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B R IE F IN G   
 

Regular public hearing with Mario Draghi,  

Chair of the European Systemic Risk Board 
 

ECON on 28 November 2016 
 

This briefing is provided in advance of a regular public hearing with the Chair of the European Systemic 

Risk Board (ESRB). It focuses on the ESRB most recent activity: ESRB latest assessment of the risks to 

financial stability, overview of national macro-prudential policies in 2015, macro-prudential policy beyond 

banking and the first EU shadow banking monitor, the ESRB response to the Commission public 

consultation on the review of the macro-prudential framework. 

 

The ESRB latest risk assessment  

The ESRB General Board last met on 22 September 2016. As is now the practice, it issued a press 

release summarizing its view of the systemic risks in EU, which is further substantiated in its 

quarterly risk dashboard (see Box 1). 

The General Board highlighted the further weakening of financial institutions’ balance sheets as the 

main risk to financial stability in the EU. The short-term risks related to the United Kingdom’s EU 

referendum led to significant but short-lived volatility. Financial market infrastructures remained 

resilient throughout the peak in volatility.  

 

Box 1: The ESRB risk dashboard (September 2016): 

According to the ESRB assessment, market‐based indicators of systemic risk have stabilised at 

elevated levels after having increased over the summer months: 

Following the outcome of the UK’s EU referendum, there was an increase in market volatility, 

impacting particularly European financial stocks and foreign exchange markets. Following the volatility 

peak, financial markets have broadly stabilised; 

As regards the macro-economic environment, GDP growth slowed down slightly in the second 

quarter of 2016. Labour markets continued to improve and external imbalances stabilise. The latest 

observed unemployment rates are lower in almost all EU countries, compared to forecasts or three year 

averages, pointing towards some improvement in labour markets. The current account balance in relation 

to GDP has improved in the majority of the economies. Overall, the aggregate level of indebtedness has 

decreased in the first quarter of 2016 in most EU countries, but remains still elevated. In most EU 

countries, the general government debt levels remained elevated in the first quarter of 2016; 

As regards credit, bank lending to both households and non‐financial companies continued its 

gradual recovery, but remains heterogeneous across countries and sectors. The growth rate of bank loans 

is still negative for a number of countries, but the pace of credit contraction has decreased in most 

countries. In most EU countries, the cost of borrowing continued to decline. Lending standards for non-

financial corporates continue to show some net easing. Residential real estate prices continue to grow 

rapidly in most of the EU countries; 

While there is no sign of a broad‐based overvaluation in residential real estate prices in the EU as a 

whole, already in some EU countries the estimated overvaluation is sizeable; 

Bank profitability improved slightly in the second quarter of 2016 however, profitability levels were still 

lower compared to their levels a year ago.  
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European banks continue to be challenged by (i) low profitability in an environment of low nominal 

growth and interest rates, (ii) structural changes (such as fintech), and (iii) in certain jurisdictions, 

high stocks of non-performing assets. The General Board emphasised that addressing these 

challenges should remain a top priority for EU policymakers.  

 

An ESRB expert group on non-performing loans (NPLs) has been set-up, co-chaired by John Fell 

(ECB) and Piers Haben (EBA). The impact of the low interest rates environment is addressed by a 

joint ESRB-ECB expert group co-chaired by Jacek Osinski (ESRB ATC), Elena Carletti (ESRB-

ASC) and John Fell (ECB). Elena Carletti presented some preliminary findings of the work of the 

joint expert group at the ESRB first annual conference on 22-23 September 2016. She stressed in 

particular that the low interest rates environment puts pressure on profitability and solvency of 

financial institutions, notably on return-guaranteed life insurers and defined-benefit pension funds 

as well as on banks. This may in turn accelerate the transition of the financial system to more 

market-based finance and induce changes in business models. This may also result in higher risk 

taking across the financial system in search for yields. The next ESRB General Board will take 

place on 15 December 2016.  

