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This note is prepared in view of a regular public hearing with the Chair of the European 
Systemic Risk Board (ESRB), Christine Lagarde, which will take place on 20 June 2022. 
The aim of the meeting is to discuss recent developments in macroprudential policy 
field, potential systemic risks looming ahead, notably the impact of the Russia-Ukraine 
conflict.  
The briefing provides (i) summaries of the issues highlighted by the ESRB in its letters to the European Parliament; 
(ii) the risks building-up in housing markets; (iii) summarises the ongoing macroprudential policy framework re-
view; and (iv) dwells deeper into the cyber risks. It should be noted that various institutions, including the ESRB, 
are pointing out that there are potentially systemic risks building-up in the commercial real estate sector. Never-
theless, as the First Vice-Chair of the ESRB Stefan Ingves pointed out in his hearing in the European Parliament,  
there is a lack of harmonised commercial real estate sector data, which makes the analysis complicated and 
therefore, commercial real estate risks are not covered in this briefing. 

1. Summary of the ESRB letters to the European Parliament 

1.1. Regarding AIFMD and UCITS review 

During the second half of 2021, the European Commission proposed amendments to the Directive on Alter-
native Investment Fund Managers (AIFMD) and the Directive on the coordination of laws, regulations and 
administrative provisions relating to undertakings for collective investment in transferable securities 
(UCITS). The suggested changes to the two legal acts aimed to enhance the regulatory and supervisory 
framework for investment funds and to contribute to the stability of the financial system, notably by provid-
ing a macroprudential tool that limits leverage in alternative investment funds (AIFs). As the ESRB pointed 
out in its letter to the European Parliament, “the AIFMD has contributed and by establishing reporting require-
ments that allow the ESRB and supervisory authorities to monitor systemic risks” and welcomed the above men-
tioned proposal that should “increase the availability of liquidity management tools for fund managers, helping 
them to deal with redemption pressures when market liquidity becomes stressed, and the proposal to establish a 
harmonised reporting framework for UCITS and UCITS management companies”. 

Nevertheless, the above mentioned letter from the ESRB draws attention to three areas which remain un-
addressed, according to the ESRB, and where EU co-legislators could take opportunity to further enhance 
the proposal made by the Commission: 

https://multimedia.europarl.europa.eu/en/webstreaming/committee-on-economic-and-monetary-affairs_20220516-1545-COMMITTEE-ECON
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021PC0721
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A52021PC0721
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0399
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0399
https://www.esrb.europa.eu/pub/pdf/other/esrb.letter220323_on__review_aifmd_to_EU_Parliament%7E92ed43585d.en.pdf?facf1f68e50615a800024951a580e3d4
https://www.esrb.europa.eu/pub/pdf/other/esrb.letter220323_on__review_aifmd_to_EU_Parliament%7E92ed43585d.en.pdf?facf1f68e50615a800024951a580e3d4
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• “Addressing liquidity mismatches in open-ended AIFs remains a priority: AIFs can engage in signifi-
cant liquidity transformation when they invest in assets that are inherently less liquid (e.g. real estate, 
unlisted securities, loans and other alternative assets) while offering frequent redemption opportunities 
to investors. When faced with significant redemption pressures during periods of financial market tur-
moil, such AIFs can contribute to strong market falls, causing negative externalities in the financial sys-
tem. In addition to the proposals presented by the European Commission,1 the ESRB proposes that ESMA 
be given the power to draw up a list of inherently less liquid assets. Furthermore, the ESRB also proposes 
that managers of open-ended AIFs investing in such assets be required to demonstrate that they can 
follow their investment strategy in all foreseeable market conditions.  

• Access to data for monitoring systemic risk is needed in order to enhance the work of macropru-
dential authorities: The ESRB monitors the investment fund sector in order to see how it could contrib-
ute to a build-up of systemic risk and develop appropriate policy responses if needed. However, a lack of 
access to data could affect the ESRB’s ability to monitor and help address risks to financial stability relat-
ing to the investment fund sector – as the European Court of Auditors recently acknowledged.2 In addi-
tion to the proposals presented by the European Commission, the ESRB proposes establishing data-shar-
ing arrangements, as well as high-frequency reporting in crisis situations, for the benefit of all authorities 
with macroprudential mandates (including the ESRB).  

• More guidance is needed on the use of macroprudential leverage limits: Investment funds’ use of 
leverage can contribute to procyclicality and a build-up of systemic risk. This can materialise via fire sales, 
which can, in turn, amplify market movements, especially when combined with other structural vulner-
abilities of investment funds (such as significant liquidity transformation). In line with the ESRB’s recom-
mendation of 2017, ESMA has published guidance on addressing leverage risks in the AIF sector.3 In ad-
dition to the proposals presented by the European Commission, the ESRB calls for further clarification 
regarding the operationalisation of leverage limits”. 

Developments regarding the AIMFD file can be followed here.  

