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Aim of this Manual

On 20 December 2001, the Governing Council of the European Central Bank (ECB)
adopted Regulation ECB/2001/18 concerning statistics on interest rates applied by
monetary financial institutions to deposits and loans vis-a-vis households and non-
financial corporations. It was published in the Official Journal of the European Union
on 12 January 2002" and came into force on 31 January 2002. This Regulation was
amended three times? and was then recast by Regulation ECB/2013/34° (hereafter
referred to as “the Regulation”). Together with Guideline ECB/2014/15 on monetary
and financial statistics* (hereafter “the Guideline”), the Regulation defines the
statistical standards according to which MFI interest rate statistics® are collected and
compiled in the European Union (EU). The Regulation is addressed to the reporting
agents, i.e. monetary financial institutions (MFIs) except central banks and money
market fundsG, while the Guideline is addressed to the national central banks
(NCBs), containing additional reporting requirements and instructing NCBs on data
to be transmitted to the ECB, by when, in what format, etc. Unlike the Regulation, the
Guideline leaves some discretion as to the choice of source for the data, provided
that certain quality standards are met.

The Regulation and the Guideline are binding on the Member States participating in
the Monetary Union (hereafter referred to as the “euro area Member States”).
However, for non-participating Member States (hereafter the “non-euro area Member
States”), Regulation (EC) No 2533/98 concerning the collection of statistical
information by the European Central Bank implies an obligation to design and
implement at national level all the measures that they consider appropriate to fulfil
the ECB’s statistical reporting requirements in order for them to become participating
Member States. Thus, non-euro area Member States are encouraged to follow the
reporting requirements laid down by Regulation ECB/2013/34.

This Manual, by contrast, contains no additional requirements to those included in
the Regulation and the Guideline and has no binding legal status. It aims to further
clarify and illustrate these requirements, mainly through the use of extended
definitions, explanations of the underlying concepts and examples. It also brings
together detailed transcriptions from other legal acts referred to in the Regulation. A
clear and consistent understanding of the statistical requirements contained in the
Regulation and the Guideline by the statisticians in the NCBs of the European
System of Central Banks (ESCB) and also in the accession countries is essential for

OJ L 10, 12.1.2002, p. 24.

Regulations ECB/2004/21, ECB/2009/7 and ECB/2010/7.
OJL297,7.11.2013, p. 51.

OJ L 340, 26.11.2014, pp. 1-209.

To avoid making a potentially misleading distinction between “retail” and “wholesale” interest rates —
expressions that can carry different meanings — the statistics developed under the above-mentioned
Regulations are referred to as “MFI interest rate statistics”.

1S N

In this Manual, when reference is made to an MFI or to MFls, this excludes central banks and money
market funds.
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the production of harmonised MFI interest rate (MIR) statistics. The information in
this Manual may also interest reporting agents and users of the statistics.

The Manual is composed of 13 chapters. Chapter 2 sets out the scope of MFI
interest rate statistics with special emphasis on the use of these statistics for
monetary policy purposes. Chapter 3 defines the main terms contained in the
Regulation. Chapter 4 discusses the types of interest rates compiled under the
Regulation and the Guideline. Chapter 5 describes the business coverage of these
statistics both in terms of new business and outstanding amounts and Chapter 6
explains the time reference point for these two statistical concepts. Chapter 7
provides an overview of the indicators available at the euro area and at the national
level. Chapter 8 gives guidance on the treatment of specific deposit and loan
products. Chapter 9 summarises the steps needed to aggregate the individual data
to obtain euro area results. Chapter 10 defines the validation rules. Chapter 11
describes the principles of the revision policy and the revision criteria. Chapter 12
sets out the method for selecting the reporting agents for MFI interest rate statistics.
It tackles a full range of sampling issues, including the stratification procedure, the
definition of the minimum sample size, the way of allocating the sample across
strata, and the maintenance of the sample over time. Finally, Chapter 13 illustrates
the calculation and usage of derived indicators based on the MFI interest rate
statistics, such as the Bennet binary indices for rates and weights, the Bennet chain
indices, the coefficients of cross-country variation and the cost-of-borrowing
indicators.
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Scope and uses of MFI interest rate
statistics

The scope of euro area MFI interest rate statistics is all interest rates that MFls
resident in the euro area apply to euro-denominated deposits and loans vis-a-vis
non-financial sectors (other than government) resident in the euro area, i.e. vis-a-vis
households and non-financial corporations of any size. In practice, mainly credit
institutions (as defined in Article 4(1) of Regulation (EU) No 575/2013) need to report
MFI interest rate statistics.” The statistics are compiled for the euro area as a whole
and individually for each euro area Member State in order to give information about
the level and development of interest rates both at euro area and at national level.
Additionally, for each non-euro area Member State, the scope of MFI interest rate
statistics is all interest rates that MFls resident in that Member State apply to
deposits and loans in euro and national currency vis-a-vis non-financial sectors
(other than government) resident in the Member State, i.e. vis-a-vis households and
non-financial corporations of any size.

The MFI interest rate statistics are broken down by original and residual maturity,
notice and interest rate reset period, or initial period of interest rate fixation. Loans to
households are further broken down by the purpose of the loan, while loans to non-
financial corporations are divided into categories according to the size of the loan. In
addition, information on loans with collateral and/or guarantees is collected. Data on
renegotiated loans are also provided. All this information is organised into 117
indicators, of which 91 refer to new business and 26 to outstanding amounts. New
business is defined as any new agreement between the customer and the MFI.
Outstanding amounts are defined as the stock of all deposits placed by customers,
i.e. households and non-financial corporations, with MFls, and the stock of all loans
granted by MFIs to customers.®

MFI interest rate statistics are collected and compiled at monthly frequency. The first
data were compiled for the reference month January 2003. Additional historical
series on some interest rates on new business are available for euro area Member
States starting with data referring to January 2000. These interest rates have been
estimated either by the respective NCB or by the ECB in agreement with the NCB.

The MFI interest rate statistics have four main uses:

e To analyse the monetary policy transmission mechanism, as monetary policy is
transmitted through the economy via changes in interest rates. First, the
statistics enable the studying of the pass-through of changes in official rates
and market interest rates to lending and deposit interest rates faced by
households and non-financial corporations. Information about the speed and

7 More detailed definitions and further explanations are given in Chapter 3.

8  See Chapter 5 for a more detailed description of new business and outstanding amounts.
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extent of the pass-through is essential to understand the effect of monetary
policy on the demand for consumption and investment. Second, changes in MFI
interest rates affect the cost of capital and so influence investment decisions
and substitution between current and future consumption. MFI interest rate
statistics are, therefore, vital for any economic analysis over time. Third, the
statistics allow income effects to be analysed, as changes in MFI interest rates
affect the interest paid or received by households and non-financial
corporations and hence the disposable income of these sectors. Finally, MFI
interest rate statistics enable users to analyse the credit channel of monetary
policy, in particular the cost spread between self-financing and credit, or the so-
called external finance premium.

e To enhance the monetary analysis in the euro area. Ideally, prices and
quantities are analysed together. Information on the remuneration of M3 and its
components is one essential factor to assess portfolio shifts between monetary
and non-monetary assets as well as among monetary instruments. For
instance, a steepening of the yield curve may determine an increase in the
remuneration of longer-term deposits which results in an increased volume of
these deposits placed with MFls (either inside or outside M3). As deposits
constitute the largest component of M3, monitoring their remuneration is
essential to explain the dynamics of monetary growth and its effects on price
stability. Similarly, detailed MFI interest rates allow developments in loans to the
private sector to be analysed.

e  To monitor structural developments in the banking and financial system and to
analyse financial stability issues. Users may study the development of banks’
interest rate margins and changes in their profitability, and potentially adverse
developments that may damage financial stability, such as how quickly banks’
interest rate margins react to external developments or how the interest burden
changes for households and non-financial corporations.

e To analyse financial integration. Harmonised interest rate statistics provide
information on the convergence of interest rates across euro area Member
States and shed light on the degree of integration of the retail banking markets
in the euro area.

In conclusion, MFI interest rate statistics are essential to well-founded monetary
policy decision-making. Monetary authorities need to be frequently and rapidly
informed of the changes in these interest rates, so as to assess the reach, scope or
delayed effect of monetary decisions and their change over time. Furthermore, these
statistics are a very valuable tool for the analysis of financial stability as they support
the assessment of bank profitability and competition. MFI interest rate statistics are
designed to meet all these needs.

Manual on MFI interest rate statistics — Scope and uses of MFI interest rate statistics 10



Table 1
Main uses of the reported indicators

Scope of analysis
Monetary transmission
Credit Financial Financial
Interest rate channel channel Monetary analysis stability Integration
Pass- Cost of Bank Convergence of
through of capital External competition, retail interest
interest substitution | Income finance Money Credit bank rates and of cost
rates effect effect premium demand demand | profitability of borrowing
Interest rates X X X X X
on
outstanding
amounts®
Interest rates X X X X X X X
on new
business

®  Where outstanding amounts consist of a significant part of variable rate business, the related rates may
also provide information on the pass-through of interest rates.

Manual on MFI interest rate statistics — Scope and uses of MF| interest rate statistics 1



3

Basic definitions

In order to ensure the comparability of MFI interest rate statistics with other
macroeconomic statistics produced at European level, the Regulation relies, to the
extent possible, on existing frameworks such as the European System of National
and Regional Accounts (ESA 2010)' and the ECB’s MFI balance sheet statistics'".
The Regulation therefore uses a number of expressions that are common to
European and, in particular, to euro area statistics, but also terminology that is
specific to MFI interest rates. The main terms are defined in Article 1 of the
Regulation. In the following, these definitions are explained in more detail.

A euro area Member State is a country that has adopted the single currency in
accordance with the Treaty establishing the European Community. '?

An entity is regarded as a resident'’of a Member State (Article 1(1)) when it has a
centre of economic interest in the territory of that Member State, i.e. when it has
engaged for a year or more in economic activity in that territory, or when it has
registered or indicated an intention to operate permanently in that territory. For euro
area Member States’ MFI interest rate statistics, the interest rates and weights refer
to deposits by and loans to customers resident in the euro area.* No distinction is
made for customers between domestic residents and residents of the other euro
area Member States. For example, the Bank of Greece collects data on interest
rates that MFIs resident in Greece apply for customers resident in Greece and in the
other euro area Member States, but not for customers resident outside the euro
area. The main reason for excluding residents outside the euro area is that the
monetary authority of the euro area needs to monitor how the monetary policy
actions are being transmitted to savers and investors of the euro area, since these
two kinds of agents are the ones that determine the demand for consumption and
investment within the euro area. The demand for consumption and investment, in
turn, are relevant variables to achieve price stability. It is outside the scope of euro
area monetary policy to influence the demand for consumption and investment of
those residents outside the euro area.

The reporting scheme defined in the Regulation applies only to MFls other than
central banks and money market funds included in the “list of MFIs”'®. E-money
institutions are MFls, so they are covered by MFI interest rate statistics. In principle,

1 Regulation (EU) No 549/2013 of the European Parliament and of the Council of 21 May 2013 (OJ L
174, 26.6.2013).

" Regulation ECB/2013/33 (OJ L 297, 7.11.2013, p. 1).

This also includes the associated territories or countries that have been authorised to adopt the euro as
their legal currency and in which the single monetary policy of the ECB is conducted. For instance, this
is the case of Monaco and the French overseas territories of Saint-Pierre-et-Miquelon and Mayotte.
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money market funds should be covered also; however, as their business is not to
receive deposits or grant loans, money market funds do not pay interest on their
liabilities or receive interest on their assets in the same way as other MFls.

MFI interest rate statistics (Article 1(5)) cover interest rates that resident MFIs apply
to euro-denominated'® deposits and loans vis-a-vis households and non-financial
corporations (Article 1(2 and 3)). The sector classification follows the principles
established in Chapter 2 of the ESA 2010"", except for non-profit institutions serving
households (NPISHs) which, as in Regulation ECB/2013/33, are included in the
household sector, as NPISHs are usually not as important as the other two sectors
with respect to the amount of loans and deposits on their balance sheet. '

The reference reporting population (Article 1(7)) follows from the scope of MFI
interest rate statistics. In each Member State, the reference reporting population
comprises all resident MFIs except central banks and money market funds which
take euro-denominated deposits from and/or grant euro-denominated loans to
households and/or non-financial corporations resident in the euro area Member
States. This means that the customers may be resident anywhere in the euro area,
not necessarily in the same Member State as the reporting MFI. As explained above,
the Regulation does not require a distinction between domestic residents and
residents of the other euro area Member States and does not apply to central banks
and money market funds.

NCBs select the reporting agents (Article 1(1)) for MFI interest rate statistics from the
reference reporting population which, for each Member State, comprises only
resident entities. All reporting agents together constitute the actual reporting
population (Article 2)'°. Reporting agents are the legal and natural persons that are
subject to the ECB'’s statistical reporting requirements. They include the entities that,
according to the national law of their Member State of residence, are neither a legal
person nor a collection of natural persons, but can be subject to rights and
obligations. The persons legally representing these entities must fulfil their reporting
obligations.

For non-euro area Member States, this should read here and in the rest of the document “euro and
national currency”.

See also Money and Banking Statistics — Sector Manual — Guidance for the statistical classification of
customers, ECB, third edition, March 2007. The sector breakdown is further discussed in Section 7.4.
For the treatment of NPISHSs, see also Section 4.4.6.

In a few Member States, loans to NPISHs form, however, a non-negligible part of loans to households
and NPISHs.

Further discussed in Section 12.1.
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4.1

Types of interest rate®

Nominal versus effective interest rates

The terms “nominal interest rate” and “effective interest rate” have a range of
different meanings depending on the Member State and the context. Also, there is a
specific terminology in the banking business related to interest rates, e.g. advertised
nominal rates and prime rates. Advertised nominal rates are interest rates that are
displayed by banks as the headline rates in the windows of their branches, their
leaflets, advertisements, newspapers, other journals, on their websites, etc. These
rates give customers an indication of the current interest rate level for different
banking products. The advertised nominal rates might be applied to highly
standardised deposits and loan products, but are not necessarily the rates that the
bank actually pays or charges its customers. The advertised nominal rates might
also be prime rates that the banks offer to their most creditworthy customers. In this
case, the rate actually applied to a deposit or loan might be less favourable than the
advertised nominal rate.

Given this diversity in the terms applied and the fact that the same term does not
always carry the same meaning or follow the same methodology in different
countries, it is potentially misleading to use ambiguous terms in the context of MFI
interest rates. Therefore, it might be more useful to briefly describe the main features
of these rates and to leave it to the individual user of the statistics to decide what to
call them.

. MFI interest rates are agreed rates: The data collected refer to the interest rate
that is individually agreed between an MFI and its customer. MFI interest rates
are hence distinct from advertised nominal rates, because households and non-
financial corporations might be able to negotiate better terms and conditions®’
than those advertised. However, customers may also be offered worse terms
and conditions due to e.g. a lack of creditworthiness.

. MFI interest rates are annualised: They are converted to an annual basis and
quoted in percentages per annum. This means that MFI interest rates take into
account the frequency of interest payments. Ceteris paribus, the more frequent
the interest payments, the higher the MFI interest rate recorded in the
statistics.?? Two possibilities exist for annualising interest rates: either an
algebraic formula leading to the annualised agreed rate (AAR) or successive
approximation resulting in the narrowly defined effective rate (NDER), both of
which are discussed in Section 4.2.

2 This chapter refers mainly to Part 1 of Annex | to the Regulation.

The meaning of the expression “terms and conditions” is specified in Section 5.4.1.

2 gee also Equations 2 and 3 below.
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4.2

4.2.1

. 115 out of the 117 MFI interest rate categories exclude charges: For deposits,
MFIs pay interest to the customer but might also charge fees. Analogously, for
loans the customer has to pay an amount comprising an interest rate
component and a component made up of other related charges. The annual
percentage rate of charge (APRC) is an effective lending rate that covers the
total costs of the credit to the consumer, i.e. the interest payments as well as all
other related charges. The concept of “total costs for the consumer” was
designed for the purpose of consumer protection. The compilation of the APRC
is defined in Directives 2008/48/EC and 2014/17/EU and further explained in
Section 4.4. The two exceptions are the additional series collected for loans to
households for consumption and for house purchases, where in addition to a
rate without charges the APRC is also required.

Annualised agreed rate and narrowly defined
effective rate®

Annualised agreed rate

The annualised agreed rate (AAR) is defined in paragraph 1 of Annex | to the
Regulation as “the interest rate that is individually agreed between the reporting
agent and the household or non-financial corporation for a deposit or loan, converted
to an annual basis and quoted in percentages per annum”. The AAR covers all
interest payments on deposits and loans, but no other charges that may apply.
Disagio (or discount in common language)®, defined as the difference between the
nominal amount of the loan and the amount received by the customer, is considered
as an interest payment at the start of the contract (time ty) and is therefore reflected
in the AAR.

An annualised agreed rate reflects the creditworthiness and other qualities of the
customer (in respect of loans) and the solvency and other qualities of the credit
institution as determined by the customer (in respect of deposits). The AAR is
influenced by the budget, capital or other constraints faced by the credit institution in
granting loans and taking deposits, including competition with other types of financial
institutions and products. It is a result of the demand and supply conditions in the
deposit and loan markets.

Paragraph 2 of Annex | to the Regulation provides the formula for annualising the
agreed interest rate, i.e. for converting interest payments that are due at regular
intervals within a year to a yearly basis. It is applied in cases where the interest
payments that are agreed between the MFls and the customer are capitalised at
regular intervals within a year, for example per month or quarter, rather than per
annum:

3 See also paragraphs 1, 2 and 3 of Annex | to the Regulation.

2 See also Section 4.2.8.
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Narrowly defined effective rate

Instead of the annualised agreed rate, NCBs may require their reporting agents to
implement the narrowly defined effective rate (NDER) for all or some deposit or loan
instruments referring to new business and outstanding amounts. The NDER refers to
an annual basis and is defined as the interest rate that equalises the present value of
all commitments other than charges (deposits or loans, payments or repayments and
interest payments), future or existing, agreed by the MFI and the household or non-
financial corporation. The NDER is equivalent to the interest rate component of the
APRC?Z, i.e. it does not take into account the component of other charges. Hence,
the basic formula for the APRC in Annex | of Directive 2008/48/EC and in Annex | of
Directive 2014/17/EU applies, which is given as Equation 7 in Section 4.4, but
without the references to other charges. This Equation 7 is equivalent to the formula
proposed by the International Capital Market Association® for the exponential
interest rate calculation for all maturities. Hence, in the case when years are
considered to have 365 days and the amount of the deposit or loan is placed or paid
out in one amount, the following applies:

Dn
A= SN, — T = N (CF, (1 + 1) 756) [6]
(1+0)365

where:

. i is the interest rate (NDER)

. CF, is the cash flow n, from the perspective of the investor in the case
of deposits and from the point of view of the credit institution in the case of
loans

° N is the number of cash flows associated with the financial instrument
. A is the present value of the total paid-out amount

. D, is the timing of the cash flow n, expressed in days after the first cash flow (in
general, the date of investment of the deposit or valuation of the loan)

One of the differences between the NDER and the AAR is the underlying method for
annualising interest payments. The NDER uses successive approximation and can
be applied to any type of deposit or loan. The AAR uses the algebraic formula in
Equation 1 and is only applicable to deposits and loans where the dates of interest
capitalisation are at regular intervals and the interest payments are as frequent as, or
more frequent than, the repayments of the principal.

Both types of rates, the NDER and the AAR, may be reported for the purpose of MFI
interest rate statistics. The reason is that for products with regular capitalisation
periods, where interest payments occur more frequently or equally frequently than
the repayments of the principal, including all cases where the principal is repaid in

2 Further discussed in Section 4.4.

2 Formerly the International Securities Market Association.
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full at the end of the contract, the AAR and the NDER coincide.?® One formula can
be derived from the other. This applies also to products with irregular or exceptional
repayments of the principal as long as these do not occur more frequently than the
interest payments.*® Hence, for the majority of retail products the NDER and the
AAR lead to the same result.

It should be noted, however, that for products with complex cash flows only the
NDER gives the mathematically correct result and the AAR an approximation.

For example, Equation 2 gives an AAR of 10.3813% p.a. for a five-year loan at 10%
where the interest is paid at the end of each quarter and the principal repaid at
maturity. The same result is achieved with Equation 6 for the NDER, if the calculation
refers to a standard year of 365 days (see Table 2).

Table 2
Five-year loan, quarterly interest rate payments, repayment of principal at the end of
year 5: standard year of 365 days

Discount
factor = Present
Outstanding Interest Interest Repayments Cash (1+NDER)* value of
t loan rate p.a. | payments of principal flow (-t/365) cash flow NDER
@ (] (3 4 ®) (6) ()] ®) 9 (10)
0 10,000 -10,000
1YQ1 91.25 10,000 10% 250 0 250 0.976 2439 10.3813%
1YQ2 182.5 10,000 10% 250 0 250 0.952 237.95 10.3813%
1YQ3 273.75 10,000 10% 250 0 250 0.929 232.15 10.3813%
1YQ4 365 10,000 10% 250 0 250 0.906 22649 10.3813%
2YQ1 456.25 10,000 10% 250 0 250 0.884 220.96  10.3813%
2YQ2 547.5 10,000 10% 250 0 250 0.862 215.57  10.3813%
2YQ3 638.75 10,000 10% 250 0 250 0.841 210.32  10.3813%
2YQ4 730 10,000 10% 250 0 250 0.821 205.19  10.3813%
3YQ1 821.25 10,000 10% 250 0 250 0.801 200.18  10.3813%
3YQ2 9125 10,000 10% 250 0 250 0.781 1953  10.3813%
3YQ3 | 1,003.75 10,000 10% 250 0 250 0.762 190.54  10.3813%
3YQ4 1,095 10,000 10% 250 0 250 0.744 185.89  10.3813%
4YQ1l | 1,186.25 10,000 10% 250 0 250 0.725 181.35 10.3813%
4YQ2 12775 10,000 10% 250 0 250 0.708 176.93  10.3813%
4YQ3 | 1,368.75 10,000 10% 250 0 250 0.69 172,62 10.3813%
4YQ4 1,460 10,000 10% 250 0 250 0.674 168.41  10.3813%
5YQ1 | 1,551.25 10,000 10% 250 0 250 0.657 164.3  10.3813%
5YQ2 1,642.5 10,000 10% 250 0 250 0.641 160.29  10.3813%
5YQ3 | 1,733.75 10,000 10% 250 0 250 0.626 156.38  10.3813%
5YQ4 1,825 10,000 10% 250 10,000 10,250 0.61  6,255.27 10.3813%
Sum 5,000 10,000 RHS: 10,000

2 See also Section 4.2.3.

%0 See also Section 4.2.4.

