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L’iniziativa di Finriskalert.it “Il termometro dei mercati
finanziari” vuole presentare un indicatore settimanale sul grado
di turbolenza/tensione dei mercati finanziari, con particolare
attenzione all’Italia.  

Significato degli indicatori

Rendimento borsa italiana: rendimento settimanale
dell’indice della borsa italiana FTSEMIB;
Volatilità implicita borsa italiana: volatilità implicita
calcolata considerando le opzioni at-the-money sul
FTSEMIB a 3 mesi;
Future borsa italiana: valore del future sul FTSEMIB;
CDS principali banche 10Ysub: CDS medio delle
obbligazioni subordinate a 10 anni delle principali banche
italiane (Unicredit, Intesa San Paolo, MPS, Banco BPM);
Tasso di interesse ITA 2Y: tasso di interesse costruito
sulla curva dei BTP con scadenza a due anni;
Spread ITA 10Y/2Y : differenza del tasso di interesse dei
BTP a 10 anni e a 2 anni;
Rendimento borsa europea: rendimento settimanale
dell’indice delle borse europee Eurostoxx;
Volatilità implicita borsa europea: volatilità implicita
calcolata sulle opzioni at-the-money sull’indice Eurostoxx
a scadenza 3 mesi;
Rendimento borsa ITA/Europa: differenza tra il
rendimento settimanale della borsa italiana e quello delle
borse europee, calcolato sugli indici FTSEMIB e

Eurostoxx;
Spread ITA/GER: differenza tra i tassi di interesse italiani
e tedeschi a 10 anni;
Spread EU/GER: differenza media tra i tassi di interesse
dei principali paesi europei (Francia, Belgio, Spagna,
Italia, Olanda) e quelli tedeschi a 10 anni;
Euro/dollaro: tasso di cambio euro/dollaro;
Spread US/GER 10Y: spread tra i tassi di interesse degli
Stati Uniti e quelli tedeschi con scadenza 10 anni;
Prezzo Oro: quotazione dell'oro (in USD)
Spread 10Y/2Y Euro Swap Curve: differenza del tasso
della curva EURO ZONE IRS 3M a 10Y e 2Y;
Euribor 6M: tasso euribor a 6 mesi.

I colori sono assegnati in un'ottica VaR: se il valore riportato è
superiore (inferiore) al quantile al 15%, il colore utilizzato è
l’arancione. Se il valore riportato è superiore (inferiore) al
quantile al 5% il colore utilizzato è il rosso. La banda (verso l’alto
o verso il basso) viene selezionata, a seconda dell’indicatore,
nella direzione dell’instabilità del mercato. I quantili vengono
ricostruiti prendendo la serie storica di un anno di osservazioni:
ad esempio, un valore in una casella rossa significa che
appartiene al 5% dei valori meno positivi riscontrati nell’ultimo
anno. Per le prime tre voci della sezione "Politica Monetaria", le
bande per definire il colore sono simmetriche (valori in positivo e
in negativo). I dati riportati provengono dal database Thomson
Reuters. Infine, la tendenza mostra la dinamica in atto e viene
rappresentata dalle frecce: ↑,↓, ↔ indicano rispettivamente
miglioramento, peggioramento, stabilità rispetto alla rilevazione
precedente. Paragrafo Paragrafo 
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Under the regulation in force, in the Solvency II balance sheet
the liabilities are valued at market level. The Best Estimate of
liabilities is calculated by discounting future cash-flows using the
risk free rate. On top of the risk free curve, EIOPA allows to add
a Volatility Adjustment (VA). The VA aims to dampen irrational
market movements that are associated with non-motivated credit
spreads (corporate and government bonds). The purpose of the
VA is to moderate the effect of low prices as a result of poor
liquidity conditions or exceptional (non- credit related) widening
of bond spreads. 

The regulation refers to exaggerations of bond spreads. Thanks
to the VA mechanism, the Own Funds of an insurance company
should not be affected by temporary/non fundamental changes of
bond prices yielding a lower Best Estimate of liabilities and a
higher capital ratio.

There is some evidence that the actual VA is not effective and is
not able to capture irrational spread movements, see Barucci et
al. (2019). 

