 

market for unsecured transactions. This index is calculated for several maturities (one week, one 

month, three months, six months and twelve months) and is administered by the European Money 

Markets Institute (EMMI). 

According to the EU Benchmark Regulation (BMR), EURIBOR is the rate at which banks 

in the European Union and the European Free Trade Association (EFTA) could obtain funds on the 

unsecured segment of the interbank market. For the calculation of EURIBOR, the contributions of a 

large group of banks [6] are used, which are active participants in the euro money market divided 

into three categories: banks in EU countries participating in the euro, banks in EU countries not 

participating in the euro, banks large international countries outside the EU, but with important 

operations in the euro area. 

Euribor was first published on December 30, 1998. In previous years, there were a lot of 

country-specific internal reference rates. This index is based on agreements between many 

European banks. It is determined primarily by supply and demand. However, there are some 

external factors that influence this index, such as economic growth and inflation [7]. Euribor rates 

are considered the most important reference rates in the European money market. 

In September 2017, the European Central Bank (ECB), the Financial Services and Markets 

Authority (FSMA), the European Securities and Markets Authority (ESMA) and the European 

Commission established the Euro Risk Free Working Group. The task of this group was to identify 

and recommend alternative tariffs without euro risks, because on June 28, 2017, the European 

Commission added EONIA to the list of critical criteria, and from January 1, 2020 could no longer 

be used for new contracts. 

As an administrator of the short-term interest rate on euro operations, the European Central 

Bank must define the underlying element represented by the short-term interest rate on euro 

operations, establish the short-term interest rate methodology on euro operations, takes care of the 

governance of the process of establishing the short-term interest rate on euro operations, including 

the control framework and the internal oversight function, as well as the procedures for resolving 

complaints and auditing, publishing, reviewing and republishing the interest rate on short term for 

euro transactions. 

Also in this direction, the European Central Bank has the task of ensuring that: 

- that the process of establishing the short-term interest rate on euro operations is operating 

efficiently and reliably, 

- any matter that is under the control of the European Central Bank and which adversely 

affects or may adversely affect the process of establishing the short-term interest rate on euro 

transactions and its proper functioning is quickly resolved; 

- issues, policies and procedures relating to the short-term interest rate on euro transactions 

and the process of establishing the short-term interest rate on euro transactions are published; 
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- the short-term interest rate system for euro transactions, user requirements, quality control 

and system architecture are adequate, adapted to the purpose and updated correctly and properly; 

- Expert opinions on the use of statistical input information are not used to establish the 

short-term interest rate on euro transactions except in accordance with clear guidelines set out in 

the short-term interest rate methodology for euro operations or operational procedures. [5] 

Thus, the new €STR (Euro Short-Term Rate) index, which is the overnight reference 

interest rate for euro transactions, has been established. In order to make the transition from 

EONIA to the new index easier, the European Money Markets Institute has recommended that by 

January 3, 2022, EONIA (Euro OverNight Index Average) will be calculated as €STR plus a spread 

of 8.5 basis points, in order to give the market enough time for the transition to €STR. 

For the first time on October 2, 2019, the European Central Bank published the value of the 

new benchmark, €STR. This index is designed to reflect the amount a bank must pay when it 

borrows overnight loans from various financial counterparties (banks, money market funds, 

investment funds or pension funds and other financial actors, including central banks), without 

providing collateral ("unsecured loans"). The scope of the new index is broader than that of EONIA 

(it only concerns transactions between banks). For the calculation of €STR, the European Central 

Bank B uses more data provided by a larger number of institutions. This larger sphere protects 

against manipulation and contributes to ensuring that €STR reliably reflects the price at which the 

funds are borrowed under the entire euro area. 

The similarities and differences between Eonia and €STR are presented in table no. 1. 

