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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 29 May 2017 
 

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 2016, the ESRB report on EMIR review, the report 

on the macro-prudential policy issues arising from low interest rates, and the on-going review of the macro-

prudential policy framework. 

 

The ESRB latest risk assessment  

The ESRB General Board last met on 23 March 

2017. 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.  

 

The main takeaways from the ESRB dashboard 

(see box 1), as outlined in the ESRB overview note, 

can be summarised as follows: 

 Systemic risk: market‐based indicators of systemic 

risk have remained stable in the first quarter 2017;  

 Macro-economic situation: the GDP growth 

across the EU accelerated somewhat in the second 

half of 2016. The rate of unemployment remained 

unchanged in most EU countries over the last 

quarter. Relative debt levels continue to remain 

elevated across countries and sectors in the EU; 

 Credit, liquidity, market: Most EU countries have 

experienced credit growth over the last year. 

Lending standards remained broadly stable over 

the first quarter 2017. Residential real estate prices 

continue to increase across the EU. Despite the 

increase, residential real estate prices do not 

appear to be overvalued in most countries of the 

EU, although prices do appear to be overvalued in 

a few countries (in November 2016, the ESRB 

addressed a warning to AT, BE, DK, FI, LU, NL, 

SE and UK for vulnerabilities in the real estate 

sector): 

 Profitability: Banks’ profits have improved 

relative to last year; 

 Structures: The size of the non-banking part of the 

financial sector increased relatively to the size of 

credit institutions. 

Box 1: The ESRB risk dashboard 

The ESRB risk dashboard is produced 

quarterly. It covers a broad range of 

indicators, at aggregate or country level. The 

objective is to identify the building up of 

systemic risk in the financial system. The 

indicators are grouped into seven categories: 

1. Interlinkages and composite measures 

of systemic risk 

Indicators: composite indicator of 

systemic risk etc... 

2. Macro risk 

Indicators: current and forecast real 

GDP growth, unemployment rate, 

general government debt-to- GDP ratio 

etc... 

3. Credit risk 

Indicators: annual growth rate loans to 

households/ corporates, cost of 

borrowing for households/ corporates, 

lending margins etc... 

4. Funding and liquidity 

Indicators: interbank interest rate 

spreads, loan-to-deposit ratio etc... 

5. Market risk 

Indicators: equity prices, short and long 

term interest rates etc... 

6. Profitability and solvency  

Indicators: banking and insurance 

groups’ profitability and solvency 

indicators etc... 

7. Structural risk 

Indicators: banking sector size, total 

assets of investment funds etc... 
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As part of its risk discussion, the General Board (GB) highlighted the repricing of risk premia 

in global financial markets as the main risk to financial stability in the EU. While the ongoing 

economic recovery in Europe is expected to continue to strenghten and broaden, the GB noted that 

an episode of repricing of risk premia could lead to a re-emergence of market concerns about public 

and private sector debt sustainability. Furthermore banks in several countries continue to face 

difficulties: low profitability, overcapacity, poor asset quality. The low interest rate environment and 

longevity risk add to difficulties faced by the EU insurance and pension fund sectors. Addressing 

these challenges in the EU financial system should remain a priority 

The General Board also received an update on on-going work by the ESRB. Two important 

workstreams set up recently are worth noting: 

 The ESRB expert group on non-performing loans (NPLs): Focusing on the implications of 

NPLs for financial stability, the expert group is co-chaired by the ECB and the EBA; 

 The High level task force on safe assets: its mandate is to conduct a feasibility study of 

sovereign bond backed securities, which could comprise senior, mezzanine and junior claims 

on a diversified portfolio of central government debt securities with no mutualisation of 

sovereign risk.   

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”). 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 within 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.   

