Do macroprudential tools require micro-data?
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Overview

As they stand, macroprudential tools for the Financial Policy Committee (FPC) imply
significant data requirements. The Draft Policy Paper published in January highlights
ways in which data need to marry an economic and financial system level
perspective with a level of detail not currently collected under any single reporting
regime.

Particularly demanding tool is the Sectoral Capital Requirement (SCR). The
policy makers must be able to identify the sector of financial activity where systemic
threats are emerging. A sector can be a broad category of banking products and/or
counterparties, and sectoral data are to some extent available through traditional
micro-prudential or statistical collections. However, when required, the FPC seeks to
take a more targeted approach, adjusting capital requirements to target only on
exposures to those subsectors that contribute to the systemic threat.

It appears that unprecedented flexibility from the available data dimensions will
be required. It may be proven that only micro-data can provide sufficient basis for
the analysis and impact assessment by the FPC.

Macroprudential tools

The macroprudential tools build on the existing microprudential regime, under
which capital requirements depend on an estimate of the riskiness of each
exposure. Both the Countercyclical Capital Buffer (CCB) and SCR provide the FPC
with a means to change the capital requirement when threats to financial stability
are emerging.

The CCB allows the FPC to change capital requirements above normal
microprudential standards for all UK loans and exposures. A potential issue is that
an apparently profitable boom in one part of the economy or financial system can
be left relatively untouched while lending in another may be significantly reduced.

The SCR tool is an important complement or alternative to the CCB. The SCR
allows the FPC to change the capital requirements above microprudential standards
on exposures to specific sectors that pose a risk to the system as a whole.

The SCR is therefore more targeted than the CCB while both tackle the same
issue. In terms of data requirements, the CCB is generally highly aggregated while
the SCR may require the same measures to be broken down by various dimensions.
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Various slices and dices may be needed which are not in the current data. The
FPC will be able to adjust the SCRs for banks’ exposures to three broad sectors:

— residential property;
— commercial property;
—  other parts of the financial sector.

Sometimes the systemic threat can stem from subsectoral level. For instance in
residential property exposures it may become necessary for the tool to target only
high LTV or high LTI loans.

For intra-financial exposures, the FPC needs the capacity to differentiate at least
between secured and unsecured loans, and derivative and bond exposures to
financial sector entities. Such entities can be banks, building societies, investment
firms, insurers, various types of funds and a range of other regulated and
unregulated financial institutions.

When risks are particularly concentrated, it may be desirable to apply SCRs to
certain financial sector exposures only. This could be done in two main ways:

— By adjusting the SCRs for exposures to specific types of financial institution. For
example, prior to the current crisis that could have been monoline insurers,
special purpose vehicles, or non-bank lenders.

— By adjusting SCRs for specific types of intra-financial system activity, or by
instrument. Prior to the current crisis these could have been repurchase
agreements using low-quality collateral.

In addition to the dimensions needed for identification of the appropriate
sectors, there are also further requirements for the data provided.

Firstly, and consistently with the microprudential framework, the tools can be
applied at both solo and consolidated level. Whilst regulatory returns generally
provide the split, current statistical reports do not provide anything on the latter.

The SCRs can be applied whether exposures are held in banks’' trading or
banking book. That requirement may limit the usefulness of micro-prudential data
which do not always treat banking and trading book exposures symmetrically.

A "look-through” approach will be taken in classifying the sectors. For instance,
an increase in the SCR for banks’ commercial property exposures will also apply to
exposures to securitisations backed by commercial real estate loans. This level of
detail generally is not collected on the existing forms.

Consistent with the microprudential framework, the tool will apply to undrawn
credit lines and other such contingent obligations as well as loaned amounts. This
requirement limits the usefulness of existing statistical collections.

In contrast to the microprudential framework, capital requirements may be
applied to only one of the stock of exposures or the flow of new exposures. Again,
microprudential reporting is generally not concerned with flows, which limits the
use of current data in this respect.

The SCRs can be applied irrespective of the ultimate borrower's domicile; or
their exposures to various countries. Currently, there is only limited and high-level
data available about banks’ international exposures.
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Why might we need micro-data for the SCR?

Firstly, micro-data provides the flexibility required to determine the appropriate
subsectors. In uncertain times, it is a general theme for users to require additional
data to help answer a wider range of questions. A traditional form is generally a
2-dimensional cross-tabulation. Certain COREP forms are 3 dimensional as the same
form must be reported several times for example in different currencies. And
sometimes the forms have an extra dimension nested within the two or three main
ones. For the SCR, it appears, even this amount of dimensionality in the input data is
not enough. Singling out a relevant subsector may easily require five or more
dimensions and it is very difficult to foresee which combinations will be needed.

Secondly, micro-data would enable pre-assessment of the impact. Before
adjusting a capital requirement, the FPC must attain whether the chosen subsector
is the appropriate one — i.e. whether it really is the one booming, or if in fact there is
another subsector within that sector which should be the actual target. In addition
to these first round effects, micro-data are likely to be required to model any
second round effects.

Thirdly, the principle of 'look-through’ requires very detailed data of the
composition of different exposures. The FPC should be provided with means to
monitor banks' exposures to a certain sector or subsector, regardless of the type of
the instrument they are holding. An exposure to over 90% LTV residential property
should be treated similarly, whether it is a direct loan or a part of securitisation.

Moreover, micro data allow for collecting and constructing the solo level and
the different consolidation scopes (e.g. CRD, IFRS) from the same underlying data,
and discussing differences between them. It also helps in shedding some light on
the shadow banking sector as all firms’ direct counterparties are recognised.

Individual counterparty-level reporting would also enable some important
structural macroprudential analysis, such as financial network analysis. While the
cyclical tools take the firms’ RWAs as given, challenging the RWAs has been an
important topic for the interim FPC. Collecting this in micro-data could allow for
informed and therefore more effective challenge.

References

Bank of England (2013). “The Financial Policy Committee’s powers to supplement
capital requirements. A Draft Policy Statement.”

IFC Bulletin No 37 185



	Do macroprudential tools require micro-data?
	Overview
	Macroprudential tools
	Why might we need micro-data for the SCR?
	References



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