1.2. Regarding Solvency II review 

In September 2021, the European Commission proposed amendments to the Directive on the taking-up and 
pursuit of the business of Insurance and Reinsurance (Solvency II). In its letter to the European Parliament, 
the ESRB pointed out elements required to fully close existing gaps in Solvency II: 

• “Solvency risks that arise from the low levels of interest rates and volatile capital markets. Failing to 
address these risks will result in solvency ratios being overstated, leading to fragile insurers with a 
higher risk of failure. The application of a more market-based method for deriving risk-free discount 
rates for insurers, which sets the last liquid point for the euro to 30 years and extends the convergence 
period from the last liquid point to the ultimate forward rate from 40 years to 100 years, is an important 
tool with which to address this risk.  

• Risks from distributions, such as dividends or share buy-backs, can lead to a depletion of capital and 
insurers might try to conserve capital elsewhere by de-risking. Such de-risking strategies can amplify 
exceptional market-wide shocks. As distributions are also used as a signal of strength to the market, 

                                                             
1 Namely, the requirement that at least one additional liquidity management tool is employed and loan-originating funds adopt a 
closed-ended structure if originated loans exceed 60% of their net asset value. 
2 See “Investment funds: EU actions have not yet created a true single market benefiting investors”, Special Report 04/2022, Euro-
pean Court of Auditors, 21 February 2022. 
3 See “Guidelines on Article 25 of Directive 2011/61/EU – Final Report”, ESMA, 17 December 2020. 

https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2021/0376(COD)&l=en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0581
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021PC0581
https://www.esrb.europa.eu/pub/pdf/other/esrb.letter220323_on__review_aifmd_to_EU_Parliament%7E92ed43585d.en.pdf?facf1f68e50615a800024951a580e3d4
https://www.eca.europa.eu/Lists/ECADocuments/SR22_04/SR_SM-for-Invest-Funds_EN.pdf
https://www.esma.europa.eu/sites/default/files/library/esma34-32-552_final_report_guidelines_on_article_25_aifmd.pdf
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they could undermine the relative position of more prudent insurers, which may become stigmatised. 
Reflecting this, supervisors need powers to restrict distributions market-wide in exceptional circum-
stances 4. 

• Risks from mortgage lending are closely related to real estate risks, and insurers in certain European 
countries invest up to 14% of their total assets in mortgage loans.5 Despite continuing concerns about 
rising real estate prices in the European Union 6, insurers in many countries may engage in mortgage 
lending by applying lower capital requirements than banks ... [The ESRB welcomes] the intention of the 
European Commission to better align the prudential treatment of mortgage loans in Solvency II with 
the credit risk framework for the banking sector.7 However, the provisions for borrower-based measures 
for mortgage lending that apply independently of which part of the financial sector provides a loan are 
lacking. These measures are important to address the risks of residential real estate bubbles and rising 
foreclosures when the bubbles burst.  

• Risks from procyclical investment behaviour can arise when insurers are forced to sell commonly 
held or correlated assets during times of stress. During the market turmoil in March 2020, insurance 
supervisors in some countries resorted to the existing transitional measures to smooth the impact of 
the sharp falls in asset prices. These measures, however, were not designed for this purpose, and this is 
problematic, as they will continue to provide capital relief for the next ten years. Improving existing 
mechanisms in Solvency II, including by making the countercyclical mechanism more symmetric, is 
therefore important”. 

Developments regarding Solvency II Directive can be found here.  

2. Risks in housing markets 

2.1. Housing price developments 

And, as it was highlighted by the European Commission, “After the global financial crisis, housing prices un-
derwent a significant downward correction in a number of Member States ... in some countries coupled with 
broader adjustment in the banking sector ... House prices started to recover in a majority of euro area countries 
as the economic recovery was consolidating after 2013, mainly on the back of growing household incomes and 
increased confidence ... As the housing market recovery gained momentum in a number of Member States, such 
dynamics were increasingly monitored from an economic surveillance viewpoint”. Since 2016, ESRB issued a 
number of warnings and recommendations addressed to certain Member States, signalling the build-up of 
medium-term vulnerabilities related to housing prices, credit dynamics as well as housing affordability (also 
see Section 2.4). 

To quickly recap, housing prices have reached a peak around early-to-mid 2008, before the outbreak of a 
crisis late 2008 - early 2009, known as great financial crisis. In the coming years after this crisis, housing prices 
have declined up to approximately 50% in cumulative terms in some of the Member States from their high-
est point observed (this lowest point for most of the EU Member States were in 2013). Afterwards, given the 
low or even negative interest rates, favourable financing conditions and recovering economic activity in all 
the EU Member States, housing prices also picked up driven by the growth of underlying fundaments. The 

                                                             
4 See also Statement on dividends distribution and variable remuneration policies in the context of COVID-19, EIOPA, April 2020; 
Recommendation of the ESRB on restriction of distributions during the COVID-19 pandemic (ESRB/2020/7), ESRB, May 2020. 
5 See EIOPA Insurance Statistics, reporting template S.06.02 solo, Q2 2021. 
6 See for example ESRB, 2019, Follow-up report on countries that received ESRB warnings in 2016 on medium-term vulnerabilities 
in the residential real estate sector. 
7 See Communication from the Commission to the European Parliament and the Council on the review of the EU prudential frame-
work for insurers and reinsurers in the context of the EU’s post pandemic recovery, COM (2021) 580 final. 

