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SOFR Academy, Inc. 
525 Broome Street, Level 2 
New York, NY 10013 USA  
Telephone +1 855 236 6106 
Website www.sofr.org 
Email info@sofr.org 

December 16, 2024 
 
Via electronic email 
 
Suzanne P. Clark 
President and CEO 
U.S. Chamber of Commerce 
1615 H Street, NW 
Washington, D.C. 20062 
 

 
Implementation of IOSCO-aligned credit spread reference benchmarks for SOFR which 

promote Banks’ ability to provide credit and support U.S. economic activity  
 
 
Dear President Clark, 
 
We greatly value the U.S. Chamber of Commerce’s (USCC) leadership in representing the interests 
of businesses of all sizes across the United States. Your steadfast commitment to fostering 
economic growth, innovation, and fair market practices aligns closely with SOFR Academy’s 
mission to enhance transparency, efficiency, and stability in financial markets. 
 
I am the CEO of SOFR Academy, Inc.1 (SOFR Academy), a U.S-based economic education and 
market information provider. Over the past several years, we have worked to address a critical 
need raised by U.S. regional banks and broader market participants: the development of credit-
sensitive benchmark supplements to complement the Secured Overnight Financing Rate (SOFR). 
These benchmarks are designed to better align with credit market realities, enabling businesses 
and financial institutions to manage risk and liquidity more effectively. 
 

 
1 The Firm’s panel of advisors includes former U.S. Treasury Secretary Lawrence H. Summers and academics 
from Harvard University, Tsinghua University, the University of California Berkeley, New York University, the 
University of Oxford and London Business School, as well as experienced financial services professionals. 
SOFR Academy is a member of the American Economic Association (AEA), the Loan Syndications and Trading 
Association (LSTA), the International Swaps and Derivatives Association (ISDA), the Bankers Association for 
Finance and Trade (BAFT) which is a wholly owned subsidiary of the American Bankers Association (ABA), the 
U.S. Chamber of Commerce (USCC) and the Bretton Woods Committee (BWC). SOFR Academy’s backers 
include 8VC founded by Joe Lonsdale, and former Goldman Sachs partner Robert Litterman who developed 
the Black–Litterman model together with Fischer Black in 1990. The Firm maintains an academic culture. For 
more information, please visit www.sofr.org.  

http://www.sofr.org/
http://www.sofr.org/
mailto:info@sofr.org
https://www.8vc.com/
http://www.sofr.org/
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I write in connection with a September 2019 letter2 from a collection of ten U.S. Regional banks 
requesting the development of a credit sensitive supplement for the Secured Overnight Financing 
Rate (SOFR). These banks stated that a supplement for SOFR would enable them to avoid 
mismatches between their assets and liabilities in times of stress and promote their ability to 
provide credit to American businesses and communities, in both good economic times and periods 
of market turmoil. This statement has been validated through independent research using Federal 
Reserve data.3  
 
In response, our firm has invested more than 3.5 years to develop, refine and launch the USD 
Across-the-Curve Credit Spread Index (AXI) and its extension the USD Financial Conditions Credit 
Spread Index (FXI) to satisfy this request.  
 
AXI is a fully transaction-based measure of the recent cost of wholesale unsecured debt funding for 
publicly listed US bank holding companies and commercial banks. It is the weighted average of 
credit spreads for unsecured debt instruments with maturities ranging from overnight to five years, 
with weights that reflect both transaction and issuance volumes. The primary underlying input data 
source is obtained from the Financial Industry Regulatory Authority’s Trade Reporting and 
Compliance Engine which is a mandatory post-trade transparency requirement. This long-term 
bond component is complemented by the short-term component using data from the Depository 
Trust & Clearing Corporation. No transactions from private markets or unregulated proprietary 
exchanges / platforms are used. FXI is constructed through the same methodology as AXI, however 
the scope is widened to include non-bank financial issuers and US corporate debt. AXI and FXI are 
generally highly correlated.  
 
AXI and FXI are based on work by leading banking and finance academics from the Stanford 
Graduate School of Business and the Australian National University.4 Instead of seeking to 
incrementally improve upon LIBOR, this academic team elected to break the problem down into 
core truths and fundamentally redesign a credit sensitive element from first principles based on 
their deep understanding of credit markets and the evolution of large bank funding composition. In 
doing so, they designed something unique.5 None of the concerns expressed by regulators in 
connection with other credit sensitive proposals apply to AXI or FXI, and the introduction of these 
new credit spreads will not impact SOFR market liquidity.  
 
