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Foreword

The improvement in financial and market conditions over the past twelve months has been fostered 
to no small extent by several strong policy commitments. In the Eurosystem, in particular, the 
August  2012 announcement of the Outright Monetary Transactions (OMT) programme, through 
which – under specific conditions – the ECB could purchase, on the secondary market, government 
bonds issued by member countries, dramatically turned the financial markets around. This important 
measure has complemented other more structural decisions aiming, on the one hand, to improve 
the economic and fiscal governance in the EU and, on the other hand, to develop the present 
European monetary union into a true banking union.

To gain the full benefit of the positive dynamic generated by the new single supervisory mechanism, 
the ambitious timetable fixed for implementing that mechanism will have to be strictly followed. 
Moreover, the future supervision structure to be set up by the ECB will have to be backed by 
common or harmonised frameworks for bank resolution and deposit guarantee schemes.

The fulfilment of these two conditions will go a long way towards strengthening EMU by preventing 
any further fragmentation of the single market and curbing negative feedback loops between 
sovereigns and their banks. However, to restore long-term stability on financial markets, remaining 
macro-economic imbalances and excessive financial leverage still need to be corrected.

Ample liquidity support from the ECB contributes to this objective by easing funding conditions on 
financial markets and limiting the consequences of the weak EU macro-economic outlook. While 
low interest rates are an essential macro-financial policy response, over a long period of time they 
may have some negative side effects. This is especially the case for life insurance companies, which 
are finding it increasingly difficult to service the relatively high rates of return guaranteed to many 
policyholders. Even though the covering assets of both life and non-life insurance contracts in 
Belgium often have a well-laddered maturity profile, with a significant proportion of bonds with 
coupon rates still reflecting the capital market conditions prevailing several years ago, insurance 
companies will face increasing reinvestment constraints in the coming years, should the current 
low interest rate environment persist over the medium term. This calls for careful treatment of 
the large unrealised capital gains on the insurance companies’ bond portfolio, which should not 
be used to enhance short-term payouts to policyholders or shareholders, but rather be seen as a 
buffer for the years ahead.

While banks are in a different position, as the duration of their liabilities is much shorter than in 
the insurance sector and, on average, shorter than the duration of their assets, the present low 
level of interest rates is exerting pressure on profitability. Most notably, interest income earned on 
cheap sight deposits has recently been strongly compressed by the decrease in market interest rates. 

Luc Coene 

Governor
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This difficult operating environment requires banks to carefully consider their business model and, in 
particular, to keep a close watch on their operating expenses.

At the same time, Belgian banks have to resist the temptation to boost their profits by an excessive 
search for yield. The danger that they could pursue such an objective by venturing into new risky 
products seems relatively remote at present. On the contrary, having learned from recent bad 
experiences, most large Belgian financial institutions have reverted to their traditional business of 
intermediation with their domestic customers. But this familiar customer base is not risk-free.

On the mortgage market, the low interest rate environment and various fiscal incentives continue 
to support activities, but lenders have to be aware of the increasing vulnerability of borrowers in 
a context of mounting unemployment and high property market valuations. In this context, the 
Bank keeps recommending credit institutions to apply cautious criteria for granting new loans. In 
the corporate sector, the number of bankruptcies has recently been rising. Faced with deteriorating 
credit quality, banks could be induced to restructure some of their loans. While a certain degree 
of forbearance could be good policy, and could help some corporations to overcome temporary 
problems, it also tends to reduce the transparency of banks’ balance sheets.

Moreover, the Belgian financial sector has to cope with growing international pressure to increase 
harmonisation in the assessment of risks and asset quality by individual institutions. Both the 
Basel Committee and the European Banking Authority have initiated benchmarking exercises for 
the calculation of systemic banks’ risk-weighted assets. The purpose is to detect to what extent 
divergences in capital charges for credit risks, as calculated by individual banks, genuinely reflect 
differences in portfolio quality and risks, or may be driven by heterogeneous parameter calibration 
and modelling practices. At the same time, in anticipation of the start-up of the single supervisory 
mechanism, the ECB wants to proceed to an extended assessment of bank balance sheets in 
order to get a comparative view of the resilience of the main institutions which will be part of the 
banking union. These large-scale exercises illustrate that the reforms introduced some years ago 
to standardise prudential regulation are now increasingly complemented by initiatives to reduce 
divergences in supervision. Such an alignment in the techniques and methodology applied for the 
supervision of individual credit institutions will represent one of the important benefits of the future 
single supervisory mechanism.

To better assess the preparedness of the financial sector and the adequacy of the prudential policy 
in anticipation of the future banking union, the Belgian authorities can refer to the external opinion 
expressed by the IMF in conclusion of the Financial Sector Assessment Program (FSAP) that it recently 
conducted in Belgium. This assessment had two main components.

The first reviewed the resilience of Belgian financial institutions on the basis of various indicators 
and analyses similar to the ones presented in the Financial Stability Overview which introduces this 
FSR. This examination was backed by stress tests aimed at evaluating the sector’s capacity to face 
up to adverse macroeconomic shocks affecting economic growth, asset prices or interest rate levels, 
during a period when solvency and liquidity requirements will be progressively raised.

In the banking sector, the stress test results confirmed that the major restructuring efforts recently 
undertaken by the main Belgian groups allowed them to regain a sound liquidity position and 
to rebuild their solvency. Nevertheless, there remain significant differences between the various 
institutions, and the gradual shift to Basel III rules will require a major effort to adapt. The 
introduction of new capital requirements will be even more challenging for the insurance sector. 
While the exact calibration of the new Solvency II rules is not yet known, it is evident that, should 
an – admittedly – very strict version of these rules be applied in the form of a full market-consistent 
valuation of all balance-sheet items, the capital ratios would be pushed much lower than the 
comfortable level currently recorded under Solvency I.
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The second part of the FSAP consisted in a quality assessment of the procedures applied in Belgium 
for prudential regulation and supervision, crisis management and the conduct of macroprudential 
policy, in the light of the prevailing international standards and best practices. The IMF noted the 
major progress achieved since the previous FSAP, and the very high level of compliance with the 
Basel Core Principles and the Insurance Core Principles respectively. Nevertheless, among other 
things, it also recommended making stress testing a routine tool in prudential techniques, speeding 
up the ongoing business model review of the main Belgian financial institutions, developing a more 
explicit supervision framework for conglomerates, and requesting recovery and resolution plans for 
all domestic systemically important firms. These various recommendations are reflected in the Bank’s 
action plan in order to further enhance the stability of the Belgian financial system.

Brussels, May 2013
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Executive summary

1.  Financial Stability Overview

1.1  Operating environment

Conditions in global financial markets have improved con‑
siderably since the previous issue of the Financial Stability 
Review in June 2012. Yet, the operating environment for 
the Belgian banking and insurance sector remains quite 
challenging, against the background of weak economic 
growth and very low interest rates. This weak macro‑
economic environment is a direct offshoot of the global 
financial crisis that started almost six years ago and con‑
tributed to a sharp deterioration in advanced economies’ 
general government fiscal balances and public debt levels.

Faced with a dangerous feedback loop between deteriorat‑
ing macroeconomic prospects and threats to financial stabil‑
ity, central banks lowered monetary policy rates to rock-bot‑
tom levels and provided large amounts of liquidity support 
to financial institutions and financial markets, contributing 
to a sharp expansion of their balance sheets. In this con‑
text, risk-free interest rates in the major currency areas fell 
to historically low levels. In the euro area, German 10-year 
Bund yields dropped again below 1.25 % during April 2013 
on the back of investor concerns over the pace of economic 
growth in the euro area and political uncertainty in Italy, 
following a period of heightened risk aversion in the wake 
of the decision to bail-in depositors in the recapitalisation 
of the Cypriot banking system. In comparison with earlier 
financial crises in Ireland, Portugal, Greece or Spain, the spill-
over of the crisis in Cyprus to other euro area countries was 
nonetheless contained, not reversing the major reduction in 
sovereign bond yields of peripheral countries that has been 
witnessed since the third quarter of 2012.

This reversal of market sentiment towards peripheral 
euro area countries reflected a number of factors. New 

parliamentary elections in Greece in June 2012 resulted in 
the formation of a coalition government that eased fears 
of the country leaving the single currency, opening the 
way for the conclusion, five months later, of an adjusted 
EU/IMF programme and the release of a long overdue 
tranche of financial support. As the events in Greece in 
the first half of 2012 had fuelled financial market partici‑
pants’ perceptions of significant tail risks in the euro area 
and additional capital outflows from peripheral countries, 
policy measures were taken to address such perceived 
tail risks. One of these was the commitment by Heads of 
State at the end of June to complete the monetary union, 
in particular by creating a banking union through the 
establishment of a single supervisory mechanism and of 
harmonised or common frameworks for bank resolution 
and deposit guarantees. The ECB President’s statement in 
a speech on 26 July that “within our mandate, the ECB is 
ready to do whatever it takes to preserve the euro” was 
also a major game-changer in the eyes of financial mar‑
kets. It was followed by a significant decline in peripheral 
government bond yields that continued after the ECB 
Governing Council unveiled, in September, the modalities 
for undertaking Outright Monetary Transactions (OMTs) in 
secondary markets for sovereign bonds in the euro area. 
The measures taken by the Spanish government to ad‑
dress the severe problems in its domestic banking sector 
– as a result of the bursting of a bubble in the residential 
and commercial real estate markets – eventually also 
contributed to an easing of investor concerns during the 
period under review.

The significant decline in the government bond yields of 
the peripheral euro area countries and the renewed ac‑
cess of the Irish and Portuguese debt agencies to private 
funding markets in the period under review would not 
have been possible without the progress that several 
countries made in tackling the imbalances in their econo‑
mies and financial sectors. In many countries, this process 
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of substantial structural adjustments is, however, far from 
complete and will result in a further running down of 
debts in the private and financial sector, weighing on eco‑
nomic growth in the coming quarters. The recent period 
has indeed been characterised by a significant divergence 
in growth performance between the core euro area coun‑
tries and the non-core euro area countries.

Notwithstanding the overall weak economic growth in 
the euro area, share prices and corporate bond prices 
recovered strongly during the period under review, as the 
combination of abundant liquidity with very low yields 
on government bonds contributed to a significant search 
for yield by investors. This increased appetite for risky 
assets contributed to a reduction in the cost of funding 
for corporations using bonds or equity instruments to 
finance themselves. Rates on bank loans also declined, 
as a result of monetary policy measures, but they did 
not do so to the same degree in all countries of the euro 
area, due to the persistence of a quite strong correlation 
between banks’ funding costs and their home countries’ 
sovereign risk premiums. This also explains partly why sev‑
eral banking systems in the euro area periphery remained 
very dependent on ECB financing, while others, such as 
the Belgian banking sector, started repaying substantial 
amounts of LTRO-financing in the course of 2013.

Throughout the financial crisis, the Belgian banking sys‑
tem continued to play its role of key credit provider to 
the Belgian private sector, resulting in a further expan‑
sion of bank loans to Belgian non-financial corporations 
and households since 2007. This occurred at a time of 
a significant decline in the total assets of the Belgian 
banking system and confirms that Belgian banks have 
concentrated their deleveraging and restructuring actions 
on non-core assets and activities, rather than on cutbacks 
in credit provision in their core markets such as Belgium. 
Lending to Belgian households, in particular, has grown 
at a significant pace in recent years, contributing to a fur‑
ther rise in Belgian households’ indebtedness. Last year’s 
Financial Stability Review argued in this connection that a 
sizeable group of borrowers in recent mortgage loan vin‑
tages may have stretched their loan maturities, mortgage 
loan sizes and/or debt service ratios to levels that could 
entail a higher risk of future credit losses for banks, as 
compared to earlier vintages. In order to maintain the very 
high asset quality of the Belgian mortgage loan portfo‑
lios, it therefore called for greater vigilance over ongoing 
market developments and stricter monitoring of whether 
sufficiently conservative credit standards and adequate 
risk pricing were being applied to all new mortgage loans. 
The results of the Belgian bank lending survey and recent 
interviews with the main mortgage loan providers suggest 
that a selective tightening of credit standards in mortgage 

loan origination has taken place in recent quarters, with 
several banks reportedly tightening the conditions for 
loans with comparatively long maturities (more than 25 
years) and/or high loan-to-value ratios. So far, credit qual‑
ity indicators for Belgian households show no deteriora‑
tion in default rates for recent vintages of mortgage loans, 
in contrast to the observed rise in aggregate default rates 
on consumer loans, which are more sensitive to the state 
of the business cycle. Weak economic growth in Belgium 
has also resulted in a further rise in the number of Belgian 
corporate bankruptcies.

1.2  Banking sector

This year’s Financial Stability Review again includes ample 
evidence of the major restructuring that the Belgian bank‑
ing sector has undertaken since the start of the global 
financial crisis almost six years ago.

In 2012, one-off operations and underlying business 
developments resulted in a further € 99  billion decline 
in the total assets of the Belgian banking sector. From 
almost € 1600  billion six years ago, the balance sheet 
of the Belgian credit institutions has thus come down to 
€ 1049 billion at the end of last year. In relation to nomi‑
nal GDP, this amount of total assets is comparable to what 
was observed in the first half of the 1990s, and is there‑
fore well below the peaks reached before the start of the 
global financial crisis. As already mentioned in the previ‑
ous section, this deleveraging took place without Belgian 
banks forfeiting their role as key credit providers in the 
Belgian economy. The resulting major geographical rebal‑
ancing of the loan portfolio has raised the share of loans 
consisting of advances to Belgian counterparties. A similar 
re-concentration on Belgian exposures took place in the 
portfolio of government bonds, as deliberate reductions 
in exposures on Greece, Ireland, Portugal, Spain and Italy 
– in the context of the euro area debt crisis – were offset 
by increased investments in Belgian government bonds. 
At the end of 2012, Belgian central government bonds 
accounted for almost half of the total public sector bonds 
held by the Belgian banking system.

The rebalancing of the Belgian banks’ business models 
towards more traditional activities was also confirmed 
by a further rise in the share of retail activities on both 
the asset and liability side of the balance sheet. On the 
asset side, the share of retail loans in total loans reached 
43 % at the end of last year, up from 28 % at the end 
of 2007. On the liability side of the balance sheet, this 
growing importance of retail customers in total banking 
activities took the form of greater reliance on retail fund‑
ing sources. In combination with the first issues of covered 
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bonds under the new Belgian covered bond framework 
(introduced by the Law of 3 August 2012) and substantial 
increases in the stock of unencumbered liquid assets on 
the asset side of the balance sheet, this rising share of 
retail funding led to a further improvement in the Belgian 
regulatory liquidity ratios in 2012. Regulatory solvency 
ratios – as defined under the current Basel 2.5 rules – also 
improved again last year, on the back of a further decline 
in risk-weighted assets. 

With a return on equity of only 3.0 % in 2012, the Belgian 
banking sector is nevertheless still facing major chal‑
lenges in overcoming the negative impact on profitability 
of the financial crisis and the associated restructuring of 
activities, in an operating environment characterised by 
weak economic growth and very low interest rates. In 
this connection, the accounts for 2012 clearly show the 
negative impact of the low interest rate environment on 
banks’ net interest income. This pressure on banks’ prin‑
cipal and most stable source of income is mainly due to 
the reduced margin that they can earn on some types of 
deposits (sight and saving accounts) and the gradual ero‑
sion of the average yield of assets, as maturing loans and 
bonds are reinvested at lower interest rates. In the case of 
the mortgage loan portfolios, this latter factor has been 
compounded by the significant amounts of loan refinanc‑
ing operations that have taken place in the recent period, 
as mortgage debtors took advantage of the relatively 
cheap refinancing option available under the mortgage 
loan regulation. Although the Belgian banks have offset 
these adverse developments to some extent by taking 
higher commercial margins on new loans, the overall net 
interest income of the Belgian banks declined in 2012 by 
€ 0.4 billion to € 13.6 billion.

In contrast to the decline in banks’ total operating income 
in 2012, operating expenses grew for the first time in 
four years to € 13.9 billion, on the back of higher staff 
costs and overheads. The resulting marked increase in the 
cost-to-income ratio – from 67.3 % in 2011 to 73.4 % 
in 2012  – puts Belgium among the European banking 
systems with the highest average cost-to-income ratios 
during the last three years. In response, all major credit 
institutions have announced cost-saving programmes, 
and these are likely to be an important element of banks’ 
transition towards new sustainable business models in an 
environment that is fundamentally different from several 
years ago. Yet, due to major changes in regulation and 
the decision by Belgian banks to scale down and refo‑
cus on a mature banking market, questions about the 
adequacy of current cost structures and business models 
are likely to remain centre-stage in the period ahead, es‑
pecially if the adverse effects of very low interest rates and 
weak economic growth were to prove more persistent 

than currently expected. A return to sufficient profitability 
will nonetheless be crucial in order to restore banks to a 
more resilient standalone position, as retained earnings 
will allow them to boost their common equity and con‑
verge towards the Basel III solvency rules, which are more 
stringent than the current standards.

1.3  Insurance sector

The Belgian insurance sector returned to a high level of 
profitability in 2012, following several years of low net 
profits or even losses. The net result of the sector came 
to € 2.6 billion, while in 2011, a loss of € 0.9 billion was 
posted. The main reason for this positive development was 
a significant increase in the net income from financial in‑
vestments, which— in the life, non-life and non-technical 
accounts taken together – grew from € 4.0 billion in 2011 
to € 11.7  billion in 2012. While impairments on Greek 
and other peripheral government bonds had a major 
impact on net investment income in 2011, Belgian insur‑
ance companies appear to have booked mainly positive 
adjustments on the book value of financial assets last year, 
on the back of increases in government bond prices and 
recovering equity markets.

Non-life insurance activities confirmed their resilience to 
the financial crisis in 2012, with premiums up by 3.7 % 
and the combined ratio stabilising at close to 100 %. This 
combined ratio relates the total cost of claims plus operat‑
ing expenses to net premium income, and is an inverted 
measure of the profitability of the underlying insurance 
underwriting activities.

Life insurance premiums also increased in 2012, rising by 
a considerable 10.7 % to € 20.7 billion. This is the highest 
level since 2007, and follows several years during which 
life insurance premiums were below € 20 billion per year. 
The comparatively strong premiums in 2012 seem to be 
related to growth in mutual fund-like class 23 contracts, 
but the biggest factor is most likely the anticipation by 
households of the tax increase (from 1.1 % to 2 %) on 
premiums paid for class 21 and class 23 contracts as from 
1 January 2013. Taking into account this one-off and 
temporary effect, underlying demand for life insurance 
products in 2012 may thus not have recovered from the 
weakness witnessed in recent years, which mainly affect‑
ed individual (rather than group) life insurance policies. 
This fall in demand was probably caused to a significant 
extent by the financial crisis, as households displayed a 
stronger preference for liquidity in their savings, and banc
assurance groups opted to channel household savings 
into banking products rather than life insurance contracts. 
Another important factor weighing on the demand for 
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individual life insurance policies concerned the low yields 
offered by these medium- to long-term saving contracts 
as a result of the low interest rate environment. This also 
seems to be confirmed by the available, albeit partial, 
information on surrender rates, showing that in recent 
years, in an increasing percentage of cases, when class 21 
life insurance contracts arrive at maturity, policyhold‑
ers have renewed them only partially, or let them lapse.  
A persistence of the low interest environment may thus 
weigh on the new volumes of life insurance products 
that Belgian insurance companies will be able to sell, and 
eventually on their profitability, if cost structures are not 
adapted to the reduced business volume.

The outstanding amount of life insurance policies offer‑
ing guaranteed rates of return, and the level of these 
guaranteed rates, are particularly important risk param‑
eters for insurance companies when the interest rates on 
risk-free investments are at very low levels. The Belgian 
insurance sector has large amounts of contracts offering 
high guaranteed rates of return for policyholders. These 
liabilities are to a significant extent the legacy of contracts 
concluded a long time ago, in most cases guaranteeing 
these rates of return on future premiums as well. Analysis 
of the data broken down by contract for the situation as 
at the end of 2011 reveals that contracts concluded in the 
past and still offering a guaranteed return of more than 
4.5 % amounted to € 31.7 billion, or around 20 % of the 
inventory reserves. Most of those contracts (€ 30.5 billion) 
offered a nominal return of 4.75 %, the legal maximum 
for that type of contract up to June 1999. With reserves of 
€ 35.3 and € 11.8 billion, contracts offering a guaranteed 
return of respectively 3.25 % and 3.75 % also account for 
large amounts of life insurance liabilities with guaranteed 
rates of return. The liabilities in these two categories 
include most of the class 21 group insurance contracts, 
because insurance companies, spurred on by competition, 
tended to offer in these group insurance policies a guar‑
anteed rate of return that was in line with the minimum 
rates that companies sponsoring group insurance policies 
have to guarantee on employer (3.25 %) and employee 
(3.75 %) contributions according to the law on the sup‑
plementary pension system. Most of the recent increases 
in life insurance reserves concern policies with a lower 
guaranteed rate of return, including a large number of 
policies providing only a capital guarantee (while offering 
a larger range of profit-sharing rates and mechanisms).

The same data can also be analysed by company rather 
than by contract. It focuses on the average guaranteed 
rate of return offered by each individual insurance compa‑
ny, taking all its class 21 life insurance contracts together. 
The results of this analysis confirm that, for some years 
now, insurance companies have adapted to the lower 

interest rate environment by offering contracts more in 
line with market conditions, resulting in a decline in the 
average guaranteed rates of return. At the end of 2011, 
around 83 % of the class 21 inventory reserves were held 
by insurance companies offering an average guaranteed 
return of 3.25 % or lower, whereas in 2005, no company 
had an average guaranteed rate of return lower than 
3.5 %.

At the end of 2011, the average guaranteed rate of re‑
turn on class 21 contracts amounted to 3.17 %, down 
from 3.22 % at the end of 2010 and 4.5 % at the end of 
1999. Preliminary figures for the year 2012 indicate an 
annual return on investments covering these policies of 
4.6 %, reversing the negative gap between the return on 
investments and the average guaranteed rate of return 
on liabilities that had emerged in 2011, when the return 
on investments was only 2.8 %. In the period 1999-2011, 
the average net investment return amounted to 5.1 %. 
This period included three years during which the annual 
return on investments was lower than the prevailing aver‑
age guaranteed rate of return on the outstanding con‑
tracts. Yet, even if one disregards these exceptional years, 
the trend in investment returns is clearly downward, in 
line with the overall development in Belgian government 
bond yields. Another article in this Financial Stability 
Review (see section 2.1) concludes in this connection that 
in coming years Belgian insurance companies may have 
to reinvest significant amounts of maturing AAA- and 
AA‑rated bonds at yields that may be lower than the 
maturing coupon rates if the current low interest rate 
environment were to persist. Against this background, the 
Bank calls for a careful treatment of the large unrealised 
capital gains on the insurance companies’ bond portfolio, 
which should not be used to enhance short-term payouts 
to policyholders or shareholders, but rather be seen as 
a (high-coupon) buffer for the years ahead, should the 
current low interest rate environment persist over the 
medium term.

1.4  �Main results of the Financial Sector 
Assessment Program for Belgium

At the end of 2012 and the beginning of 2013, Belgium 
underwent a thorough assessment of its financial system 
by the IMF, the detailed results of which are available on 
the IMF website.

The assessment included two main elements.

The first concerns an analysis of the soundness of the 
financial system as a whole. This covered a review of the 
main structural factors and risk developments that could 
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affect financial stability, as well as the conduct of stress 
tests. The stress tests showed that, on average, the capital 
position of banks is sound, the sector as a whole manag‑
ing to maintain its capital above the minimum capital re‑
quirements under two adverse macroeconomic scenarios 
over the period 2013-2017, despite an erosion of the 
capital base resulting mainly from sovereign haircuts and 
the impact of forthcoming regulatory changes (Basel III). 
The stress tests on insurance companies showed that this 
sector is fairly resistant to various shocks under the current 
regulatory regime (Solvency I), but that it would be sig‑
nificantly affected by a shift to a more market-consistent 
valuation of the balance sheet, particularly given the bal‑
ance sheet structure – dominated by sovereign bonds – 
and the significant legacy of life insurance contracts with 
high guaranteed rates.

The second element of the FSAP gauged the quality of the 
regulation and supervision of banks, insurance compa‑
nies, market infrastructures and financial markets, starting 
from the Belgian supervisory authorities’ self-assessments 
of compliance with relevant international standards. The 
IMF found a high level of compliance and noted major 
progress in the supervision of banks and insurance com‑
panies since the previous FSAP mission, in a context of 
financial crisis and the introduction of the Twin Peaks 
supervisory model. The recommendations that were made 
for further improvement related among other things to 
supervisory procedures, the supervision of financial con‑
glomerates and the framework for crisis management and 
bank resolution.

2.  Thematic articles

2.1  �Review of the Belgian insurance sector’s 
government bond portfolio

A major part of the total assets of Belgian insurance 
companies is composed of investments in fixed-income 
instruments issued by public sector entities, which in‑
clude central and local government authorities, as well 
as international public institutions. The article reviews the 
composition and main features of this public sector bond 
portfolio as at the end of 2012. It is based on an analysis 
that linked detailed information on the individual financial 
securities included in the public sector bond portfolio with 
data on the ratings of the individual bonds and their issu‑
ance date, maturity date, coupon rate, currency, etc., as 
available in the Bloomberg information system.

By mapping the maturity profile and coupon rates of pub‑
lic sector bonds, the article shows that, in coming years, 

Belgian insurance companies may have to reinvest signifi‑
cant amounts of maturing AAA- and AA-rated bonds at 
yields lower than the maturing coupon rates if the cur‑
rent low interest rate environment were to persist. Given 
the stock of life insurance contracts with relatively high 
guaranteed rates of return, this potential for a significant, 
albeit gradual, materialisation of reinvestment risks over 
time in a low interest rate environment could have a ma‑
jor impact on the performance of the Belgian insurance 
sector in the future. However, a complete assessment of 
the impact of the low interest rate environment on the 
Belgian insurance sector was well beyond the scope of 
this article, as it covered only some elements of the multi-
faceted challenges which insurance companies face as a 
result of the low interest rate environment ; that makes it 
difficult to draw general conclusions. The other missing 
elements include analyses of the assets other than public 
bonds in the insurance companies’ covering assets (in par‑
ticular corporate bonds), and other essential aspects and 
nuances of the asset and liability management of insur‑
ance companies (e.g. the matching techniques applied). 
It must also be remembered that the average guaranteed 
rate on life insurance contracts can change over time, due 
to new life insurance policies issued at lower guaranteed 
rates of return and/or increased surrender rates, and that 
insurance companies may opt for changes in asset alloca‑
tion due to the low interest rate environment.

2.2  �Loans to non-financial corporations : 
what can we learn from credit condition 
surveys ?

Bank lending is an important determinant of economic 
growth in Belgium and in Europe. While credit growth 
generally makes a positive contribution to economic 
growth, excessive credit growth and the rapid build-up of 
leverage in the economy may generate systemic risks to 
financial stability. One question that arises with respect to 
credit cycles is whether changes in bank lending are driv‑
en by supply or demand. Shocks to the supply of and the 
demand for credit can have different effects on economic 
activity and therefore require different policy responses.

Information from credit condition surveys may be useful 
in this regard, as the surveys reflect market participants’ 
views on prevailing credit conditions and standards. 
In particular, bank lending surveys typically ask banks 
whether they have recently changed their credit standards 
and whether they have recently experienced a change 
in the demand for credit. Similar information on credit 
conditions may be obtained from surveys targeting the 
demand side of credit, such as non-financial corporations. 
Hence, credit condition surveys can provide policymakers 
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with information on the underlying determinants of credit 
dynamics and may also serve as a separate (early warning) 
indicator of the financial cycle.

Using results from a survey addressed to banks (the euro 
area Bank Lending Survey, BLS), this article considers the 
relationship between loan growth and survey responses 
on supply standards and demand for credit in Belgium. 
In particular, we aim to answer the question whether 
the BLS indicators are reliable (leading) indicators of the 
growth rate of loans to non-financial corporations (NFCs) 
in Belgium. The article also uses information on NFCs’ 
views on credit standards and their future investment 
decisions from the Bank survey on credit conditions, in 
order to provide a check on the information content of 
the BLS answers.

The main findings can be summarised as follows. First, 
the pattern of both aggregate NFC loan growth and the 
BLS supply and demand indicators in Belgium is similar to 
that of their counterparts at the euro area level. Second, 
concerning the relationship between NFC loan growth 
and the BLS indicators in Belgium, there is evidence of 
BLS indicators containing leading information on NFC loan 
growth. A third finding is the need for caution in draw‑
ing strong conclusions from the BLS indicators (e.g., on 
demand versus supply driving credit growth), as the esti‑
mated information content of the BLS indicators crucially 
depends on the model specification. Finally, preliminary 
results on the basis of credit condition and credit demand 
indicators derived from the Bank survey on credit condi‑
tions, addressed to Belgian firms, provides additional, ten‑
tative support for the potential forward-looking properties 
of information from credit condition surveys.

2.3  �Overview of the NBB’s oversight 
and supervision of financial market 
infrastructures in 2012

The Bank is in charge of both the oversight of post-trade 
financial market infrastructures (FMIs) and the prudential 
supervision of the institutions that operate them, aiming 
to ensure their soundness and efficiency. The standards 
applicable to FMIs were reinforced as the CPSS and IOSCO 
published their Principles for FMIs in April 2012. While 
FMIs face enhanced risk management requirements, 
the market environment leads to a repositioning of the 
various actors, including FMI users. These developments 
require the attention of the overseer and the prudential 
supervisor.

As a lead overseer, and together with the Group of Ten 
central banks, the Bank conducts the oversight of SWIFT, 

a key messaging provider for securities and payment 
systems. From 2012 onwards, with the establishment of 
the SWIFT Oversight Forum, information regarding the 
SWIFT oversight is also being shared with a wider group 
of central banks.

The Bank oversees payment service operators. It moni‑
tored the Belgian Centre for the Exchange and Clearing 
and its migration to the French technical platform STET. 
It oversees the Bancontact-MisterCash debit card scheme 
and acts as the lead overseer of MasterCard Europe, and it 
monitored their preparations to become SEPA compliant. 
Also, the Bank granted authorisation to several payment 
institutions that started operating in 2012.

The Bank acts as the overseer and the prudential supervi‑
sor with respect to three Euroclear group entities. It moni‑
tored the reliability of the securities settlement platforms 
operated by ESA, the Euroclear group’s parent company, 
with attention to its protection against cyber crime. It as‑
sessed the ICSD Euroclear Bank against the CPSS-IOSCO 
Principles for FMIs and paid particular attention to the 
ICAAP process. It monitored the decision of Euroclear 
Belgium (CIK) to join the T2S-project and its development 
of issuer services. As for the NBB-SSS system, operated by 
the Bank itself, the overseer gave attention to the ongo‑
ing implementation of the first phase of its T2S-project. 
Finally, the Bank oversees and supervises the Bank of New 
York Mellon Group entities. The group started a new CSD 
in Belgium, BNY Mellon CSD, that was licensed at the 
end of 2012. The Bank also supervised the consolidation 
of the group’s European entities into the credit institution 
Bank of New York Mellon SA/NV.

2.4  �Assessment of Euroclear Bank against 
the CPSS-IOSCO Principles for Financial 
Market Infrastructures

In 2012, the Bank assessed Euroclear Bank (EB) against 
the new CPSS-IOSCO Principles for Financial Market 
Infrastructures (PFMIs). Compared to the previous inter‑
national standards, the PFMIs – covering all aspects relat‑
ing to market infrastructures, from general organisation, 
credit, liquidity and operational risk management and set‑
tlement to market links, efficiency and transparency – have 
introduced new principles and reinforced existing ones.