https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2021/0295(COD)&l=en
https://ec.europa.eu/info/sites/default/files/economy-finance/dp147_en_0.pdf
https://www.esrb.europa.eu/mppa/warnings/html/index.en.html
https://www.esrb.europa.eu/mppa/recommendations/html/index.en.html
https://www.eiopa.europa.eu/sites/default/files/publications/statement-on-dividend-distribution-april2020.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation200608_on_restriction_of_distributions_during_the_COVID-19_pandemic_2%7Ef4cdad4ec1.en.pdf
https://www.eiopa.europa.eu/tools-and-data/statistics-and-risk-dashboards/insurance-statistics_en
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report190923_follow_up_warnings_2016%7Ee3886b6173.en.pdf?35871a054445d60ab4c82dfc829cf78f
https://www.esrb.europa.eu/pub/pdf/reports/esrb.report190923_follow_up_warnings_2016%7Ee3886b6173.en.pdf?35871a054445d60ab4c82dfc829cf78f
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021DC0580
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:52021DC0580
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same period of 2013-2020 has been marked by low levels of inflation (with a slightly higher inflation rates 
observed in 2017-2018, when EU inflation rate was 1.7% and 1.9% respectively and only a handful of Mem-
ber States observed inflation levels above 2.0%). 

COVID-19 pandemic outbreak has clouded house price growth prospects as the uncertainty combined with 
negative impact of employment prospects weighted it down. Nevertheless, “accumulation of household sav-
ings, governmental income support programmes, expansionary fiscal policies and loosening of monetary and 
macro-prudential policies ... together with supply-side restrictions could be the reasons why house prices has not 
decreased after the COVID-19 shock as originally expected, but ... even increased” (see Figure 1).  

Figure 1: House price index development (2010=100)8 

 
Source: EGOV based on Eurostat. 

Based on the Eurostat data, “In the fourth quarter of 2021, house prices ... rose by 9.4% in the euro area and by 
10.0% in the EU compared with the same quarter of the previous year. This is the highest annual increase for the 
euro area since 2005 when house prices started to be collected, and since the fourth quarter of 2006 for the EU ... 
Among the Member States for which data are available, fifteen showed an annual increase in house prices in the 
fourth quarter of 2021 of more than 10%. Prices fell only in Cyprus (-5.3%). The highest increases were recorded 
in Czechia (+25.8%), Estonia (+20.4%) and Lithuania (+19.8%)”. 

As it was pointed out by the Bank of International Settlements (BIS), “Housing market developments during 
the pandemic have been unusual in several respects. Over the last four decades, in past recessions, downturns 
were typically followed by a moderate fall in nominal house prices ... In the pandemic period through end-2021, 
there was not even a temporary dip ... The unusual housing market developments since the pandemic began 
have important policy implications. While shifting demand patterns explain some of the house price increases,  
there are also signs of overheating that pose downside risks ... Managing this transition is far from easy, 
especially when downside risks to growth are on the rise” (own emphasis). 

                                                             
8 Time stamps for the house price index comparison were chosen subjectively by EGOV to reflect (i) the approximate highest level 
of house prices before the great financial crisis (2008 Q2 was chosen as most of the EU Member States - data not available for IT, AT, 
PL and RO - recorded highest house price index); (ii) the approximate lowest level of house prices, following the Commission sug-
gestion, 2013 Q1 was chosen; (iii) 2019 Q4 was chosen to reflect pre-pandemic outbreak house price levels; and (iv) 2021 Q4 is the 
latest data available for all the Member States. 

https://ec.europa.eu/eurostat/databrowser/bookmark/36fe85ed-ebee-4c60-b23e-732d0812a06b?lang=en
https://appsso.eurostat.ec.europa.eu/nui/show.do?query=BOOKMARK_DS-304230_QID_496CECD_UID_-3F171EB0&layout=TIME,C,X,0;GEO,L,Y,0;PURCHASE,L,Z,0;UNIT,L,Z,1;INDICATORS,C,Z,2;&zSelection=DS-304230UNIT,I10_Q;DS-304230INDICATORS,OBS_FLAG;DS-304230PURCHASE,TOTAL;&rankName1=UNIT_1_2_-1_2&rankName2=INDICATORS_1_2_-1_2&rankName3=PURCHASE_1_2_-1_2&rankName4=TIME_1_0_0_0&rankName5=GEO_1_2_0_1&sortC=ASC_-1_FIRST&rStp=&cStp=&rDCh=&cDCh=&rDM=true&cDM=true&footnes=false&empty=false&wai=false&time_mode=NONE&time_most_recent=false&lang=EN&cfo=%23%23%23%2C%23%23%23.%23%23%23
https://ec.europa.eu/eurostat/documents/2995521/14442500/2-08042022-AP-EN.pdf/56c097b3-45fc-91e8-df59-2a65c6f6a835?t=1649348800816
https://www.bis.org/publ/bisbull50.pdf
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2.2. Are housing prices really overvalued? 

