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Abstract: 
Approximately $800 billion of adjustable-rate mortgages (ARMs) indexed to LIBOR remained 
outstanding when LIBOR was published for the last time on June 30, 2023. For the many 
ARMs that lacked fallback language specifying an alternative index, the Federal Reserve 
mandated replacing LIBOR with the corresponding Term Secured Overnight Funding Rate 
(Term SOFR) plus a ixed spread. The conversion rule created the possibility of signi icant 
wealth transfers between ARM borrowers and lenders because the mandated spreads 
neglected to account for the difference between rate spreads in the ARM market and in the 
LIBOR market. To evaluate the size and incidence of realized transfers, we develop a valuation 
framework that takes the historical spread between LIBOR-indexed and Treasury-indexed 
ARMs as the best estimator of the neutral spread adjustment, and that projects future cash 
lows for the affected universe of ARMs using auxiliary models of prepayment, default, and 

term structure dynamics. We estimate that mortgage lenders bene ited signi icantly at the 
expense of borrowers, with a total present value transfer of $247 million as of the conversion 
date. The size of individual transfers varied with mortgage and borrower characteristics. 
Future unintended wealth transfers could be made less likely by routinizing the inclusion of 
appropriate fallback language in loating rate contracts offered to households, and with 
greater transparency on the part of regulators about the redistributive consequences of their 
policy choices. 
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