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Ref. +32 2 5076826  FEB356375 

 

Brussels, 31 January 2018 

 

 

 

Comments on Consultation EBA/CP/2017/19 of 31 October on Draft Guidelines on the 

management of interest risk arising from non-trading book activities 

Febelfin vzw/asbl (non-profit association) is the Belgian Financial Sector Federation which 

speaks on behalf of the Belgian financial sector as a whole (except for the insurance 

companies).  

 

We welcome the opportunity to comment on the above mentioned EBA Consultation  on 

IRRBB management and would like to share two major concerns before answering some 

questions of the consultation’s questionnaire. 

1. SOT 

 

Febelfin agrees that qualitative aspects of the Basel Committee on Banking Supervision 

(BCBS) Standard n°368[1] on Interest Rate Risk in the Banking Book (IRRBB) could be 

factored in the proposed EBA Guidelines.  

However, we believe such Guidelines should not factor in any quantitative components while 

they are still being discussed by the European legislators.  

As a consequence, Febelfin, in line with the European Banking Federation strongly 

recommends EBA to wait and not front run the finalisation of the ongoing European legislative 

process of the level 1 texts (CRR2/CRD5).   

Any new quantitative requirements, notably the revised Standard Outlier Test (SOT) with a 

suggested 15% threshold, even when presented as an ‘Early Warning’ indicator, should be 

subject to Quantitative Impact Studies (QIS) held at the level at which they are envisaged to 

apply. 

The possible related impact on individual Belgian credit institutions could be particularly 

important due to the specificity of the local banks’ business model.  
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Therefore, Febelfin urges EBA to launch QIS to consider: 

- whether the envisaged new requirements should apply to all the individual Belgian credit 

institutions, and  

- whether additional proportionality measures should be implemented. 

  

In the same context, Febelfin would like to remind the EBA of the fact that the current ‘Belgian 

SOT’, as monitored by the local supervisor (NBB), is particularly constraining on the IRRBB 

management in all the local credit institutions due to the imposed assumptions on the duration 

of non-maturity deposits (see 2. NMDs). Indeed, we want to avoid that an additional (during 

the “transitional period” where 2 different SOTs have to be reported) or a replacing outlier test 

puts the Belgian institutions in an even more unfavourable position versus their European 

peers.  

 

Consequently, Febelfin would suggest EBA to prevent the local supervisors from being 

systematically more restrictive than what is agreed at the European level.         

 

Once finalised, potentially adjusted to the European environment, Febelfin agrees with the 

EBF, EBA and BCBS, that any SOT should only be a warning indicator which triggers a 

discussion with the supervisor without any automatic supervisory measures. This is consistent 

with recognising that the SOT is not a risk metric measure, and does not enable any capital 

needs. 

 

We refer to paragraph 83. stating ‘When measuring their exposure to IRRBB, institutions 

should not purely rely on the calculation and outcomes of the supervisory outlier tests as 

described in the section 4.5, or any additional outlier test developed by the competent 

authority, but should develop and use their own assumptions and calculation methods. 

However, the supervisory outlier tests should be fully integrated into the internal framework 

for the management of IRRBB and should be used as complementary tools for measuring 

exposure to IRRBB’. 

 

While we agree to the above integration idea, the outlier test should not drive hedging 

decisions or have any influence in how risk appetite is set or how the IRRBB is capitalised. 

The SOT is a regulatory warning indicator and as such needs focus and governance, but 

should not drive the IRRBB management. 

 

2. Non-maturity deposits 

 

- Paragraph 113 (o) (SOT): ‘The assumed behavioural repricing date for retail and non-

financial wholesale deposits without any specific repricing dates (non-maturity deposits) 
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should be constrained to a maximum average of five years. The five year cap applies 

individually for each currency’.  

We understand that this five year cap is to be respected on the overall portfolio of non-

maturity deposits per currency. Please confirm. 

As from a ‘level playing field’ perspective, Febelfin supports very much the aim to establish 

a European harmonization on this matter.  

We understand that these proposed guidelines replace or would prevent from any (more 

constraining) deviations from National Competent Authorities on this topic. Please confirm. 

 

In particular, we refer to the implied durations for non-maturity deposits (2Y for savings 

accounts and 5Y for transactional current accounts) for the regulatory interest rate risk 

reporting (“Belgian SOT”) to the National Bank of Belgium (‘Table 90.30’).  

 

These historically determined implied durations (NBB circulaire NBB_2015_24) are not 

compatible in our opinion with the new guidelines of the EBA consultation paper and 

maintaining this deviating national regulation would be contrary to the ‘level playing field’ 

idea of the proposed EBA guidelines. 

 

- Paragraph 106 (a): ‘Institutions should be able to identify ‘core’ balances on transaction 

accounts – i.e. that element of the balances that is consistently kept in the customer 

account as distinct from balances that are draw down regularly and then replaced.’ 