A number of methodologies are used to assess whether current market housing prices are in line with eco-
nomic fundamentals. As the Commission points out, “in a nutshell, actual house prices need to be compared 
with appropriate benchmarks capturing the effect of fundamentals” to be able to judge whether the housing 
prices are “likely to evolve over stable trajectories, or rather whether they can become subject to considerable 
adjustment, involves a number of difficulties, as it is the case for asset prices in general”. 

Different benchmarks build on different concepts of “house price equilibrium” and each of the benchmarks 
contributes to shaping the views on valuation gaps. Benchmarks providing complementary information are:  

• “The price-to-income ratio provides insights into whether housing is becoming less affordable by com-
paring changes in the house price index to that of households' gross disposable income per capita. The 
ratio helps to identify potential risks of corrections. A sustained rise of the ratio can result in houses be-
coming increasingly unaffordable, possibly reflecting a mismatch between housing supply and demand, 
and leading at some stage to downward pressure on house prices. 

• The price-to-rent ratio allows assessing whether the price of owning a property is becoming expensive 
compared to renting. The comparison of current price-to-rent ratio to its long-term average provides an 
assessment of the yield that investors can expect from housing investment. An increase in the ratio will 
induce agents to rent rather than to buy while a decrease will encourage them to buy instead, which will 
tend to bring the price-to-rent ratio back in line with its long-term average. 

• Model-based benchmarks based on multivariate regression analysis permit to take into account the 
simultaneous impact of various fundamental drivers of house prices. These drivers can include popula-
tion, real disposable income per capita, real housing investment and real long-term interest rates. The 
benchmarks are obtained as the predictions from these empirical models”.  

The Commission analysis, based on a synthetic indicator of valuation gaps incorporating the above men-
tioned benchmarks, conclude that “overvaluation was widespread before the global financial crisis, while cur-
rently cases of overvaluation are less common and generally more moderate ... as of 2020 ... several countries 
where house prices underwent considerable downward corrections still display evidence of undervaluation (e.g.,  
Cyprus, Estonia, Lithuania, Italy, Ireland). The most evident overvaluations are observed in countries where 
the downward adjustment in prices has been moderate or nearly absent and where prices have grown very dy-
namically in the recent years, outpacing both income growth and rent growth (Luxemburg, Austria, France, 
Germany, Portugal). Whereas there are more countries moving into the overvaluation territory in the last 
years (e.g. Slovakia, the Netherlands), a number of countries exhibit broadly “fair” valuations (Slovenia, Greece, 
Estonia, Finland)” (own emphasis). 

The European Central Bank (ECB) also developed a model-based tool helping to detect residential property 
price misalignments from the fundamentals (methodology here and here). Based on the latest ECB estima-
tions, “House price and lending dynamics have been much stronger in many of the countries with pre-existing 
vulnerabilities. House prices have generally risen more in countries which had stretched valuations prior to the 
pandemic ... resulting in further increases in estimated overvaluation. Coupled with higher mortgage lending 
growth in some countries where households face higher debt levels .., the risks of a price correction and the 
build-up of vulnerabilities appear unevenly spread across euro area countries. Particularly notable are 
developments in countries that had already received a warning or recommendation from the European 
Systemic Risk Board (ESRB). This has strengthened the case for considering activating further macroprudential 
policy measures ... Lending standards like loan-to-income and loan-to-value ratios had eased prior to the pan-
demic and there is some indication that they have eased further, adding to concerns about household and bank 
resilience going forward”. 

https://ec.europa.eu/info/sites/default/files/economy-finance/dp147_en_0.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/financialstabilityreview201106en.pdf
https://www.ecb.europa.eu/pub/pdf/other/financialstabilityreview201511.en.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202111%7E8b0aebc817.en.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202111%7E8b0aebc817.en.pdf
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Figure 2: Valuation gaps for housing prices in euro-area countries (composite indicator) 

 
Source: European Commission. 
Notes: The valuation analysis is based on an average of three metrics: (i) affordability gap (price-to-income deviation with respect to 
its long-term average); (ii) dividend gap (price-to-rent deviation from its long-term average); and (iii) estimates of deviations of house  
prices from equilibrium values justified by housing demand and supply fundamentals (see Philiponnet and Turrini, 2017). 

Figure 3: Estimates of house price overvaluation have been rising alongside prices, particularly for some 
countries 

 
Source: ECB. 

A direct cross-country comparison of valuation gaps is only meaningful if the gaps are assessed with the 
same methodology, and if the input data quality (e.g. length of the time series, representative and informa-
tive) is good enough, a reason why some valuation gaps should be read with caution. 

2.3. Are there risks relating to housing credit and borrowers’ ability to service their debts? 

A key question from a financial stability point of view is what impact changes in the housing markets can 
have on households, more whether some households will see difficulties to service mortgage rates. 

https://ec.europa.eu/info/sites/default/files/economy-finance/dp147_en_0.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202111%7E8b0aebc817.en.pdf
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In November 2021, the ECB suggested that financial constraints 
of households in the euro area do not show vulnerabilities, as 
“households’ debt servicing capacity being bolstered by lower inter-
est payments and a high savings rate9 as household income was 
shielded by government support throughout the pandemic and 
containment measures limited spending opportunities. In addition, 
financing conditions and credit provision have remained favoura-
ble”. Nevertheless, private debt growth trend was also observed 
in the euro area both in 2020 and 2021. According to the latest 
ECB Bank Lending Survey (BLS), “banks reported a continued in-
crease in demand for housing loans in the first quarter of 2022 .., in 
line with the dynamic housing loan flows in the first two months of 
2022 ... the positive net contribution of housing market prospects to 
loan demand decreased further compared with previous quarters,  
pointing to potential vulnerabilities”. 