Manual on MFI interest rate statistics — Types of interest rate 18



The interest rate would be slightly lower in this example, at 10.3758% p.a., if it was
recognised that, for example, year 4 is a leap year with 366 days. This is shown in
Table 3.

Table 3
Five-year loan, quarterly interest rate payments, repayment of principal at the end of

year 5, year 4 is leap year

Discount
factor = Present
Outstanding Interest Interest Repayments Cash (1+NDER)* | value of
t loan rate p.a. | payments | of principal flow (-t/365) cash flow NDER
@ (] (3 4 (5) (6) ()] ®) 9 (10)
0 10,000 -10,000
1YQ1 91.25 10,000 10% 250 0 250 0.976 2439 10.3758%
1YQ2 1825 10,000 10% 250 0 250 0.952 237.95 10.3758%
1YQ3 273.75 10,000 10% 250 0 250 0.929 232.15 10.3758%
1YQ4 365 10,000 10% 250 0 250 0.906 226.49  10.3758%
2YQ1 456.25 10,000 10% 250 0 250 0.884 220.96  10.3758%
2YQ2 547.5 10,000 10% 250 0 250 0.862 215.57  10.3758%
2YQ3 638.75 10,000 10% 250 0 250 0.841 210.32  10.3758%
2YQ4 730 10,000 10% 250 0 250 0.821 205.19  10.3758%
3YQ1 821.25 10,000 10% 250 0 250 0.801 200.18  10.3758%
3YQ2 912.5 10,000 10% 250 0 250 0.781 1953  10.3758%
3YQ3 | 1,003.75 10,000 10% 250 0 250 0.762 190.54  10.3758%
3YQ4 1,095 10,000 10% 250 0 250 0.744 185.89  10.3758%
4YQl | 1,187.25 10,000 10% 250 0 250 0.725 181.34  10.3758%
4YQ2 1,278.5 10,000 10% 250 0 250 0.708 176.91  10.3758%
4YQ3 1,369.75 10,000 10% 250 0 250 0.69 1726  10.3758%
4YQ4 1,461 10,000 10% 250 0 250 0.674 168.39  10.3758%
5YQ1 | 1,552.25 10,000 10% 250 0 250 0.657 164.29  10.3758%
5YQ2 1,643.5 10,000 10% 250 0 250 0.641 160.28  10.3758%
5YQ3 | 1,734.75 10,000 10% 250 0 250 0.626 156.38  10.3758%
5YQ4 1,826 10,000 10% 250 10,000 10,250 0.61  6,255.15 10.3758%
Sum 5,000 10,000 RHS: 1,0000

Equation 5 gives an AAR of 4.8809% p.a. for a deposit of EUR 10,000 that is placed
for two years, where the customer receives EUR 11,000 from the credit institution at
maturity. The NDER for this example leads to the same result; the calculation is

shown in Table 4.
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Table 4
Deposit with an agreed maturity of two years, interest payment at the end of the
second year

Discount factor = Present
Outstanding Interest Interest | Repayments (1+NDER)* value of
t loan rate p.a. | payments | of principal | Cash flow (-t/365) cash flow NDER
@ @ (3 4 (5) (6) ™ (8) 9 (10)
0 10,000 -10,000
1y 365 10,000 0% 0 0 0 0.953 0 4.8809%
2y 730 0 10% 1,000 10,000 11,000 0.909 10,000 4.8809%
Sum 1,000 10,000 RHS: 10,000

Clarification of the variable n in the annualised agreed rate formula

Question:

Which value should variable n take in the AAR formula (Equation 1) when the
interest payments and the repayment of a loan occur at different but regular
intervals?

Case A: A customer and a credit institution agree on a two-year loan at 10% p.a. with
monthly interest payments. The principal is repaid at the end of the second year.
Should variable n in Equation 1 be:

1. equal to 12 (based on the frequency of interest payments), or
2. equal to %2 (based on the repayment frequency)?

Case B: A customer and a credit institution agree on a five-year loan at 10% p.a. for
the entire maturity, where the interest should be paid at the end of each quarter and
the principal should be paid back in tranches on a monthly basis. Should n in
Equation 1 be:

1. equal to 4 to only reflect quarterly interest payments, or
2. equal to 12 to also include the repayments?

Answer:

As a general rule, for MFI interest rate statistics the value of variable n in Equation 1
is determined by the frequency of the interest payments and not by the repayment
periods of the principal. If this rule is followed, the AAR coincides with the NDER®’
whenever the interest payments are more frequent than or as frequent as the
repayments of the principal. This includes all cases where the principal is repaid at
the end of the contract. An overview of possible combinations of interest payment
and repayment frequencies is given in the following matrix.

3 Further discussed in Section 4.2.2.
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Table 5
Possible combinations of interest payment and repayment frequencies

Frequency of interest payments
Monthly (.M) Quarterly (.Q) Yearly (.Y)
Monthly (M.) M.M M.Q MY
Freauency of epMENtol | Quarry (@) am aq av
Yearly (Y.) Y.M Y.Q Y.Y
End of contract (E.) EM E.Q EY

It is expected that, in general, the frequency of the interest payments is higher than
or equal to the repayment frequency of the principal (light grey boxes in Table 5) and
that hence the AAR and the NDER coincide. An example is Case A, where variable n
in Equation 1 is equal to 12 reflecting the number of interest payments per year. As
the interest payments are at regular monthly intervals and the principal is repaid in
full at the end of the contract, i.e. situation E.M in Table 5, Equation 1 provides for

n = 12 the same result as the NDER, i.e. an interest rate of 10.4713%.

In the remaining cases, where the frequency of the interest payments is lower than
that of the repayments of the principal (dark grey boxes in Table 5), the AAR deviates
from the NDER. The NDER then represents the mathematically correct calculation
and the AAR only an approximation. An example is Case B, where variable n in
Equation 1 is equal to 4, reflecting the quarterly interest payments. Since the
repayments of the principal are at monthly frequency, the AAR differs from the
NDER, i.e. situation M.Q in Table 5. The AAR is 10.3813% and the NDER is
10.3795%.

The AAR and the NDER for a five-year loan at 10% p.a., with the combinations of
interest payment and repayment frequencies as given in Table 5are summarised in
Table 6.

Table 6
Five-year loan at 10% p.a., with the combinations of interest payment and repayment
frequencies

Frequency of interest payments
Monthly (.M) Quarterly (.Q) Yearly (.Y)
AAR NDER AAR NDER AAR NDER
Monthly (M.) 10.4713 10.3813 10.3795 10.0000 9.0022
Frequency of Quarterly (Q.) 10.4713 10.3813 10.0000 9.0331
repayment of Yearly (Y.) 10.4713 10.3813 10.0000
principal
End of 10.4713 10.3813 10.0000
contract (E.)
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Treatment of exceptional repayments of principal

Question:

Is it in line with the Regulation to apply the AAR formula (Equation 1) to financial
contracts with regular interest capitalisation, for example quarterly interest payments,
which provide the option to the customer to have exceptional repayments?

Answer:

Repayments of the principal whether regular or irregular only influence the level of
the AAR and NDER if the repayments are more frequent than the interest payments.
This is analogous to the issue discussed in Section 4.2.3. For example, in the case
of monthly interest payments and exceptional repayments of the principal that are
not more frequent than monthly, the AAR and the NDER coincide, withn =12 in
Equation 1 reflecting the frequency of interest payments per year. Likewise, if the
interest is paid quarterly and the possibility of exceptional repayments of the principal
occurs not more frequently than quarterly, the AAR and the NDER coincide, with

n =4 in Equation 1.

It is assumed that, in general, the interest is paid more frequently than exceptional
repayments take place. Hence, the variable n in Equation 1 is determined by the
frequency of the interest payments and the possibility of exceptional repayments can
be ignored. If exceptional repayments occur more frequently than the interest
payments, then the AAR deviates from the NDER. In that case, the NDER
represents the mathematically correct calculation and the AAR an approximation.

The annualised agreed rate formula for indefinite loans

Question:
Can the AAR formula (Equation 1) also be applied to loans that have been granted to
customers indefinitely but still have regular interest payments?

Answer:
The variable n in Equation 1 refers not to the maturity of the loan but to the
frequency of the interest payments. Hence, Equation 1 can be applied.

The annualised agreed rate formula applied to revolving loans and
overdrafts and extended credit card credit

Question:

What should n be in the AAR formula (Equation 1) for revolving loans and overdrafts
and extended credit card credit® that are characterised by irregular, rather than
predefined, periods of utilisation and/or repayment, and interest payments that are
based on the daily outstanding amount? Should n be equal to 3657

%2 Defined in Chapter 7.
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Answer:

The use of n = 365 in Equation 1 assumes that the interest is paid on a daily basis
as in Equation 4. In this example, however, the interest is computed (ex post) by
using the daily outstanding amount, but the interest is paid at the end of the month.
In the case of monthly interest payments, variable n is equal to 12; in the case of
quarterly interest payments it is equal to 4.

The annualised agreed rate formula for one-off deposits

Question:
Should the AAR formula (Equation 1) be applied in the case of a one-off deposit with
an agreed maturity of three months?

Answer:

For a one-off deposit with an agreed maturity of three months, two cases can be
distinguished. If the interest is paid at the end of each month, variable n in

Equation 1 is equal to 12. If the interest is paid at the end of the three months, then n
is equal to 4. For example if 10% is agreed for the three-month deposit, then the
AAR forn =12is 10.47% and for n = 4 it yields 10.38%.

Treatment of disagio®

Question:

The last sentence in paragraph 1 of Annex | to the Regulation states: “Disagio,
defined as the difference between the nominal amount of the loan and the amount
received by the customer, shall be considered as an interest payment at the start of
the contract (time t;) and shall therefore be reflected in the AAR.” How should the
following cases of disagio be treated in the AAR?

Case A: Disagio in the sense that the agreed monthly interest payments are made at
the end of the previous period.

Case B: Disagio in the sense that the agreed monthly interest payments are made at
the end of the previous period, with a different interest rate for the first period.

Case C: Disagio in the sense of a payment at the beginning of the contract that has
no link with the subsequent interest payments, which are based on the outstanding
amount of the loan in the previous period.

Answer:

In Cases A, B and C, the correct interest rate can be given by the NDER. In Cases A
and B, it might be possible to reflect the advance payment for the first period as
disagio in Equation 1. However, this formula ignores for all other periods that the

% “Disagio” is usually known as “discount”.
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interest is paid in advance and not at the end of the period. For such a complex
product, only the NDER will yield the correct result.

Treatment of agio

Question:

How should the AAR be determined when the financial contract includes an agio
defined as the “inverse” of a disagio,* i.e. the price being higher than the nominal
amount of the loan or non-negotiable debt security? Should the agio be incorporated
at all? An example is the following purchase of a (borrowers’) note loan
(Schuldscheindarlehen), where the agio is included in the purchase price of the note
loan:

. Purchase of note loan on 6 March 2014, nominal: EUR 5,112,918.81
e  Value date: 10 March 2014

e Interest rate: 7.60%

e  Original maturity: 25 March 2012 — 25 March 2015

. Purchase price: EUR 5,403,332.60

e  Agio (included in purchase price): EUR 5,403,332.60 — EUR 5,112,918.81 =
EUR 290,413.79

Answer:

The (secondary) purchase of this note loan on 6 March 2014 is not considered to be
new business® because no new funds are being granted to the borrower and no
new terms and conditions*® are negotiated for the borrower. The (secondary)
purchase is simply a change in ownership of the note loan. New business would only
occur in the case of a (primary) issue of the note loan by an MFI, where at the time
of issue the borrower receives money through the issuance of a financial instrument,
which according to the ECB’s MFI balance sheet statistics is classified as a loan
rather than a debt security. If this primary issue involves an agio, it would be
reflected in the MFI interest rate.

The agio is reflected in the MFI interest rate statistics on outstanding amounts,*
irrespective of whether the note loan or non-negotiable debt security is initially issued
or subsequently acquired by the MFI. The agio results in a reduction of the interest
rate. The rate was 7.6% on EUR 5,112,918.81, which results in an interest payment
of EUR 388,581.83. This amount applied to the now higher purchase price of EUR
5,403,332.60 is equivalent to an interest rate of 7.1915%. The latter is, from 6 March
2014 onwards, reflected in the MFI interest rate statistics on outstanding amounts.

3 See also Section 4.2.8.

% See also Section 5.4.1.

% The meaning of this expression is specified in Section 5.4.1.

%7 See also Section 5.2.
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The same holds true for the (primary) issue and (secondary) purchase of any other
non-negotiable debt security, which according to MFI balance sheet statistics is to be
classified as a loan.

Annualising variable interest rates

Question:

In March 2014 a customer and a credit institution agree on a two-year loan with a
variable interest rate. The contract specifies the lending rate as a certain spread over
an underlying index. The value of the interest rate for the first month, i.e. March
2014, is 10%. In March 2014 there is no information regarding the future
development of the interest rate for the loan as it will rise and fall based on the
movement of the underlying index. In which way would the reporting agent calculate
the AAR or the NDER in March 2014? Should it be assumed that the interest rate is
10% for the remaining periods?

Answer:

For the statistics on new business, the interest rate that is taken into account in the
calculation of the AAR or the NDER is 10%. In general, for variable rates it is
assumed that the interest rate remains constant at the level on the date of
agreement on the contract, in this example at 10%. This is the same as assuming
that the future unknown development of the interest rate is not taken into account.
Hence, if the variable rate is agreed and paid per annum, the AAR or the NDER to
be recorded under new business in March 2014 is 10%. If the variable rate is to be
paid per month or quarter, the interest rate needs to be annualised. The AAR and the
NDER would then be 10.4713% and 10.3813% respectively.

The interest rate that is recorded for new business is also reflected in the statistics
on outstanding amounts® as the first reporting in March 2014, assuming a total or
partial withdrawal of the loan on this date. The subsequent reporting on outstanding
amounts reflects the interest rate applied by the reporting institution at the time of the
calculation of MFI interest rates and hence shows the variability of the interest rate
over time.

% See also Section 5.4.1.

% See also Section 5.2.
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4.3

4.3.1

Treatment of taxes, subsidies and regulatory
arrangements*’

Taxes, subsidies and favourable rates

The AAR and the NDER reflect what the reporting agent pays on deposits and
receives for loans. If the amount paid by one party and received by the other differs,
the point of view of the reporting agent determines the interest payment covered by
MFI interest rate statistics. Following this principle, MFI interest rates:

. are recorded on a gross basis before tax, since the pre-tax interest rates reflect
what reporting agents pay on deposits and receive for loans;

e do not take into account subsidies granted to households or non-financial
corporations by third parties such as government, because these subsidies are
not paid or received by the reporting agent. These subsidies can be received
either directly by the households or non-financial corporations or, indirectly,
through the reporting agent;

. reflect favourable rates that reporting agents apply to their employees.
Favourable rates do not include a subsidy granted by a third party but are
actually applied by the reporting agent.

Therefore, in the case of deposits, MFI interest rate statistics capture what the MFI
pays but not what the household or non-financial corporation receives in terms of
interest payments. For example, if a customer receives 5% p.a. on a deposit where
3% is actually paid by the reporting agent and the other 2% is a subsidy by a third
party, which is transferred to the customer via the reporting agent, then the 3% p.a.
is covered by MFI interest rate statistics. Further examples are given in Figure 1.The
deposit interest rates covered by MFI interest rate statistics are shaded, i.e. the 3%
on the deposits of customers 1, 2 and 3 and the 5% for the employee.

40 See also paragraphs 4 to 8 of Annex | to the Regulation.
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Figure 1
Subsidies and favourable rates on deposits
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Analogously, in the case of loans, MFI interest rate statistics capture what the MFI
charges in terms of interest rates but not what the household or non-financial
corporation pays. For example, if a customer pays 6% p.a. for a loan where 10% is
actually charged by the reporting agent but a third party deducts a 4% subsidy from
this interest rate, and this is transferred to the customer via the reporting agent, the
10% p.a. is covered by MFI interest rate statistics. Further examples are given in
Figure 2. The lending interest rates reflected in MFI interest rate statistics are
shaded, i.e. the 10% for the loans of customers 1, 2 and 3 and the 6% for the loan of
the employee.

Figure 2
Subsidies and favourable rates on loans
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It should be stressed that as the MFI perspective is the relevant one to determine the
interest rates that have to be recorded in MFI interest rate statistics, any subsidy
received by the MFI that is linked to a favourable interest rate applied to the
household or non-financial corporation should be considered as a subsidy to
correctly compute MFI interest rate statistics. The following example aims at
clarifying further this issue.
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Question:

In order to foster growth in credit to small and medium-sized enterprises (SMEs), in
particular because this type of enterprise was especially affected by the global
financial crisis, the NCBs could launch special programmes, through the credit
institutions, which would consist of offering new loans to SMEs with an interest rate
ceiling significantly below the prevailing market rate for similar loans (let us suppose
that the interest rate applied by the credit institution is 2%, whereas the market rate
for such loans is 6%). The credit institutions participating in the programme would
receive the necessary funds for this particular activity from the NCB through loans at
a rate of 0%. Let us suppose that the normal current rate on the credit institutions’
funding from the NCB is 4%.

Which interest rate should be recorded in MFI interest rate statistics for these loans
to SMEs?

Answer:

The fact that the interest rate charged by the credit institutions participating in the
programme is below market conditions means that these loans are subsidised loans.
In this case, the SMEs do not receive the subsidy directly but indirectly through the
credit institutions. Therefore, the interest rate that has to be computed, in both new
business and outstanding amounts, is the interest rate that the credit institution
actually receives. This is in line with the Regulation which states that, in determining
the interest rate of instruments with subsidies, the perspective of the reporting
agents is the one that needs to be taken into account.

In the example described above, the credit institutions involved in the special
programme receive an interest rate for the loans granted of 2% from the SMEs plus
4% from the NCB for their own financing. Therefore, the interest rate to be computed
in MFI interest rate statistics is 6%. Not taking into account the subsidy being
granted to the credit institutions for their own financing, at a 0% rate for these types
of loans, would artificially bias downwards the interest rates for the non-financial
corporation sector as a whole.

At this point, it could be of interest to clarify the wording in paragraph 6 of Annex | to
the Regulation: “Furthermore, subsidies granted to households or non-financial
corporations by third parties are not to be taken into account when determining the
interest payments, because the subsidies are not paid or received by the reporting
agent.” The paragraph refers to subsidies received directly by households and non-
financial corporations. In the case considered in this example, the subsidy is
received indirectly by SMEs through the credit institutions.

The case under analysis can be considered in a different “formal” way with the same
results. Let us suppose that the credit institutions have to borrow from the NCB at
the normal rate of 4%. As the credit institutions want to obtain a margin of 2%, they
would grant the loans to the SMEs at 6% (4%+2%) and then the government gives a
subsidy “directly” to the SMEs of 4%. The result for both the credit institutions and
the SMEs is the same but, in this second presentation, paragraph 6 of Annex | of the
Regulation can be more directly followed.

Manual on MFI interest rate statistics — Types of interest rate 28



43.2

4.3.3

Special programmes similar to the programme explained above can be launched by
institutions such as the European Investment Fund (EIF), the European Bank for
Reconstruction and Development (EBRD), the European Investment Bank (EIB),
etc., under which MFls are funded at lower interest rates while being under the
obligation to extend loans to different groups of economic agents (SMEs, farmers,
etc.) at rates lower than what they would be able to get if no such programmes
existed. In these cases, the treatment in MFI interest rate statistics is the same as
the one explained above. The MFls have to calculate the amount of the subsidy as
the difference between their “normal” funding rate and the lower rate obtained linked
to the special programme. The amount of the subsidy plus the rate charged to the
customers benefiting from the programme is the rate to be reported for both new
business and outstanding amounts.

Special national practices including regulatory arrangements

Where national regulatory arrangements affect interest payments, for example direct
subsidies on certain types of instruments or interest rate ceilings, these are reflected
in MFI interest rate statistics. Any change to the regulatory arrangements, for
example an increase (decrease) in the level of administered interest rates, is shown
in the statistics as an increase (decrease) of the respective MFI interest rate.

In addition to national regulatory arrangements, the level and development of MFI
interest rates may also be influenced by special national practices that are not legally
binding. These can include national conventions, institutional arrangements and
specific deposit or lending products offered at national level:

. National conventions cover usual banking practices which give rise to lower or
higher than usual interest rates, which are not necessarily due to legal acts, for
example a general but not legally enforced 0% remuneration on overnight
deposits.

. Institutional arrangements are similar to national conventions but affect only a
specific group of institutions. The legal status of these arrangements is
irrelevant for the purpose of analysing the MFI interest rate statistics.

. Specific national products may, as a result of their special features, carry
unusually high or low interest rates compared with other products falling into the
same instrument category. The treatment of some specific products is included
in Chapter 8 of this Manual.

The annualised agreed rate formula for subsidised loans

Question:

How should the AAR be calculated for a subsidised loan, where the credit institution
receives interest payments from its customer and the subsidy from the government
at different frequencies? For example, the credit institution receives 6% interest for a
subsidised loan, 4% directly from the customer at a monthly frequency and 2% from
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the government. The interest payments by the customer take place monthly,
whereas those by the government are made only twice a year. Hence, no single
value exists for the variable n in the AAR formula (Equation 1): n would be 12 for the
interest paid by the customer and 2 for the interest paid by the government.

Answer:

In this example of a subsidised loan at 6% p.a. where the customer pays 4% p.a. at
monthly frequency and the government pays the subsidy of 2% p.a. every six
months, the rate recorded in MFI interest rate statistics is 6.1416% calculated as the
NDER.

Equation 1 cannot derive this result. This simple formula allows either the use of n =
12, which gives 6.17%, assuming that both the customer and government pay
monthly or, alternatively, it permits the division of the loan into two parts: one at 4%
with n = 12 and one at 2% with n = 2, leading to 6.08% in total. Both results are
incorrect. Equation 1 can be applied as long as there is only one frequency for all the
payments, but does not deliver correct results for more complex products. In these
cases, NCBs should ask the reporting agents to calculate and report the NDER.