The definition of core deposits remains vague and leaves room for interpretation by 

individual institutions. We understand that a more stringent definition is not appropriate 

given the diversity of non-maturity products across Europe.  

 

However, we would like to suggest to replace the statement on identifying separate core 

balances by the following: ‘Behavioural assumptions should take into account the stability 

of outstanding balances’. 

 

Paragraph 106 (g): ‘Understand the impact of the assumptions on the institution’s own 

chosen risk measurement outputs and internal capital allocation decisions, including by 

periodically calculating and reporting to senior management sensitivity analyses on key 

parameters (e.g. percentage and maturity of core balances on accounts and pass through 

rate) and the measures using contractual terms rather than behavioural assumptions to 

isolate the impact of assumptions on both economic value and earnings.’ 
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3. Answers to the Questionnaire 

 

Preliminary remark : on the questions which are not highlighted in bold, Febelfin has not 

made any additional specific comments versus those made in the response letter of the 

European Banking Federation. 

  

1. Question 1: Are the definitions sufficiently clear? If not, please provide concrete 

suggestions and justify your answer.   

 

• EBA’s definition of IRRBB should be reworded, we suggest to delete “or 

prospective” as this notion is not compatible with the economic value which is only 

relevant within a static approach.  

Indeed, the concept of “prospective” can in our opinion only be used within the 

context of the earnings which can be considered in a more dynamic way via the 

look-through method. 

Furthermore this definition should also elaborate on the difference between the 

impact of interest rates on interest rate sensitive instruments (IRRBB senso stricto) 

and on business risk (to be included in IRRBB senso lato).  Indeed, we would like 

to stress that the pressure on business margins is not always due to the evolution 

of interest rates. It may also be caused by increased competition on  markets. – 

which is not to be considered as IRRBB senso lato. Please clarify. 

• The Guidelines also cover Credit Spreads Risk, but there is little clarification 

provided on the instruments that are in scope. It is unclear whether only assets or 

both assets and liabilities are in scope as well as to which positions it applies (e.g. 

only for positions at fair value), nor is it clear what is meant with credit risk in this 

definition and how should this be distinguished.  

Febelfin would like to suggest to introduce a link to the IFRS9 business model 

(HTC/HTS) and a reference to the impact on OCI (capital base). 

EBA’s definition of CSRBB, is also not sufficiently clear as it does not provide a 

clear distinction between credit spread risk and credit margin (risk) In line with the 

EBF view the scope should be restricted to liquid banking book assets for which a 

change in credit spread has a direct impact on capital ratios, if this is not yet 

included in the bank's ICAAP or provisioning process. 

• According to the EBA definitions, a constant balance sheet can only be obtained 

by assuming like-for-like replacements of assets and liabilities as they run off. This 

is a too strict definition as a constant balance sheet could also be defined with a 

constant duration approach, rather than a like-for-like replacement (which can also 

cause for artificial IRRBB exposures). 

 

2. Question 2: Are the guidelines in section 4.1. regarding the general provisions 

sufficiently clear? If not, please provide concrete suggestions.   
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3. Question 3: Do you agree that cash flows from non-performing exposures (NPEs) 

should be net of provisions and treated as general interest rate sensitive instruments 

whose modelling should reflect expected cash flows and their timing for the purpose 

of EV and earnings measures? If not, please provide concrete suggestions and justify 

your answer.   

 

4. Question 4: Are the guidelines in section 4.2. regarding the capital identification, 

calculation, and allocation sufficiently clear? If not, please provide concrete 

suggestions and justify your answer.   

The guidelines are not clear.  

 

The introduction of “risk appetite” within the capital assessment process is confusing. 

Most Belgian banks would seek to have a capital allocation process that is exclusively 

linked to loss risk.  

“Risk appetite” is more aligned to the level of variability risk, be it in terms of Economic 

Value or in Net Interest Income, that an institution is prepared to accept. The capital 

section of this paper looks more like a buffer allocation process, rather than a capital 

process linked to loss risk.  

 

This section is not giving clear guidance, but instead is giving further opportunities for 

our local regulators to allocate buffers against specific items. As there is not a universal 

capital allocation process for IRRBB, the introduction of “risk appetite” will add further 

differences on how banks capitalise this risk.  

The “risk appetite” could be viewed as banks internal appetite for IRRBB variability, so 

its inclusion within the capital assessment process leads to a conclusion that it is the  

IRRBB variability what the EBA is  seeking to capitalise.  

 

Please see detailed comments below.  

- Paragraph 23: ‘Institutions should demonstrate that their internal capital is 

commensurate with the level of IRRBB, taking into account the impact on internal 

capital of potential “changes” in the economic value and future earnings resulting 

from changes in interest rates. Institutions are not expected to double count their 

internal capital for EV and earning measures’. 

