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1
Overall assessment

parameters have been calibrated to reflect the severity of
events observed in the 1990s.

BIG BANKS
Further improving resilience

MACROECONOMIC ENVIRONMENT
International economic and financial conditions for the
Swiss banking sector have improved over the last
12 months, but substantial risks remain. The domestic
environment has become more challenging.
Global conditions have improved overall, although
developments have been uneven, with marked differences
between the euro area, the US and emerging markets.
There has been some progress in the euro area, but
uncertainty remains elevated and credit quality in southern
member states is still low. In the US, positive signs
dominate and the economy has grown robustly overall. In
emerging markets, financial conditions have tightened on
the back of slower economic growth.
In Switzerland, conditions were relatively favourable in
2014, but have become more challenging due to the
strong appreciation of the Swiss franc that followed the
discontinuation of the minimum exchange rate in
January 2015. Meanwhile, imbalances on the Swiss
mortgage and real estate markets have remained broadly
unchanged at high levels.
Under its baseline scenario, the Swiss National Bank
(SNB) is assuming that global economic conditions
improve, as economic growth remains strong in the US
and accelerates in the euro area. Meanwhile, the strength
of the Swiss franc reduces growth in Switzerland.
The further decline in interest rates on the money and
capital markets carries the risk of a renewed increase
in imbalances on the Swiss mortgage and residential real
estate markets over the medium term, particularly in the
residential investment property segment.
In addition to the baseline scenario, the SNB uses four
different adverse scenarios to assess banking sector
resilience against unlikely, highly unfavourable but
possible developments in economic and financial
conditions. They focus on developments that would be of
particular relevance for the Swiss banking sector. Under
the first adverse scenario, the euro area debt crisis
re-escalates, causing widespread financial and banking
stress. The second scenario assumes a major crisis in
emerging markets, comparable to the crises in the second
half of the 1990s. Under the third scenario, the US enters
a deep recession, which is transmitted to the rest of the
world. The fourth scenario assumes, for most advanced
economies, falling real estate and share prices coupled
with an increase in interest rates, an inverted yield curve
and economic stagnation; for Switzerland, the scenario
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Over the past year, the Swiss big banks have continued to
improve their capital situation, albeit at a slower pace
than the year before. They already meet most of the lookthrough (i.e. fully implemented) requirements of the Swiss
‘too big to fail’ regulations and the international Basel III
framework, both of which will apply from 2019. The SNB
recommends that the big banks do not lose momentum in
their efforts to improve their resilience. This is particularly
warranted with regard to the leverage ratio.
Resilience needs to be further improved for three reasons:
First, the risks associated with economic and financial
conditions remain high. The big banks’ loss potential
relative to their capitalisation continues to be substantial,
both under the adverse scenarios considered by the SNB
and when measured on the basis of the losses experienced
during the recent financial crisis. Second, while the
Swiss big banks’ risk-weighted capital ratios are above
the average for large globally active banks, the same
cannot yet be said for their leverage ratios. Third, it can
be expected that regulatory developments at both
international and national level will result in increased
capital requirements. The Swiss big banks should prepare
for these developments.
RWA problem identified, but not yet resolved

Risk-weighted assets (RWA) play a key role in the
capital regulation of banks. In recent years, both
markets’ and authorities’ confidence in RWA calculated
using the model-based approach has steadily declined.
A number of studies have shown that, in some instances,
model-based RWA do not properly reflect a bank’s
economic risks. As a consequence, capital ratios calculated
using model-based RWA may overstate the true level of
resilience.
To address this problem, regulatory initiatives have
beenlaunched at international and national level.
At international level, the Basel Committee on Banking
Supervision is fundamentally revising the standardised
approach and examining the introduction of a floor for
internally modelled RWA based on this revised
standardised approach. One important objective of the
floor would be to ensure that capital requirements based
on banks’ internal models do not fall below a prudent
level. At national level, the Swiss Financial Market
Supervisory Authority (FINMA) – together with the big
banks and with the support of the SNB – has conducted
a comparison between RWA calculated using the modelbased and standardised approaches. The results of this
comparison, in addition to the measures already taken by
FINMA and those expected at international level, will be
taken into account by a working group led by the Federal
Department of Finance (FDF). This working group will
draw up proposals and the associated legal adjustments

for implementing the recommendations in the Federal
Council’s ‘too big to fail’ evaluation report.
Alongside these regulatory initiatives, the SNB still
considers it necessary that the big banks increase
transparency with regard to RWA. FINMA has now
called on these banks to disclose the differences between
calculations using the model-based and standardised
approaches. Such enhanced transparency is necessary to
restore the credibility of model-based RWA and to
strengthen market discipline.
The SNB continues to hold the view that risk-weighted
capital requirements (including a floor for model-based
RWA) and leverage ratio requirements should complement
each other. Risk-weighted requirements should guide
economic decisions at the margin, while the leverage ratio
should serve as a backstop. Yet, until the measures to
resolve the RWA problem take effect – which will restore
the credibility of RWA and establish transparency – it is
prudent to give a greater weighting to the leverage ratio
when assessing the big banks’ resilience. Indeed, analysts
increasingly pay attention to the leverage ratio when
assessing and comparing banks.

DOMESTICALLY FOCUSED COMMERCIAL BANKS
Increased mortgage exposure, stable capital situation

In 2014, domestically focused banks further increased
their exposure to the Swiss mortgage and residential real
estate markets. While the share of new loans with high
loan-to-income (LTI) ratios – a measure of affordability
risk – remained persistently high, mortgage lending
growth and the share of new mortgage loans with a high
loan-to-value (LTV) ratio decreased. Hence, the increase
in exposure was lower than in previous years. These
developments occurred against the backdrop of broadly
unchanged imbalances on the mortgage and real estate
markets.
With respect to bank capitalisation, the situation remained
largely unchanged in 2014. First, the domestically
focused banks’ available capital increased in step with the
size of their balance sheets. Hence, despite pressure
from historically low interest rate margins on profitability
and continued growth of their balance sheets, their
leverage ratios remained stable at high levels by historical
standards. This was mainly the result of increased profit
retention. Second, their risk-weighted capital ratios
increased slightly compared to 2013 and are significantly
above regulatory minimum requirements overall.
From an economic perspective, domestically focused
banks’ resilience may be lower than suggested by their
regulatory capitalisation (cf. Financial Stability Report
from 2012 to 2014). To assess the banks’ capital adequacy
from an economic standpoint, the SNB conducts stress
tests. The focus here is on two scenarios that are particularly
relevant for these banks in the light of their risk exposures:
the euro area debt crisis scenario and the interest rate
shock scenario. According to estimates by the SNB, losses

would be substantial and would deplete a large proportion
of banks’ surplus capital under both scenarios. However,
losses would be significantly higher under the interest rate
shock scenario. Under both scenarios, most domestically
focused banks should be able to absorb these losses
without seeing their capitalisation fall below the regulatory
minimum. Nevertheless, a number of banks are estimated
to fall close to or even below the regulatory minimum.
Under the interest rate shock scenario, the cumulative
market share of these banks would be significant.
The depletion of a large proportion of banks’ surplus
capital under both scenarios would lead to a general
weakening of the banking sector. Experience in
Switzerland and abroad suggests that this could present
a challenge for financial stability and significantly affect
banks’ ability to lend, with negative repercussions for
the real economy.
These results highlight the importance of banks holding
significant capital surpluses relative to the regulatory
minimum requirements. The activation of the countercyclical
capital buffer (CCB) in 2013 and its increase in 2014 made
a significant contribution in this respect.
Risk of renewed increase in imbalances on mortgage
and real estate markets

Growth in mortgage volumes and residential real estate
prices has stayed roughly in line with fundamentals
in recent quarters. As a result, overall, imbalances on
the mortgage and residential real estate markets have
remained broadly unchanged since the last Financial
Stability Report. From a financial stability perspective,
this is a positive development.

However, imbalances remain at a high level. In addition,
the further decline of capital and money market interest
rates, partly into negative territory, following the monetary
policy decision in January 2015 carries the risk of a
renewed increase in imbalances on the Swiss mortgage
and residential real estate markets over the medium term.
First, compared to alternative assets, investments in real
estate appear to have become more attractive for banks,
commercial investors and households. In the residential
investment property segment in particular, additional
demand from investors searching for yield might push
prices up further.
Second, the unprecedented interest rate environment
creates additional incentives for banks to incur higher
interest rate and credit risks. Increasing maturity
transformation and extending the volume of lending might
be ways to compensate for negative liability margins and
to stabilise short-term profitability. Such strategies would
further increase banks’ exposure to large interest rate
shocks and to a correction on the mortgage and real estate
markets. Given these risks to financial stability, banks and
authorities should remain alert and, if necessary, take
measures to contain such risks.
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Should momentum on the mortgage and residential real
estate markets pick up again, additional measures directly
targeting banks’ risk-taking in mortgage lending might
become necessary.1 In this regard, particular attention
should be paid to the investment property segment. This
segment is more likely to be materially affected by the
additional demand from investors searching for yield in
the current environment. Furthermore, the measures taken
so far have predominantly addressed the segment of
owner-occupied residential real estate.
Moreover, interest rate risk exposure in the banking book
should be appropriately backed with capital. The Basel
Committee is currently consulting on policy options to
strengthen international standards on capital and disclosure
requirements for interest rate risk in the banking book.
Given the significance of this risk factor, banks should
ensure that they adopt a conservative stance towards the
measurement and management thereof. In this context,
the SNB supports FINMA’s efforts to ensure that risktaking by individual banks is reduced or backed by specific
capital charges whenever the risk exposure is deemed
exceptionally large by historical or industry standards.
In parallel with these measures, the SNB will continue
to monitor developments on the mortgage and real
estate markets closely, and will reassess the need for an
adjustment to the CCB on a regular basis.