AXI and FXI are calculated, published and administered by Invesco Indexing LLC, an independent 
index provider owned by global asset management firm Invesco Ltd. The group is legally, 
technologically, and physically separate from other business units of Invesco, including the various 

 
2 This letter is available at the NY Fed website and is also included in the appendix for convenience. 
3 Bank Funding Risk, Reference Rates, and Credit Supply by Harry R. Cooperman, Darrell Duffie, Stephan 
Luck, Zachry Z. Wang, and Yilin Yang NBER Working Paper No. 30907 February 2023, revised December 2023 
4 Antje Berndt, Darrell Duffie, and Yichao Zhu, "Across-the-Curve Credit Spread Indices," Financial Markets, 
Institutions and Instruments, Volume 32 (2023), pages 115-130. 
5 In 2013-2014, Duffie Chaired the Market Participants Group, charged by the Financial Stability Board with 
recommending reforms to Libor, Euribor, and other interest-rate benchmarks. Duffie has no affiliation with 
SOFR Academy. 

http://www.sofr.org/
https://www.newyorkfed.org/medialibrary/media/newsevents/events/markets/2020/credit-sensitivity-letters.pdf
https://www.nber.org/papers/w30907
https://onlinelibrary.wiley.com/doi/10.1111/fmii.12172
https://www.fsb.org/uploads/r_140722b.pdf
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global investment centers. AXI and FXI are calculated and published each business day at 
approximately 9AM ET, using the prior day’s transaction data.  
 
The indices are accessible via Bloomberg (tickers: AXIIUNS & FXIXUNS) and LSEG Data & Analytics 
(RICs: .IIAXI & .IIFXI). There are a wide range of informational resources available, for example the 
AXI & FXI Brochure and links within.6 
 
IBM Promontory,7 previously known as Promontory Financial Group, was engaged to perform an 
independent limited assurance review of AXI and FXI’s degree of implementation of relevant 
International Organization of Securities Commissions (IOSCO) Principles for Financial Benchmarks 
(Principles). IBM Promontory is a leading consulting firm operating at the intersection of strategy, 
risk management, technology, and regulation. Their review considered IOSCO’s messages and 
findings from September 2021 and July 2023, as well as potential “inverted pyramid” risk. As 
previously confirmed in a public statement, neither AXI nor FXI were included in the scope of 
IOSCO’s July 2023 review. IBM Promontory concluded that relevant Principles are fully 
implemented for AXI and FXI. In addition to IBM Promontory’s dedicated review, the Benchmark 
Administrator completed independent assurance reviews against IOSCO Principles, conducted by 
PricewaterhouseCoopers LLP in 2022, 2023 and 2024. AXI and FXI are published and administered 
in compliance with the IOSCO Principles. 
 
We have invested multiple years in moving from concept to operational reality, taking into account 
valuable input from various stakeholders. Indeed, our approach has included extensive 
consultation and engagement with industry associations, market participants and public sector 
representatives. It is critical that these banks, which are at the heart of many communities, have 
the capacity to continue lending to American businesses through times of stress.  
 
The introduction of AXI and FXI offers significant benefits to USCC members, by providing robust 
tools for managing interest rate and credit risk in today’s dynamic economic environment, and by 
safeguarding the provision of credit which will support economic activity. The introduction of AXI 
and FXI will also help ensure American banks are competing on a level playing field with bank 
counterparts in jurisdictions such as China and Europe, which continue to enjoy the benefits of a 
credit sensitive element.  
 
We anticipate that in early 2025, a multilateral industry discussion will be hosted by a 
representative of the law firm Sullivan & Cromwell LLP, who was also a participant in the Credit 
Sensitivity Group Workshops convened by the Federal Reserve Bank of New York, where the 
concepts of AXI and FXI were first introduced.8 The purpose of this discussion is to foster a shared 
understanding among market participants regarding the application of AXI and FXI in U.S. 
commercial lending and derivatives markets, as well as to address any market infrastructure 
considerations. We expect representatives from certain relevant U.S. official sector agencies to 
observe this discussion. 