It is not sufficiently clear how “potential changes” in both elements, economic value 

and future earnings, should be taken into account in determining the amount of 

capital that needs to be held for IRRBB. Should both elements be included in an 

IRRBB capital model or does this guideline intend to say that both elements should 

be included in the ICAAP, but not necessarily both of them in an IRRBB capital 

model?  
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- Paragraphs 23, 24 (a) ,26 (e) 30(b) and 31  

The above paragraphs suggest that banks should hold capital against variability 

risks. These are not real losses, but merely an opportunity loss. The wording of 

paragraphs n°30(b) and n°26 should be symmetrical. A capital charge should only 

be required when the bank is exposed to a risk of loss as opposed to a variability 

risk. Any capital requirement due to potential reduced earnings should be excluded 

from this guideline. The objective of the IRRBB Guideline is to prevent banks from 

losses and not from reduced earnings (Paragraph 31).  

- Paragraph 26a)  

The following statement  “The size and tenor of internal limits on IRRBB exposures, 

and whether these limits are reached at the point of capital calculation…” needs to 

be clarified as to what it means for the calculation of capital and how this feeds into 

the capital adequacy assessment of IRRBB. 

 

5. Question 5: Do you agree with the list of elements to be considered for the internal 

capital allocation in respect of IRRBB to earnings in paragraph 30? If not, please 

provide concrete suggestions and justify your answer.   

 

6. Question 6: Are the guidelines in section 4.3. regarding the governance 

sufficiently clear? If not, please provide concrete suggestions and justify your 

answer.   
 

The Guidelines should in our opinion only apply at conso and solo level (not at 

subconso level) 

As far as its regards para 39, we wonder whether consolidated entities will be required 

to follow the group policy, even when the business model/clients’ profile of these 

entities differ thoroughly from those of the parent company. 

 

7. Question 7: Are the guidelines in section 4.4. regarding the measurement sufficiently 

clear? If not, please provide concrete suggestions and justify your answer.   

 

8. Question 8: Do you consider the comparison between EV metrics calculated 

using contractual terms for NMDs with the EV metrics calculated with 

behavioural modelled assumptions sensible and practical? Please justify your 

answer.   

Firstly, contractual terms for non-maturity deposits are contradictory to the nature of 

these products.  

If a duration of 0Y is intended with this phrasing, Febelfin believes that this metric is 

little valuable as a duration of 0Y for non-maturity deposits is just too unrealistic.  
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Febelfin is more in favor of an economic metric that measures the sensitivity and 

uncertainties of behavioural assumptions.  

Individual institutions are best placed to set up a useful metric aligned to the nature of 

their specific portfolio of products. 

9. Question 9: Are the guidelines in section 4.5. regarding the supervisory outlier test 

sufficiently clear? If not, please provide concrete suggestions and justify your answer. 

   

10. Question 10: Is the proportionality adequately reflected in the guidelines, in particular 

in relation to the transitional period for SREP category 3 and 4 institutions and the 

frequency of calculation for the additional outlier test under paragraph 112?  

  

11. Question 11: If relevant, do you manage interest rate risk arising from pension 

obligations and pension plans assets within the IRRBB framework or do you cover it 

within another risk category (e.g. within market risk separately from IRRBB, etc.)? 

   

12. Question 12: Which treatment of commercial margins cash flows do you 

consider conceptually most correct in EV metric, when discounting with risk free 

rate curve: a) including commercial margins cash flows or b) excluding 

commercial margins cash flows? Please justify your answer. 

 

Conceptually, we believe that commercial margins should be excluded from cash flows 

when discounting with a risk free rate curve. Commercial margins should only be 

included in case of an “economic” discounting approach. Given the technical 

constraints banks might face to distinct these commercial margins, banks should freely 

have the option to choose one of both reporting views, ideally in line with their internal 

IRRBB management approach.   

 

13. Question 13: Are your internal systems flexible enough to exclude margins for the 

purpose of calculating EV measures for the supervisory outlier test? If not, what would 

be the cost to adapt your systems (high, medium, low)? Please elaborate your answer.   

 

14. Question 14: Do you consider the level of the proposed linear lower bound as 

described in paragraph 113 (k) appropriate? If not, please provide concrete 

suggestions and justify your answer.   

The level of the linear lower bound seems arbitrarily chosen and we would like to know 

what is the economic reasoning behind this.  

In our opinion, the current proposal is conservative. This in combination with the set of 

conservative principles on retail deposits is very punishing  for any retail bank and  

especially for the Belgian retail model as a whole.  
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We believe that we are currently in an exceptional interest rate environment that is 

already overly determined by the actions of Central Banks. 

In light of that, a further sharp decrease of short and long term interest rates to such 

extreme negative levels seems very unlikely. 

  

15. Question 15: Do you consider the minimum threshold for material currencies included 

into the supervisory outlier test (5% for individual currency and minimum 90% of the 

total non-trading book assets or liabilities) sufficient to measure IRRBB in term of EVE? 

If not, please provide concrete suggestions and justify your answer.   

 

16. Question 16: When aggregating changes to EVE in the supervisory outlier test, does 

the disregarding of positive changes to EVE have a material impact on the calculation 

of the supervisory outlier test? 


