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Response to EBA CP 2017/19 : management of interest
rate risk arising from non-trading book activities

Introduction

The Building Societies Association (BSA) welcomes the opportunity to respond briefly to the
EBA’s consultation on these draft Guidelines. We represent all 44 UK building societies. UK
Building societies have total assets of over £374 billion and, together with their subsidiaries,
hold residential mortgages of over £297 billion, 22% of the total outstanding in the UK. They
hold over £266 billion of retail deposits, accounting for 18% of all such deposits in the UK. They
employ approximately 40,000 full and part-time staff and operate through approximately
1,550 branches.

General

We support the treatment of interest rate risk in the banking (non-trading) book – IRRBB –
under Pillar 2 rather than by a Pillar 1 methodology. And we recognise that all banks, large and
small, complex or simple, are exposed to some degree of IRRBB. We are broadly content with
the general provisions in Section 4.1 of the draft Guidelines, but see below.

Our principal concern is proportionality. The majority of our members are small, simple, purely
domestic deposit-takers – far removed from the world of large, internationally active “Basel
banks” for which the BCBS Standards referenced in the CP1 were explicitly targeted. In general,
we find that – although their scope is far wider, covering all EU credit institutions - the EBA’s
draft guidelines nevertheless appear to have been devised primarily with such large banks in
mind. Consequently, they will prove excessively complex and burdensome for smaller banks.
And even the few gestures in the direction of proportionality are insufficient. Our particular
focus is on the complexity of the information required under the supervisory outlier tool.

In other contexts, the need for proportionality is, gradually, being better understood and
honoured by relevant EU authorities, whether the Commission, Council, Parliament or ESAs,
but – we find – regrettably not in the particular case of this CP. The EBA should revisit how
these proposals are to apply to smaller, simpler banks. Excessive complexity in prudential
requirements for smaller banks does not translate directly into added value in terms of
financial stability. Indeed, such complexity – by burdening small banks unnecessarily and
thereby distracting their management from more important and relevant tasks- could even
prove counterproductive – as well as adversely impacting competition.

The BSA belongs to the European Association of Co-operative Banks and supports the much
more detailed and technical response from the EACB. In this brief supplementary response
we highlight, with examples, our concerns about proportionality and impact on smaller firms.
We have not attempted to answer all the consultation questions.

1 CP Section 3, paragraph 3 onwards, page 6
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Question 2

The general provisions in Section 4.1 are clear, but deficient in one respect : paragraph 20
should be explicitly qualified by reference to the size and complexity of the institution, as well
as its existing / prospective exposure to IRRBB. Not all the elements are really necessary for
small, simple banks. We suspect that paragraphs 16 (NPLs) and 18 (CSRBB) are examples of
elements that could be disapplied for small banks. (Moreover, we understand there may be
some discrepancy in the definition of CSRBB between the Guidelines and the BCBS Standards.)

Question 4

Section 4.2 on capital identification is sufficiently clear, but again lacks any explicit recognition
of the need for proportionality. The requirements in section 4.2 should therefore be qualified
by reference to the size and complexity of the institution – probably best located in paragraph
25.

Question 6

Section 4.3 regarding governance is clear, and in several places already recognises the
proportionality principle, but we think this needs to be more fully embedded throughout
Section 4.3.

Question 7

Section 4.4 on measurement is clear and comprehensive. There is already welcome
recognition in several places of the principle of proportionality ( e.g. at paragraphs 87, 89 and
91 (a) ) but we think this should go further, especially in terms of numbers of scenarios. Fewer
but relevant scenarios applied, and their results analysed and understood more thoroughly,
may give a better result in terms of practical risk management than larger numbers of
scenarios that will inevitably be used more superficially, as people fail to see the wood for the
trees.

Question 10

No, section 4.5 does not adequately reflect the principle of proportionality. The gestures in
that direction – extra six months for implementation and possibly reduced frequency – are
wholly inadequate. While we support the principle of the “supervisory outlier” test as a
consistent, comparable measure, as proposed it is too complex for small, simple banks. The
over-complex items include any disaggregation of spreads, the inclusion of interest payment
as well as principal cashflows, and the use of multiple interest rate floors across the yield
curve. We also think NPLs and pension items could be dealt with more simply. The proposed
treatments may be suitable for larger banks, but the cost-benefit equation for small, simple
banks is adverse.

Question 13

We doubt some of the systems in use by small, simple banks can necessarily disaggregate
margins in doing the required calculations, nor do we think it reasonable to require
expenditure on this. We suggest that this is an unnecessary refinement.

Question 14

The “lower bound” involves a multiple stepped floor that we fear will prove excessively
problematic for many banks’ systems, but add little value. A single floor, set say at zero across
all time buckets, would be sufficient.
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Conclusion

While IRRBB requires a degree of sophistication, it is essential that small, simple banks are not
burdened with over-complex requirements and calculations. We have identified some
instances above, but the issue is of general significance. The incremental added value (in
supervisory terms) from a given piece of complexity will rarely justify the extra burden. Nor
should small, simple banks be required to perform and report highly complex calculations
primarily in order to provide supervisors with a standard data set that will be used mainly in
the supervision of larger institutions.
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