 
6 AXI & FXI Brochure is available here and the User’s Guide to AXI & FXI is available here. 
7 https://www.ibm.com/case-studies/sofr  
8 https://www.newyorkfed.org/newsevents/events/markets/2020/0225-2020  

http://www.sofr.org/
https://sofracademy.com/wp-content/uploads/2024/11/AXI-FXI-Brochure-November-2024_PUBLISHED.pdf
https://sofracademy.com/wp-content/uploads/2024/11/A-Users-Guide-to-AXI-and-FXI-NOVEMBER-2024_PUBLISHED.pdf
https://www.ibm.com/case-studies/sofr
https://www.newyorkfed.org/newsevents/events/markets/2020/0225-2020
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The thoughtful and measured development and introduction of AXI and FXI into U.S. commercial 
lending markets will make the banking system and, in turn, the U.S. economy more resilient during 
times of economic stress.  
 
We would welcome the opportunity to present AXI and FXI to the U.S. Chamber of Commerce or to 
collaborate on educational initiatives that explore their application in supporting American 
businesses and fostering economic growth.  
 
Thank you for your attention to this important topic. 
 
With sincere regards, 
 
 
 
 
 
_______________________ 
 
Marcus A. Burnett 
CEO, SOFR Academy, Inc. 
marcus@sofr.org    

http://www.sofr.org/
mailto:marcus@sofr.org


September 23, 2019 

  
 

Via Electronic Mail 
 

Dear Vice Chairman Quarles, Comptroller Otting, and Chair McWilliams: 
 

We are regional banking organizations that primarily focus on providing traditional retail and 
commercial banking products and services.  Our institutions are significant providers of loans to 
Main Street and the real economy.  Our traditional retail and commercial bank business models 
focus on the banking and financial services needs of American consumers, small and mid-size 

businesses, and state and municipal governments.  
 
We wholeheartedly support the efforts of the official sector and the Alternative Reference Rates 
Committee to facilitate an orderly transition away from the London Interbank Offered Rate 

(LIBOR) to the Secured Overnight Financing Rate (SOFR).  We believe SOFR can and should 
be the liquid reference rate for the significant majority of derivatives and debt products that 
currently reference LIBOR.   
 

However, we believe that SOFR, on a stand-alone basis, is not well suited to be a benchmark for 
lending products and have concerns that this transition will adversely affect credit availability.  
LIBOR reflects unsecured inter-bank borrowing rates and accordingly contains a credit risk 
premium.  During periods of economic stress, credit spreads on bank debt and other wholesale 

bank borrowings tend to increase, raising banks’ cost of funds.  Historically, during these 
periods, the spreads between LIBOR and other risk-free short-term borrowing rates widened 
reflecting a higher credit risk premium demanded by debt investors.  Because bank loans are 
benchmarked to LIBOR, bank lending and borrowing rates moved in concert with each other. 

 
SOFR is a credit risk-free benchmark reflecting rates on overnight borrowings secured by U.S. 
Treasury securities.  During times of economic stress, SOFR (unlike LIBOR) will likely decrease 
disproportionately relative to other market rates as investors seek the safe haven of U.S. Treasury 

securities.  In that event, the return on banks’ SOFR-linked loans would decline, while banks’ 
unhedged cost of funds would increase, thus creating a significant mismatch between bank assets 

The Honorable Randal K. Quarles  
Vice Chairman of Supervision 
Board of Governors of the Federal Reserve 

System 
20th Street and Constitution Avenue, NW 
Washington DC, 20551 
 

The Honorable Joseph Otting  
Comptroller of the Currency  
Office of the Comptroller of the Currency  

400 7th Street, SW  
Washington, D.C. 20219 
 

The Honorable Jelena McWilliams 
Chair 
Federal Deposit Insurance Corporation 
550 17th Street, NW 

Washington, D.C. 20552 
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(loans) and liabilities (borrowings).  Moreover, banks’ SOFR-linked lending commitments to 
their commercial customers will likely exacerbate this mismatch.  Specifically, borrowers may 
find the availability of low cost credit in the form of SOFR-linked credit lines committed prior to 

the market stress very attractive and borrowers may draw-down those lines to “hoard” liquidity.   
 
The natural consequence of these forces will either be a reduction in the willingness of lenders to 
provide credit in a SOFR-only environment, particularly during periods of economic stress, 

and/or an increase in credit pricing through the cycle.  In a SOFR-only environment, lenders may 
reduce lending even in a stable economic environment, because of the inherent uncertainty 
regarding how to appropriately price lines of credit committed in stable times that might be 
drawn during times of economic stress.  Moreover, in economically stressed times, these forces 

could increase pro-cyclicality, put pressure on lenders’ liquidity, and generally exacerbate stress 
in the economy. 
 
