THE FITNESS
REGIME TO BEAT
STRESS TESTS
CREATING UNITY
WITHIN RISK AND
FINANCE THROUGH
COMMON DATA
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“ALTHOUGH MOST BANKS
“THE ECONOMIST
MAKE STRONG USE OF
INTELLIGENCE UNIT
DATA TO BUILD RISK
FINDS THAT 51% OF
PROFILES, ONLY 42%
BANKING RISK AND
COMPLIANCE EXECUTIVES HAVE FAITH THAT THEY
HAVE THE RIGHT BIG DATA
SEE INSUFFICIENT
TOOLS TO INTEGRATE
DATA AS THE GREATEST
STRUCTURED AND
OBSTACLE TO BETTER
UNSTRUCTURED DATA.”
RISK MANAGEMENT.”

51%

OF BANKING RISK
AND COMPLIANCE
EXECUTIVES

42%

OF BANKS HAVE FAITH
THEY HAVE THE RIGHT
BIG DATA TOOLS

READ THE FULL ECONOMIST
INTELLIGENCE UNIT REPORT
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INTRODUCTION
RISK AND FINANCE
FUNCTIONS WITHIN BANKS
ARE SIMULTANEOUSLY BEING
ASKED TO SUPPORT THEIR
ORGANISATIONS THROUGH
THE STRESS-TESTING
PROCESS. THE DISCIPLINE
OF A COMMON DATA SET
GIVES THEM THE RIGOUR
TO PASS THESE TRIALS.

Supervisory bodies are increasingly
acting as personal trainers for
the corporate bodies in finance,
relentlessly pushing them towards
higher standards of fitness. As stress
testing – considered by the European
Banking Authority to be a primary
supervisory tool – becomes the new
norm, the frequency with which firms
must answer enquiries will only grow.

What banks need to work out
ahead of the next stress test is
which ‘exercise regime’ will develop
the right core strengths. In this
way, financial services organisations
can pass this, and any future tests,
while meeting specific ratios around
assets and capital held.
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“BETTER INSIGHTS MEANS
BETTER DECISIONS AND
BETTER BUSINESS – WHICH
COMES FROM MANAGING
DATA SMARTER.”

VIEW THE BANKER VIDEO WITH FALK
RIEKER, GLOBAL VICE PRESIDENT,
GLOBAL IBU HEAD FOR BANKING, SAP
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REGIME 1:

TRAIN FOR EACH TEST
Putting in place points solutions in parallel is
quick and easy.

The other advantage of a tactical approach is the

Banks must have a unified view of risk and finance data

to only one or two regulations, doing more than meeting

in order to provide regulators with consistent answers
for each regulation stress test or report. Time pressure

proximate matching of resource to solution. For firms
with a straightforward business model or those subject
specific reporting requirements is excessive.

makes the fast and simplest developments easy choices.
Lower-cost point solutions that reconcile different data
sets in response to a particular report needed by a
regulator are an attractive proposition for some because:
• They allow a bank to tackle cost pressures in
the short term with individual, low-cost projects
• Reporting obligations can be met quickly to
match the regulator’s timeline
• The impact of change can be reduced by
spreading out the implementation of projects
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ONLY JUST
PASSING TESTS

There are also long-term challenges that firms
can face by implementing point solutions.
•There may be inconsistencies in the underlying data
sets which result in submitting inconsistent figures to
the regulator. Any resultant fines or reputational damage
could negate the savings delivered by a short-term fix.
• Cost savings based on the size of a project can be
cancelled out or reversed if many of the projects
are needed and each requires a separate underlying
technology, application programming interface (API)
and set of support skills. The bank multiplies the costs
of these additions with each point solution it implements.

