
INFORMACIÓN
CONFIDENCIAL

Estado: En proceso / Versión final
Unidad Administrativa: 
Fecha de última actualización: 
Fecha de impresión (si aplica): 

Status: In Process
Administrative Unit: DGOBC
Date last updated: August 21st, 2023
Print date (if applicable): 

Publicada-Uso General

Información que ha sido publicada por el Banco de México

5th Meeting of the Working Subgroup on Derivative 
Instruments referenced to the ON TIIE Funding rate of the 
GTTR
August 21st 2023



Topics

1 International Transition

2

3 Next Steps in the Transition

Publicada-Uso General

Información que ha sido publicada por el Banco de México

2 Transition in Mexico



3Publicada-Uso General

Información que ha sido publicada por el Banco de México

At the international level, in order to facilitate the transition away from LIBOR rates in the derivatives market, some clearing
houses have proposed converting LIBOR-linked swaps contracts to OIS contracts linked to RFRs (Risk-Free Rates).

➢ For example, the Chicago Mercantile Exchange (CME) and the London Clearing House (LCH) have carried out
conversions of existing IBOR-linked swaps exposures to RFR-based OIS products.

➢ This approach provides market participants the assurance that both legacy and new contracts can be fungible,
promoting the development of RFRs.

International Experience Regarding the Change of References in the Swaps Market

1/ For more information, refer to: CHF, EUR, GBP and JPY LIBOR – Floating Rate Conversion Notice | LCH Group
2/ For more information, refer to: CME IBOR Conversion Process for CHF, JPY, and GBP Cleared Swaps (cmegroup.com) 
3/ The conversion took place on April 21, 2023, with a secondary conversion on July 3. For more information, refer to: CME Conversion for USD LIBOR Cleared Swaps (cmegroup.com) y Modification of Cleared Over-the-
Counter USD LIBOR Interest Rate Swap Products and Limitation of Acceptance for Clearing - Effective April 21, 2023 - CME Group
4/ The conversion took place on April 22, 2023, with a secondary conversion on May 20. For more information, refer to: LCH_USD_LIBOR_ConversionQuickGuide_A4_030123-04.pdf

December 3rd, 20211/ 2/

Conversions of Swiss 
franc and Japanese yen 
swaps at CME and LCH

December 17th, 20211/ 

2/

Conversion of British 
pound swaps at CME 

and LCH

April 22nd, 20234/

Conversion of US dollar 
swaps at LCH

April 21st, 20233/

Conversion of US dollar 
swaps at CME

https://www.lch.com/membership/ltd-membership/ltd-member-updates/chf-eur-gbp-and-jpy-libor-floating-rate-conversion
https://www.cmegroup.com/trading/interest-rates/files/cme-ibor-conversion-for-chf-jpy-and-gbp-cleared-swaps.pdf
https://www.cmegroup.com/trading/interest-rates/files/cme-conversion-for-usd-libor-cleared-swaps.pdf
https://www.cmegroup.com/notices/clearing/2023/03/Chadv23-103.html
https://www.lch.com/system/files/media_root/SwapClear/LCH_USD_LIBOR_ConversionQuickGuide_A4_030123-04.pdf
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MexDer swap conversion process
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MexDer swaps conversion proposal
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Characteristics of the ON TIIE Funding rate Swap
• The exchange of money flows from the comparison between:

 28-day fixed rate at which operations in the market are carried out; and the

 28-day compound of the ON TIIE Funding rate, published by Banco de Mexico.

Contract size: $100,000 
mexican pesos

Available nodes: 2 
coupons up to 390 

coupons
Ticker: 2F1 up to 390F1

Quotation unit: Fixed 
rate with up to 4 

decimals

Bid: One hundredth of 
a basis point (0.0001)

Settlement: cash
Trading hours: 7:30 
a.m. to 3:00 p.m.

Effective date: Two Business 
Days after the celebration 
date of the operation (t+2)

Variable rate for each coupon: The one resulting from the 
compounding of the ON TIIE Funding rates published by Banxico for 

the 28 days of the period comprising the Periodic Settlement



Comparison of TIIE 28 Swap vs. ON TIIE Funding rate Swap

Swap TIIE28 (NX1) IRS and FSS TIEF1D (NF1)

Underlying: TIIE28 × Underlying: Daily compound interest rate of
28 days

Effective date 1 business day after the date of 
Concertation × Effective date 2 business days after the date of

Concertation (or k days for the FSS)

Periodic settlement in t × Periodic settlement in t+2

Variable rate of the current coupon fixed 1 day 
before the effective date × Current variable coupon rate built with

TIEF1D daily observations

NA × Composition starts on current coupon’s
start date

NA × Rate composition on non-business days
(1+i(n/360))

Coupon size can increase due to
non-business days, and decrease the following ✓

Coupon size can increase due to non-business days, 
and decrease the following

Future variable coupons, built with
forward rates ✓

Future variable coupons, built with
forward rates
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Conversion Strategy

• Relevant transition dates
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4Q 2023 - 1Q 2024 
Listing of Swap and 
Forward Starting 
Swap (FSS) on the 
ON TIIE Funding 
TIIE rate

September 6, 
2024 (estimated 
date) First phase 
of legacy swap 
contracts 
conversion. 

