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European Banking Authority
Sent by email toEBA-DP-2013-02@eba.europa.eu

Re: Discussion paper on retail deposits subject to higher outflow for the purposes
of liquidity reporting under the draft Capital Requirements Regulation (CRR)

Dear Sirs

HSBC Banking Group appreciates this opportunityréspond to the European Banking Authori
regarding its discussion document on “Retail ddposubject to higher outflow for the purposes
liquidity reporting under the draft Capital Requrents Regulation (CRR)”

HSBC understands the objective of the paper angastgp the increased requirements for granular
transparency, management, control, governanceepuiting around retail deposits.

A.General Comments

Whilst we appreciate and support the EBA’s godbdtier manage the risk associated with retail dep
there are some areas where HSBC would seek chdrifits regarding the proposed framework.

B. Single Rulebook

We believe that the LCR should continue to suppwuetSingle Rulebook concept embedded within
CRR in that, as much as possible, LCRs in diffejensdictions are reasonably comparable. This$
all stakeholders-external analysts/investors/dépssiand regulators- understand the risk appetité
therefore risk/return tradeoff that an institutien prepared to take within the short dated liqyid
environment. Any national discretion associatedhwdeposit outflow should be exceptions and a
clearly backing a specific national risk.

C. Definitionsin internal systems

We also believe that the definition of any reta@pdsit should be objective so that there is not
perception/incentive of possible arbitrage and #hsd the definitions support clearly implementatilgs
of data within bank systems.

D. Response to questions posed by EBA

Q1.How do respondents assess the availability @& ttaempirically substantiate work on criter
for identification of retail deposits subject tgher outflows, as well as setting such outflowsat

HSBC Banking Group agrees with the EBA on the difiiy to empirically assess the identification
retail deposits subject to higher outflows and ghting of such outflows from our own data. Thislisge
to the fact that, in the current crisis, we havensmainly inflows within our institution and in aiginess
as usual environment any analysis of deposit mougn@ia trend or seasonal factors) will not revee
statistically significant position to rely upon digethe tail event scenario that the LCR is lookimgnsure
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However notwithstanding the above statement HSB@\Jss that it is important to set a risk appetiat
is appropriate for the risks that a bank takes atumity transformation.

Q2. Can you identify any other factors that mayllemhigher outflow, especially in relation to the
introduction of innovative products designed to éowutflow rates?

We see no other material factors that may leadgioen outflows. Geographical concentrations andosoc
economic grouping concentrations are minor factous the danger here is that in becoming too geanul
the reliance that could be placed upon the LCRraganum pillar 1 measure may be diluted.

Q3. Do you agree with this characteristic? Shoddlbcal DGS amount be used instead of a fixed
100,000 EUR? Is it sensible to distinguish betwiigih and very high value deposits? What are
the concentration analysis and management tootsioternally as regards high value deposits?

HSBC'’s framework is set up to identify the reactfanction of our depositors to a stressed eventthisd
generally correlates to the level of sophisticatemsociated with the deposit. The higher the valua
deposit the more likely it is to be professionatianaged however against this you need to take into
account the offsetting factor which is the leveleofjagement with a customer (e.g. personal rekttipn
managers).

The local DGS should be used rather than the €000,0

The value of high and very high deposits is notessarily consistent as it does not explicitly liokany
underlying drivers of liquidity management soplaation and, in addition, does not take into accahbat
size of a balance sheet and the number of custagter§he size of any balance needs to be cordetate
the size of the liquid assets on the balance shaed the nature of the bank (e.g.
retail/wholesale/investment bank or universal)

We use a concentration analysis by top 5, 10 amdep0sitors (but more wholesale), a catch all Stz
that is correlated with business line and the glictson we operate in as our main filters.

Q4. Do you agree with the criteria for deciding @fhproducts can be considered as rate-driven?

The price of deposits does not overtly relate ® ltquidity risk, it is an indirect metric for tHevel of
sophistication associated with the management adépsit. Therefore although we understand rate can
absolutely be a driver of stickiness in some cas@®paring against peers rather than an index ®img
level of subjectivity that is in danger of reducitig explanatory nature of LCR to users of thisrioetWe
suggest that this would be decided upon interriallpanks depending on the situation. As an exanple,
suggest a level of 25% above peers could be mdassg rates are close to the zero boundary- Say 1
basis points versus 1 basis point, but when rateslaser to more normal levels, such as 4-6%, vadmen
bank is paying 4% and a comparable peer is payagvbuld indicate high levels of stress to the marke
already. We therefore are not in favour of usirigtiee peer pricing for LCR.