1 For a description of the measures taken so far to address risks related
to developments on the mortgage and residential real estate markets,
cf. SNB, Annual Report, 2012, 2013 and 2014.
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Macroeconomic
environment

January 2015. After a solid expansion in the second half
of 2014, economic momentum in Switzerland has slowed
markedly. Meanwhile, imbalances on the Swiss mortgage
and residential real estate markets have remained broadly
unchanged at high levels. The further decline in interest
rates on the money and capital markets carries the risk of
a renewed increase in imbalances over the medium
term, particularly in the residential investment property
segment.

International economic and financial conditions for the
Swiss banking sector have improved over the last
12 months, but substantial risks remain. The domestic
environment has become more challenging.
Global conditions have improved overall, although
developments have been uneven, with marked differences
between the euro area, the US and emerging markets.
In the euro area, the economic and financial environment
has become more favourable and banking sector reform
has progressed. However, uncertainty remains elevated,
notably due to the situation in Greece. Furthermore,
real GDP is still slightly below its pre-crisis peak for the
euro area as a whole (cf. chart 1) and substantially
below its peak in southern member states, with negative
consequences for credit quality. In the US, positive
signs dominate: the economy has grown robustly overall
and most indicators point to favourable credit quality.
Stock and real estate prices have risen further. In emerging
markets, financial conditions have tightened on the
whole. On the back of slower economic growth, credit risk
premia for corporate and sovereign debt have increased,
and stock prices have declined slightly overall.
In Switzerland, conditions were relatively favourable in
2014, but have become more challenging due to the
strong appreciation of the Swiss franc that followed the
discontinuation of the minimum exchange rate in

More generally, the prolonged period of low interest rates
carries risks for global financial stability. A continuation
of the low interest rate environment could contribute to
a further build-up of existing imbalances, and even to the
formation of new ones, for example on bond, stock and
real estate markets.

2.1 Key risks
In its analysis, the SNB tracks key economic and financial
risks to the Swiss banking sector, focusing on credit quality,
real estate and stock markets, banks’ funding conditions
and interest rates. Given the highly integrated nature
of this sector, the analysis includes both international and
domestic developments.

GLOBALLY UNEVEN CREDIT QUALITY
In line with the generally uneven economic conditions,
credit quality varies across countries. In the euro area,
there have been signs of an improvement in private credit
quality over the last 12 months, but sovereign and private
credit quality in southern member states remains low. In
the US, private credit quality is relatively high, in keeping
with the generally favourable economic conditions. In
emerging markets, there are signs that sovereign and
corporate credit quality decreased, against the backdrop of
slower economic growth. In Switzerland, credit quality
has deteriorated slightly.

real gdp
Deviation from Q1 2008 level, in percent

Chart 1
FSR 2014
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Sovereign credit quality

In the euro area, sovereign credit quality has remained
broadly unchanged over the last 12 months, and sovereign
risk is still a concern for southern member states. For
the euro area as a whole, aggregate public debt relative to
GDP and average sovereign risk premia have been stable.
Sovereign risk premia are at low levels for most member
states, but continue to be considerably above the euro area
average in large southern states, with no further declines
over the last 12 months (cf. chart 2). In large southern
member states, public debt relative to GDP has increased
moderately, whereas public deficits have fallen overall.
In the US, the UK and Japan, sovereign risk premia have
stayed low, despite public debt levels that are comparable
to or above those of southern euro area member states.
Inthe US and the UK, public debt relative to GDP has
stabilised, whereas in Japan debt has risen further from
an already exceptionally high level.

In emerging markets, sovereign risk premia have tended to
increase overall, albeit with differences across countries.
One of the largest rises occurred in Russia, reflecting
falling commodity prices and geopolitical tensions. Public
debt in Russia, however, is low from a historical
perspective. Substantial increases in risk premia have also
been observed in Brazil – another commodity exporter
with diminishing growth prospects. In China, by contrast,
sovereign risk premia have stayed stable, whereas public
debt has continued to trend upwards.
Corporate credit quality

Overall, corporate credit quality in Europe has tentatively
improved over the last 12 months, but remains low in
southern member states of the euro area. The ratio of credit
rating downgrades to total rating changes in Europe
has fallen and is below its historical average (cf. chart 3).
Currently, the number of firms upgraded exceeds the
number downgraded. However, bond spreads on corporate

sovereign credit default swap premia
Premia for credit protection (five-year senior)

Chart 2
FSR 2014
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debt issued in euros (cf. chart 4) and write-off rates on
corporate loans in the euro area have risen slightly over
the period considered. In large southern member states,
data on non-performing loans indicate that, despite some
improvement in Spain, corporate credit quality is still low.

SBI Composite Rating) of Swiss companies also suggest a
small decrease in corporate credit quality. In addition, the
broad-based deterioration in profit margins since the
discontinuation of the minimum exchange rate may further
affect corporate credit quality.

In the US, most indicators suggest a high level of corporate
credit quality, but there are signs of a minor deterioration.
The ratio of rating downgrades to total rating changes has
increased slightly over the last 12 months, although it
remains below historical averages. Similarly, bond spreads
on corporate debt have widened over the period considered,
consistent with a more conservative assessment of credit
risk due to concerns about an underpricing of credit risk in
this segment.1 Delinquency rates on corporate debt,
however, have fallen and are at historically low levels.

Household credit quality

In emerging markets, there are indications that corporate
credit quality has deteriorated. Corporate spreads on
foreign currency bonds have increased, but are still
substantially below levels observed during recent periods
of global financial stress. Issuance of US dollar bonds has
grown strongly over the last couple of years, prompting
concerns about the consequences of a strong appreciation
of the dollar for debt sustainability.2 Furthermore, a
substantial share of dollar-denominated bonds are issued
by the energy sector and may therefore be sensitive to
the recent decline in oil prices.

In the euro area, household credit quality has strengthened
slightly over the last 12 months on the back of slowly
improving labour market conditions, but continues to be
problematic in southern member states. Write-off rates
on household debt for the euro area as a whole are broadly
unchanged. Non-performing loan indicators still point
towards weak credit quality in large southern member
states. However, in Spain the situation has started to
improve from low levels, consistent with recovering
labour and real estate markets.
In the US, household credit quality has improved further,
along with better prospects in the labour and real estate
markets. Delinquency rates on real estate loans have
decreased further and are now close to long-term averages.
Overall, delinquency rates on consumer loans have fallen
to a historical low. An exception are delinquency rates on
student loans, which have continued to trend upwards and
are at a historically high level.

In Switzerland, backward-looking indicators suggest
minor improvements in corporate credit quality, whereas
forward-looking indicators point to a slight deterioration.
While the number of corporate defaults has fallen over the
last 12 months, bond spreads have increased marginally,
and recent developments in credit ratings (Moody’s and
1 Cf. J. Yellen, ‘Monetary Policy and Financial Stability’, 2 July 2014, Federal
Reserve Board; IMF, Global Financial Stability Report, October 2014.
2 Cf., for example, BIS Quarterly Review, October 2014.

In Switzerland, backward-looking indicators suggest that
household credit quality has deteriorated marginally, but
has remained strong by historical standards. Along with
a slight increase in unemployment, the number of private
insolvencies has ticked upwards. Non-performing
mortgage loans have, however, declined slightly from low
levels. Meanwhile, household indebtedness relative to
GDP has risen further. High indebtedness increases the
vulnerability of households to adverse macroeconomic
shocks and changes in interest rates. Furthermore,
the current slowdown in economic growth may affect
household credit quality with a lag.

bond spreads
Yield spread between corporate and government bonds

Chart 4
FSR 2014
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rents, the price-to-rent ratio has stabilised close to its longterm average. In emerging markets, the momentum on real
estate markets has weakened overall. Prices have fallen in
China and Russia, and remained stable in Brazil.

REAL ESTATE MARKETS MOVE UPWARDS IN
MOST ADVANCED ECONOMIES
Real estate prices have increased in most advanced
economies over the last 12 months, with imbalances
persisting in several European countries. Meanwhile,
momentum has slowed in emerging markets.
In Europe, real estate markets have generally gained
momentum. In the euro area, real estate prices have,
overall, reached their trough and started to rise again. In
particular, markets are recovering in some countries that
have recently experienced a housing crisis, such as
Spain. Outside the euro area, price growth has picked up
considerably in the UK. Compared to fundamentals
such as rents (cf. chart 5), prices remain high in several
European countries, including the UK and France.

In Switzerland, price momentum has been moderate
overall. Prices in the owner-occupied segment have risen
only slightly faster than can be explained by fundamentals
such as rents, GDP or population growth. As a result, the
imbalances in the apartment sector mentioned in the last
Financial Stability Report have since remained broadly
unchanged at a high level. In the residential investment
property (buy-to-let) segment of the market, prices have
continued to rise faster than rents, leading to a further
decrease in gross initial yields (i.e. the ratio of rental
returns to transaction prices).