However, in light of the current developments sparked by the 
Russian invasion of Ukraine, leading to a surge in energy and 
food prices as well as higher interest rates and high levels of in-
flation, the ECB noted that the war in Ukraine has prompted a 
sharp deterioration in consumer sentiment. As lower-income 
households spend a relatively larger share of their income on en-
ergy and food-related items (see Figure 4 below), the ECB finds 
in the Financial Stability Review of May 2022 that “Inflation weighs on real household incomes and may have 
a disproportionate effect on both lower-income households and those with weaker debt servicing capacity”, also 
noting that “ While the impact of rising interest rates on aggregate household indebtedness and interest pay-
ments may be limited [...], some households’ debt servicing capacity could suffer” (own emphasis). 

2.4. ESRB Warning and Recommendations regarding housing market - compliance assessment 

Since establishment of the ESRB in 2012, the following countries have received warnings and recommenda-
tions identifying “medium-term vulnerabilities in the residential real estate sector ... as a source of systemic risk 
to financial stability, which may have the potential for serious negative consequences for the real economy”. 

Austria (warning in 2016, recommendation in 2021), Belgium (warning in 2016, recommendation in 2019), 
Denmark (warning in 2016, recommendation in 2019), Finland (warning in 2016, recommendation in 2019), 
Luxembourg (warning in 2016, recommendation in 2019), the Netherlands (warning in 2016, recommen-
dation in 2019), Sweden (warning in 2016, recommendation in 2019), Czech Republic (2019), Germany 
(warning in 2019, recommendation in 2021), France (2019), Bulgaria (2021), Croatia (2021), Hungary 
(2021), Lichtenstein (2021), Slovakia (2021)10. 

                                                             
9 Even though the ECB warns that the saving level observed is at a record high and considerably enhances households’ resilience, 
these savings are unevenly distributed and may limit any additional boost to consumption. 
10 Also, in 2016 the ESRB published recommendation (amended in 2019) urging national macroprudential authorities to monitor 
risks arising from both residential and commercial real estate and to start collecting relevant information for monitoring purposes. 

Figure 4: Monthly income spent on en-
ergy and food, by income bucket 

 
Source: ECB Financial Stability Review May 2022 

https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202111%7E8b0aebc817.en.pdf
https://www.ecb.europa.eu/stats/ecb_surveys/bank_lending_survey/html/ecb.blssurvey2021q4%7E43deabc06e.en.html#toc10
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_AT_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/220211_ESRB_DE_recommendation%7E1ffaaee3f0.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_BG_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_be_recommandation%7E2cb5134896.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_DK_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_dk_recommandation%7E85f24c864d.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_FI_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_fi_recommandation%7E60d62c4314.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_LU_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_lu_recommandation%7E6577fe0f0d.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_NL_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_nl_recommandation%7Ededbe77acd.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/161128_ESRB_SE_warning.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190923_se_recommandation%7Ea11003ac8e.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_cz_warning%7Ebd479e5cb1.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_de_warning%7E6e31e93446.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/220211_ESRB_DE_recommendation%7E1ffaaee3f0.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning190923_fr_warning%7E48c2ad6df4.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_bg%7Ef7b93707f7.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_hr%7Ede0c87d337.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_hu%7Ed4cf8ca643.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_li%7E02eb89580d.en.pdf
https://www.esrb.europa.eu/pub/pdf/warnings/esrb.warning220211_sk%7E3202facca9.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/ESRB_2016_14.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.recommendation190819_ESRB_2019-3%7E6690e1fbd3.en.pdf
https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202205%7Ef207f46ea0.en.pdf
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Figure 5: Residential real estate price, mortgage lending growth and household indebtedness by country 
(percentages) 

 
Note: latest available data are shown, RRE price growth and household debt-to-GDP ratio refer to Q4 2021 and mortgage lending 
growth refers to Q1 2022. Horizontal and vertical red lines indicate the euro area aggregate. The bubble size indicates the size of the 
household debt-to-GDP ratio. 
Source: ECB. 