Annual percentage rate of charge41

Definition of and link to the Consumer Credit Directive and the
Mortgage Credit Directive

The first Consumer Credit Directive was enacted in 1986 with the purpose of setting
rules to protect consumers through the harmonisation of terms, information and
methodology relating to the main concepts and instruments of credit markets. Twenty
years later, an analysis of the national laws transposing the Directive showed that,
due to differences in legal or economic situations at national level, in addition to the
Directive, the Member States used a variety of consumer protection mechanisms.
These differences were creating significant distortions in competition among
creditors in the European Union and, in turn, obstacles to the internal market. On
these grounds and in response to this evidence, Directive 2008/48/EC** on credit
agreements for consumers (hereafter the “Consumer Credit Directive”) was enacted.
However, credit agreements covering the granting of credit secured by real estate
were excluded from the scope of that Directive, owing to the special nature of this
type of credit. Likewise, credit agreements, the purpose of which is to finance the
acquisition or retention of property rights in land or in an existing or projected
building were also excluded from the Directive. These two types of credit
agreements have been regulated more recently, through the Directive 2014/17/EU

41 See also paragraphs 9 to 11 of Annex | to the Regulation.

42 Directive 2008/48/EC of 23 April 2008 on credit agreements for consumers and repealing Council

Directive 87/102/EEC (OJ L 133, 22.5.2008, p. 66), as amended by Directive 2011/90/EU of 14
November 2011 (OJ L 296, 15.11.2011, p. 35).
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on credit agreements for consumers relating to residential immovable property43
(hereafter the “Mortgage Credit Directive”).

One of the key concepts regulated by both Directives is the annual percentage rate
of charge (APRC), defined as the total cost of the credit to the consumer expressed
as an annual percentage of the total amount of credit. The APRC equals, on an
annual basis, the present value of all drawdowns and the present value of all
repayments and charges agreed between the creditor and the consumer, and should
be calculated in accordance with a precise mathematical formula, which is
represented below as Equation 7.

m Ck — m Dy
P e = 2 7]
where:

e X isthe APRC

e m is the number of the last drawdown

. k is the number of a drawdown, thus 1<k <m
. C is the amount of drawdown k

. tc is the interval, expressed in years and fractions of a year, between the date
of the first drawdown and the date of each subsequent drawdown, thus, t_; t; =
0

. m’ is the number of the last repayment or payment of charges
. | is the number of a repayment or payment of charges

. D, is the amount of a repayment or payment of charges

e s isthe interval expressed in years and fractions of a year, between the date
of the first drawdown and the date of each repayment or payment of charges

Remarks:

(@) The amounts paid by both parties at different times shall not necessarily
be equal and shall not necessarily be paid at equal intervals.

(b) The starting date shall be that of the first drawdown.

(c) Intervals between dates used in the calculation shall be expressed in
years or in fractions of a year. A year is presumed to have 365 days (or
366 days for leap years), 52 weeks or 12 equal months. An equal month is
presumed to have 30.41666 days (i.e. 365/12) regardless of whether or
not it is a leap year.

43 Directive 2014/17/EU of 4 February 2014 on credit agreements for consumers relating to residential

immovable property and amending Directives 2008/48/EC and 2013/36/EU and Regulation (EU) No
1093/2010 (OJ L 60, 28.2.2014, p. 34).
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(d) The result of the calculation shall be expressed with an accuracy of at
least one decimal place™. If the figure at the following decimal place is
greater than or equal to 5, the figure at this particular decimal place shall
be increased by one.

On the costs that have to be included, the Directives mention expressly the following:

. interest, commissions, taxes and any other kind of fees which the consumer is
required to pay in connection with the credit agreement and which are known to
the creditor, except for notarial costs;

e costs in respect of ancillary services relating to the credit agreement, in
particular insurance premiums, are also included if, in addition, the conclusion
of a service contract is compulsory in order to obtain the credit or to obtain it on
the terms and conditions marketed;

o the cost of valuation of property where such valuation is necessary to obtain the
credit, but excluding registration fees for the transfer of ownership of the
immovable property.

With regard to the costs excluded, apart from what has already been mentioned, the
Directives also exclude the following:

e charges payable by the consumer for non-compliance with any of his/her
commitments laid down in the credit agreement;

. charges other than the purchase price which, in the purchase of goods and
services, the consumer is obliged to pay whether the transaction is paid in cash
or by credit;

e the costs of maintaining an account recording both payment transactions and
drawdowns, the costs of using a means of payment for both payment
transactions and drawdowns, and other costs relating to payment transactions
included in the total cost of credit to the customer unless the opening of the
account is optional and the costs of the account have been clearly and
separately shown in the credit agreement.

Even though the scope covered by both Directives is very broad, the following credit
agreements are not covered:

. In the Consumer Credit Directive, credit agreements involving a total amount of
credits less than EUR 200 or more than EUR 75,000; however, unsecured
credit agreements, the purpose of which is the renovation of a residential

4 This is a direct quote from the Directives and only included here to illustrate the requirements of the

Directives. Paragraph 42 of Part 14 of Annex Il to the Guideline of the ECB of 4 April 2014 on monetary
and financial statistics (recast) (ECB/2014/15) specifies that “NCBs provide the MFI interest rates on
outstanding amounts and on new business to the ECB to four decimal places. This is without prejudice
to any decision taken by the NCBs on the level of precision they wish to apply in collecting the data.
The published results do not contain more than two decimal places.” Hence it is up to the NCB to
define the level of detail at which the reporting agents submit the data to the NCB.
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immovable property involving a total amount of credit above EUR 75,000 are
covered;

e  credit agreements in the form of an overdraft facility and where the credit has to
be repaid within one month;

e credit agreements where the credit is granted free of interest and without any
other charges and credit agreements under the terms of which the credit has to
be repaid within three months and only insignificant charges are payable;

e credit agreements where the credit is granted by an employer to employees as
a secondary activity free of interest or at annual percentage rates of charge
lower than those prevailing on the market and which are not offered to the
public generally.

Both Directives include clauses on harmonisation and sanctions.

With regard to harmonisation, the Directives state that Member States may not
maintain or introduce in their national law provisions diverging from those laid down
in the Directives, and that Member States shall take the necessary measures to
ensure that consumers do not lose the protection granted by the Directives by
means of any sort of circumvention. On sanctions, both Directives state that Member
States shall lay down the rules on sanctions applicable to infringements of the
national provisions adopted pursuant to the Directives and shall take all measures
necessary to ensure that they are implemented. The sanctions shall be effective,
proportionate and dissuasive.

Finally, on transposition, the Consumer Credit Directive established 12 May 2010 as
the deadline for transposition, while the Mortgage Credit Directive established
21 March 2016 as the deadline.

Regarding the MFI interest rate statistics, although significant charges might be
applied in all lending categories, the Regulation requires the compilation of an APRC
only for loans to households for consumption and for house purchases (indicators 30
and 31 of Table 5 in the Appendix).

Indicator for other loan charges

In general, MFls pay interest on deposits to their customers but also charge fees.
Analogously, MFls usually receive payments for the loans granted from their
customers comprising an interest rate component and a component of other related
charges. Both components may have an impact on the monetary transmission
mechanism.

The AARs and the NDERs collected for the purpose of MFI interest rate statistics
provide extensive information about the interest paid on deposits and charged for
loans by MFls. The APRCs collected for consumer credit and loans to households
for house purchases incorporate indistinguishably information about the interest rate
and related fees charged by the same institutions. Hence, the APRC can change
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from one month to another as a result of changes in the interest rate component or
the component of other charges or both.

Since there are no methodological differences between the AAR and the NDER, on
the one hand, and the APRC, on the other, the APRC should not be lower than the
AAR (or the NDER) because the APRC includes charges in addition to the interest
rate. The mathematical difference between the APRC and the AAR (or the NDER)
therefore represents the component of other charges applied to loans. Indeed, the
main aim of collecting the APRC for the purpose of MFI interest rate statistics is to
construct an indicator of other loan charges applied to loans to households for
consumption and for house purchases, which allows the monitoring of developments
in loan charges over time.

Significant charges might be applied in all lending categories. However, in order to
limit the reporting burden on MFIs, the Regulation requires no information related to
charges for revolving loans and overdrafts, extended credit card credit, loans to
households for other purposes and loans to non-financial corporations. For deposits,
charges are assumed to be less significant than for loans, hence no data are
collected.

Charges to be taken into account at national level

Question:

The transposition of the Consumer Credit Directive and the Mortgage Credit
Directive into national law may require the calculation of the APRC with respect to
loans to households for house purchases based on assumptions that are not
identical to those in the Directives. In particular, the national legislation in one
Member State requires the exclusion of mortgage protection insurance as a relevant
charge from the APRC. In this Member State, mortgage protection insurance is
compulsory for the vast majority of housing loans. However, the MFIs do not always
know the amount of the mortgage protection premium applicable to the individual
borrower, as the insurance policy may be arranged through an insurance
intermediary other than the lender. Accordingly, under national law the costs of such
insurance are not included in the APRC for housing loans. Should the national
definition of the APRC be followed in this case for the purpose of MFI interest rate
statistics?

Answer:

Paragraph 11 of Annex | to the Regulation acknowledges that the composition of the
fees to be taken into account in the APRC may differ across countries, because the
Consumer Credit Directive is differently applied and because national financial
systems and the procedure for securing credits differ. Nevertheless, it is expected
that the clauses for harmonisation that the Consumer Credit Directive contains and
the fact that the date for its transposition into national legislation was 12 May 2010
will have reduced the differences in the application of the APRC across countries.
But as the Mortgage Credit Directive had to be transposed by 21 March 2016, it is
very probable that for credit agreements for consumers relating to residential
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immovable property, such differences are still significant. Hence, if national
legislation on the APRC provides that mortgage protection insurance should not be
considered as a relevant charge in the calculation of the APRC, the reporting agents
in that Member State may exclude such mortgage protection from the calculation of
the MFI interest rate statistics.

Period of fixation in the calculation of the APRC

Question:

The current national law in a Member State may require the calculation of the APRC
with respect to loans to households for house purchases based on assumptions that
are not identical with those in the Mortgage Credit Directive. In particular, in one
Member State the legislator took the view that undue emphasis should not be placed
on the initial interest rate, which applies only for a short period relative to the full term
of the loan. Therefore, the national legislation requires the calculation of the APRC
based on the assumption that the fixed interest rate at the beginning of the contract
applies only for the period specified and that the interest rates applicable to other
periods of the contract are the current variable rates. Should the national definition of
the APRC be followed in this case for the purpose of MFI interest rate statistics?

Answer:

The initial period of fixation is discussed in detail in Section 7.7.4. In general, MFI
interest rates on new business only reflect the interest rate that is agreed for the
initial period of fixation at the start of the contract or after renegotiations of the loan.
If, after this initial period of fixation, the interest rate automatically changes to a
variable interest rate, which might be at a very different level, this is not reflected in
new business statistics but in the statistics on outstanding amounts. For example, if
a ten-year loan is granted where it is agreed at time t, that for the first 12 months the
interest is fixed at 10% and then automatically adjusted to EURIBOR plus x basis
points, then the MFI interest rate on new business captures the 10%. The changes in
the interest rate over time, i.e. the change from 10% to EURIBOR plus x basis points
and then the movements of EURIBOR over time, are only captured in the MFI
interest rates on outstanding amounts.

In general, this approach should be followed for all contracts with initial rate fixation.
However, if according to the national legislation the calculation of the APRC warrants
a different treatment for certain products with initial rate fixation, then the same
treatment should also be applied for these products to calculate the interest rate
without charges. The reason for using the same method of calculation for the interest
rate with and without charges is that the difference between them should serve as an
indicator for loan charges as discussed in Section 4.4.2. In this example, the national
legislation requires that the APRC for loans to households for house purchases
should be based on the assumption that the fixed rate applies for only the period
specified and that the interest rates applicable to other periods of the contract are the
current variable rates. If the reporting agents follow this approach for calculating the
APRC for the purpose of MFI interest rate statistics, this is reflected in the new
business indicator 31 of Table 5 in the Appendix referring to loans to households for
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house purchases. The difference between indicator 31 and the interest rate for loans
to households for house purchases without charges, i.e. the weighted average of
new business indicators 16 to 19 in Table 2, should only be the charges. Hence, the
assumption for the initial fixed rate that is applied to indicator 31 also needs to be
applied for new business indicators 16 to 19 referring to loans to households for
house purchases with a variable rate and up to one year initial rate fixation, over one
and up to five years initial rate fixation, over five and up to ten years initial rate
fixation, and over ten years initial rate fixation. As a consequence, the NDER needs
to be compiled for new business indicators 16 to 19 in this Member State, because
the AAR could only take into account the fixed rate at the beginning of the contract.

The alternative is that the MFls ignore the national legislation regarding the APRC
and report for the purpose of MFI interest rate statistics the fixed rate including
charges as the APRC and the fixed rate without charges as the AAR.

Treatment of subsidies in the APRC

Question:

The transposition of the Consumer Credit Directive and the Mortgage Credit
Directive into national law may require that the APRC reflects the total costs for a
loan from the point of view of the customer. For example, a credit institution grants a
loan at 10% p.a., where the customer pays 6% and the government transfers the
remaining 4% as a subsidy directly to the MFI. In this case, the APRC calculated
according to national legislation would reflect the 6% p.a. paid by the customer plus
any charges. Should the national definition of the APRC be followed in this case for
the purpose of MFI interest rate statistics?

Answer:

The treatment of subsidies is discussed in detail in Section 4.3. In general, MFI
interest rate statistics take the point of view of the reporting agent and not of the
customer. This means that in the above example, MFI interest rate statistics would
reflect what the MFI charges in terms of interest rate, i.e. the 10%, but not the 6%
interest that the customer pays.

As explained in Section 4.4.2, there should be no methodological differences
between the APRC and the AAR (or the NDER). The APRC should not be lower than
the AAR (or the NDER) and the difference between them should be solely
attributable to the existence of other charges applied to loans. It is therefore
essential that subsidies are treated in the same way in the AAR (or the NDER) and
the APRC, as otherwise the indicator of other loan charges cannot be interpreted.*®
As a consequence, when calculating the APRC for the purpose of MFI interest rate
statistics the point of view of the reporting agent needs to be taken and the national
legislation regarding the treatment of subsidies ignored. Therefore, in the above
example, both the AAR (or the NDER) and the APRC need to reflect the 10% interest
rate that is charged by the MFI.

4 This is analogous to the argumentation for the treatment of the initial rate fixation in Section 4.4.4.
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In theory, it would also be possible to apply in this Member State, for all types of
rates, the treatment of subsidies as specified in the national legislation, i.e. to take
the point of view of the consumer. However, this would not be in line with paragraph
4 of Annex | to the Regulation and would moreover compromise the comparability of
MFI interest rate statistics across the euro area.

Treatment of non-profit institutions serving households in the APRC

As deposits from and loans to non-profit institutions serving households (NPISHSs)
are usually quantitatively less important than deposits from and loans to households
and non-financial corporations, the household sector includes NPISHs for the
purpose of MFI interest rate statistics in general.*® However, for the APRC on loans
to households for consumption and for house purchases, (indicators 30 and 31 in
Table 5 of the Appendix) NCBs may grant a derogation to reporting agents regarding
such loans to NPISHs.*’ The reason is that certain loans to NPISHs may not be
covered by the national legislation referring to the calculation of the APRC. It is
expected that loans to NPISHs for consumption or house purchase are negligible. If
they were not to be negligible, however, the exclusion of loans to NPISHs from the
APRC for consumer credit and loans to households for house purchases and their
inclusion in the AAR or the NDER would lead to a distortion of the indicator for other
loan charges.*®

Question:

If an NCB grants the derogation to its reporting agents, this implies that all loans to
NPISHs are excluded from the calculation of the APRC. Therefore, the APRC does
not cover the interest rates on new loans for consumption and new loans for house
purchases granted to NPISHs. The question is whether, in the calculation of the
APRC, NCBs should also exclude the amount of new loans granted to NPISHs?

Answer:

In order to calculate the APRC as a weighted average rate, the Regulation assumes
that it is possible to use the new business volumes that are provided for the
calculation of the AAR (or the NDER).*® However, these new business volumes
include the amount of new business in respect of loans to households and NPISHs,
whereas if the derogation is applied, the weighted interest rate to be calculated
refers only to households, i.e. excluding NPISHs. Hence, if the derogation is applied,
reporting agents and NCBs require additional data to calculate the APRC.

As the reporting agents apply the derogation, it can be assumed that they are in a
position to distinguish between households and NPISHs. Therefore, NCBs should
ask reporting agents to calculate the APRC with weights covering only households,
i.e. excluding NPISHSs, and to supply the NCB with additional series for the amount

4 See also Chapter 3 and Section 7.4.

47 See footnote 1 to paragraph 9 of Annex | to the Regulation.

4 See also Section 4.4.2.

4 Further discussed in Sections 9.3 and 9.4.
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of such loans to households. The additional series on the amount of loans to
households for consumption excluding NPISHSs, i.e. indicator 30, and loans to
households for house purchases excluding NPISHSs, i.e. indicator 31, need to be
transmitted to the ECB. The amounts might not be significant but this is not
necessarily known for certain in advance.
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5.1

Business coverage®’

Bad loans and loans for debt restructuring below market
conditions

Interest rates on bad loans and on loans for debt restructuring below market
conditions are not collected for the purpose of MFI interest rate statistics. The reason
is that the interest rate agreed on a loan for debt restructuring is not the result of the
general demand and supply conditions in the loan market at the time of the
agreement, but rather of what the indebted customer is able to pay and the
agreement that the customer is able to reach with creditor MFIs. Hence, interest
rates on loans for debt restructuring at rates below market conditions are, like other
bad loans, not the type of interest rate that is supposed to be covered as an agreed
rate by MFI interest rate statistics.

Bad loans are defined in accordance with Annex Il to Regulation (EU) No 1071/2013
(ECB/2013/33) which, in turn, relates to Article 178 of Regulation (EU) No
575/2013.5" As for loans for debt restructuring, i.e. restructuring in relation to
financially distressed debtors, they should be defined in accordance with existing
national definitions.

A key question that would have to be clarified is when an interest rate applied to a
loan can be considered to be below market conditions. It would be desirable to set
precise rules to try to harmonise this concept across countries; however, the
differences that still exist in the financial systems of the Member States and in the
level of retail interest rates, exacerbated by the economic and financial crisis, make it
very difficult to arrive at a harmonised position on this issue. Therefore, at the
moment, it seems more convenient to leave the assessment of when to qualify the
rate applied to loans as below market conditions to the reporting agents, as this
concept varies depending on the conditions prevailing in the different national
markets, the different instruments and even the different kinds of customers.
Undoubtedly, the reporting agents are in the best position to assess whether they
have given special treatment to a customer in terms of the interest rate applied to a
loan and the reasons for that. As not all the loans granted at interest rates below
market conditions have to be excluded from MFI interest rate statistics, only those for
the purpose of debt restructuring and also all bad loans, the reporting agents know
exactly if a loan is classified as a bad loan and if a loan to which they are applying
the lower than usual interest rate corresponds to restructured debt.

Another aspect that should be clarified is that although the interest rates on bad
loans and loans for debt restructuring below market conditions are excluded from

%0 This chapter refers mainly to Part 2 of Annex | to the Regulation.

5" Regulation (EU) No 575/2013 of the European Parliament and of the Council of 27 June 2013 on
prudential requirements for credit institutions and investment firms and amending Regulation (EU) No
648/2012 (OJ L 176, 26.6.2013, p. 1).
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MFI interest rate statistics, their amounts are included in the weighting information
used for aggregating MFI interest rates on outstanding amounts at the national and
euro area levels. This exception aims to alleviate the burden on MFls which do not
have to report the outstanding amounts of the different instruments to the NCBs for
them to calculate the interest rates at national level. Instead, the amounts
outstanding are taken from MFI balance sheet statistics. However, the amounts in
the balance sheet cover bad loans and loans for debt restructuring, but as these
loans enter into the numerator (the weights) and the denominator (the total
outstanding amounts), the incurred error is not considered relevant.

Interest rates on outstanding amounts®?

MFI interest rate statistics on outstanding amounts give information about the
interest paid and received by households and non-financial corporations, which
allows the analysis of any changes in the disposable income of these sectors and
their interest burden. From the point of view of the MFls, the statistics also refer to
the interest paid or received, which allows the analysis of changes in interest rate
margins and banks’ profitability. Interest rates on outstanding amounts are
furthermore needed to calculate the own rate of return on M3 and its components. A
more exhaustive list of uses is given in Chapter 2.

Outstanding amounts are defined as the stock of all deposits placed by customers,
i.e. households and non-financial corporations, with MFls, and the stock of all loans
granted by these MFls to their customers. An interest rate on outstanding amounts
reflects the weighted average® interest rate level applied to the stock of deposits or
loans in the relevant instrument category as at the time reference point:

. Interest rates on outstanding deposits cover all deposits placed and not yet
withdrawn by customers in all the periods up to and including the reference
period.

. Interest rates on outstanding loans cover all loans withdrawn and not yet repaid
by customers in all the periods up to and including the reference period; this
excludes bad loans and loans for debt restructuring at rates below market
conditions.

MFI interest rate statistics on outstanding amounts therefore include the interest
rates actually applied to the stock of all deposits and loans.

2 See also paragraphs 14 and 15 of Annex | to the Regulation.

%3 Aggregations are discussed in Chapter 9.
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5.3.1

Interest rates on overnight deposits, deposits redeemable
at notice, convenience and extended credit card credit,
and revolving loans and overdrafts®

The balance at the time reference point as an indicator for new
business

The general concept of interest rates on outstanding amounts is subject to

Section 5.2. Interest rates on new business are explained in Section 5.4. Five
instrument categories, i.e. (1) overnight deposits, (2) deposits redeemable at notice,
(3) revolving loans and overdrafts, convenience and extended credit card credit, (4)
revolving loans and overdrafts and (5) extended credit card credit,* form a separate
group for which the interest rates on outstanding amounts and new business
coincide. They are included as new business indicators 1, 5, 6, 7, 12, 23, 32 and 36
in Table 2 of the Appendix and indicators 86 and 87 in Table 8 of the Appendix. The
method for compiling these indicators is, however, the same as for interest rates on
outstanding amounts. Overnight deposits, deposits redeemable at notice (in
particular non-transferable sight savings deposits*®), revolving loans and overdrafts,
and convenience and extended credit card credit form a separate group, because
they experience a large number of inflows and outflows throughout the month. The
increases and decreases in the amount on these accounts arise from receipts and
payments related to the customer’s economic activity, and are therefore related to
transactions rather than to the autonomous investment decisions of the customer.
Moreover, the bulk of these deposits or revolving loans and overdrafts and credit
card debt®’ is usually turned over during the period. The balance at the time
reference point®® is considered to be the most appropriate indicator for new
business:

. For overnight deposits and deposits redeemable at notice, the balance at the
time reference point reflects the amount of money the customer has chosen to
put into this type of deposit instead of placing the money elsewhere.