In the US, prices have continued to rise, but the pace has
slowed. As prices have increased broadly in line with

It is too early to fully assess the effect of the monetary
policy decision in January 2015 on the Swiss real estate

price-to-rent ratio: deviation from average*
Chart 5
FSR 2014
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market. However, over the medium term the further
decline in interest rates on the money and capital markets
carries the risk of a renewed increase in imbalances,
particularly in the residential investment property
segment. While slower economic growth and uncertainty
about the economic outlook might dampen demand
for residential real estate, negative interest rates on the
capital and money markets and continuing record low
mortgage rates appear to make the buying of real estate
particularly attractive. Although yields on real estate
investments have decreased steadily over the last few
years, they remain high compared to returns on
alternative investments. The corresponding yield spread
widened further since January 2015.

STOCK PRICES RISE OVERALL
Stock markets have rallied in Japan over the last 12 months,
while prices in the euro area, the UK and the US have
grown more moderately (cf. chart 6). In emerging markets,

stock prices have declined slightly overall, with marked
differences across countries; in China, for example,
stock prices have risen strongly. In Switzerland, stock
prices have grown over the same period, despite a
large drop in January 2015. Stock market volatility has
increased slightly, after having reached the lowest
level since the beginning of the financial crisis in
June 2014.
In most advanced economies, stock prices have risen
faster than earnings over the last 12 months. In the US,
the cyclically adjusted price/earnings ratio is slightly
above its 40-year average, indicating highly valued stocks
(cf. chart 7). Long-term data, which cover more than
100 years, even indicate that the price/earnings ratio is
currently substantially above its historical average. In the
UK, the euro area and Japan, the price/earnings ratio is
below its 40-year average, while in Switzerland, it is close
to average. The low interest rate environment carries risks

ratio of share prices to long-term average earnings: deviation from average*
Chart 7
FSR 2014
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for stock markets, as a normalisation of interest rates
might lead to price declines.

generally higher in the last 12 months, as indicated, for
example, by the MOVE index.

STABLE FUNDING CONDITIONS
Banks’ funding conditions have remained broadly
unchanged over the last 12 months. Short-term funding
conditions for banks, measured by three-month LIBOROIS spreads, remain favourable in all major currencies.
Meanwhile, CDS risk premia on banks’ medium-term
bonds have stabilised, with levels differing considerably
across countries (cf. chart 8). Developments in credit risk
premia for banks in large southern member states of the
euro area roughly parallel those in the corresponding
premia for sovereign risk: premia continue to be higher
than in other advanced economies and have moved
sideways over the last 12 months. Given the large
sovereign bond holdings of many European banks, there
remains a strong link between the two sectors, and stress
in one may spill over to the other.

In the medium term, as economic conditions improve
further and monetary policy becomes less accommodative,
interest rates should revert to higher levels. Historical
experience shows that interest rates can normalise rapidly
and unexpectedly. Moreover, interest rates may
significantly overshoot long-term averages during the
normalisation process.

INTEREST RATES DECLINE FURTHER
The general level of interest rates has decreased further
over the last 12 months. Short-term interest rates have
remained roughly constant in the US and the UK, but have
fallen further in the euro area and Switzerland. In the
latter two, interest rates on central bank deposits are
currently negative. Meanwhile, the three-month Libor
is close to zero in the euro area and below zero in
Switzerland.
In most advanced economies, long-term interest rates have
declined over the last 12 months, despite an increase in
spring 2015 (cf. chart 9). In Switzerland, government bond
yields turned negative in early 2015 and have since
remained close to zero. Term premia are currently at
historically low levels. Bond market volatility has been

2.2 Scenarios
To capture the different sources of risk to the banking
sector, the SNB considers a baseline scenario and four
adverse scenarios for developments in the economic
environment and in financial market conditions. The
baseline scenario describes the most likely outcome given
currently available information. By contrast, the adverse
scenarios are designed to assess the resilience of the Swiss
banking sector against unlikely, highly unfavourable
but possible developments in economic and financial
conditions. They focus on developments that would be of
particular relevance for the Swiss banking sector. All four
adverse scenarios concentrate on macroeconomic and
financial risks, but exclude operational and legal risks for
banks. This is because the materialisation of operational
and legal risks is largely independent of the underlying
economic scenario. The impact of the different scenarios
on the Swiss banking sector as regards banks’ loss
potential and resilience is examined in chapter 3.

BASELINE SCENARIO
Under the baseline scenario, international economic
conditions for the Swiss banking sector improve, whereas
domestic conditions weaken. Economic growth remains

long-term interest rates: ten-year government bonds
Chart 9
FSR 2014
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Japan

Switzerland

MOVE index (rhs)

above potential in the US and accelerates in the euro area,
while some major emerging markets experience weak
growth. In Switzerland, the strength of the Swiss franc
reduces growth, leading to a moderate increase in
unemployment. The environment of historically low
interest rates carries the risk of a renewed increase
in imbalances on the Swiss mortgage and residential real
estate markets, particularly in the residential investment
property segment.

ADVERSE SCENARIOS
Euro area debt crisis: The debt crisis in the euro area
re-escalates. Sovereign risk premia for southern euro area
member states rise abruptly, resulting in widespread
financial and banking stress. Confidence declines and a
deep recession spreads across Europe, originating from the
southern member states. Stress in the euro area banking
sector and financial markets also spills over to the US and
Switzerland, triggering a fall in share prices and a
widening of corporate spreads. The severity of the scenario
is guided by the global financial crisis in 2008/2009, but is
centred on acute banking stress in the euro area, with a
recession in Switzerland which is deeper than in 2009 and
leads to a sharp drop in Swiss real estate prices. The
scenario, while similar to the euro area debt crisis scenario
in last year’s Financial Stability Report, features negative
interest rates for Switzerland and the euro area.
Emerging market crisis: A major crisis erupts in emerging
markets, comparable to the crises during the second half of
the 1990s. Emerging market bond spreads rise sharply and
stock markets fall. The severe deterioration in financial
conditions causes economic growth in these countries to
decline sharply, and default rates on corporate and
household debt increase substantially. Financial stress is
transmitted to advanced economies, including Switzerland,

and stock markets fall sharply. Short-term financing
conditions for banks are impaired. The impact on
real economic growth in advanced economies is limited.
The scenario is similar to the emerging market crisis
scenario in last year’s Financial Stability Report.
US recession: There is a severe recession in the US, which
spreads to the rest of the world. The deep recession causes
US unemployment to surge to historically high levels.
There is a significant increase in financial stress, and US
real estate and share prices drop sharply. There are also
major consequences for the rest of the world. Switzerland,
Europe and Japan fall into recession and there is a marked
slowdown in emerging markets. The scenario specification
is similar to the ‘severely adverse scenario’ of the US
Federal Reserve’s 2015 stress test and to the US recession
scenario in last year’s Financial Stability Report.
Interest rate shock: Most advanced economies (including
Switzerland) experience falling real estate and share
prices, coupled with a sudden and substantial increase in
interest rates, an inverted yield curve and economic
stagnation. For Switzerland, the shocks of the scenario
have been calibrated to reflect the severity of events
observed in the 1990s. The main difference to the interest
rate shock scenario in last year’s Financial Stability
Report is that the shocks in the present scenario have an
international dimension, while in the previous scenario
they were limited to Switzerland.
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3
Exposures and resilience

The activities of banks as intermediaries involve risks.
These risks can materialise in particular when the
economic environment and financial market conditions
deteriorate. The ensuing loss potential depends on the
scenario assumed and on banks’ exposures. From a
financial stability perspective, it is essential that banks
hold sufficient capital to absorb potential losses
resulting from their activities, even under a very adverse
scenario.
The SNB analyses the resilience of the Swiss banking
sector by estimating the loss potential under the scenarios
described in chapter 2.2 and then comparing this loss
potential to banks’ capital. The analysis is performed
separately for big banks and domestically focused
commercial banks.

3.1 Big banks
Over the past year, the Swiss big banks have continued to
improve their capital situation, albeit at a slower pace
than the year before. They already meet most of the lookthrough requirements of the Swiss ‘too big to fail’
regulations and the international Basel III framework,
both of which will apply from 2019.
The SNB recommends that the big banks do not lose
momentum in their efforts to improve their resilience. This
is particularly warranted with regard to the leverage ratio.
Resilience needs to be further improved for three reasons:
First, the big banks’ loss potential continues to be
substantial relative to their capitalisation. Second, while
the Swiss big banks’ risk-weighted capital ratios are above
the average for large globally active banks, the same
cannot yet be said for their leverage ratios. Third, it can
be expected that regulatory developments at both
international and national level will result in increased
capital requirements. The Swiss big banks should prepare
for these developments.
In recent years, both markets and authorities worldwide
have identified a problem with model-based RWA:
in some instances, they do not properly reflect a bank’s
economic risks. Against this backdrop, the SNB continues
to hold the view that risk-weighted capital requirements
(including a floor for model-based RWA) and leverage
ratio requirements should complement each other. Riskweighted requirements should guide economic decisions
at the margin, while the leverage ratio should serve as a
backstop. Yet, until the measures currently being discussed
to resolve the RWA problem take effect – which will
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restore the credibility of RWA and establish transparency
– it is prudent to give a greater weighting to the leverage
ratio when assessing the big banks’ resilience. Indeed,
analysts increasingly pay attention to the leverage ratio
when assessing and comparing banks.
The next section outlines the exposures and loss
potential of the Swiss big banks. This is followed by
an assessment of the big banks’ resilience, focusing
on the development of the regulatory capital figures,
an appraisal of the banks’ capitalisation, the market’s
assessment of their resilience, and a discussion of the
RWA problem.