 

The ESRB keeps track of all macro-prudential measures activated at national level, their rationale, 

objectives and calibration, as part of its mandate to coordinate national macro-prudential policies (See 

also EGOV briefing: “The ESRB output since inception”). The ESRB publishes an overview of 

macro-prudential measures on a yearly basis. According to the ESRB, most macro-prudential 

measures taken in the EU in 2016 were of a tightening nature and related to the residential real 

estate sector (RRE) and systemically important institutions (SIIs) (See Chart 1 below)  

 

The ESRB issued public warnings to 8 Member States about medium-term vulnerabilities in the 

real estate sector. Several Member States further tightened measures that were already in place. These 

measures aimed to prevent excessively loose credit standards. They were often combined with the 

aim of affecting different risk channels (lender, borrower, collateral) to be more effective. In its 2017 

review of European financial stability and integration, published on 19 May 2017, the Commission 

has dedicated a chapter on ‘financial cycles, housing markets and macro-prudential policy’, stressing 

the importance of residential real estate in financial cycles and the potential role of macro-prudential 

policies to regulate these.  
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All Member States completed the identification process of their SIIs and started imposing capital 

buffer requirements, often phased in over a period of two to four years. There were also the first 

cases of application of the new framework for voluntary reciprocity. These applications related 

to a real estate measure adopted by Belgium under the CRD IV/CRR national flexibility framework 

and a systemic risk buffer by Estonia. The framework for the counter-cyclical capital buffer 

became operational in 2016. So far, four EU countries have decided to have a counter-cyclical buffer 

rate above zero: Slovakia, Sweden, the UK, and the Czech Republic.  

 

Chart 1: Substantial measures notified to ESRB 

 

 

European Market Infrastructure Regulation (EMIR) review 

In April 2017, the ESRB published a report on the revision of EMIR, as a contribution to the 

review of the European Market Infrastructure Regulation (EMIR). In its report, the ESRB calls for 

limiting the procyclicality of EMIR requirements. It would in particular welcome the mandatory 

adoption by Central Clearing Counterparties (CCPs) of a comprehensive approach to procyclicality, 

which would take into account the combined effect of margin, haircut and add-on requirements. The 

ESRB advises caution regarding exemptions from central clearing, while in favour of simplifying 

EMIR requirements. The ESRB sees the need for a comprehensive review of EMIR in the future, 

notably with a view to addressing the potential use of margins and haircuts to meet macro-prudential 

objectives. The ESRB is also of the view that the framework under which third country CCPs are 

recognised to provide clearing services in the EU could be reinforced. 

 

On 4 May 2017, the Commission proposed targeted amendments to EMIR, as a first step, and 

published a communication outlining further changes to EMIR. In the Communication, the 

Commission sets out its intentions to respond to new emerging challenges in derivatives clearing, in 

particular against the background of Brexit. As mentioned by the Commission, with the UK 
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withdrawal, a substantial volume of transactions denominated in euro would cease to be cleared in 

the EU and would no longer be subject to EMIR. According to the Commission, specific 

arrangements based on objective criteria will become necessary to ensure that - where CCPs are of 

systemic relevance and may impact the financial stability or monetary policy of the EU, they are 

subject to safeguards, including enhanced supervision at EU level and/or location requirements. 

Macro-prudential issues arising from low interest rates 

 

On 28 November 2016, the ESRB published a report on the macro-prudential policy issues 

arising from low interest rates and structural changes in the EU financial system. The work was 

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

Carletti (ESRB-ASC) and John Fell (ECB).  

 

In its report, the ESRB identifies three main areas of risk related to financial stability:  

 The sustainability of certain financial institutions’ business models;  

 Broad-based risk taking;  

 The move towards a market-based financial system.  

 

According to the ESRB, profitability and solvency may come under pressure at financial 

institutions that offer guaranteed returns in an environment of low interest rates over a prolonged 

period, (e.g. life insurers and pension funds). Low interest rates also contribute to the reduction of net 

interest income of banks.  

 

Financial stability risks related to financial markets may increase in the low interest rate 

environment because of the search for yield, crowded positions in some categories of assets and 

uncertainty about fundamental asset price values. Any future episode of sharp repricing could expose 

market participants’ balance sheets to revaluation risks.  

 

A shift to a more market-based financial system could result from the prolonged low interest rate 

environment. The ESRB report discusses a series of policy options to mitigate and prevent the 

emergence of the financial stability risks identified. Examples of policy options include the 

monitoring of credit standards by macro-prudential authorities, the review of the risk free rate within 

the solvency II framework, and the development and operationalisation of resolution frameworks for 

insurers.  