In general, Euroclear Bank complies with the new 
Principles, operates its settlement system in a safe and 
efficient manner, and contributes to financial stability. 
Notwithstanding EB’s risk management arrangements 
that are – in general – adequate, the Bank identified three 
weaknesses that should be addressed within a defined 
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time limit ; that resulted in a score of broadly observed for 
the three relevant Principles. A first weakness was identi‑
fied in EB’s credit risk management, which is in general 
robust (as EB’s credit exposures in the settlement process 
are fully collateralised as a rule). However, the way EB cur‑
rently processes most income and redemption payments 
does not guarantee compliance with the PFMIs. In the 
meantime, EB has agreed an action plan with the Bank 

to ensure compliance. A second weakness is the lack of 
daily reconciliation for all securities balances (for some 
balances, a daily reconciliation is performed ; for others, 
the reconciliation is performed on a monthly basis). The 
last issue relates to a new Principle concerning tiered par‑
ticipation arrangements. EB has not yet developed a for‑
mal process for analysing the impact of their participants’ 
underlying clients.
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Financial Stability Overview

1.  Operating environment

Conditions in global financial markets have improved con‑
siderably since the previous issue of the Financial Stability 
Review in June 2012, but the operating environment for 
the Belgian banking and insurance sector remains quite 
challenging, against the background of weak economic 
growth and very low interest rates. This weak macro‑
economic environment is a direct offshoot of the global 
financial crisis that started almost six years ago. That crisis 
caused severe turbulence in the global financial system 
and large cumulative losses in economic output, which 

both contributed to a sharp deterioration in advanced 
economies’ general government fiscal balances and public 
debt levels. According to estimates by the International 
Monetary Fund, between the end of 2007 and the end of 
2012, public debt levels in the advanced economies rose 
by more than 35 percentage points of these economies’ 
combined GDP, while the average fiscal deficit peaked at 
almost 9 % of GDP in 2009 before declining to below 6 % 
of GDP in 2012 (Chart 1). 

Faced with a dangerous feedback loop between de‑
teriorating macroeconomic prospects and threaths to 
financial stability, central banks lowered monetary policy 
rates to rock-bottom levels and provided large amounts 
of liquidity support to financial institutions and financial 
markets, contributing to a sharp expansion of their bal‑
ance sheets. In this context, risk-free interest rates in the 
major currency areas dropped to historically low levels, 
with US, German and Japanese ten-year government 
bonds yielding respectively 1.8 %, 1.3 % and 0.6 % at 
the time when this report was finalised. In April, German 
10-year Bund yields had even dropped below 1.25 % on 
the back of investor concerns over the pace of economic 
growth in the euro area and major political uncertainty 
in Italy, following a period of heightened risk aversion 
in the wake of the decision to bail-in depositors in the 
recapitalisation of the Cypriot banking system. In com‑
parison with earlier financial crises in Ireland, Portugal, 
Greece or Spain, the spill-over of the crisis in Cyprus to 
other euro area countries was nonetheless contained, 
not reversing the major reduction in sovereign bond 
yields of peripheral countries that has been witnessed 
since the third quarter of 2012 (Chart 2). This reversal of 
market sentiment towards peripheral euro area countries 
reflected a number of factors. 

In June 2012, yields on many peripheral government 
bonds were still very high as a result of investor anxiety 

Chart  1	 General government fiscal balances and 
public debt in the advanced economies
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over banking and public sector debt problems in Spain, 
and market speculation over a possible exit of Greece 
from the euro area. The Greek parliamentary elections 
in May  2012 had resulted in political deadlock, adding 
to the delays in the adoption of policy measures needed 
to address the major imbalances in the Greek economy. 
The new parliamentary elections in Greece on 17  June 
resulted in the formation of a coalition government that 
eased fears of the country leaving the single currency and 
led to a gradual narrowing of the spread between Greek 
and German government bonds. Five months later, credi‑
tor countries and the new Greek government reached fi‑
nal agreement on an adjusted EU / IMF programme, which 
included lower and later payments on Greece’s official 
debt, transfer to Athens of profits on the Eurosystem’s 
holdings of Greek government bonds, and plans for a 
private sector debt buy-back. The conclusion of more than 
€ 10 billion of additional spending cuts by the Greek gov‑
ernment then opened the way for the release of a long 
overdue tranche of financial support which had been put 
on hold following previous policy slippage. 

The events in Greece in the first half of 2012 had fuelled 
financial market participants’ perceptions of significant 
tail risks in the euro area, leading to additional capital 

outflows from peripheral countries and declines in pe‑
ripheral banking systems’ deposits. These developments 
in turn triggered additional policy measures that aimed 
to address such perceived tail risks. One of these policy 
responses was the commitment by Heads of State at the 
end of June to take further steps to complete the mon‑
etary union, in particular the decision to create a banking 
union through the establishment of a single supervi‑
sory mechanism and harmonised or common frameworks 
for bank resolution and deposit guarantees. The ECB 
President’s statement in a speech on 26 July that “within 
our mandate, the ECB is ready to do whatever it takes 
to preserve the euro” was also a major game-changer 
in the eyes of financial markets. It was followed by a 
significant decline in peripheral government bond yields 
that continued after the ECB Governing Council unveiled, 
in September, the modalities for undertaking Outright 
Monetary Transactions (OMTs) in secondary markets for 
sovereign bonds in the euro area. This new framework 
was aimed at safeguarding the monetary policy trans‑
mission mechanism in all countries of the euro area by 
enabling the central bank to address severe distortions in 
government bond markets originating from unfounded 
fears on the part of investors concerning the reversibility 
of the euro. The programme involves the possibility for 

Chart  2	 Ten-year government bond yields in the euro area
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the ECB to undertake discretionary sterilised purchases of 
short-term sovereign bonds under certain conditions, and 

is subject to a prior request by the respective country’s 
government for international assistance via the EFSF / ESM. 

The measures taken by the Spanish government to ad‑
dress the severe problems in its domestic banking sector 
– as a result of the bursting of a bubble in the residential 
and commercial real estate markets – eventually also 
contributed to an easing of investor concerns during the 
period under review. These measures included the under‑
taking of an independent review of the asset quality and 
recapitalisation needs of Spanish banks, the setting up 
of a bad bank to take over from banks large amounts of 
non-performing loans, and the recapitalisation of banks 
by a state-funded agency. Many of the funds to be used 
for the recapitalisation for the banks were, however, ob‑
tained from the ESM that, in December 2012, disbursed 
to the Spanish government a loan of € 41 billion in order 
to help finance the recapitalisation and restructuring of its 
banking system. 

The significant decline in the government bond yields of 
the peripheral euro area countries and the renewed access 
of the Irish and Portuguese debt agencies to private fund‑
ing markets in the period under review would not have 
been possible without the progress that several countries 
have made in tackling the imbalances in their economies 
and financial sectors. However, in many countries, this 
process of important structural adjustments is far from 
complete and will result in a further running down of 

Chart  3	 GDP at constant prices
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Chart  4	 Stock markets
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debts in the private and financial sector, weighing on 
economic growth in the coming quarters. As shown in 
Chart 3, the recent period has indeed been characterised 
by a significant divergence in growth performance be‑
tween the core and the non-core euro area countries. This 
tiered growth performance has resulted in generally weak 
economic growth in the euro area and a relatively weaker 
performance by European share prices as compared to US 
stock markets (Chart 4). 

In the US, the major stock market indices erased the losses 
they had sustained during the financial crisis on the back 
of a continuing, moderate domestic economic recovery. 
However, stock markets worldwide also benefited from 
investors’ reactions to the prospect of a continuation of 
highly accommodative monetary policies in the major 
currency areas, leading to substantial funds being re-
allocated to stock market investments. The abundant 
liquidity combined with very low yields on government 
bonds also contributed to a significant search for yield by 
fixed-income investors, pushing down the risk premium 
on US high-yield bonds to the lowest levels since the start 
of the global financial crisis in 2007 (Chart 5).

The increased appetite for risky assets came in response 
to what investors perceived to be receding tail risks in the 
global economy and financial system. Yet, it was also in 
part one of the intended consequences of the unconven‑
tional monetary policies of the central banks, leading to a 
reduction in the cost of funding for debtors using corpo‑
rate bonds or equity instruments to finance themselves. 

Rates on bank loans also declined as a result of the 
monetary policy measures, but they did not do so to the 
same degree in all countries of the euro area. In the euro 
area countries, there was still a quite strong correlation 
between various countries’ sovereign borrowing costs 
and the banks’ funding costs (in terms of market funding 
or deposit rates), leading to increased differentiation in 
national bank loan rates across the monetary union. 

The close interaction between the financing costs of gov‑
ernments and financial institutions results in part from the 
substantial portfolios of government securities on banks’ 
balance sheets, often dominated by exposures to the 
home country. This exposes the banks to changes in the 
market value and liquidity of sovereign bonds, and sover‑
eign rating downgrades, affecting the quality and eligibil‑
ity of large amounts of collateral for use in banks’ external 
funding. Bank financing in the peripheral countries thus 
became more expensive or even impossible in private mar‑
kets, as a result of rising sovereign risk premiums. Banks’ 
access to unsecured funding markets was also affected by 
the declining market value of some government bonds, as 
potential lenders took account of these unrealised losses 
when assessing the solvency of their European debtors. 
In 2011, this contributed to a significant further increase 
in the average cost of European banks’ senior unsecured 
euro-denominated debt. 

The ECB responded to these heightened funding pres‑
sures by conducting two long-term refinancing opera‑
tions (LTRO) with a maturity of 3 years and full allotment 
(in December 2011 and February 2012). Around the 
same time, the European Banking Authority’s Board of 
Supervisors adopted a Recommendation on the creation 
of temporary capital buffers to restore market confi‑
dence, calling on national authorities to require 71 banks 
included in the sample to strengthen, if necessary, their 
capital buffers by the end of June 2012, by building up 
an exceptional and temporary capital buffer against sover‑
eign debt exposures to reflect market prices as at the end 
of September 2011. In addition, banks were required to 
establish an exceptional and temporary buffer such that 
the Core Tier 1 capital ratio reached a level of 9 % by the 
end of June 2012. This EU-wide recapitalisation exercise 
led to an increase in banks’ capital positions of more than 
€ 200  billion, € 116  billion of which was accounted for 
by the 27 banks with an initial capital shortfall. Together 
with the decline in sovereign risk premiums, this bank re‑
capitalisation contributed to the significant improvement 
in bank funding conditions in the past 12 months, allow‑
ing many banks to start repaying substantial amounts of 
LTRO-financing in the course of 2013. However, several 
banking systems in the euro area periphery remain very 
dependent on ECB financing. 

Chart  5	 US high-yield bond spread (1)
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Throughout the financial crisis, the Belgian banking 
system continued to play its role of key credit provider 
to the Belgian private sector, resulting in a further, and 

almost continuous, expansion of bank loans to Belgian 
non-financial corporations and households since 2005 
(Charts 6 and 7). This occurred at a time of a significant 

Chart  6	 Annual growth rate of bank loans to households and non-financial corporations (1)
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Chart  7	 Belgian banks’ loans to domestic households and non-financial corporations

(data corrected for securitisation operations, in € billion)
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decline in the total assets of the Belgian banking system, 
and confirms that Belgian banks have concentrated 
their deleveraging actions on non-core assets and activi‑
ties rather than on cutbacks in credit provision in their 
core markets such as Belgium (see also section 2 of this 
article). 

Chart  6 illustrates in this connection that, in Belgium, 
the growth rates of bank loans to households and non-
financial corporations have recently been higher than in 
the euro area as a whole. In the case of loans to non-
financial corporations, annual growth rates for the euro 
area are currently in negative territory, mainly as a result 
of declines in the amount of bank credit outstanding in 
the peripheral countries. In Belgium, the growth of loans 
to non-financial corporations remained positive in the 
second half of 2012 and the first quarter of 2013, even if 
the rates of growth have slowed to moderate levels. Yet, 
as shown in Chart 7, in the first three months of 2013, 
the quarterly net flow of Belgian bank loans to Belgian 
non-financial corporations exceeded by far the quarterly 
net flow of new loans to households, marking a reversal 
of trend as compared to the previous quarters, when the 
Belgian banks’ loans to Belgian households had shown 
much higher net quarterly growth volumes than the loans 
to Belgian non-financial corporations. 

The very dynamic bank lending to Belgian households in 
the years before 2013 has contributed to a significant 
rise in Belgian households’ indebtedness (Chart 8). While 
the resulting debt ratio of Belgian households (56.7 % 
of GDP) remains considerably lower than the euro area 
average (65.3 % of GDP), the gap between the two has 
fallen from 15 percentage points in 2005 to less than 
10 percentage points in 2012, as Belgian household in‑
debtedness rose more strongly during this period than in 
the other euro area countries. Between 2000 and 2005, 
the exact opposite had occurred, as lending booms in 
several euro area countries pushed up the euro area 
average, while the Belgian household debt ratio grew 
only slightly.

Last year’s Financial Stability Review included an arti‑
cle with an extensive analysis of developments in the 
Belgian residential mortgage loan market (“Review of 
the Belgian residential mortgage loan market”), on the 
basis of aggregate statistics and information collected 
through a quantitative survey of 16 Belgian banks’ do‑
mestic mortgage loan portfolios. It found that a sizeable 
group of borrowers in recent mortgage loan vintages 
may have stretched their loan maturities, mortgage 
loan sizes and / or debt service ratios to levels that could 
entail a higher risk of future credit losses for banks, as 
compared to earlier vintages, and therefore called for 
greater vigilance over ongoing market developments 
and stricter monitoring of whether sufficiently conserva‑
tive credit standards and adequate risk pricing were be‑
ing applied to all new mortgage loans, so as to maintain 
the very high asset quality of the Belgian mortgage loan 
portfolios. 

The Belgian bank lending survey and recent interviews 
with the main mortgage loan providers suggest that a 
selective tightening of credit standards in mortgage loan 
origination has taken place in recent quarters in many 
credit institutions. In particular, banks indicated to have 
tightened the conditions for loans with comparatively 
long maturities (more than 25 years) and / or compara‑
tively high loan-to-value ratios. The most recent available 
statistics on developments in the Belgian mortgage loan 
market seem to confirm some of these changes in credit 
policy. The statistics in the Central Credit Register for 
loans to households, for example, indicate that the share 
of new mortgage loans with an original maturity higher 
than 25 years has declined significantly in the first four 
months of 2013, relative to what was observed in the 
previous five years. Within the total new mortgage loans 
with an original maturity higher than 15 years, the share 
of loans with an original maturity higher than 25  years 
has indeed dropped to 1/4, against 1/3 on average in the 
period 2008-2012.

Chart  8	 Debt of Belgian households

(in € billion, unless otherwise stated)
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The selective tightening of conditions for loans with a 
higher risk profile also seems to have helped curb the 
growth of the average amount of new mortgage loans 
for the purchase of an existing house in the last quarter of 
2012 and the first quarter of 2013 (Chart 9). This average 
size of new mortgage loans for the puchase of an existing 
house, which had risen from less than € 100 000 in 2004 
to peak at almost € 140 000 in the third quarter of 2012, 
declined to slightly more than € 134 000 in the first three 
months of this year. Such a development would be con‑
sistent with the reported anecdotal evidence indicating a 
tightening of conditions for debtors’ access to loans with 
the highest loan-to-value ratios. 

Chart 9 also highlights the development of Belgian house 
prices since 1995, according to the house price index 
calculated by the Bank on the basis of data from FPS 
Economy. This house price index shows that the average 
house price increase moderated to 2.5 % last year, down 
from 3.1 % in 2011 and 5.4 % in 2010. The cumulative 
increases in the house price index over the past 10 and 15 
years nevertheless remain quite considerable, at respec‑
tively 86 % and 150 %. 

Box 1 provides some more information about the dif‑
ference between two main measures of the gross debt 
of Belgian non-financial corporations, which includes 
liabilities in the form of bank loans, corporate bonds and 
–  under its non-consolidated definition  – intercompany 

loans. It shows that the consolidated debt measure is 
significantly lower than the non-consolidated measure 
because it excludes the intra-sector debt, that is the credit 
obtained through loans and securities other than shares 
from affiliated or other companies inside Belgium. 

In recent quarters, a process of substitution between 
the various external funding sources in the financing of 
Belgian non-financial corporations has been going on, 
with firms –  essentially the largest ones  – turning more 
towards the issuance of fixed-interest securities and mak‑
ing less use of bank loans and share issues (Chart  10). 
Whereas firms had generally made little use of the bond 
market previously, this form of funding has clearly gained 
in importance over the past four years. From 2000 to 2008, 
non-financial corporations had issued bonds averaging an 
annual total of € 1.3 billion, whereas in 2012 they raised 
€ 5.3 billion in funding via this instrument, after having 
collected € 3 billion in the corresponding period of 2011. 
That popularity was underpinned by investors’ search for 
better yields than those on sovereign bonds. Moreover, 
in the post-crisis years, non-financial corporations made 
an effort to improve their balance sheet, and that may 
have led to a downward revision of the risks on corporate 
bonds, making them more attractive. The greater recourse 
to the financial markets is probably also attributable to 

Chart  9	 Developments in Belgian house prices and 
average amount of new mortgage loans

(in € thousand, unless otherwise stated)
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Chart  10	 Financing sources for Belgian non-
financial corporations
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the tightening of bank lending conditions, apart from the 
interest rates charged. 

As bank financing is still the main source of debt financing 
for small and medium-sized companies, SMEs probably 
have been impacted relatively more strongly by the tight‑
ening of lending criteria by the banks. In this connection, 
the results of the qualitative surveys polling banks and 
business leaders provide information that supplements 
the quantitative data and may explain the factors deter‑
mining the movement in bank lending to businesses (see 
also the related article in this Financial Stability Review). 
The surveys indicate that the deterioration of the econom‑
ic climate in 2012 and the first quarter of 2013 prompted 
banks to exercise caution and tighten their lending 
criteria. At the same time, this rather unfavourable envi‑
ronment also inhibited demand for bank loans, at least 
among large firms, which turned to other funding sources 
as described above. The slowdown in Belgian bank lend‑
ing to non-financial corporations to overall weak rates of 
growth, as shown in Chart 6, thus probably resulted from 
both supply and demand factors. 

The bank lending survey, conducted by the Eurosystem 
among banks, supplies qualitative information on move‑
ments in lending criteria and demand for bank loans from 
firms. If the results are regarded cumulatively over the re‑
cent quarters, the four large Belgian banks polled by that 
survey reported a tightening of their lending criteria on 
both loans to large firms and loans to SMEs. Conditions 
were tightened in 2012 especially for long-term loans 
for which the capital market offers an alternative. Since 
that option is generally less accessible to small firms, the 
latter are liable to have faced more difficult access to 
funding than large firms. Generally speaking, risk percep‑
tion was reported throughout 2012 and the first quarter 
of 2013 as a dominant factor affecting business lending 
conditions. More particularly, the banks surveyed cited the 
prospects specific to firms or branches of activity, and the 

deterioration in expectations concerning general economic 
activity, as the main risk factors. In addition, in the case of 
SMEs, they stressed that the increased risks relating to the 
collateral required did to some extent influence their deci‑
sion to tighten the criteria for lending to those firms. Banks’ 
own funding costs and their balance sheet constraints 
initially also played a role in the banks’ behaviour, but the 
contribution of these factors was reversed somewhat in 
the most recent quarters in line with the improved bank 
funding conditions. According to the banks questioned, de‑
mand for loans from businesses showed a marked decline 
throughout 2012 and further weakened in the first months 
of 2013. The decline in corporate financing needs for gross 
fixed capital formation was the main factor contributing 
to the overall reduction in demand for bank loans by non-
financial corporations. The contraction in funding needs for 
mergers, acquisitions and restructuring, and firms’ recourse 
to other funding sources also contributed, to a lesser ex‑
tent, to the decline in demand for loans. 

A second qualitative survey is conducted by the Bank 
among business managers. Their assessment of general 
credit conditions worsened during 2012, with the excep‑
tion of very large firms. Despite the improvement in inter‑
est rate conditions throughout the year, business manag‑
ers cited the high level of collateral demanded by banks 
and the restrictions on the amounts loaned as the reasons 
for their negative overall assessment. Broken down by 
firm size, the survey results reveal that the deterioration 
in these conditions mainly affected small firms (those with 
fewer than 50 workers) and medium-sized firms (employ‑
ing between 50 and 249 workers). In the most recent 
Survey on the Access to Finance of SMEs in the euro area 
– conducted on the initiative of the ECB and the EC and 
specifically questioning SMEs about the borrowing condi‑
tions which they are offered  –, Belgian SMEs indicated 
some improvement relative to the previous survey, even 
if a sizeable share of debtors still judged financing condi‑
tions as being very tight. 

Box 1  –  Non-financial corporate debt indicators

In Belgium, there is a sizeable difference between two main measures of the gross debt of non-financial 
corporations (see Chart). The consolidated debt measure is significantly lower than the non-consolidated measure 
because it excludes the intra-sector debt, that is the credit obtained through loans and securities other than shares 
from affiliated or other companies inside Belgium.

4
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According to data of the European Commission, Belgium is the country with the most prominent difference 
between such a non-consolidated and consolidated measurement of non-financial corporate indebtedness among 
the group of countries for which both measures are available (see also Box 7 in the Annual Report 2011 of the 
Bank). 

In the case of Belgium, the sizeable difference between non-consolidated and consolidated data can be explained 
by the large amount of credit provision between resident companies, mainly intragroup loans. This in turn mainly 
reflects the widespread use of financial centres within company groups, which according to the current practices 
for the national accounts form part of the sector of non-financial corporations. The prevalence of such ‘internal 
banks’ in Belgium is due to the advantageous tax regime previously applicable to coordination centres (coordinating 
the financial and fiscal activities of multinationals) and non-financial holdings (operating as intermediary in the 
financing of companies). Since 2006, this tax regime has been replaced by the so-called notional interest rate 
deduction, which enables all companies subject to Belgian corporate income tax to deduct from their taxable 
income a fictitious interest calculated on the basis of their equity. The main purpose of this measure is to reduce 
the tax discrimination of equity compared to debt financing, and to safeguard the attractiveness of Belgium for 
multinationals after the gradual phasing out of the coordination centre regime. This system provides an incentive 
for a triangular construction, where a company provides capital to a financing vehicle of the same group, which in 
turn lends this capital to the same or another affiliated company. The associated multiplication in intra-group loans 
leads to an overall increase in the outstanding corporate debt in non-consolidated terms, but does not affect the 
consolidated debt level of the sector of non-financial corporations.

Non-financial corporations’ consolidated and  
non-consolidated gross debt

(% of GDP, end 2011)
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2.  Banking sector

Chart  11 shows developments in the Belgian financial 
institutions’ equity prices and CDS premiums. Since the 
previous issue of the Financial Stability Review, CDS 
premiums have narrowed for all institutions. This re‑
flects both general market developments and institution- 
specific factors. In this connection, Table  1 provides an 
overview of several key financial indicators for the main 
financial institutions operating in Belgium, together with 
the corresponding sector aggregates that will be used in 
the rest of the report. 

The very steep decline in Dexia’s CDS premium in the 
second half of 2012 and the first few days of 2013 fol‑
lowed the completion of successive steps in the group’s 
dismantling plan, that had been initiated in the autumn 
of 2011 following the rapidly worsening risk profile of the 
institution at that time. The Bank then insisted that Dexia 
submit a dismantling plan to safeguard the group’s stra‑
tegic entities. In order to restore market confidence in the 
group’s sound entities and avoid the risk of contagion, the 
Belgian State acquired all shares held by Dexia SA in Dexia 
Bank Belgium (for a total of € 4 billion), and several other 
subsidiaries were put up for sale, including Dexia Banque 

Internationale à Luxembourg, Dexia Asset Management, 
Denizbank in Turkey, and the group’s stake in RBC Dexia 
Investor Services. The execution of this strategy resulted 
in a significant reduction in Dexia SA’s scope and the size 
of its balance sheet, which declined from € 566.7 billion 
at the end of 2010 to € 357.2 at the end of 2012. The 
second pillar of the dismantling plan was to ensure the 
conditions for an orderly winding down of the residual 
assets remaining on Dexia SA’s balance sheet. This orderly 
management of the residual assets in run-off required a 
funding guarantee of € 85  billion granted by Belgium, 
France and Luxembourg and a recapitalisation amounting 
to € 5.5 billion by the Belgian and French States. These 
measures were finalised and approved by the European 
Commission in December 2012. In January 2013, another 
major step in the dismantling plan was completed when 
Dexia Municipal Agency was sold to the French State, the 
Caisse des Dépôts and La Banque Postale. 

At the end of December 2012, the European Commission 
also approved Belfius’ strategic and financial plan for 
2013-2016. This agreement, albeit subjecting the former 
Dexia Bank Belgium to a number of restrictions on certain 
types of new business, should enable Belfius to refocus 
on its core bank-insurance activity and to re-establish 

Chart  11	 Market indicators for Belgian and European financial institutions
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Table 1 Key indicators for the main financial institutions, the banKing sector and the insurance sector

(consolidated end‑of‑period data, in € billion, unless otherwise stated)

 

Fortis  
Holding SA /  

Ageas (1)

 

BNP Paribas  
Fortis (1)

 

Dexia SA (1)

 

Dexia Bank  
Belgium /  
Belfius (1)

 

KBC (1)

 

ING  
Belgium SA (1)

 

Banking  
sector (2) (3)

 

Insurance  
sector (3) (4)

 

Net profit

2008  . . . . . . . . . . . . . . . –28.02 –20.56 –3.33 –0.57 –2.48 0.91 –21.2 –3.9

2009  . . . . . . . . . . . . . . . 1.19 –0.67 1.01 0.42 –2.47 1.24 –1.2 0.9

2010  . . . . . . . . . . . . . . . 0.22 1.91 0.72 0.68 1.86 1.05 5.6 1.4

2011  . . . . . . . . . . . . . . . –0.58 0.10 –11.64 –1.37 0.01 0.86 0.4 –0.9

2012  . . . . . . . . . . . . . . . 0.74 0.31 –2.89 0.42 0.61 0.77 1.6 2.6 (5)

2013 (Q1)  . . . . . . . . . . . 0.29 –0.33 0.52

Total assets

2008  . . . . . . . . . . . . . . . 92.9 586.8 651.0 263.1 355.3 175.9 1 422.1 223.8

2009  . . . . . . . . . . . . . . . 93.2 435.0 577.6 253.8 324.2 153.6 1 190.5 234.4

2010  . . . . . . . . . . . . . . . 99.2 348.0 566.7 247.9 320.8 155.6 1 151.1 248.6

2011  . . . . . . . . . . . . . . . 90.6 346.2 412.8 232.5 285.4 169.1 1 147.3 256.6

2012  . . . . . . . . . . . . . . . 97.1 272.3 357.2 212.9 256.9 168.2 1 048.7 264.8 (5)

2013 (Q1)  . . . . . . . . . . . 98.0 265.9 258.6 269.2 (5)

Risk‑weighted assets  
(banking) (6)

2008  . . . . . . . . . . . . . . . 203.4 152.8 51.8 141.4 59.9 491.7

2009  . . . . . . . . . . . . . . . 148.0 143.2 49.9 128.3 55.1 407.5

2010  . . . . . . . . . . . . . . . 119.3 140.8 49.6 116.1 51.6 372.5

2011  . . . . . . . . . . . . . . . 118.0 83.4 53.0 110.4 54.7 373.8

2012  . . . . . . . . . . . . . . . 124.1 55.3 50.3 89.5 46.5 352.7

2013 (Q1)  . . . . . . . . . . . 51.7 86.2

Tier I ratio banking  
(in % of RWA) (6)

2008  . . . . . . . . . . . . . . . 10.7 10.6 12.9 9.7 14.7 11.3

2009  . . . . . . . . . . . . . . . 12.3 12.3 13.8 11.0 18.2 13.2

2010  . . . . . . . . . . . . . . . 16.5 13.1 14.6 12.5 19.8 15.5

2011  . . . . . . . . . . . . . . . 16.5 7.6 12.7 11.6 18.7 15.1

2012  . . . . . . . . . . . . . . . 15.3 19.9 13.3 13.8 22.6 15.9

2013 (Q1)  . . . . . . . . . . . 21.0 15.4

Insurance solvency margin  
(in % of required margin)

2008  . . . . . . . . . . . . . . . 202 188 224

2009  . . . . . . . . . . . . . . . 231 260 229

2010  . . . . . . . . . . . . . . . 227 216 214

2011  . . . . . . . . . . . . . . . 206 201 193

2012  . . . . . . . . . . . . . . . 204 322 208 (5)

2013 (Q1)  . . . . . . . . . . . 203 326 202 (5)

Sources :  Quarterly, biannual and annual accounts of Fortis group, Ageas, BNP Paribas Fortis, Fortis Bank, Dexia SA, Dexia Bank Belgium / Belfius, KBC group and ING Belgium SA, NBB.
(1) Consolidated data, as published in the annual and quarterly accounts.
(2) Consolidated data, based on the prudential reporting scheme.
(3) The standardised supervisory reporting schemes are related to the legal structure of the financial groups and the home‑host supervisory arrangements concluded for the 

sectoral and supplementary group supervision. As a consequence, these reporting schemes do not include data on all the bancassurance groups’ subsidiaries.
(4) Unconsolidated data, based on the prudential reporting scheme.
(5) As reported in the quarterly accounts.
(6) Ratios for the year 2007 are calculated according to Basel I or Basel II, depending on the institutions. As from 2008, all ratios are calculated according to Basel II.
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its long-term viability. Profits will be used to strengthen 
its capital base in order to meet the regulatory reforms 
associated with Basel  III and Solvency II, together with 
sustained efforts to reduce recurrent costs by the end of 
2016. The total assets of Belfius decreased in 2012 as 
exposures to its former parent company Dexia fell from 
€ 55 billion in October 2011 and € 44 billion at the end 
of 2011 to € 22 billion at the end of 2012 (and € 15.5 bil‑
lion at the end of February 2013). The remaining exposure 
is secured financing. Belfius also reduced its reliance on 
central bank funding by € 19  billion in 2012 and an‑
nounced the reimbursement of € 10  billion of LTROs in 
the first quarter of 2013. This was made possible partly 
by the launch of Belfius’ covered bonds programme, with 
two first issues in November 2012 and January 2013 for 
€ 1.25 and € 0.5 billion respectively.

With the sale of Fidea, KBL EPB, Warta, Kredyt Bank, 
Zagiel and NLB, KBC made substantial progress in 2012 
in completing its programme of divestments. These were 
an important element of the restructuring plan that KBC 
agreed with the European Commission in November 2009 

in return for the government support that KBC had 
received. In December 2012, KBC announced the ac‑
celerated full repayment of € 3.0  billion of state aid to 
the Belgian Federal Government, plus a 15 % premium 
amounting to € 0.45 billion. The Bank authorised this re‑
payment subject to a substantial increase in KBC’s capital. 
This was achieved by means of an ordinary share issue in 
December 2012 for a total amount of € 1.25 billion, as 
well as a placement of $ 1  billion of contingent capital 
notes in January 2013. KBC intends to also redeem in a 
reasonable period of time the € 3.5 billion of outstand‑
ing core-capital securities issued to the Flemish Regional 
Government. In December 2012, in the context of the 
newly established legal framework for Belgian covered 
bonds, KBC launched its Belgian residential mortgage 
covered bonds programme in order to enhance funding 
diversification with a first € 1.25 billion issue in December 
and a second € 0.75 billion issue in January 2013. KBC 
also decided to repay, in the first quarter of 2013, the 
three-year LTRO-financing received from the ECB in 
December 2011 and February 2012, for an amount total‑
ling € 8.3 billion.