3.1.1 Exposures and impact of scenarios
The assessment of loss potential is based on an inventory
of the big banks’ risk exposures, and on the analysis of
these exposures’ sensitivity to a combination of shocks
implied in each scenario. The results are described in
qualitative terms and illustrated with exposure and balance
sheet data. This takes into account, in particular, the fact
that risk exposures and sensitivities can be measured in a
number of different ways. The size of hedged net positions
and sensitivities to shocks cannot be disclosed, as they are
based on confidential bank-internal data.
Both big banks publish their own risk assessments, which
cannot, however, be directly compared with the SNB’s
loss potential estimates, for two reasons. Either
they provide statistical measures that are not based on
scenarios, or the big banks do not publish information
on the severity of the stress scenario applied.
As regards statistical measures of loss potential, Credit
Suisse reported a position risk of CHF 21 billion,1 or
CHF 35 billion if operational and other risks are included,
and UBS reported risk-based capital of CHF 30 billion.2
Owing to different methodologies, these two statistical
measures are not directly comparable.
Overall assessment of loss potential

The big banks’ loss potential under the adverse scenarios
has remained broadly unchanged over the last year and
is still substantial. The highest loss potential results from
the euro area debt crisis scenario and the US recession
scenario, followed by the emerging market crisis scenario
and the interest rate shock scenario. In general, the loss
potential stems primarily from write-downs and losses on
loans in Switzerland and the US, counterparty exposure
from derivatives and securities financing transactions, and
equity positions. Irrespective of the scenarios considered,
losses can also result from operational and legal risks.

1 Source: Quarterly report for Q1 2015. Credit Suisse bases its calculation of
position risk on its Economic Capital Model. The position risk figures used here
correspond to the statistical loss potential over a one-year horizon. The probability
that this level of losses will not be exceeded is 99.97%.
2 Source: Quarterly report for Q1 2015. UBS bases its calculation of risk-based
capital on its statistical risk framework. The risk-based capital figures correspond
to the statistical loss potential over a one-year horizon. The probability that this
level of losses will not be exceeded is 99.90%.

Substantial loss potential on loans

A deterioration of credit quality in Switzerland, as implied
by the interest rate shock and euro area debt crisis
scenarios, could lead to substantial losses at Switzerland’s
two big banks, owing to write-downs and credit
defaults. At the end of 2014, they had loans outstanding
against domestic clients totalling CHF 323 billion,
CHF 264 billion of which in the form of mortgage loans.3
In the past few years, the big banks’ mortgage loan
portfolios have grown at a slower pace than the market as
a whole. About half of their mortgage loans are linked to
real estate in cantons which have registered a particularly
strong rise in real estate prices over the last 15 years.
However, the regional diversification of the big banks’
mortgage portfolios is well above the average for the
rest of the Swiss banks.
A deterioration of credit quality in the US, as described in
the euro area debt crisis and US recession scenarios, would
lead to substantial losses for the big banks in connection
with corporate loans. At end-March 2015, the big banks
had unsecured claims outstanding against the private
sector (excluding banks) totalling around CHF 75 billion.4
In the case of Credit Suisse, additional losses would
materialise from its exposures to real estate and structured
assets if these investments were to lose value due to
a decline in real estate prices. As an indication of loss
potential, Credit Suisse reports a position risk on such
instruments of over 17% of its total position risk.5
Substantial loss potential on counterparty exposures

Counterparty exposures result from derivatives and
securities financing transactions. Under the four adverse
scenarios, they lead to high losses at the Swiss big banks
due to financial stress affecting their counterparties.
At end-2014, regulatory gross counterparty credit risk
exposures amounted to CHF 252 billion, excluding
hedges and collateral.6
Substantial loss potential on equities

A sharp decrease in share prices around the world could
lead to substantial losses, depending on the effectiveness
of hedging. At end-March 2015, the big banks’ gross
trading portfolios in equities totalled CHF 160 billion.7
These holdings are partly hedged with derivatives
positions. As an indication of loss potential, Credit Suisse
reports a position risk for equities of around 11% of its
total position risk.8

3 Source: SNB.
4 Source: SNB. Alongside claims against companies, this also includes claims
against private households. Unsecured claims may include trading and other
liquid assets with comparatively low risk.
5 Source: Quarterly report for Q1 2015. Since Credit Suisse does not disclose
any breakdown of position risk based on a confidence interval of 99.97%, to
which the discussion of total loss potential refers, the breakdown of position risk
published by Credit Suisse (which is based on a confidence interval of 99%) is
used here.
6 Sources: UBS, Annual Report, 2014; Credit Suisse, Basel III (Pillar 3)
disclosures for 2014.
7 Sources: Quarterly reports for Q1 2015.
8 Source: Quarterly report for Q1 2015.

3.1.2 Resilience
The analysis of the big banks’ resilience is based on lossabsorbing capital in a ‘going concern’ perspective, on the
one hand, and total capital, on the other. Going-concern
loss-absorbing capital comprises Common Equity Tier 1
(CET1), using the definition of the look-through Basel III
framework, plus high-trigger contingent capital instruments
as set out in the Swiss ‘too big to fail’ regulations. The
Swiss regulations also define a requirement in the form of
low-trigger contingent capital instruments. According to
the Federal Council’s ‘too big to fail’ dispatch, these lowtrigger contingent capital instruments are primarily aimed
at ensuring the maintenance of systemically important
functions and the orderly resolution of the residual bank,
and are therefore important in a ‘gone concern’ perspective.
The sum of CET1 and the two types of contingent capital
instruments constitutes total capital.
Capital situation improved further

Over the past year, the Swiss big banks have further
improved their capital situation, albeit at a slower pace
than the year before (cf. table 1). Overall, the improvement
is mainly due to the issuance of contingent capital
instruments – especially low-trigger instruments. At Credit
Suisse, two-thirds of the increase in total capital over the
past year is attributable to contingent capital instruments,
while at UBS, the entire increase is due to contingent
capital.9
Both big banks have increased their risk-weighted ‘too big
to fail’ (TBTF) capital ratios. Credit Suisse’s TBTF goingconcern loss-absorbing capital ratio increased from
12.2%10 in the first quarter of 2014 to 13.0% in the first
quarter of 2015, while for UBS, the ratio rose from 13.6%
to 14.9% during the same period. Both banks thus comply
with the look-through requirements for going-concern
loss-absorbing capital which will apply from 2019. As
regards total capital, between the first quarter of 2014 and
the first quarter of 2015, risk-weighted TBTF capital ratios
increased from 14.4% to 16.2% at Credit Suisse, and from
16.8% to 20.6% at UBS. UBS also already meets the riskweighted total capital requirements applicable from 2019,
while Credit Suisse’s ratio is slightly below the required
level.11
The banks’ risk-weighted Basel III CET1 capital ratios
have also improved. At Credit Suisse, the look-through
CET1 ratio increased from 9.3% in the first quarter of 2014

9 Sources: Quarterly reports for Q1 2014 and Q1 2015. Note that Q1 2014
numbers for Credit Suisse are on a pro forma basis (cf. footnote 10).
10 To assure comparability with last year’s Financial Stability Report, Q1 2014
numbers for Credit Suisse are presented on a pro forma basis. These numbers
take into account the charge arising from the settlement regarding US crossborder matters. According to its press release of 20 May 2014, Credit Suisse’s
look-through Basel III CET1 ratio would have been 9.3% at the end of Q1 2014
had this charge been applied at that time. The other pro forma capital ratios in
table 1 are derived from this pro forma Basel III CET1 ratio.
11 Total capital requirements depend on the current size and market share of the
big banks. Accordingly, the requirements change over time. Based on currently
available data, and assuming that size and market share remain constant, the
corresponding total capital requirements as of 2019 are around 17.1% of RWA for
Credit Suisse and about 18.4% of RWA for UBS. Sources: Quarterly reports for
Q1 2015.
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to 10.0% in the first quarter of 2015; at UBS, it rose from
13.2% to 13.7% during the same period. Thus, both big
banks comply with their respective international CET1
capital ratio requirement of 8.5% (Credit Suisse) and 8%
(UBS), which will apply from 2019.12

In terms of total capital, both banks also comply with the
corresponding requirements applicable from 2019.14
Since the beginning of 2015, banks across the world have
been required to disclose their Basel III leverage ratios.15
For the first quarter of 2015, Credit Suisse reported a
Basel III leverage ratio of 3.6%, and UBS a ratio of 3.4%.
Both institutions therefore exceed the minimum level of
3% envisaged by the Basel Committee.

Overall, the big banks have also improved their leverage
ratios. At Credit Suisse, the TBTF going-concern lossabsorbing leverage ratio13 increased from 3.0% in the first
quarter of 2014 to 3.4% in the first quarter of 2015. The
corresponding ratio at UBS improved slightly, from 3.1%
in the first quarter of 2014 to 3.2% in the first quarter of
2015. Both banks therefore meet the look-through
requirements on going-concern loss-absorbing capital
(3.1% of total exposure) which will apply from 2019.