Table 1: Overall findings of compliance assessment 

 
Notes: The table presents the overall grade for each recommendation or sub-recommendation. BBMs stands for borrower-base d 
measures, e.g. Loan-to-Income and Loan-to-Value limits. FC (dark green) stands for “fully compliant”, LC (light green) for “largely 
compliant”, PC (orange) for “partially compliant”, MNC (red) for “materially non-compliant”, NC (dark red) for “non-compliant”. “-“  
(grey) indicates that the assessment was not carried out. Source: ESRB. 

https://www.ecb.europa.eu/pub/pdf/fsr/ecb.fsr202111%7E8b0aebc817.en.pdf
https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.Country-specific_Recommendations202201%7E816f54bbf7.en.pdf


 IPOL | Economic Governance Support Unit 
 

PE 689.467 9 

In February 2022 the ESRB published a report assessing compliance of the country-specific Recommenda-
tions issued to six Member States in 2019 (namely, Belgium Denmark, Luxembourg, the Netherlands, Finland 
and Sweden) or explanation for non-action with the Recommendation. Based on the analysis, the ESRB con-
cluded, that “overall, only one of the six EU Member States was assessed as “fully compliant”, while three 
were assessed as “largely compliant” and two as “partially compliant”. The level of compliance must be 
viewed against the fact that, for a total of 19 sub-recommendations, 14 actions were taken by the addressees. In 
the remaining five cases, the addressees did not take any action”. As the ESRB pointed out, two of the cases 
where no action was taken were sufficiently explained and therefore received a final assessment grade of 
“fully compliant” (see Table 1 above).  

Overall, only Luxembourg was assessed as “fully compliant” with the ESRB Recommendation; Belgium, Den-
mark and Sweden were assessed as “largely compliant”; while Finland and the Netherlands received an as-
sessment as being only “partially compliant”. 

Despite some positive developments, the ESRB pointed out that based on its analysis, “vulnerabilities have 
remained elevated in all the countries that received the ESRB recommendations. House prices continued in-
creasing in most cases, or even accelerating, resulting in an unchanged or stronger overvaluation of 
house prices. Consequently, there were signs of house price overvaluation in a majority of the countries” (own 
emphasis). Considering that the situation has in most cases not improved or even become worse, one might 
question why the ESRB recommendations do not unfold a larger impact. 

3. Macroprudential policy framework review 
The global COVID-19 pandemic outbreak resulted in most of the EU countries relaxing a broad range of 
tools, aimed at providing banks with room to continue lending to firms and households. National macro-
prudential authorities in a number of Member States fully or partially released accumulated countercyclical 
capital buffers (Czech Republic, France, Ireland, Lithuania, Sweden, Slovakia) and/or revoked previously an-
nounced CCyB activations (Belgium, Bulgaria, Germany, Denmark). Furthermore, some Member States have 
also reduced or delayed introduction of the systemic risk buffer (SyRB) (Estonia, Finland, Hungary, Nether-
lands, Poland) and/or the other systemically important institutions buffer (O-SII) (Finland, Hungary, Nether-
lands). Also, a number of authorities postponed the phase in or introduction of previously announced 
measures (Cyprus, Greece, Lithuania, Portugal, Netherlands)11.  

The ECB noted that the “limited build-up of releasable capital before the crisis has, however, somewhat ham-
pered the ability of macroprudential authorities to act countercyclically”, with negative implications for macro-
financial stabilisation. Also, countries that have not introduced macroprudential policy measures and accu-
mulated capital buffers before the pandemic crisis, due to inconvenient timing and pressure on the banking 
system at a later stage, possibly allowed a build-up of real estate related risks (namely, by not introducing 
borrower-based measures (BBMs)), which are assessing the creditworthiness of the borrower themselves 

Researchers at the ECB who performed a micro-econometric analysis that was published in November 2021 
furthermore found “that the banks that had limited capital space above regulatory buffers adjusted their bal-
ance sheets by reducing lending which could be interpreted as an attempt to defend capital ratios. This suggests 
that they were unwilling to use capital buffers.” One may argue that that finding questions the fundamental 
logic of building prudential buffers that can be “released” in times of crisis, if those freed from the obligation 
to hold such buffers do not follow-up (the EP had already early in the pandemic mandated a study about 
whether the relaxation of capital and liquidity buffers worked in practice, that study by Matyunina and 
Ongena was published in October 2020). 

                                                             
11 For more information on macroprudential policy response to the COVID-19 outbreak here and here, as well as on macroprudential 
policy framework and tools see dedicated EGOV briefings here and here. 

https://www.esrb.europa.eu/pub/pdf/recommendations/esrb.Country-specific_Recommendations202201%7E816f54bbf7.en.pdf
https://www.ecb.europa.eu/pub/financial-stability/macroprudential-bulletin/html/ecb.mpbu202010_4%7E0cbde97c95.en.html#toc1
https://www.ecb.europa.eu/pub/financial-stability/fsr/special/html/ecb.fsrart202111_01%7E111d31fca7.en.html
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651374/IPOL_IDA(2020)651374_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651374/IPOL_IDA(2020)651374_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645712/IPOL_BRI(2020)645712_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2021/689430/IPOL_BRI(2021)689430_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645701/IPOL_BRI(2020)645701_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/645702/IPOL_BRI(2020)645702_EN.pdf
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The Commission has launched a consultation (from 30 November 2021 to 18 March 2022) in order to get 
feedback on how EU’s macroprudential framework for the banking sector could be improved in the view of 
the legislative review mandated by Article of 13 of Regulation (EU) No 575/2013, as amended by Regulation 
(EU) 2019/876 (also known as Capital Requirement Regulation or shortly CRR). In addition to this, the Com-
mission has invited the ESRB, the ECB and the EBA to respond to its Call for Advice. 

