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Net interest income (NII) is a key factor of financial stability, since it drives the capacity of 
banks to absorb losses and to accumulate capital through retained earnings. 

In this paper, we present an ALM-like model designed to project the banking sector’s 
aggregate NII under different financial and monetary policy scenarios.

1. Asset-Liabilities accounting perspective

2. Whole (aggregate) euro area banking system

3. Time horizons up to 5Y

4. Multiple scenario variables

Aim of the model
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Overview
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Maturity structure

% structure
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Variables in the model

AWG/MPAG workshop – Riga, 1 July 2024

Fixed Scenario-driven
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The problem of too many degrees of freedom

5AWG/MPAG workshop – Riga, 1 July 2024

“How many arbitrary parameters did you use for 
your calculations?” (Fermi). I thought for a moment 
about our cut-off procedures and said, “Four.” He 
said, “I remember my friend Johnny von Neumann 
used to say, with four parameters I can fit an 
elephant, and with five I can make him wiggle his 
trunk.” Freeman Dyson. A meeting with Enrico Fermi. Nature 427, 297 (2004). 

https://doi.org/10.1038/427297a

https://towardsdatascience.com/the-noisy-elephant-79e9071536e
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Same fixed variables can change
AWG/MPAG workshop – Riga, 1 July 2024

Notes: Groups of countries by the share of floating-rate loans granted in 2023 are marked in: green, i.e. low share of <0;40%), purple, i.e. medium share of <40%;75%) and red, 
i.e. high share of <75%; 100%>. Poland is marked in yellow. Loans with the interest rate fixation period below 1 year are classified as floating-rate loans. Fixed-rate or periodically 
fixed-rate loans include loans with a possible fixation period in the following range: from 1 year to 5 years; from 5 to 10 years and above 10 years. Dot plot (left-hand side): GDP 
data in nominal prices for 2022; data on average share of new floating-rate loans apply to loans granted in 2023 (up to and including September 2023). Box plot (right-hand side): 
The fig-ure shows the variability of the share of floating-rate loans over the years 2010-2023 in individual countries. “Long” boxes mean that a given country has shown a high 
variability of the feature under analysis in successive years. Observations consid-ered as outliers, i.e. above the value of 1.5*IQR, where IQR is the interquartile range, are marked 
with dots. 
Source: Eurostat, ECB Warehouse and NBP

Share of floating-rate loans granted in 
2023 (horizontal axis) and share in GDP 
of the EU, by country (vertical axis) 

Distribution of the share of floating-rate 
loans in EU countries, 2010-2023
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Same variables are linked due to banks’ strategic actions
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Source: DRECHSLER, SAVOV and SCHNABL (2021)
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Backtesting
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Source: Gentil, Ray and Toader (2023)
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Backtesting
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Source: Gentil, Ray and Toader (2023)
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Valuble insight into what can drive banks’ NIM

Go for full-backtesting: how does it perform over various horizons?

How a convincing scenario can be devised for longer horizons?

For financial stability distributions can matter and more granual data 
is better: individual countries, individual banks

Conclusions
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