Chart  12	 Balance sheet structure of Belgian credit institutions (1)

(consolidated end-of-period data, in € billion)
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While BNP Paribas Fortis’ balance sheet had declined 
sharply between the end of 2008 and the end of 2010, 
mainly on the back of de-risking and restructuring meas‑
ures within the BNP Paribas group, it had then proved 
stable in 2011. In 2012, certain specific activities were 
centralised within the consolidation scope of BNP Paribas 
Fortis (e.g. leasing and specialised finance activities). 
However, the impact on the balance sheet total of these 
newly transferred activities was offset by other develop‑
ments which led in total to a € 74  billion decrease in 
the total assets. This was primarily due to novation and 
unwinding operations leading to a strong decrease in 
the reported amount of derivatives on both sides of the 
balance sheet. In addition, interbank transactions and 
repo and reverse repo operations were also reduced. 
However, this reduction in the balance sheet total was 
not accompanied by a similar decrease in risk-weighted 
assets, which even increased by € 6  billion due to the 
consolidation of leasing activities. At the end of 2012, a 
guarantee agreement (signed in 2009 with the Belgian 
State) concerning potential losses from a structured credit 

portfolio was terminated earlier than initially planned, 
given the reduced current size of this portfolio.

2.1  Deleveraging and asset restructuring

In 2012, one-off operations and underlying business 
developments resulted in a further € 99  billion decline 
in the total assets of the Belgian banking sector. From 
almost € 1 600  billion six years ago, the balance sheet 
of the Belgian credit institutions has thus come down to 
€ 1 049 billion at the end of the year (Chart 12). The bal‑
ance sheet reduction was again concentrated in the four 
largest credit institutions while the assets of the other 
smaller Belgian banks continued to grow in 2012. 

The decline in 2012 was driven to an important extent by 
the abovementioned downsizing of BNP Paribas Fortis’ 
balance sheet, which contributed to the strong decline 
in the market value of derivatives (by close to € 50 bil‑
lion for the sector as a whole). In 2011, large increases 

Chart  13	 Geographical breakdown of assets held by Belgian credit institutions in the form of loans and debt 
securities

(consolidated end-of-period data, in € billion)
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in the market value of interest-rate derivatives had taken 
place following the decline in long-term interest rates. 
However, the resumed contraction of Belgian banks’ 
balance sheet is not only the result of one-off develop‑
ments. It also still forms part of a more general process 
by which exposures to foreign counterparties are being 
reduced, as banks revert to their core markets and core 
activities (Chart 13, left panel). Since the end of 2007, 
exposures to foreign counterparties have been reduced 
by a cumulative € 538 billion, broken down in € 412 bil‑
lion in the form of loans and € 126 billion in the form 
of debt securities. At the same time, claims on Belgian 
counterparties increased by € 82  billion, totalling, at 
the end of 2012, 52 % of total exposures in the form 
of loans and debt securities, up from 27 % at the end 
of 2007.

Between the end of 2011 and 2012, exposures to the 
foreign non-bank private sector – in particular to non-
financial corporations – were reduced in some countries 
(Chart  13, right panel). With a share of 45 %, they 
remain though a significant part of total Belgian banks’ 
foreign exposures. In the case of Poland, the decline in 
2012 was mainly due to the deconsolidation of Kredyt 
Bank by KBC. In Ireland and several Central and Eastern 
European countries (including Turkey), the majority of 
these non-bank private sector claims take the form of 
loans to corporates and retail counterparties granted by 
local subsidiaries of Belgian banks. For the other claims 

on the foreign non-bank private sector (e.g. in the 
Netherlands, France, the UK or Luxembourg), the nature 
of these exposures is more diverse, including cross-bor‑
der loans to corporates and holdings of securitised and 
structured credit instruments backed by private sector 
assets (such as mortgage loans).

Claims on foreign banking institutions in the form of 
loans or debt securities were reduced to a larger extent, 
playing an important part in the total balance sheet 
decrease, as they were reduced by € 57 billion in 2012. 
The drop concerns mainly exposures vis-a-vis the French 
and the Dutch banking sectors, in particular Belfius 
Bank’s claims on Dexia SA and intragroup claims for BNP 
Paribas Fortis and ING Belgium. Indeed, to a certain ex‑
tent, consolidated data capture intragroup interbank ex‑
posures, for example when Belgian consolidating credit 
institutions are part of a larger financial group, as in the 
case of BNP Paribas Fortis or ING Belgium. At the end 
of last year, Belgian banks’ most important exposures 
to the foreign banking sector were to France (€ 29 bil‑
lion), the United Kingdom (€ 27  billion) and Germany 
(€ 21 billion). 

Chart 14 looks more closely at the importance of intra-
group financing, using data compiled on a territorial 
basis, whereby intragroup flows between banking entities 
located in Belgium and those based abroad are distin‑
guished from non-intragroup interbank transactions. 

Chart  14	 Cross-border interbank intragroup and non-intragroup positions

(data on a territorial basis, in € billion)
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These data reveal that Belgian banking entities are, on 
aggregate, large net providers of liquidity to other enti‑
ties of the banking groups to which they belong, as 
they provide significantly more intragroup financing than 
they receive. Whereas, in the third quarter of 2008, net 
intragroup financing by Belgian counterparties amounted 
to € 161 billion, intragroup financing was then markedly 
reduced following the exit of Fortis Bank Nederland from 
the consolidation scope of Fortis Bank and the termina‑
tion of the associated intragroup flows. After a relative 
stabilisation at around € 110 billion until the end of the 
third quarter of 2011, net intragroup interbank claims 
dropped to € 61  billion at the end of the subsequent 
quarter, as Belfius Bank, following its take-over by the 
Belgian State, no longer categorised its exposures to 
Dexia SA as intragroup financing but recorded them as 
non-intragroup financing. The fall in cross-border intra‑
group interbank claims in 2012 is also attributable to the 
Bank’s regulation on the own funds of credit institutions 
and investment firms ; that regulation entered into force 
on 31 December 2012 and stipulates that unsecured ex‑
posures of Belgian subsidiaries in relation to their parent 
company or subsidiaries of their parent company based 
abroad may not exceed the amount of their regulatory 
capital. In 2012, some banks took steps in anticipation of 
the entry into force of these measures. 

Even though gross intragroup interbank claims and 
debts both decreased in 2012, significant positive net 
intragroup interbank claims suggest that Belgian banking 
entities use non-interbank funds, including retail deposits, 
to finance related banking entities abroad. In fact, many 
of these entities located in Belgium (including subsidia-
ries and branches of foreign banking groups) are part 
of bigger banking groups. There are various models for 
recycling funding within a group across borders. Liquidity 
can be recycled via a parent company (e.g. KBC) towards 
subsidiaries which face a shortage of deposits in com‑
parison to loans. Another model consists in the use of a 
Belgian subsidiary or branch to fund the parent company’s 
activities (e.g. Deutsche Bank AG).

Faced with the turbulence in the sovereign bond mar‑
kets during 2011 and 2012, Belgian banks reacted by 
reconsidering the composition of their sovereign bond 
portfolios (Chart  15). In 2011, they already significantly 
reduced their exposures to the public sector of European 
peripheral countries, as well as to other foreign countries 
such as the US, Hungary and Poland. At the end of 2012, 
exposures to European peripheral public sectors had 
dropped to around € 10 billion, down from € 50 billion 
at the end of 2008. During 2012, Belgian banks mainly 
further reduced their exposures to Spain (to € 2  billion) 

Chart  15	 Belgian banks’ exposureS to the public sector (1)

(consolidated end-of-period data)
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and Portugal (to € 1.7 billion). To a lesser extent, they also 
reduced their exposures to Italy, which remained close to 
€ 7 billion, and to Greece (to nil), in the context of the 
Hellenic government bond exchange programme and 
sales of remaining bonds. 

Although some sovereign bonds reaching maturity were 
replaced by bonds issued by other countries, exposures 
against the other foreign public sectors remained broadly 
stable in 2012. In contrast, Belgian credit institutions 
again stepped up their holdings of Belgian government 
bonds in 2012, which rose from € 61 billion at the end of 
2011 to the record level of € 69 billion at the end of 2012, 
a jump of 50 % against 2007. They represented 46 % 
of overall exposures to the public sector, signalling an 
increasing concentration of Belgian banks’ public sector 
exposures on a single country. Together with Belgian gov‑
ernment bonds, claims on central governments and local 
authorities of the Czech Republic (10 %), France (10 %), 
Italy (4 %), the Netherlands (4 %), the United States (4 %) 
and Germany (3 %) represent the largest exposures to 
public sector debtors. 

The reconcentration of Belgian banks on Belgian coun‑
terparties can also be seen in the loan portfolio, with 
total loans and advances to the Belgian non-bank private 
sector accounting for 71 % of total loans and advances 
to the non-bank private sector, up from 43 % in 2007. 

Overall, exposures to the Belgian non-bank private sector 
remained stable in 2012, an increase in retail loans offset‑
ting a decline in claims on domestic corporates, partly due 
to securitisation operations. 

Exposures on Belgian retail counterparties (€ 208.2  bil‑
lion) represent the lion’s share of the total retail exposures 
of the Belgian banking sector even though some banks 
have non-Belgian subsidiaries with a strong focus on 
retail banking business. At the end of 2012, retail loans 
(€ 275.6  billion) represented 43 % of total loans and 
advances, against 28 % at the end of 2007, showing 
the rebalancing of the Belgian banks’ business models 
towards more traditional activities. The growth of loans 
to Belgian households, notably in the form of mortgage 
credit, played a key role in retail loan expansion. After 
adjustment for securitisation operations, mortgage loans 
to Belgian households came to € 159 billion at the end of 
2012, or 5 % more than at the end of 2011. As shown in 
Chart 16 however, this growth rate has been decreasing 
since mid-2011. In the Eurosystem’s bank lending survey, 
besides demand factors mainly related to the deteriorat‑
ing macroeconomic environment, Belgian banks reported 
a tightening of credit standards for this type of loan from 
the second quarter of 2012. In particular, banks appear 
to have tightened the conditions for mortgage loans 
with comparatively long maturities (more than 25 years) 
and / or comparatively high loan-to-value ratios (see also 
section 1 in this connection).

At the end of 2012, about 47 % of the total stock of 
Belgian residential mortgage loans was securitised follow‑
ing the trend initiated in 2008 for liquidity purposes, as 
the resulting mortgage-backed securities were included in 
the pool of central bank eligible assets. The covered bond 
framework introduced in Belgium in 2012 has further 
broadened the possibilities for Belgian banks to mobilise 
their domestic mortgage loans.

2.2  Liabilities and funding structure

Following the introduction of the covered bond regime 
in Belgium by the Law of 3 August 2012, KBC and 
Belfius launched their own programmes in the fourth 
quarter of 2012 and issued their first covered bonds in 
November / December 2012 and January 2013. On the 
back of these and other bond issues, but more impor‑
tantly following issues of certificates of deposit, debt 
financing rose by € 16 billion in 2012. However, Chart 17 
shows that this type of funding remained at a lower level 
than at the end of June 2006. This is also, and even more, 
the case for non-retail customer deposits and interbank 
debts (with the exception of central bank financing), 

Chart  16	 Belgian banks’ domestic mortgage loans 
and related securitisations

(data on a territorial basis, in € billion, unless otherwise stated)
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which together with debt financing form Belgian banks’ 
wholesale funding.

Belgian banks started to reduce their reliance on (non 
central bank) wholesale funding in the fourth quarter of 
2008, when severe disruption in funding markets put seri‑
ous pressure on the liquidity position of Dexia and Fortis. 
In 2012, global recourse to wholesale funding was further 
reduced from € 405 billion to € 349 billion. This reorien‑
tation of the funding structure of Belgian banks towards 
more retail funding has gone hand in hand with banks’ 
business model restructuring programmes and their re‑
focusing on domestic funding sources. Indeed, if central 
bank funding is excluded, the share of funding sourced in 
Belgium jumped from 42.7 % to 57.4 % of total funding 
between the end of 2008 and the end of 2012. 

Table 2 provides some additional data about the Belgian 
banking sector’s funding structure and indicates that 
it is mainly short-term wholesale financing that was 
reduced. At the end of 2012, wholesale funding ma‑
turing within one year amounted to € 249  billion. This 
short-term wholesale financing consists of unsecured and 
secured wholesale financing. While short-term unsecured 
wholesale funding remained stable, short-term secured 

wholesale funding, which includes the financing obtained 
from central banks maturing within one year, shrank from 
€ 146 billion at the end of 2011 to € 86 billion at the end 
of the year 2012. The fall is due to the Belgian banks’ 
recourse to long-term Eurosystem financing and to a re‑
duction in short-term (interbank and corporate) deposits 
(including repo transactions). 

Chart 18 shows the loans provided by the Bank to euro 
area credit institutions. At the end of February 2012, 
large-scale participation in the Eurosystem’s second three-
year refinancing operation (Longer-Term Refinancing 
Operation or LTRO) significantly bolstered the Belgian 
banks’ long-term borrowings from central banks, which 
increased from € 18 billion at the end of 2011 to € 40 bil‑
lion at the end of 2012. However, at the end of April 
2013, those borrowings had dropped back to € 15 billion 
as a result of significant LTRO repayments, inter alia by 
KBC and Belfius. Indeed, while the funding received for a 
period of three years through the LTROs eased potential 
short-term refinancing pressures and gave banks addi‑
tional time to adjust their business models to the major 
changes in the funding environment that have occurred 

Chart  17	 Cumulative changes in deposits collected 
and securities issued since June 2006

(consolidated data, in € billion)
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Table 2 Funding structure, liquidity buFFer and 
regulatory liquidity ratio

(consolidated end‑of‑period data,  
in € billion, unless otherwise mentioned)

 

2010
 

2011
 

2012
 

Total assets  . . . . . . . . . . . . . . . . . . 1 151 1 147 1 049

of which :

Unencumbered liquid assets 232 191 248

Total funding (1)  . . . . . . . . . . . . . . . 849 816 784

of which :

Retail deposits  . . . . . . . . . . . 300 304 321

Short‑term wholesale 
funding (2)  . . . . . . . . . . . . . . . . 362 308 249

Unsecured  . . . . . . . . . . . . . 222 162 163

Secured  . . . . . . . . . . . . . . . 140 146 86

Regulatory liquidity ratio  
(in %) (3)  . . . . . . . . . . . . . . . . . . . . . 78 83 69

Customer loan‑to‑deposit ratio  
(in %) (4)  . . . . . . . . . . . . . . . . . . . . . 90 90 92

Source : NBB.
(1) Defined as the sum of total deposits and total debt certificates issued  

(including bonds).
(2) Financing maturing within one year of the reporting date. This wholesale 

financing includes funding received from various counterparties, ranging from 
banks and institutional investors to public sector entities and larger corporates.

(3) Regulatory stress test ratio for the one‑month horizon. It is a ratio between 
net cash outflows in a liquidity stress test scenario – simulated i.a. by applying 
stressed run‑off rates to various sources of funding – and the available 
unencumbered liquidity buffer. The ratio should be 100 % or lower.

(4) Ratio between customer loans and customer deposits.
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The rise in retail funding mainly results from an increase 
in the Belgian regulated savings deposits, which are 
exempt from the Belgian withholding tax for a first size‑
able tranche of interest payments (equal to € 1 830 for 
interest income received in 2012). Belgian banks recorded 
a further expansion in this type of deposits, which – for 
all credit institutions (including Belgian branches of 
foreign banks) on a company basis – reached a record 
€ 242  billion at the end of March 2013 (Chart  19), an 
increase of € 24  billion when compared to the end of 
2011. Among customer deposits, these savings deposits 
have risen sharply since 2007 at the expense of term 
deposits, due mainly to the changes in interest rate dif‑
ferentials between the two types of deposits. In addition, 
on 1 January 2012, the tax rate on income from many 
investment instruments was raised from 15 to 21 %. This 
applied also to sight and term deposits, and to savings 
notes and bonds. The second tax change concerned the 
introduction of a supplementary 4 % tax on income from 
movable property in excess of € 20 020 (threshold appli‑
cable to income in 2012). For the purpose of implement‑
ing this measure, income from movable property – with 
the notable exception of exempt interest on regulated 
savings accounts – will have to be reported in 2013 tax 
returns if the total exceeds € 20 020. However, the 15 % 
withholding tax continues to apply to interest on regu‑
lated savings deposits beyond the exemption threshold 
of € 1 830.

On a consolidated basis, the ratio of loans to customers 
as a percentage of deposits collected from those same 
counterparties (the customer loan-to-deposit ratio) was 
steady at around 90 %, as has been the case since 2009. 

Together with data on the Belgian banking sector’s fund‑
ing structure, Table 2 also provides information on the 
pool of unencumbered liquid assets and the regulatory 
stress test ratio. To assess the liquidity of credit institutions, 
the Bank uses a regulatory ratio called the stress test ratio, 
which has been binding since 1 January 2011 and requires 
banks to hold sufficient high-quality liquid assets – assets 
which can be mobilised in repo transactions on private 
markets or with central banks – in order to cope with a 
crisis which may hamper the refinancing options of those 
institutions for one month. The ratio’s denominator shows 
the liquidity available to an institution in such exceptional 
circumstances compared to the liquidity required in one 
month, indicated in the numerator. Since the required 
liquidity is calculated on the assumption that withdrawals 
from retail customer deposits will be less than withdraw‑
als from other short-term funding sources, the reduction 
in short-term wholesale financing and greater recourse 
to retail deposits helped to bring down the level of the 
required liquidity as simulated by the ratio. Recently, issues 

Chart  18	 National Bank of Belgium’s claims on 
euro area credit institutions

(in € billion)
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since 2007, some banks decided to repay part of it ear‑
lier as they were able to raise funds at a cheaper price 
on the market. Short-term borrowings, which include in 
particular the Main Refinancing Operations (MROs) and 
the Emergency Liquidity Assistance (ELA), declined from 
€ 32 billion at the end of 2011 to € 2 billion at the end 
of April 2013. The gross financing obtained from the 
Eurosystem totalled € 17 billion at the end of April 2013. 
On a net basis however, i.e. after taking account of the 
Belgian banks’ assets with the Eurosystem, it came to 
only € 0.6  billion. This marked difference between the 
gross and net figures underlines the prudence of some 
institutions, seeking to maintain medium-term funding in 
a situation where that source remains difficult to access, 
particularly at reasonable cost.

While decreasing their recourse to wholesale financing, 
Belgian banks strengthened their reliance on retail fund‑
ing sources. On a consolidated basis, taking into account 
deposits collected through foreign subsidiaries, retail de‑
posits of banks governed by Belgian law increased from 
€ 304 billion at the end of 2011 to € 321 billion at the 
end of 2012. Including savings certificates (sold to retail 
clients), retail funding sources totalled € 351 billion. The 
share of retail funding in total funding rose from 28 % at 
the end of 2008 to 45 % at the end of 2012. 
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of long-term paper for the retail public and of covered 
bonds have also reduced the required short-term liquidity, 
as they give banks scope to exploit new sources of long-
term (and therefore more stable) funding.

At the same time, the buffer of unencumbered liquid as‑
sets available to the Belgian banks expanded during the 
year 2012 from € 191 to € 248 billion. That growth main‑
ly reflects the inclusion of government-backed securities 
acquired by Belfius Bank in exchange for funding granted 
to Dexia Crédit Local, the expansion of the portfolio 
of securities eligible as collateral with the Eurosystem 
by means of new mortgage loan securitisations, sales 
of loan portfolios, or reduction in the use of liquidity 
for non-strategic activities. The coming EU Directive on 
European Market Infrastructure Regulation (EMIR) could 
have an opposite impact on the liquidity position of 
Belgian credit institutions. The EMIR is designed to reduce 
the counterparty risk of OTC derivative markets and to in‑
crease transparency within the markets by obliging credit 
institutions to use central counterparties (CCPs) to clear 
their derivative transactions. The collateral requirements 
for these derivatives to protect against credit risk could be 
more extensive than those currently applicable to credit 
institutions, and could affect the buffer of unencumbered 
liquid assets. The left-hand panel of Chart 20 shows the 

development in the stock of unencumbered liquid assets 
as a percentage of total assets since the end of 2009, on 
a company basis. After dropping to 16 % of total assets 
at the end of 2011, the ratio rose sharply again in the 
course of 2012 and 2013, reaching 29 % at the end of 
February 2013.

The combination of a fall in the numerator and a rise in 
the denominator led to an improvement in the regulatory 
liquidity ratio set by the Bank. The liquidity stress test 
ratio, as shown on the right-hand panel of Chart 20 and 
in Table 2, fell from 83 % at the end of 2011 to 69 % at 
the end of 2012 and 63 % at the end of February 2013 
on a consolidated basis, though that does mask variations 
between individual institutions. To meet the regulatory re‑
quirements, the ratio must be equal to 100 % or less. On 
a company basis, the chart also shows that the liquidity 
stress test ratio improved during 2012 for both the sector 
and the group of four large credit institutions, even if it 
slightly deteriorated in the first quarter of 2013. These 
indicators suggest, however, that the short-term liquidity 
ratios of the other Belgian credit institutions remain lower 
than that of the group of four large credit institutions, due 
to the fact that the smaller institutions rely to a greater 
extent on retail-based funding and are thus less sensitive 
to the Bank’s liquidity stress scenarios.

Chart  19	 Customer deposits : outstanding amounts and interest rates applied

(unconsolidated data)
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The application of the Bank’s liquidity ratio anticipates the 
future implementation of the two ratios introduced by 
the new Basel III rules. The liquidity coverage ratio (LCR), 
which was finalised at the beginning of 2013 and aims to 
attenuate short-term liquidity risks, will be phased in from 
2015, while the net stable funding ratio (NSFR), intended 
to improve the banks’ structural liquidity position, is to 
enter into force in 2018. In methodological terms, the 
LCR is comparable to the Bank’s regulatory ratio though it 
is based on different parameters, definitions and assump‑
tions for the simulated liquidity crisis scenario. The liquid‑
ity buffers formed in the context of the Belgian regulatory 
liquidity ratio – which became binding on 1 January 2011, 
as mentioned before – should enable the institutions 
concerned to meet the full 100 % LCR quickly, obviating 
the need for them to make use of the phasing-in period 
foreseen by the Basel Committee for the LCR.

Chart 21 provides a historical perspective (1950-2012) on 
some of the recent developments in the banking sector’s 
balance sheet. The break in the time series at the begin‑
ning of the 1990s is related to a change in the availability 
of consistent time series over long periods as, prior to 
1992, some categories of credit institutions – such as 
savings banks and public sector banks – were subject to 

different reporting requirements, compared to commer‑
cial banks. 

The left panel shows that there were three main periods 
of expansion in total banking sector assets as a percent‑
age of GDP. The first, and the longest, expansion took 
place between the end of the 1950s and the beginning 
of the 1970s, when a brief period of consolidation set in. 
Banking assets then expanded again strongly in the years 
between 1976 and 1983, after which a period of flat or 
moderate growth set in. The third main period of growth 
started in 2004, when banking sector assets increased 
from 323 % of GDP at the end of 2003 to 419 % of GDP 
in 2007. Financial deepening in the economy (as house‑
holds’ and corporations’ financial needs became more 
substantial and sophisticated) as well as general market 
trends (such as financial globalisation, the growing im‑
portance of interbank positions on both sides of banks’ 
balance sheets, and financial innovation) contributed to 
this development in the sector’s total assets, as indeed 
they did in many, if not most, other advanced economies. 
The Belgian banks’ strategy of international expansion, 
which accelerated in the late 1990s, undoubtedly also 
led to higher assets during this last period of expansion, 
an increasing proportion of which then in fact concerned 

Chart  20	 Stock of unencumbered liquid assets and regulatory liquidity stress test ratio (1)
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exposures on non-Belgian residents. From the peak 
reached in 2007, Belgian banking sector assets then 
declined, and dropped again to levels last seen in the 
mid-1990s, below 300 % of GDP, in the course of last 
year. Recent structural changes applied to Belgian banks’ 
business models, including the reduction of many legacy 
portfolios, have led to this decrease in total assets. In par‑
ticular, the share of assets relating to Belgian counterpar‑
ties, which decreased from 66 % in 1994 to a low 28 % at 
the end of 2007, rose back to 50 % at the end of 2012.

The right panel of Chart  21 shows the changes, over 
time, in the amount of own funds and liquid assets as a 
percentage of total assets. The shares of own funds and 
liquid assets, which accounted for respectively more than 
5 % and 30 % of the balance sheet in the 1950s and 
1960s, both declined significantly over the next 15 years, 
bottoming out in the 1980s and subsequently recovering 
until around the year 2000. Afterwards, the time series 
of both indicators declined sharply in the decade preced‑
ing the recent financial crisis. Since then, both indicators 

have recovered again, as capital and liquidity buffers 
and associated regulatory frameworks were profoundly 
re-evaluated on the basis of the lessons learned during 
the crisis. 

This long-term perspective, as well as the most recent 
developments in Belgian banks’ balance sheets reviewed 
earlier, provide ample evidence of the major restructuring 
that the Belgian banking sector has undertaken since the 
start of the global financial crisis almost six years ago. This 
process has also resulted in a rebalancing of the Belgian 
banks’ business models towards more traditional activities 
and markets, bringing the Belgian banking sector back to 
a situation that is reminiscent in various aspects to the one 
observed at the end of 1990s, before the last expansion 
phase gathered momentum. Yet, in many regards, the 
current economic and financial environment – charac‑
terised by weak economic growth and very low interest 
rates – is now quite different from the one that prevailed 
then, resulting in a quite challenging operating environ‑
ment (see section 1). 

Chart  21	 Historical time series
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2.3  Profitability

This challenging operating environment also explains why 
the Belgian banking sector – with a return on equity of 
only 3.0 % in 2012 – still seems to face major challenges 
in overcoming the negative impact on profitability of the 
financial crisis and the associated restructuring of activi‑
ties. While the low return on equity in 2012 is partly the 
reflection of higher equity levels (the denominator), it 
mainly results from a persistently weak net bottom-line 
result (€ 1.6  billion) in the income statement (Table 3). 
This net profit of € 1.6 billion in 2012 was however an 
improvement on the even lower € 0.4  billion in 2011, 
when high impairments (including on Greek govern‑
ment bonds) weighed on the net result. In 2012, the net 

amount of impairments was € 2.4  billion lower than in 
2011, accounting for the lion share of the improvement 
in the bottom-line result. Looking at the more recurrent 
income and costs, such as net interest income, fee and 
commission income or net operating expenses, the situa‑
tion in 2012 was in fact somewhat weaker than in 2011. 

Belgian banks’ net interest income was in recent years 
their major stable source of income. It benefited from 
a steepening of the yield curve, which is favourable 
to banks’ traditional maturity transformation activities. 
Indeed, banks fulfil an important role in the intermedia‑
tion between depositors and borrowers, by offering short-
term savings products to retail customers on their liabil‑
ity side while extending long-term sources of finance to 

Table 3 Main coMponents of the incoMe stateMent

(consolidated data)

 

In € billion
 

In % of 
operating 
income

 
2008

 
2009

 
2010

 
2011

 
2012

 

 net interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14.48  14.89  13.77  13.99  13.57  71.6

 non‑interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.80  3.93  6.39  5.61  5.38  28.4

Net fee and commission income  
(excluding commissions paid to bank agents)  . . . . . . . . . . . . . . . . 6.76 5.66 5.15 5.24 5.37 28.3

(Un)realised gains or losses on financial instruments (1) . . . . . . . . . –3.83 –2.74 –0.04 –0.80 0.04

Other non‑interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.86 1.01 1.28 1.17 –0.03

 total operating income (bank product)  . . . . . . . . . . . . . . . . . .  19.28  18.82  20.15  19.60  18.94  100.0

 total operating expenses  (−)  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16.59  14.61  13.29  13.18  13.90  73.4 (2)

Staff expenses (including commissions paid to bank agents)  . . . 9.20 7.94 7.40 7.43 7.75

General and administrative expenses (including depreciation)  . . 7.39 6.67 5.90 5.75 6.15

 total impairment and provisions  (−)  . . . . . . . . . . . . . . . . . . . . .  13.31  7.36  1.83  5.02  2.61

Impairments on loans and receivables  . . . . . . . . . . . . . . . . . . . . . . 2.84 5.59 1.76 3.05 1.98

Impairments on other financial assets  . . . . . . . . . . . . . . . . . . . . . . 7.46 0.29 –0.09 1.37 –0.84

Other impairments and provisions  . . . . . . . . . . . . . . . . . . . . . . . . . . 3.01 2.06 0.16 0.60 1.46

 other components of net operating income (3)  . . . . . . . . . . . .  –0.81  0.11  0.45  –0.37  0.25

 net operating income (4)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  –11.43  –3.04  5.48  1.02  2.68

 total profit or loss on discontinued operations  . . . . . . . . . . .  –9.04  0.00  0.97  –0.31  0.00

p.m. Net profit or loss (bottom‑line result) (5)  . . . . . . . . . . . . . . . . .   –21.21   –1.22   5.56   0.36   1.59

Source  : NBB.
(1) This item includes the net realised gains (losses) on financial assets and liabilities not measured at fair value through profit or loss, the net gains (losses) on financial assets 

and liabilities held for trading and designated at fair value through profit or loss, and the net gains (losses) from hedge accounting.
(2) This figure is the cost‑to‑income ratio of the Belgian banking sector.
(3) Other components of net operating income comprise the share in profit or loss of associates and joint ventures accounted through the equity method, and the profit 

or loss from non‑current assets, disposal groups classified as held for sale, not qualifying as discontinued operations and the negative goodwill recognised immediately 
in profit or loss.

(4) The amounts of taxes and minority interests, which are items explaining the difference between net operating income and the net bottom‑line result, are not broken down 
in this table, but can be found in Table 10 of the Statistical Annex.
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borrowers on the asset side. The associated interest rate 
maturity mismatches between major categories of assets 
and liabilities are an important – and traditional – source 
of banking income, provided that the associated potential 
sources of unexpected losses due to unfavourable interest 
rate developments are managed prudently (see also sec‑
tion 2.6 in this connection). 

Net interest income decreased from € 14.0 billion in 2011 
to a still quite high € 13.6  billion in 2012. For the first 
time since 2007, the interest margin (on an unconsolidated 
basis) of Belgian banks decreased slightly, compounding 
the negative impact of the decline in the total interest-
bearing assets (see left panel of Chart 22). Similarly, ratios 
comparing quarterly net interest income to average total 
assets (excluding derivatives) also decreased in 2012, in 
line with reduced spreads between long-term rates (swap 
and OLO) and short-term (interbank) rates (see right panel 
of Chart  22). However, until the end of 2012, this rate 
structure still remained favourable to maturity transforma‑
tion activities, so that banks were able to partly offset the 
negative impact of the low interest rate environment on 
their net interest income. 

This negative impact of the low interest rate environ‑
ment mainly works through two channels. First, low 
interest rates depress the structural margins that banks 
traditionally earn on cheap deposits, such as sight depos‑
its and, to a lesser extent, savings deposits. Second, in 
a low interest rate context, loans and securities arriving 
at maturity have to be reinvested at yields that are prob‑
ably lower than the maturing contractual interest rates. 
This reinvestment risk in a low interest rate environment 
is likely to materialise in both the bond and loan port‑
folios of the Belgian banks. In the case of government 
bonds, for example, high-yield securities that recently 
reached maturity or were sold to reduce risk exposures 
to peripheral States are likely to have been replaced 
with securities offering a lower yield, such as Belgian 
government bonds. In the case of loans to customers, 
the reinvestment risks are also likely to be material, even 
if banks may compensate this somewhat through higher 
commercial margins. 

