
Sensitivity to Market Risk 
The sensitivity to market risk component reflects the degree to which changes in interest rates, foreign 
exchange rates, commodity prices, or equity prices can adversely affect a financial institutions’s earnings, 
or economic capital.  When evaluating this component, consideration should be given to management’s 
ability to identity, measure, monitor, and control market risk; the institution’s size; the nature and 
complexity of its activities; and the adequacy of its capital and earnings in relation to its level of market 
risk exposure. 
For many institutions, the primary source of market risk arises from non-trading positions and their sensitivity to 
changes in interest rates. In some larger institutions, foreign operations can be a significant source of market risk. 
For some institutions, trading activities are a major source of market risk. 

Market risk is rated based upon, but not limited to, an assessment of the following evaluation factors: 

 The sensitivity of the financial institution’s earnings or the economic value of its capital to 
adverse changes in interest rates, foreign exchange rates, commodity prices, or equity prices; 

 The ability of management to identify, measure, monitor, and control exposure to market risk given the 
institution’s size, complexity, and risk profile; 

 The nature and complexity of interest rate risk exposure arising from non-trading positions; and 

 Where appropriate, the nature and complexity of market risk exposure arising from trading and foreign 
operations. 

Ratings 
A rating of 1 indicates that market risk sensitivity is well controlled and that there is minimal potential that the 
earnings performance or capital position will be adversely affected. Risk management practices are strong for the 
size, sophistication, and market risk accepted by the institution. The level of earnings and capital provide 
substantial support for the degree of market risk taken by the institution. 

A rating of 2 indicates that market risk sensitivity is adequately controlled and that there is only moderate 
potential that the earnings performance or capital position will be adversely affected. Risk management practices 
are satisfactory for the size, sophistication, and market risk accepted by the institution. The level of earnings and 
capital provide adequate support for the degree of market risk taken by the institution. 

A rating of 3 indicates that control of market risk sensitivity needs improvement or that there is significant 
potential that the earnings performance or capital position will be adversely affected. Risk management practices 
need to be improved given the size, sophistication, and level of market risk accepted by the institution. The level of 
earnings and capital may not adequately support the degree of market risk taken by the institution. 

A rating of 4 indicates that control of market risk sensitivity is unacceptable or that there is high potential that 
the earnings performance or capital position will be adversely affected. Risk management practices are deficient 
for the size, sophistication, and level of market risk accepted by the institution. The level of earnings and capital 
provide inadequate support for the degree of market risk taken by the institution. 

A rating of 5 indicates that control of market risk sensitivity is unacceptable or that the level of market risk taken 
by the institution is an imminent threat to its viability. Risk management practices are wholly inadequate for the 
size, sophistication, and level of market risk accepted by the institution.


