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Approaching IRRBB and CSRBB: a case study in line with the EBA approach 

 
Michail Michoulas  (Wolters Kluwer)  and Ioannis Akkizidis  (Wolters Kluwer)   

Introduction 

 

EBA guidelines on Interest Rate Risk in the Banking Book (IRRBB) are designed to help EU banks effectively manage their interest 

rate risk and maintain a stable earnings stream. EBA also requires the credit spread risk from the banking book (CSRBB). Banks can 

effectively manage their exposure to interest rates and spread risks by implementing a comprehensive IRRBB and CSRBB 

management framework that includes: regular stress testing, sensitivity analysis, effective hedging strategies, and appropriate 

governance and risk management structures. Under those frameworks, banks must regularly monitor and report interest rates and 

credit spread risk metrics.  

EBA’s updated guidelines for IRBB and CSRBB  
 

The EBA released updated guidelines for IRRBB and CSRBB in October 2022. The refreshed guidelines underlined the increased 

regulatory focus on both risks. There was continuity with the 2018 versions, but also included new aspects including identifying 

non-satisfactory internal models for IRRBB management1. With market volatility as it is, the need to be stressing books has been 

rising and this directive from the regulator cements that.  

 

Specifically, the EBA guidelines require banks to: 

 

1. Establish a comprehensive IRRBB management framework that covers all interest rate-sensitive measures applied to portfolios 

and accounts of loans, deposits, trading activities, and derivatives placed on off-balance-sheet portfolios.  

 

2. Establish an appropriate governance structure, including an independent risk management function, a risk committee, and a board 

of directors that oversees IRRBB activities. 

 

3. Establish and maintain an appropriate risk appetite for interest rate risk and to set limits on exposure to this risk. 

 

EBA also expects financial institutions to consider the credit spread risk in the banking book (CSRBB). The CSRBB considers the 

risk arising from changes in non-trading book instruments' credit spread, such as loans and deposits.  

 

The are two main elements in capturing CSRBB: 

 

1. The changes in the market price of credit risk are driven by the idiosyncratic credit spread and defining the credit risk premium 

required by market participants and are applied to the financial instruments' level.  

2. The changes in the "market liquidity spread" are driven by the willingness of the counterparties to fulfil their credit obligations. 

Thus, it defines the liquidity premium expressed by the market participants. 

 

CSRBB can significantly impact a bank's earnings and capital adequacy, particularly in the event of a sharp and unexpected 

widening of credit spreads. Banks must therefore measure and manage CSRBB as part of their overall interest rate risk management 

framework. 

 

IRRBB and CSRBB measure the Economic Value (EV) measures and Net interest income (NII) measures plus market value 

changes, applied in the context of the sensitivity analysis. The IRRBB refers to changes in interest rates, and the CSRBB to changes 

in market credit/liquidity spreads. Banks may also perform and report the Economic value of equity (EVE) and the measure of EV 

where the cash flows reference to the equity are excluded. 

 

Banks must reconsider their existing IRRBB and CSRBB management framework and ensure they have a comprehensive basis that 

includes policies, procedures, risk limits and covers all sources of interest rate risk.  

 

EBA Stress test guidelines 

 
The EBA guidelines require banks to perform regular stress tests to assess the impact of different scenarios on their balance sheet, 

including both parallel and non-parallel interest rate shocks. The stress tests should be based on a range of economic scenarios and 

include an assessment of the impact of changes in customer behaviour, such as prepayments or withdrawals. 

 

The analysis must be performed in both Run-off and Dynamic balance. Thus, financial contracts in both on- and off-balance-sheet 

accounts are incorporated into future business strategies and consistently adjusted for the relevant scenario. 

The EBA guidelines also require banks to have appropriate hedging strategies in place to manage their interest rate risk. These 

strategies should be regularly reviewed and updated to ensure that they remain effective in mitigating the bank's exposure to interest 

rate risk. 

 
1 Guidelines on IRRBB and CSRBB | European Banking Authority (europa.eu) 

 

https://www.eba.europa.eu/regulation-and-policy/supervisory-review-and-evaluation-process-srep-and-pillar-2/guidelines-irrbb-and-csrbb
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Supervisors expect the banks to identify all underlying risk factors impacting interest rates and to conduct stress testing to assess 

their resilience to adverse interest rate scenarios. In this context, banks must develop a comprehensive IRRBB management 

framework that includes policies, procedures, and risk limits which covers all sources of interest rate risk in the banking book. 