Chart  23 illustrates in this connection recent develop‑
ments in the average short- and long-term mortgage 
loan rates of newly granted mortgage loans to Belgian 

Chart  22	 Determinants of net interest income
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households by Belgian banks. In the right panel, the chart 
also provides information on the average yield of the 
outstanding stock, distinguishing between loans with a 
1-year variable mortgage loan rate and loans with a long-
term fixed interest rate. The time series show that both 
long-term and 1-year rates applied to new business and 
to the outstanding stock of Belgian mortgage loans de‑
creased markedly in 2012. This is the consequence, on the 
one hand, of automatic repricing (for loans with shorter 
fixed-rate periods), and, on the other hand, of substantial 
amounts of refinancing (with greater incentives for loans 
with fixed interest rates, which account for around 60 % 
of the outstanding stock). In this connection, it must be 
remembered that the Belgian mortgage loan regulations 
stipulate that the maximum financial penalty for early 
redemption by borrowers is three months’ interest due 
on the remaining capital outstanding. This quite cheap 
early redemption option is regularly used for the purpose 
of refinancing loans at lower interest rates when rates 
on new mortgage loans fall below the yield on historical 
contracts. As shown in the left panel of Chart 23, monthly 
volumes of mortgage refinancings are therefore very 
sensitive to the level of interest rates on new mortgage 

loans. As these refinancings depress the profitability of the 
mortgage loan portfolio, they constitute an option-type 
source of interest rate risk for the Belgian banks. These 
interest rate risks and related hedging costs, together with 
an appropriate funding cost for an asset portfolio with 
sometimes very long-term assets, have to be included by 
the banks in the commercial margins taken on mortgage 
loans.

Chart 24 provides information on recent developments 
in Belgian banks’ commercial interest rate margins on 
new lending. The chart shows, for long-term assets, 
the difference between the interest rates on long-term 
loans and the cost of funding them. In 2012, the Belgian 
banks raised their commercial margin on long-term 
transactions. The difference between, on the one hand, 
the interest rate on mortgage loans with an initial fixed-
interest period of more than ten years or long-term loans 
to non-financial corporations and, on the other hand, 
the ten-year and five-year OLO yields widened consider‑
ably in 2012. However, it is worth noting that the OLO 
yields give only a general indication of the fluctuations in 
banks’ funding costs, as those costs do not automatically 

Chart  23	 Mortgage loan interest rates
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mirror movements in the yield on Belgian government 
bonds. The commercial margin which Belgian credit in‑
stitutions make on their long-term transactions therefore 
need not coincide with the spread between the debit 
interest rates and OLO yields, particularly when the latter 
are highly volatile, as was the case at the end of 2011, 
owing to the intensification of the sovereign debt crisis, 
exacerbated by the political uncertainty in Belgium, or 
during the second half of 2012 when, under the influ‑
ence of a more favourable outlook, the quest for high-
quality assets drove down the interest rate on Belgian 
government bonds.

While recent developments in Belgian banks’ net inter‑
est income were thus the result of various factors driving 
the interest rate revenues and costs of banks’ assets and 
liabilities, the overall result was a negative contribution 
to the total change in operating income between 2011 
and 2012. 

Total operating income decreased from € 19.6  billion in 
2011 to € 18.9  billion in 2012, as non-interest income 
also declined somewhat. Within this non-interest income, 
a major development was the realisation of losses on 
Greek government bonds, following the execution of the 
Greek government bond exchange programme in the first 
quarter of 2012. These Greek losses negatively affected 

the overall (un)realised gains or losses on financial instru‑
ments, which reached a low of € 0.04  billion last year. 
That result still compares favourably to the previous year’s 
figure when sales of portfolios and mark-to-market losses 
on bond portfolios – following spread widening  – and 
on equity portfolios led to a negative trading result of 
€ 0.80  billion. While fee and commission income was 
once again fairly stable in 2012, other non-interest income 
sources decreased markedly to close to nil. In 2011, large 
gains had been recorded as a result of exchange differ‑
ences. In total, non-interest income reached € 5.4 billion 
in 2012, a slight drop on 2011. It accounted for 28.4 % 
of total operating income, whereas this figure had been 
around 50 % in 2006 and 2007, reflecting the persistent 
impact of the change in Belgian banks’ profitability drivers 
over time, and the transition towards a business model 
characterised by a return to more traditional activities. 

At the same time as the decline in operating income, 
operating expenses increased for the first time in four 
years to € 13.9 billion from € 13.2 billion in 2011. Both 
staff expenses and general expenses went up, the former 
being related to changes in the consolidation scope of a 
major player and the latter partly reflecting restructuring 
costs and higher marketing expenses. The combination of 
higher operating expenses and lower operating incomes 
led to a marked increase in the cost-to-income ratio 

Chart  24	 Commercial margin on Belgian non-bank private sector loans

(territorial data, in %)

2009 2010 2011 2012 2013
–2

–1

0

1

2

3

4

5

6

2009 2010 2011 2012 2013
–2

–1

0

1

2

3

4

5

6

–2

–1

0

1

2

3

4

5

6

–2

–1

0

1

2

3

4

5

6

Mortgage loans (1)

10-year OLO rate

Spread

HOUSEHOLDS NON-FINANCIAL CORPORATIONS

Long-term credits (2)

5-year OLO rate

Spread

Sources : Thomson Reuters Datastream, NBB.
(1)	 Interest rate on mortgage loans with an initial fixed-interest period of more than ten years.
(2)	 Interest rate on loans of less than € 1 million with an initial fixed-interest period of more than five years.



44 ❙  Financial Stability Overview﻿  ❙  NBB Financial Stability Review

which compares the two indicators : it went up to 73.4 % 
in 2012 from 67.3 % in 2011. When compared to their 
European peers, Belgian banks have shown a relatively 
higher average cost-to-income during the last three years 
(Chart 25).

With the exception of fee and commission income, non 
interest income has proved volatile and very low, if not 
negative, in recent years, often due to exceptional losses 
wich could be more limited in the coming years. At the 
same time, more recurrent income sources have been un‑
der pressure, especially net interest income in a persistent 
low rate environment.

Looking ahead, this raises questions about the adequacy 
of current cost structures and business models in an 
operating environment characterised by reduced asset 
bases, strategic refocusing on a domestic, but mature, 
banking market, very low interest rates and weak eco‑
nomic growth. Until the end of 2012, the restructuring 
of Belgian banks’ balance sheets largely took the form 
of a response to the financial crisis rather than profound 
changes in business models. Yet, sufficient profitability 
will be crucial in order to return banks to a more resilient 
standalone position, as retained earnings will allow them 
to boost their common equity and converge towards the 
Basel III solvency standards, which are more stringent than 
the current standards.

To this end, in the second half of 2012 and in the first 
quarter of 2013, almost all major players announced 
cost-cutting measures aimed at reducing the workforce 

over the coming years through natural attrition, by not 
replacing people reaching retirement age, and hence 
cutting staff expenses, as well as reducing the number of 
branches and associated general expenses, e.g. by focus‑
ing further on e-banking. 

The rather favourable trend in the bottom-line result of the 
Belgian banks’ income statement in 2012 was mainly the 
result of a decrease in impairments and provisions from 
€ 5.0 billion in 2011 to € 2.6 billion, as the reduction in 
impairments on loans and other financial assets more than 
offset the increase in other impairments and provisions. 

Large impairments were recorded by KBC on entities to 
be divested, and by BNP Paribas Fortis on participations. 
Hence, impairments on non-financial assets increased 
from € 0.60 billion at the end of 2011 to € 1.46 at the 
end of 2012. Impairments on financial assets other than 
those classified in the loans and receivables portfolio were 
negative in 2012 (€ – 0.84  billion), as large amounts of 
provisions initially booked in 2011 on Greek government 
bonds were reversed. However, the impact of these with‑
drawals on the sector’s bottom line was marginal, as they 
were offset by a similar amount of losses recorded in the 
non-interest income (see above).

The decrease in the amount of impairments on assets 
classified as loans and receivables was the result of a 
combination of various factors. First, substantial provisions 
were taken in 2011 on specific portfolios or files, such 
as the Hungarian portfolio of KBC Bank or the claims of 

Chart  25	 Cost-to-income ratio of European 
banking systems

(consolidated data ; average for 2010, 2011 and H1 2012)
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Chart  26	 Loan loss ratio (1)

(consolidated data, in basis points)
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Belfius Bank on Holding Communal. Second, provisions 
were also booked in 2011 on some Greek government 
bonds reclassified as loans and receivables. The absence 
of such adverse factors in the 2012 income statement 
masks a more broadly-based increase in impairments (e.g. 
on corporate counterparties) as a result of a deteriorat‑
ing economic environment, including in Belgium. These 
impairments were additional to continuing significant 
provisions on foreign portfolios, such as in Ireland. The 
loan loss ratio, comparing impairments on loans and re‑
ceivables to total loans, declined from 44 basis points in 
2011 to 30 basis points in 2012, a level higher than those 
reached in 2010 and in the pre-crisis period (2004-2007), 
but in line with the historical average of this indicator 
(Chart 26). Looking ahead, a period of persistent subdued 
growth is likely to lead to a further increase in provisions 
on loans and receivables.

2.4  Asset quality

Even though the loan loss ratio did not exceed previous 
peaks, the percentage of impaired claims rose again in 2012 
to 3.8 %, up from 3.3 % at the end of 2011 (and 1.5 % at 
the end of 2007) (Table 4). This development is in line with 
the one observed in many European countries, as weak 
economic conditions affect the quality of assets. Against 
this background, European supervisory authorities are in‑
creasing their monitoring of European banks’ asset quality. 

In the Belgian banks, loans to corporates showed a strong 
increase in the ratio of impaired claims, rising to 7.0 % 

from 5.9 % at the end of 2011. No such development was 
observed in 2012 for the other types of counterparties. 
While claims on foreign counterparties (such as in Ireland 
and Hungary) had represented the majority of the defaults 
in previous years, exposures to Belgian counterparties were 
also affected in 2012, indicating that the decline in the 

Table 4 Credit quality indiCators

(consolidated end‑of‑period data)

 

Percentage of impaired claims (1)

 
Coverage ratio (2)

 

2007
 

2008
 

2009
 

2010
 

2011
 

2012
 

2007
 

2008
 

2009
 

2010
 

2011
 

2012
 

Credit institutions  . . . . . . . . . . . . . 0.0 0.4 0.8 0.4 0.3 0.3 59.0 68.2 47.7 55.5 60.2 53.8

Corporate (3)  . . . . . . . . . . . . . . . . . . 2.3 2.3 4.3 4.9 5.9 7.0 37.2 47.1 46.0 43.2 42.7 42.7

Retail (4)  . . . . . . . . . . . . . . . . . . . . . . 2.8 3.3 3.5 3.5 4.1 4.1 27.6 33.6 39.0 41.2 39.7 39.7

Non‑credit institutions (5)  . . . . . . . 0.3 1.3 0.3 0.9 0.6 0.3 31.9 19.9 17.9 45.4 29.2 31.1

 total (6)  . . . . . . . . . . . . . . . . . . . . . .  1.5  2.0  2.9  2.8  3.3  3.8  32.3  41.1  43.0  42.8  41.5  41.4

Source  : NBB.
(1) Impaired claims (according to IAS 39 definition) as a percentage of total loans.
(2) Percentage of impaired claims covered by specific or general provisions.
(3) Exposures on non‑financial corporations, plus some non‑bank financial corporations.
(4) Including self‑employed persons and some SMEs.
(5) Exposures on certain non‑bank financial institutions and local authorities.
(6) Including the small amounts of loans to central governments.

 

Chart  27	 Belgian corporations’ bankruptcies
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quality of the loan portfolios is more general than in the 
past. The coverage ratio of impaired loans remained stable 
in 2012 at around 41 %.

In an economic environment characterised by weak 
growth prospects in several countries in the euro area and 
elsewhere, it is not excluded that a further deterioration 
in the quality of the Belgian banks’ loan portfolio will take 
place. In Belgium, too, further increases in the percentage 
of impaired claims on corporate and other counterparties 
could occur. The number of Belgian corporate bankrupt‑
cies has been increasing constantly since 2007 and has 
outpaced the increase in the total number of Belgian 
corporates, as shown by the increase in the ratio compar‑
ing the number of bankruptcies during a year to the total 

number of existing corporates at the end of the previous 
year (Chart 27). The figures for the first three months of 
2013 show a further increase in the number of Belgian 
corporate bankruptcies and in the annualised abovemen‑
tioned ratio.

The credit quality indicators for Belgian households show 
some deterioration in default rates during the recent 
vintages for consumer loans, but not for mortgage loans 
(Chart 28). For the 2011 vintage of consumer loans, for 
example, the cumulative default rate after 12  months 
was 6.2 %, while the comparable figures for the 2010, 
2009, 2008, 2007 and 2006 vintages after one year had 
been respectively 5.8 %, 5.3 %, 4.9 %, 4.6 % and 4.3 %. 
Data relating to the 2012 vintage indicate a default rate 
after 3 months higher than in any of the six previous 
vintages. The vintage statistics for mortgage loans show 
no clear deviation from historical default rates, as cumu‑
lative default rates broadly follow the same trajectory. 
However, in this connection it should be remembered 
that the low trajectory of the most recent vintages – 
2009, 2010 and, in particular, 2011 – reflects to some 
extent the high number of so-called green mortgage 
loans originated during those years, creating an upward 
bias in the denominator of the ratio. As customers tend 
to give priority to repayment of their mortgage loan, the 
observed deterioration in consumer loan defaults could 
nevertheless also be a sign of increasing repayment dif‑
ficulties for Belgian retail clients, even though banks’ 
credit losses on Belgian retail clients have remained very 
low up till now.

2.5  Solvency

While most credit risks in the Belgian banking sector stem 
from exposures on the balance sheet, off-balance-sheet 
exposures in the form of undrawn portions of credit lines, 
or guarantees extended to third parties, may also be a 
source of sometimes significant credit risk. To calculate 
the Basel II capital requirements for credit risk, the on- and 
off-balance-sheet exposures are combined and converted 
to exposure at default (EAD) via a process which is ex‑
plained in more detail in the Financial Stability Review 
2009 (pp. 44-49). In turn, this EAD is risk-weighted and 
translated into capital requirements, serving as buffers 
against unexpected credit losses. These calculations differ 
significantly between the standardised (SA) and internal 
ratings-based (IRB) approaches.

Under the SA approach, pre-defined risk weights vary 
according to the type of counterparty and, if available, 
its external rating, while risk weighting relies on internal 
models under the IRB approach. EAD covered by the 

Chart  28	 Proportion of loans to Belgian 
households with payment defaults (1),  
by vintage (2)
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SA approach increased from € 235 billion at the end of 
2011 to € 264  billion at the end of 2012, and mainly 
followed from the transfer of BNP Paribas leasing activities 
to BNP Paribas Fortis.

In the case of the IRB portfolios, which covered EAD for an 
amount of € 771 billion at the end of 2012, down from 
€ 849 billion at the end of 2011, the resulting average risk 
weight can be computed by dividing the risk-weighted 
assets relating to a certain counterparty by the associated 
exposure at default. The ratio varies significantly from 
one asset class to another, owing notably to differences 
in assessed probability of default (PD) or loss given default 
(LGD), which are two important variables in the computa‑
tion of risk weights. 

The resulting risk weight for SMEs and other corporates 
is the highest of all asset classes, even though it declined 
in 2012, mainly as a result of an idiosyncratic switch by 
one of the major banks to an Advanced IRB model for 
most of its portfolios (Chart 29). The average risk weight 
of Belgian banks’ sovereign bond portfolios also declined 
slightly, as (mostly peripheral) bonds attracting higher risk 
weights were further divested in 2012. The average risk 
weight increased for exposures to credit institutions, as a 

result of a composition effect given the marked decrease 
in total EAD vis-à-vis these counterparties.

The average risk weight for exposures secured by residen‑
tial real estate increased as well, to a still relatively low 
level of 14 %, the increase in 2012 being due mainly to 
the direct inclusion in risk parameters (PD, LGD) of a capi‑
tal charge booked previously as a separate add-on at one 
bank. The lower risk-weight applied to these loans reflects 
low PD levels and the lower LGD than for other asset 
classes (real estate being used as collateral) even though a 
regulatory floor of 10 % for LGD is applied when calculat‑
ing minimum regulatory capital requirements.

On 26 February 2013, the EBA released the interim re‑
sults of its investigation on risk-weighted assets (RWA) 
in the banking book, as part of a wider analysis on the 
consistency of RWA, whose objective is to better under‑
stand the differences in the calculation of RWA and, if 
required, to formulate the necessary policy solutions to 
enhance convergence between banks and to improve 
disclosure. The EBA report suggests that 50 % of the ob‑
served differences (A-type differences) are related to the 
risk-weighting approaches applied, differences in balance 
sheet structures among banks as well as divergences in 

Chart  29	 Exposures at default and average risk weight for some asset classes falling within the IRB approaches 
of the Pillar I capital requirements for credit risk

(consolidated end-of-period data, in € billion, unless otherwise stated)
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national regulations. The other 50 % (B-type differences) 
stem from the specificities of the banks’ portfolios as well 
as from their risk management practices. They could also 
be caused by differences in the interpretation and the 
application of the regulation. These B-type differences 
will be analysed more extensively in the next steps of this 
EBA work.

Even though Belgian mortgage loan portfolios have not 
been characterised by high losses in recent times, they 
are composed of very different sub-portfolios. Chart  30 
shows, for the situation at the end of 2011, a breakdown 
of the outstanding amount of Belgian mortgage loans in‑
cluded in the IRB-portfolios on the basis of a combination 
of three risk factors at origination. These data are based 
on an ad hoc fact-finding of the Bank conducted in the 
course of the second half of 2012. The areas in the chart 
are proportional to the relative sizes of the portfolios com‑
bining levels of loan-to-value (LTV) and debt service (DSR) 
ratios at origination that fall in the specified intervals. In 

addition, each subportfolio is broken down according 
to the initial maturity (M) of the loans. The chart shows 
significant differences between various sub-segments that 
combine different levels of the three risk factors. In this 
connection, it can be noted, for example that mortgage 
loans combining a loan-to-value (LTV) ratio at origination 
of maximum 80 %, a debt service ratio (DSR) at origina‑
tion of maximum 30 % and an initial maturity of maxi‑
mum 20 years represented only 15 % of the total portfolio 
as at the end of 2011. As banks seem to have tightened 
their lending standards for certain sub-segments in the 
second half of 2012 and the first quarter of 2013 (see 
section  1), the importance of the various sub-segments 
in new production is likely to be different from the one 
shown in the chart.

Turning to developments in Belgian banks’ total risk-
weighted assets (RWA), Chart  31 and Table  5 show 
that total RWA decreased by more than € 20  billion 
in 2012 to € 353  billion, as a result of considerable 

Chart  30	 Breakdown of the Belgian mortgage loan portfolios of IRB-banks, according to loan-to-value (LTV), 
debt service ratio (DSR) and maturity (M) at origination (1) (2)

(unconsolidated data at the end of 2011)
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Source : NBB.
(1)	 All three indicators are computed at the moment of the origination of the loans.
(2)	 The relative sizes of the areas in the chart reflect the relative sizes of the portfolios combining levels of loan-to-value (LTV) and debt service (DSR) ratios at origination that fall 

in the specified intervals. In addition, each subportfolio is broken down according to the initial maturity (M) of the loans (expressed in years).
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variations in the subcomponents of these RWA and di‑
vergences between large credit institutions and others. 
The main drivers of the decline in RWA were, on the 
one hand, the deconsolidation of entities and / or the 
reduction of certain activities and, on the other hand, 
the switch by one of the major banks to an Advanced  
IRB-model for most of its portfolios in 2012. 

For the four largest credit institutions taken together, RWA 
covering credit risk declined by € 13 billion. As shown in 
Chart 31, the large banks have significantly reduced their 
RWA for credit risk and other risks since 2008. This was 
due mainly to lower EAD, rather than lower risk weights, 
as the latter remained fairly stable at around 35 % over 
this period. The rise at the end of 2012 is the conse‑
quence of a composition effect, as mostly exposures with 
a low associated risk weight were reduced in the fourth 
quarter, inter alia exposures vis-à-vis credit institutions, 
including through derivative contracts. The experience 
of the smaller banks has been quite different. In particu‑
lar, balance sheets of Bank of New York and Euroclear 
Bank increased as these institutions witnessed important 
inflows of deposits in their accounts in 2012. As these 
institutions kept these funds in cash or used them to 
grant loans to bank counterparties, activities carrying a 

low risk-weight, the rising asset total only contributed to a 
slight increase in RWA, leading to a further decline in the 
average risk weight for the “other” banks in Chart 31. 

As shown in Table 5, the Belgian banking sector’s ag‑
gregate risk-weighted assets decreased again in 2012, 
reaching € 352.7  billion. While credit risk-related RWA 
account for the bulk of this total, some € 17 billion worth 
of RWA stem from market risks. In 2011, these RWA relat‑
ing to market risk had more than doubled following the 
implementation of the Capital Requirements Directive  III 
(CRD  III or Basel 2.5) during the last quarter of that year. 
These new rules focus mainly on increasing requirements 
related to the banks’ trading book, including higher  
requirements for (re-)securitisation positions, specific risk of 
financial instruments as well as the use of a stressed VaR 
in internal model calculations. Market risk-related RWA de‑
creased by more than € 5 billion in 2012, mainly following 
the exit from certain activities by some banks. RWA relating 
to other risks also declined following the abovementioned 
direct inclusion in risk parameters (PD, LGD) of a capital 
charge booked previously as a separate add-on.

The Tier I ratio increased from 15.1 % at the end of 2011 
to 15.9 % at the end of 2012, close to the record high 

Chart  31	 Total assets, risk-weighted assets and average risk weight

(consolidated data, in € billion, unless otherwise stated)
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reached at the end of June 2011 (16.3 %). The substantial 
decline in RWA more than offset the slight reduction in 
Tier I capital, down from € 56.5 billion at the end of 2011 
to € 55.9 billion at the end of 2012. 

The Tier I capital and risk-weighted assets in Table 5 are 
calculated according to the current Basel 2.5 rules. In this 
connection, it must be recalled that a floor is imposed on 
risk-weighted assets calculated according to internal mod‑
els in such a way that RWA cannot be lower than 80 % 
of the requirements obtained if these exposures had been 
risk-weighted according to the former Basel I framework. 
If this regulatory floor is taken into account, the sector’s 
Tier I ratio falls to 14.2 %. The new directive CRD IV will 
extend this floor until the end of 2017.

In the future, the new Basel III rules will make the solvency 
requirements considerably tougher, since they will have 
a simultaneous impact on the two components of the 
capital ratio by tightening up the definition and raising 
the thresholds of the regulatory capital, and increas‑
ing the risk weights applied to various asset categories. 
This new regulatory framework will be implemented on 
1 January 2014 if the regulation is finally approved before 
30 June 2013 (otherwise, it will be applicable from 1 July 
2014), but it will not be fully operational before 1 January 
2019, due to the phased implementation of the new 

requirements and the gradual phasing-out of various 
grandfathering rules, in order to allow banks to make a 
smooth transition to the new regime and to minimise the 
spillover effects for other sectors of the economy. 

To meet these new regulatory targets, Belgian banks’ 
strategy relies mainly on retained earnings as a way of 
bolstering common equity levels. The Belgian banks 
therefore face a major challenge in having to sustain 
sufficiently high levels of income generation in a difficult 
environment, on top of the need – in the case of those 
institutions which received capital support from the pub‑
lic sector during the financial crisis – to free up capital 
resources so that they can repay the remaining capital 
injected by the public authorities.

In order to improve the quality of regulatory capital, Basel 
III will impose a much stricter definition so that common 
equity Tier I capital will consist predominantly of ordinary 
shares and retained earnings. The capital will have to 
be adjusted to take account of the deduction of new 
elements, such as assets in the form of deferred tax as‑
sets and the available-for-sale reserve. Under the current 
Belgian solvency rules, banks can apply a prudential filter 
when calculating their regulatory own funds, eliminating 
the impact of positive or negative changes in the availa‑
ble-for-sale revaluation reserve. That reserve – which cor‑
responds to the unrealised gains or losses on assets avail‑
able for sale – is thus only recorded under the accounting 
equity. At the end of December 2012, it represented a 
negative amount of € 0.5 billion, down from a negative 
amount of € 5.9 billion at the end of 2011. This marked 
improvement was mainly the consequence of lower risk-
free interest rates and reduced spreads on some bond 
portfolios (including Belgian bonds).

The minimum required regulatory capital ratios will also 
be significantly different under Basel III than under the 
current Basel 2.5 rules. The most striking change concerns 
the raising of the minimum requirements for common 
equity Tier I capital, from 2 to 4.5 % of the risk-weighted 
assets, while the minimum level for Tier I capital will be 
raised from 4 to 6 % of the risk-weighted assets. To this 
will be added requirements in terms of the so-called capi‑
tal conservation buffer, representing a fixed 2.5 % of the 
risk-weighted assets, and a countercyclical buffer, ranging 
between 0 and 2.5 % of the risk-weighted assets depend‑
ing on the state of the credit cycle(s) in the different geo‑
graphic markets to which the bank is exposed. Both these 
supplementary buffers must also be covered exclusively by 
common equity Tier I capital.

In the future, the Basel III rules will also impose an increase 
in the risk weights to be applied to certain exposures, 

Table 5 Breakdown of Tier i capiTal and  
risk‑weighTed asseTs

(consolidated end‑of‑period data,  
in € billion, unless otherwise stated)

 

2010
 

2011
 

2012
 

Tier I capital (1)  . . . . . . . . . . . . . . . . 57.8 56.5 55.9

composed of :

Core Tier I (2)  . . . . . . . . . . . . . 50.9 49.8 51.4

Hybrid capital  . . . . . . . . . . . . 6.9 6.6 4.5

Risk‑weighted assets  . . . . . . . . . . 372.5 373.8 352.7

composed of :

Credit risk  . . . . . . . . . . . . . . . 322.8 312.9 301.0

Market risk  . . . . . . . . . . . . . . 10.7 21.9 16.6

Operational risk  . . . . . . . . . . 35.1 35.2 35.0

Other  . . . . . . . . . . . . . . . . . . . 3.9 3.8 0.1

Tier I capital ratio (in %)  . . . . . . 15.5 15.1 15.9

Core Tier I capital ratio (in %)  . . 13.7 13.3 14.6

Source : NBB.
(1) Includes paid‑up capital and share premiums, eligible reserves and income from 

the current year, revaluation reserves and associated prudential filters, hybrid 
capital instruments, third‑party interests and deductions (e.g. intangible assets, 
participations).

(2) Defined as Tier I capital net of Tier I hybrid capital.
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notably interbank positions and credit risks incurred in 
connection with derivatives business. These measures will 
affect the movement in risk-weighted assets ; in recent 
years, their gradual decline has been the main reason for 
the increase in the solvency ratio according to Basel II.

The introduction of a harmonised leverage ratio, relating 
Tier I capital to the bank’s total unweighted assets while 
taking account of off-balance-sheet exposures, will be 
analysed during an observation period and is intended to 
form an absolute minimum for the risk-weighted capital 
requirements.

2.6  Interest rate risk

As intermediaries between depositors and borrowers, 
banks offer short-term savings products to retail cus‑
tomers on their liability side while extending long-term 
sources of finance to borrowers on the asset side. The as‑
sociated interest rate maturity mismatches between major 
categories of assets and liabilities are potential sources of 
unexpected losses if the exposures are not managed pru‑
dently. Banks can, however, mitigate and actively manage 
their interest rate risk by using a large range of different 
financial instruments, the most important being deriva‑
tives, primarily interest rate swaps and options.

In general, there are four different drivers of interest rate 
risk : parallel shifts in the yield curve, changes in the slope 
of the yield curve, basis risk which arises from imperfect 
correlations between rates earned and paid on instru‑
ments with similar maturities and re-pricing characteris‑
tics, and optionality, implying that behavioural maturities 
can differ from contractual ones. Two examples of such 
optionality are the pre-payment options in mortgage 
contracts and the withdrawal options in sight and sav‑
ings deposits. These withdrawal options in the case of 
sight and savings deposits lead to important differences 
between the contractual and behavioural maturities of 
non-maturity deposits, which constitute a key element in 
the management of the Belgian banks’ interest rate risk. 
These drivers can affect the profitability and solvency of 
financial institutions through different channels.

The regulatory environment makes a distinction between 
interest rate risks in the banking book and those in the 
trading book. Whereas interest rate risks in the trading 
book are treated under Pillar I of the Basel II capital ac‑
cord, explicitly requiring capital to be held to cover them, 
interest rate risks on banking book assets are treated 
as a Pillar II risk. An evaluation of these Pillar II risks 
is a prominent part of the annual Supervisory Review 
and Evaluation Process (SREP) of banks’ overall capital 

adequacy, which can give rise to the decision to apply, 
if required, additional regulatory capital requirements. 
The SREP is an instrument in the prudential surveillance 
process that embodies, on the one hand, the financial 
institution’s obligation to devise an internal capital assess‑
ment process and to set capital targets commensurate 
with its own risk profile and the quality of its internal 
controls (Internal Capital Adequacy Assessment Process –  
ICAAP), and, on the other hand, the SREP itself, which 
is the obligation of the supervisory body concerned to 
assess the adequacy and quality of financial institutions’ 
capital in the light of their risk profile, and to intervene 
where necessary by using the various prudential meas‑
ures at its disposal.

A main Pillar II risk measure for interest rate risk is defined 
in terms of the impact of a parallel shift in the yield curve 
on the economic value of the banking book – namely the 
difference in net present value of assets and liabilities not 
belonging to the trading book. Belgian banks report, on 
a quarterly basis, stress test results concerning their expo‑
sure to interest rate risk in the banking book. Reported 
data include the calculated economic value of the banking 
book at the reporting date under six uniform assumptions 
regarding the size of shifts in the yield curve (immediate 

Chart  32	 Impact of a 200-basis-point parallel 
upward shift in the yield curve on the 
economic value of the banking book

(consolidated data, in % of regulatory own funds)
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parallel shifts in the yield curve, up and down, of 100, 
200 and 300 basis points). Although credit institutions 
have to use their own internal calculation methodologies, 
comparability of data among institutions is enhanced 
through the compulsory use – for prudential reporting 
purposes only – of uniform assumptions imposed by the 
regulator regarding re-pricing dates of savings deposits 
and sight deposits.

Chart 32 shows the development over time of the sen‑
sitivity of the economic value of the banking book to 
a scenario of a 200 basis point parallel rise in the yield 
curve. The weighted average of the Belgian banking sec‑
tor suggests that interest rate risk in the banking book 
had been rather stable in 2012, increasing somewhat 
when compared to 2011, yet it remains below the 20 % 
threshold that is destined to trigger heightened supervi‑
sory attention for individual banks, as suggested in the 
Pillar II guidelines regarding the supervisory review pro‑
cess. However, sensitivity to interest rate risk differs widely 
among institutions, as emphasised by the first and ninth 
deciles. Yet, at the end of 2012, none of the 16  credit 
institutions reporting consolidated figures exceeded this 
threshold. It should moreover be recalled that this meas‑
ure only captures one of the four different drivers of 
interest rate risk, i.e. a parallel yield curve shift, under a 
specific set of assumptions. It therefore does not reflect 
the impact of potential changes in the slope of the yield 
curve, basis risks, or interest rate risks stemming from 
changes in behavioural maturities and other optionalities. 

Risks stemming from changes in credit spreads on fixed-
income instruments are not captured either.

3.  Insurance sector

The Belgian insurance sector returned to a high level of 
profitability in 2012, following several years of low net 
profits or even losses. The net result of the sector came 
to € 2.6 billion, while in 2011, a loss of € 0.9 billion was 
posted (Chart 33). The main reason for this positive de‑
velopment was a significant increase in the net income 
from financial investments, which – in the life, non-life 
and non-technical accounts taken together  – grew 
from € 4.0 billion in 2011 to € 11.7 billion in 2012. This 
amount includes various types of income from financial 
investments, including interest payments on interest-
bearing assets, dividends on equities, or capital gains or 
losses on financial assets due to the sale of these instru‑
ments or changes in their book value (impairments or 
re-valuations). While impairments on Greek and other 
peripheral government bonds had a major impact on net 
investment income in 2011, the Belgian insurance com‑
panies appear last year to have booked mainly positive 
adjustments on the book value of financial assets, on the 
back of increases in government bond prices and recover‑
ing equity markets. 