Resilience needs to be strengthened further

Although the big banks already meet most of the lookthrough regulatory requirements that will apply from
2019, the SNB recommends that both banks do not lose
momentum in their efforts to improve their resilience. This
is particularly warranted with regard to the leverage ratio.
Resilience needs to be further improved for three reasons.
First, the risks associated with economic and financial

12 Under Basel III, the Swiss big banks are required to hold CET1 capital totalling
8.5% (Credit Suisse ) and 8.0% (UBS) of their RWA from 2019 onwards. This
requirement comprises the minimum of 4.5%, the capital conservation buffer of
2.5% and the surcharge for global systemically important banks of 1.5% in the
case of Credit Suisse and 1.0% in the case of UBS. Under the TBTF regulations,
the Swiss big banks are required to hold CET1 capital totalling 10% of their RWA.
This requirement comprises the minimum of 4.5% and a buffer of 5.5%.
13 The going-concern loss-absorbing leverage ratio is defined as the ratio of
loss-absorbing capital to TBTF total exposure. Up to end-2014, the latter
corresponds to total exposure under Basel III as defined in December 2010. From
2015, TBTF total exposure refers to Basel III total exposure as defined in
January 2014. Note that UBS publishes its TBTF total leverage ratio based on
both the old and the new Basel III definition of total exposure.

14 In the ‘too big to fail’ regulations, the leverage ratio is defined relative to the
risk-weighted requirements. The 3.1% corresponds to the risk-weighted 13%
requirement for loss-absorbing capital. With regard to the 17.1% (Credit Suisse)
and 18.4% (UBS) total capital requirement, the leverage ratio is 4.1% and 4.4%
respectively.
15 The Basel III rules only require the disclosure of leverage ratios according to
the framework’s transitional arrangements. However, the look-through leverage
ratio can easily be calculated using other information that is subject to disclosure
requirements.

regulatory capital ratios and requirements
Look-through

Table 1
Credit Suisse

UBS

Q1 2013* Q1 2014
on a pro
forma
basis**

Q1 2015

Require- Q1 2013
ment
from 2019

Q1 2014

Q1 2015

Requirement
from 2019

Ratios (in percent)
8.6

9.3

10.0

8.5***

10.1

13.2

13.7

8.0***

TBTF going-concern loss-absorbing capital ratio

10.0

12.2

13.0

13.0

10.3

13.6

14.9

13.0

TBTF total capital ratio

10.0

14.4

16.2

17.1

11.8

16.8

20.6

18.4

Basel III leverage ratio

Basel III CET1 capital ratio

–

–

3.6

–

–

–

3.4

–

TBTF going-concern loss-absorbing leverage ratio****

2.3

3.0

3.4

3.1

2.3

3.1

3.2

3.1

TBTF total leverage ratio****

2.3

3.6

4.2

4.1

2.6

3.8

4.5

4.4

29.0

40.3

46.2

–

30.4

38.0

44.5

–

24.8

25.9

28.1

–

26.2

29.9

29.6

–

4.2

8.2

8.9

–

0.4

1.0

2.6

–

–

6.1

9.2

–

3.8

7.1

12.3

–

291

280

284

–

259

227

216

–

1 280

1 124

1 103

–

1 175

988

991

–

Levels (in CHF billions)
TBTF total capital
Of which Swiss CET1
Of which high-trigger contingent capital
Of which low-trigger contingent capital
RWA
TBTF total exposure****
*

In its quarterly report for Q1 2013, Credit Suisse published a TBTF going-concern loss-absorbing capital ratio of 11.0% (p. 48). In addition to fully implemented loss-absorbing
capital as defined in the Financial Stability Report, Credit Suisse’s figure also comprises securities, which FINMA advised may be included until end-2018 at the latest (cf. also
2013 Financial Stability Report).
** Taking into account the charge arising from the settlement regarding US cross-border matters. According to its press release of 20 May 2014, Credit Suisse’s look-through
Basel III CET1 ratio would have been 9.3% at the end of Q1 2014 had this charge been applied at that time. The other pro forma capital figures in table 1 are derived from
this pro forma Basel III CET1 ratio. Cf. also footnote 10.
*** Under the TBTF regulations, the Swiss big banks are required to hold CET1 capital totalling 10% of their RWA.
**** From 2015, TBTF total exposure refers to Basel III total exposure as defined in January 2014. TBTF total exposure figures for Q1 2013 are phase-in values.
Sources: Quarterly reports of Credit Suisse and UBS
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conditions remain high (cf. chapter 2). The big banks’ loss
potential relative to their capitalisation continues to be
substantial, both under the adverse scenarios considered
by the SNB and when measured on the basis of the losses
experienced during the recent financial crisis.16 For
financial stability in Switzerland, it is important that the
big banks remain adequately capitalised, even in the event
of such losses occurring. While the adverse scenarios
reflect unlikely, highly unfavourable developments in
economic and financial conditions, they are not overly
conservative. The loss potential derived from these
scenarios is well below the losses experienced in the
financial crisis, even after taking into account the fact that
the big banks reduced their total assets and RWA. In
addition, the losses experienced during the financial crisis
were contained by extensive public support measures.
Second, an international comparison of the regulatory
capital ratios of the Swiss big banks reveals an uneven
picture with regard to resilience. While their risk-weighted
capital ratios are above the average for large globally
active banks,17 the same cannot yet be said for their
leverage ratios. For instance, their Basel III leverage ratios

16 For an estimate of losses in the recent financial crisis, cf. Bank of England,
‘The Financial Policy Committee’s review of the leverage ratio’, October 2014.
This estimated that losses were up to 9% of banks’ balance sheets.
17 This comparison is based on Basel III Tier 1 capital ratios. This ensures that
contingent capital instruments, which are loss-absorbing in a going-concern
perspective, are also taken into account. Since these instruments play an
important role in the Swiss ‘too big to fail’ regulations, the Swiss big banks’ Tier 1
capital – particularly that of Credit Suisse – is not made up exclusively of CET1
capital.

are below average.18 Improving the leverage ratio,
including in an international comparison, is of particular
significance given that the ratio is gaining in importance
as a measure of banks’ resilience and that, as experience
has shown, it can quickly become the focus of market
attention during a crisis. The requirement – applicable
since the beginning of 2015 – to disclose leverage ratios
under Basel III enables a direct international comparison.
Third, it can be expected that regulatory developments
at both international and national level will result in
increased capital requirements, especially for the big
banks (cf. ‘International and national developments
regarding capital regulations’, p. 19). It is important that
the big banks prepare for this expected future increase
in international and Swiss capital requirements by
strengthening their resilience.
Market assessment of big banks’ resilience

Market prices such as CDS premia provide an indication
of how the market assesses the banks’ resilience. The
greater the credit risk and the lower the assessment of
resilience, the higher the premium on a given CDS.
According to CDS premia, the market assesses the
resilience of the Swiss big banks as above average
or average in an international comparison. Following
a marked decline after the peak of the financial crisis,
18 Cf. also IMF, ‘Switzerland: Concluding Statement of the 2015 Article IV
Mission’, 23 March 2015. Within the context of its annual country report, the IMF
again recommends that leverage ratios be quickly brought into line with those of
other large globally active banks.

international comparison of cds premia
Premia for credit protection (five-year senior)
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CDS premia of both Swiss and other large globally active
banks have since been relatively stable (cf. chart 10).
However, market prices give a distorted picture of globally
active banks’ resilience, because they include market
expectations as regards the probability and effectiveness
of government support in a crisis (‘too big to fail’ issue).
For example, CDS premia reflect the market’s view of the
likelihood that the underlying credit will be repaid. It is
irrelevant who repays the investment – the bank or a third
party, such as the government. Therefore, market prices
overstate globally active banks’ intrinsic resilience in
general.
Credit ratings from Moody’s and Standard & Poor’s
(S&P) explicitly reflect the fact that the ‘too big to fail’
issue is not yet resolved.19 These ratings still include
the expectation of government support. However, efforts
to address the ‘too big to fail’ issue have already had
an impact: all major rating agencies have reduced or are in
the process of reducing the rating uplifts resulting from
government support for large globally active banks.20 This
reflects, in particular, more stringent restrictions imposed
on authorities regarding the use of public funds for bank
bailouts, as well as improved resolvability and resolution
measures.
RWA problem identified, but not yet resolved

RWA play a key role in the capital regulation of banks. In
general, there are two approaches to calculating RWA:
the standardised approach, which prescribes risk weights
for predefined classes of positions; and the model-based
approach, under which the banks use their own internal
models to calculate the risk weights of different positions.
In recent years, both markets’ and authorities’ confidence
in model-based RWA has steadily declined.21 In theory,
a bank’s risks can be more accurately quantified using the
model-based approach than using the standardised
approach. In practice, however, market participants,
analysts and authorities worldwide are questioning the
extent to which such model-based RWA actually reflect
a bank’s economic risks, ensure an adequate level of
resilience and allow comparison across banks.
A number of international and national studies have shown
that the concerns over model-based RWA are justified. For
instance, international studies have revealed significant
differences in RWA between banks using the model-based
approach. These can only be partially explained by
differences in the level of risk taken by the banks. In