 

Macro-prudential policies at national level 

Macro-prudential tools are primarily in the hands of national authorities (for more details, see 

EGOV briefing “The EU macro-prudential policy framework”). Over the last years, Member States 

have established authorities in charge of macro-prudential policy at national level, either by 

entrusting an existing authority with a specific macro-prudential mandate or by setting up a new 

dedicated authority. The establishment of national authorities with a macro-prudential mandate was 

partially triggered by an ESRB recommendation of 2012 inviting Member States to beef-up their 

institutional framework for the conduct of macro-prudential policy at national level. It was also 

linked to the transposition at national level of the CRD IV/CRR package, which requires Member 

States to ‘designate’ an authority in charge of the new macro-prudential instruments.  

 

National authorities have an exclusive responsibility for instruments not harmonised under EU law, 

especially borrower-based measures in the real estate sector, including caps on loan-to-value ratios 

(LTVs) and debt-service-to-income ratios (DSTIs). As regards macro-prudential instruments 

available in EU law (i.e. ‘the CRD IV/CRR package’), the macro-prudential powers are shared 

inside the Banking Union between national authorities and the ECB. According to article 5 of the 

SSM Regulation, the ECB can use these instruments on its own initiative if it deems it necessary 

but it needs to consult the national authorities. It can also impose stricter requirements than those 

decided by the national macro-prudential authorities. Such balance of powers between the national 

level and the ECB is intended to counteract the inaction bias.   

 

As part of its mandate to coordinate national macro-prudential policies (See EGOV briefing The 

ESRB output since inception), the ESRB keeps track of all macro-prudential measures activated at 

national level, their rationale, objectives and calibration. It publishes an overview of macro-

prudential measures on a yearly basis. According to the ESRB, 2015 saw a substantial increase in 

the number of macro-prudential measures in the EU compared to the previous year. This was in part 

due to mandatory measures under the CRD/CRR, namely the designation of systemically important 

institutions and the implementation of the regime of the countercyclical capital buffer. All Member 

States were required to start setting the countercyclical capital buffer on a quarterly basis as of 1 

January 2016. Only one Member State has an applicable CCB rate above 0%1. Most Member States 

identified the global systemically important institutions (G-SIIs) and the other systemically 

important institutions (O-SIIs, i.e. institutions systemic at national level) in their jurisdiction and set 

                                                 
1 Sweden has an applicable CCB rate of 1.5 % since 27 June 2016 
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additional capital buffer requirements. Around 150 G-SIIs and O-SIIs have been identified in the 

EU so far. The additional capital buffer requirements for such institutions vary from 0% to 3%.  

 

The real estate sector remains a key priority for many macro-prudential authorities. Relatively few 

new measures were taken in the area of residential real estate in 2015, but in terms of active 

measures, the sector remains one where vulnerabilities are most frequently addressed by macro-

prudential authorities. A broad range of instruments is available to address vulnerabilities in this 

sector. Caps on loan-to-value (LTV), debt-service-to-income (DSTI) and loan-to-income (LTI) 

ratios are frequently used in the retail real estate sector (RRE), see table below.  

 

Table 1: Use of macro-prudential instruments in the EU in Residential Real Estate (RRE) 

Instruments categories Instruments Countries 

 

Reduce existing RRE 

vulnerabilities  

Sectoral capital requirements BE, HR, IE, LU, SE 

Increased capital requirements following 

stress tests 

UK 

 

Dampen build-up of 

RRE vulnerabilities 

Caps on LT CY, CZ, DK, EE, IE, LT, 

LV, MT(1), NL, PL, RO, SE, 

SK, FI (forthcoming) 

 Caps on DSTI CY, CZ(2), EE, LT, RO, 

PL(2), SK 

 Caps on LTI IE, UK 

 Requirements on amortisation/loan 

maturity 

EE, LT, NL, SE 

(forthcoming), SK, PL, CZ 

 Tightened lending standards CZ, SK, UK 

Source: ESRB. Notes: 

(1) Combination of preferential risk weight and more stringent LTV (soft threshold) under Article 124 CRR 

(2) Soft recommendation: banks should set their internal DSTI limits and pay special attention to loans above the 

specified threshold 

 

Macro-prudential policy beyond banking sector 

In July 2016, the ESRB published a strategic paper on macro-prudential policy beyond banking 

where it sets out its vision for a policy framework targeting also “non-banks”, in view of the risks 

accumulating in these sectors. According to the paper, data and instruments to address risks beyond 

the banking sector are underdeveloped whereas risks to financial stability can originate in the 

banking sector and in other parts of the financial system.  