. For convenience credit, the balance at the time reference point reflects the
amount of money spent from the dedicated card account but not yet repaid in
the period between the use of the card and the relevant billing date. Extended
credit card credit is the remaining debt on the account after the relevant billing
date at the end of the reporting period.

% See also paragraphs 16 to 18 of Annex | to the Regulation.

% All defined in Section 7.5.

% Non-transferable sight savings deposits, which — although legally redeemable on demand — are subject

to significant penalties, have features that are very close to overnight deposits and are offered by credit
institutions in some Member States. According to Regulation ECB/2013/33, they are classified as
deposits redeemable at up to three months’ notice.

57 Credit card debt, as defined in Part 2 of Annex Il to Regulation ECB/2013/33, comprises both
convenience and extended credit card credit.

% The time reference point is further discussed in Section 6.1.
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. For revolving loans and overdrafts, the balance at the time reference point
reflects the amount of money the customer has chosen to draw on a loan facility
or to leave as a debit balance on a current or cheque account instead of
borrowing the money elsewhere.

By leaving a “net” (debit/credit) balance on the overnight deposit® or deposit
redeemable at notice, the customer has implicitly agreed to the terms and conditions
of the account. The customer adjusts this balance as part of his/her portfolio
management. The balance at the time reference point is, in fact, the outstanding
amount at the time reference point, which means, in other words, that the concept of
new business is extended to the whole stock in the case of overnight deposits,
deposits redeemable at notice, revolving loans and overdrafts, and convenience and
extended credit card credit.

In addition to these conceptual considerations, there are also several practical
reasons for using the balance at the time reference point as an indicator for new
business in this set of instruments. If instead the definition of new business were to
be based on increases in the amount on existing deposit or loan accounts, this would
lead to a heavy reporting burden on reporting agents due to the large number of
inflows and outflows throughout the month. Also, the weight based on all inflows and
outflows would overestimate the amount of new business on these accounts.

Analogous to the interest rates on outstanding amounts discussed in Section 5.2, the
MFI interest rates for overnight deposits, deposits redeemable at notice, revolving
loans and overdrafts, and convenience and extended credit card credit reflect the
weighted average interest rate level applied to the stock of deposits or loans in the
relevant instrument category as at the time reference point:

. The interest rates for overnight deposits and deposits redeemable at notice
cover all amounts placed and not yet withdrawn by customers in all the periods
up to and including the reporting date.

e The interest rates on revolving loans and overdrafts, and convenience and
extended credit card credit cover all amounts withdrawn and not yet repaid by
customers in all the periods up to and including the reporting date.

. The interest rate on convenience credit is not reported separately as it is by
definition 0%. The outstanding amount of convenience credit granted is
however included in the new business volumes, and correspondingly in the
weights, of indicators 86 and 87 in Table 8.

Determining the interest rate on an overnight deposit

Chart 1 shows an example of an overnight deposit yielding 2% p.a. for an amount up
to EUR 2,500 and 3% p.a. for any amount exceeding EUR 2,500. The same figure
could also represent a non-transferable sight savings deposit, a revolving loan, an

% The overnight deposit becomes a bank overdraft in the case of a debit balance; see also Section 7.5.2.
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overdraft or an extended credit card credit. In the latter three cases, the account
would not yield, but would incur interest.

In this Manual, MIR (OA) indicates the MFI interest rate on outstanding amounts and
MIR (NB) the MFI interest rate on new business. Weight (OA) and weight (NB) show
the weighting information that would be applied to the interest rates on outstanding
amounts and new business respectively in aggregations with values for other
comparable accounts in this or other reporting agents.® As a result of extending the
definition of new business for overnight deposits to the whole stock, the interest rates
and weights for new business and outstanding amounts coincide in Chart 1.

Chart 1
Overnight deposit
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Each of the periods t; to ty represent one month. In this example, the MFI interest
rates are calculated as a snapshot of end-month observations.® Hence, the amount
and interest rate observations in Chart 1 are end-month values. For example, at the
end of the first month t; an amount of EUR 1,500 is available on the overnight
deposit yielding 2% interest and, therefore, the MFI interest rate on this account at
time t; is 2.0%. At time t3, EUR 3,000 is available on this deposit, where EUR 2,500
yields 2% and EUR 500 yields 3% interest. Hence, the MFI interest rate for t; is
calculated as (0.02 * 2500 + 0.03 * 500) / 3000 = 2.17%. At time t9, the MFI interest
rate is calculated as (0.02 * 2500 + 0.03 * 1500) / 4000 = 2.38%. These interest rates
reflect a snapshot of the deposit at the time of data collection. They may of course

€0 Aggregations are discussed in Chapter 9.
8" Further discussed in Section 6.1. An alternative calculation based on implicit rates is possible but is not
be demonstrated here.
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differ from the actual amount of interest earned during the month, the latter being
covered by implicit rates.

Combined deposit and loan facilities

Question:

How should the AAR or the NDER be calculated for financial products on accounts
that, depending on their balance, can either be a deposit or a loan, such as for
example for overnight deposits and overdrafts? Reporting agents do not know in
advance whether the account will be a deposit or turn into a loan in the coming
period.

Answer:

MFI interest rates are determined ex post, i.e. for the month prior to the reporting
date. To calculate the MFI interest rate for a combined deposit and loan facility,
periods where the account was a (positive) overnight deposit have to be
distinguished from periods where the account was an (negative) overdraft. For
analytical reasons, it would not be appropriate to compute an average interest rate
combining (low) overnight deposit rates and (high) overdraft rates. An example for a
combined deposit and loan facility is given in Chart 2. For combined deposit and loan
facilities, two compilation methods need to be distinguished:

. If the interest rate is compiled as a snapshot of end-month observations, only
one balance during the month is taken into account to decide whether the
account in the reference month is an overnight deposit or an overdraft. This
balance is a snapshot at a certain point in time on the last day of the month.

. If the interest rate is calculated as an implicit rate referring to the average of the
month, for each daily balance the reporting agent needs to assess whether the
account is a deposit or a loan. The reporting agent then calculates an average
of the daily credit balances and the daily debit balances to derive the average
monthly stocks for the denominator of the implicit rate. Also, for the flows in the
numerator the accrued interest payable on deposits and receivable on loans
needs to be distinguished.

82 The time reference point and hence the two compilation procedures are further discussed in Section

6.1.
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Chart 2
Combined deposit and loan facility
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If in each of the periods t; to ty represents one month, then t, t,, t3 and ts are
recorded as overnight deposits and t,, ts, t; and tg as overdrafts. If each of the
periods t, to tg represents one day and ty the reporting day, then an overdraft is
reported if the method of end-period observations is chosen, because only the
situation at the time of data collection is relevant.

Regular savings on a deposit redeemable at notice®®

Question:

A deposit redeemable at notice is subject to regular savings of EUR 200 per month
for five years. What should be reflected in the statistics on new business and
outstanding amounts?

Answer:

For deposits redeemable at notice, the concept of new business is extended to the
whole stock. Hence, the credit balance, i.e. the amount outstanding at the time
reference point, is used as an indicator for new business. In this example, the initial
savings of EUR 200 and all subsequent savings of EUR 200 are reflected in the
amount outstanding on the account and hence in MFI interest rate statistics. An
example for the first year is given in Chart 3.

8 See also regular savings on deposits with agreed maturity in Section 5.4.5.
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Chart 3
Deposit redeemable at notice

y-axis: Outstanding amount (left-hand scale), Interest rate (right-hand scale)
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5.4 Interest rates on new business in instrument categories
other than overnight deposits, deposits redeemable at
notice, revolving loans and overdrafts, and convenience
and extended credit card credit®

541 Definition of new business

MFI interest rate statistics on new business are statistics on the interest rates agreed
in new agreements. They reflect the demand and supply conditions in the deposit
and loan markets at the time of the agreement, including competition with other
types of financial institution and product. These statistics are needed to analyse the
pass-through of changes in official rates and market interest rates to lending and
deposit interest rates faced by households and non-financial corporations. They
provide information about the cost of capital and the cost spread between self-
financing and credit. MFI interest rates on new business allow the study of prices
and quantities together which helps for example to explain portfolio shifts. They also
show how quickly banks’ interest rate margins react to external developments.

8 See also paragraphs 19 to 27 of Annex | to the Regulation.
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New business in these instrument categories is defined as any new agreement
between the customer and the MFI. New agreements are:

. all financial contracts, terms and conditions that specify for the first time the
interest rate of the deposit or loan, and

e all renegotiations of existing deposit and loan contracts.®®

For this definition of new business, the expression terms and conditions needs to be
specified since it appears many times in the Manual as a key element. The terms
and conditions of a loan or deposit contract consist of the agreed interest rate or the
spread over a relevant reference rate, the size of the loan or the deposit, the access
conditions, and other terms and conditions in the form of non-interest rate charges
(e.g. fees), collateral or guarantees which the customer of an MFI needs to provide
(including compensation balances), loan or deposit covenants and the agreed
maturity.

An interest rate on new business reflects the weighted average® interest rate level
that has been agreed for all new deposits or loans in the relevant instrument
category during the reference month. Interest rates on new business cover all new
agreements made during the whole month irrespective of the point in time a deposit
is placed or a loan is withdrawn®". MF| interest rate statistics on new business are
distinct from MFI interest rate statistics on outstanding amounts in that, as explained
in Section 5.2, the latter reflect the interest rates actually applied to the stock of
deposits and loans. In an extreme case, an interest rate laid down in a new
agreement may never actually be applied to any deposit or loan. For example, a
customer and a credit institution might agree on an interest rate for a certain amount
of money, but the customer might in the end choose not to place any deposit with
this institution or decide not to withdraw any of the money granted as a loan. As a
consequence, both the agreed interest rate and the amount would be reflected in the
MFI interest rate statistics on new business at the time of agreement, but never
appear in the MFI interest rate statistics on outstanding amounts.

Definition of renegotiation®®

As defined in paragraph 21 of Annex | to the Regulation, renegotiation refers to the
active involvement of the household or non-financial corporation in adjusting the
terms and conditions of an existing loan or deposit contract, including the interest
rate. Prolongations of existing contracts that occur automatically, i.e. without any
active involvement of the customer, and do not involve any renegotiation of the terms
and conditions of the contract, including the interest rate, are not new business.

% The definition of renegotiations is included in Section 5.4.2.

8  Aggregations are discussed in Chapter 9.

7 Further discussed in Section 6.2.

% Renegotiated loans are further discussed in Section 5.5.
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The Regulation requires the compilation of the amounts of renegotiated loans
separately from the new business amounts for the instrument categories included in
Table 6 of the Appendix. The purpose is to have a measure of “pure new loans” in
the sense of gross “fresh money” arriving on the credit market, distinguishing these
from renegotiated loans where, by definition, no new money is arriving on the credit
market.

For this definition of renegotiation, it should be clarified that contract changes that
have an impact on the terms and conditions (e.g. the maturity or amount granted)
are considered renegotiations, and not only changes in interest rates. However,
changes in formal elements of the contract, such as the address of the credit
institution or that of the customer, must not be considered as renegotiations.

An additional aspect to be clarified is the expression “active involvement”; that is to
say, how active does the involvement of the customer have to be to consider a
change in the prevailing conditions of a loan or a deposit a renegotiation? Let us
consider the case of a deposit contract which stipulates that, at maturity, the deposit
will be renewed automatically with the same terms and conditions as the previous
ones unless the customer or the bank decides not to renew the deposit or decides to
change the terms. In one of these renewal periods, the bank informs the customer
about its willingness to renew the deposit but at a different interest rate and gives the
customer a period in which to cancel the deposit in case of disagreement. The
customer does not respond and the bank applies the new conditions. Then, the
question is: could the passive consent of the customer be considered as active
involvement so that this change in the conditions of the deposit is recorded as a
renegotiation? The question is very relevant, because as the conditions of the
deposit have changed and these new conditions were not agreed beforehand when
the contract was signed, a new business operation has to be recorded, but there is
no new money coming onto the deposit market. This operation seems to be a
renegotiation, but the active involvement of the customer could be called into
question. The answer to this case is that tacit agreement by the customer by not
opposing the new proposal of the bank is, in fact, an active involvement because the
customer could have opted for other alternatives; therefore, new business and a
renegotiation should be recorded in MFI interest rate statistics.

It needs to be clarified, however, that tacit agreements should be reported as
renegotiations only if contract changes have an impact on the contract’s terms and
conditions (e.g. the interest rate or the maturity). Therefore, changes in formal
elements of the contract, such as the address of the credit institution or that of the
customer, must not be considered as renegotiations.

New business on deposits with agreed maturity

For most deposits with agreed maturity, i.e. classic time deposits where a fixed sum
is placed for a predefined period of time, new business only arises when a new
account is opened for the first time, at which point the deposit amount and the
interest rate are agreed. Normally, for deposits with agreed maturity no further new

Manual on MFI interest rate statistics — Business coverage 48



business occurs until maturity. An exception to this rule is discussed in Section 5.4.5.
The treatment of maturing deposits is subject to Section 5.4.4.

Chart 4 illustrates the calculation of MFI interest rates on outstanding amounts and
new business in an example involving three separate deposits with agreed maturity:

1. attime t; EUR 2,000 is placed at 4% p.a. with an agreed maturity of two years;

2. attime t, EUR 2,000 is deposited at 5% p.a. also with an agreed maturity of two
years; and

3. attimet, EUR 3,000 is paid in at 6% p.a. with an agreed maturity of three
years.

In this example, at time t1, an amount of EUR 2,000 is placed as a new deposit. At
that time, the MFI interest rate on new business MIR (NB) and on outstanding
amounts MIR (OA) is 4.0%, which is indicated in Chart 4. At time t,, EUR 2,000 is still
in the first deposit yielding 4% and EUR 2,000 is newly paid into the second deposit
yielding 5%. Hence, at time t, the MFI interest rate on outstanding amounts
comprising both deposits is calculated as (0.04 * 2000 + 0.05 * 2000) / 4000 = 0.045
= 4.5%, while the MFI interest rate on new business at time t, is 5% referring solely
to the new second deposit. At time t;, the first deposit of EUR 2,000 reached
maturity; therefore, there is an outstanding amount of EUR 2,000 referring to the
second deposit yielding 5%. At that time, there is no new business. At time 14, the
second deposit of EUR 2,000 reached maturity and EUR 3,000 is newly paid into the
third deposit yielding 6%. Hence, at that time, the MIR (NB) and the MIR (OA) is 6%.
At ts and tg, there is no new business to be reported and EUR 3,000 is to be reported
for outstanding amounts referring to the third deposit yielding 6%, as indicated in
Chart 4.
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Chart 4
Deposit with agreed maturity

(y-axis: Outstanding amount)
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Matured deposit with agreed maturity

Question:

A customer’s deposit with agreed maturity matures. Following the standard
procedure, the reporting agent informs the customer and credits the corresponding
amount to another account of the customer, or alternatively, the customer could have
two other options, both stipulated in the contract.

Option 1: cancel the deposit and inform the credit institution that he or she wants to
make a new deposit with similar or different terms and conditions than the matured
deposit, or

Option 2: do nothing, in which case the credit institution, as stipulated in the contract,
will automatically renew the deposit on identical terms.

Would options 1 and 2 constitute new business?

Answer:

The task is to distinguish between new business and an (automatic) prolongation of
an existing contract. The key issue is the active involvement of the customer and the
alternatives laid down in the existing contract for when the deposit reaches maturity:
an (automatic) prolongation without the active involvement of the customer is not
new business, whereas a prolongation with active involvement of the customer is
new business.
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Option 1 is new business because the customer is involved in renegotiations with the
credit institution. Whether the new deposit is on terms and conditions similar or even
identical to the old deposit or on new terms and conditions is irrelevant for
determining whether there is new business.

Option 2 is not new business because the automatic renewal of the deposit was laid
down in the existing contract in the event that the customer did not take any action.

In general, the contract for a deposit with agreed maturity defines what happens with
the money after maturity, if it is not withdrawn. For example, the contract might
determine that the deposit is originally placed for one year at EURIBOR plus 50
basis points. If the funds are not withdrawn at maturity, then they are reinvested at
the same terms, i.e. at EURIBOR plus 50 basis points. In this case, if the customer
says nothing, it is not new business but an (automatic) prolongation of the contract. If
the customer decides to change the external index or the spread, the customer is
actively involved and the reinvestment constitutes a renegotiation and, as a
consequence, it is new business.

It is also possible that the customer on placing a deposit with one-month maturity
instructs the credit institution to roll over the account each month provided the terms
and conditions remain unchanged from one month to the next. The customer
stipulates that he or she wishes to be notified if there is a change in the terms and
conditions attached to the account. The automatic rolling over is not new business.
However, if the terms and conditions change, and the customer is contacted and
engages in new negotiations, this is recorded as new business, irrespective of
whether the negotiations result in the old or new terms and conditions. If the credit
institution informs the customer about the new terms and conditions of the deposit,
giving him or her a period to object, and the customer does not respond, this tacit
agreement is considered new business and a renegotiation.

When the terms and conditions of a maturing deposit with agreed maturity are
renegotiated and, as a consequence, the deposit is classified as new business, the
maturity of that (new) deposit is counted as commencing at the point of the new
business classification.

Regular savings on a deposit with agreed maturity®®

Question:

A company savings plan is linked to a deposit with agreed maturity. In the contract it
is agreed that the company makes regular monthly deposits of EUR 2,000 for a
period of two years. The first payment is made a few weeks after the contract date.

1. Whatis to be considered as new business, the first deposit of EUR 2,000 or all
payments during the lifetime of the contract?

8 See also regular savings on deposits redeemable at notice in Section 5.3.4.
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2. Whatis to be considered as the starting date, the contract date (in which case
there has not yet been a payment and there is no new business amount) or the
first payment date?

Answer:
Ceteris paribus an MFI will offer a different interest rate on a deposit that is:

. progressively increasing over time from EUR 2,000 in t; to EUR 48,000 in ty,,
. fixed at EUR 2,000 for two years, and
. fixed at EUR 48,000 for two years.

The company'’s regular monthly savings in this example lead to a progressive
increase in the outstanding amount on the deposit with agreed maturity. This
increase is reflected month after month in the MFI interest rate statistics on
outstanding amounts. By contrast, the MFI interest rate statistics on new business
capture the deposit only once at the time of agreement. Hence, the new business
statistics can either mirror the initially placed EUR 2,000 or the maximum amount of
EUR 48,000, but cannot reflect the progressive increase of the amount on the
deposit. The treatment of regular savings on deposits with agreed maturity in new
business statistics cannot be defined in general, but depends on the agreements laid
down in the individual contract:

Case 1: The customer and the MFI agree that EUR 2,000 has to be placed each
month on the account until maturity. The customer’s obligation can be enforced by
the MFI in such a way that it is sure ex ante that at time t,; EUR 48,000 will be
accumulated on the account. In this case, the full amount of EUR 48,000 is reflected
as new business in MFI interest rate statistics at the time of agreement on the
contract. Most likely the level of the interest is linked to the commitment on the part
of the customer. For variable interest rates, the value of the rate is determined at the
time of the agreement.”

Case 2: The customer and the MFI agree on a flexible savings plan, which states
that EUR 2,000 should be placed each month on the deposit until maturity. The
payments can be lower or higher with (or without) a targeted maximum saving of
EUR 48,000 at time t,4. In this case, the amount accumulated on the account at
maturity is certain only ex post. Therefore, the MFI reports as new business the
amount of EUR 2,000 when it is initially placed. For variable interest rates, the value
of the rate is determined at the time the deposit is placed.”’

In the absence of any knowledge to the contrary, Case 2 should be assumed, i.e.
that the amount accumulated on the account at maturity is certain only ex post.
Hence the default option is that the EUR 2,000 is reported as new business when it

0 This treatment is similar to that of a loan in tranches discussed in Section 5.4.9, where it is also the

agreement that determines the amount and the time of recording as new business. However, the
difference between the savings plan and the loan in tranches is that for the savings plan the interest
rate is linked to the increase in the amount and for the loan to the full amount stated in the contract.

™ This treatment is similar to that of savings plans for housing loans described in Section 8.4. See also

Section 8.1.
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is initially placed. In the case of variable interest rates, the value of the rate is
determined at the time the deposit is placed.

54.6 New lending with a fixed interest rate and with initial rate fixation

Chart 5 shows the example of a loan that is granted for ten years. At time t; it is
agreed between the customer and the MFI that the interest is fixed at 10% p.a. for
the first four years (up to t;) and that after this initial period of fixation a new interest
rate level will be agreed for the remaining maturity of the loan.”” This new interest
rate might be fixed for another period or variable, but is in any case unknown at time
to. As an example, in Chart 5 the result of the renegotiations at time t, is a fixed rate
of 8% p.a. for the remaining six years of the loan. The MFI interest rate statistics on
new business capture at time t, the interest rate of 10% agreed for the first four years
and at time t, the interest rate which is the result of the renegotiations.

Chart 5
Ten-year loan renegotiated after four years

(y-axis: Outstanding amount (left-hand scale); interest rate (right-hand scale))
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Weight (NB) 10,000 - - - 10,000

Chart 6 provides another example of a ten-year loan. In this example, at time t, the
customer and the MFI agree that the interest is fixed at 9% p.a. for the first 12
months, and that after this initial period of fixation the interest rate automatically

2 The original maturity of this loan is ten years with an initial period of fixation of four years. See also

Section 7.7.4.
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adjusts to EURIBOR plus x basis points.” This rate is then applied for the next 12
months, after which it will again automatically adjust to EURIBOR plus x basis points.
Only the interest rate of 9% for the first year is considered as new business at time
to- Neither the switch to variable rates nor the associated automatic adjustments are
reflected in the statistics on new business. They are not new agreements but part of
the terms and conditions of the loan laid down at time t,. In contrast to the previous
example, in this example the customer and the MFI agreed on the variability
mechanism for the entire maturity of the loan at t,, i.e. the day of the signature of the
loan contract. A change from fixed to variable interest rates or vice versa during the
course of the contract, which has been agreed at the start of the contract (time ty), is
not a new agreement but part of the terms and conditions of the loan laid down at
time to. These changes in the interest rate over time are only captured in the MFI
interest rates on outstanding amounts.

Chart 6
Ten-year loan with a fixed interest rate for the first year

(y-axis: Outstanding amount left-hand scale)
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Top-up loans

Question:
A customer has an outstanding consumer credit of EUR 10,000 at 9% and asks the

8 The original maturity of the loan is ten years with an initial period of fixation of one year. This example is

different to the case where the initial period of fixation is very short compared with the whole maturity of
the loan and the interest rate offered during this period is significantly below market conditions. See
also Section 7.7.4.
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54.9

MFI to lend a further EUR 5,000. How should this top-up loan be treated in MFI
interest rate statistics?

