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Decision by the Board of the Financial Supervisory Authority to retain 
the minimum level for the average risk weight on residential mortgage 
loans of credit institutions that have adopted the IRB Approach 

At its meeting on 28 June 2019, the Board of the Financial Supervisory 
Authority (FIN-FSA) decided 
• to retain the minimum level of 15% for the average risk weight on 

residential mortgage loans1 of credit institutions that have adopted 
the Internal Ratings Based Approach (IRB Approach) that the Board 
decided to introduce on 26 June 2017, with effect from 1 January 
2020 for one year pursuant to Article 458 of the Capital Require-
ments Regulation (CRR). The entry into force of this decision is sub-
ject to the EU Council not objecting to the Board’s decision. Upon 
proposal by the Commission, the EU Council may reject a measure 
under Article 458 proposed by a Member State. The European Sys-
temic Risk Board (ESRB) and the European Banking Authority 
(EBA) will issue opinions on the matter. 

 

Justifications for the decision 

On 29 June 2017, the Board of the FIN-FSA took a decision, upon pro-
posal by the Director General, to set a minimum level of 15% for the av-
erage risk weight on residential mortgage loans of credit institutions that 
have adopted the IRB Approach. According to the decision, the mini-
mum risk weight was to enter into force on 1 January 2018. The mini-
mum level was set pursuant to Article 458 of the CRR. 
 
According to the present analysis, the average risk weights on the resi-
dential mortgage loans of credit institutions that have adopted the IRB 
Approach are very low in Finland, and risk weights vary significantly 
from one credit institution to another. The risk weights are low both from 
a risk perspective and compared with the risk weight levels applied in 
other EU countries. 
 
The risk weights on residential mortgage loans applied by credit institu-
tions do not take sufficient account of the second round effects amplify-
ing the shocks to the economy. Second round effects may stem for ex-
ample from a reduction in consumption by indebted households in a 
stress situation. The decline in consumption may, indirectly, increase 
loan losses and the problems of the corporate sector and, by extension, 
have more far-reaching consequences for the functioning of the finan-
cial system and the economy. The potential second round effects are 
amplified by high household indebtedness, which has remained practi-
cally unchanged since the introduction of minimum risk weights. The in-
debtedness of households serves to amplify the effects of potential 
shocks (such as rising unemployment or interest rates) that have a 
bearing on households’ loan repayment capacity. Via the links between 

                                                
1 In the application of the provision, a residential mortgage loan is to be defined in accordance with chapter 
7a, section 3, subsection 1(2) of the Consumer Protection Act. 
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the financial sector and the real economy, these effects could develop 
into systemic effects. In addition, setting minimum risk weights for resi-
dential mortgage loans is necessary in order to make sufficient provi-
sion for an elevation of house prices in the future to a level which does 
not reflect the state of the economy, either in general or regionally. 
 
In November 2016, the European Systemic Risk Board (ESRB) issued 
a warning to Finland regarding the high level of household indebted-
ness. The ESRB drew attention to the fact that the indebtedness of 
households may constitute a risk for the stability of the financial system 
and for the development of the real economy over the medium term. 
 
A decision to retain a national measure as referred to in Article 458 of 
the CRR must be taken in accordance with the same procedure as the 
initial decision. In this context, it must be assessed whether measures 
other than those referred to in Article 458 may be adopted to prevent 
identified risks. As regards alternative measures other than the systemic 
risk buffer, the situation has not changed since the initial decision, and 
based on previous analyses it can be established that they cannot be 
used to replace minimum risk weights.2 
 
Since the decision on minimum risk weights taken in June 2017, a sys-
temic risk buffer has been introduced in Finland. However, there is no 
justification for replacing minimum risk weights with the systemic risk 
buffer for the following reasons: 
- the systemic risk buffer is primarily designed to ensure that banks’ 

have a sufficient capital base to support long-term, structural risks 
inherent in the banking sector as a whole, whereas minimum risk 
weights are designed to ensure that the systemic risks expressly re-
lated to residential mortgage loans are sufficiently taken account of 
in the calculation of capital adequacy; 

- the law prescribes detailed conditions for setting a systemic risk 
buffer, which are based on designated risks that are abundantly pre-
sent in the credit institution sector, and the indicators measuring 
these risks, and it would, therefore, be difficult to justify the imposi-
tion of a systemic risk buffer on credit institutions that have adopted 
the IRB approach; 

- if the risk weight floor were to be replaced by a systemic risk buffer 
imposed on the total exposures of credit institutions, this could have 
an effect on the pricing of risk and on the institutions’ incentives to 
grant credit other than residential mortgage loans; 

- achievement of a capital add-on effect equal to that of the minimum 
risk weight would, in some respects, require a higher requirement 
than the statutory maximum of 5%. 

 

                                                
2 The suitability of alternative measures (including the introduction of a higher minimum LGD value under Ar-
ticle 164 of the CRR and increasing risk weights using Pillar 2 measures) for strengthening the capital base 
required to support the residential mortgage loan stock was analysed in connection with the preparation of 
the decision. The analysis showed that alternative measures would not enable adequate and effective man-
agement of observed systemic risks. 
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The introduction of a minimum level for risk weights for residential mort-
gage loans has had a minor effect on the capital position of the banking 
sector. This is explained by the minimum risk weights set for OP Group 
and Nordea by ECB Banking Supervision for the calculation of capital 
adequacy. Similarly, effects of the introduction of a minimum risk weight 
on the lending and other operations of Finnish credit institutions have 
been negligible. 
 
The FIN-FSA must notify the European Parliament, Council, Commis-
sion, European Systemic Risk Board (ESRB) and European Banking 
Authority (EBA) of its decision to continue application of the minimum 
level of risk weights, including the changes in risk underlying the deci-
sion. The entry into force of this decision is subject to the EU Council 
not opposing it. Upon proposal by the Commission, the EU Council may 
reject a measure under Article 458 proposed by a Member State. The 
European Systemic Risk Board (ESRB) and the European Banking Au-
thority (EBA) will issue opinions on the matter. 
 
The decision to retain the minimum level of risk weight will be in force 
for one year. In order to ensure the decision covers all the residential 
mortgage loans granted in Finland, the FIN-FSA will request that macro-
prudential authorities of other EEA countries apply the measures to 
branches operating in Finland of credit institutions authorised in said 
countries and that this be recommended by the European Systemic 
Risk Board (ESRB) to the authorities concerned. 


	Justifications for the decision


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Coated FOGRA27 \050ISO 12647-2:2004\051)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType true
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU ([Based on 'Kirjapaino'] [Based on '[High Quality Print]'] Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 8.503940
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