We believe a sensible and practical way to address these risks is to create a SOFR-based lending 

framework that includes a credit risk premium.1  That framework could consist of a dynamic 
spread that reflects changes in banks’ cost of funds over forward-looking term periods and is 
added on a periodic basis to SOFR-based rates.  With more closely aligned borrowing and 
lending rates, banks will be more willing and able to extend credit during both good times and 

bad.  Including credit sensitivity as part of the framework is the most straight forward approach 
to achieve this alignment, as it enjoys the benefits of using SOFR as a robust underlying rate and 
does not require complex hedging strategies which are ill-suited for smaller Main Street lenders 
and community banks with less complex balance sheets. 

 
We believe this lending benchmark framework is practical and achievable.  The vast majority of 
borrowers are already familiar with this approach to rates in the lending markets as many loans 
currently are tied to credit sensitive benchmarks like LIBOR, the prime rate, and COFI (cost of 

funds index).  We also note that in addition to those rates, multiple other rates (e.g., CMT 
(constant maturity treasury rate) and MTA (monthly treasury average)) are used in lending 
markets, and that rate types in lending markets are diverse.  Accordingly, participants in those 
markets do not have an expectation that interest rate frameworks will be monolithic (e.g., 

participants do not expect a SOFR-only environment). 2   In addition, availability of a credit 
sensitive rate element would facilitate and likely accelerate the orderly transition from LIBOR 
given broad market acceptance of credit sensitive rates.   
 

We want to make you aware of our support for SOFR and our desire to explore inclusion of a 
credit sensitive rate element in the lending markets as a supplement to SOFR.  We seek your 
support in creating a private market participant industry working group, which would include the 
active participation of the Federal Reserve and other official sector participants, to determine 

                                                             
1 Duffie/Stein discuss importance of credit sensitive benchmark: 

Duffie, Darrell and Stein, Jeremy C. (2015), “Reforming LIBOR and Other Financial Market Benchmarks”, Journal of Economic 

Perspectives, Volume 29, Number 2, Spring 2015, pp. 191-212. https://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.29.2.191 
2Conclusion that monolithic credit-risk free rate structures fail to address all market needs and further noting possibility that credit-sensitive 
rates will co-exist with credit-risk free rates in a post-LIBOR world: 

Schrimpf, Andreas and Sushko, Vladyslav (2019), “Beyond LIBOR: a primer on the new reference rates”, BIS Quarterly Review, 

March 2019, pp 29-52. https://www.bis.org/publ/qtrpdf/r_qt1903e.pdf 
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how best to do this.  We believe inclusion of a credit risk premium is essential to addressing the 
concerns outlined above and will make the banking system and, in turn, the U.S. economy more 
resilient during times of economic stress and facilitate the transition of lending markets from 

LIBOR. 

Sincerely, 

R. Christopher Marshall Thomas A. Feil 
Executive Vice President and Treasurer Senior Vice President, Treasurer 

BBVA USA Bancshares, Inc. Capital One Financial Corporation 
Phone: 205-297-3169 Phone: 703-720-3169 
chris.marshall@bbva.com tom.feil@capitalone.com 

David C. Lindenauer  James J. Herzog 
Treasurer, Executive Vice President   Executive Vice President and Treasurer 
Citizens Bank  Comerica Incorporated 
Phone: 617-994-7269   Phone: 214-462-6793 

david.c.lindenauer@citizensbank.com jjherzog@comerica.com 

James C. Leonard Scott Warman 
Executive Vice President, Treasurer Executive Vice President and Corporate Treasurer 

Fifth Third Bancorp  M&T Bank Corporation 
Phone: 513-534-0715  Phone: 716-842-5813 
james.leonard@53.com swarman@mtb.com 

John C. Trohan Randall C. King 
Managing Director, Treasurer Executive Vice President, Treasurer 
MUFG Americas Holdings Corporation The PNC Financial Services Group, Inc. 
Phone: 415-765-4233  Phone: 412-762-2594 

john.trohan@unionbank.com  randall.king@pnc.com 

M. Deron Smithy Matthew Tyler 
Executive Vice President, Treasurer Corporate Treasurer 

Regions Financial Corporation Zions Bancorporation, National Association 
Phone: 205-326-7832 Phone: 801-844-7832  
deron.smithy@regions.com matthew.tyler@zionsbank.com 
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