Answer:

If an agreement is reached for the incremental amount, then only this agreement is
new business, i.e. the new loan of EUR 5,000. The additional loan could be at the
same interest rate of 9% as the outstanding loan of EUR 10,000, but could also be at
a higher or lower rate.

If the new operation includes also the previous outstanding amount (EUR 10,000) in
such a way that the new terms and conditions affect the whole loan, i.e. the EUR
15,000, then the amount of EUR 15,000 is new business. Also, a renegotiated
amount of EUR 10,000 has to be computed. The interest rate on the loan recorded
under new business is then the one agreed in the new negotiations between the
customer and the MFI, which could be 9% as for the old loan, or higher or lower.

Conversion of an overdraft into another type of loan

Question:

A customer incurred an overdraft of EUR 10,000 on which the interest rate is 15%
p.a. In agreement with the MFI, the customer transforms this overdraft into a
consumer credit on which the interest rate is 10% p.a. Does the conversion
represent new business?

Answer:

The conversion of an overdraft into a consumer credit constitutes new business. It
requires a new agreement between the MFI and the customer. Both parties are
actively involved in new negotiations. This operation has to be included also as a
renegotiation.

Loan taken out in tranches’™

A household or non-financial corporation is normally expected to take out a loan —
other than a revolving loan or an overdraft — in full at the start of the contract (time
to). In some cases, however, it may be agreed that the customer takes out the loan in
tranches at times t, t,, t3, etc. instead of withdrawing the full amount at time t.

Chart 7 shows the first year of a ten-year loan in tranches. In this example, a loan of
EUR 10,000 is granted at time t, for ten years fixed at 8% p.a. The customer takes
out the first tranche of EUR 1,000 at time t; and then further tranches of EUR 1,000
in each of the following nine months.

7 Loans in tranches that fall into the instrument categories consumer credit, loans to households for

house purchases and loans to non-financial corporations are covered. Revolving loans and overdrafts,
which follow the treatment explained in Section 5.3.1, are not covered. Umbrella contracts, which are
further discussed in Section 8.3, are also excluded.
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Chart 7
Loan in tranches

A household or non-financial corporation is normally expected to take out a loan —
other than a revolving loan or an overdraft — in full at the start of the contract (time
to). In some cases, however, it may be agreed that the customer takes out the loan in
tranches at times t4, t,, t3, etc. instead of withdrawing the full amount at time t.

Chart 7 shows the first year of a ten-year loan in tranches. In this example, a loan of
EUR 10,000 is granted at time t, for ten years fixed at 8% p.a. The customer takes
out the first tranche of EUR 1,000 at time t, and then further tranches of EUR 1,000
in each of the following nine months.

(y-axis: Outstanding amount (left-hand scale); interest rate (right-hand scale))
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For MFI interest rate statistics on new business, the fact that the loan is taken out in
tranches is irrelevant. These statistics capture the agreement between the customer
and the MFI at time t,, i.e. the full amount of the loan granted at time t, and the
interest rate agreed in relation to this full amount. New business is therefore the
amount of EUR 10,000 at an interest rate of 8% at time t,. For fixed and variable
rates, the risk premium included in the interest rate depends on the loan amount and
economic conditions. These facts can only be captured consistently by recording the
interest rate and the full amount of the loan at time t, in MFI interest rates on new
business. As explained in Section 5.4.1, MFI interest rate statistics on new business
cover agreements, not the actually withdrawn credit.

By contrast, MFI interest rate statistics on outstanding amounts cover the actual
withdrawn credit at any point in time. They reflect the interest rates applied and the
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amount of the loan actually outstanding”® at the time of data collection, i.e. the
interest rate is 8% for an amount of EUR 1,000 at t;, 8% for an amount of EUR 2,000
at t,, and finally 8% for an amount of EUR 10,000 at t;, until maturity. No interest rate
on outstanding amounts is recorded at t, as no money has yet been withdrawn.

The reporting agents granting the loan in tranches, for example for financing the
building of a house, may charge interest on the amount granted but not yet
withdrawn.”® In this example of an agreed lending rate of 8% for the loan in tranches,
the credit institution could ask for an additional 3% on the amount it has agreed to
lend but the borrower has not yet withdrawn. The 3% is not covered by MFI interest
rate statistics, neither as new business nor as outstanding amounts. The 3% is not
considered part of the lending interest rate: it is a related charge that might be
covered in the APRC according to national conventions, but not in the AAR or the
NDER.

The definition of new business for variable interest rates

Arrise or fall of a variable interest rate in the sense of an automatic adjustment of the
interest rate performed by MFIs is not a new agreement and therefore not new
business. Such changes or movements in variable interest rates over time are not
captured by MFI interest rates on new business but by MFI interest rates on
outstanding amounts.

A change from a fixed to a variable interest rate or vice versa during the course of
the contract is not a new agreement, if the possibility of such a change is an agreed
part of the terms and conditions of the deposit or loan. When the change occurs this
is not new business. However, a change from a fixed to a variable interest rate or
vice versa is new business, if the possibility of the change was not laid down in the
initial contract. The change is therefore the result of a renegotiation between the
customer and the MFI and constitutes new business and, as it refers to a
renegotiation of an existing agreement, it also constitutes a renegotiation and should
be reported separately in the case of loans.””

MFI interest rate statistics on outstanding amounts and new business lead to
different results not only for deposits and loans with initially fixed or fully fixed interest
rates, but also for deposits and loans to which fully variable interest rates apply.
Since MFI interest rate statistics reflect the interest rates that are actually agreed
between the customer and the MFI, interest rates on outstanding amounts and new
business only coincide for that part of the interest rate that reflects the external

index, i.e. in this example EURIBOR. The spread over this external index might differ
across customers but also for the same customer over time.

S Derived from MFI balance sheet statistics.

8 In Belgium this is referred to as commission de non utilisation, in Germany as Bereitstellungszinsen.

T See also Section 5.4.2.
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Chart 8 For example, in Chart 8 at time ty a four-year loan at

Variable interest rates EURIBOR plus x basis points is agreed. The
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EURIBOR +y @ EURIBOR negotiating the interest rate and market conditions vary
14% . . .
over time. Hence, at time t, the same customer might
12% only reach agreement on a four-year loan at EURIBOR

plus y basis points, but achieve EURIBOR plus z basis
points at time t5, withz < x <y.

10%

8%
Contracts might be agreed between customers and
reporting agents that contain very flexible terms and
conditions including the level that the variable interest
2% rate may take. In some cases, certain conventions are
needed in order to determine the level of the variable
L 2z 8 ¥ 5 6 7 B8 0 interest rate that should be recorded under new

6%

4%

0%

business in MFI interest rate statistics. As not all
possibilities can be covered in this Manual, the
examples in Sections 5.4.11 to 5.4.14 are intended to
provide general guidance.

54.11 Choice of money market index

Question:

Aloan of EUR 10 million is agreed, which is taken out in tranches’®. The contract
specifies that at the time the withdrawals are being made the customer may choose
which of the following interest rates applies: one-month, three-month, six-month or
12-month LIBOR plus 50 basis points. According to paragraph 27 of Annex | to the
Regulation, this loan in tranches is new business at the time the contract is agreed
for the total amount of EUR 10 million. At that time, however, it is unknown which
interest rate the customer will choose for the first and each of the following
withdrawals. Which interest rate should be reported as new business?

Answer:

For a loan contract that provides the customer with a choice of money market rates
as an external index, a convention is needed for determining the value of the new
business rate. By convention, MFI interest rate statistics on new business record as
the value of the variable interest rate either one-month, three-month, six-month or
12-month LIBOR plus 50 basis points, whatever gives the lowest value at the time
the contract is agreed. The rationale for this convention is that ceteris paribus the
lowest rate is what the customer would most likely have chosen, if he or she
withdrew the whole or a part of the amount on the day of agreement.

For determining the annualised value of the variable rate, it is assumed that the
interest rate stays the same for the life of the contract’®. For example, if at the time of

8 See also Section 5.4.9.

" This is in line with Section 4.2.10.
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agreement on the contract one-month LIBOR plus 50 basis points is 4% p.a. and as
such the lowest interest rate, then the AAR or the NDER is determined based on the
4% and taking into account the frequency of interest rate payments.

The interest rates on outstanding amounts reflect the actual interest rate the
customer chooses at each withdrawal, the development of the variable rate over time
and also the actual amount of the loan which has been withdrawn.

Money market index with a floor and a ceiling

Question:

A customer agrees to place a deposit with an MFI that has an agreed maturity of one
year receiving interest of 12-month LIBOR plus 40 basis points with a floor of 2%
and a ceiling of 6%. The interest rate floor and ceiling are not derivative contracts,
which may or may not be exercised by the customer or the MFI as described in
paragraph 6 of Part 15 of Annex Il to the Guideline. Instead, the floor and ceiling
constitute a corridor for the possible interest rates. What interest rate should be
reported as new business?

Answer:

The treatment is in principle the same as for any other variable interest rate but
taking into account the floor and ceiling for the possible value. Hence, new business
is the value of 12-
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Answer:

In contrast to the example in Section 5.4.12, where a value can be given for 12-
month LIBOR at the time of the agreement on the contract, the percentage change in
the price of a currency is only known ex post at the time of maturity. Predictions for
the value of the currency at maturity could be made to determine a value for the
(potential) percentage change of the currency at the time of agreement. However,
this is difficult and not consistent with the method for determining the value of a
variable rate that is linked to a money market or bond market index, where no
predicted future value, but rather the current value of the index at the time of
agreement, is used. Hence, the only interest rate that can be included in the
statistics on new business is the agreed floor, i.e. 2%, as this is known with certainty
by the customer and the reporting agent at time t,%°.

The AAR or the NDER on outstanding amounts covers the interest rate applied by
the reporting agent at the time of the calculation of MFI interest rates. Hence, it is
based on the percentage change in the price of the currency at the time of data
collection. The agreed floor and ceiling are taken into account in the same way as in
Section 5.4.12.

Timing differences

Question:

A customer and an MFI agree on a housing loan with a variable interest rate. The
interest rate may be explicitly referenced to an external index, e.g. EURIBOR, or it
may be subject to change at the discretion of the lender. As the contractual rate is
variable, the value of this rate may vary (within the terms of the contract) at any point
from the receipt of the letter of offer through to acceptance or withdrawal of the loan
and then during the life of the contract. For contracts with variable rates that have
been agreed, but where funds have not yet been withdrawn, some institutions record
in their IT system the prevailing rate for that product type rather than the interest rate
for the specific contract. It is the view of these institutions that reporting the interest
rate for the product type is both more accurate and more efficient as this obviates the
need for an additional significant data capture exercise. Furthermore, reporting the
interest rate for the product type will allow institutions to provide data on contracts
that have been signed by the borrower, but for which the institution has not yet
received the completed forms, which are in transit via post, etc.

Answer:

The prevailing rate for the product type and the rate quoted in the individual contract
might differ because the customers have different creditworthiness. MFI interest rate
statistics on new business cover the actual rate in the individually agreed contract.

8 If no floor is agreed and no minimum return is guaranteed, then a convention is needed for determining

the level of the interest rate on new business. In this case, by convention the AAR or the NDER on new
business captures an interest rate of 0% for the deposit whenever the contract guarantees, at least, the
principal of the deposit (i.e. no incurrence of capital losses). If, however, the principal of the deposit is
not guaranteed, this operation is not recorded in MFI interest rate statistics. See also Sections 8.9 and
8.10.
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The value of the variable rate is determined based on the value of the external index
at the time of agreement on the contract. If the customer signs first and then the MFI,
agreement is reached when the MFI signs. If the MFI signs first and then the
customer, which is unusual, then the contract is accepted when the customer signs.
There might be a transmission time for the contract back to the MFI and the new
business might therefore be recorded with a delay of some days. As MFI interest rate
statistics on new business capture the average interest rate over the month, this
delay will only be apparent at the end of the month, in the sense that new business
on 30 March might only be recorded on 1 April because of the transmission delay.
This is accepted for MFI interest rate statistics.

“Cooling-off” period

Question:

Laws for consumer protection might require a “cooling-off” period, thus necessitating
for example a period of at least ten days between the conclusion of the agreement
and the withdrawal of the funds. In practice, greater delays can occur. What is the
new business?

Answer:

The “cooling-off” period and hence the possibility that a customer steps back from
the contract has no influence on MFI interest rate statistics on new business. MFI
interest rates on new business reflect the conditions, i.e. the interest rate and the
amount of the loan, as laid down in the contract at the time of agreement. The actual
day of the withdrawal of the funds is irrelevant for interest rates on new business and
is shown only in the statistics on outstanding amounts®'.

Loan offer and preliminary offer

Question:

Before looking for a new house, a customer may have already acquired a loan offer
from an MFI. In the loan offer, the MFI promises to grant a loan to the customer at
specified, agreed terms in the event that the customer finds a house. The advantage
for the customer is that he or she can make a bid for a house without having to
consult the credit institution first. The final loan contract is signed once the customer
has found the house. In some Member States, lenders must issue preliminary offers
before granting loans. The preliminary offer specifies the terms and conditions of the
loan, which cannot be changed by the lender if the customer finally agrees them.
The offer stands for a given period of time, the length of which is established by
national law. During this time, the customer will generally look for competing offers
from other lenders. Do loan offers constitute new business?

81 This treatment is similar to that of the loan in tranches, where it is also the agreement that determines

the amount and the time of recording as new business. The withdrawal of the first and all following
tranches is reflected only in the statistics on outstanding amounts. See also Section 5.4.9.
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Answer:

A loan offer is not new business. People may attempt to buy houses that are worth
less than the MFI is willing to accept. In this case, an MFI may either withdraw the
offer or lower the amount it is willing to lend. New business therefore only arises
when on the basis of the loan offer the final loan contract has formally been signed.
Only when the customer signs the legally binding contract does it constitute new
business.

Moratorium on a loan

Question:

If a customer temporarily stops the repayments on a loan and starts again sometime
later, does the restart constitute new business? Does the treatment depend on
whether the bank had started to classify this loan as a bad debt? Does it depend on
whether the customer signs a new agreement with the bank?

Answer:

New business occurs only if the customer signs a new agreement. The restart of
loan repayments after a moratorium is per se not new business. If the loan is
considered a bad loan during the moratorium, it is taken out of the statistics on
interest rates on outstanding amounts, but is reincluded when the customer restarts
paying the interest®.

Documentary credit

A documentary credit, primarily used in international trade, is a commitment made by
a bank (the issuing bank) upon the request of an importer that ensures payment to
an exporter once the duties of the latter have been fulfilled. The document containing
the commitment by the bank serves as a guarantee to the exporter that it will be paid
regardless of whether the importer ultimately manages to pay. The bank of the
exporter (the advisory bank) may additionally confirm the documentary credit to
improve the guarantee.

Question:
Should the documentary credit be recorded in MFI interest rate statistics?

Answer:

A documentary credit is not a credit per se but a guarantee, and therefore, like other
types of guarantee, it should not be recorded in MFI interest rate statistics. New
business and outstanding amounts should be recorded only when the guarantee is
triggered and the corresponding bank (the issuing bank and/or the advisory bank,
depending on the terms and conditions agreed for the guarantee) pays the exporter.
At this point, the bank will record a loan granted to the importer. The terms and
conditions of this new loan, including the interest rate, will have been agreed at the

82 See also Section 5.1.
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time the documentary credit was signed, but at that moment no loan exists, only a
guarantee.

Renegotiated loans: further issues

As already mentioned in Section 5.4.2, the purpose of collecting the amount of
renegotiated loans is to distinguish “pure new loans” in the sense of gross “fresh
money” arriving on the credit market from renegotiated loans where no new money is
arriving on the credit market. Both types of loans are new business, but a clear
distinction needs to be drawn between the two within the MFI interest rate statistics.
This distinction is also very important for the users, since the data on pure new loans
— calculated as the difference between the total new business volumes and the
amount of renegotiations — offer a measure of the gross flow of new credit which
serves to assess the MFIs’ credit market stance.
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Answer:

In February this loan was granted for the first time and then renegotiated twice
during the same month. As renegotiations are also new business, EUR 3,000 should
be reported in February as new business and EUR 2,000 as renegotiations.
Therefore, the new money arriving on the credit market in February is EUR 1,000,
which is the difference between the gross new business (EUR 3,000) and the
amount of renegotiated loans (EUR 2,000).

Renegotiations including an increase in the loan amount and
renegotiations involving a partial redemption of the loan

If the renegotiation of a contract involves an increase in the outstanding loan
amount, both the agreed amount from the original contract not yet repaid and the
renegotiated increase in the loan amount are considered new business, while only
the original amount granted and not yet repaid by the time the renegotiation takes
place is to be reported under renegotiated loans. If the renegotiation involves or is
preceded by a partial redemption of the loan, the amount amortised as a result of the
renegotiation is excluded from the amount of both new business and renegotiated
loans.

Question:

Aloan of EUR 2,000 is granted on 3 February 2014. The loan is renegotiated on 17
February 2014 and an additional amount of EUR 1,000 is granted to the customer.
What should be reported in February under new business and under renegotiations?

Answer:

As the original loan (EUR 2,000) and the renegotiated original amount (EUR 2,000)
plus the increase in the loan amount (EUR 1,000) are all included in new business,
EUR 5,000 is reported as new business for February. The renegotiated original
amount of EUR 2,000 is recorded under renegotiated loans. Thus, the new money
arriving on the market in February is EUR 3,000.

Question:

Aloan of EUR 5,000 is granted on 1 March 2014. An amount of EUR 1,000 is repaid
on 31 March 2014. On 15 April 2014 the remaining maturity of the loan is
renegotiated and at the same time an amount of EUR 1,000 is repaid. What should
be reported in March and April under new business and under renegotiations?

Answer:

Since no renegotiation takes place in March, the whole loan amount of EUR 5,000
reported under new business is new money arriving on the market. In April the loan
is renegotiated and the EUR 3,000 granted and not yet repaid is reported under both
new business and renegotiated loans.
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Renegotiations of loans not yet fully drawn (loans taken out in
tranches)

Question:

Let us consider again the example in Section 5.4.9, where a loan of EUR 10,000 is
granted at time t, (January 2014) for ten years at a fixed rate of 8%. The customer
takes out the first tranche of EUR 1,000 in February and then further tranches of
EUR 1,000 in each of the following nine months but, before the first tranche is taken,
a renegotiation between the MFI and the customer takes place and the interest rate
is then fixed at 7.5%. How should this loan be reported in MFI interest rate statistics
in January and February?

Answer:

As the contract is signed in January 2014, in this month a new business amount of
EUR 10,000 at 8% will be recorded. In February 2014, as a renegotiation takes
place, a new business amount will be recorded for EUR 10,000 at 7.5% and the
same amount will be recorded also as a renegotiation. In the subsequent nine
months, nothing will be recorded either as new business or as a renegotiation. In
terms of interest rates on outstanding amounts, the reporting agent will record
nothing in January, EUR 1,000 at 7.5% in February, and the same amount and
interest rate in the following nine months.

Loan transfers, sales of loans and reorganisation of loans
Several issues have to be considered here.

a) Sales or transfers of loans among MFIs, without the active involvement of
the customer

If an MFI sells or transfers loans to another MFI, which happens frequently as a
consequence of a corporate restructuring or, in general, as part of companies’
strategies, no new business should be reported, as these types of operations are
excluded from new business in MFI interest rate statistics and there is no active
involvement of the customer. The corresponding interest rates on outstanding
amounts are, however, reported.

b) Transfer of loans from one MFI to another, with the active involvement of the
debtor

If a household or non-financial corporation decides or agrees to transfer a loan
granted to it from one MFI to another, the transfer is reflected in new business as a
renegotiated loan, assuming that a negotiation of the terms and conditions of the
contract takes place. While the principle is clear, it is acknowledged that, in practice,
the new lender might not be aware of the earlier loan in another institution (and
hence may not be able to report the loan as a renegotiation). The recommendation
of this Manual, in these cases, is that reporting agents should report such
renegotiated loans coming from another MFI on a best-efforts basis; nevertheless,
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this solution is considered as provisional until the collection of data allows further
assessment.

c¢) Transfer of loans to an MFI from another institution outside the MFI sector

If the loan transferred to an MFI with the agreement of the customer was originated
by another institution outside the MFI sector, it is even more difficult for the reporting
agents to report the loan as a renegotiation. The provisional recommendation of this
Manual is to exclude these operations from renegotiations. Therefore, the MFI
receiving the transferred loan should report it as new business and not as a
renegotiation. Such recording would be appropriate for the analysis of the credit
market stance within the MFI sector, since such a transfer of loans would represent
“true loans” coming to the MFI sector. Nevertheless, if the analysis of the credit
market stance relates to the whole economy, not recording such operations as
renegotiations would be a significant drawback, should the amount of these
operations be material.

d) Change of the debtor of a loan

Question:

When a non-financial corporation steps in to replace another non-financial
corporation as a debtor and, subsequently, the MFI and the new debtor agree to
change some of the conditions of the loan, e.g. the collateral, should this change be
reported under renegotiated loans and new business or only under new business?

Answer:

To properly answer this question, it has to be kept in mind that a change in the terms
and conditions of the loan has occurred, and that there has been an active
involvement of a non-financial corporation (not the original customer, but the one
which has taken over the loan). Therefore, this change in the terms and conditions of
the loan has to be reported as both new business and a renegotiation.

e) Consolidation and splitting of loans

Loan consolidation in the sense that several loans granted to the same customer are
combined into one loan is considered new business, and the combined amounts
should be included in renegotiated loans. This applies also to the splitting of existing
loans into several separate loans.

f) Currency conversions

Currency conversions of existing loans are considered renegotiations if both the
reporting institution and the household or non-financial corporation have to agree on
the change in currency. If the conditions for conversion are, however, agreed when
the original loan is granted and the conversion takes place automatically, following a
pre-specified event, no renegotiation or new business is recorded.
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Calculation of the APRC for renegotiated loans

Question:

A household agrees with a bank on a consumer loan being granted with an original
maturity of 13 months and a fee of EUR 200 paid in advance. Three months later,
the customer and the bank renegotiate the maturity of the loan, shortening it to six
months from the date of the original contract. Since this renegotiation is reported as
new business, the APRC of this loan has to be reported as well. How should the
APRC be calculated in this case?

