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CONSULTATION ON AMENDMENT OF THE SUPERVISORY DIAMOND FOR 

BANKS 

The Danish Financial Supervisory Authority has submitted draft 

memoranda on amendment of the benchmark for excess liquidity 

coverage in the Supervisory Diamond for banks for consultation. The 

Supervisory Diamond defines various benchmarks for what the Danish 

Financial Supervisory Authority generally sees as banking activities with 

increased risk. The benchmarks and the method for calculating the fixed 

limit values are described in the Danish Financial Supervisory Authority's 

rules of guidance on the Supervisory Diamond for banks. 

Danmarks Nationalbank finds it positive that the Danish Financial 

Supervisory Authority submits its proposals for consultation, thereby 

ensuring openness in relation to the amendment of the Supervisory 

Diamond and the effects hereof. 

The planned amendment of the liquidity benchmark reflects the fact that 

from 1 January 2017, Danish banks have been subject to the new EU 

Liquidity Coverage Ratio, LCR, instead of the previous Danish liquidity 

requirements. The LCR requirement is to ensure that banks hold sufficient 

liquid assets to cover imbalances between incoming and outgoing cash 

flows in stress scenarios continuing for up to 30 days. With the new 

liquidity benchmark, the Danish Financial Supervisory Authority also 

specifies a minimum level of liquidity requirement for all banks, based on 

stress over a 3-month period. Danmarks Nationalbank finds it 

appropriate that the new benchmark is based on the European LCR 

requirement.        

Danmarks Nationalbank agrees that sound liquidity management in the 

individual banks is key to ensuring a robust financial system and that the 

supervisory authorities must have the necessary powers and supervisory 

tools to follow up and respond to insufficient liquidity management in a 

bank. But it is important to emphasise that the point of departure must 

still be that the banks themselves are responsible for managing their 

liquidity risks.  
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In response to the crisis, a sound European framework has now been 

established that supports sound liquidity management by banks, 

combined with contingency measures if liquidity problems should arise. 

In addition to meeting the LCR requirement (and the future Net Stable 

Funding Ratio, NSFR, requirement), all banks must prepare recovery plans 

comprising realistic measures that can be implemented with a view to 

restoring the bank's capital and liquidity. In a situation where these 

measures do not prevent a bank from becoming likely to fail, there are 

now also common EU rules, which – if applied as intended – ensure that 

the bank can be resolved without major adverse consequences for the 

economy and financial stability. 

Against this background, Danmarks Nationalbank notes that the 

Supervisory Diamond, including the liquidity benchmark, is a supervisory 

tool which is used as part of the overall supervisory assessment of the 

risks and risk management of the individual bank. This naturally includes 

an assessment of the bank's buffer to cover liquidity risks over a 

considerably longer horizon than 30 days, cf. also the EBA's guidelines on 

the Supervisory Review and Evaluation Process. However, it is important 

that the Supervisory Diamond does not in practice limit the specific 

assessment, which must take into account institution-specific factors such 

as business model, strategy and risk profile.  

Danmarks Nationalbank generally supports transparency in relation to 

the Danish Financial Supervisory Authority's supervisory practice. But in 

Danmarks Nationalbank's opinion it should be considered whether it is 

expedient to require automatic publication of the value calculated 

according to the liquidity benchmark in connection with the bank's 

annual report and 6-month interim report. The liquidity situation can 

rapidly change, and such publication of non-compliance with the liquidity 

benchmark could lead to unfounded loss of confidence in a bank – with 

resultant negative implications for financial stability. Furthermore, 

automatic publication of non-compliance could give the impression that 

the benchmark is a special Danish liquidity requirement. 

The Danish Financial Supervisory Authority's supervisory reactions, which 

are based on individual assessments of banks' risks, shall, in general, be 

published. Danmarks Nationalbank finds these rules beneficial. They 

contribute to transparency in relation to the supervisory activities and 

can be assumed to have an important preventive effect. At the same time, 

the rules take into account that situations may arise where publication 

would have a disproportionately negative impact on the bank in 

question, for which reason an exemption may be made. 

 

Yours sincerely,  

Per Callesen  
 