19 Cf. also IMF, ‘How big is the implicit subsidy for banks seen as too important
to fail?’ in: Global Financial Stability Report, April 2014. In its ‘too big to fail’
report, the Federal Council also noted that the ‘too big to fail’ issue was not yet
resolved in Switzerland (cf. Federal Council, ‘Too big to fail’, 18 February 2015).
20 For example, Moody’s has recently lowered this rating uplift for most globally
active banks. Cf. Moody’s Investor Service, ‘Moody’s concludes reviews on 13
global investment banks’ ratings’, 28 May 2015. For S&P, cf., for example, ‘S&P
Takes Various Rating Actions On Certain U.K., German, Austrian, And Swiss
Banks Following Government Support Review’, 3 February 2015.
21 Cf., in this regard, SNB, Financial Stability Report, 2012, 2013 and 2014.
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studies carried out by the Basel Committee, the
participating banks were asked to calculate the RWA for
identical hypothetical portfolios, using their models.
The highest value of RWA calculated in this manner was
more than twice the lowest value.22
Studies at national level have also shown that model-based
RWA are too low in some cases. For example, at the end of
2012, FINMA, in an analysis of domestic residential
mortgages, concluded that the average risk weights used
in internal models were around four times lower than those
under the standardised approach. A more comprehensive
comparison – conducted by FINMA with the support of
the SNB – of the big banks’ RWA for credit risk using
model-based and standardised approaches, showed that
these RWA are also too low in other portfolios.23 As a
result, the big banks’ effective risks in some portfolios are
not adequately reflected by model-based RWA, and thus
not appropriately backed with capital. Based on these
analyses, FINMA has introduced an initial set of
corrective measures, mainly imposing specific multipliers
for individual institutions.24
Various international and national regulatory initiatives
have been launched (cf. ‘International and national
developments regarding capital regulations’, p. 19), with
the aim of addressing the RWA problem. At international
level, a number of working groups of the Basel Committee
are looking at the calculation of RWA. A key element of
the set of measures currently being discussed is the
introduction of a floor for internally modelled RWA based
on the revised standardised approach. At national level,
the results of the aforementioned RWA comparison, in
addition to the measures already taken by FINMA and
those expected at international level, will be taken into
account by a working group led by the FDF. This working
group will draw up proposals and the associated legal
adjustments for implementing the recommendations in
the Federal Council’s ‘too big to fail’ evaluation report.
Alongside these regulatory initiatives, the SNB still
considers it necessary that the big banks increase
transparency with regard to RWA.25 At international level,
the largest US banks report their credit risk RWA
according to both the model-based and standardised
approaches. At national level, FINMA has now called on
the banks to disclose the differences between calculations
using the model-based and standardised approaches.26
Disclosure of RWA according to the standardised approach
22 Cf. Basel Committee on Banking Supervision, Regulatory consistency
assessment programme (RCAP) – Analysis of risk-weighted assets for market risks,
January 2013; Regulatory consistency assessment programme (RCAP) – Analysis of
risk-weighted assets for credit risk in the banking book, July 2013. For this study,
risk weights were reported rather than RWA; cf. also EBA, Interim results of the
EBA review of the consistency of risk-weighted assets, 26 February 2013; Barclays,
The dog that dug, 21 September 2012.
23 Cf. ‘Models and their limitations’, FINMA Annual Media
Conference, 31 March 2015.
24 These multipliers will be phased in and become fully effective by the
beginning of 2019. Sources: Banks’ quarterly reports for Q1 2015.
25 Cf., in this regard, Financial Stability Report, 2012, 2013 and 2014.
26 Cf. ‘Models and their limitations’, FINMA Annual Media
Conference, 31 March 2015.

would provide a benchmark for model-based RWA and
facilitate comparison across banks.27 Such enhanced
transparency is necessary to restore the credibility of
model-based RWA and to strengthen market discipline.
The SNB continues to hold the view that risk-weighted
capital requirements (including a floor for model-based
RWA) and leverage ratio requirements should complement
each other. Risk-weighted requirements should guide
economic decisions at the margin, while the leverage ratio
should serve as a backstop. Yet, until the international and
national measures to resolve the RWA problem take effect
– which will restore the credibility of RWA and establish
transparency – it is prudent to give a greater weighting to
the leverage ratio when assessing the big banks’ resilience.
Indeed, analysts increasingly pay attention to the leverage
ratio when assessing and comparing banks.

27 Analysts’ estimates of RWA according to the standardised approach show
that there is a market demand for such a parallel calculation. Cf., for example, the
UBS calculation which yields an estimate of RWA for credit risk at Credit Suisse
based on the standardised approach that is around double the level of modelbased RWA. Sources: ‘Credit Suisse Group: RWA upward pressure could result in
lower cash dividends’, UBS Global Research, 25 November 2014.

International and national developments regarding
capital regulations
Regulatory developments at international level
The Basel Committee on Banking Supervision is
formulating a set of measures to improve risk-weighted
capital requirements. These measures are based on
the principle that model-based and standardised
approaches should complement each other. Enhanced
transparency is likely to be a key component of these
measures.
The measures under discussion are threefold. First,
the standardised approach is to be fundamentally
revised. Second, the Basel Committee is examining the
introduction of a floor for internally modelled RWA
based on the revised Basel III standardised approach.
The floor would be designed to ensure that the RWA
of banks using internal models do not fall below
a prudent level. Third, the Committee aims to improve
certain elements of the model-based approach, too.

3.2 Domestically focused commercial banks
In 2014, domestically focused banks further increased
their exposure to the Swiss mortgage and residential real
estate markets. While the share of new loans with high
LTI ratios – a measure of affordability risk – remained
persistently high, mortgage lending growth and the share
of new mortgage loans with a high LTV ratio decreased.
Hence, the increase in exposure was lower than in
previous years. These developments occurred against the
backdrop of broadly unchanged imbalances on the
mortgage and real estate markets.
With respect to capitalisation, the situation at these banks
remained largely unchanged in 2014. First, the
domestically focused banks’ available capital increased in
step with the size of their balance sheets. Hence, despite
pressure from historically low interest rate margins on
profitability and continued growth of their balance sheets,
their leverage ratio remained stable at high levels by
historical standards. This was mainly the result of
increased profit retention. Second, their risk-weighted
capital ratios increased slightly compared to 2013 and are
significantly above regulatory minimum requirements
overall.

draw up proposals and the associated legal adjustments
required.2 The proposals are aimed at solving the ‘too
big to fail’ issue, which, as measured by the ratio
between the big banks’ total assets and domestic GDP,
is particularly pronounced in Switzerland. The Federal
Council is building on the recommendations made
by the group of experts on the further development
of the financial market strategy (Brunetti group of
experts).3
The need for action identified in the field of capital
regulation involves, in particular, a recalibration of the
capital requirements for systemically important banks.
Both risk-weighted and leverage ratio requirements
should rank among the highest internationally. The
recalibration of capital requirements will take into
account the results of a comparison between RWA
calculated using the model-based and standardised
approaches, which was conducted by FINMA –
together with the big banks and with the support of
the SNB – as well as the measures already taken by
FINMA and those expected at international level.

Regulatory developments at national level
In February 2015, the Federal Council identified a need
for action with regard to ‘too big to fail’ regulations,1
and commissioned a working group led by the FDF to

1

Cf. Federal Council, ‘Too big to fail’, 18 February 2015.

2 Cf. Federal Council press release of 18 February 2015.
3 Cf. Final report by the group of experts on the further development of the
financial market strategy, 1 December 2014.
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From an economic perspective, domestically focused
banks’ resilience may be lower than suggested by their
regulatory capitalisation. While stress test results suggest
that most banks should currently be able to withstand
relevant adverse scenarios, they also emphasise the
importance of banks holding significant capital surpluses
relative to the regulatory minimum requirements. Hence,
when defining their capital plans and lending or interest
rate risk policy, banks should ensure that they are able to
absorb the potential losses associated with significant
adverse shocks. Caution is especially warranted in the
current context of exceptionally low interest rates.
The next section outlines the exposures and loss potential
of the domestically focused banks. Chapter 3.2.2 provides
an assessment of these banks’ resilience, focusing on
the development of the regulatory capital figures and an
appraisal of the banks’ capitalisation from an economic
point of view.

3.2.1 ExposureS and impact of scenarios
Slower increase in mortgage lending volume

In 2014, mortgage lending growth of domestically focused
banks decreased to 4.3% from 5.1%28 at end-2013,
parallel to the market as a whole (3.6% compared to 4.3%
at end-2013).29 As a result of the reduced momentum,
the mortgage-to-GDP ratio increased at a slower pace.
Moreover, imbalances as measured by the difference
between the mortgage-to-trend GDP ratio and its longterm trend remained broadly unchanged at a high level
in 2014. Data for the first quarter of 2015 suggest that
mortgage growth has remained broadly unchanged since
end-2014.
28 This figure differs from the one reported in last year’s Financial Stability Report
due to changes in the sample of banks.
29 Figures refer to nominal growth rates.