All three institutions have agreed in their analysis, that “the macroprudential toolkit contributed to resilience, 
even though it was used unevenly across the EU. Those Member States which had built up releasable buffers used 
them – at least partially – for macroprudential loosening during the COVID-19 crisis. In most, though, credit insti-
tutions made limited use of the capital freed up by micro- and macroprudential loosening. Reasons include a 
limited need to absorb losses due to monetary and fiscal support for the economy, fear of market stigma, uncer-
tainty about future losses, muted demand from creditworthy borrowers, overlapping capital requirements and 
other factors, among them expected supervisory action to restore capital. Nevertheless, empirical evidence sug-
gests capital relief measures were effective in supporting credit supply during the pandemic”. 

All of the three institutions have proposed similar way to improve the macroprudential policy framework 
moving forward, which are summarised below based on the responses to the Call for Advice: 

• The EU macroprudential policy framework should be simplified and made more efficient, it must foster 
prompt and decisive policy action, as well as avoid inaction bias. One of the fields were such simplifica-
tion should take place is “a clear allocation of responsibilities, powers and a close cooperation between all 
authorities involved in microprudential and macroprudential policy”.  

• Gaps in the macroprudential policy toolkit should be closed. All the above mentioned institutions high-
light that there is a need for more consistent, forward-looking and actively countercyclical use of macro-
prudential instruments. As it was earlier mentioned, before the COVID-19 outbreak, macroprudential 
buffers were unevenly used and accumulated across the EU. The EBA suggested that in cooperation with 
the ESRB it should develop “common methodologies covering both the identification ... and the setting of 
buffer rates, which should ensure further harmonisation, while allowing specific features of national banking 
systems to be considered ... such methodolog[ies] would have the advantage of not constraining jurisdictions 
that consider a higher rate, while still ensuring minimum degree of harmonisation, help avoid inaction bias 
and strengthen Single Market” (this suggestion was supported by the ECB as well).  

• Another conclusion was that capital buffers are only fully usable if they can be depleted without breach-
ing parallel minimum requirements, i.e. the Leverage Ratio or the Minimum Requirement for own funds 
and Eligible Liabilities (MREL), and that any overlap must be avoided  

• Regarding the input and output floors introduced to reduce excessive variability of risk-weighted assets 
by internal models, all institutions concluded that it is too early to draw conclusions on the interaction 
with macroprudential measures. 

• As regards borrower-based measures, the EU legal framework should ensure minimum level of harmoni-
sation in line with the principles of subsidiarity and proportionality, while calibration and application of 
these measures should remain at national level. 

• All the institutions agreed that the framework should be applicable to all entities carrying out the same 
type of financial activities (such as BigTechs and FinTechs) to prevent regulatory arbitrage and transfer-
ring of risks to other participants of the system (so-called activity based regulation).  

• Relating to the previous point and given the growing importance of cyber risks, the ESRB advocates that 
macroprudential mandate needs to be extended to cyber resilience (also see Section 4).  

https://ec.europa.eu/info/consultations/finance-2021-banking-macroprudential-framework_en
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02013R0575-20210930
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A02013R0575-20210930
https://www.esrb.europa.eu/pub/pdf/reports/esrb.reviewmacropruframework.220331%7E65e86a81aa.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.responsetothecallforadvice%7E547f97d27c.en.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Other%20publications/2022/1031866/EBA%20advice%20on%20the%20review%20of%20the%20macroprudential%20framework.pdf
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Macroprudential policy could also aim to increase the resilience of credit institutions to climate-related risks. Nev-
ertheless, the EBA highlighted that “given that work on defining and integrating environmental risks at the idiosyn-
cratic level is still ongoing, it is difficult to propose at this stage how and where the systemic aspects of such risks could 
be addressed”. In addition to the above, looking ahead, the ESRB identifies three pivotal structural vulnerabilitie s 
that may affect the banking system and where changes in the macroprudential policy framework could be used 
to address potential systemic risk accumulation: 

• “First, banks need to embrace digital transformation while ensuring long-term resilience to cyber threats ... the 
banking system may be more exposed to cyber threats as a result of digitalisation”.  

• “Second, non-bank financial institutions such FinTech and BigTech will become increasingly important com-
petitors in providing financing for the real economy ... In the absence of a developed micro- and macro pru-
dential framework for non-banks (including new providers), however, it may lead to an unlevel playing field”.   

• “Third, climate change may imply a number of vulnerabilities for banks ... potentially leading to higher direct 
and indirect losses for all financial institutions, including banks. At the same time, transition risks may occur 
when moving away from carbon-intensive activities ... [that] could pose a risk to financial stability”. 