The regulation in force assumes that the VA is made up of two
components: the currency VA (VAcu) and the country VA (VAco).
In case of Italy, the first component refers to the euro, the
second one to the country. The first component is defined as:

VAcu = 65%SRCcu;

where SRCcu is the risk-corrected currency spread which is
given by

SRCcu = Scu - RCcu;

with Scu being the currency spread and RCcu the risk correction
computed according to the reference portfolio associated with
the currency, i.e., 

Scu = wgov_cu max( Sgov_cu ; 0) + wcorp_cu max( Scorp_cu ;
0);

RCcu = wgov_cu max( RCgov_cu ; 0) + wcorp_cu max(
RCcorp_cu ; 0).

The variables at currency level are as follows:

wgov_cu denotes the weight of the value of government
bonds included in the reference portfolio for that
currency;
wcorp_cu denotes the weight of the value of bonds other
than government bonds, loans and securitisations
included in the reference portfolio for that currency;
Sgov_cu denotes the average spread of government
bonds, loans and securitisations included in the reference
portfolio for that currency;
Scorp_cu denotes the average spread of bonds other than
government bonds, loans and securitisations included in
the reference portfolio for that currency;
RCgov_cu denotes the risk correction of government
bonds included in the reference portfolio for that
currency;
RCcorp_cu denotes the risk correction of bonds other

than government bonds, loans and securitisations
included in the reference portfolio for that currency.

The VAco is computed as:

VAco = 65% max(SRCco - 2SRCcu; 0),

where the risk-corrected country spread SRCco is defined as in
the currency case for a country specific reference portfolio, i.e.

SRCco = Sco - RCco;

with Sco being the country spread and RCco the risk correction
computed according to the reference portfolio associated with
the country

Sco = wgov_co max(Sgov_co ; 0) + wcorp_co max(Scorp_co ; 0);

RCco = wgov_co max(RCgovco ; 0) + wcorp_co max(RCcorp_co ;
0).

Therefore

VAcu (VAco) is the currency (country) VA,
SRCcu (SRCco) is the currency (country) risk-corrected
spread,
Scu (Sco) is the currency (country) spread,
RCcu (RCco) is the currency (country) risk correction.

The VA is computed as 

VA= 65% (SRCcu+1SRCco>1%max(SRCco - 2SRCcu; 0)),

In the Consultation paper on the Opinion on the 2020 review of
Solvency II by European Insurance and Occupational Pensions
Authority (2019), the following Options have been proposed to
modify the VA:

1. Undertaking-specific VA - calculating the VA based on the
undertaking- specific asset weights (and not for weights
at market level). For each asset class, the spreads used in
the calculation of the VA would still be the same for all
undertakings and taken from market indices.

2. Middle bucket approach - in addition to the current VA an
undertaking-specific VA is introduced, but subject to
strict application criteria that relate to the asset liability
management of the undertaking.

3. Asset driven approach - instead of applying the VA to the
risk-free interest rates of technical provisions it would be
used to revalue the bonds held by the undertaking by
adjusting the bond spreads by the VA. The difference in
the value of the bonds without and with the VA
adjustment is recognised as an own funds item.

4. An adjustment that takes into account the amount of fixed-
income assets and the asset-liability duration mismatch
by means of application ratios.

5. An adjustment that takes into account the illiquidity
features of liabilities by means of an application ratio.

6. The risk-correction to the spread is decoupled from the
fundamental spread, and instead calculated as a fixed
percentage of the spread.

7. Amend the trigger and the calculation of country-specific
increase of the VA.

8. Establish a clearer split of the VA between its function as
a crisis and a permanent tool.

In the document Barucci e Marazzina (2020) we provide an
answer to three questions provided in the Consultation Paper: 
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Q2.3: What is your view on the identified deficiencies of the
current VA? 

Q2.4: What is your view on this deficiency of the country-specific
component of the VA? How should it be addressed? (You may
want to take into account in particular the options 1, 7 and 8 set
out in the following section.)