 

While mortgage lending can come from non-bank sources, such as pension funds, insurers and 

investment funds, loan-to-value (LTV) limits in several EU countries currently only apply to 

lending by domestic banks. Yet all forms of credit can contribute to credit booms and busts. Against 

the background of the European Capital Markets Union, which seeks to increase the share of 

financing provided to the real economy through market-based channels, it is important to address 

risks beyond banking.  

 

According to the ESRB strategic paper, in the short to medium term, the ESRB and its members 

should in particular: 

 Make use of the new data that will become available under existing legislation beyond 

banking, such as those for alternative investment funds (from the Alternative Investment 

Fund Managers Directive or AIFMD), insurers (from Solvency II), derivatives markets 

(from the European Market Infrastructure Regulation or EMIR) and for securities financing 

(from the Securities Financing Transactions Regulation, or SFTR, in the course of 2018), to 

monitor market trends and risks to financial stability; 
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 Operationalise macro-prudential instruments 

for non-banks where a legal basis already exists 

(e.g. leverage requirements in the AIFMD 

framework);  

 Contribute to the development of new macro-

prudential instruments, such as instruments that 

address liquidity mismatches of investment 

funds and the procylicality of initial margins or 

haircuts, especially in securities financing 

transactions and derivatives; 

 Contribute to the development of the wider 

financial stability toolkit, such as top-down 

stress tests for asset managers and funds or for 

financial market infrastructures including 

central counterparties (CCPs) and the adoption 

of recovery and resolution frameworks for 

CCPs and insurers.  

 
The review of the macro-prudential framework 

As part of the Capital Markets Union Action Plan, the Commission has announced a review of the 

EU macro-prudential framework as a whole for 2017, acknowledging the necessity to review the 

various pieces of the framework together so as to achieve a comprehensive and consistent review 

(See EGOV briefing “The EU macro-prudential policy framework”). In August 2016, the 

Commission launched a public consultation, from 01/08/2016 until 24/10/2016, as part of a 

comprehensive review of the macro-prudential framework. According to the Commission, ‘the 

current macro-prudential framework has evolved incrementally over recent years, and this 

piecemeal approach has created a number of weaknesses in the framework’. The Commission 

organised a public hearing on the review of the macro-prudential framework on 7/11/2016. The 

ESRB officially contributed to the public consultation.  

In its response to the consultation, the ESRB stresses in particular the following points:  

 The ESRB should remain closely linked to the ECB; The de jure chairmanship of the ESRB 

by the ECB President should notably be kept;  

 Institutional proposals to strengthen the ESRB governance could be considered, for example 

introducing a two-tier managerial structure in which more powers would be delegated to the 

steering committee; 

 The activation procedures for the macro-prudential instruments available under EU law 

should be simplified; 

 Reciprocity of national macro-prudential measures should be the rule (for measures 

targeting specific risk-exposures), i.e. the macro-prudential treatment of a given exposure 

should be the same no matter where the financial service provider is located within the EU 

and no matter what its legal status is -branch or subsidiary; 

 Macro-prudential instruments beyond banking should be developed.  
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Box 2: The EU shadow-banking monitor 

In July 2016, the ESRB also published the first 

EU shadow-banking monitor. It presents an 

overview of developments in the EU shadow 

banking system with a focus on assessing 

potential risks to financial stability. It is 

intended to be a yearly publication. According 

to the report, shadow banking is steadily 

growing in the EU. In terms of risks, systemic 

risks may stem directly from credit 

intermediation activities of shadow banking 

entities. These activities may involve maturity 

and liquidity transformation, imperfect credit 

risk transfer and leverage. Issues may also 

arise indirectly through the interconnectedness 

of the shadow-banking sector with the regular 

banking system. 
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