Meanwhile, the further decline in interest rates on the
money and capital markets following the monetary policy
decision in January 2015 – in some cases, they have been
well into negative territory since early 2015 – carries the
risk of a renewed increase in imbalances on the mortgage
and residential real estate markets in the medium term.
Falling interest rates appear to have increased the
attractiveness of real estate investments compared to
alternative assets. This may lead to additional demand
and to subsequent pressure on prices, in particular for
the residential investment property segment.
Lower share of new mortgage loans with high LTV –
persistently high affordability risks

The proportion of new loans with a high LTV ratio
decreased again compared to the previous year. As regards
affordability, the domestically focused banks’ risk appetite
in connection with the granting of new mortgages remains
at its previous high level.
According to the survey of mortgage lending conducted by
the SNB,30 the share of new mortgage loans31 with a high
LTV ratio has declined further compared to the previous
year. The share of new mortgage loans with an LTV ratio32
of more than 80% has declined slightly to around 17% in

30 The survey covers the 25 largest banks with a cumulative market share in the
domestic mortgage market of over 80%. LTV and LTI data are collected for new
mortgages in the segments of owner-occupied residential property (2014:
CHF 29.0 billion) and residential investment property held by commercial
borrowers (CHF 8.8 billion) or private individuals (CHF 9.6 billion).
31 For the purpose of the survey, new lending comprises both refinancing of an
existing mortgage from another lender and newly granted loans for the purchase
or construction of real estate.
32 The reported LTV is the ratio between the mortgage and the value of the
pledged property. The mortgage is the credit limit approved by the bank. The
value of the pledged property is the market value. At most banks, LTVs calculated
in this manner differ only slightly from reported LTVs based on banks’ internal
valuations of the pledged property.

loan-to-value: new mortgages
Proportion of new loans with LTV over 80%
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gross terms, or about 10% in net terms33 in the owneroccupied residential property segment, and to around 11%
in the case of residential investment property held by
private individuals. For residential investment property
held by commercial borrowers, the data indicate a more
pronounced decline in the proportion of new mortgages
with a high LTV ratio, from 18% to 13% (cf. chart 1134).
By contrast, affordability risks measured by the LTI ratio
were broadly unchanged year-on-year and remain high
in all segments (cf. chart 12). The SNB survey indicates
that, in 2014, for 42% of the new mortgage volume
granted for financing owner-occupied residential property,
the imputed costs35 would exceed one-third of gross wage
or pension income at an interest rate of 5%. In the
residential investment property segment, similar levels
of affordability risk are discernible for properties held
by private individuals, while affordability risk appears
slightly lower for properties held by commercial
borrowers. At an interest rate of 5%, the imputed costs
would no longer be covered by net rents for nearly 42%
of the new mortgage volume for private individuals and
around 32% for commercial borrowers. When interpreting
these figures, it should be borne in mind that they are
based on a standardised definition of income and hence

33 When calculating net figures, pledges from pillar 2 and 3a pension funds used
as part of the scheme to encourage home ownership are counted as additional
collateral in the LTV calculation. It should, however, be noted that the
effectiveness of the protection provided by such additional collateral against
credit losses in the banking sector in the event of a major price correction in the
Swiss real estate market remains untested.
34 Values aggregated over the calendar year according to mortgage lending
volume.
35 The imputed costs used for this estimate comprise the imputed interest rate
(5%) plus maintenance and amortisation costs (1% each). The average mortgage
rate over the last 50 years is almost 5%.

can deviate from a bank’s own measure of affordability
risk based on internal definitions.36
Affordability risk remains highly relevant, despite the
ongoing trend towards a higher proportion of loans with
medium-term repricing maturities, which offer some
protection to borrowers against the effects of rising
interest rates. Based on figures for end-2014, the share of
the mortgage volume with a repricing maturity of more
than five years has increased slightly from last year, yet
still amounts to roughly 25%. Consequently, around 75%
of the mortgage volume would be affected by an interest
rate shock over a five-year time horizon. Moreover,
roughly 35 – 45% of the mortgage volume even has
a repricing maturity that is shorter than 12 months.37
Hence, a very high proportion of the loan volume would
be affected in the short or medium term following an
interest rate change.
Further narrowing of interest rate margins

In 2014, the average interest rate margin on outstanding
claims of domestically focused commercial banks
decreased by a further 6 basis points. It has declined by
more than 50 basis points or about one-quarter since 2007
(cf. chart 13).38 This development, which is homogeneous

36 The standardised definition of income uses only the borrower’s employment
or pension income. Other elements which have a positive impact on affordability
(e.g. bonuses and investment income), as well as those which have a negative
impact (e.g. leasing or interest payments on other bank loans), are not taken into
consideration. On average, eligible income according to internal bank guidelines
exceeds standardised income by 15 – 20%; however, differences between banks
are considerable. As banks apply different credit policies, the income calculated
according to banks’ internal guidelines – in contrast to standardised income – is
neither directly comparable between banks, nor can it be used for calculating
aggregate LTI values.
37 Source: SNB statistics.
38 Interest rate margins are approximated as net interest income divided by the
sum of mortgage claims, claims against customers and financial claims.

loan-to-income: new mortgages
Proportion where imputed costs exceed 1/3 of income (owner-occ.) or rents (inv. prop.) at an interest rate of 5%
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across banks, may be attributed to the significant decline
in the liability margin.39 The fall in the liability margin
stems from the fact that banks have not reduced interest
rates on deposits in step with the general level of interest
rates.
The pressure on these banks’ core business margins is
likely to persist as a result of the introduction of negative
interest on sight deposit account balances at the SNB.
While interest rates on sight and savings deposits – at least
for retail customers – have remained broadly unchanged
at levels close to zero, some capital and money market
interest rates have been negative since early 2015. As a
consequence, liability margins have slipped further into
negative territory. This situation is highly unusual,

39 The liability margin is the difference between alternative funding costs for the
same maturity on the capital market and the interest paid on the liability. The
asset margin is the difference between the interest on the asset and on the
alternative asset with the same maturity on the capital market.

if not unique, by historical standards. In addition, the
negative interest charged on sight deposits at the SNB
which exceed a certain exemption threshold affects
banks’ margins directly. For most domestically focused
banks, the negative interest levied on these account
balances, however, is small relative to their overall
earnings.
Banks have reacted to the further decline of capital and
money market interest rates following the monetary policy
decision in January 2015 by increasing their asset margin
on new mortgages (cf. chart 14). Moreover, a number of
banks are applying negative interest rates or higher fees
on large deposits from firms and institutional clients. It is
questionable, however, whether banks have the capacity
to further increase or even maintain their current asset
margin on new mortgage lending in order to compensate
for the overall pressure on their profitability. Mortgage
lending appears particularly attractive in the current
interest rate environment, both for banks and non-banks

interest rate margin of domestically focused commercial banks
Net interest income divided by the sum of mortgage claims, claims against customers and financial claims, weighted average
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such as insurance companies or pension funds searching
for higher yields on their investments. As a consequence,
competition with non-banks in particular might limit
banks’ flexibility in setting higher mortgage rates. Thus,
the current interest rate environment represents an
increasingly difficult challenge for domestically focused
banks’ profitability and capital situation.
Persistently high interest rate risk

Direct interest rate risk40 in the banking book41 of
domestically focused commercial banks – as measured
by the impact of a positive interest rate shock on the
bank’s net present value42 – has remained broadly
unchanged, at a high level, since 2013 (cf. chart 15).
If the general level of interest rates were to rise by
200 basis points, the net present value of these banks
would decline on average by 13.9% of their Tier 1 capital
(2013: 13.3%43). The variation in interest rate risk among
these banks is considerable. Excluding banks below the
first and above the ninth deciles, the impact ranges from
an increase in net present value of 5.0% of their Tier 1
capital (2013: 5.2%) to a decline of 21.3% (2013: 19.5%).
It must be stressed that the uncertainty regarding the
banks’ actual exposure to interest rate risk is particularly
high in the current interest rate environment. An interest
rate increase would help banks restore their liability
margin (cf. ‘Further narrowing of interest rate
40 Direct interest rate risk can result from a mismatch between the repricing
maturities of a bank’s assets and liabilities. Banks typically use short-term
liabilities to refinance long-term loans. As a result of such maturity
transformations, interest rates on assets are locked in for longer than interest
rates on liabilities. If a bank is in this position, a rise in the interest rate level will
reduce the present value (cf. footnote 42) of assets more substantially than the
present value of liabilities.
41 The interest rate risk measure includes all positions in the banking book
(excluding non-linear derivatives), plus the securities and precious metals trading
portfolio, less short securities positions.
42 The present value of a balance sheet position corresponds to its expected
future cash flow discounted by the relevant risk-free interest rate.
43 This figure differs from the one reported in last year’s Financial Stability Report
due to changes in the sample of banks.

margins’, p. 21). This effect – which is not captured by the
net present value analysis – might offset the negative
impact of a moderate interest rate shock on a bank’s net
interest income due to maturity transformation. As a
consequence, the sensitivity of the net present value to an
interest rate shock would overestimate a bank’s actual
exposure to direct interest rate risk.44 The further decline
of interest rates on the capital and money markets, partly
into negative territory, since January 2015 should
reinforce this effect.
At the same time, as discussed in detail in the 2013
Financial Stability Report, the net present value analysis
described above may underestimate the actual exposure
to substantial interest rate shocks. For positions with
undefined repricing maturities,45 this measure is based on
banks’ assumptions about the repricing maturity of such
positions. The negative impact of a substantial interest rate
rise on the net present value could be significantly higher
if the actual repricing maturity of these positions is shorter
than assumed by banks.
Substantial loss potential under adverse scenarios

Two of the scenarios discussed in chapter 2.2 are of
particular relevance for domestically focused banks:
the euro area debt crisis scenario and the interest rate
shock scenario.46 According to SNB estimates, losses
would be substantial under both scenarios but
significantly higher under the interest rate shock scenario,
owing to these banks’ strong focus on the Swiss
mortgage market.47

44 More generally, the net present value analysis cannot be used to draw direct
conclusions about the impact of an interest rate shock on net interest income.
45 Positions with undefined repricing maturities include: on the assets side,
sight claims, claims against customers and variable rate mortgage claims; on the
liabilities side, sight liabilities and savings deposits.
46 Irrespective of the scenarios considered, losses can also result from
operational and legal risks.
47 The scenarios are defined over a five-year horizon.

interest rate risk of domestically focused commercial banks
Losses in net present value as a percentage of Tier 1 capital, assuming a 200 bp interest rate rise
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Under the euro area debt crisis scenario, a severe recession
extending over several quarters would result in a
considerable increase in default rates on claims against
corporates and financial institutions. The mortgage
business, too, would incur losses, due to higher
delinquency rates resulting primarily from the real estate
price correction and rising unemployment. However, as
interest rates remain low under this scenario, the need for
write-downs on mortgage loans would be moderate.
While net interest income would suffer from a further
decline in the liability margin as a result of the persistently
low interest rate level, commission business would
mainly be depressed by the weak performance of the stock
markets. Net interest income and commission income
are key components of domestically focused banks’ total
income, accounting for around 70% and 20% respectively.

surplus of more than 5 percentage points.48 For
domestically focused banks with a cumulative share
amounting to 24% of total assets of these banks,
this capital surplus exceeded 10 percentage points
(cf. chart 16).