Q5. What criteria do you propose to address pahkythigher outflow rates connected to term
deposits?

We do not currently use term as a driver of ligqidn the retail environment as we believe we would
allow retail deposits to break term deposits iresdr We therefore model as if the deposit was la cal
deposit. The only exception to this is where regoitadoes not permit the early repay of depositors.

Q6. What are the other characteristics identifigptare the key attributes of retail deposits subjec
to higher outflow? What is the internal policy exied to detect other characteristics?
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There are many other factors that could be considercluding economic and political environment of
jurisdiction within which you operate and also tegulatory framework, cultural issues etc...

Q7. In your view are the descriptions applied te tharacteristics and their analysis sufficiently
comprehensive?

We agree the characteristics are sufficiently cahensive.
Q8. Is the threshold based on the guaranteed amadrthe threshold of € 500,000 appropriate?

The threshold based on a guarantee scheme is apeoput the €500,000 seems random, however the
EBA may be implicitly expressing a risk appetite.

Q9. Is the definition of products with rate-drivand preferential features precise enough? If not
please specify what additional specification woygdd include?

As alluded to above we do not see the value of c&Ruring rate- driven features. The price of aodép
does not overtly express its liquidity risk, itam indirect link to the possible professional mamagnt of
a deposit under stress, and this is the most irapbéaspect.

Q10. Is it feasible to assess the proposed chaistats on robust operational grounds?

Most of the characteristics are capable of beingratmpnally implemented. Please note that this si¢ed
be considered as LCR will be required to be catedlalaily and manual adjustments do not help s thi
process.

Q11. How much and what additional resources willnkeded by institutions to implement this
assessment? How much and what additional resowitlebe needed by institutions to run the
assessment on an ongoing basis? Could you explahwill drive the costs?

We are already implementing LCR requirements; thetscare really associated with pulling cashflow
data from front office systems and putting it iatgingle database with the relevant product antboes
characteristics to then correctly map data to owsl The cost of this project is material and i@ thulti
hundreds of millions of dollars.

Q12. Are there any factors which appear to be @ssatwith higher outflow on retail deposits? If
yes, which factors?

We have no other characteristics to suggest aptiig.

Q13. Do institutions view the combination of anytlsése factors as more prone to lead to liquidity
risks?

An example would be the correlation of high valepakits obtained via a broker channel when they do
not have a direct relationship with us. These typledeposits would be likely to withdraw early unde
stress due to their level of sophistication.

Q14. What is your opinion on the feasibility andaerce-intensiveness of implementing the
proposed methodology in your jurisdiction?

We recommend that there is a trade-off betweeratheunt of liquid assets you hold, the requirement t
understand how your position moves on a daily bgsispulling data from a downstream system rather
than a General Ledger) and the fact that in trygnghodel deposit outflow you are in effect modelary
unknown-unknown (you don’t know when a run will acand also how customers will actually react).
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Therefore, at times, it is arguably better to hoidre liquidity, get a more up to date report on the
liquidity position and understand that liquidity taeifs a confidence factor as much as any spurious
accuracy that modeling can provide, this is notkatarisk. Your liquidity buffer should in effect ke
statement of your risk appetite. In addition yoa probably better focusing on the longer dated ignd
requirement to counter much of the risk.

Q15. What is your opinion on the composition of thegroups of the characteristics ranked
according to riskiness?

This seems reasonable.

Q16. Do you believe it would be appropriate towliderogations from the application of outflow
rates on the basis of uniform strict criteria?

Although this sounds feasible it runs a seriougydanf rendering the LCR meaningless for compagativ
purposes. On this basis we are hesitant about this.

Q17. What are in your opinion factors that coulddig¢o the application of the above-described
derogation mechanism?

Any derogation would have to be very specific toustomer type/product type or characteristic and be
comparable and implementable across all jurisdistio

HSBC Group appreciates the opportunity to shardbf@ek and is happy to engage with regulators to
further consider the issues around retail depagftaws under stress.

Sincerely,
HSBC Group Asset and Liability Management
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