 

Table no.1 

EONIA €STR 

- was based on overnight transactions 

denominated in euro 

- it is based on overnight transactions 

denominated in euro 

- was an index administered by the private 

sector through the European Money Markets 

Institute 

- it is managed by the European Central Bank 

- is based on the voluntary data provided by 28 

banks - taking into account a single data 

contribution per bank 

- it is built on the basis of daily data 

transmitted by banks in accordance with the 

law 

- represented an average of the data provided 

by banks 

- relies more on individual transactions 

- take into account interest on overnight 

lending transactions 

- is based on overnight deposit transactions 

 

The calendar for the new benchmark is presented below [3]: 
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Source: ECB 

 

The new index €STR is calculated based on the unsecured interbank loans contracted daily 

between institutions. This calculation methodology involves the following steps [8]: 

- The European Central Bank collects information every day, about loans over € 1 M 

granted by 52 institutions in the EURO area; 

- transactions are then classified according to the interest rate increase, and those with the 

same interest rate are aggregated; 

- 25% of transactions with the lowest interest rates and 25% with the highest interest rates 

are eliminated from the calculation; 

- The rest of transactions, representing 50% are used to calculate a weighted average. 

From this calculation, the European Central Bank establishes €STR. 

The following graph shows the evolution of financing costs on the European interbank 

market between January 2017 and March 2020. 

 

 
Figure 1. Reference indices 

Source: ECB 

-0,6

-0,5

-0,4

-0,3

-0,2

-0,1

0

ESTR Eonia Euribor 1M Euribor 3M Euribor 6M Euribor 12M

48



 
Annals of the „Constantin Brâncuşi” University of Târgu Jiu, Economy Series, Issue 2/2020 

 

 

„ACADEMICA BRÂNCUŞI” PUBLISHER, ISSN 2344  – 3685/ISSN-L 1844 - 7007 

 

 

 

The new benchmark index is slightly increasing, from the moment of its introduction, from 

the value of -0.55 in October 2019 to -0.53 in March 2020. This increase of the new index €STR, is 

due to the higher volume of loans. in euros of financial corporations. The evolution of the EONIA 

index had a constant trend between January 2017 - August 2019, with an average of - 0.36%, after 

which in August 2019 - until October 2019 it registered a sharp decrease from -0.36% the - 0.46%. 

In the following period, until March 2020, the index had a value of lowering cough to -0.45%. 

The EURIBOR benchmark (at different maturities) recorded the sharpest decline (as can be 

seen in Figure 1) between August 2019 and October 2020. 

 

 
       Figure 2 Volume / day (EUR millions)                     Figure 3 Daily average volume 
Source: ECB 

 

In figures 2 and 3 we can see a trend of increasing overnight loans in euro of financial 

corporations in the last period. If we analyze the daily average of these loans (Figure 3), there was 

an increase in March compared to February with 10577.65 million Euros. The same trend was 

recorded in April, when the average value increased from 42347.5 million euros (March) to 

53,992.4 million euros (April-average for the first five days). The growth trend is also observed in 

Figure 2. The highest value of the loans was registered on 06.04.2020, when the volume reached 

59270 million euros.  

 

Conclusions 

Interest rate benchmarks - also known as reference rates or just benchmark rates - are 

regularly updated interest rates that are publicly accessible. They are a useful basis for all kinds of 

financial contracts, such as mortgages, bank overdrafts and other more complex financial 

transactions. 

The reform of the reference rates in the euro area for adaptation to the new regulations, 

promoted by the European Central Bank together with other authorities, materialized on October 2, 

when, the ECB began to publish a new overnight rate, €STR. 

The ECB, together with other European authorities, has led to a reform of Euribor and 

Eonia in order to increase their transparency and to adapt to European standards and 

recommendations of international organizations. 

Thus, a working group of European authorities and financial institutions was set up to 

identify alternative reference rates for Euribor and Eonia, which will be used in a wide range of 

euro area financial instruments and contracts. 
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The reforms have determined that the introduction of the new STR € index will become the 

new lending reference rate overnight. 

€STR was designed to reflect how much a bank should pay when borrowing money 

overnight from various financial counterparties without providing collateral. 
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