CASE: The LIBOR Scandal: Is It Ok
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The LIBOR is the rate at which major London banks report that they are

to borrow. This rate then serves as the benchmark at which interest rates
are set for countless other loans, ranging from credit cards to mortgages and
interbank loans. It also acts as a measure of market confidence in the bank; if a
bank must pay a higher rate to borrow than others do, then markets must have

less confidence in the institution’s financial strength.

The LIBOR is established in a surprisingly simple manner. Each morning
at 11 a.m. London time, members of the British Bankers Association (BBA)

report to the financial reporting firm of Thomson Reuters the rates at which
they would expect to pay for loans from other banks. Discarding the high-
est and lowest quartiles, Thomson Reuters then calculates a daily average,
which becomes the daily LIBOR benchmark. Within an hour, Thomson Re-
uters publicizes this average worldwide, along with all of the individual
rates reported to them. This benchmark is then used to settle short-term in-
terest rates as well as futures and options contracts. By one estimate, the
LIBOR is used to set interest rates for global financial transactions worth
more than $500 trillion. The individual rates also provide an indirect mea-
sure of the financial health of each reporting institution—the lower their
rates, the stronger their financial position.

Evidence shows that as early as 2007, before the major financial collapse
of Lehman Brothers and the economic meltdown that followed, regulators in
both the United States and the United Kingdom were aware of allegations that
Barclays was underreporting their rates. In the early days of the 7008 financial
collapse, the Wall Street Journal published a series of articles questioning the in-
tegrity of LIBOR reporting and suggested that banks were intentionally misre-
porting rates to strengthen public perception of their financial health. Timothy
Geithner, U.S. Secretary of Treasury under President Obama, acknowledged
that in 2008 when he was chairman of the New York Federal Reserve Bank, 111{3
;gcgzirrf;\:ectl thtf‘tt British regulatqrs change the process for sefting the Lg\gré
[in 2008] o f¥h: : liUt.hS‘ Congress in July 2012, Geithner said “We Wf;z incen-
tive to underre A s thakthe way this was designed created not ]115t

port, but also the opportunity to underreport.”
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idence also showed that Barclays employees were ;
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“ ing on the rate, would commuplcate directly with their Barclays banking
" contacts and request that certain rates be reported. The tope of their com.
" munication demonstrates the familiarity that existed between thege Parties:
 Dude. I owe you big time! . .. I'm Opening a bottle of Bollinger,” wrote one
~ trader to his Barclays contact.

| “Pls set 3m libor as high as possible today,”
. wrote another, Yet another, “Dude, what's Up with ur guys . . fix this . . fe]]
- himto get it up!

yee told investigators that “We did stick our head above
_ the parapet last year, got it shot off, and put it back down again. So, to the
extent that, um, the Libors have been understated, are we guilty of being part
- of the pack? You could say we are. ... Um, so I would, I would sort of express
~ Usmaybe as not clean clean, but clean in principle.” Ina conversation betw z‘g}
' asenior executive at Barclays’ and a representative of th(? British ban11<m§ o
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DISCUSSION QUESTIONS

1. What ethical issues are involved in this case?

2. Who are the stakeholders in this case? Who would be hurt by rate fixing?

3. What responsibilities did senior executives at Barclays have to pre-

- vent fraud in circumstances that, in Timothy Geithner’s words, “cre-
ated not just the incentive to underreport, but also the opportunity to
underreport”? | }

4. If the LIBOR scandal is as widespread as ongoing investigations suggest,
are there ethical issues involved in this case that are different from those
that would be involved if only Barclays was guilty? What are they?

5. Who is responsible for the ethical integrity of such institutional gra'gh(;elz
as the LIBOR? Is anyone at fault for this fraud other than the individu
involved in reporting false information? o