4. Cyber risks 
Following the outbreak of the pandemic and even more so after Russia’s invasion of Ukraine, the global 
economic and financial market backdrop changed profoundly, particularly when it comes to cyber risks. 
According to the Global Financial Stability Report of the International Monetary Fund (IMF) of April 2022, 
“cyberattacks have become a first-order concern for financial institutions and policymakers alike ... cyberattacks 
intensified in the weeks preceding the current war. The coordination of attacks disrupting banks’ online services 
with text message (SMS) disinformation campaigns, as observed in Ukraine, increases this risk. Cyberattacks led 
by private actors have also been reported against Russian institutions, which may further escalate tensions on 
both sides ... As cyber risks rise globally, operational costs have increased across industries, with the potential for 
significant economic loss in various countries ... these factors can operate as shock amplifiers and, in some cases,  
lead to severe market disruptions”. 

The IMF highlights that stepping up international efforts to prevent and deter attackers would reduce the 
threat at its source. 

Figure 6: Decentralised finance related cyberattacks (millions of USD, left panel) and cumulative abnormal 
returns after attacks (%, right panel) 

 
Note: DeFi = Decentralised Finance. 
Source: IMF. 

https://www.imf.org/en/Publications/GFSR/Issues/2022/04/19/global-financial-stability-report-april-2022
https://www.imf.org/en/Publications/GFSR/Issues/2022/04/19/global-financial-stability-report-april-2022
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Despite a number of both global and European initiatives12, various sources identify the following vulnera-
bilities relating to cyber resilience: 

• The FSB concluded in their latest report, that “fragmentation exists across sectors and jurisdictions in 
the scope of what should be reported for a cyber incident; methodologies to measure severity and impact 
of an incident; timeframes for reporting cyber incidents; and how cyber incident information is used. This sub-
jects financial institutions that operate across borders or sectors to multiple reporting requirements for one 
cyber incident. At the same time, financial authorities receive heterogeneous information for a given incident,  
which could undermine a financial institution’s response and recovery actions. This underscores a need to ad-
dress constraints in information-sharing among financial authorities and financial institutions”. 

• In a similar vein, the ESRB points out, that “of particular importance is the need to overcome the risk to 
financial stability stemming from a coordination failure during the response to an incident. A cyber inci-
dent’s scale, speed and propagation call for a swift response from firms and financial authorities in order to 
preserve financial stability. Financial authorities in the EU need to coordinate among themselves, at global 
level and with parties that they do not usually interact with, such as cyber authorities. The risk of a coordina-
tion failure by authorities also exists”. To address this issue, the ESRB has suggested to establish a pan-
European systemic cyber incident coordination framework to mitigate the risk of coordination failure.  

• Also, to enable macroprudential authorities to address the systemic component of both cyber and finan-
cial risk stemming from cyber incidents, the ESRB suggest to expand the scope of macroprudential policy 
and enhance the capacity of the toolkit to be able to develop needed mitigating safeguards. Cyber secu-
rity risk requires continued focus on operational resilience and is at the heart of the upcoming Digital 
Operational Resilience Act (DORA) and the Directive on measures for a high common level of cybersecu-
rity across the EU (NIS2). Keeping in mind the specificities and implementations of those two legal acts 
“macroprudential policy can build on and complement the existing microprudential and oversight regulatory 
framework on cyber resilience by addressing the systemic component of cyber risk”. 

                                                             
12 Just to name few examples, there is already a specific institution in place to deal with cyber risks of pan-European Financial Infra-
structures, as of June 2017 - the Euro Cyber Resilience Board (ECRB) - that was established under the auspices of the ECB. It is a forum 
aiming to (i) raise awareness of the topic of cyber resilience; (ii) catalyse joint initiatives to develop effective solutions for the market; 
and (iii) provide a place to share best practices and foster trust and collaboration. It was the ECRB that in February 2020 launched 
the Cyber Information and Intelligence Sharing Initiative (CIISI-EU) – a community of public and private entities, among those Eu-
rope’s largest financial infrastructures, payment transaction providers and stock exchanges –with the objective “to protect the finan-
cial system by preventing, detecting and responding to cyberattacks; to facilitate the sharing of information, intelligence and best practices 
between financial infrastructures; [and] to raise awareness of cybersecurity threats”. Similarly, on a global level, the FSB is also continu-
ously working on enhancing the operational and cyber resilience. 

Disclaimer and copyright. The opinions expressed in this document are the sole responsibility of the authors and do not necessarily represent 
the official position of the European Parliament. Reproduction and translation for non-commercial purposes are authorised, provided the 
source is acknowledged and the European Parliament is given prior notice and sent a copy. © European Union, 2022.  
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This document is available on the internet at: www.europarl.europa.eu/supporting-analyses 

 
 

https://www.fsb.org/wp-content/uploads/P191021.pdf
https://www.esrb.europa.eu/pub/pdf/reports/esrb.SystemiCyberRisk.220127%7Eb6655fa027.en.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Other%20publications/2022/1031866/EBA%20advice%20on%20the%20review%20of%20the%20macroprudential%20framework.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Other%20publications/2022/1031866/EBA%20advice%20on%20the%20review%20of%20the%20macroprudential%20framework.pdf
https://www.ecb.europa.eu/paym/groups/euro-cyber-board/html/index.en.html
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr200227_1%7E062992656b.en.html
https://www.fsb.org/wp-content/uploads/P310322.pdf
mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
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