 

The review of the macro-prudential framework 

The Commission has announced a review of the EU macro-prudential framework as a whole 

for 2017, as part of the Capital Markets Union Action Plan, acknowledging the necessity to review 

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

(See also EGOV briefing: “The EU macro-prudential policy framework”).  

In August 2016, the Commission launched a public consultation, 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;  
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 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.  

 

The Commission has not announced any proposal yet, as a follow-up of the public consultation. 

It has published a summary of the responses received on its website. According to the Commission, 

there is a broad support for some revisions to the macro-prudential framework, in particular to 

streamline the toolset, i.e. clarify the purpose of the various instruments, eliminate overlaps, amend 

the pecking order or simplify the activation mechanisms. Some stakeholders expressed their support 

for expanding the macro-prudential toolkit beyond banking. Last there was some support to review 

the role and functioning of the ESRB in order to enhance its coordination role of macro-prudential 

policies conducted by Member States.  
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Box 2: Summary of two external papers on “The role of macro-prudential policies in 

prevention and correction of asset imbalances in the Euro Area” prepared for the Economic 

and Monetary Committee (ECON) of the European Parliament 

 

The ultimate objective of macro-prudential policy is to prevent and mitigate systemic risk. In the 

Euro Area, macro-prudential policy seems of particular relevance, as Member States can no longer 

use the interest rate to address domestic imbalances. Yet the EU institutional framework is 

complex and currently under review by the Commission. Given the importance of the issue for 

the Euro Area, the ECON Committee has commissioned two external papers to focus on “The 

role of macro-prudential policies in prevention and correction of asset imbalances in the Euro 

Area”. The findings of the authors are summarised below. 

 

According to Margarita Rubio, macro-prudential policy can be very useful in a monetary union 

to complement a constrained monetary policy. The low interest rate environment creates 

additional risks to financial stability, which call even more for an active use of macro-prudential 

policy where necessary. Against the background of the heterogeneity of business and financial 

cycles in the Euro Area, it seems more appropriate to conduct macro-prudential policy at national 

level. However, in the Euro Area, the Single Supervisory Mechanism Regulation assigns macro-

prudential responsibilities to both national authorities and the ECB. The ESRB is responsible for 

the macro-prudential oversight of the financial system across the whole EU. An important issue 

that arises is whether the division of labour between the SSM/ECB, the ESRB and the national 

authorities is sufficiently clear and adequate. According to M. Rubio, the role of the ECB in 

macro-prudential matters should be clarified. The main goal of the ECB should remain price 

stability. The ECB should intervene only indirectly in macro-prudential matters, via the ESRB -

where it is represented- and only in so far the interests of the Euro Area are at stake. At national 

level, given the potential conflicts of interest with monetary policy, it seems preferable not to 

entrust the national central bank with macro-prudential responsibilities but rather an independent 

authority, distinct from the central bank and immune from political interference. At European 

level, the ESRB should be the authority in charge of coordinating national macro-prudential 

policies. 

 

In their briefing, Jezabel Couppey-Soubeyran and Salim Dehmej recall that the Euro Area is 

charaterized by the heterogeneity of business and financial cycles across Member States. Against 

such background, macro-prudential policy may play a key role by helping Member States 

addressing domestic imbalances in a differentiated manner. As part of a new policy mix in the 

Euro Area, it can thus foster the convergence of Member States’ economies. Macro-prudential 

policies have two dimensions; i) Smoothening the financial cycle (‘countercyclical action’) and 

ii) Strengthening the resilience of the financial system (‘horizontal action’). According to 

Couppey-Soubeyran and Dehmej, it seems appropriate to conduct the countercyclical action at 

national level and the horizontal action at Euro Area level. Countercyclical macro-prudential 

policies should be conducted by national authorities under the coordination of the ESRB. 

Horizontal macro-prudential policies aiming at enhancing the resilience of globally systemically 

important banks (G-SIBs) should be the exclusive competence of the ECB, which is already the 

micro-prudential supervisor of G-SIBs. Starting from this central proposal, the authors formulate 

15 more detailed policy proposals to improve the current EU macro-prudential framework.  
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