Under the interest rate shock scenario, a sudden and
substantial rise in interest rates, combined with an inverted
yield curve, would lead to a sharp decline in net interest
income. Higher interest rates, coupled with a sharp
correction in real estate prices, would also lead to a surge
in default and loss-given-default rates on domestic
residential mortgages. Banks whose mortgage portfolios
are heavily concentrated on regions showing particularly
pronounced signs of residential property overvaluation
would be especially hard hit. Finally, default rates on
claims against corporates would increase considerably.

In 2014, domestically focused banks’ capital moved in step
with the size of their balance sheets. Hence, despite
pressure from historically low interest rate margins on
profitability and continued growth of their balance sheets,
their average leverage ratio52 – in terms of the ratio of
Tier 1 capital to balance sheet total53 – was unchanged54 at
6.8% (cf. chart 17) and has remained high, on average,

3.2.2 Resilience
Capital ratios significantly above regulatory minimum
requirements

Overall, measured against the regulatory minimum
requirements, domestically focused banks are holding
substantial surplus capital. At end-2014, all domestically
focused banks met the Basel III minimum requirement
of 8% for the risk-weighted total capital ratio, and indeed
exceeded it significantly. Nearly all the banks had a capital

At end-2014, all domestically focused banks complied
with the additional capital requirements associated with
the increased CCB,49 effective since end-June 2014, and
almost all of them also met the specific capital buffer target
levels set by FINMA according to supervisory category.50
Taking into account capital measures announced for the
first quarter of 2015, all domestically focused banks are
expected to meet both sets of requirements. The specific
capital buffer target levels set by FINMA go beyond the
Basel III requirements51 and are applicable from end-2016.

48 Two banks with a market share of 0.1% have a capital surplus of between 2.5
and 5 percentage points. Their market share is too small to be visible in chart 16.
49 In January 2014, acting on a proposal by the SNB, the Federal Council
increased the sectoral CCB from 1% to 2% of risk-weighted positions financing
residential property in Switzerland.
50 For supervisory purposes, FINMA divides banks into five categories, each with
a set of banks characterised by a comparable risk profile. The categorisation is
based on criteria related to a bank’s size as well as on an indicator of a bank’s risk
exposure (cf. FINMA Circular 2011/2).
51 This holds for all banks except those in supervisory category 5, which includes
the smallest banks and the banks with the lowest risk exposure.
52 The leverage ratio is defined as the ratio of capital to balance sheet total. At
end-2014, there was no regulatory requirement for leverage ratios for
domestically focused banks.
53 This definition differs from the one under Basel III. The latter incorporates
a bank’s total exposure in the denominator, which, for example, also includes
off-balance-sheet positions.
54 Figures for 1998–2013 have changed due to a sample effect.

risk-weighted capital ratios of
domestically focused commercial banks
Capital surplus with respect to the Basel III 8% minimum
requirement for risk-weighted total capital ratios
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by historical standards. This was mainly the result of
increased profit retention.
The risk-weighted capital ratio increased slightly to 16.6%
in terms of total eligible capital (2013: 16.3%55) and to
15.8% in terms of Tier 1 capital (2013: 15.4%56). In 2014,
domestically focused banks’ capital thus grew faster than
their RWA. In contrast to the previous year, the RWA were
only marginally influenced by regulatory changeovers.57
Hence, the increase in the risk-weighted capital ratio may
be interpreted as an improvement in banks’ regulatory
capital adequacy.
High resilience and conservative approach
to risk needed

Regulatory capital ratios may overestimate the actual
resilience of these banks in the current environment, as
they do not fully capture risks related to exposures to the
mortgage and real estate markets and to movements in
interest rates (cf. Financial Stability Report from 2012 to
2014). Hence, the adequacy of domestically focused
banks’ capital buffers is also assessed by means of stress
tests, with a focus on the euro area debt crisis scenario and
the interest rate shock scenario.
According to SNB stress tests, the euro area debt crisis
scenario would result in substantial losses at many
domestically focused banks. Owing to the surplus capital
currently held by banks, the cumulative market share of
domestically focused banks that are estimated to fall below
the regulatory minimum would be small. However,
for a number of banks covering a significant share of the

domestic credit market, the estimated losses would deplete
a large proportion of their surplus capital. As a
consequence, these banks would no longer meet the
specific capital buffer target levels set by FINMA.
Under the interest rate shock scenario, the estimated losses
for domestically focused banks would be significantly
higher, on average, than under the euro area debt crisis
scenario. Even in this case, most banks should be able to
absorb these losses without seeing their capitalisation
fall below the regulatory minimum. However, at a number
of banks with a significant cumulative market share,
it is estimated that capitalisation would fall close to or
even below the regulatory minimum.
The depletion of a large proportion of banks’ surplus
capital under both scenarios would lead to a general
weakening of the banking sector. Experience in
Switzerland and abroad suggests that this could present
a challenge for financial stability and significantly
affect banks’ ability to lend, with negative repercussions
for the real economy.
These results highlight the importance of banks holding
significant capital surpluses relative to the regulatory
minimum requirements. The activation of the CCB in 2013
and its increase in 2014 made a significant contribution
in this respect. The current interest rate environment also
calls for lending and interest rate risk policy to remain
especially prudent, both to limit banks’ future loss potential
and to help prevent a further build-up of imbalances.
Risk of renewed increase in imbalances on mortgage
and real estate markets

55 The figure for 2013 has changed due to a sample effect.
56 The figure for 2013 has changed due to a sample effect.
57 In 2014, only two banks with a cumulative market share amounting to 1% of
total assets of domestically focused banks moved from reporting under the Swiss
standardised approach to the international standardised approach.

As discussed in chapters 2 and 3.2.1, growth in mortgage
volumes and residential real estate prices has stayed
roughly in line with fundamentals in recent quarters. As a
result, overall, imbalances on the mortgage and residential

tier 1 leverage ratio of domestically focused commercial banks
Distribution of Tier 1 capital to asset ratios
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real estate markets have remained broadly unchanged
since the last Financial Stability Report. From a financial
stability perspective, this is a positive development.
However, imbalances remain at a high level. In addition,
the further decline of capital and money market interest
rates, partly into negative territory, following the monetary
policy decision in January 2015 carries the risk of a
renewed increase in imbalances on the Swiss mortgage
and residential real estate markets over the medium term.
First, compared to alternative assets, investments in real
estate appear to have become more attractive for banks,
commercial investors and households. In the residential
investment property segment in particular, additional
demand from investors searching for yield might push
prices up further.
Second, the new and unprecedented interest rate
environment creates additional incentives for banks to
incur higher interest rate and credit risks (cf. chapter 3.2.1).
Increasing maturity transformation and extending
the volume of lending might be ways to compensate for
negative liability margins and to stabilise short-term
profitability. Such strategies would further increase banks’
exposure to large interest rate shocks and to a correction
on the mortgage and real estate markets. Given these risks
to financial stability, banks and authorities should remain
alert and, if necessary, take measures to contain such risks.
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Should momentum on the mortgage and residential real
estate markets pick up again, additional measures directly
targeting banks’ risk-taking in mortgage lending might
become necessary. In this regard, particular attention
should be paid to the investment property segment. This
segment is more likely to be materially affected by
additional demand from investors searching for yield in
the current environment. Furthermore, the measures
taken so far have predominantly addressed the segment
of owner-occupied residential real estate.
Moreover, interest rate risk exposure in the banking
book should be appropriately backed with capital. The
Basel Committee is currently consulting on policy
options to strengthen international standards on capital
and disclosure requirements for interest rate risk in the
banking book. Given the significance of this risk factor,
banks should ensure that they adopt a conservative stance
towards the measurement and management thereof. In
this context, the SNB supports FINMA’s efforts to ensure
that risk-taking by individual banks is reduced or backed
by specific capital charges whenever the risk exposure
is deemed exceptionally large by historical or industry
standards.
In parallel with these measures, the SNB will continue
to monitor developments on the mortgage and real
estate markets closely, and will reassess the need for
an adjustment to the CCB on a regular basis.
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