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It started with a few scientific studies that were only ready by a small crowd of super-specialists.  By 
now there is wider criticism on the underlying rationale for the calculation of the capital requirements 
for banks. 
 
This week the Wijffels Committee, established by the Ministry of Finance, will present its report on the 
banking sector.  Amongst its members are critics of the current calculation method, such as professor 
Arnoud Boot.  According to sources close the Committee discussions have been held about this technical 
and difficult topic, which is however essential for how banks actually operate.  It is also an issue that 
helps explain why banks that pass stress tests with flying colors nonetheless can go under shortly 
afterwards. 
 
The issue is called Risk Weighted Assets - RWA.  Banks do not assess their solvency the way ordinary 
companies do, namely by dividing equity by total assets.  Instead of total assets banks divide by RWA. 
 
It works as follows: every credit exposure is assigned a risk weight.  An investment in a German Bund is 
assigned a weight close to 0, whereas a credit facility for an average company carries a 100% risk weight.  
The sum of those total risk weighted assets is typically well below the sum of total assets.  A low RWA 
therefore leads to a high solvency ratio at the same amount of solvency capital.  To put it differently: the 
bank´s capital requirement for a “safe” credit is not 8% but much lower. 
 
This would not be a problem if there are strict rules on how to calculate RWA.  That is how it was before.  
Nowadays, banks are allowed to apply their own set of rules on calculating risk weight instead of a 
standard approach. 
 
As result, it can occur that banks with similar loans on their books, and similar capital, present very 
different solvency ratios.  Recently, the Basel Committee on Banking Supervision conducted a review.  
Fifteen banks had to apply a risk weight on a sample portfolio of loans.  The result was staggering: the 
highest and lowest estimates varied with a factor 3. 
 
“If you insist on 10% solvency to RWA, while RWA can be manipulated freely, you have achieved 
nothing”, says Hugo van Wijk of Vallstein, a firm that advises companies on negotiations with their 
banks. 
 
Only recently the issue of RWA has appeared in the discussions about solvency for banks.  For a long 
period of time, the discussions focused entirely on the level of ratio itself.  Van Wijk: “we are staring 
ourselves blind on the solvency ratio.  But it is irrelevant whether this should be 8% or 10% as long as 
the RWA varies significantly.” 
 



Recently, two members of parliament, Wouter Koolmees (D66) and Henk Nijboer (PvdA) asked critical 
questions about risk weighted assets.  Koolmees qualifies the current solvency ratios of banks as “false 
accuracy”.  And also in the new rules for banks (Basel 3), “you can play around as bank with RWA”.   
 
The members of parliament refer to inter alia a working paper of the IMF of last year.  In this document 
attention is called on the significant differences between American and European banks.  European 
banks fabricate a much lower RWA than the Americans, who still operate under a previous regime of the 
Basel Rules that allow much less room for own interpretation. 
 
The IMF researchers point out that this does not necessarily implies cooking the books.  It is after all a 
matter of fact that American banks sell their best mortgage portfolios to state institutions whereas 
European banks keep them on their own balance sheet.  This results in large balance sheets in Europe, 
with a low risk weight. 
 
Aside from this observation some economists such as Boot argue for a standard, unweighted solvency 
ratio – in jargon: a leverage ratio.   The higher the better, if possible. 
 
Insiders doubt whether the Wijffels Committee will go as far as proposing a very high leverage ratio of 
10%.  Most likely they will follow the new Basel 3, which re-instates this old ratio and sets the minimum 
requirement at 3%. 
 
The unweighted ratio has the beauty of simplicity, but also has its drawbacks.  In such a system it 
becomes more attractive for banks to offer less, but more risky loans, instead of many and safe loans 
like currently. 
 
Van Wijk of Vallstein prefers a different solution.  His clients suffer from banks that are raising capital 
ratios and consequently cut back on lending.  Van Wijk rather would see stricter rules to calculate RWA, 
combined with rules to take timely provisions on bad loans.  “Under those circumstances, 8% solvency is 
sufficient.” 
 
 
Translated from original article in Het Financieele Dagblad 
Copyright Het Financieele Dagblad. 
 

---------------- 
  



 