Table 6 provides more details about the net profit and 
loss of the insurance sector, broken down into its three 
main components, namely the life insurance technical 
result, the non-life insurance technical result and the non-
technical result. The sharpest improvement was recorded 
in the net result of life insurance operations (to € 1.4 bil‑
lion), driven by a strong increase in net investment income 
(from € 4.1  billion in 2011 to € 9.6  billion last year). In 
this connection, it must be recalled that the life insurance 
technical result traditionally combines a negative result 
on pure insurance activities counterbalanced by a posi‑
tive result on investment activities. That second element 
comes from investing the collected premiums in order to 
generate financial income. The sharp improvement in net 
investment in 2012 was thus offset to some extent by 
an accompanying decline in the result of life insurance 
activities (€ – 8.2 billion versus – 4.8 billion in 2011), as a 
substantial part of these financial results are added to the 
premiums collected during the year to build the technical 
reserves necessary to cover the liabilities resulting from life 
insurance activities. 

Non-life insurance also benefited from a significant in‑
crease in net investment income – rising from € 0.8 billion 
in 2011 to € 1.2 billion in 2012 –, lifting the overall tech‑
nical result of non-life insurance to its highest level since 

Chart  33	 Net results of Belgian insurance 
companies

(unconsolidated data, in € billion)
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2007. With positive net results in all the years since 2007, 
non-life insurance activities proved quite resilient during 
the crisis years. This was due not least to the strong per‑
formance in underlying insurance activities on the back 
of rising premium income and good underwriting results. 

Non-life insurance premiums net of reinsurance premiums 
rose by 3.7 % in 2012 relative to 2011 and the combined 
ratio – which relates the total cost of claims plus operat‑
ing expenses to net premium income – remained close to 
100 % (Chart  34). In 2000-2002, this inverted measure 
of the underlying profitability of non-life insurance op‑
erations had exceeded 110 %, following which insurance 
companies restored a better balance between insurance 
costs and premium income by raising the level of premi‑
ums, improving cost control, and imposing stricter under‑
writing terms for certain loss-making insurance products 
and classes. A similar response could be observed after 
the new increase in the combined ratio in 2009 and 2010, 
contributing to the upward revision of premiums in many 
non-life insurance classes in 2011 and 2012.

Life insurance premiums also increased in 2012, rising by 
a considerable 10.7 % to € 20.7 billion. This is the highest 
level since 2007 and follows several years during which 
life insurance premiums were below € 20 billion per year. 
In 2011, they had reached their lowest level since 2003. 
The increase in total premium income for individual and 
group insurance contracts in 2012 seems to be related 
to some renewed growth in mutual fund-like class  23 
contracts, but most of all it is likely to have stemmed 
from the anticipation by households of the tax increase 

on premiums paid for class 21 and class 23 contracts as 
from 1 January 2013 (tax increased from 1.1 % to 2 %). In 
this regard, it should be remembered that the particularly 
large amount of premiums collected in 2005 was related 
to the introduction on 1 January 2006 of the 1.1 % tax on 
premiums to be paid on individual life insurance contracts. 
Since households had anticipated this tax by paying ad‑
ditional premiums in the final months of 2005, and then 
reduced their payments in 2006, the net results for 2005 
and 2006 were first artificially driven up and then de‑
pressed, compared to the picture which would have been 
expected in the absence of this tax measure. A similar 
shift in premium payments may have occurred between 
2012 and 2013. 

Notwithstanding the recovery in premiums in 2012, 
demand for life insurance products appears to have 
weakened in recent years, mainly in the case of indi‑
vidual (rather than group) life insurance policies. This fall 
in demand was probably caused to a significant extent 
by the financial crisis, as households displayed a stronger 
preference for liquidity in their savings. The shift in de‑
mand away from insurance products may have been 
compounded by the predominance of the bancassurance 
business model in Belgium, as banks needing substantial 
liquidity may have channelled household savings into 
banking products rather than life insurance contracts. 
Another important factor weighing on demand for in‑
dividual life insurance policies concerned the low yields 
offered by these medium- to long-term saving contracts 
as a result of the low interest rate environment. This also 
seems to be confirmed by the available, albeit partial, 

Table 6 Main coMponents of the profit and loss account of Belgian insurance coMpanies

(unconsolidated data, in € billion)

 

2009
 

2010
 

2011
 

2012
 

Life insurance technical result  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.8 –0.7 1.4

Result of insurance activities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . –8.0 –7.1 –4.8 –8.2

Net investment income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8 7.8 4.1 9.6

Non‑life insurance technical result  . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.7 0.9 1.1

Result of insurance activities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.4 –0.4 0.1 –0.1

Net investment income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.0 1.2 0.8 1.2

Non‑technical result (1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.5 –0.1 –1.1 0.1

Net investment income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.7 0.2 –0.9 0.9

Other results  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 –0.3 –0.2 –0.7

 net result for the financial year  . . . . . . . . . . . . . . . . . . . . . . . . .  0.9  1.4  –0.9  2.6

Source : NBB.
(1) The non‑technical result includes investment income not imputed to life and non‑life insurance activities, and exceptional results and taxes.
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information on surrender rates, showing that in recent 
years there has been an increasing percentage of class 21 
life insurance contracts that policyholders have renewed 
only partially, if at all, when the policy matures. A persis‑
tence of the low interest environment may thus weigh on 
the new volumes of life insurance products that Belgian 
insurance companies will be able to sell, and eventually on 
their profitability if cost structures are not adapted to the 
reduced business volume. A sufficiently high profitability 
will, however, be necessary to rebuild the insurance sec‑
tor’s core capital position, which was eroded somewhat 
during the financial crisis, as highlighted by the decline in 
the explicit solvency margin (Chart 35).

The solvency margin of insurance companies consists of 
an explicit margin which includes own funds, subordi‑
nated debts and certain other balance sheet items, and 
an implicit margin which, subject to the approval of the 
Bank, essentially comprises part of the gross unrealised 
gains on investment portfolios. The explicit margin was 
strengthened in 2008 and in the first half of 2009 by the 
capital increases carried out by a number of insurers in 
order to offset the investment losses incurred in 2008. 
Those increases, combined with the reserving of profits in 
2009 and 2010, enabled the sector to maintain an explicit 
solvency margin at least equal to 165 % of the required 
minimum for each quarter since the end of 2009. While 
a level of more than 190 % had been reached in the last 
three quarters of 2009 and in the year 2010, this explicit 
solvency margin dropped back again to close to 165 % 
in the course of 2011, due to the net loss in the income 
statement, and remained close to this level in 2012. 
The total solvency margin, comprising both explicit and 
implicit elements, has remained above 195 % of the mini‑
mum required in each quarter since the end of 2007, and 
reached 208 % at the end of December 2012. 

Chart  34	 Premium income and combined ratio (1)

(unconsolidated data, in € billion unless otherwise stated)
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Chart  35	 Solvency margin of Belgian insurance 
companies

(unconsolidated data, in % of the minimum required margin)
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(2)	 This margin is composed of an explicit margin – including the own funds, 
subordinated debts and certain other balance sheet items – and an implicit 
margin which, subject to the approval of the Bank, comprises certain other 
specific elements, the principal one being a part of the unrealised gains on 
investment portfolios.
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When account is taken of all unrealised gains or losses 
on the investment portfolio, including those not included 
in the implicit margin, an adjusted solvency can be calcu‑
lated. This hidden reserve (or deficit) has been very volatile 
in recent years and reached a record € 20.2 billion at the 
end of 2012. This is mainly the result of higher unrealised 
capital gains on bonds in the investment portfolio, due 
to the sharp drop in secondary market yields for Belgian 
and other core euro area government bonds and for other 
bonds in the portfolio of the Belgian insurance compa‑
nies. However, the improved solvency position shown in 
Chart 35 as a result of the decline in interest rates should 
be interpreted cautiously, as it does not take into account 
the adverse impact of lower interest rates on the eco‑
nomic value of the liabilities. Indeed, in accordance with 
the Solvency I prudential framework, the effect of lower 
interest rates on the discounted value of the insurance 
companies’ liabilities towards policyholders is currently 
not taken into account in the calculation of the regulatory 
solvency margin. Under the future prudential framework, 
Solvency II, this will be different, as both assets and li‑
abilities will be measured on a market-consistent valua‑
tion basis. In the case of long-term insurance contracts, 
such as life insurance or disability insurance, interest rate 
changes may then have a major impact on the economic 
value of the balance sheet, since the potential long-term 
liabilities do not have the same maturity as the associated 
financial investments. By adopting a more comprehensive 
approach, centred on the economic value, for assessing 

Chart  36	 Cash-flow patterns of liabilities and of 
interest rate-sensitive assets (1)

(Indexes, interest rate-sensitive asset cash flow for  
2013 = 100)
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companies.

the adequacy of the capital of insurance companies, 
the Solvency II framework will try to better reflect the 
challenges relating to the valuation of the assets and li‑
abilities, and the potential effects on the volatility of the 
own funds. In the meantime, by taking partial account of 
unrealised capital gains on financial investments, but not 
adjusting the valuation of the liabilities at current interest 
rates, the current Solvency I regulations may thus not ac‑
curately reflect the challenges which a low interest rate 
environment presents for insurance companies. 

Chart  36 provides some more information about the 
match between the cash-flow profiles of the insurance 
companies’ liabilities and interest-rate sensitive assets, 
based on the available information for a sub-sample of 
Belgian insurance companies. The aggregate data for 
these companies show that large cash flows occur in the 
short-term, for both the liabilities and assets, with a slight‑
ly higher amount of cash flows on the asset side than on 
the liability side. By contrast, in the longer-term, the cash 
flows relating to liabilities tend to be somewhat higher 
than the cash flows from the assets. This combination of 
a net asset position in the short term and a net liability 
position in the long term is consistent with the general 
view that the duration of liabilities in insurance companies 
tends to be somewhat longer than the duration of the 
assets. Due to the sometimes very long-term nature of 
some of their liabilities, insurance companies do indeed 
have difficulty in finding enough corresponding assets 
with the same long maturities, even if the bulk of asset 
and liability cash-flow profiles are well-matched. The re‑
maining mismatches and the above-mentioned difference 
in duration between assets and liabilities make insurance 
companies’ net economic value and profitability sensitive 
to a low interest rate environment, as some of the matur‑
ing assets have to be rolled over in new financial invest‑
ments to match the cash-flow profile of all outstanding 
liabilities. This reinvestment risk is particularly relevant for 
the life insurance activities, where some of the liabilities 
can be far in the future. 

This long-term character of many life insurance products 
can also be seen in the fact that life insurance premiums 
are generally collected under long-term contracts, unlike 
most non-life insurance premiums which are collected un‑
der contracts renewed annually. The investment of the life 
insurance premiums collected during the contract period 
explains why the investment portfolios built up to cover 
those future liabilities are much larger in the case of life 
insurance than in non-life insurance (Chart 37). 

The great majority of life insurance premiums – for both 
individual and group policies – are collected on contracts 
under which the insurer bears at least part of the risks 
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relating to financial market developments. This is why 
the financial assets covering class 23 insurance policies, in 
which the policyholder assumes the financial risks on the 
investments, are much smaller than the financial assets 
held on behalf of policyholders in other classes. In terms 
of outstanding amounts, class 23 policies represent only 
around 12 % of the total assets covering the life insurance 
liabilities shown in Chart 37. In 2012, the structure of the 
financial assets covering class 23 contracts changed some‑
what, as the proportion of corporate bonds increased 
from 4 % in 2011 to 26 % in 2012. 

In their asset and liability management, insurers must 
choose an asset mix that is the most appropriate for both 
the structure and the characteristics of the associated li‑
abilities, while establishing a balance between the risks on 
the investment portfolio and the expected rates of return. 
In the case of life insurance policies for which the insurer 
bears the investment risk, the resulting covering assets 
are made up mainly of government and corporate bonds, 
which represented 50 % and 30 % respectively of the in‑
vestment portfolio at the end of December 2012. In com‑
parison with the figures for preceding years, insurance 
companies seem to have increased the share of corporate 
bonds. In a similar vein, although the share of mortgage 

loans in total covering assets remained low at € 8.5 bil‑
lion, it increased from 2 % to 4 % between year-end 2011 
and 2012. These changes in asset allocation may result in 
a higher average yield on investments, but may present 
greater credit and liquidity risks for the companies. 

The covering assets relating to non-life insurance activities 
are a little less dominated by government bonds (41 %) 
and corporate bonds (25 %), in favour of a slightly larger 
proportion of equities and other types of assets, particu‑
larly short-term instruments and bank deposits.

The percentage of the investment portfolio of the various 
insurance activities composed of equities, including shares 
in associated or non-associated companies, declined from 
8 % of the total covering assets at the end of 2008 to less 
than 5 % at the end of 2012. 

The reason for the substantial presence of government 
bonds in the investment portfolios held by life and non-
life insurance companies is that, in the past, these bonds 
were regarded as risk-free assets owing to the very low 
probability of counterparty default. They were usually con‑
sidered to be the highest quality bonds in the market. In 
addition, government bonds are available in a wide range 
of maturity dates (from 1  year to 30  years and longer), 
increasing the scope for matching the typically long-term 
liabilities in the life insurance business. Furthermore, as 
an exception, the prudential regulations regarding invest‑
ment and concentration limits in covering assets do not 
apply to the government bond asset class. These bonds 
often also meet the insurance companies’ preference for 
steady and regular sources of investment income.

Another article in this Financial Stability Review analyses 
in more detail the composition and main features, as at 
the end of 2012, of Belgian insurance companies’ invest‑
ments in fixed-income instruments issued by public sec‑
tor entities, which include central and local government 
authorities, as well as international public institutions. 
The analysis is based on detailed information on the in‑
dividual financial securities included in the public sector 
bond portfolio combined with data on the ratings of the 
individual bonds and their issuance date, maturity date, 
coupon rate, currency, etc., as available in the Bloomberg 
information system. 

The breakdown of the public sector bonds according to 
the country of issuance, shows in this regard that the 
Belgian insurance sector further increased its investments 
in Belgian government bonds, mainly at the expense of 
a lower exposure to public sector bonds from periph‑
eral euro area countries. By the end of December 2012, 
the exposure to the public sector of Spain, Ireland and 

Chart  37	 Composition of the covering assets per 
insurance activity

(unconsolidated data, in € billion)
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Portugal had been reduced to respectively € 1.7  billion, 
1.1 billion, and 0.5 billion, with the exposure on Greece 
having fallen to a negligible amount. At the end of last 
year, the Belgian government bonds in the insurers’ cov‑
ering assets amounted to € 59.5 billion or almost 57 % 
of the total public sector bonds in these covering assets 
(up from 34 % in 2009).

By mapping the maturity profile and coupon rates of 
public sector bonds, the article also shows that, in coming 
years, Belgian insurance companies may have to reinvest 
significant amounts of maturing AAA- and AA-rated 
bonds at yields lower than the maturing coupon rates if 
the current low interest rate environment were to persist. 
The data show in this regard that the public sector bonds 
in the covering assets of both life and non-life insurance 
had average coupon rates of respectively 4.4 % and 4.1 % 
as at the end of 2012, and a well-laddered maturity 
profile beyond that date, indicating the potential for a 
significant, albeit gradual, materialisation of reinvestment 
risks over time. In this connection, it should be noted 
that these average coupon rates for the principal asset 
class in Belgian insurance companies’ covering assets are 
not necessarily a reliable indicator of the effective yield 
to maturity of the public sector bonds, as that yield also 
depends on the price at which the public sector bonds 
were acquired. 

The outstanding amount of life insurance policies of‑
fering guaranteed rates of return and the level of these 
guaranteed rates of return are particularly important risk 
parameters for insurance companies when the interest 
rates on risk-free investments fall to very low levels, as 
happened in the recent period. In the 1990s, insurance 
companies had tended to offer their customers a guar‑
anteed rate of return of 4.75 %, which was the statutory 
ceiling in force up to the end of June 1999. In July 1999, 
this ceiling was reduced to 3.75 %. In the case of an exit 
from a supplementary pension plan, the current legisla‑
tion requires companies to guarantee a minimum return 
of 3.25 % on employers’ contributions and 3.75 % on 
personal contributions.

While the profitability of insurance contracts guaranteeing 
such returns was eroded when long-term interest rates 
began to drop below those levels, the sector has gradually 
modified that adverse structure by marketing contracts 
offering guaranteed rates of return which are more in 
line with risk-free interest rates, and containing clauses 
which provide for revision on the basis of changing mar‑
ket conditions. Moreover, some contracts specify that the 
guarantee is limited in time, and that, at the end of that 
period, the contract reserve (i.e. the amount of savings 
built up) is technically regarded as a new premium with a 
new guaranteed interest rate in line with prevailing mar‑
ket conditions. All these measures contributed to a reduc‑
tion in the average guaranteed rate of return on class 21 
contracts from 4.5 % at the end of 1999 to 3.22 % at 
the end of 2010 and 3.17 % at the end 2011 (Chart 38).

The chart also compares the average guaranteed rate 
of return on class 21 contracts with the effective annual 
return on investments covering these policies. Preliminary 
figures for the year 2012 show a significant improvement 
in the investment return (to 4.6 %), but from a very low 
level in 2011, when the return on investments was only 
2.8 %. In the period 1999-2011, the average net invest‑
ment return amounted to 5.1 %. This period included 
three years during which the annual return on invest‑
ments was lower than the prevailing average guaranteed 
rate of return on the outstanding contracts. This occurred 
during years of severe financial market downturns in 
2002 (equity markets), 2008 (Lehman Brothers) and 
2011 (euro area debt crisis). Yet, even if one disregards 
these exceptional years, the trend in investment returns is 
clearly downward, in line with the overall trend in Belgian 
government bond yields. As already mentioned, the 
other article in this Financial Stability Review concludes 
in this connection that, in future years, Belgian insurance 
companies may have to reinvest significant amounts of 
maturing AAA- and AA-rated bonds at lower yields than 
the maturing coupon rates if the current low interest rate 

Chart  38	 Guaranteed rate of return on class 21 
contracts
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environment were to persist. Against this background, the 
Bank calls for a careful treatment of the large unrealised 
capital gains on the insurance companies’ bond portfolio, 
which should not be used to enhance short-term payouts 
to policyholders or shareholders, but rather be seen as 
a (high-coupon) buffer for the years ahead, should the 
current low interest rate environment persist over the 
medium term.

As shown in Chart  39 for the situation at the end of 
2011, the Belgian insurance sector has large amounts 
of contracts offering high guaranteed rates of return 
for policyholders. These liabilities are to a significant 
extent the legacy of contracts concluded a long time 
ago, in most cases guaranteeing these rates of return 
on future premiums as well. Analysis of the data broken 
down by contract in the left panel of the chart reveals 
that contracts concluded in the past and still offering 
a guaranteed return of more than 4.5 % amounted to 
€ 31.7 billion, or around 20 % of the inventory reserves, 
at the end of 2011. Most of those contracts (€ 30.5 bil‑
lion) offered a nominal return of 4.75 %, the legal maxi‑
mum for that type of contract up to June 1999. With 
reserves of € 35.3 and € 11.8 billion, contracts offering 

a guaranteed return of respectively 3.25 % and 3.75 % 
also account for large amounts of life insurance liabilities 
with guaranteed rates of return. The liabilities in these 
two categories include most of the class 21 group insur‑
ance contracts, because insurance companies, spurred 
on by competition, tended to offer in these group insur‑
ance policies a guaranteed rate of return that was in 
line with the minimum rates that companies sponsoring 
group insurance policies have to guarantee on employer 
and employee contributions according to the law on the 
supplementary pension system (second pillar). As already 
mentioned, for employers’ contributions paid under 
the supplementary pension system the law requires the 
sponsoring companies to guarantee a minimum rate of 
return of 3.25 %, and 3.75 % for employees’ contribu‑
tions. Taking account of the downward trend in yields 
on government bonds – the main instrument in insurers’ 
investment portfolios – it became difficult for insurers 
to maintain the link between the guaranteed returns 
that they offer on group insurance and the statutory 
minimum returns on supplementary pensions. Insurance 
companies have therefore recently increasingly of‑
fered rates lower than those stipulated by the Law on 
Supplementary Pensions (see Box 2).

Chart  39	 Distribution of class 21 liabilities with guaranteed rates of return

(unconsolidated data at the end of 2011, in € billion, unless otherwise stated)
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Box 2  – � Guaranteed group insurance yields in the context of low returns on 
risk-free financial assets

In view of the long duration of life insurance contracts and the significance of the associated interest rate risks, 
there are prudential regulations in Belgium governing the yield guaranteed by insurers. There is a statutory 
maximum return which takes account of changing market conditions and, in particular, the movement in 
government bond yields ; thus, since 1999, the guaranteed return must not exceed 3.75 %. Since interest rates 
have fallen, many insurers nowadays only guarantee yields significantly below this maximum. Nevertheless, that is 
not a general trend, particularly for group insurance, owing to the rules on minimum yields to be guaranteed for 
supplementary pensions.

To protect scheme members, the Belgian Law on Supplementary Pensions stipulates an annual minimum return 
of 3.75 % on members’ contributions and 3.25 % on those paid by employers. These statutory minimums no 
longer correspond to the reality of market interest rates. However, employers are putting pressure on insurers to 
guarantee them because they want to protect themselves against their legal obligation to make up the difference 
in relation to the minimum returns on group insurance contracts providing supplementary pensions.

The amounts involved are not trivial since, at the end of 2011, 27 % of the inventory reserves relating to class 21 
concerned group insurance, worth € 44 billion, of which € 38 billion related to contracts offering a guaranteed 
return of 3.25 % or more.

Taking account of the downward trend in yields on government bonds – the main instrument in insurers’ investment 
portfolios – it will be difficult, if not impossible, for insurers to maintain the link between the guaranteed returns 
that they offer on group insurance and the statutory minimum returns on supplementary pensions. Apart from 
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purely management considerations, there are also legal constraints since, under the forthcoming European rules 
on solvency, known as Solvency II, the minimum level of insurance companies’ capital will be determined according 
to the risks incurred.

In these circumstances, the Bank proposed lowering the reference rate for long-term life insurance transactions to 
2 % from 1 January 2013. Since that proposal was not implemented, the Bank reminds insurance companies that 
the regulations set a general principle of prudence by stipulating that the premiums must be sufficient to cover the 
benefits and costs, taking account of the income from the covering assets. It will therefore ensure, via its prudential 
policy, that every insurer applies an interest rate compatible with its risks and costs.

In the current environment of low returns on low-risk assets, insurance companies will therefore be increasingly 
obliged to offer rates lower than those stipulated by the Law on Supplementary Pensions. However, it should be 
noted that, in this case, the obligation on employers to make up the difference will mean a significant increase in 
labour costs.

Most of the recent increases in life insurance reserves con‑
cern policies offering a lower guaranteed rate of return, 
including a large number of policies providing only a capi‑
tal guarantee but offering a larger range of profit-sharing 
rates and mechanisms. However, the biggest reduction 
in the interest rate risk for insurance companies resulted 
from the introduction of greater flexibility in the determi‑
nation of the guaranteed rate of return. Whereas, in the 
1990s, the guaranteed rate of return prevailing at the 
time of conclusion of the contract generally also applied 
to all future premiums, most of the contracts concluded 
during the past decade have only guaranteed the rate of 
return prevailing at the time of collection of the premium, 
so that the guaranteed rate of return can be adjusted ac‑
cording to changing market conditions. However, some 
of these contracts also offer policyholders more flexibility, 
allowing them to terminate their policies more easily or 
to reduce them without incurring heavy penalties. That 
means that some insurance companies are exposed to a 
greater risk of surrender or cancellation, especially if inter‑
est rates rise strongly. In those circumstances, they would 
face a choice between increasing the rate of return on 
their contracts or accepting a reduction in their volume of 
business. In both cases, that would impair the profitability 
of class 21 life insurance policies.

The right panel of Chart 39 analyses the same data, but 
broken down by company rather than by contract. It fo‑
cuses on the average guaranteed rate of return offered 
by each individual insurance company, taking all life 
insurance contracts of class 21 together, over the period  
2005-2011. The chart confirms that, for some years 
now, insurance companies have adapted to the lower 
interest rate environment by offering contracts more 

in line with market conditions, resulting in a decline in 
the average guaranteed rates of return. At the end of 
2011, around 83 % of the class 21 inventory reserves 
were held by insurance companies offering an average 
guaranteed return of 3.25 % or lower, whereas in 2005, 
no company had an average guaranteed rate of return 
lower than 3.5 %.

In order to protect themselves against the effects of low 
interest rates on the profitability of guaranteed rate of 
return contracts, insurance companies have to form an 
additional provision for contracts offering a guaranteed 
rate of return 10 basis points higher than the so-called 
flashing light rate, defined as 80 % of the average yield on 
ten-year government bonds on the secondary market over 
the past five years. Insurance companies can spread the 
amounts to be allocated to this provision over a maximum 
of ten years. The flashing light rate for this additional pro‑
vision, which is calculated once per year by the supervisor, 
was 3.06 % at the end of 2012. At the end of 2011, 
the cumulative additional provisions that the Belgian 
insurance companies had constituted in this framework 
amounted to € 2.5 billion. Some insurance companies are 
dispensed of this obligation to form additional provisions 
on the basis of the annual exemptions foreseen in the 
Circular of September 2006 which specifies the condi‑
tions under which insurance companies can prove to the 
supervisor the quality of the related risk management and 
risk models and the ability to meet the future liabilities.
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4.  �Main results of the Financial Sector 
Assessment Program for Belgium

At the end of 2012 and the beginning of 2013, Belgium 
underwent a thorough assessment of its financial system 
by the International Monetary Fund (IMF). Since 1999, the 
IMF has conducted Financial Sector Assessment Programs 
(FSAPs) aimed at the full, in-depth analysis of a country’s 
financial sector. The objective of these assessments is to 
detect the main vulnerabilities which could trigger finan‑
cial crises. They concern both supervision and regulation 
and the risk profile of the whole financial system. 

Financial crises can have disastrous consequences for the 
real economy, as highlighted by the recent financial crisis. 
In that context, the IMF decided to incorporate the FSAP 
in bilateral surveillance or in the Article IV consultations. It 
was also decided that, from now on, the 25 jurisdictions 
with a large or “systemic” financial sector will undergo 
this assessment every five years. In view of the size of its 
financial sector and the importance of the cross-border 
groups, Belgium is now on that list of the 25  leading 
financial centres.

The assessment includes two main elements. 

The first concerns analysis of the soundness of the fi‑
nancial system as a whole. This covers a review of the 
main structural factors and risk developments that could 
affect financial stability, on the basis of indicators and 
analysis similar to the ones presented in the Bank’s annual 
Financial Stability Review, and also includes the conduct 
of stress tests. The purpose of these tests is to assess the 
vulnerability of financial institutions to various macroeco‑
nomic shocks – such as a prolonged period of very weak 
economic growth, a fall in financial asset prices or prop‑
erty prices, or significant changes in interest rates – also 
taking into account the more stringent capital and liquid‑
ity requirements that will be introduced by the upcoming 
regulatory reforms. The IMF also assesses the authorities’ 
ability to react rapidly and effectively in the event of a 
financial crisis. 

The second element gauges the quality of the regulation 
and supervision of banks, insurance companies, market 
infrastructures and financial markets. For the purpose of 
this exercise, the supervisory authorities have to assess 
their own legal arsenal in the light of international stand‑
ards, such as the Basel Core Principles for banks and Core 
Principles for insurance undertakings. Those principles 
encompass the preconditions for effective supervision ; 
the rules on licensing, regulation and the prudential re‑
quirements relating, for example, to credit risk, market 
risk or interest rate risk ; the oversight and supervision 

methodology ; disclosure requirements ; and the pruden‑
tial authorities’ powers in the event of failure by institu‑
tions to respect the regulations. The authorities must also 
demonstrate to the IMF teams the extent to which these 
standards are actually applied in practice.

This assessment has taken place in a challenging and 
evolving environment, as the financial crisis has had a 
significant impact in Belgium. Indeed, major institutions 
asked for substantial state support as they had lost ac‑
cess to the wholesale funding market and their capital 
positions were significantly eroded by heavy losses on 
structured financial products, large write-offs and provi‑
sions. As a result, the impact of the financial crisis on 
Belgium’s real economy and on Belgian public finances 
was quite substantial, as it was in many other countries. 
This has triggered major transformations both in the 
Belgian financial sector, with the main financial institu‑
tions refocusing on their core activities and their domestic 
markets, and in the supervisory framework, with the 
introduction of the Twin Peaks model aimed at increasing 
synergies between macro-prudential and micro-pruden‑
tial supervision.

Stress tests have been performed for the major banks and 
insurance companies, with close collaboration between 
the IMF teams and staff of the Bank. The main objective 
is to identify emerging vulnerabilities under extreme but 
plausible stress scenarios and to assess the solvency and 
funding stability of the Belgian financial sector under 
these scenarios. 

For the banking sector, two adverse macroeconomic 
scenarios have been developed over a five-year forecast 
horizon, which both deviate from the IMF-projected base‑
line scenario (Table 7). The first one refers to a prolonged 
period of very low economic growth, while the second 
reflects a double-dip recession, with a severe output con‑
traction in the first two years and a positive adjustment 
during the subsequent three years. The solvency stress 
tests were based on mid-2012 figures and assessed in ac‑
cordance with the new Basel III standards. 

Moreover, two types of stress testing were performed 
covering more than 90 % of the domestic banking sec‑
tor. First, a bottom-up stress test was conducted by 
the six largest banks based on consolidated data. This 
was done in collaboration with the staff of the Bank 
and based on IMF guidelines. This type of stress testing 
exercises includes very granular data. Second, top-down 
stress tests were performed by the IMF as a cross-check‑
ing tool. This analysis was based on unconsolidated data 
and performed for 42 banks split into 4 groups on the 
basis of reporting data, which tend to be less granular.



62 ❙  Financial Stability Overview﻿  ❙  NBB Financial Stability Review

Table 7 Economic activity undEr diffErEnt scEnarios

(percentage changes compared to previous year, unless otherwise stated)

 

2013
 

2014
 

2015
 

2016
 

2017
 

Baseline scenario
 

Real GDP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 1.0 1.3 1.4 1.4

Labor market

Unemployment rate (in % of labor force)  . . . . . . . . . . . . . . . . . 7.8 7.6 7.5 7.3 7.4

Total employment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.8 0.8 0.9 0.9

Price and cost developments

Consumption prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.9 1.4 1.2 1.2 1.2

House prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.5 1.6 2.2 2.5

Commercial real estate prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.5 1.6 2.2 2.5

Equity market index  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.0 2.5 2.6 2.7 2.7

Interest rates

Short‑term interest rate (in %)  . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 0.4 0.4 0.4 0.4

10‑year sovereign bond yield (in %)  . . . . . . . . . . . . . . . . . . . . . . 3.1 3.4 3.6 3.8 3.8

 

Severe double‑dip scenario
 

Real GDP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –1.6 –0.4 0.6 1.0 1.1

Labor market

Unemployment rate (in % of labor force)  . . . . . . . . . . . . . . . . . 8.0 8.6 9.3 9.7 10.3

Total employment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 –0.1 –0.1 0.2 0.3

Price and cost developments

Consumption prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.8 2.6 2.0 1.7 1.4

House prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –2.0 –0.7 0.8 1.2 1.5

Commercial real estate prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . –2.0 –0.7 0.8 1.2 1.5

Equity market index  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –20.9 1.2 0.1 1.0 1.4

Interest rates

Short‑term interest rate (in %)  . . . . . . . . . . . . . . . . . . . . . . . . . . 1.0 1.0 0.9 0.9 0.8

10‑year sovereign bond yield (in %)  . . . . . . . . . . . . . . . . . . . . . . 3.3 3.6 3.8 3.9 3.9

 

Slow growth scenario
 

Real GDP  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.6 0.1 0.4 0.5 0.5

Labor market

Unemployment rate (in % of labor force)  . . . . . . . . . . . . . . . . . 7.9 8.1 8.5 8.9 9.6

Total employment  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.2 0.3 0.2 0.2 0.2

Price and cost developments

Consumption prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.6 2.4 2.3 2.2 2.0

House prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.7 –0.3 0.9 1.5 1.7

Commercial real estate prices  . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.7 –0.3 0.9 1.5 1.7

Equity market index  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –7.7 –1.8 –1.5 –1.8 –0.5

Interest rates

Short‑term interest rate (in %)  . . . . . . . . . . . . . . . . . . . . . . . . . . 0.4 0.4 0.4 0.3 0.3

10‑year sovereign bond yield (in %)  . . . . . . . . . . . . . . . . . . . . . . 3.0 3.3 3.5 3.8 3.8

Sources : IMF, NBB.
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The results of the stress tests showed that, on average, 
the capital position of banks is sound and compares 
favourably to other major international banking sectors 
under the current regulatory regime (Chart  40). The re‑
sults indicate that the sector as a whole is managing to 
maintain its capital above the upcoming minimum capital 
requirements under the two adverse macroeconomic 
scenarios over the period 2013-2017, despite an erosion 
of the capital base resulting mainly from haircuts on sov‑
ereign bonds and the impact of forthcoming regulatory 
changes (Basel III). More specifically, the decline in the 
average capital ratio –  measured by the changes in the 
core equity Tier I ratio – oscillated within a range of 3.5 to 
4.2 percentage points, depending on the scenarios over 
the forecast period. Some mitigating factors were ex‑
cluded from the analysis, including on-going de-risking of 
balance sheets and strategic changes to business models 
or other actions which financial institutions would prob‑
ably take if one of these macroeconomic environments 
were to materialise. The IMF pointed out vulnerabilities 
and challenges for the Belgian banking sector in the com‑
ing years. In particular, in a weak economic environment, 
the structurally high costs and increasing competitive 
pressures – as banks refocus on their domestic markets 
– could significantly affect profit generation in the com‑
ing years, and could cast doubt on the viability of some 
business models. Given the high proportion of Belgian 
government bonds in banks’ portfolios, the IMF also 

Chart  40	 Stress test results for the banks (1)
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(1)	 The bottom-up exercise covered the six largest banks on a consolidated basis and the top-down exercise 42 banks on a company basis.