• The firm’s technological complexity is increased by having
multiple systems – an underlying challenge for many
firms already. If there is no existing data architecture,
then a business may find itself building on top of the new
system, furthering the technological entropy that exists
and perpetuating the source of the operational problem.
If a more strategic programme is inevitable, delaying that
project, while adding to its complexity, is a poor option.
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FIT FOR A DAY,

NOT FOREVER
A lot of firms take a tactical approach to counter
the sheer weight of the regulatory demands that
are being placed on them. The decision-making
follows the same line of priorities – speed,
simplicity, and low cost.
In some cases, the emphasis on delivery moves projects
to the point of improvising solutions. Firms with enterprise
licence agreements are expanding their use of accessible
tools. Others accept offers from vendors for software that
does not carry a direct charge.
Open source technology is also used by some banks,
including big data platforms like Apache Hadoop.
However, open source technology is not typically
tested to business requirements.

Over the long term, these point solutions create
problems, such as:

Increasing
costs

Growing
complexity

More errors
and risks

These problems make the one-at-a-time
approach flawed as a complete strategy.
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REGIME 2:

BUILDING CORE STRENGTH
Addressing the core challenge – building a
unified view of data – has to be done at the data
level to meet current and future stress-testing
obligations. But it is a massive task.
The principle task of the tests is to prepare a financial
institution for future events. The pressure of reporting for
BCBS 239, IFRS 9, and the European stress tests is pushing
banks to better understand their position and their internal
information by requiring a deep look into the information
they hold.
A strategic approach to fitness would entail the creation of
a layer of granular data that is usable by any platforms the
bank deems necessary across finance and risk functions.
Finance and risk teams can work together to come up with
the answers regulators need and consequently learn to

speak a common language. Providing the teams with
a common set of data to work from will:
Allow applications to be developed
more easily
Simplify the technology architecture
to reduce cost and risk
 rovide an adaptable model to easily
P
meet future regulatory changes
From a technical perspective, this would radically simplify
the creation of reports. It would reduce the workload and risk
involved in reconciling multiple data sources. It would create
a more agile business.
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GETTING BUY-IN FROM

THE BOSS

To get management buy-in for the cost and
time involved in a strategic project, it will
need to meet the needs of each function
and its chief officer.
• The chief risk officer (CRO): The greatest challenge is
battling for a unified picture while under pressure from
BCBS 239.
• The chief financial officer (CFO): Under IFRS 9, which
will come into effect in 2018, credit loss estimates will

change, increasing pressure on the finance function.
CFOs need to understand data on a single contract or
business transaction level to fulfil the requirements of
IFRS 9, BCBS 239, and FINREP without disclosing excess
information.
•The chief data officer (CDO): The greatest challenge to
integrating risk and finance data is cultural. Having tried
to re-align data into a group view, CDOs often find that
their corporate and investment banking divisions are
fighting to keep IT within their own line of business.
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FIT FOR THE FUTURE,
BUT WHAT NOW?

The merits of the core fitness approach are clear, What will make the decisions more difficult are the shorter
but a strategic view takes time to implement and term merits of the one-at-a-time approach, which can deliver
point solutions to solve immediate problems. Faced with one
banks need to pass tests right now.
Funding and delivering a large project under budget
constraints is difficult, so an approach is needed that can
overcome the adversity and deliver a long-term advantage.

1

Senior management buy-in
is needed, addressing the
concerns of the CRO, the
CFO and the CDO

2

strategy or the other, senior executives will be hard pressed
to decide between them.

The real obstacles around
cost and risk must be
challenged by a structured
project that delivers return
on investment at every stage

3

Efficiency gains for the
bank must be tracked, so
that the full value of the
completed project is apparent
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REGIME 3:

BUILDING CORE FITNESS AROUND SUCCESSIVE TESTS
The optimal regime allows banks to have a
system ready for each test while also building
core fitness with a single data architecture.

A smart deployment of technology, using the cloud to keep
it flexible, can slowly build up a common platform on which
the data can be hosted and where each tactical solution is
embraced. It will also give access to the multiple analytical
processes that have been put in place to support specific
reporting technologies.
For banks that need immediate reporting support, but
cannot afford to ignore the future running costs of multiple
solutions, running parallel projects that deal with both
short- and long-term goals offer the greatest opportunity.