In a nutshell the main results of our analysis are the following:

There is some evidence of cliff edge/erratic behavior of
the VA in the actual setting.
There is some evidence of overshooting in the impact of
the VA mechanism in the actual setting (come insurance
companies benefit more than others because of asset
allocation strategies/credit quality of their assets).
The VA seems to capture turbulence in financial markets
and risk aversion surges, there is almost no evidence that
the VA reflects illiquidity in  financial markets.
Small effects associated with removing the zero-lower
bound on the spread.
Considering the risk correction as a fixed percentage of
the spread (Option 6), a smoothing effect is observed with
respect to the actual mechanism with a higher VA in
normal times and a smaller one in crisis periods.
Accounting for the amount of fixed-income assets (Option
4) has a little impact on the effect of the VA with an
advantage for insurance companies.
A smoothing on the activation of the country-specific
component (Option 7) would have produced a positive
effect on discounting liabilities for insurance companies
leading to a reduction of the erratic dynamics of the VA.

Option 8 concerns a clearer split of the VA between its function
as a crisis and a permanent tool. More precisely, the VA is
splitted as a permanent tool (VApermanent) and a macro-
economic VA (VAmacro). The Consultation paper presents two
methods to perform this split: in Method 1 the VA is defined as
the sum of the macro and the permanent component; in Method
2, the VA is defined as the maximum between the two. The main
difference is that Method 1 is based on the risk-corrected spread,
while Method 2 builds on the spread. Moreover, to design the
VApermanent, EIOPA has assessed the following two
combinations of options: 

Approach 1: the permanent VA is determined by
combining options 4, 5 and 6;
Approach 2: the permanent VA is determined by
combining options 1, 4 and 5.

We have analyzed Method 2 and Approach 1, i.e.: 

where 

GARp = 65% is the general application ratio,
ARp is chosen according to [1, Figure Illiquidity
Application Ratios, page 126]. Notice that we do not
consider the duration mismatch component of Option 4
due to the lack of data, therefore our ARp only relies on
Option 5,
SRCcu = Scu - RCcu; where Scu is the currency spread
and RCcu is the risk correction computed as follows
(Option 6):

Scu = wgov_cu max(Sgov_cu ; 0) + wcorp_cu max(Scorp_cu ; 0);

RCcu = wgov_cu max(0.3 Sgov_cu ; 0) + wcorp_cu max(0.5
Scorp_cu ; 0).

Moreover, we have

VAmacro = max (Sco – Sco36 - corridor; 0),

where corridor=0.2% and Sco36 is the average spread over the
past 36 months. 

We would like to stress that this VAmacro should replace the
VAco, while the VApermanent is more related to the previous
VAcu.

Under this framework we address the following question

Q2.7: What are your views on Approach 1 and Approach 2? Your
comments are also invited on the options that are implemented
in Approach 1 and Approach 2 as well as on the other options
specified in this section.

Our analysis mainly focus on the use of the average spread in the
definition of the VAmacro: in Option 8 (Approach 1), considering
the moving average to define the risk corrected spread seems to
penalize low rating countries. The actual mechanism seems to do
a better job yielding higher VA values for low rating countries
and, therefore, addressing potential issues related to illiquidity/
financial distress.

Details on our analysis are provided in Barucci and Marazzina
(2020).
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Bank Of Japan Buys Record
Amount Of ETFs, Admits
'Paper Losses', Plans
Program Expansion
11/03/2020 11:27:05

Having blown over two trillion yen since October in purchasing
stocks (ETFs) in the open market to "support Japan's economy,"
markets are...
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https://www.zerohedge.com/economics/bank-japan-buys-record-
amount-etfs-admits-paper-losses-plans-program-expansion

Blockchain.com Will Allow
Retail Wallet Users to
Borrow USD Stablecoins
With Cryptocurrency
11/03/2020 11:26:03

The digital assets lending field seems to be heating up with
Blockchain.com starting to offer lending directly to retail
consumers globall...

https://news.bitcoin.com/blockchain-com-borrow/

CONSULTATION PAPER ON
MIFIR REVIEW REPORT ON
TRANSPARENCY FOR NON-
EQUITY TOD
11/03/2020 11:25:14

ESMA invites comments on all matters in this paper and in
particular on the specific questions summarised in Annex 1...

https://www.esma.europa.eu/press-news/consultations/consultati
on-paper-mifir-review-report-transparency-non-equity-tod

Risultati relativi alle aste di
acquisto di titoli del 10
Marzo 2020
11/03/2020 11:24:32

La Banca d'Italia comunica i risultati relativi alle aste di acquisto
di titoli di Stato svolte nella giornata del 10 Marzo 2020 ...

https://www.bancaditalia.it/media/comunicati/documenti/2020-01
/cs-20200310-asta-riacquisto.pdf
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