Chart  41	 Liquidity stress test results for large 
banks (1)
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(1)	 Box plots include the mean (dot), the 25th and 75th percentiles (box, with the 

change of colour indicating the median), and the 10th and 90th percentiles 
(whiskers). The red dotted line represents the minimum regulatory requirement.
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highlighted the potential vulnerability of these banks to a 
sudden increase in Belgian sovereign spreads in a context 
of increasing links between sovereigns and banks and 
renewed political instability.

The bank liquidity stress tests, which focused on sudden 
withdrawals of funding and large reductions in asset 
values, confirmed the relatively strong liquidity position 
of Belgian banks on aggregate (Chart  41). In particular, 
as a result of the introduction, by the supervisory author‑
ity, of quantitative and qualitative liquidity requirements 
in 2011, Belgian banks have significantly improved their 
liquidity position and their liquidity risk management. 
Liquidity stress tests were based both on the NBB liquidity 
ratio and on the upcoming Basel III standard measures 
of liquidity risks. The results show that Belgian banks 
have sufficient liquidity buffers under various scenarios of 
severe stress, and that the great majority of the banking 
sector complies with the new international standards.

Insurance companies underwent similar stress tests in 
order to determine the resilience of the sector to differ‑
ent types of shocks : low interest rates, decline in equity 
prices, increases in corporate and sovereign bond spreads 
and, where applicable, two specific shocks respectively 
concerning life and non-life underwriting risks (Chart 42). 
These stress tests were performed by the six largest insur‑
ers (about 70 % of the insurance sector) in collaboration 
with the Bank and FSAP staff and were conducted under 
various solvency standards and scenarios : two in-house 
exercises, one based on the current regime (Solvency I) 
and one based on a QIS5-type methodology, and one 
exercise performed by the companies themselves based 
on a full market-consistent valuation basis. The last two 
solvency standards are based on a valuation of the as‑
sets at market prices, while liabilities are discounted at 
the current market risk-free interest rates. In the case 
of the market-consistent valuation, all types of potential 
dampening factors were also excluded, such as a counter-
cyclical premium or illiquidity premium. Conversely, the 
latter was still included in the QIS5 methodology.

While the sector is fairly resistant to various shocks under 
the current regulatory regime (Solvency I), it would be signif‑
icantly affected by a shift to a more market-consistent valu‑
ation, particularly given the balance sheet structure – domi‑
nated by sovereign bonds – and the significant legacy of 
life insurance contracts with high guaranteed rates. In this 
context, the IMF recommends the Bank to remain vigilant 
and to start implementing some aspects of the Solvency II 
regime (Own Risk and Solvency Assessment,..) straightaway.

The IMF also recommends further development of the 
stress test as a routine tool within the micro- and 

macro-prudential framework, and completion of the 
ongoing business analysis for banks and insurance com‑
panies in order to facilitate and enhance the detection 
of vulnerabilities and risk drivers in the Belgian financial 
sector. In addition, the IMF recommends improving the 
macro-prudential framework by making the NBB the com‑
petent authority, and strengthening cooperation and coor‑
dination with the other relevant authorities in this matter.

Regarding the reforms of the supervisory architecture, the 
IMF indicated that major progress has been achieved in a 
challenging environment since the previous FSAP mission, 
in a context of financial crisis and the introduction of the 
Twin Peaks supervisory model in Belgium. The IMF high‑
lighted good risk-based practices used by the Bank in the 
daily supervision of banks and insurance companies, and 
a high level of compliance with the Basel Core Principles 
for Effective Banking Supervision and with the Insurance 
Core Principles. In particular, the introduction of the 
management cycle and its components constitutes an im‑
portant building block of supervision, helping to improve 
analytical processes and substance (for more details, see 
the Bank’s 2012 Annual Report). Good supervision is an 
ongoing process, and in this context the IMF has pointed 
out some room for improvement as well. In particular, sys‑
tematic procedures for the baseline supervision of smaller 
financial institutions should be further enhanced. In this 
context, the Bank has already taken some decisions to 

Chart  42	 Stress test results for the insurance 
companies

(overall solvency ratio, average for the six largest insurance 
companies)
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(1)	 Quantitative Impact Study 5. The QIS5 assessed the impact of the new framework 

for asset and liability valuations and capital setting under Solvency II for insurance 
undertakings. Various studies have been performed ; the results are based on the 
specifications of the 5th version of the QIS.
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improve the discrimination of institutions’ risks profiles by 
developing a clustering approach. Furthermore, the IMF 
recommends a more formal approach, involving system‑
atic, regular high-level meetings with the boards of banks 
and insurance companies, to challenge – among other 
things – their assessment of their institution’s risk profile.

Conglomerate supervision has also been assessed, but in 
a more informal manner. While the IMF recognises that 
there are important shortcomings in the current European 
framework – which is currently under review –, they also 
acknowledge that the Belgian authorities have been pru‑
dent and pragmatic in their supervisory approach to finan‑
cial conglomerates. Nonetheless, the IMF team pointed 
out some weaknesses. In particular, they recommend the 
Bank to develop a more comprehensive and consistent 
approach to conglomerate supervision, which would en‑
able the supervisory authorities to detect multiple leverag‑
ing of capital, to closely monitor intra-group transactions 
and exposures, and group-wide concentration.

Finally, the IMF made some recommendations on the 
Belgian crisis management and bank resolution frame‑
work, which has been improved in the aftermath of the 
financial crisis. The main recommendations relate to the 
recovery and resolution of financial institutions. Indeed, 
the IMF proposes that recovery and resolution plans be ex‑
tended to all institutions of systemic importance. This rec‑
ommendation will be implemented in the coming months. 
Furthermore, the IMF asks the authorities to formalise the 
institutional arrangements for resolution, and in particular, 
to designate a resolution authority. Finally, the IMF urges 
the redesign of the Deposit Guarantee Scheme (DGS) by 
creating a segregated fund, financed ex ante by industry 
contributions, with a minimum target size. The authorities 
should also consider the introduction of depositor prefer‑
ence which would better protect the DGS and therefore 
the State in the event of a payout to depositors.

The detailed results of this assessment are available on 
the IMF website.
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Table 10 Income and expenses

(consolidated data, in € billion)

 

2011
 

2012
 

Interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71.5 49.5

Interest expenses (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57.5 35.9

Net interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.0 13.6

Dividend income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 0.1

Net fee income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.2 5.4

Fees received  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   7.2   7.3

Fees paid  (excluding the commissions paid to bank agents) (–)  . . . . . . . . . . . . . . . . . . . . . .   1.9   1.9

Realised capital gains or losses (on financial assets and liabilities other than measured  
at fair value through profit and loss)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.3 –0.2

Trading income (gains or losses on financial assets held for trading)  . . . . . . . . . . . . . . . . . . . –1.6 0.8

Other fair value accounting gains and losses  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1 –0.6

Gains and losses on financial assets and liabilities designated at fair value  
through profit and loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   1.0   –0.5

Fair value adjustments in hedge accounting  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .   0.1   –0.1

Other net operating income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.1 –0.1

Non-interest income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.6 5.4

Gross operating income (banking product)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.6 18.9

Staff expenses (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.6 6.9

Commissions paid to bank agents (–) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.9 0.9

General and administrative expenses (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.1 5.4

Depreciation (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 0.7

Operating expenses (excluding impairment losses and provisions) (–)  . . . . . . . . . . . . . . . . . . . . . 13.2 13.9

Impairment losses on financial assets (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4 1.1

Impairment on property, investment properties, intangible assets, investments  
and associates and joint ventures accounted for using the equity method (–)  . . . . . . . . . . . 0.3 1.7

Provisions (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 –0.3

Impairment losses and provisions (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.0 2.6

Share of the profit or loss of associates, and joint ventures accounted  
for using the equity method  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.4 0.2

Negative goodwill immediately recognised in profit and loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0

Total profit or loss from non-current assets and disposal groups classified as held for sale  
not qualifying as discontinued operations  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0 0.0

 net operating income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.0 2.7

Total profit or loss after tax from discontinued operations  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . –0.3 0.0

 Total profit or loss before tax and minority interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.7  2.7

Tax expenses related to profit or loss from continuing operations (–)  . . . . . . . . . . . . . . . . . . . . . 0.0 0.7

 Total profit or loss after tax and before minority interest  . . . . . . . . . . . . . . . . . . . . . . . . . .  0.7  1.9

Minority interest (–)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 0.4

 net profit or loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0.4  1.6

Source : NBB.
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Review of the Belgian insurance sector’s 
government bond portfolio

At the end of 2012, the Belgian insurance sector had a 
total balance sheet of € 265 billion. On the assets’ side, 
a major part of the total assets is composed of invest‑
ments in fixed income instruments issued by public sector 
entities (€ 114  billion), which include central and local 
government authorities, as well as international public 
institutions. This article will review the composition and 
main features of this public sector bond portfolio as at the 
end of 2012. It is based on an analysis that linked detailed 
information on the individual financial securities included 
in the public sector bond portfolio with data on the 
ratings of the individual bonds and their issuance date, 
maturity date, coupon rate, currency, etc., as available in 
the Bloomberg information system. In so doing, the arti‑
cle provides some additional insights into the risk profile 
of the Belgian insurance sector. In particular, by mapping 
the maturity profile and coupon rates of public sector 
bonds currently in the portfolio, it shows the amounts 
that insurance companies may have to reinvest in com‑
ing years at yields that may be lower than the maturing 
coupon rates if the current low interest rate environment 
were to persist.

Before presenting the main results of this analysis for the 
life insurance (section 2) and non-life insurance (section 3) 
activities of the Belgian insurance sector, a first section will 
provide more information about the scope of the analysis 
and its relevance for the analysis of developments in the 
Belgian insurance sector.

1.  Scope of the analysis

Belgian insurance companies have to report detailed 
information each quarter about the composition of their 
investments in financial assets. This information includes, 

for each individual asset, an indication about the type of 
instrument (equity, bond, ...), the security identifier (ISIN-
code), the book value of the investment, and whether 
the investment is or is not part of the so-called covering 
assets for life or non-life insurance. These covering assets 
are the assets that insurance companies hold on their 
balance sheet in order to honour future liabilities towards 

Chart  1	 Composition of the covering assets per 
insurance activity

(unconsolidated end-of-period data, in € billion)
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life and non-life insurance policyholders, as represented 
by the technical reserves on the liabilities’ side of insur‑
ance companies’ balance sheets. Hence, in their asset and 
liability management, insurers must choose an asset mix 
that is the most appropriate for both the structure and the 
characteristics of the associated liabilities, while establish‑
ing a balance between the risks on the investment port‑
folio and the expected rates of return. Chart 1 provides 
an overview of the composition of these covering assets 
in the Belgian insurance sector, distinguishing between 
life insurance and non-life insurance activities, and, within 
the former, between two classes of life insurance (class 23 
and other classes).

While most non-life insurance premiums are collected un‑
der contracts renewed annually, life insurance premiums 
are generally collected under long-term contracts. In their 
case, the potential benefits payable to policyholders are 
situated far in the future. The investment of the premiums 
collected during that period explains why the investment 
portfolios built up to cover those future liabilities are 
much larger in the case of life insurance than in non-life 
insurance. The financial assets covering class 23 insurance 
policies are much smaller than the financial assets held on 
behalf of policyholders in other classes, and – in terms of 
outstanding amounts – represent only around 12 % of the 
total assets covering the life insurance liabilities. In terms 

of risks, it is important to distinguish between these two 
types of contracts in life insurance. Life insurance policies 
with variable capital, better known as class 23 products, 
are comparable to mutual investment funds, since the 
policyholders / investors bear all the investment risks. The 
breakdown of the assets covering class 23 contracts con‑
firms that these are invested mainly in Undertakings for 
Collective Investment (UCIs). Most other life insurance 
contracts – predominantly class 21 policies – entail a mar‑
ket risk for the companies, as they offer policyholders a 
guaranteed rate of return, even if this is just a guarantee 
on the capital invested (i.e. when the minimum guaran‑
teed rate of return is 0 %). To meet these guarantees the 
Belgian life insurance companies invest mainly in govern‑
ment and corporate bonds, accounting for respectively 
50 % and 30 % of the total covering assets for the other 
classes of life insurance shown in Chart 1, as at the end 
of 2012.

In this article, the characteristics of the public sector 
bonds that were part of the Belgian insurance compa‑
nies’ covering assets as at the end of December 2012 
are analysed in more detail. On that date, the entire gov‑
ernment bond portfolio of the Belgian insurance sector 
totalled € 114 billion, of which € 104 billion was assigned 
as covering assets. The difference between the total 
government bond portfolio and the bonds considered 

Chart  2	 Geographical breakdown of the public sector bonds in the covering assets

(unconsolidated end-of-period data, at book value, in € billion)
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as covering assets is due to the free assets (€ 1  billion) 
and to specific lending/repurchase operations involving 
a temporary transfer of the ownership of the securities 
(€ 9 billion). These repo operations – of which 75 % con‑
cern Belgium government bonds – cannot be considered 
as covering assets for the duration of the repo transaction. 
As shown in Chart 1, public sector bonds represented a 
significant and growing amount of the total covering as‑
sets in the period 2002-2012. In absolute terms, they rose 
by almost € 67 billion between the end of 2002 and the 
end of 2011, before stabilising at around € 104 billion. In 
relative terms, the share of government bonds in the total 
covering assets increased as a result from 33 % in 2002 to 
44 % at the end of 2012.

The reason for the predominance of government bonds in 
the investment portfolios held by life and non-life insur‑
ance companies is that, in the past, these bonds were re‑
garded as risk-free assets owing to the very low probabil‑
ity of counterparty default. They were usually considered 
to be the highest quality bonds in the market. In addition, 
government bonds are available in a wide range of matu‑
rity dates (from 1 year to 30 years and longer), increasing 
the possibilities to match the typically long-term liabilities 
in the life insurance business. Furthermore, as an excep‑
tion, the prudential regulations regarding investment and 
concentration limits in covering assets do not apply to the 
asset class of the government bonds. The latter often also 
meet the preference of insurance companies for steady 
and regular sources of investment income. In line with 
this view of government bond investments as long-term 
investments, the accounting rules for the covering assets 
specify valuation at historical cost in the case of govern‑
ment bond holdings, as opposed to all the other financial 
assets in the covering assets, which have to be recorded 
at market value on the reporting date. This is also the 
reason why the analysis below uses book values (rather 
than market values) for public sector bonds.

Chart 2 shows a breakdown of the public sector bonds 
in the covering assets, according to the country of issu‑
ance. Insurance companies’ public sector bonds used to 
consist almost entirely of paper issued by public sector 
entities located in euro area member states, but the geo‑
graphical composition has changed significantly over the 
last 3 years. Until 2009, insurance companies invested in 
bonds issued by countries like Spain, Greece, Portugal and 
Ireland, with the exposure to these four countries reach‑
ing a peak of € 16.8 billion at the end of June 2009. Due 
to the euro area public debt crisis, the insurance compa‑
nies reduced their exposures to these peripheral countries 
after June 2009, by realising part of their portfolio or writ‑
ing down the book value of the securities. By December 
2012, the exposure to the four peripheral countries had 

therefore declined to € 3.3 billion, with exposures on the 
public sector of Spain, Ireland and Portugal representing 
respectively € 1.7 billion, 1.1 billion, and 0.5 billion of this 
total (the exposure on Greece having fallen to a negligible 
amount). The proceeds from those sales were reinvested 
mainly in Belgian government bonds, resulting in a quite 
concentrated exposure on the domestic market. Between 
the end of 2010 and the end of 2011, the investments in 
Belgian government bonds rose by around € 21 billion, of 
which € 19 billion constituted covering assets. This major 
reallocation of exposures towards Belgium in 2011 ech‑
oed developments in other countries, as insurance com‑
panies in many euro area countries showed an increased 
home bias as a result of the intensification of the euro 
area debt crisis. In the case of Belgium, this development 
occurred at a time of relatively high yields on Belgian gov‑
ernment bonds (OLOs). Indeed, during that year, the ten-
year OLO yield reached an average of 4.2 % (versus 3.4 % 
in 2010), even peaking at levels above 5 % in November 
(see Chart  3). While that restructuring may reduce the 
credit risk, it could increase the risk of concentration and 
depress profitability, since some of the bonds realised 
offered yields in excess of those on Belgian government 
bonds. In December 2012, the Belgian government bonds 
in the insurers’ covering assets amounted to € 59.5 billion 
or almost 57 % of the total public sector bonds in these 
covering assets (up from 34 % in 2009).

Chart  3	 Ten-year government bond yields in the 
euro area
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At the end of December 2012, less than 1 % of the public 
sector bonds in the covering assets was denominated in 
foreign currency (primarily GBP, JPY and USD), in line with 
prudential congruence rules requiring a currency match 
between assets and liabilities.

The analysis continues in section 2 and 3, where life and 
non-life insurance are treated separately. Within life insur‑
ance, the covering assets for class 23 are not included 
in the analysis. The analysis in section 2, focusing on 
life insurance, covers a total amount in book value of 
€ 89.1 billion, while the scope of the analysis in section 3, 
focusing on non-life insurance, is based on a total of 
€ 13.8 billion in covering assets.

2.  �Life insurance (excluding class 23 
contracts)

Chart 4 shows the breakdown of the public sector bonds 
in the covering assets of life insurance (excluding class 
23 contracts) according to the rating of the individual 
public sector bonds, as reported in Bloomberg for the 
associated ISIN-code (situation on 15 March 2013). At 
first sight, the public sector bond portfolio appears to 
be strong, with investment-grade ratings accounting for 
approximately 90 % of the total book value (€ 89.1 bil‑
lion). Public sector bonds with a AAA-rating amount to 
€ 14.6 billion or 16 % of the total. This amount is largely 
the reflection of holdings of public sector bonds issued 
by Austria, Germany, the Netherlands and Finland, with 
a residual category including various types of AAA-rated 
instruments, including issues by international financial 
institutions. Bonds with a AA-rating represent the largest 
category of the total public sector bonds in covering as‑
sets, accounting for € 55.5 billion or 62 % of total book 
value. This exposure is mainly the counterpart of the 
€ 47.2 billion invested in Belgian AA-rated public sector 
bonds for the life insurance covering assets, but it also 
includes € 6.3 billion of AA-rated bonds issued by French 
public sector entities. Within the remaining investment-
grade ratings of A and BBB, the main issuers behind the 
BBB-rated public sector bonds are Italy (€ 4.6  billion) 
and Spain (€ 1.3 billion). On the basis of the ratings on 
15 March 2013, the share of public sector bonds with a 
speculative-grade or discontinued rating was only 3.5 % 
of total book value. This figure does not take into ac‑
count the possibility that some speculative-grade issuers 
are included in the total public sector bonds for which no 
rating information was available (€ 6.1 billion or 6.9 % 
of total book value).

While the predominance of public sector bonds with a 
AAA or AA rating has limited the spill-overs of the euro 

area’s sovereign debt crisis on the Belgian insurance sector 
– even leading to the emergence of very substantial unre‑
alised capital gains on bonds, due to the sharp decline in 
sovereign bond yields in AAA and AA rated countries (see 
the related discussion in the Overview article in this FSR) –, 
continuation of such an asset allocation may expose the 
insurance companies to significant profitability pressures 
if maturing AAA and AA public sector bonds are rolled 
over in similar investments at the current historically low 
primary or secondary market yields on these public sector 
bonds. Owing to their balance sheet structure, life insur‑
ance companies are in fact particularly sensitive to interest 
rate conditions. Although in 2012 they were able to take 
advantage of the decline in interest rates by realising gains 
on certain bond portfolios, a long period of low interest 
rates such as that seen from the start of the millennium 
up to the intensification of the sovereign debt crisis in 
Europe, and then again in 2012, is a challenge in terms 
of the profitability outlook. The reinvestment of coupons 

Chart  4	 Credit rating breakdown of the public 
sector bonds in life insurance covering 
assets (1)

(unconsolidated data at the end of 2012, book values, 
excluding class 23 contracts)
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is less lucrative, and maturing bonds are replaced with 
bonds offering a smaller yield. Since the new investment 
opportunities are less profitable, the effective return on 
the assets may become insufficient to cover the rates 
guaranteed on outstanding life insurance policies. In the 
1990s, insurance companies had tended to offer their 
customers a guaranteed rate of return of 4.75 %, which 
was the statutory ceiling in force up to the end of June 
1999. In July 1999, this ceiling was reduced to 3.75 %. 
In the case of an exit from a supplementary pension 
plan, the current legislation still requires companies to 
guarantee a minimum return of 3.25 % on employers’ 
contributions and 3.75 % on personal contributions. The 
profitability of insurance contracts guaranteeing such 
returns was eroded when long-term interest rates began 
to drop below those levels. The sector has gradually 
modified that adverse structure by marketing contracts 
offering guaranteed rates of return which are more in line 
with risk-free interest rates and containing clauses which 
provide for revision on the basis of changing market con‑
ditions. Moreover, some contracts specify that the guaran‑
tee is limited in time, and that, at the end of that period, 
the contract reserve (i.e. the amount of savings built up) 
is technically regarded as a new premium with a new 

guaranteed interest rate in line with prevailing market 
conditions. All these measures contributed to a reduction 
in the average guaranteed rate of return. In the case of 
class 21 contracts, for example, the average guaranteed 
rate of return on the outstanding stock declined from 
4.5 % at the end of 1999 to 3.17 % at the end of 2011.

As shown in Chart  5, for the situation at the end of 
2011, the Belgian insurance sector has large amounts 
of contracts offering high guaranteed rates of return for 
policyholders. These liabilities are to a significant extent 
the legacy of policies granted in the past. Analysis of the 
data broken down by contract in the left-hand chart  re‑
veals that contracts concluded in the past and still offering 
a guaranteed return of more than 4.5 % amounted to 
€ 31.7 billion, or around 20 % of the inventory reserves, 
at the end of 2011. Most of those contracts (€ 30.5 bil‑
lion) offered a nominal return of 4.75 %, the legal 
maximum for that type of contract up to June 1999. With 
reserves of € 35.3 and € 11.8 billion, contracts offering a 
guaranteed return of respectively 3.25 % and 3.75 % also 
account for large amounts of life insurance liabilities with 
guaranteed rates of return. The liabilities in these two 
categories include most of the class 21 group insurance 

Chart  5	 Distribution of class 21 liabilities with guaranteed rates of return

(unconsolidated data at the end of 2011, in € billion, unless otherwise stated)
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contracts, because insurance companies, spurred on by 
competition, tended to offer in these group insurance 
policies a guaranteed rate of return that was in line with 
the minimum rates that companies sponsoring group 
insurance policies have to guarantee on employer and 
employee contributions according to the law on the sup‑
plementary pension system (second pillar). As mentioned 
before, for employers’ contributions paid under the sup‑
plementary pension system, the law requires the sponsor‑
ing companies to guarantee a minimum rate of return of 
3.25 %, and 3.75 % for employees’ contributions. Taking 
account of the downward trend in yields on government 
bonds – the main instrument in insurers’ investment 
portfolios – it became difficult for insurers to maintain 
the link between the guaranteed returns that they offer 
on group insurance and the statutory minimum returns 
on supplementary pensions. Insurance companies have 
therefore recently increasingly offered rates lower than 
those stipulated by the Law on Supplementary Pensions.

The right-hand chart of Chart 5 analyses the same data, 
but broken down by company rather than by contract. It 
focuses on the average guaranteed rate of return by each 
individual insurance company, taking all life insurance 
contracts of class 21 together, over the period 2005-
2011. The chart shows that, for some years now, the 
insurance companies have adapted to the lower interest 
rate environment by offering contracts more in line with 
market conditions. This has resulted in a decline in the 
average guaranteed rates of return so that, at the end 
of 2011, around 83 % of the class 21 inventory reserves 
were held by insurance companies offering an average 
guaranteed return of 3.25 % or lower, whereas in 2005, 
no company had an average guaranteed rate of return 
lower than 3.5 %.

In order to meet the guaranteed rates of return on life 
insurance liabilities, insurance companies have to gener‑
ate sufficient income from their portfolio investments. 
The Bloomberg data collected for the public sector 
bonds in the covering assets includes information on the 
coupon rates of the individual securities in the portfolio. 
However, these coupon rates are not necessarily a reliable 
indicator of the effective yield to maturity of these public 
sector bonds in the covering assets of Belgian insurance 
companies, as this yield to maturity depends not only on 
the coupon rate but also on the price at which the bond 
was acquired. The following analysis and associated com‑
ments can thus only be considered as presenting orders 
of magnitude, rather than precise estimates, of the cur‑
rent investment yields and associated reinvestment risks 
–  in a low interest rate environment – for the Belgian 
insurance sector. The information nevertheless sheds 
some new light on the potential challenges related to the 

relatively high guaranteed rates of return on some life 
insurance contracts and the current low yields available 
on AAA- and AA-rated public sector bonds. However, a 
more complete assessment of this issue is well beyond the 
scope of this article, as this analysis does not cover bonds 
other than public sector bonds, and more fundamentally, 
it disregards all the other aspects of the asset and liability 
management of insurance companies, including hedging 
policies, that would have to be considered in order to ar‑
rive at well-informed conclusions.

Chart 6 shows the breakdown of the public sector bonds 
in the covering assets of life insurance on the basis of the 
level of the nominal coupon of the individual securities. 
Almost 8 % of the total book value of the public sector 
bonds comprises zero-coupon bonds. As variable or float‑
ing rate coupon bonds represent negligible amounts, the 
bulk of the non-zero-coupon bonds are thus public sector 
bonds with interest rates fixed for the whole maturity of 
the bond.

Chart  6	 Coupon breakdown of the public sector 
bonds in life insurance covering assets

(unconsolidated data at the end of 2012, book values, 
excluding class 23 contracts)
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Looking at the distribution of the fixed-rate coupon 
bonds, according to the level of the nominal coupon rate, 
the share of public sector bonds with a nominal coupon 
between 0 % and 3 % was still quite small at the end of 
2012. If the current interest rate environment were to 
persist, the share of this segment of public sector bonds 
could rise, however, as AAA- and AA-rated public sector 
entities currently issue new bonds with coupons in that 
range. Looking at the public sector bonds with a nominal 
coupon between 0 % and 3 %, the average age of the 
bonds was below 3 years at the end of 2012, confirming 
that this portfolio segment is indeed quite young (see 
Table 1). The overall maturity of the bonds with a nominal 
coupon between 0 % and 3 % is close to 13 years, mean‑
ing that the remaining time to maturity is about 10 years 
on average.

Looking at Chart 6 and Table 1, it appears that the bulk 
of the book value of the public sector bonds (almost 85 % 
of the total book value covered ) in the covering assets of 
life insurance at the end of 2012 was still concentrated in 
the segments where nominal coupon rates are between 
3 % and 6 %. This largely reflects the presence of public 
sector bonds issued before the advent of the current low 
interest rate environment. Indeed, for these segments, 
the average age of the public sector bonds is more than 
6 years, but there are significant differences between the 
three sub-segments. In the segment with coupon rates 
between 5 % and 6 %, the average age of the public sec‑
tor bonds is more than 13 years, while for the segments 
3 % – 4 % and 4 % – 5 %, the average is close to 5 years. 
The difference in coupon rates for these last two sub-
segments is mainly related to the average maturity of the 

bonds, which is much longer in the segment 4 % –  5 % 
(19 years) than in the segment 3 % – 4 % (13 years). 
As shown in Table 1, the smaller segments with coupon 
rates higher than 5 % are dominated by bonds that had 
very long initial maturities (higher than 25 years on aver‑
age) but were issued, on average, before the advent of 
the euro area in 1999.

Chart 7 shows more details about the age or year of issu‑
ance of the public sector bonds in the covering assets for 
life insurance. It shows that the large majority (74 %) of 
the bonds were issued after 2003. The Chart also shows 
that the average level of the coupon rates is higher for the 
older bonds than for the most recent ones, even though 
the range of average coupon rates was centred around 
4 % in recent years. Looking at all the public sector bonds 
together, the book value weighted average coupon rate 
of the government bond portfolio used as covering assets 
for the life business was 4.42 % at the end of December 
2012. The calculation of these average coupon rates dis‑
regarded zero-coupon bonds and the negligible amounts 
of variable rate bonds. While this average coupon rate 
of 4.42 % has to be interpreted with caution due to the 
above-mentioned caveats related to yield to maturity and 
hedging, it nevertheless provides an indication of the level 
of investment income from public sector bonds as at the 
end of 2012. How this average coupon rate will move 
in the coming years will depend on a number of factors, 
including the significance of the amounts of public sec‑
tor bonds that arrive at their maturity in successive years 
and the then prevailing yields on new investments. In this 
connection, Chart  8 shows more details about the year 
in which the public sector bonds in the covering assets 

Table 1 Coupon and maturity breakdowns of the publiC seCtor bonds in life insuranCe Covering assets

(unconsolidated data at the end of 2012, book values, in € billion, excluding class 23 contracts)

 

Coupon

 

Amount  
outstanding (1)

 

Average  
age (1)

 

Average remaining  
time to maturity (1)

 

Average  
maturity

 

Zero‑coupon bonds  . . . . . . . . . . . . . . . . . . . . . . . . . 6.8 12.1 15.1 27.2

Variable rate bonds  . . . . . . . . . . . . . . . . . . . . . . . . . 0.7 6.0 10.3 16.3

Fixed coupon ]0 % –  3 %]  . . . . . . . . . . . . . . . . . . 3.6 2.6 10.3 12.9

Fixed coupon ]3 % –  4 %]  . . . . . . . . . . . . . . . . . . 28.5 4.5 8.8 13.3

Fixed coupon ]4 % –  5 %]  . . . . . . . . . . . . . . . . . . 34.8 5.5 13.8 19.3

Fixed coupon ]5 % –  6 %]  . . . . . . . . . . . . . . . . . . 11.8 13.1 14.0 27.1

Fixed coupon ]6 % – 11 %]  . . . . . . . . . . . . . . . . . . 2.9 16.6 9.8 26.4

 total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89.1  6.9  12.1  19.0

Sources : Bloomberg, NBB.
(1) As at 31 December 2012.
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for life insurance at the end of 2012 were set to mature, 
if insurance companies were to hold these bonds until 
maturity. Within the first five years, around € 21 billion of 
public sector bonds will come to maturity, which repre‑
sents 23 % of the total amount of public sector bonds in 
the coverings assets. This € 21 billion includes € 17 billion 
of AAA- and AA-rated bonds, which are likely to be the 
most sensitive to downward repricing risks if the current 
low interest rate environment were to persist for a long 
time. The chart also shows the average coupon rate of the 
public sector bonds that mature in the time periods. Here, 
too, this calculation of the average coupon rates has dis‑
regarded zero-coupon bonds and the negligible amounts 
of variable rate bonds. Overall, the chart  confirms that 
Belgian insurance companies’ public sector bond portiolio 
seems well laddered in terms of maturities. It is only at 
the end of 2022 that half of the portfolio will have come 
to maturity, suggesting that the entire public sector bond 
portfolio of the life business is repriced, on average, every 
20 years. In this connection, it can also be mentioned 
that at the end of December 2012 less than 1 % of the 
public sector bonds concerned callable bonds, which can 
be called by the issuer before maturity. Accordingly, the 
reinvestment risk caused by bond redemption, or the early 

redemption risk, did not seem to be significant for the 
Belgian insurance sector.