RISK SIMULATION FOR ENTERPRISE STRESS TESTING
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SIMPLE TECHNOLOGY DEPLOYMENT

IS SMART

Three technological approaches should be considered:



Cloud deployment of point solutions:
Flexible delivery for systems that pull
together data for specific tasks, allows
them to be adapted to fit a more
strategic deployment.

 ig data analytics: Currently, 41%
B
of firms are using advanced big data
tools in order to access capabilities like
predictive analytics, with another 44%
expected to access such tools by 20173.
If a single data source is implemented,
these tools can be reused to support
risk, finance and compliance functions
as regulations change.

3 Economist Intelligence Unit, ‘Big data as the key to better risk management’, July 2014

A single data architecture: Normalising
data across a single layer allows the
data to be plugged into existing and
future applications, creating a single
picture of the enterprise for regulators
and the business itself.
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THE BEST RESULT FOR REGULATORS IS ALSO

BEST FOR THE BANK
Developing siloed technology that can be
integrated into a larger data architecture
at a later date offers the best solution.
It requires minimal change to deliver a core fitness
platform while hitting each regulatory deadline. And
business lines can continue to operate using the same
platforms, without committing any budget to the process.

As the benchmark of agility and strength
increases across the board, it will become
a competitive issue. In Darwinian terms,
it always pays to be the fittest.

When appraising the choices, each financial institution
needs to consider:
• The benefits a bank gets from clearer insight into its data
• The changing regulatory goals, necessitating a wiry
strength in banks’ internal capacity to draw out data
at every level, from portfolio to transaction
• The overall health benefits that exist in seeing a
single view of an institution’s positions
17

Start

Regime 1: Train for each
test

Regime 2: Building core
strength

Regime 3: Building core
fitness around successive
tests

Related links

RELATED

LINKS
RETAIL BANKS – BIG DATA AS THE KEY TO
BETTER RISK MANAGEMENT
BANKING ON BIG DATA
The Economist Intelligence Unit Video infographic: More than half of senior
retail, commercial and investment bankers say they lack sufficient data to
support robust risk management.

UNIFIED DATA
The Banker report on how creating a unified data model within a bank
can resolve regulatory demands but also drive up profitability.

The Economist Intelligence Unit report: The business of
banking depends on evaluating risks and then acting on
those insights. In theory, more information should yield
better risk assessments, which is why big data and its
associated tools couldn’t have arrived at a better time.
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RELATED

LINKS
SIMPLIFYING RISK AND BIG DATA IN BANKING

INTEGRATING RISK AND FINANCE – DATA MANAGEMENT
The Banker Masterclass: The Banker’s editor, Brian Caplen, talks to Falk
Rieker, SAP’s Global Head of Banking, and Mike Russo, senior financial
services solutions principal, about data management.
INTEGRATING RISK AND FINANCE – LIQUIDITY RISK
The Banker Masterclass: The Banker’s editor, Brian Caplen, talks to Falk
Rieker, SAP’s Global Head of Banking, and Mike Russo, senior financial
services solutions principal, about liquidity risk.
INTEGRATING RISK AND FINANCE – REAL TIME
The Banker Masterclass: The Banker’s editor, Brian Caplen, talks to Falk
Rieker, SAP’s Global Head of Banking, and Mike Russo, senior financial
services solutions principal, about real time data management
INTEGRATING RISK AND FINANCE – RISK REPORTING
AND ANALYTICS
The Banker Masterclass: The Banker’s editor, Brian Caplen, talks to Falk
Rieker, SAP’s Global Head of Banking, and Mike Russo, senior financial
services solutions principal, about risk reporting and analytics.

Peyman Mestchian, the Managing Partner at Chartis,
talks to Falk Rieker, the Global Head of Banking at SAP,
about how SAP can help simplify the way banks deal
with the big topics they are facing when it comes
to risk management, especially with regards to
regulatory calculations.
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