Answer:

Since the APRC indicates the total cost of a loan paid by a customer, the total fee
should be used in the calculation of the APRC of the renegotiated loan to reflect,
precisely, the increase in the cost arising from the only element of the loan that has
changed, i.e. the term, which is now shorter.
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Time reference poin

t83

Time reference point for interest rates on outstanding
amounts of overnight deposits, deposits redeemable at
notice, revolving loans and overdrafts, and convenience

and extended credit card credi

t84

MFI interest rates on outstanding amounts,® i.e. indicators 1 to 26 in Table 1 of the
Appendix, may be compiled as a snapshot of end-month observations or as implicit
rates referring to the average over the month:

As a snapshot of end-month observations, they are calculated as weighted
averages.86 of the interest rates applied to the stock of deposits and loans at a
certain point in time on the last day of the month. At that point in time, the
reporting agents collect the interest rates and the amounts involved for all
outstanding contracts relevant for MFI interest rate statistics. As end-month
observations, the MFI interest rates on outstanding amounts have the same
time reference point as MFI| balance sheet statistics. Hence, the amounts
needed for weighting the interest rates may be taken from MFI balance sheet
statistics. By means of the collected interest rates and amounts, the reporting
agents then compile a weighted average interest rate for each instrument
category.

As implicit rates referring to the average of the month, interest rates on
outstanding amounts are calculated as quotients. The numerator is the
accumulated flow of interest during the reference month, i.e. the accrued
interest payable on deposits and receivable on loans, and the denominator is
the average monthly stock. At the end of the reference month, for each
instrument category, the reporting agent needs to report the accrued interest
payable or receivable during the month and the stock of deposits and loans on
average during the same month. The NCB then calculates from these data the
monthly implicit interest rate per instrument category. As averages of the month,
these implicit rates on outstanding amounts have the same time reference point
as the MFI interest rates on new business, which are covered in Section 6.2.

As explained in Section 5.3.1, overnight deposits, deposits redeemable at notice,
convenience and extended credit card credit, and revolving loans and overdrafts
experience a large number of inflows and outflows throughout the month. Therefore,
the balance at the time reference point is taken as an indicator for the amount the
customer has chosen to leave on the overnight deposit or the deposit redeemable at
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This chapter refers mainly to Part 3 of Annex | to the Regulation.
See also paragraphs 29 to 34 of Annex | to the Regulation.
Outstanding amounts are defined in Section 5.2.

See also Chapter 9.
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notice, or has chosen to take out as convenience or extended credit card credit or a
revolving loan or overdraft instead of placing or borrowing the money elsewhere.
Hence, for indicators 1, 5, 6, 7, 12, 23, 32 and 36 in Table 2 of the Appendix, and for
indicators 86 and 87 in Table 8 of the Appendix, the compilation procedure and the
time reference point are exactly the same as for the interest rates on outstanding
amounts. The choice between a snapshot of end-month observations and an implicit
rate referring to the average of the month has the following implications:

. In a snapshot of end-month observations, only one balance, i.e. the balance at
a certain point in time on the last day of the month, is taken into account when
computing the MFI interest rate. In the case of combined deposit and loan
facilities,87 it is sufficient to look at this balance to decide whether the account in
the reference month is an overnight deposit or an overdraft.

e  The denominator in an implicit rate referring to the average of the month is
based on the average of the daily balances on the overnight deposit, deposit
redeemable at notice, extended credit card credit or revolving loan and
overdraft. Therefore, in the case of combined deposit and loan facilities, each
day the reporting agent needs to assess whether the account is a deposit or a
loan. The reporting agent then calculates an average of the daily credit
balances and the daily debit balances to derive the average monthly stocks for
the denominator of the implicit rate. Also, for the flows in the numerator of the
implicit rate, accrued interest payable on deposits and receivable on loans need
to be distinguished. Reporting agents should not report weighted average
interest rates combining (low) overnight deposit rates and (high) bank overdraft
rates.

It is up to each NCB to decide which of the two methods, i.e. a snapshot of end-
period observations or implicit rates referring to period averages, is more appropriate
in the national context. The ECB strongly recommends not mixing both approaches
at national level, as this makes the interpretation of the national data more difficult.
However, if there are very good reasons to mix both approaches because the type of
institutions and the products offered require a different treatment, then this is
accepted.

Calculating the interest rates and the weights based only on the amounts
outstanding on the last day of the month, as in the case of a snapshot, is less
accurate than referring to the average stock during the month, as required for implicit
rates. For example, day-of-the-month effects might distort the end-month results.
However, these distortions are expected to be small as a result of the number of
accounts covered. Indeed, MFI interest rates on outstanding amounts cover all
deposits placed and not yet withdrawn or all loans withdrawn and not yet repaid by
customers in all the periods up to and including the reporting date. A snapshot of
end-month observations only covers those contracts that are still outstanding at the
time of data collection. By contrast, an implicit rate referring to the average of the

8 Further discussed in Section 5.3.3.
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month also includes contracts that were outstanding at some time during the month,
but are not outstanding at the end of the month.

The main difference between the two methods is, however, the way in which the data
are collected. In the case of a snapshot, interest rates are directly collected, whereas
in the case of implicit rates, the interest rates are derived as a quotient. Assuming
that the profit and loss accounts provide enough detail, the numerator in the quotient
derived from these accounts should be of sufficiently high quality. The quality of the
resulting implicit interest rates therefore depends on the denominator. Minimum
standards for compiling the average monthly stock per instrument category are laid
down in the Regulation. The ideal is the average of daily stocks over the month, as it
ensures a close link between the flow in the numerator and the reference stock in the
denominator. If instead the denominator refers to the end-month stock, then the flow
in the numerator may include payments for contracts that have already expired at the
end of the month, resulting in inaccurate implicit rates. Nevertheless, the ECB
accepts approximations of the average of daily stocks if they fulfil the following
minimum standards:

. For volatile instrument categories, i.e. at least overnight deposits, deposits
redeemable at notice, extended credit card credit and revolving loans and
overdrafts, the average monthly stock needs to be derived from daily balances.

. For all other instrument categories, the average monthly stock needs to be
derived from weekly or more frequent balances.

Time reference point for interest rates on new business®®

As defined in Section 5.4.1, MFI interest rates on new business reflect the average
interest rate level applied to deposits and loans in new agreements that have been
agreed between customers and MFls during the reference month. The time
reference point for new business rates is therefore the average of the month. This
holds true for all indicators in Table 2 of the Appendix, except for indicators 1, 5, 6, 7,
12, 23, 32 and 36, which refer to overnight deposits, deposits redeemable at notice,
extended credit card credit and revolving loans and overdrafts, and for indicators in
Tables 3, 4, 5, 7 and 9.

For each instrument category, reporting agents calculate the new business interest
rate as a weighted average of all interest rates on new business operations in the
instrument category during the reference month. They then transmit these new
business interest rates referring to the average of the month to the NCB of the euro
area Member State in which they are resident. The transmission includes weighting
information on the amount of new business conducted during the reporting month for
each instrument category. Reporting agents need to take into account the new
business operations conducted during the entire month, rather than just a selected
period during the month.

8  See also paragraphs 35 to 37 of Annex | to the Regulation.
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7.2

Instrument categories®

Summary tables of indicators

MFI interest rate statistics provide detailed monthly information on 117 indicators, of
which approximately three-quarters refer to new business and slightly less than one-
quarter to outstanding amounts. All of the essential instrument categories for euro-
denominated deposits and loans of households and non-financial corporations are
covered. All indicators are, in principle, required at both euro area level and national
level, but national deviations in the number of indicators exist, which is further
discussed in Section 7.2. This set of indicators is organised in nine tables in
Appendix 1, in accordance with the Regulation and the Guideline.

Table 1 shows the 26 instrument categories for which MFI interest rates on
outstanding amounts are collected at euro area level. Depending on the choice of
NCBs, the interest rates are either AARs or NDERs and are compiled either as a
snapshot of end-month observations or as implicit rates referring to the average of
the month.

Tables 2 to 9 list the 91 MFI interest rates on new business that are collected at euro
area level. Indicators in Tables 2, 3, 4, 7, 8 and 9 are, depending on the NCBs’
choice, either AARs or NDERSs and as such reflect only the interest rate paid or
charged by MFls, excluding any other related fees. Indicators in Table 5 are APRCs
and therefore comprise an interest rate component and a component of other
charges. All new business rates other than indicators 1, 5, 6, 7, 12, 23, 32, 36, 86
and 87 are compiled as weighted average interest rates referring to the whole
month. For indicators 1, 5, 6, 7, 12, 23, 32, 36, 86 and 87, new business interest
rates are calculated in the same way as interest rates on outstanding amounts, as a
snapshot of end-month observations or as implicit rates referring to the average of
the month. The brackets around these indicators, included in Table 2 and in Table 8,
illustrate their special status. The indicators in Table 6 are business amounts
referring to the whole month.

With the 117 indicators in Tables 1 to 9, a balance is struck between the policy and
analytical needs of the users and the reporting burden on MFls. The set of indicators
required by the Guideline (indicators in Tables 7, 8 and 9 of the Appendix) is
submitted to the ECB by the NCBs on a best-efforts basis.

General provisions®

MFI interest rate statistics for the euro area refer to instrument categories rather than
to individual products as is the case with the national statistics on interest rates in

8 This chapter refers mainly to Part 4, Appendix 1 and Appendix 2 of Annex | to the Regulation.

% See also paragraphs 38 to 41 of Annex | to the Regulation.
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many countries. For example, MFI interest rates refer to consumer credit with “up to
x years” maturity or interest rate fixation, whereas, for instance, in the United States
interest rates are collected for a 48-month new car loan as a typical retail product. It
is recognised that interest rates referring to typical retail products might be easier to
interpret than interest rates referring to instrument categories and might provide a
better comparison with capital market interest rates. In the euro area, however, there
are large national differences in the banking business of MFIs. It is therefore not
possible to define a sufficient number of typical retail products that are
representative, or even available, in each Member State.

Also as a result of the national differences in products, deviations exist in the number
of indicators compiled per Member State. In some Member States, MFIs do not take
deposits or offer loans in some of the instrument categories listed in Tables 1 to 9
from/to households and non-financial corporations resident in the euro area. Where
inapplicable, the NCBs in these Member States ignore the instrument categories in
the data collection from reporting agents and collect less than the required 117
indicators at national level®'. An instrument category is inapplicable at national level
only if resident MFIs do not at all offer products belonging to this category to
households and non-financial corporations resident in the euro area. Data have to be
provided if some business exists, however limited it is. %2

NCBs need to cover each instrument category listed in Tables 1 to 9 that exists in the
banking business of resident MFIs with euro area households and non-financial
corporations, but not each product offered at national level. Covering all products
could lead to a near-census situation in some countries with a wide variety of
products. However, NCBs cannot exclude a whole instrument category on the
grounds that the amounts involved are very small. So if an instrument category is
only offered by one institution, then this institution needs to be a reporting institution.
Furthermore, once an MFl is selected as a reporting agent, it has to cover for each
instrument category all interest rates applied to all the products that come under this
category. This principle implies that it is not up to NCBs to define a set of national
products within each instrument category on which reporting agents collect data.

The exception to the rule of covering for each instrument category all interest rates
applied to all the products are interest rates on bad loans and loans for debt
restructuring at rates below market conditions. As already explained in Section 5.1,
these loans are not covered by MFI interest rate statistics.

If a new product belonging to an existing instrument category is created, the
reporting institutions cover it with the next reporting, as all reporting agents have to

1 tis possible that some NCBs collect more than 117 indicators at national level, because the statistical

reporting requirements of the ECB are part of a broader statistical reporting framework which the NCB
establishes under its own responsibility.

Council Regulation (EC) No 2533/98 concerning the collection of statistical information by the
European Central Bank specifies in Article 8 that the ECB and NCBs may collect confidential statistical
information for the tasks of the ESCB. The ECB and NCBs have to take all regulatory, administrative,
technical and organisational measures to ensure the physical protection and logical security of
confidential statistical information. The ECB has the responsibility to define common rules and
implement minimum standards to prevent unlawful disclosure and unauthorised use of such
information.
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7.3

7.4

report all their products. If an instrument category did not exist in a Member State at
the time the sample was first drawn, but one institution subsequently creates a new
product belonging to this category, this institution needs to be introduced into the
sample at the time of the next representativity check®. The reason for this is that
with the creation of this new product the instrument category is no longer
inapplicable at national level.

Foreign-currency deposits and loans®

MFI interest rate statistics cover the interest rates applied by resident MFls (except
central banks and money market funds) to euro-denominated deposits and loans vis-
a-vis households and non-financial corporations resident in the euro area. Dual
currency loans exist where the currency of the interest payments differs from the
currency in which the loan is granted. The treatment of dual currency loans follows
two principles:

1. either both the amount lent and the interest rate are covered by MFI interest
rate statistics or both are excluded; and

2. one main use of MFI interest rate statistics is to monitor the transmission of the
ECB’s monetary policy.

Hence, if the lending rate agreed between the customer and the MFI is based on
considerations relating to the monetary policy as carried out by the ESCB, then the
interest rate and the amount of the loan should be covered by MFI interest rate
statistics. If the loan is in the local currency, then it should be covered by the MFI
interest statistics independently of the fact that interest payments are made in local
currency or not.

Breakdown by sector®

MFI interest rate statistics distinguish between interest rates applied in the banking
business vis-a-vis households (including NPISHs) and vis-a-vis non-financial
corporations. The ESA provides the standard for this sector classification:

1. The non-financial corporation sector consists of institutional units which are
independent legal entities and market producers, and whose principal activity is
the production of goods and non-financial services (ESA 2010, paragraph 2.45).
The institutional units covered are the following:

(a) private and public corporations which are market producers principally
engaged in the production of goods and non-financial services;

% Further discussed in Sections 12.8 and 12.9.

% See also paragraph 42 of Annex | to the Regulation.

% See also paragraphs 43 to 45 of Annex | to the Regulation.
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cooperatives and partnerships recognised as independent legal entities
which are market producers principally engaged in the production of goods
and non-financial services;

public producers which are recognised as independent legal entities and
which are market producers principally engaged in the production of goods
and non-financial services;

non-profit institutions or associations serving non-financial corporations,
which are recognised as independent legal entities and which are market
producers principally engaged in the production of goods and non-financial
services;

head offices controlling a group of corporations which are market
producers, where the preponderant type of activity of the group of
corporations as a whole — measured on the basis of value added — is the
production of goods and non-financial services;

special-purpose entities (SPEs), the principal activity of which is the
provision of goods or non-financial services; and

private and public quasi-corporations which are market producers
principally engaged in the production of goods and non-financial services.

2. The household sector consists of individuals or groups of individuals as

consumers and as entrepreneurs producing market goods and non-financial

and financial services (market producers) provided that the production of goods
and services is not by separate entities treated as quasi-corporations. It also
includes individuals or groups of individuals as producers of goods and non-
financial services for exclusively own final use (ESA 2010, paragraph 2.118).

The household sector includes (ESA 2010, paragraph 2.119):

(@)

(b)

individuals or groups of individuals whose principal function is
consumption;

persons living permanently in institutions who have little or no autonomy of
action or decision in economic matters (e.g. members of religious orders
living in monasteries, long-term patients in hospitals, prisoners serving
long sentences, old persons living permanently in retirement homes). Such
people are treated as a single institutional unit, i.e. a single household;

individuals or groups of individuals whose principal function is
consumption and that produce goods and non-financial services for
exclusively own final use; only two categories of services produced for
own final consumption are included within the system: services of owner-
occupied dwellings and domestic services produced by paid employees;

sole proprietorships and partnerships without legal status, other than those
treated as quasi-corporations, and which are market producers; and
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(e) non-profit institutions serving households which do not have independent
legal status, or those which do but which are of only minor importance.

Sole proprietorships and partnerships which are not recognised as independent legal
entities and are market producers are classified as follows (ESA 2010, paragraph
2.141):

1. If they are quasi-corporations:

(a) those principally engaged in the production of goods and non-financial
services: in sector S.11 (non-financial corporations);

(b) those principally engaged in financial intermediation and financial auxiliary
activities: in sector S.12 (financial corporations)

2. If they are not quasi-corporations, they are classified in sector S.14
(households).

For the purpose of MFI interest rate statistics, the household sector includes also the
non-profit institutions serving households (NPISH) sector, defined in ESA 2010
paragraph 2.129 as non-profit institutions which are separate legal entities, which
serve households and which are private non-market producers. Their principal
resources come from voluntary contributions in cash or in kind from households in
their capacity as consumers, payments made by general government and property
income.

The NPISH sector includes the following main kinds of NPISHSs that provide non-
market goods and services to households (ESA 2010, paragraph 2.130):

1. trade unions, professional or learned societies, consumers’ associations,
political parties, churches or religious societies (including those financed but not
controlled by governments), and social, cultural, recreational and sports clubs;
and

2. charities or relief or aid agencies financed by voluntary transfers in cash or in
kind from other institutional units.

This sector also includes charities or relief or aid agencies serving non-resident units
and excludes entities where membership gives a right to a predetermined set of
goods and services.

Indicator 5 in Table 1 and indicator 11 in Table 2 refer to repos. At the euro area level,
no sector breakdown for repos is required, because their remuneration is often,
although not in all Member States, independent of the holding sector. Thus, for the
purpose of MFI interest rate statistics on repos, the two sectors, households and
non-financial corporations, are merged. Indicator 5 in Table 1 and indicator 11 in
Table 2 therefore indistinguishably refer to both sectors instead of either households
or non-financial corporations. In line with the 5th recital and Article 3(2) of the
Regulation, NCBs may ask for a sector breakdown for repos at national level.
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7.5

7.5.1

Indicators 5 and 6 in Table 2 refer to deposits redeemable at notice held by
households. In the euro area, deposits redeemable at notice are overwhelmingly
owned by households, i.e. currently about 95% of all deposits redeemable at notice
held with MFls. Non-financial corporations hold about 5% of these deposits. Since it
was found to be more cost-efficient to include households and non-financial
corporations indistinguishably in one sector, MFI interest rates are collected for
deposits redeemable at notice vis-a-vis both sectors and then entirely allocated to
deposits redeemable at notice held by households.

Breakdown by type of instrument®

Types of deposits

The instrument breakdown by type of deposit for MFI interest rate statistics and the
definitions used follow MFI balance sheet statistics and hence

Regulation ECB/2013/33. It defines overnight deposits® as deposits which are
convertible into currency and/or which are transferable on demand by cheque,
banker’s order, debit entry or similar means, without significant delay, restriction or
penalty. This item includes:

. balances (interest bearing or not) which are immediately convertible into
currency on demand or by close of business on the day following that on which
the deposit was made, without any significant penalty or restriction, but which
are not transferable;

. balances (interest bearing or not) representing prepaid amounts in the context
of “hardware-based” or “software-based” e-money (e.g. prepaid cards).

MFI interest rates on overnight deposits, i.e. indicators 1 and 7 in Table 2, cover all
overnight deposits, whether or not they are interest bearing. Zero-interest overnight
deposits influence the transmission mechanism of monetary conditions, the own rate
of return on M3, the interest burden on households and non-financial corporations,
etc., and are therefore captured by MFI interest rate statistics.

According to Regulation ECB/2013/33 deposits with agreed maturity are “non-
transferable deposits which cannot be converted into currency before an agreed
fixed term or that can only be converted into currency before that agreed term
provided the holder is charged some kind of penalty. This item also includes
administratively regulated savings deposits where the maturity related criterion is not
relevant (classified in the maturity band “over two years”). Financial products with
roll-over provisions must be classified according to the earliest maturity. Although
deposits with agreed maturity may feature the possibility of earlier redemption after
prior notification, or may be redeemable on demand subject to certain penalties,

% See also paragraphs 46 to 55 of Annex | to the Regulation.

" This and the following definitions can be found in Part 2 of Regulation ECB/2013/33.
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7.5.2

these features are not considered to be relevant for classification purposes.”
Indicators 1 to 4 in Table 1 and indicators 2 to 4 and 8 to 10 in Table 2 follow this
definition.

The same Regulation defines deposits redeemable at notice as “non-transferable
deposits without any agreed maturity which cannot be converted into currency
without a period of prior notice; before the expiry the conversion into currency is not
possible or possible only with a penalty. They include deposits which, although
perhaps legally withdrawable on demand, would be subject to penalties and
restrictions according to national practice (classified in the maturity band “up to and
including three months”), and investment accounts without period of notice or agreed
maturity, but which contain restrictive drawing provisions (classified in the maturity
band “over three months”).” This definition applies to indicators 5 and 6 in Table 2.

Also, Regulation ECB/2013/33 defines repos as “counterpart of cash received in
exchange for securities sold by reporting agents at a given price under a firm
commitment to repurchase the same (or similar) securities at a fixed price on a
specified future date. Amounts received by reporting agents in exchange for
securities transferred to a third party (“temporary acquirer”) are to be classified under
“repurchase agreements” where there is a firm commitment to reverse the operation
and not merely an option to do so. This implies that reporting agents retain all the
risks and rewards of the underlying securities during the operation.”

Types of loans

The instrument breakdown by type of loan for MFI interest rate statistics and the
definitions used follow as far as possible MF| balance sheet statistics (Regulation
ECB/2013/33). For the purpose of MFI interest rate statistics, revolving loans and
overdrafts (i.e. indicators 12 and 23 in Table 2) are defined as follows:

Revolving loans are loans that have all of the following features: (1) the borrower
may use or withdraw funds up to a pre-approved limit without giving prior notice to
the lender; (2) the amount of available credit can increase and decrease as funds
are borrowed and repaid; (3) the credit may be used repeatedly; and (4) there is no
obligation to regularly repay the funds.

Revolving loans include the amount obtained through a line of credit and not yet
repaid (outstanding amounts). A line of credit is an agreement between a lender and
a borrower that allows a borrower to take advances, during a defined period and up
to a certain limit, and repay the advances at his/her discretion before a defined date.
Amounts available through a line of credit that have not been withdrawn or have
already been repaid should not be considered under any loan category.

Overdrafts are debit balances on current accounts.

Both revolving loans and overdrafts exclude loans provided through credit cards. The
total amount owed by the borrower has to be reported, irrespective of whether it is
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within or beyond any limit agreed beforehand between the lender and the borrower
with regard to the size and/or maximum period of the loan.

The interest rate on overdrafts refers to the rate charged when an overnight deposit
becomes negative, i.e. the overnight deposit and the overdraft are linked to the same
account. In contrast to loans to non-financial corporations up to one year and
consumer credit and other loans to households up to one year, overdrafts are without a
defined maturity and, in general, are authorised but taken without giving prior notice to
the bank. Usually, the MFI defines an upper limit on the size and a maximum period of
the overdraft. All overdrafts are covered, whether they are within or beyond the limit
agreed between the reporting agent and the household or non-financial corporation.
Typically, penalties apply if the overdraft is extended beyond the agreed limit. The
penalties may be charged as an interest rate component, a component of other
charges, or a combination of both. Penalties on overdrafts applied as a component of
other charges, i.e. in the form of special fees, are not covered by the AAR or the
NDER, because these rates only cover the interest rate component of loans. If
penalties on overdrafts are applied as an interest rate component, i.e. a higher interest
rate, this higher interest rate is reflected in MFI interest rate statistics.