3.  Non-life insurance

This section focuses on the characteristics of the pub‑
lic sector bonds in the covering assets of the non-life 
insurance activities of the Belgian insurance companies 
(€ 13.8  billion). It uses the same type of illustrations as 
reviewed in section 2.

Chart 9 shows the breakdown of the public sector bonds 
in the covering assets of non-life insurance according to 
the rating of the individual public sector bonds, as reported 
in Bloomberg for the associated ISIN-code (situation on 15 
March 2013). The overall breakdown is quite comparable 
to that observed for life insurance, with investment-grade 
ratings accounting for approximately 91 % of the total 
book value. As in the case of life insurance, the public 
sector bonds with a AAA- and AA-rating are dominated 
by bonds issued by public sector entities from AAA-rated 
Austria, Germany, the Netherlands, Finland and AA-rated 
Belgium and France. As the exposure to Belgium is by far 

Chart  7	 Breakdown of the public sector bonds by year of issuance in life insurance

(unconsolidated data at the end of 2012, book values, excluding class 23 contracts)
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the largest single exposure, the AA-rated public sector 
bonds dominate the covering assets (61 % of total).

Chart  10 shows the breakdown of the public sector 
bonds in the covering assets of non-life insurance on 
the basis of the level of the nominal coupon of the indi‑
vidual securities. In contrast to life insurance, the non-life 
insurance public sector bond portfolio does not include 
a significant amount of zero-coupon bonds. The distribu‑
tion of the other bonds is quite comparable to that seen 
in the case of life insurance. Looking at Chart  10 and 
Table 2, it appears that the bulk of the book value of the 
public sector bonds (almost 83 % of the total book value 
covered) in the covering assets of non-life insurance was 
still concentrated in the segments covering the nominal 
coupon rates between 3 % and 6 %, at the end of 2012. 
This largely reflects the presence of public sector bonds 
that were issued before the advent of the current low 
interest rate environment. Indeed, for these segments, 
the average age of the public sector bonds is more than 
6 years, but there are significant differences between the 
three sub-segments. In the segment with coupon rates 
between 5 % and 6 %, the average age of the public 
sector bonds is more than 13 years, while for the seg‑
ments 3 % – 4 % and 4 % – 5 %, the average is close to 

5 years. The difference in coupon rates for these last two 
sub-segments is mainly related to the average maturity 
of the bonds, which is longer in the segment 4 % – 5 % 
(17 years) than in the segment 3 % – 4 % (13 years). 
A  comparison of the total figures in Table 1 and Table 
2 suggests that the main difference compared to life 
insurance is in the average maturity of the bonds, which 
is somewhat shorter in non-life (15.9 years) than in life 
insurance (19.0 years), as could be expected.

The weighted average coupon rate of public sector bonds 
used as covering assets for the non-life business was 
4.12 % as at the end of December 2012. Here, too, this 
calculation of the average coupon rates disregards zero-
coupon bonds and the negligible amounts of variable 
rate bonds. While the figure has to be interpreted with 
caution due to above-mentioned caveats related to yield 
to maturity and hedging, it nevertheless provides an 

Chart  8	 Breakdown of the public sector bonds 
by year of maturity and average fixed 
coupon rate in life insurance

(unconsolidated data at the end of 2012, book values, 
excluding class 23 contracts)

20
13

20
14

20
15

20
16

20
17

20
13

-2
01

7

20
18

-2
02

2

20
23

-2
02

7

20
28

-2
03

2

20
33

-2
03

7

20
38

-2
0

42

>
 2

0
43

0

5

10

15

20

25

30

0

5

10

15

20

25

30

Outstanding amount of public sector
bonds with AAA- or AA-rating
Outstanding amount of other public
sector bonds

(in ¤ billion)

Average fixed coupon (in %)

4.08
3.95 4.62

3.76
4.52

4.21

4.02

4.79

5.05

4.81

4.23

3.06

4.08

Sources : Bloomberg, NBB.

Chart  9	 Credit rating breakdown of the public 
sector bonds in non-life insurance 
covering assets (1)

(unconsolidated data at the end of 2012, book values)
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indication of the level of investment income from public 
sector bonds as at the end of 2012. How this average 
coupon rate will move in the coming years will depend 
on a number of factors, including the significance of 
the amounts of public sector bonds that arrive at their 
maturity in successive years and the then prevailing yields 
on new investments. In this connection, Chart 11 shows 
more details about the year in which the public sector 
bonds in the covering assets for non-life insurance at the 
end of 2012 were set to mature, if insurance companies 
were to hold these bonds until maturity. Within the first 
five years, around € 4.3  billion of public sector bonds 
will come to maturity, which represents 31 % of the 
total amount of public sector bonds in the coverings as‑
sets. This € 4.3 billion includes € 3.6 billion of AAA- and  
AA-rated bonds, which are likely to be the most sensitive 
to downward repricing risks if the current low interest 
rate environment were to persist for a long time. The 
chart  also shows the average coupon rate of the public 
sector bonds that mature in the time periods. Here, too, 
this calculation of the average coupon rates disregards 
zero-coupon bonds and the negligible amounts of vari‑
able rate bonds. Overall, the chart confirms that Belgian 
insurance companies’ public sector bond portiolio in non-
life insurance seems well laddered in terms of maturities. 
It is only at the end of 2020 that half of the portfolio will 
have come to maturity, suggesting that the entire public 
sector bond portfolio of the non-life business is repriced, 
on average, every 16 years.

Chart  10	 Coupon breakdown of the public sector 
bonds in non-life insurance covering 
assets

(unconsolidated data at the end of 2012, book values)
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Table 2 Coupon and maturity breakdowns of the publiC seCtor bonds in non‑life insuranCe Covering assets

(unconsolidated data at the end of 2012, book values, in € billion)

 

Coupon

 

Amount  
outstanding (1)

 

Average  
age (1)

 

Average remaining  
time to maturity (1)

 

Average  
maturity

 

Zero‑coupon bonds  . . . . . . . . . . . . . . . . . . . . . . . . . 0.1 14.2 11.4 25.6

Variable rate bonds  . . . . . . . . . . . . . . . . . . . . . . . . . 0.3 6.0 7.6 13.6

Fixed coupon ]0 % –  3 %]  . . . . . . . . . . . . . . . . . . 1.6 4.1 8.4 12.5

Fixed coupon ]3 % –  4 %]  . . . . . . . . . . . . . . . . . . 4.9 4.9 7.7 12.6

Fixed coupon ]4 % –  5 %]  . . . . . . . . . . . . . . . . . . 5.2 5.5 11.2 16.7

Fixed coupon ]5 % –  6 %]  . . . . . . . . . . . . . . . . . . 1.3 13.5 13.1 26.6

Fixed coupon ]6 % – 11 %]  . . . . . . . . . . . . . . . . . . 0.4 16.9 7.4 24.3

 total  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13.8  6.3  9.6  15.9

Sources : Bloomberg, NBB.
(1) As at 31 December 2012.
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Conclusion

This article has reviewed the composition and main fea‑
tures of the public sector bonds that are included in the 
covering assets of the Belgian insurance sector as at the 
end of 2012. It is based on an analysis that linked detailed 
information on the individual financial securities included 
in the public sector bond portfolio with corresponding 
data on their ratings, issuance date, maturity date, cou‑
pon rate, currency, etc..., from the Bloomberg information 
system. In so doing, the article has provided some addi‑
tional insights into the risk profile of the Belgian insurance 
sector. In particular, by mapping the maturity profile and 
coupon rates of public sector bonds, it has shown that 
Belgian insurance companies may have to reinvest in com‑
ing years significant amounts of maturing AAA- and AA-
rated bonds at yields that may be lower than the maturing 
coupon rates if the current low interest rate environment 
were to persist.

Given the stock of life insurance contracts with relatively 
high guaranteed rates of return, this reinvestment risk 

Chart  11	 Breakdown of the public sector bonds by 
year of maturity in non-life insurance

(unconsolidated data at the end of 2012, book values)
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in a low interest rate environment could have a major 
impact on the performance of the Belgian insurance 
sector in the future. The data reviewed in this article 
show in this regard that the public sector bonds in the 
covering assets of both life and non-life insurance had 
average coupon rates of respectively 4.4 % and 4.1 % 
as at the end of 2012 and a well-laddered maturity 
profile beyond that date, indicating the potential for an 
important, yet gradual, materialisation of reinvestment 
risks over time. In this connection, it must be recalled 
that these average coupon rates for the principal asset 
class in Belgian insurance companies’ covering assets are 
not necessarily a reliable indicator of the effective yield 
to maturity of the public sector bonds, as the latter also 
depends on the price at which the public sector bonds 
were acquired. Another important caveat is that the 
analysis in this article has covered only some elements 
of the multi-faceted challenges insurance companies are 
confronted with due to the low interest rate environment, 
making it difficult to draw general conclusions in 
the absence of all the other elements. These other 
elements include analyses of the assets other than public 
bonds in the insurance companies’ covering assets (in 
particular corporate bonds) and other essential aspects 
and nuances of the asset and liability management of 
the insurance companies (e.g. the matching techniques 
applied). It must also be reminded that the average 
guaranteed rate on life insurance contracts can change 
over time due to new production of life insurance policies 
at lower guaranteed rates of return and /or increased 
surrender rates, and that insurance companies may opt 
for changes in asset allocation due to the low interest 
rate environment (privileging for example alternative 
asset classes with a higher yield but with greater credit 
and/or liquidity risks). A complete assessment of the 
impact of the low interest rate environment on the 
Belgian insurance sector was thus well beyond the 
scope of this article. Some of the missing aspects are 
illustrated in more detail in section 3 of the Overview-
article of this Financial Stability Review, underlying the 
potentially significant profitability challenges for the 
Belgian insurance companies in the medium term if the 
current low interest rate environment were to persist. 
Against this background, the Overview-article calls for a 
careful treatment of the large unrealised capital gains on 
the insurance companies’ bond portfolio, which should 
not be used to enhance short-term payouts to policy- or 
shareholders, but rather be seen as a (high-coupon) 
buffer for the years ahead, should the current low 
interest rate environment persist over the medium term.
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Loans to non-financial corporations : 
what can we learn from credit condition 
surveys ?

Stijn Ferrari 
Glenn Schepens 
Patrick Van Roy

Introduction

Bank lending is an important determinant of economic 
growth in Europe. While credit growth generally makes 
a positive contribution to economic growth, excessive 
credit growth and the rapid build-up of leverage in the 
economy may generate systemic risks to financial stability. 
Indeed, financial crises are often preceded by long periods 
of credit growth and followed by a contraction in credit. 
This was also evident from the recent financial crisis, 
where many countries experienced strong credit growth 
before 2007-2008 and a sharp slowdown in bank lending 
between 2008 and 2009.

One question that arises with respect to credit cycles is 
whether changes in bank lending are supply or demand 
driven. Shocks to the supply of and the demand for credit 
can have different effects on economic activity and there‑
fore require different policy responses. This reasoning ap‑
plies not only to policy actions in the downturn, but also 
to macroprudential policies in the upswing. Furthermore, 
one may argue in the latter case that when excessive 
credit growth stems from underlying supply effects, with 
banks considerably easing their credit standards, the turn‑
ing of the financial cycle may potentially be more costly.

Information from credit condition surveys may be useful in 
this regard, as they reflect market participants’ views on 
prevailing credit conditions and standards. In particular, 
bank lending surveys typically ask banks whether they 
have recently changed their credit standards and whether 

they have recently experienced a change in the demand 
for credit. Similar information on credit conditions may 
be obtained from surveys targeted at the demand side of 
credit, such as non-financial corporations.

Hence, credit condition surveys can provide policymakers 
with information on the underlying determinants of credit 
dynamics. To the extent that changes in lending criteria 
and credit demand provide early information on credit 
growth dynamics, they may also serve as a separate (early 
warning) indicator of the financial cycle. For this reason, 
BCBS (2010) suggests credit condition surveys as one of 
the potential additional indicators for guiding decisions on 
the countercyclical capital buffer rate.

It is therefore useful to analyse what can be learned from 
credit condition surveys. Using results from a survey ad‑
dressed to banks (the euro area bank lending survey, 
BLS), this article considers the relationship between loan 
growth and survey responses on supply standards and 
demand for credit in Belgium. In particular, we aim at 
answering the question whether the BLS indicators are 
reliable (leading) indicators of the growth rate of loans to 
non-financial corporations (NFCs) in Belgium. BLS indica‑
tors have been shown to be informative leading indicators 
in studies of the full sample of euro area countries (de 
Bondt et al., 2010) as well as a number of individual euro 
area countries (e.g., Del Giovane et al., 2011 for Italy and 
Blaes, 2011 for Germany). From a macroprudential per‑
spective, however, it is important to determine whether 
this is also true for Belgium. 
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The article also uses information on NFCs’ views on credit 
standards and their future investment decisions obtained 
through the NBB survey on credit conditions, in order to 
provide a check on the information content of the BLS an‑
swers. To the best of our knowledge, this article is one of 
the first to compare the informational content of banks’ 
and firms’ answers to credit condition surveys.

Our main findings can be summarised as follows. First, 
the pattern of both aggregate NFC loan growth and the 
BLS supply and demand indicators in Belgium is similar to 
that of their counterparts at the euro area level. Second, 
concerning the relationship between NFC loan growth 
and the BLS indicators in Belgium, there is evidence of 
BLS indicators containing useful information on NFC loan 
growth. In particular, while changes in demand conditions 
tend to affect credit growth relatively quickly, changes in 
supply conditions are reflected in credit growth only with 
a lag of about 3-6 quarters. From a policy perspective, 
this evidence suggests that BLS indicators may provide 
useful information on the credit cycle, with the BLS 
supply indicator signaling persistent “medium-term” 
dynamics in credit growth and the BLS demand indicator 
providing information on more short-lived, “short-term” 
fluctuations in credit growth. A third finding is the need 
for caution in drawing strong conclusions from the BLS 
indicators (e.g., on demand versus supply driving credit 
growth), as we find that the estimated information con‑
tent of the BLS indicators crucially depends on the speci‑
fication of the model used for the estimation. In contrast 
to many of the existing studies, we report the findings 
of several model specifications and of robustness checks. 

Finally, preliminary results on the basis of credit condi‑
tion and credit demand indicators derived from the NBB 
survey, administered to Belgian firms, on credit conditions 
provides additional, tentative support for the potential 
forward-looking properties of information from credit 
condition surveys. The data from the NBB survey to firms 
on credit conditions are a useful addition to the data 
included in the BLS survey, and their relevance will likely 
further increase when more data become available. 

The remainder of the article is organised as follows. 
Section 1 compares the growth rate of bank lending to 
NFCs and the pattern of the BLS indicators in Belgium to 
their equivalents at the euro area level. In Section 2, we 
analyse the relation between BLS supply and demand indi‑
cators and NFC loan growth in Belgium. Section 3 consid‑
ers preliminary evidence on the robustness of the findings 

using indicators derived from the NBB survey to firms on 
credit conditions. Finally, Section 4 concludes.

1.  �Loan growth and BLS indicators : 
Belgium versus the euro area 

In this section we place the Belgian situation in a broader 
context by comparing the pattern of Belgian loan growth 
and BLS indicators with the picture at the European level.

1.1  Loan growth 

As of year-end 2012, loans to NFCs accounted for about 
40 % of loans by financial institutions in the euro area and 
in Belgium. These loans are important for euro area and 
Belgian firms, as they represent approximately 80 % of 
their total borrowing. In order to gain a better insight into 
loan developments, Chart 1 compares the profile of y-o-y 
loan growth to NFCs in Belgium and in the euro area over 
the period 2004Q1-2012Q4. 

Chart 1 clearly shows that the growth of loans to NFCs 
displays a similar picture at the Belgian and euro area 
level over the period under consideration. (1) Looking more 
closely at the details, the growth rate of loans to NFCs 
strengthened continuously both in Belgium and in the 
euro area between early 2004 and early 2008, owing 
to the low interest rate and sustained economic growth 
environment, which led to an increase in both credit de‑
mand and credit supply. Loan growth in Belgium peaked 

Chart  1	 Growth of loans to NFCs in Belgium and 
in the euro area
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at 14.5 % in 2007Q4 (compared to 15.1 % in the euro 
area in 2008Q1), a level well in excess of GDP growth and 
now widely perceived as exemplifying pre-crisis excesses. 

The financial crisis, which started in mid-2007 and intensi‑
fied with the collapse of Lehman Brothers in 2008Q3, led 
the Eurosystem to put in place a series of non-convention‑
al measures aimed at supporting the banking system and 
the availability of credit for the private sector. (1) Although 
these measures did not prevent a severe decrease in loan 
growth to NFCs, which collapsed to –1.7 % in Belgium 
and –2.8 % in the euro area (2009Q4), they probably 
avoided a far worse situation, given banks’ asset-side 
losses, the prevailing funding strains and their potential 
to further adversely impact on real economic conditions. 
In the period December 2009-April 2010, the Eurosystem 
gradually began phasing out its non-conventional meas‑
ures, a move that was soon interrupted by the sovereign 
crisis, which peaked for the first time in the spring of 
2010. The contagion which then spread from Greece to 
Ireland, Portugal, Italy and Spain led the sovereign bond 
markets to become dysfunctional in a number of euro 
area countries, thereby weakening the monetary policy 
transmission channel and broader financing conditions in 
the economy. Indeed, the NFC loan growth rate remained 
subdued over the first two quarters of 2010, averaging 
0.0 % in Belgium and –2.0 % in the euro area. In May 
2010, in order to address these problems, the Eurosystem 
launched the Securities Market Programme (SMP), under 
which it conducted outright purchases of euro area debt 
securities in the secondary market. Over the following 
quarters, NFC loan growth started to increase, averaging 
4.3 % in Belgium and 1.4 % in the euro area over the peri‑
od 2010Q2-2011Q4. SMP measures were complemented 
in December 2011 and January 2012 by two three-year 
long-term refinancing operations aimed at further relax‑
ing banks’ funding constraints. However, these measures 
have failed to stabilise loan growth, as bank lending 
to NFCs has decelerated since then, averaging 2.0 % 
in Belgium and -0.3 % in the euro area in 2012. These 
last developments were interpreted as reflecting both a 
decline in the financing needs of firms and a tightening 
of credit standards following new regulation and capital 
requirements (ECB, 2013).

In the context of the recent episode of loan contraction, 
there has been much debate about whether financial mar‑
ket and macroeconomic developments (and the associated 
authorities’ responses) have primarily impacted the de‑
mand for or the supply of loans to NFCs, i.e., on whether 

or not there was (and is) a credit crunch. As mentioned in 
the introduction, answering this question is important, as 
supply-induced changes in loan growth may warrant dif‑
ferent policy responses from changes induced by demand. 
However, this is a difficult question, not least because 
the answer is likely to be time-specific, but also because 
changes in credit standards are often accompanied by 
changes in credit demand. One way to circumvent the lat‑
ter problem might be to use credit condition surveys which 
measure banks’ (or firms’) perception about changes in 
credit standards and loan demand, to see which is the pre‑
dominant factor affecting loans. Interestingly, even if credit 
condition surveys were to fail to give a clear-cut answer as 
to whether loan developments are driven mainly by sup‑
ply or demand, they may nevertheless be useful as (early 
warning) indicators for assessing the state of the financial 
cycle in the context of macroprudential policy decisions 
(especially if survey answers exhibit a significant, poten‑
tially forward-looking, relation to loan developments). 

The next section gives more details about the credit 
condition survey used in the first part of this article, 
namely the euro area bank lending survey (BLS).

1.2  BLS indicators

The euro area bank lending survey is a survey developed 
by the Eurosystem, which is addressed to senior loan offic‑
ers of a representative sample of euro area banks and has 
been conducted four times a year since 2003. The sample 
group participating in the survey comprises 131  banks 
from all euro area countries (including the 4 largest credit 
institutions in Belgium) as of January 2013. The survey 
addresses issues such as credit standards for approving 
loans as well as credit terms and conditions applied to 
enterprises and households. It also asks for an assessment 
of the conditions affecting credit demand. 

In this article, we make use of banks’ responses to ques‑
tions related to credit standards. Every quarter, banks 
are asked whether their credit standards applied to the 
approval of loans or credit lines have “tightened consid‑
erably”, “tightened somewhat”, “eased somewhat” or 
“eased considerably”. Likewise, banks are asked whether 
the demand from firms for their loans or credit lines 
has “increased considerably”, “increased somewhat”, 
“decreased somewhat” or “decreased considerably”. 
We construct aggregate indicators measuring supply 
and demand conditions in Belgium and in the euro area. 
Basically, and in much the same way as de Bondt et al. 
(2010) for example, we focus on the difference between 
the share of banks reporting that credit standards have 
been eased and the share of banks reporting that they 

(1)	 The non-conventional measures put in place during the banking  /  financial 
crisis included refinancing operations conducted with full allotment at fixed 
rated, long-term refinancing operations (LTRO) for 1 year (up from the normal 
3 months), provision of liquidity in third country currencies (e.g., dollar), purchase 
of covered bonds in euro and broadening of the collateral framework.
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Chart  2	 BLS indicators for Belgium and the euro area (1)
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Sources : ECB, NBB.
(1)	 A positive (negative) value of the supply indicator means that credit standards have eased (tightened). A positive (negative) value of the demand indicator means that credit 

demand has increased (decreased).

have been tightened (“BLS supply indicator”). A positive 
supply indicator therefore indicates that a larger propor‑
tion of banks have eased credit standards, whereas a 
negative net percentage indicates that a larger propor‑
tion of banks have tightened credit standards. Likewise, 
we compute the difference between the share of banks 
reporting an increase in loan demand and the share of 
banks reporting a decline (“BLS demand indicator”). The 
BLS demand indicator will therefore be positive if a larger 
proportion of banks have reported an increase in loan de‑
mand, whereas a negative BLS demand indicator means 
that a larger proportion of banks have reported a decline 
in loan demand. 

Chart  2 compares the Belgian BLS supply and demand 
indicators respectively, to their equivalents at the euro 
area level.

Like Chart  1, which showed similarities between loan 
developments at the Belgian and euro area levels, Chart 2 
reveals that BLS indicators display parallel patterns for 
Belgium and the euro area. This is confirmed by examin‑
ing simple correlations : the correlation coefficient be‑
tween the Belgian and the euro area BLS supply indicators 
shown in the left-hand panel of Chart 2 is 0.80, while the 
correlation coefficient between the Belgian and the euro 
area BLS demand indicator shown in the right-hand panel 
of Chart 2 is 0.76. (1) Broadly speaking, credit conditions 
eased and demand for NFC credit increased in the run-up 

to the crisis. Since the financial crisis, both credit demand 
and supply have decreased. While demand experienced 
a period of recovery in 2010-2011 (but decreased again 
afterwards), supply conditions have basically remained 
unchanged since the tightening during the crisis.

Before proceeding to a formal analysis of the relationship 
between NFC loan growth and BLS indicators, we com‑
pare the pattern of the BLS demand and supply indicators 
for Belgium and the euro area in Chart 3.

The left-hand panel of Chart 3 shows that there is a mod‑
erate co-movement between the BLS supply and demand 
indicators for Belgium. This is confirmed by the correlation 
between these series : the correlation between the supply 
and the demand BLS indicator for Belgium is 0.44 over the 
period 2004Q1-2012Q4. The right-hand panel of Chart 3 
shows similar results for the euro area : there is a moder‑
ate to high correlation between the BLS demand indicator 
for the euro area and the BLS supply indicator for the euro 
area, namely 0.58. 

While it would not be illogical for both demand and sup‑
ply conditions to record a positive change under benign 
economic conditions and a negative change during a 

(1)	 Given that the Belgian BLS indicators are based on only 4 individual answers, they 
exhibit a higher volatility than their euro area counterparts, which are constructed 
from 131 individual answers.
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Chart  3	 Comparison of BLS demand and supply indicators (1)
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Sources : ECB, NBB.
(1)	 A positive (negative) value of the supply indicator means that credit standards have eased (tightened). A positive (negative) value of the demand indicator means that credit 

demand has increased (decreased).

crisis, it could be tempting to infer from these results that 
Belgian and euro area banks are frequently synchronising 
their demand and supply answers, i.e., reporting changes 
in both demand and supply conditions at a given point in 
time. However, analysis at bank level for Belgium reveals 
this conclusion to be spurious and due to the aggregation 
of data. Indeed, the correlation coefficient between the 
four individual BLS supply and demand answers ranges 
between –0.01 and 0.47, with only this last coefficient 
being significant at the 5 % level.

This last result illustrates one of the caveats which apply 
to the use and interpretation of aggregate BLS indicators, 
as frequently used by the ECB and national central banks 
(see Box 1 for a more detailed discussion).

2.  �The relation between BLS indicators 
and loan growth in Belgium 

In order to assess the information content of credit con‑
dition surveys for Belgium, we relate BLS demand and 
supply indicators for Belgium to the growth in bank lend‑
ing to NFCs in Belgium. Using a similar approach, several 
studies have shown that BLS supply and demand indica‑
tors make a significant contribution to explaining, often in 
a leading manner, observed credit growth dynamics (see 
for example de Bondt et al., 2010 for a panel of euro area 

countries ; Del Giovane et al., 2011, for Italy ; and Blaes, 
2011 for Germany). Establishing this link at the Belgian 
level is important when considering the usage of these 
indicators for guiding (macroprudential) policy decisions 
in Belgium.

The discussion in the previous section on the pattern of 
bank lending to NFCs and BLS demand and supply indi‑
cators in Belgium reveals that such a link between the 
information obtained from credit condition surveys and 
credit growth may also be present in Belgium. To further 
illustrate this point, Chart 4 plots the growth in bank lend‑
ing to NFCs in Belgium together with the BLS supply and 
indicators respectively.

The chart shows that the strong increase in credit 
growth experienced between 2005Q3 and 2007Q4 
coincides with the easing of credit standards during 
the period 2004-2006 and an increased demand for 
NFC credit over the period 2006-2007. In addition, the 
tightening of both credit supply and demand in the 
early stages of the financial crisis seemingly leads the 
decline in credit growth during the crisis. Furthermore, 
a recovery of demand for NFC credit in the year 2010 
seems to have coincided with a recovery of credit 
growth. Finally, markedly lower credit growth rates are 
observed after a tightening of both credit supply and 
demand in 2012.
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Chart  4	 Comparison of NFC loan growth and BLS indicators in Belgium (1)
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Sources : ECB, NBB.
(1)	 A positive (negative) value of the supply indicator means that credit standards have eased (tightened). A positive (negative) value of the demand indicator means that credit 

demand has increased (decreased).

We next analyse this potential link between the BLS credit 
condition indicators and NFC loan growth for Belgium 
by studying both simple correlations between the BLS 
indicators and loan growth and a time-series regression 
at the aggregate level. In contrast to previous studies, 
we consider y-o-y credit growth rather than q-o-q credit 
growth, since – in the context of monitoring the financial 
cycle and early warning indicators for guiding (macropru‑
dential) policy decisions – smooth and sustained annual 
trends are considered more informative than more volatile 
quarterly changes.

Table 1 Correlations between bls indiCators and 
loan growth in belgium (1)

 

BLS Supply (t)
 

BLS Demand (t)
 

Loan growth (t)  . . . . . . . . . . . –0.27* 0.12

Loan growth (t + 1)  . . . . . . . . –0.18 0.31*

Loan growth (t + 2)  . . . . . . . . –0.02 0.41***

Loan growth (t + 3)  . . . . . . . . 0.13 0.45***

Loan growth (t + 4)  . . . . . . . . 0.30* 0.42**

Loan growth (t + 5)  . . . . . . . . 0.38** 0.38**

Loan growth (t + 6)  . . . . . . . . 0.49*** 0.33*

Sources : ECB, NBB and own calculations.
(1) ***, ** and * denote statistical significance at the 1 %, 5 % and 10 % levels 

respectively.

 

Table 1 shows the correlations between aggregate y-o-y 
loan growth and aggregate (quarterly lagged) BLS supply 
and demand respectively. For the BLS supply indicator a 
marginally significantly negative contemporaneous cor‑
relation with NFC loan growth in Belgium is observed. A 
potential explanation for this counter-intuitive observa‑
tion could be that BLS indicators may signal the turning 
point of the credit cycle. When credit levels have been 
increasing for a sustained period of time, they may still be 
relatively high even if credit growth is slowing down im‑
mediately after a tightening of lending criteria. Therefore, 
annual credit growth may still be relatively high, resulting 
in a negative correlation with the BLS supply indicator. 
This effect may be amplified if changes in BLS supply or 
demand indicators are only reflected in credit growth 
with a lag. For example, if many banks signal a tighten‑
ing of credit standards, but credit growth continues to be 
strong for a few quarters before decreasing, this could 
further reduce the contemporaneous correlation between 
the BLS supply indicator and credit growth. The correla‑
tion between BLS supply and NFC loan growth becomes 
significantly positive with a lag of 5-6 quarters. For the 
BLS demand indicator, Table 1 shows a positive correlation 
for all lags considered. These correlations are significant 
for lags of 2-5 quarters.

These lagged relationships between the respective BLS 
indicators and y-o-y loan growth are confirmed by unre‑
ported correlations between the BLS demand and supply 
indicators and q-o-q loan growth, indicating that this 
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finding is not simply a corollary of using annual rather 
than quarterly credit growth, but rather is due to the ef‑
fect of changes in BLS supply or demand indicators only 
being reflected in credit growth with a lag. (1) This provides 
a first indication that the BLS indicators contain forward 
looking information on the growth of bank lending to 
NFCs in Belgium.

While correlations provide insight into the unconditional re‑
lationship between NFC loan growth and BLS demand and 
supply respectively, they do not account for the fact that 
demand and supply effects may simultaneously be at work. 
We therefore also perform regression analyses, where we 
relate aggregate y-o-y growth of bank lending to NFCs to 
both (lagged) BLS demand and supply indicators.