 

Cases in line with the EBA approach  

 
Taking all the guidelines into account, let’s speak through some cases which have been assumed for a typical bank’s requirements. 

 

Let’s assume a financial credit institution has a significant portion of its balance sheet invested in: 

 

- long-term, fixed and variable-rate loans  

- short-term fixed and floating-rate deposit loans 

The asset classes are exposed and thus sensitive to both interest rates and credit spreads. The deposits are exposed to interest rates 

and behaviour risk driven by the interest rates. The main scenarios are the interest rates rising, where the bank experiences a 

significant impact on net interest income and economic value in the non-trading book activities.  

 

Performing stress and sensitivity analysis  
 

Case 1: the bank performs deterministic shocks on IR and CS-sensitive products to perform Interest rate risk (IRRBB), and Credit 

spread risk (CSRBB) analysis.  

 

Figure 1 

 

 
 

The output of this analysis is illustrated in figure 1 above, where the shocks on the sample contracts mortgage portfolio are broken 

down into the interest rate and the credit spread impact.  

 

Case 2: Based on a static run-off strategy, the bank has to perform transactional deposit and accounts sensitivity analysis to 

behaviour risk that is sensitive to the IR and CS risk factors.  

 

Figure 2 

 

 
 

As can be seen in figure 2, under the parallel shock-up scenario, the increase in the interest rates triggers an increase in interest 

expenses in the short run. However, the depositors are running off to other asset classes with higher yields, paying back the 

outstanding loans and returning the interest expenses to balance. 

  

Case 3: Performing and reporting net interest income measures within a given time horizon resulting from the movements of IR 

(IRRBB) and credit spreads (CSRBB). 
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Figure 3 

 

 

 
 

Figure 3 illustrates the evolution of the impact of the interest rate shocks per scenario on the medium-term contracts in the banking 

book. The bank has to report, over calculation time steps, the effects of shock scenarios on the interest income.  

 

Case 4: Bank is performing and reporting sensitivity GAPs under different terms and the underlying interest rate risk factors, as 

illustrated in figures 4 and 5.  

 

Figure 4 

 

 
 

Figure 4 illustrates the sensitivity GAP reports driven by the Parallel shock scenario. 

 

Figure 5 
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Figure 5 illustrates the sensitivity GAP reports driven by the Parallel shock-down scenario. 

 

Case 5: In this case, the bank has to evaluate the cash flows that are conditional and unconditional to interest rate (IR) movements. 

Figure 6 illustrates the contribution of parallel interest rate up vs parallel interest rate down. As expected, the shock up over time 

contributes much more to the shock down. 

 

Figure 6 

 

 
 

 

Case 6: In the dynamic balance sheet, the bank applies strategies for future business expectations and performs Economic value 

(EV) and Economic value of equity (EVE) measures.  

In the analysis and the report illustrated in figure 7, the first time bucket, one can see the impact of the scenarios in the banking book 

on balancing accounts. The evolution of the economic value (i.e. dynamic balance sheet) is shown through all simulation time 

buckets under all three selected scenarios - the baseline, the parallel shock up and the parallel shock down. 

 

Figure 7 

 

 
 

As we can see in the above case, interest and spreads significantly impact the Interest income under sensitivity and stress analysis. 

Thus, banks must perform scenarios and strategies per the EBA expectations. The reports illustrate some of the typical results that 

the Bank should be able to report. 

 

Conclusion  
 

Even though risk managers have an ever-growing catalogue of priorities, the requirements from the EBA and BCBS on IRRBB and 

CSRBB should be high on that list. By setting up robust frameworks, a bank can remain compliant, optimized and organized. And 

of course, interest rates do not only affect IRRBB, but all risk types, including credit and behaviour risks, impacting value liquidity 

and P&L.  A bank should be looking at risks holistically in order to drive a unified risk management strategy across the portfolio, 

while stress testing and scenario analysis shouldn’t be static. The need to look ahead is paramount, where IRRBB and CSRBB 
should be measured and managed over the evolution of the markets and future portfolios. 

Therefore, regulatory obligations aside, the analysis gained from thorough stressing and scenario building, can be priceless in 

understanding exactly how interest rates will affect banks’ bottom lines. 