For the purpose of MFI interest rate statistics, credit card debt has the same
meaning as defined in Part 2 of Annex Il to Regulation ECB/2013/33. Credit cards
allow households and non-financial corporations to postpone the payment of a
transaction. Depending on the conditions of this postponement, two kinds of cards
can be distinguished: delayed debit cards and credit cards, which give the
cardholder access to two different types of credit:

1. Convenience credit is defined as the credit granted at an interest rate of 0% in
the period between the payment transaction(s) made with the card during one
billing cycle and the date at which the debit balances from this specific billing
cycle become due.

Through these cards and also through credit cards, the cardholder makes
purchases during one period, generally one month, paying with the card. The
receipts of the purchases arrive successively at the credit institution which
issued the card. The credit card contract with the cardholder specifies that the
receipts that arrive during a month will be debited, all together, for example, on
the 5th day of the following month, from the cardholder’s current account or
loan account. No interest is charged to the cardholder for this deferral of
payment, which lasts at most one month.

2. Extended credit® comprises credit granted to the cardholder after the due
date(s) of the previous billing cycle(s) has/have passed, i.e. debit amounts on
the card account that have not been settled when this was first possible, for
which an interest rate or tiered interest rates usually greater than 0% are
charged. Often, minimum instalments per month have to be made, to at least
partially repay extended credit.

% See also paragraph 49 of Annex | to the Regulation.
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According to these two definitions of credit granted through credit cards, a delayed
debit card can give access to both types of credit: convenience credit for the
transactions made during one month until the due date, and extended credit for the
balance not paid by the due date. This would be the case if the current or loan account
where the total bills of the month should be settled has insufficient funds. The terms
and conditions agreed between the MFI issuing the card and the cardholder include
the rate of interest that the MFI will charge the cardholder for the balance not paid by
the due date. Therefore, the amount not paid by the due date has to be classified as
“extended credit”. Nevertheless, normally “extended credit” through a credit card
comes from the transactions made by the cardholder with a credit card, the terms and
conditions of which stipulate the deferred payment of such transactions and the
interest rate that the MFI will charge on the amount spent and not yet repaid.

Data on the interest rate are collected separately only in respect of extended credit
card credit in indicators 32 and 36 of Table 2.The interest rate on convenience
credit card credit is not reported separately, as it is by definition 0%. However, the
outstanding convenience credit card credit is included in MFI interest rate statistics
on outstanding loan amounts, together with the outstanding extended credit card
credit. In addition, convenience credit is included in indicators 86 and 87 of Table 8.

Yet, a question still needs to be answered: given that extended credit card credit
allows the cardholder to postpone the payment of the transactions until a certain
date, should this be recorded as new business at the time the credit card contract is
signed or should only the amounts drawn be recorded?

Answer: The recording of new business figures for extended credit card credit is one
of the cases (together with overnight deposits, deposits redeemable at notice and
revolving loans and overdrafts) where the interest rates on new business and on
outstanding amounts coincide, as both are calculated as the rate of interest applied
to the outstanding amount on the last day of the corresponding reference month
(“snapshot” option) or as the average of the stock throughout the month.

The following example aims to clarify the recording of convenience and extended
credit in MFI interest rate statistics.

A customer has a credit card (not linked to any deposit or loan account) with which
he or she withdraws cash and makes purchases of goods and services up to a
maximum amount of EUR 5,000. The credit card receipts are sent to the MFI that
issued the card, and every month-end, the credit institution sends the cardholder an
invoice for the value of the credit card receipts. The due date agreed to pay the bill is
the 26th of each following month, which means that the cardholder is granted a
maximum interest-free period of 56 days, during which he/she has to pay a minimum
amount of 3% of the balance. If the customer does not pay this minimum amount, in
addition to the interest payments, additional charges will be imposed. Interest is only
charged after this interest-free period has passed on the outstanding balance, and it
is 16% per annum.

The following transactions were carried out during September and October 2013:
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Table 7
Credit card transactions

Credit card Total debt: Total debt:
. Operation Amount Observations Convenience Repayments Extended
operation date . .
credit credit
10-Sep-13 Purchase of €1,750 €1,750
good 1
16-Sep-13 Withdraw € 500 €2,250
30-Sep-13 End of billing €2.250
cycle
12-Oct-13 Payment € 1,500 €750
26-0ct-13 End of the |r1terest €1,500
free period
28-0ct-13 Purchase of €500 €500 €1,500
good 2
31-Oct-13 End of biling €500 €1,500
cycle
Question:

1. What amounts and interest rates should be recorded in MFI interest rate
statistics for October 2013, as outstanding amounts and new business for the
different instruments involved and, specifically, does the maximum amount set
by the credit institution (EUR 5,000) constitute new business?

2. How would penalties due to late payments affect MIR statistics?
Answer:

1. The recording in October 2013 of the different transactions undertaken is as
follows:

Table 8
The recording (October 2013) of the different transactions

Original maturity /
Table Loan / deposit Sector Type of instrument period of notice / Rate Volume
initial rate fixation

Loans for consumption

Outstanding and other purposes [decided at national

amounts (indicators 9 to 11 in level]

Table 1 of the Appendix)

12% (2,000 BSI)

Extended credit

New business L HH (indicator 32 in Table 2 16% (1,500 BSI)

of the Appendix)

Revolving loans and
overdrafts, convenience

New business L HH and extended credit 12% 2,000

(indicator 86 in Table 8
of the Appendix)

The 12% is calculated as a weighted average of the 0% and the 16%:

(16%*1500+0%*500)/2000=12%
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The amount of new business is the money that has actually been drawn. The
maximum amount set by the credit institution does not constitute new business. The
repayments of the outstanding balances during the month are captured by
decreases in the outstanding amounts. If the cardholder pays off the balance in full
at the counter or by bank transfer before the due date and thereby incurs no interest
charges, only the interest-free period is reflected for overdrafts in the form of a 0%
interest rate on the outstanding amount.

Regarding the penalties, if a minimum amount of 3% of the balance is not repaid
within 56 days and a penalty is charged in the form of higher interest rates, this
penalty is also reflected in MFI interest rate statistics. If the penalty is applied in the
form of fees or other non-interest components, it is not covered.

Regulation ECB/2013/33 defines loans as “holdings of financial assets created when
creditors lend funds to debtors which are not evidenced by documents or are
evidenced by non-negotiable documents”.

Loans to non-financial corporations comprise all loans to non-financial
corporations regardless of their size.* In the case of outstanding amounts, i.e. for
indicators 12 to 14 and 21 to 26 in Table 1, loans to non-financial corporations cover
revolving loans and overdrafts, and convenience and extended credit card credit. By
contrast, new (other)'® loans in indicators 37 to 54 in Table 2, indicators 62 to 79 in
Table 3, indicators 80 to 85 in Table 4, indicator 91 in Table 6, indicators 24 to 29 in
Table 7 and indicator 91 in Table 9 exclude revolving loans and overdrafts and credit
card debt for the purpose of MFI interest rate statistics. As explained above,
revolving loans and overdrafts and extended credit card credit to non-financial
corporations constitute, as indicators 23 and 36, separate instrument categories in
Table 2. Revolving loans and overdrafts, and convenience and extended credit card
credit to non-financial corporations constitute in turn a separate indicator 87 in Table
8. The interest rate on convenience credit card credit is not reported separately, as it
is by definition 0%.

According to Regulation ECB/2013/33, loans for consumption granted to
households are “loans granted for the purpose of mainly personal use in the
consumption of goods and services”. Credit for consumption granted to sole
proprietors and partnerships without legal status is included in this category if the
reporting MFI knows that the loan is predominantly used for personal consumption
purposes. In the case of outstanding amounts, i.e. for indicators 9 to 11 in Table 1,
consumer credit covers revolving loans and overdrafts and credit card debt. By
contrast, new loans to households for consumption, i.e. indicators 13 to 15 in Table
2, indicators 55 to 57 in Table 3, indicator 30 in Table 5, indicator 88 in Table 6 and
indicator 88 in Table 9, exclude revolving loans and overdrafts and credit card debt
for the purpose of MFI interest rate statistics. These instruments are included in
Table 2 as separate instrument categories, i.e. indicators 12 and 32.

% Further discussed in Section 7.6.

190 «Other” refers to “other than revolving loans and overdrafts and credit card debt”.
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Regulation ECB/2013/33 defines loans to households for house purchases " as
“credit extended for the purpose of investing in houses for own use or rental,
including building and refurbishments”. It comprises loans secured on residential
property that are used for the purpose of house purchase and other loans for house
purchases made on a personal basis or secured against other forms of assets.
Housing loans granted to sole proprietors and partnerships without legal status are
included in this category unless the reporting agent knows that the house is
predominantly used for business-related purposes, in which case it is reported as
“for other purposes, of which: Sole proprietors”. MFI interest rate statistics in Tables
1 and 2 cover indistinguishably secured and unsecured loans to households for
house purchases, while indicators 58 to 61 in Table 3 refer only to loans with
collateral and/or guarantees. In the case of outstanding amounts (i.e. for indicators 6
to 8 in Table 1) loans to households for house purchases include revolving loans and
overdrafts and credit card debt, while in the case of new business (i.e. for indicators
16 to 19 in Table 2, indicators 58 to 61 in Table 3, indicator 31 in Table 5, indicator 89
in Table 6 and indicator 89 in Table 9) revolving loans and overdrafts and credit card
debt are excluded. Instead, revolving loans and overdrafts and extended credit card
credit to households are covered in Table 2 as part of separate instrument
categories, i.e. indicators 12 and 32.

Other loans to households are defined in Regulation ECB/2013/33 as loans
granted for purposes other than consumption and house purchase such as business,
debt consolidation, education, etc. In the case of outstanding amounts (i.e. for
indicators 9 to 11 in Table 1, other loans to households include revolving loans and
overdrafts and credit card debt. In the case of new business (i.e. for indicators 20 to
22 in Table 2, indicator 90 in Table 6 and indicator 90 in Table 9), new loans to
households for other purposes exclude revolving loans and overdrafts and extended
credit card credit, because they are covered in Table 2 as part of separate instrument
categories (i.e. indicators 12 and 32).

For MFI interest rates on outstanding amounts, consumer credit, loans to
households for house purchases and other loans to households together cover all
loans granted to households by resident MFls. For MFI interest rates on new
business, the possible loan types for households are revolving loans and overdrafts,
convenience and extended credit card credit, credit for consumption, loans to
households for house purchases and other loans.

Breakdown by amount category'®

Large non-financial corporations have considerable economic significance and
account for a substantial share of banking business. The loans granted to large firms
will, due to the amounts involved, dominate any weighted average interest rate
referring to the non-financial corporation sector as a whole. Small firms, however,

01 ECB/2013/33 refers to “lending for house purchases”.
02 See also paragraph 56 of Annex | to the Regulation.
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may play a special role in the transmission of monetary policy, since they have
limited access to capital markets and are therefore more vulnerable to changes in
the lending rates offered by MFls. In general, larger firms are more able to negotiate
the interest rate and conditions than small firms so that large non-financial
corporations have available to them less standardised products with interest rates
that are closer to (or identical with) market interest rates.

The size of non-financial corporations can be defined on the basis of various
measures such as the number of employees or the turnover. Instead of the size of
the non-financial corporation, the size of the loan is considered to be more relevant
for distinguishing banking conditions in broad terms for the purpose of MFI interest
rate statistics.'® Indeed, most Member States confirmed a link between the amount
of the loan granted and the interest rate. It should, however, be borne in mind that
the amount of a loan is only one of many criteria that are taken into account when
negotiating the interest rate. The sum of all criteria may best be summarised by
“credit risk”.

For new (other)'® loans to non-financial corporations, i.e. indicators 37 to 54 in Table
2,62 to 79 in Table 3 and 80 to 85 in Table 4, three size categories for the amount of
the loan granted are distinguished, i.e. “up to and including EUR 0.25 million”; “over
EUR 0.25 and up to and including EUR 1 million”; and “over EUR 1 million”. The
amount refers to the single loan transaction considered as new business. It does not
cover all business between the non-financial corporation and the reporting agent.
Additionally, the NCBs have to calculate and submit to the ECB a complementary
size category for indicators 24 to 29 in Table 7 up to and including EUR 1 million, and
over an amount of EUR 1 million, in addition to the other size categories mentioned

above.

Amount categories apply only to new business rates vis-a-vis non-financial
corporations and only to the instrument category of other loans. No breakdown by
amount category is required for revolving loans and overdrafts and credit card debt
or for deposits of non-financial corporations. Also, no breakdown by amount is
requested for deposits and loans from/to households or for interest rates on
outstanding amounts.

The breakdown by amount category for other loans to non-financial corporations
increases the comparability of the interest rates on such loans since the size of the
individual loans covered varies widely. As already mentioned at the beginning of this
section, without amount categories a weighted average interest rate on loans to non-
financial corporations would be dominated by the interest rates on the largest loans
during the reporting month. This weighted average lending rate might not be
representative of most loans to non-financial corporations. The indicators for (other)
loans to non-financial corporations of an amount up to and including EUR 0.25
million are assumed to reflect the interest rates faced by smaller corporations, which
are “price takers” rather than “price makers”.

93 This is also partly due to the fact that up-to-date information on the size of the company is not always
available.

104 «Other” refers to “other than revolving loans and overdrafts and credit card debt”.
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7.7

7.71

7.7.2

Breakdown by original and residual maturity, notice and
interest rate reset period or initial rate fixation'®

Time bands

Depending on the type of instrument and whether interest rates on outstanding
amounts or new business are being looked at, MFI interest rate statistics provide a
breakdown by original and residual maturity, notice and interest rate reset period, or
initial period of fixation of the interest rate. These breakdowns refer to time bands or
ranges. For example, an interest rate on a deposit with an agreed maturity of up to
two years refers to an average interest rate across all deposits with an agreed
original maturity between one day and a maximum of two years. Time bands or
ranges are also used in the MFI balance sheet statistics.

The alternative would be to define exact points in time, i.e. interest rates on
instruments with a maturity or a notice, interest rate reset or initial rate fixation period
of x years/months. The advantages and drawbacks of basing statistics on exact
products rather than instrument categories are discussed in Section 7.2.

Original and residual maturity and period of notice

A breakdown by original maturity is applied in Table 2 to new business in deposits
with agreed maturity. In Table 1, a breakdown by original maturity is required for all
lending rates and all deposit rates on outstanding amounts with the exception of
repos. A breakdown by original maturity in combination with residual maturity and the
next interest rate reset is required for indicators 15 to 20 and 21 to 26 in Table 1. For
lending rates on new business, the corresponding breakdowns are expressed in
terms of initial period of interest rate fixation which, according to the Regulation, is
defined as a predetermined period of time at the start of the contract during which
the value of the interest rate will not change'®. Separate data on loans to non-
financial corporations with an initial rate fixation period of up to one year in
combination with an original maturity of above one year are also reported (indicators
80 to 85 in Table 4).

For repos (i.e. indicator 5 in Table 1 and indicator 11 in Table 2), no maturity
breakdown is required at the euro area level, as repos are assumed to be
predominantly very short-term. At the national level, NCBs may ask for a maturity
breakdown for repos, which would be in line with the 5th recital and Article 3(2) of the
Regulation.

The definition of (and the breakdown by) original maturity follows
Regulation ECB/2013/33, which states that “maturity at issue (original maturity)

%5 See also paragraphs 57 to 61 of Annex | to the Regulation.
1% Further details can be found in Section 7.7.4.
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7.7.3

refers to the fixed period of life of a financial instrument before which it cannot be
redeemed (e.g. debt securities) or before which it can be redeemed only with some
kind of penalty (e.g. some types of deposits)”.

Question:

Revolving loans and overdrafts, and convenience and extended credit typically have
no predefined maturity date. In which maturity band should these loans be included
in Table 1 of the Regulation?

Answer:

If no specific agreement is made regarding the repayment schedule, revolving loans
and overdrafts, and convenience and extended credit should be considered short-
term, i.e. these loans should be reported in outstanding amounts of loans with an
agreed maturity of up to one year.

The same Regulation defines further that the period of notice corresponds to the
time between the moment the holder gives notice of an intention to redeem the
instrument and the date on which the holder is allowed to convert it into cash without
incurring a penalty. Financial instruments are classified according to the period of
notice only when there is no agreed maturity. For MFI interest rates, a breakdown by
period of notice is applied in Table 2 to new business in deposits redeemable at
notice.

Period of maturity for a loan taken out in tranches'%’

Question:

Aloan is agreed between a credit institution and a customer at t,, but the customer
takes out the funds only two months later at t;. Should the original maturity of this
loan be defined as:

o the date of the contract (o) until the end of the contract (t,), or
e the first value date (t;) until the end of the contract (t,)?

Answer:

A household or non-financial corporation will normally take out a loan (other than an
overdraft) in full at the start of the contract. Hence, in general, the contract date t,
and the first value date t; coincide. It may happen that a household or non-financial
corporation decides to take out the loan in tranches at times t;, t,, t3, etc. instead of
withdrawing the full amount at the start of the contract (time ty). Whatever the pattern
of withdrawals, for new business the original maturity of the loan always refers to the
agreed original loan period according to the loan contract, i.e. in this example to the
period from t, to t,.

Nevertheless, the loan actually appears in the MFI balance sheet statistics only at
time t;. Therefore, at that time, it appears for the first time in MFI interest rate

07" Defined in Section 5.4.9.
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statistics on outstanding amounts, but the original maturity of this loan in these
statistics is the same as in new business. The same applies to the original maturity
of outstanding amounts should successive loan tranches be withdrawn.

Initial period of fixation of the interest rate

Users have always expressed a strong need for a distinction between variable and
fixed interest rates on loans. This is an unquestionable need since the effects of
monetary policy decisions are more quickly transmitted through variable interest
rates than through fixed interest rates. In order to implement such a breakdown in a
harmonised way across all Member States, variable and fixed need to be clearly
defined. The definition needs to be unambiguous for all Member States and able to
cope with financial innovations, which tend to cause difficulties at the borderline.
However, large national differences exist in the retail banking business in the EU in
that there is no common view on the period of fixation that classifies a lending
interest rate as fixed or variable. An interest rate which is fixed for one year and then
variable might be considered as fixed in one Member State and as variable in
another depending on national lending practices.

To overcome this problem, the initial period of rate fixation was introduced as the
basis for a breakdown of new lending business in MFI interest rate statistics. It gives
an indication of the variability of interest rates at euro area level, without prejudging
whether a loan with a specific fixation period is considered as fixed or variable in the
national context. The initial period of fixation is a predetermined period of time at the
start of a contract during which the value of the interest rate cannot change. The
value of the interest rate is only considered to be unchangeable if it is defined as:

. an exact level, for example as 10%, or

. a spread over an external index at a certain time, for example as six-month
EURIBOR plus two percentage points, which is equivalent to an exact interest
rate level.

If at the start of the contract the customer and the reporting agent agree on a
procedure for calculating the lending rate, this is not considered to be an initial rate
fixation. For example, it might be agreed that six-month EURIBOR plus two
percentage points is the interest rate for the loan. Here two cases should be
distinguished: (1) whether the variable rate used, here the six-month EURIBOR plus
two percentage points, is changing on a frequent basis, for instance every day or at
an unknown or irregular frequency; or (2) whether the rate is fixed for the first six
months and then updated every six months using the six-month EURIBOR as a
base. In the first case, there is no initial rate fixation. In the second case, the initial
period of interest rate fixation is six months. This application of a rate changing at a
frequency linked to the external index is common in many countries. It could be the
case, however, that the initial period of rate fixation is shorter or longer than the
external index reference period. In these cases and as a general rule, the Manual
recommends recording as the initial rate fixation period the actual period defined at
the start of the contract during which the level of the interest rate applied to the
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deposit or loan does not change, independently of the external index reference
period. For new loans granted to non-financial corporations, six periods of initial rate
fixation are distinguished (indicators 37 to 54 in Table 2 and indicators 62 to 79 in
Table 3). This detail, together with the five'®® loan amount categories, allow a
detailed picture to be obtained of how monetary policy is affecting the structure of the
loans for each kind of enterprise.

Three periods of initial rate fixation are defined for new loans to households for
consumption and for other purposes, i.e. indicators 13 to 15, 20 to 22, and 33 to 35
in Table 2, and indicators 55 to 57 in Table 3, loans without any interest rate fixation
are included as loans with floating rates that have up to a one-year period of initial
rate fixation:

o floating rate and up to (and including) 1 year initial rate fixation;
e over 1and up to (and including) 5 years initial rate fixation; and
e  over 5 years initial rate fixation.

Considering that 95% of loans to households for house purchases are granted with
an original maturity of over five years, and in some countries with an interest rate
fixation of ten years or more, for this type of loan four periods of initial rate fixation
are distinguished; again, loans without any interest rate fixation are included as loans
with floating rates that have up to a one-year period of initial rate fixation:

o floating rate and up to (and including) 1 year initial rate fixation;
e over 1 and up to (and including) 5 years initial rate fixation;

. over 5 and up to (and including) 10 years initial rate fixation; and
e over 10 years initial rate fixation.

Normally, the initial period of rate fixation is shorter than or equal to the original
maturity of the loan."'® The initial period of rate fixation might be short and the
interest rate agreed between the customer and the reporting agent for this initial
period of fixation might not be representative of the entire maturity of the loan. New
business statistics only reflect the interest rate that is agreed for the initial period of
fixation at the start of a contract or after renegotiation of the loan. If, after this initial
period of fixation, the interest rate automatically changes to a variable rate, which
might be at a very different level, this is not reflected in the MFI interest rates on new
business, but rather in those on outstanding amounts. Hence, both sets of statistics
are needed to capture the interest rate level and developments in the euro area and
at national level. The two following examples further illustrate the interdependence of
MFI interest rate statistics on new business and on outstanding amounts.

% Three required by the Regulation and two, additionally, by the Guideline.