December 31, 
2024 Last day to 
allow new 
operations 
referenced to TIIE 
28

January 2, 2025 
Second and last 
phase of legacy 
Swap contracts 
conversion

Operations administration period for contracts on TIIE 28 and ON TIIE 
Funding rate contracts



Replacement of Swaps on TIIE 28 traded before January 2025 by:

• 1 Short-Term Swap on TIIE 28

Includes the original swap coupons 
that set rate before January 1, 2025

• 1 Forward Starting Swap on ON
TIIE Funding rate + Spread*

It will include the remaining coupons 
of the original Swap not included in 
the short-term swap that sets rate 
before January 1, 2025 

• Cash flow

Due to the differential in the NPV of 
the original Swap vs. the conversion 
strategy
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Original TIIE 28 Swap

Short-Term TIIE 28 Swap

FSS on ON TIIE Funding rate

VPN + Cash flow
Jan 2nd 2025 
• Conversion date

Until Dec 31, 2024
• Last rate to set coupon of the 
short-term swap

Before 31 Jan, 2025
• The last coupon of the short-term
Swap expires 
• Effective date of the FSS on ON TIIE 
Funding rate

Considerations:
There will be no conversion for Swaps whose last coupon sets a rate before January 1, 2025.
*Estimated spread between TIIE 28 and the ON TIIE Funding rate, determined by BdM and will be the same
for all swaps.



Adjustment spread for the conversion process.
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As mentioned earlier, an adjustment spread based on the ISDA Fallback methodology is necessary to carry out the valuation
of contracts on the conversion day.

The adjustment spread is defined as the five years historical median (November 1st, 2017 – October 31st, 2022) of daily
differences between the 28-day TIIE and the 28-day compounded ON TIIE Funding rate in arrears with capitalization only on
business days (refer to Annex 1 for more details). 1/

Banco de México has performed this calculation, resulting in an adjustment spread of 23 basis points (bps). This spread can
be utilized by clearing houses to conduct the conversion process.

Calculation of fixed historical adjustment spread

Source: Banco de México.
1/ The time window is the same as that used to calculate the spread differential in the new methodology of the term TIIE rates.
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Transition progress: discussion topics

• The conversion of legacy contracts to OIS contracts linked to the ON TIIE Funding rate is fundamental to
facilitate the transition process and make it smoother and more robust. Therefore, if any questions
regarding the conversion process arise, it is important to contact the clearing houses or Banco de México in
order to solve them.

• On another topic, do you think that a futures contract that starts on monetary policy decision dates could
help develop the futures market linked to the ON TIIE Funding rate?
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• For a given publication date, the 28-day compounded ON TIIE Funding rate in arrears with capitalization only on business
days incorporates all published values of the ON TIIE Funding rate during the given publication day and the following 27
calendar days.

• The formula to calculate the 28-day compounded ON TIIE Funding rate in arrears with capitalization only on business days
is as follows:

28 − 𝑑𝑎𝑦 𝑐𝑜𝑚𝑝𝑜𝑢𝑛𝑑𝑒𝑑 𝑂𝑁 𝑇𝐼𝐼𝐸 𝐹𝑢𝑛𝑑𝑖𝑛𝑔 𝑟𝑎𝑡𝑒 = ෑ

𝑖=1

𝑑ℎ

1 +
𝑇𝐼𝐼𝐸𝐹𝑖 × 𝑑𝑖
36000

− 1 ×
36000

28
,

Where:
𝑇𝐼𝐼𝐸𝐹𝑖 = ON TIIE Funding rate published on day 𝑖 expressed in percentage points,
𝑑ℎ = number of business days within the interest calculation period,
𝑑𝑖 = number of calendar days for which the ON TIIE Funding rate published on day 𝑖 is applicable.

• The number of calendar days for which the last considered ON TIIE Funding rate is applicable can be adjusted to satisfy that

σ𝑖=1
𝑑ℎ 𝑑𝑖 = 28.

• In the end, the adjustment spread is defined as the five years historical median (November 1st, 2017 – October 31st, 2022)
of the daily differences between the 28-day TIIE and the 28-day compounded ON TIIE Funding rate in arrears.
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Annex 1: 28-day compounded ON TIIE Funding rate in arrears
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