19 |n exceptional cases, the initial period of rate fixation may be longer than the maturity of the loan. For
example, if a loan is agreed to which a fixed interest rate applies for the first year and this loan may be
repaid with one month’s notice, then the shortest possible maturity is one month and the period of initial
rate fixation is one year.
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A ten-year consumer credit is granted. At time t,, the customer and the reporting
agent agree that the interest rate is fixed at 10% p.a. for the first four years and that
a new interest rate level is negotiated at time t,.""® The result of the renegotiation at
time t, is a loan fixed at 8% p.a. for the remaining maturity. At time t,, the maturity of
this loan is ten years with an initial period of fixation of four years. At time t,, the
original maturity of the loan is still ten years and the classification of the loan in the
statistics on outstanding amounts is therefore independent of the new negotiation.™"".
Hence, the MFI interest rate statistics on outstanding amounts would reflect at time t,4
the decrease from 10% to 8% p.a. in the category maturity over 5 years. The results
of the renegotiation are also captured as a new agreement in MFI interest rate
statistics on new business; the 8% p.a. is recorded for loans with an initial rate
fixation of six years in the category over 5 years initial rate fixation.

Another ten-year consumer credit is granted. This time the customer and the
reporting agent agree at time t, that the interest is fixed at 9% p.a. for the first 12
months and that it then automatically adjusts to EURIBOR plus x basis points.'"
This rate is then applied for the next 12 months, after which it will again automatically
adjust to EURIBOR plus z basis points. At time t,, the maturity of the loan is ten
years with an initial period of rate fixation of one year. Only the interest rate of 9% for
the first year is considered as new business at time t,. The movements in the interest
rate over time are captured in the MFI interest rates on outstanding amounts, but no
further new business occurs.

The situation is different if the initial period of fixation is very short compared with the
whole maturity of the loan and the interest rate offered during this period is
significantly below market conditions. For example, a ten-year loan is granted where
the interest rate is fixed at 2% for the first six months and then automatically adjusts
to either a fixed or a variable interest rate at a level reflecting market conditions. To
qualify for the treatment described here, the 2% must be an introductory offer and
“eye-catcher” to attract new customers, in the sense that the interest rate is
significantly lower than current market conditions, i.e. at least 200 basis points, and
applies for a very short period of the loan. The interest rate that applies after this
initial period of fixation has to be already laid down in the contract agreed at time t. It
can be fixed or variable but in any case it should be at a level reflecting market
conditions. The treatment of loans comprising such introductory offers to attract
customers is the same as that for step-up loans explained in Section 8.1. This
means that the new business statistics cover the loan at time t,. The Manual
recommends that in these cases, the interest rate on new business is computed as
an NDER comprising the introductory offer and the interest rate agreed for after the
initial period of fixation. A geometric average of the factors “i+interest rate” could also
be computed, but this would only be an approximation. If a variable interest rate is

"% See also Chart 5.

" This treatment is in line with MFI balance sheet statistics. This situation of a loan that is renegotiated
before it reaches maturity is different from the deposit with agreed maturity that is renegotiated at
maturity described in Section 5.4.4. In the latter case, the maturing deposit with agreed maturity is
renegotiated and therefore classified as new business, and the maturity of the (new) deposit is
regarded as commencing at the point of the “new business” classification.

"2 See also Chart 6.
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7.8

agreed to apply after the initial period of fixation, for example EURIBOR plus x basis
points, as a convention the value of that variable rate is, for the purpose of MFI
interest rates on new business, determined as at time t;. The statistics on
outstanding amounts always reflect the interest rate actually applied by the reporting
agent at the time of calculation of the MFI interest rate, i.e. the 2% during the first
months and then the agreed interest rate at a level reflecting market conditions.

For all step-up and step-down loans, the initial period of fixation is equal to the
maturity of the loan, because a fixed interest rate is agreed for the whole maturity of
the loan at time t; when the contract is signed.

Breakdown by secured loans with collateral and/or
guarantees'™

The provision or the absence of collateral and/or a guarantee can lead to different
levels of interest rates being charged on loans. A breakdown by secured loans
granted to households and non-financial corporations should allow interest rates to
be broken down into more homogeneous risk groups and, as a consequence, into
more homogeneous interest rate categories, appropriately reflecting the associated
credit risk. In addition, the data allow more in-depth analyses of how credit risk
influences the way in which lenders structure their terms and conditions, thus also
allowing conclusions to be drawn about borrowers’ financing costs.

Therefore, indicators 55 to 79 in Table 3 referring to loans to households and non-
financial corporations secured with collateral and/or guarantees are reported
separately for all MIR statistics new business categories except for credit card debt,
revolving loans and overdrafts, and lending for other purposes.

Furthermore, no breakdown by collateral/guarantees is required for the indicators
referring to new business in renegotiated loans.

For the purpose of MFI interest rate statistics, the breakdown of loans according to
collateral/guarantees includes the total amount of new business loans which is
collateralised using the “funded credit protection” technique and/or guaranteed using
the “unfunded credit protection” technique, in such a way that the value of the
collateral and/or guarantee is higher than or equal to the total amount of the loan.

e  “Funded credit protection”, as defined in Article 4(1)(58) and Articles 197 to 200
of Regulation (EU) No 575/2013 of the European Parliament and of the Council
of 26 June 2013 on prudential requirements for credit institutions and
investment firms, is a credit risk mitigation technique where the reduction of the
credit risk on the exposure of an institution derives from the right of that
institution, in the event of the default of the counterparty or on the occurrence of
other specified credit events relating to the counterparty, to liquidate, or to
obtain transfer or appropriation of, or to retain certain assets or amounts, or to

3 See also paragraphs 63 and 64 of Annex | to the Regulation.
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reduce the amount of the exposure to, or to replace it with, the amount of the
difference between the amount of the exposure and the amount of a claim on
the institution.

¢ “Unfunded credit protection”, as defined in Article 4(1)(59) and Articles 201, 202
and 203 of Regulation (EU) No 575/2013, is a credit risk mitigation technique
where the reduction of the credit risk on the exposure of an institution derives
from the obligation of a third party to pay an amount in the event of the default
of the borrower or the occurrence of other specified credit events.

If an MFI applies an approach different from the “Standardised Approach” as defined
in Regulation (EU) No 575/2013 for supervisory purposes, it may also apply the
same approach to the reporting of loans included under this breakdown.
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8.1

Specific instruments and national
products

Not all specific national products can be covered by this Manual. Hence, in the same
way as in Part 15 of Annex Il to the Guideline, the treatment of the selected products
defined in this chapter should be used as a reference for other national products with
similar characteristics.

Step-up (step-down) deposits and loans

A step-up (or step-down) deposit or loan is “a deposit or loan with a fixed maturity to
which an interest rate is applied that increases (decreases) from year to year by a
pre-fixed number of percentage points”. As mentioned in Section 7.7.4, the initial
period of rate fixation for a step-up or step-down loan is equal to the maturity of the
loan, because a fixed interest rate is agreed for the whole maturity at time t, when
the contract is signed.

Chart 9
Step-up loan
(y-axis: Outstanding amount (left-hand scale); Interest rate (right-hand scale))
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An example of a step-up loan is given in Chart 9, where a four-year consumer credit
is granted, for which the credit institution charges 5% interest in the first year, 7% in
the second, 9% in the third and 13% in the fourth. The new business statistics cover
the step-up loan at time t, in the category over 1 and up to 5 years initial rate fixation.
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The interest rate on new business can either be computed as a geometric average of
the factors “1 + interest rate” or as an NDER. The NDER for this example is 8.2446%
and gives the mathematically correct result. The geometric average of the factors “1
+ interest rate” provides an approximation. It is 8.46% for the example and

calculated as follows:

MIR(NB) = /(1 + 0.05)(1 + 0.07) + (1 + 0.09)(1 + 0.13) — 1 = 0.0845998 [8]

Unlike the NDER, the geometric average does not take into account the timing of the
interest rate payments. This means that the interest rates computed as a geometric
average are the same for a step-up loan with 5% interest at time t, and up to 13% at
t; and for a step-down loan with 13% at t, and down to 5% at t;. Therefore, the
NDER is the method recommended in this and similar cases.

The statistics on outstanding amounts cover from time t; to t; the interest rates
actually applied by the reporting agent at the time of calculation of the MFI interest
rate, i.e. 5% at time ty, 7% at t;, 9% at t, and 13% at t;. These interest rates appear
in the instrument category over 1 and up to 5 years maturity.

Revolving loans and lines of credit

As stated in Section 7.5.2, revolving loans also include lines of credit, given the
similarities between both instruments. As defined in Regulation ECB/2013/33, a line
of credit is an agreement between a lender and borrower that allows a borrower to
take advances, during a defined period and up to a certain limit, and repay the
advances, usually at his/her discretion, before a defined date. The following two
questions are deemed relevant:

Case 1:

Question:

Considering a line of credit agreed between a customer and an MFI, which amount
should be covered by the MIR statistics as new business in revolving loans and
overdrafts? The maximum amount that the customer can take as advances or only
the amount that has already been withdrawn by the customer and not yet repaid?

Answer:

Only outstanding amounts, i.e. amounts withdrawn and not yet repaid in the context
of a credit line, are covered as new business in revolving loans and, therefore,
reflected in the MFI interest rate statistics in accordance with the Section 5.2
description. Amounts available through a line of credit that have not been withdrawn
or have already been repaid should not be considered in MFI interest rate statistics,
either as new business or as outstanding amounts.

The same treatment is applied to extended credit card credit.

Note that the treatment of these instruments is different to that for loans in tranches
where the whole amount of the loan granted, regardless of the way in which the
customer draws upon it, has to be recorded as new business. The reason for this is
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that in a loan in tranches, the whole amount of the loan would normally be drawn, but
this is not the case for revolving loans, lines of credit or extended credit card credit,
where there is a limit that may or may not be reached.

Case 2:

There are lines of credit under which some of the drawdowns are repaid not at the
discretion of the borrower but according to a repayment plan, agreed at the time the
drawdown takes place. Hence the maturity of such a drawdown is known.
Sometimes, these drawdowns have to be used for a specific purpose (e.g. financing
the purchase of certain business equipment) agreed upon between the borrower and
the lender.

By contrast, there are some loans that have all of the features of revolving loans
except that:

o the borrower has to give notice before withdrawing funds and/or prove to the
lender that the funds will be used for a specific purpose agreed upon in the
contract (this requirement may apply to some but not all drawdowns);

. the drawdowns are repaid according to a repayment plan.

Question:

Should the different drawdowns be reported separately in such a way that those that
do not follow the normal rules for a line of credit or a revolving loan are reported
separately under an instrument category different from revolving loans and
overdrafts and all other withdrawals taking place without notice or without any
agreed time of redemption are reported under the category revolving loans and
overdrafts?

Answer:

From a conceptual perspective, it is doubtful that if the contract has the
characteristics of a line of credit or a revolving loan it could be split up and
considered as several loan instruments. There is probably only a single interest rate,
and only the conditions for making some withdrawals envisage several commitments
for the customer. Also, for practical reasons, it needs to be taken into account that
the classification of lines of credit as revolving loans and overdrafts is a special case
in the sense that the calculations of the interest rates on new business and on
outstanding amounts are the same. Therefore, splitting these kinds of loans would
make the calculation of the interest rates very complicated. The case where, as a
consequence of the different agreements on withdrawals, the operation has to be
divided into two, three or more parts is still possible. Therefore, the Manual
recommends the classification of the whole operation in only one instrument
category: revolving loans and overdrafts.
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8.4

Umbrella contracts

An “umbrella contract” allows the customer to draw loans on several types of loan
accounts up to a certain maximum amount applying to all loan accounts together. At
the time of the agreement on an umbrella contract, the form the loan will take, the
date at which the loan will be drawn and/or the interest rate are not specified, but a
range of possibilities may be agreed. These characteristics make umbrella contracts
different from the case described in the last part of the previous section.

Question:
Should the initial amount agreed under the umbrella contract at t, be reflected in MIR
statistics as new business and/or outstanding amounts?

Answer:

An umbrella contract, at the time it is agreed, is not covered by MFI interest rate
statistics. However, as soon as a loan agreed under an umbrella contract is drawn, it
should be included in the corresponding item in MFI interest rate statistics, both in
new business and outstanding amounts.

Savings plans for housing loans

Question:

Savings plans for housing loans are long-term low return savings schemes that, after
a certain period of saving, give the saver the right to a housing loan at a discounted
rate. In MFI balance sheet statistics, these savings plans are classified under
deposits with agreed maturity over two years. When the savings plan is transformed
into a loan, this loan is classified as loan to households for house purchases. For the
purpose of MFI interest rate statistics, reporting agents report as new deposit
business the interest rate that is agreed at the time the initial deposit is placed. The
corresponding amount of new business is the amount of money that has been
placed. The increase of the amount on the deposit over time is only covered by the
outstanding amounts. At the time when the deposit is transformed into a loan, this
new loan is recorded as new lending business. The interest rate is the discounted
rate that is being offered by the reporting agent. The weight is the total amount of the
loan that is being granted to the household.

1. Which amount should be covered as new deposit business? Only the first
tranche paid into the account, or the total amount of the deposit which has been
agreed and which will be paid into the account in tranches over time?

2. Which amount on the deposit should be covered by outstanding amounts? The
single tranche, which has been paid into the account in the reference month, or
the cumulated amount of all tranches which have been paid into the account so
far?

Answer:
Analogous to Section 5.4.5, the treatment in new business statistics depends on
whether or not it is known for certain ex ante which amount will be held on the
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Chart 10

Saving deposit with a growth premium

deposit account at maturity. In general, savings plans for house purchases are highly
flexible products and it is only known ex post what amount has been accumulated on
the account and can be transformed into a loan or paid out to the customer. Hence,
in general, the amount of new business is the initial amount of money that has been
placed, i.e. the first tranche paid into the account. The corresponding interest rate for
new business is the deposit interest rate that has been agreed for when the initial
deposit is placed.

If it is known ex ante for certain what exact amount will be held on the account at
maturity, then the total amount on the deposit should be recorded as new business.

In both cases, the outstanding amount is the stock of all deposits placed by the
customer on the account. At the time of reporting, the MFI interest rate statistics on
outstanding amounts therefore reflect the accumulated amount of all tranches that
have been paid into the account so far and the corresponding interest rate.

Savings plans with a fidelity and/or growth premium

Savings deposits with a basic interest rate plus a fidelity and/or growth premium may
exist. At the time the deposit is placed, it is not certain whether or not the premium
will be paid. The payment depends on the future unknown saving attitude of the
household or non-financial corporation.

Question:

Outstanding amount

(left-hand scale: interest rate premium (percentage), right-hand scale: deposit amount
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5.0%
4.5%
4.0%
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%

1 2

Deposit amount

Let us consider a five-year savings deposit with regular
savings allowed and yearly interest payments. The
minimum interest rate paid on this deposit is 3% and
the premium depends on the total deposit amount, as
presented in Chart 10.

14,000
The initial deposit amounts to EUR 2,500.
12,000

10,000 What interest rate should be considered in the MIR

statistics on new business?
8,000

6,000 Answer:

The new business statistics cover the deposit at time t,

in the category deposits with agreed maturity over 2

years. The convention is that such fidelity or growth

0 premiums, as they depend on the future unknown
saving attitude of the customer, are not included in the

4,000

2,000

3 4

Interest rate premium

Up to EUR 1,000
Over EUR 1,000 and up to EUR 5,000
Over EUR 5,000 and up to EUR 10,000

Over EUR 10,000

AAR on new business. Therefore, the interest rate on

0% new business is 3.30%, calculated as

+0.50%

+1.00% 3.00% X (1’000> +3.50% x (1’500>
‘ S 2\2,500) T 7 2500

+1.50%

The AAR on outstanding amounts always covers the
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rates applied by the reporting agent at the time of calculation of MFI interest rates.
Hence, if such a growth premium is granted by the reporting agent, this is reflected in
the statistics on outstanding amounts.

Interest rate on zero coupon bond-like savings bonds

Question:

In some countries, certain non-marketable savings bonds are classified as deposits
in MFI balance sheet statistics. These savings bonds are discounted zero coupon
bond-like products involving only two cash flows: the initial placement of the deposit
at a discounted value and the final redemption payment at nominal value which
includes the interest. Which amounts should be considered as new business and
outstanding amounts for the purpose of calculating interest rates on savings bonds?
Should the initial value of the deposit placed in tq be reflected both as new business
and outstanding amounts, with any accrued interest over the lifetime of the savings
bonds being excluded? This treatment would be in line with the MFI balance sheet
statistics, which requires accrued interest payable on deposits to be classified
separately as remaining liabilities.

Answer:

If, for example, the discounted value of the savings bond is EUR 80 and the nominal
value at which it is redeemed after two years is EUR 100, then at time t, the amount
of EUR 80 is recorded as new business. The interest rate on new business is then
11.8034%. It may be calculated as an AAR like in Equation 9 or as NDER shown in
Table 9.

Table 9
Savings bond with agreed maturity of two years, interest rate payment at end of
second year

Discount
factor = Present
Outstanding Interest Interest Repayments | Cash (1+NDER)* value of
t deposit rate p.a. payments of principal flow (-t/365) cash flow NDER
(1 ) ®) 4) (©) (6) @ (©)) (9) (10)
0 80 -80
1y 365 80 0% 0 0 0 0.894 0 11.8034%
2Y 730 0 25% 20 80 100 0.8 80  11.8034%
Sum 20 80 RHS: 80

0.5

100-80
80 /
( 2\
0.25/2

0.5
X=k1+ ) —1=<1+ ) —1=0.118034 9]
0.5 0.5

The amount of EUR 80 is also the outstanding amount from time to until maturity,
including the day of maturity where the bond is redeemed at EUR 100. The reason is
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that for MFI interest rate statistics, the EUR 20 difference between the issuance and
redemption value is interpreted as the interest payment for the two years and not as
principal. The interest of EUR 20 is known ex ante and interpreted as accrued over
the maturity of the bond, in this example over two years. Hence, 11.8034% is
reflected as the interest rate on outstanding amounts for the whole period. In this
way, the savings bond is treated just like a deposit with an agreed maturity of two
years where the interest is fixed at 12.5% p.a. and paid at maturity.

Splitting of loans into two parts

Question:

A customer takes out a mortgage loan of EUR 50,000 for 20 years at a variable
interest rate. It is agreed with the credit institution and laid down in the contract that
at any point in time the customer may split the mortgage. For example, after three
years the customer may choose to split it into two parts: EUR 20,000 at a fixed rate
and EUR 30,000 at a variable rate. How would this split be treated in MFI interest
rate statistics?'"*

Answer:

The possibility of the split is already agreed in the contract for the mortgage loan of
EUR 50,000. The split does not constitute new business if the same contract already
determines the terms and conditions of the two loans after a possible split, i.e. the
amount of money that would be lent at variable and at fixed interest rate as well as
the interest rates applied to these amounts. In this case, the customer is free to
choose the timing of the split without engaging in renegotiation of the contract. The
change in the interest rates from fully variable to partly fixed rate after the split is
then only reflected in the statistics on outstanding amounts.

If the split of the mortgage loan into two parts implies new negotiation of the terms
and conditions of the contract, for example the amount lent at variable and at fixed
rate or the level of these interest rates, then each of the loans after the split, i.e. the
mortgage loan of EUR 20,000 and of EUR 30,000, constitutes new business.

Option to convert a deposit into equity shares

Question:

A deposit with agreed maturity of one year is placed at a higher than market interest
rate, currently for example at 5%, where at maturity the credit institution (not the
customer) has the option of converting the deposit into a number of shares of a
specific company. If at maturity the share price is high, the credit institution will not
exercise the option, but pay the 5% interest and return the deposit. If at maturity the
share price is low, then the credit institution will also pay the 5% interest and
exercise the option. In this case, at the time of the conversion into shares, the

4 If part of the loan split is connected with debt restructuring (with rates below market conditions) that
part is excluded from the MIR statistics.
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customer will lose part of the deposit because the value of the shares has fallen. The
interest rate is high because it includes a risk premium for the possibility of losing
part of the capital. This instrument is also referred to as reverse convertible. How
should this instrument be treated in MFI interest rate statistics?

Answer:

As there is no capital certainty for the deposit, it is considered that this product is
closer to a financial instrument like securities than to a deposit. Therefore, it is not
covered by MFI interest rate statistics on new business. The AAR or the NDER on
outstanding amounts always covers the rates applied on the deposits by the
reporting agent at the time of the calculation of MFI interest rates. Hence, if at
maturity, the credit institution opts not to convert the deposit into shares and, as a
consequence, pays the 5% agreed on the deposit, this interest rate paid will be
reported in MFI interest rate statistics, whenever the method followed by the
reporting agent is the implicit rate referring to the average of the month to calculate
the interest rate on outstanding amounts. Note that the recording of the interest rate
on outstanding amounts takes place only when the operation matures, not before,
because before maturity no interest is paid. If, however, the credit institution
exercises the option and, at maturity, converts the deposit into shares, the amount
converted is no longer a deposit and hence is not included in the MFI interest rate
statistics. Specifically, the interest rates on new business allow the monitoring of the
effect of monetary policy decisions on the rates applied by MFls to loans to
households and non-financial corporations; therefore, the more the new business
interest rates on loans and deposits reflect “true” market conditions, the better. In the
example above, neither the 5% interest rate (where the option is not exercised) nor
any other agreement at the time the contract is signed regarding the probable yield
of the operation would reflect the market conditions for the deposit.

Another question relates to the different recording of such a deposit at the time it is
agreed in MIR statistics (where there is no recording) and in balance sheet item
(BSI) statistics (which do record the deposit). Two considerations are of interest
here: (i) although it is advisable that the recording of instruments in the BSI statistics
and in MIR statistics coincide as much as possible, achieving this aim should not go
beyond a reasonable limit, taking into account what MIR statistics try to capture; and
(ii) when a credit institution records this kind of deposit on its balance sheet, it has to
record any derivative at its market price, according to International Financial
Reporting Standards (IFRS). The Regulation does not currently include any such a
provision regarding the calculation of interest rates.

Interest rate linked to a share price

Question:

A deposit is agreed where the credit institution does not guarantee any interest rate
but the return on the deposit is entirely linked to the stock market price of shares in a
specific company. If, for example, the share price rises by 10%, the credit institution
will pay 20% interest on the deposit to the customer. However, if the share price falls
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by 30%, then the customer loses 30% of the money placed as a deposit. How should
this instrument be treated in MFI interest rate statistics?

Answer:

As in Section 8.8, this instrument is not covered in new business in MFI interest rate
statistics, because there is no capital certainty for the deposit.”’® The AAR or the
NDER on outstanding amounts covers the interest rate applied by the reporting
agent at the time of the calculation of MFI interest rates, i.e. it should be based on
the stock market price of the shares of the specific company at the time of
calculation.

Treatment of a deposit comprising two components'™®

Question:

A customer and a credit institution agree on a deposit of EUR 10,000 comprising two
parts. These two parts are inextricably linked and cannot be placed separately. The
first 