Given that BLS demand and supply indicators are quali‑
tative variables that do not provide information on the 
exact size of changes in demand or supply, and in ad‑
dition, that a one-shot change in the BLS demand or 
supply indicator may have persistent effects on credit 
growth (e.g., a ceteris paribus tightening of credit stand‑
ards in a given quarter may result in lower credit growth 
in future quarters, even though the BLS supply indica‑
tor will be zero in these future quarters) (2), a lot of the 
cyclical variation in credit growth may not be captured 
by the BLS indicators. In order to deal with the resulting 
econometric issues of autocorrelation, we model this 
unobserved cyclical variation by including lagged credit 
growth in the estimating equation and specifying the 
error term as an autoregressive process of order one (see 
results in Table 2). (3) 

The first column of Table  2 shows the coefficients and 
standard errors (in parentheses) of the BLS supply and 
demand indicators when both are included in the re‑
gression with one lag (the same for both) at a time. The 
results confirm the finding that BLS supply and demand 
lead NFC credit growth in the correlations : BLS supply 
seems to be leading NFC credit growth by 3-6 quarters. (4) 
For example, one additional bank reporting in a given 
quarter that credit conditions have been eased (instead of 

Table 2 RegRessions of aggRegate loan gRowth (1)

 

Each lag included 
separately

 

All six lags included 
simultaneously

 

Supply (t)  . . . . . . . . . . . . . . 1.29 –0.87

(1.73) (2.99)

Supply (t – 1)  . . . . . . . . . . . 0.79 –0.81

(1.72) (3.03)

Supply (t – 2)  . . . . . . . . . . . 2.38 –1.40

(1.66) (3.00)

Supply (t – 3)  . . . . . . . . . . . 4.17** –0.10

(1.57) (3.29)

Supply (t – 4)  . . . . . . . . . . . 4.85*** 3.55

(1.49) (3.22)

Supply (t – 5)  . . . . . . . . . . . 3.46** –0.33

(1.62) (3.34)

Supply (t – 6)  . . . . . . . . . . . 3.78** 4.08

(1.78) (2.89)

Demand (t)  . . . . . . . . . . . . 2.35** 1.23

(0.99) (1.97)

Demand (t – 1)  . . . . . . . . . 2.63** 2.97

(1.08) (3.14)

Demand (t – 2)  . . . . . . . . . 1.48 1.12

(1.21) (2.99)

Demand (t – 3)  . . . . . . . . . –0.35 –2.38

(1.27) (2.48)

Demand (t – 4)  . . . . . . . . . –1.49 –0.91

(1.28) (2.51)

Demand (t – 5)  . . . . . . . . . –1.67 –1.54

(1.33) (2.73)

Demand (t – 6)  . . . . . . . . . –1.30 1.58

(1.45) (2.10)

Adjusted R²  . . . . . . . . . . . . 0.72 to 0.80 0.72

Number of observations  . . 33 to 38 33

Sources : ECB, NBB and own calculations.
(1) The table shows the regression results at the aggregate level. The dependent 

variable is the y-o-y growth of loans to NFCs. The first column shows the 
coefficients for different regressions each using only one of the lags as an 
independent variable (e.g., supply(t – 1) and demand(t – 1), or supply(t – 3) and 
demand(t – 3)). The second column shows the results for one regression where 
we take up all (t up to t – 6) lags at once. Each regression includes a lagged 
term for loan growth and an AR(1) specification of the error term. Standard 
errors are in parentheses ; ***, ** and * denote statistical significance at the 
1 %, 5 % and 10 % levels respectively.

 

(1)	 Additional evidence of this statement is that the correlations between the 
BLS indicators and q-o-q credit growth are small and not significant both 
contemporaneously and for the first few lags. If changes in credit conditions were 
reflected immediately in credit growth, a significant positive contemporaneous 
correlation should be observed between the BLS indicators and q-o-q credit 
growth, as the “turning point argument” does not hold for q-o-q credit growth.

(2)	 This is the reason why some authors have also considered cumulated levels of 
the BLS indicators. Del Giovane et al. (2011) find, however, that the fit of their 
estimated equations is worse and the significance of BLS indicators is lower when 
using cumulated levels of the BLS indicators.

(3)	 We find that ignoring the serial correlation issue in the data results in strong but 
counter-intuitive contemporaneous effects of the BLS supply indicator, as the 
periods in our sample when credit conditions are tightened the most coincide 
with those periods where credit growth is at its largest.

(4)	 Neither demand nor supply effects are significant after six lags.
(5)	 The effect is calculated as 4.85 x 0.25 = 1.21 and only represents the immediate 

short-run effect after four quarters. The effect of the supply change would 
also persist in the next quarters through the lagged credit growth term in the 
estimating equation.

having remained unchanged) results in a ceteris paribus 
increase in annual NFC credit growth by 1.2 percentage 
points four quarters later. (5) BLS demand effects seem 
to be reflected in credit growth faster, with a significant 
contemporaneous impact and providing leading infor‑
mation only one quarter in advance. For example, one 
additional bank stating that demand for NFC credit has 
increased (instead of having remained unchanged) in a 
given quarter is followed by a ceteris paribus increase in 
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Chart  5	 Dynamic effects and explanatory power 
of changes in BLS demand and supply 
indicators in relation to NFC loan 
growth in belgium (1)

–15

–10

–5

0

5

10

15

20

20
0

4 
Q

4

20
05

 Q
2

20
05

 Q
4

20
0

6 
Q

2

20
0

6 
Q

4

20
07

 Q
2

20
07

 Q
4

20
0

8 
Q

2

20
0

8 
Q

4

20
0

9 
Q

2

20
0

9 
Q

4

20
10

 Q
2

20
10

 Q
4

20
11

 Q
2

20
11

 Q
4

20
12

 Q
2

20
12

 Q
4

BLS supply

BLS demand

Constant and AR(1) process

Residual

Loan growth (actual)

Loan growth (fitted)

Sources : ECB, NBB and own calculations.
(1)	 Fitted values, residuals and contributions to fitted values are based on the 

regression in the second column of Table 2. The purple bars (residual) reflect 
the difference between the black line (actual loan growth) and the black dotted 
line (fitted loan growth). The green bars (BLS supply) reflect the contribution of 
current and past values of the BLS supply indicator, including persistence effects 
of the BLS supply indicator that affect credit growth through the lagged credit 
growth term in the estimating equation. The red bars (BLS demand) reflect the 
contribution of current and past values of the BLS demand indicator, including 
persistence effects of the BLS demand indicator that affect credit growth through 
the lagged credit growth term in the estimating equation. The light green bars 
(constant term and AR(1) process) reflect the part of fitted loan growth that is not 
explained by the BLS supply and demand indicators and includes effects of the 
constant term and the autoregressive process in the error term.

(1)	 The effect is calculated as 2.63 x 0.25 = 0.66 and again only represents the 
immediate short-run effect in the quarter considered.

(2)	 Most of the existing studies only include a single lag for the BLS demand and 
supply indicators respectively.

(3)	 The remaining unexplained part includes the effects of the constant term and, to 
a lesser extent, the autoregressive process in the error term and the estimation 
residual.

annual NFC credit growth by about 0.7 percentage points 
in the next quarter. (1)

As is evident from Chart 3, banks may report a change 
in credit demand and / or supply conditions during sev‑
eral consecutive periods. In order to control for potential 
cumulative and / or offsetting effects of multiple events 
within our lag window of up to 6 quarters, the second 
column of Table  2 shows the results of a regression in 
which all six lags of both the BLS supply and demand 
indicator are included at the same time. (2) None of the 
individual BLS demand and supply coefficients is indi‑
vidually significant, which is not surprising given the 
limited number of degrees of freedom in the regression. 
However, the signs of the variables nevertheless partially 
confirm the conclusions of the regressions with each lag 
of the two BLS indicators included separately ; changes in 
the BLS supply indicator tend to be followed by changes 
in NFC loan growth after 4-6 quarters, and changes in BLS 
demand seem to be reflected in NFC loan growth already 
in the first few quarters following the reported change. 
This result seems intuitive, as changes in demand, when 
observed by the banks, have already materialized and 
should therefore be reflected in credit growth faster than 
claimed changes in supply, as contractual obligations, 
such as past loan offers and committed credit lines, may 
hamper a prompt transmission of changed credit stand‑
ards into credit growth.

Chart 5 shows actual loan growth and that part of loan 
growth explained by the regression in the second column 
of Table 2 (i.e., fitted loan growth). The chart also shows 
the contribution of BLS demand and supply to the fitted 
loan growth. The latter allows us to assess the explanatory 
power of changes in BLS demand and supply indicators in 
relation to NFC loan growth. In doing so, we do not only 
consider immediate and lagged direct effects of changes in 
the BLS indicators, but also account for persistence effects 
of the BLS indicators that affect credit growth through the 
lagged credit growth term in the estimating equation.

A first observation from Chart  5 is that our regression 
model fits actual credit growth dynamics very well (the 
black dotted line quite closely tracks the black line). 

Second, Chart  5 shows that, despite their qualitative 
and one-shot nature, BLS demand and supply indicators 
nevertheless seem to explain a substantial amount 
(on  average about 40-45 %) of the cyclical variation in 
NFC loan growth. (3) More specifically, the BLS indicators 
partly explain the increase in credit growth between 
2005Q3 and 2007Q4, the decrease in credit growth from 
2008Q3 to 2010Q2 and the relative but short recovery 
after 2010Q2. 

In the run-up to the crisis, the easing of credit standards 
in 2004Q3 and over the period 2005Q1-2006Q1 (see 
Chart 3) resulted in (lagged) positive contributions of the 
BLS supply indicator to NFC loan growth from 2006Q3 
onwards. These effects were strengthened by increased 
demand for NFC credit in 2005Q4-2006Q2 and 2007Q2-
2007Q4 (see Chart 3).

Interestingly, the BLS indicators also help to explain the 
decrease in loan growth between 2008Q2 and 2010Q2 ; 
several reductions in the demand for NFC loans over the 
period 2008Q2-2009Q3 (see Chart 3) resulted in strongly 
negative demand contributions to the growth rate of bank 
lending to NFCs over this period. While credit standards 
have been tightened in 2007Q3, 2008Q1 and particularly 
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over the period 2008Q3-2009Q1 (see Chart 3), BLS sup‑
ply contributions to NFC loan growth remain positive until 
2009Q2, mainly due to persistence effects of the past 
relaxations of credit conditions. The effects of the more 
stringent supply conditions from 2007-2008 onwards are 
only reflected in credit growth from 2009Q4 onwards, 
when credit growth, although briefly, actually falls to 
negative levels, and persist (though gradually dying out) 
until early 2012.

From 2010Q2 onwards, a short relative recovery took 
place, seemingly driven by persistent increases in de‑
mand for NFC credit over the period 2010Q1-2011Q2 
(see Chart 3). This relative recovery soon came to a halt, 
however, as demand for NFC credit decreased again over 
the period 2012Q1-2012Q3. In addition, banks claim that 
credit standards have been tightened further in 2012Q2 
and 2012Q3. While BLS demand increased again in 
2012Q4, it is not unlikely that credit growth will remain 
subdued in 2013 if the effects of these tighter credit 
standards feed into credit growth.

To summarize, Chart  5 suggests that both BLS demand 
and supply have explanatory power for the growth of 
bank lending to NFCs ; while changes in demand condi‑
tions feed into credit growth relatively quickly, changes 
in supply conditions are reflected in credit growth only 
with a lag of about 3-6 quarters. The relative explana‑
tory power (as captured by the relative size of the bars) 
of the BLS supply indicator is larger than that of the BLS 
demand indicator over the periods 2006Q4-2008Q2 
and 2010Q1-2012Q1. The explanatory power of the 

BLS demand indicator is relatively larger over the period 
2009Q1-2009Q3 and after 2012Q1.

From a policy perspective, this evidence suggests that BLS 
indicators may provide useful information on the credit 
cycle, with the BLS supply indicator signaling persistent 
“medium-term” dynamics in credit growth and the BLS 
demand indicator providing information on more short-
lived, “short-term” fluctuations in credit growth.

It should be noted, however, that both the absolute and 
relative explanatory power of BLS demand and supply may 
depend on the specification of the estimating equation 
(e.g., with respect to the number of lags of the BLS indica‑
tors included). More generally, the results in this section are 
based on a time series of relatively limited length (2003Q1-
2012Q4). Several robustness checks indicate that the mag‑
nitude and significance of the effects of BLS indicators on 
NFC loan growth crucially depend on the specification of 
the estimating equation. For example, adding lagged mac‑
roeconomic variables (y-o-y GDP growth rate and 3-month 
Euribor) generally reduces the significance of the impact 
of the BLS indicators. In itself, this is not surprising, since 
macroeconomic variables would be expected to affect loan 
growth through shifts in demand and / or supply. (1) Box 1 
provides an additional check of our results in a panel data 
setting (bank-level loan growth and BLS indicators), which 
can help to alleviate the consequences of estimating the 
models on the basis of a low number of observations.

The overall message we derive from these robustness 
checks is one of caution in drawing strong conclusions 
from the BLS indicators (e.g., on demand versus supply 
driving credit growth), as we find that the information 
content of the BLS indicators crucially depends on the 
specification of the model used for the estimation.

Box 1  –  Bank-level links between BLS indicators and NFC credit growth 

Several European studies have found a significant link between BLS indicators and credit growth. While the 
analysis of de Bondt et al. (2010) builds on a panel of euro area countries, Del Giovane et al. (2011) and Blaes 
(2011) use Italian and German banks’ individual responses to the BLS and bank-level credit growth for estimating 
the relationship between BLS indicators and credit growth. The main reasons given by these authors for using 
bank-level data are that exploiting the panel dimension of the data enlarges the number of observations, thus 
circumventing the limits caused by the shortness of the BLS sample period, and avoiding potential mismatch errors 
and inaccurate interpretations of the results which could arise if the BLS responses are matched to aggregate data 
on lending. The aggregate level of BLS indicators may be the result of several underlying scenarios, which may blur 
the relationship between loan growth and the BLS indicators (e.g., when tightening and easing credit conditions 
result in asymmetric effects on loan growth). For example, for an aggregate BLS supply indicator, defined as the 

(1)	 Adding control variables changes the interpretation of the effects of the BLS 
indicators into those demand and/or supply effects that are not already controlled 
for by the control variables.

4
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difference between the fraction of banks that have eased credit standards and the fraction of banks that have 
tightened credit standards, a value of 0 could either be the result of all banks reporting that credit standards have 
remained unchanged or half of the banks reporting that the credit conditions have been eased and the other half 
reporting that credit conditions have been tightened. Although these two scenarios produce the same value of the 
aggregate BLS indicator, they may result in different credit growth dynamics. 

Table 3 RegRessions of bank‑level loan gRowth (1)

 

Each lag included 
separately – AR(1)

 

Each lag included 
separately – LSDV

 

Supply (t)  . . . . . . . . . . . . . . –0.81 –0.21

(1.06) (2.43)

Supply (t – 1)  . . . . . . . . . . . 0.06 0.93

(1.05) (1.11)

Supply (t – 2)  . . . . . . . . . . . –0.97 1.30

(1.05) (1.05)

Supply (t – 3)  . . . . . . . . . . . 3.31*** 3.06***

(0.99) (0.94)

Supply (t – 4)  . . . . . . . . . . . 0.28 0.73

(1.01) (1.16)

Supply (t – 5)  . . . . . . . . . . . 1.06 0.99

(0.97) (1.01)

Supply (t – 6)  . . . . . . . . . . . 0.78 0.24

(0.96) (0.91)

Demand (t)  . . . . . . . . . . . . 0.67 1.35*

(0.65) (0.75)

Demand (t – 1)  . . . . . . . . . –0.01 0.60

(0.63) (0.71)

Demand (t – 2)  . . . . . . . . . 0.22 0.93

(0.64) (0.75)

Demand (t – 3)  . . . . . . . . . 1.01* 0.70

(0.58) (0.63)

Demand (t – 4)  . . . . . . . . . –0.77 –0.26

(0.60) (0.70)

Demand (t – 5)  . . . . . . . . . 1.16* 0.74

(0.61) (0.76)

Demand (t – 6)  . . . . . . . . . –1.08* –0.62

(0.61) (0.76)

Adjusted R²  . . . . . . . . . . . . 0.02 to 0.08 0.50 to 0.54

Number of observations  . . 128 128

Sources : ECB, NBB and own calculations.
(1) The table shows the regression results at bank level. The dependent variable 

is the y-o-y growth of loans to NFCs. The first column shows the coefficients 
when estimating a panel including fixed effects while allowing for an AR(1) 
process in the error terms. The second column shows the results for a 
corrected LSDV model with a lagged term for loan growth. In each column, 
the coefficients are taken from separate regressions using only one of the lags 
as an independent variable (e.g., supply(t – 1) and demand(t – 1), or supply(t – 3) 
and demand(t – 3)). The results are robust to including all lags at the same 
time and to including macro variables to the regressions. Standard errors are in 
parentheses ; ***, ** and * denote statistical significance at the 1 %, 5 % and 
10 % levels respectively.

 
4
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Concerning the BLS indicators for Belgium, we have individual answers available for 4 Belgian banks for 32 
quarters. Bank-level loan growth is calculated on the basis of data from the Belgian credit register. (1) For the 
analysis at the aggregate level, we included a lag of the dependent variable (loan growth) in the regressions and 
we allowed for an AR(1) process in the error terms. Including the lagged dependent variable in a panel context, 
however, is not straightforward. If there are unobservable bank fixed effects that are of importance for loan 
growth, the lagged dependent variable will be correlated with these fixed effects, leading to biased estimates of 
both the coefficient on the lagged dependent variable and the coefficients for other explanatory variables. (2) A 
well-known solution to this problem involves using the Arellano and Bond (1991) or Blundell and Bond (1998) 
GMM estimator. However, these estimators are only applicable when the number of cross-sections is large, making 
it impossible to use them in our context as we only have individual data available for 4 banks. A number of studies 
show, however, that a corrected least squares dummy variable (LSDV) estimator performs well when the number of 
cross-sections is small. (3) Thus, we choose to apply this corrected LSDV estimator when including the lagged loan 
growth as an explanatory variable. Furthermore, we also run separate fixed effects regressions where we allow 
for an AR (1) process in the error terms. The results for the corrected AR(1) regressions are presented in the first 
column of Table 3, while the results for the LSDV estimator are shown in the second column. 

The results reported in Table 3 for the regressions using bank-level information are overall less significant than those 
reported in the first column of Table 2 for regressions based on aggregated data. The bank-level results nevertheless 
confirm the potential of the BLS supply indicator as a forward-looking indicator for loan growth, predicting credit 
growth dynamics 3 quarters ahead (compared to 3-6 quarters ahead when looking at the aggregate level). The 
impact of the BLS demand indicator turns out to be much less significant than in the equivalent specifications at 
the aggregated level. While potentially stemming from the use of different loan growth series, these results again 
highlight the need for caution when drawing strong conclusions on the basis of the effects of the BLS indicators 
on credit growth, as these crucially depend on the specification of the model used for the estimation.

3.  �Indicators from the NBB survey on 
credit conditions

The identification of demand and supply conditions on 
the basis of the BLS rests on the assumption that banks 
correctly identify and report those conditions. As a first as‑
sessment of whether or not this is the case, we assess the 
robustness of our previous results on the basis of firms’ 
instead of banks’ views on credit conditions.

To this end, we use information from the NBB survey on 
credit conditions (SCC), which is part of its quarterly busi‑
ness survey. The questionnaire asks Belgian firms about 
how they perceive credit conditions. In particular, a group 
of Belgian firms are asked to answer questions on changes 
in credit conditions for bank loans and (as of the second 
quarter of 2009) on the firms’ expected investments. The 
goal of the survey is to gather additional information on 
credit conditions ; as the BLS is aimed at credit institutions, 

and thus reflects how supply side entities are experienc‑
ing credit conditions, the SCC should provide additional 
insights on credit developments in Belgium by analysing 
how the demand side perceives credit conditions, in this 
case the experience of Belgian non-financial firms. 

Furthermore, the responses to the SCC may be used as a 
cross-check of the BLS answers. For the purpose of this 
article, we make use of firms’ answers to the questions 
on how they feel about general credit conditions on bank 
loans over the previous period (“credit conditions were 
favourable”, “neutral”, or “credit conditions tightened”) 
and whether their investments during the current year will 
either increase, stay the same or decrease. While the credit 
conditions question will result in an SCC supply indicator 
similar to the BLS supply indicator, the investment ques‑
tion allows us to derive an SCC indicator that is a (rough) 
proxy for credit demand. As the number of observations 
for both the yearly and quarterly SCC indicator series is 

(1)	 The correlation between the aggregate loan growth based on the credit register and the loan growth reported in the MFI statistics equals 0.77.
(2)	 In the literature, this is referred to as the Nickell bias, see Nickell (1981).
(3)	 See for example Kiviet (1995), Judson and Owen (1999) and Bruno (2005).
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rather limited (1), we refrain from doing a regression-based 
analysis of the SCC data.

3.1  Annual data (supply only)

As we do not have quarterly data available for the survey 
on credit conditions for the full period 2004-2012, we 
construct an aggregated yearly SCC supply indicator. First, 
we aggregate the three different answers (“credit condi‑
tions were favourable”, “neutral”, or “credit conditions 
tightened”) at the year level by calculating the percentage 
of answers in each category relative to the total number 
of answers. Next, we define our indicator as the differ‑
ence between the percentage of firms that experienced 
favourable credit conditions and the percentage of firms 
that felt constrained. To be able to compare the SCC 
answers with the BLS answers, we construct a similar BLS 
indicator at the yearly level, which is calculated as the 
percentage of bank answers indicating that credit condi‑
tions were eased minus the percentage of bank answers 
indicating that credit was more constrained. 

Chart 6 shows both series between 2003 and 2012, to‑
gether with loan growth in Belgium over the same period. 
The chart indicates a fairly strong co-movement between 

Chart  6	 Comparison of NFC loan growth and 
BLS and SCC supply indicators in Belgium 
(yearly data) (1)
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(1)	 A positive (negative) value of the supply indicator means that credit standards 

have eased (tightened).

the BLS and the SCC supply indicators. This is confirmed 
when looking at the actual correlation between the two 
series, which equals 0.71. (2)

Focusing on the relationship between the two supply in‑
dicators and loan growth, the chart does not indicate any 
contemporaneous co-movement between these series. 
However, there does seem to be some leading informa‑
tion in the supply indicators. The actual correlations 
between the supply series and loan growth offer some 
partial support for this observation. While there is no 
significant contemporaneous correlation between both 
supply indicators and loan growth, there is a significant 
positive correlation of 0.46 between the BLS supply indi‑
cator and the one-year-ahead loan growth. The relation 
between the SCC supply indicator and one-year-ahead 
loan growth is also positive (0.21), but not significant. 
Therefore, based on annual data, the finding that the 
BLS supply indicator leads NFC loan growth can only be 
partially replicated .

3.2  Quarterly data (supply and demand)

From the second quarter of 2009 onwards, we do have 
quarterly data available for both the SCC supply indicator 
and for the answers to the investment question in the 
SCC survey, which we use as a proxy for the trend in firm 
demand. Chart 7 illustrates the profile of the quarterly BLS 
and SCC indicators and loan growth between 2009Q2 
and 2012Q4. 

As the BLS supply indicator hardly moves during this pe‑
riod, it is difficult to analyze the relation between the BLS 
and the SCC supply indicators. Focusing on the relation‑
ship between the SCC supply indicator and loan growth in 
the left-hand panel of Chart 7, there appears to be some 
forward-looking information in the SCC supply indicator. 
There is a positive and significant correlation (0.45) be‑
tween the SCC supply indicator and the loan growth four 
quarters ahead, which is similar to the result found for the 
BLS indicator in the previous section. 

Concentrating on the demand indicators in the right-hand 
panel of Chart 7, we notice a strong correlation between 
the SCC demand indicator and the BLS demand indica‑
tor ; the correlation between the two series equals 0.69. 
Furthermore, as with the supply indicator, there also ap‑
pears to be a leading relation between the SCC demand 

(1)	 We have 10 yearly observations (2003-2012) and 15 quarterly observations 
(2009Q2-2012Q4).

(2)	 The correlation between BLS and SCC supply indicators ranges between 0.20 
and 0.78 at the bank level. In the case of the SCC, we construct bank-specific 
indicators by identifying the firms borrowing from a given bank from the credit 
register.
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indicator and actual loan growth. For example, the cor‑
relation between the SCC demand indicator and loan 
growth three (four) quarters ahead equals 0.50 (0.26), 
although only significant for the three quarters ahead. 
The corresponding values for the BLS demand indicator 
amount to 0.58 (0.56). These findings are consistent with 
our earlier results based on BLS data in Section 2.

Overall, while based on only a relatively short time period, 
the results of the SCC indicators are consistent with our 
findings with the BLS indicators regarding the potential 
leading properties of information from credit condition 
surveys. While these tentative results will need to be sta‑
tistically confirmed once a longer time series is available 
for the SCC indicators, the SCC data appear to represent 
a useful addition to the data included in the BLS survey. 
Their relevance will likely further increase when more data 
become available. 

Conclusion

Using the euro area bank lending survey (BLS), this article 
finds some evidence that BLS indicators contain useful 
information on NFC loan growth in Belgium, with the 
BLS supply indicator signaling persistent “medium-term” 
dynamics in credit growth and the BLS demand indicator 

Chart  7	 Comparison of NFC loan growth and BLS and SCC indicators in Belgium (quarterly data) (1)
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(1)	 A positive (negative) value of the supply indicator means that credit standards have eased (tightened). A positive (negative) value of the demand indicator means that credit 

demand has increased (decreased).

providing information on more short-lived, “short-term” 
fluctuations in credit growth. We also find, however, that 
the estimated information content of the BLS indicators 
crucially depends on the specification of the model used 
for the estimation, suggesting the need for caution in 
drawing strong conclusions from the BLS indicators (e.g., 
related to demand versus supply factors driving credit 
growth). 

We also examine the information content of the NBB 
survey on credit conditions (SCC). The SCC indicators ap‑
pear correlated with BLS indicators and offer information 
that is consistent with the results from the BLS data. In 
the future, once a sufficiently long data series is available, 
it will nevertheless be necessary to test more thoroughly 
whether SCC and BLS indicators convey similar or differ‑
ent information and which is most closely correlated with 
loan growth.

Overall, the evidence presented in this article suggests 
that credit condition survey indicators may potentially be 
useful for macroprudential policymakers. In particular, in 
a framework for dealing with cyclical systemic risks, these 
indicators may help to identify persistent credit growth 
dynamics and turning points in the financial cycle, and for 
example, to guide the release phase of macroprudential 
policies. In this context, it may be useful to explore further 
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the information in the euro area bank lending survey, for 
example, with respect to the underlying causes of easing 
or tightening of bank lending criteria. In addition, the 
analysis should be extended to household credit. Future 
analysis may also consider the information content of 
credit condition survey indicators for alternative measures 
of the credit cycle (e.g., the deviation of credit-to-GDP 
from its long-term trend). Finally, an issue that may also be 
interesting to investigate is whether indicators from credit 
condition surveys can add any early warning information 
relative to other variables, such as the deviation of credit-
to-GDP from its long-term trend, for predicting financial 
distress. 
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Overview of the NBB’s oversight 
and supervision of financial market 
infrastructures in 2012

The Bank is responsible not only for the oversight but also 
for the prudential supervision of post-trade financial mar‑
ket infrastructures. The central bank’s oversight promotes 
the safety and efficiency of the payment and settlement 
infrastructures, and ultimately of the financial system as a 
whole. The prudential supervision ensures the robustness 
of the market infrastructures’ operator at micro-level, thus 
helping to maintain the confidence of the institution’s 
counterparties. Within the Bank, the two functions are 
performed by the same entity.

The standards applicable to financial market infrastruc‑
tures were amended during the year under review. 
In April, the Committee on Payment and Settlement 
Systems (CPSS) and the International Organisation of 
Securities Commissions (IOSCO) published their Principles 
for Financial Market Infrastructures, which group together 
and reinforce the standards applicable worldwide to post-
trade market infrastructures. As the Bank stated in its 
circular dated 20  July  2012, the CPSS-IOSCO Principles 
for financial market infrastructures form the reference 
framework for its prudential supervision and oversight of 
settlement institutions. These include Euroclear Belgium, 
Euroclear SA / NV, Euroclear Bank, and BNY Mellon CSD 
SA / NV . At European level, Regulation no. 648 / 2012 of 
4 July 2012 on OTC derivatives, central counterparties and 
trade repositories entered into force in August, and the 
related implementing technical standards in March 2013. 
The European Union is also continuing its work on the 
development of European legislation on central securities 
depositories (CSDs).

Furthermore, the Bank and the FSMA, the Belgian 
securities commission, signed a memorandum on 

18 O ctober  2012 clarifying the exchange of informa‑
tion and cooperation between the two institutions in 
connection with the supervision of securities settlement 
systems and central counterparties. That cooperation 
aims to prevent gaps and duplication, and to avoid any 
unnecessary burden on market infrastructures. In its 
assessment of the market infrastructures based on inter‑
national standards, the Bank will consult the FSMA on 
aspects for which the latter is responsible. In the event 
of a crisis affecting a market infrastructure, there will be 
consultation.

Table 1 contains an overview of the entities in whose 
oversight and / or supervision the NBB is involved. Many of 
these infrastructures have an international dimension with 
euro area or worldwide operations. The NBB performs 
the role of lead overseer / supervisor for international in‑
frastructures established in Belgium, such as SWIFT and 
Euroclear. As a corollary, it participates in cooperative 
oversight and supervision for international infrastructures 
established outside Belgium, but providing services to 
Belgium.

In the current environment, market infrastructures are 
faced with changing regulations that demand enhanced 
risk management. At the same time, the market envi‑
ronment leads to a restructuring and a repositioning of 
the various actors, including market infrastructure users. 
These changes ultimately influence the business models of 
market infrastructures. Below is an overview of the points 
requiring the attention of overseers and supervisors as 
regards the post-trade market infrastructures established 
in Belgium.
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1.  Oversight of SWIFT

The Society for Worldwide Interbank Financial 
Telecommunication (SWIFT) is not a payment system but 
a key messaging provider for payment and securities set‑
tlement infrastructures throughout the world. Central 
bank oversight of SWIFT is justified in view of its crucial 
importance for the safety and efficiency of payment and 
securities settlement systems.

Box 1 provides an overview of the set-up of the inter‑
national co-operative oversight of SWIFT. The NBB acts 
as lead overseer of SWIFT. The oversight is performed 
in cooperation with the G10 central banks. Since 2012, 
information has been shared with a wider group of cen‑
tral banks, as the country representation in the SWIFT 
oversight arrangements was expanded with the establish‑
ment of the SWIFT Oversight Forum. In the Forum, senior 
representatives of the G10 and ten other central banks 
conduct joint discussions on the SWIFT oversight policy 
and results. The SWIFT Oversight Forum held its inaugu‑
ral meeting in 2012 and held a second meeting for the 
initial discussions on specific subjects in the second half 
of the year.

In 2012, SWIFT provided its overseers with an updated 
self-assessment report regarding its compliance with the 
High Level Expectations (HLEs). SWIFT’s demonstration of 

compliance with the HLEs does not reflect the overseers’ 
opinion, but SWIFT’s own assessment of how it lives up 
to the HLEs.

Box 2 lists the five HLEs for the Oversight of SWIFT. These 
constitute the framework for reviewing SWIFT activities 
that fall within the scope of the oversight. The oversee‑
ing central banks address their common security and 
resilience expectations directly to SWIFT, because the 
company had been identified as a major messaging ser‑
vices provider for correspondent banking activities and for 
critical payment and securities settlement infrastructures. 
The expectations centre around security (confidentiality, 
integrity, availability) and system resilience. As there are 
other service providers playing a similar role to SWIFT, 
there is a risk that different overseers may use different 
oversight / assessment frameworks, thereby creating an 
unlevel playing field. These concerns have been addressed 
by the CPSS and IOSCO in their Principles for Financial 
Market Infrastructures. Annex F of these Principles lists the 
oversight expectations applicable to critical service provid‑
ers. It suggests an oversight approach for other critical 
service providers that is similar to what the overseers of 
SWIFT aim to achieve with the HLEs.

Two major SWIFT projects that the overseers reviewed in 
2012 are “Distributed Architecture” and “FIN Renewal”. 
Both projects are multi-year platform investments that 

Table 1 Financial market inFrastructures subject to the bank’s supervision and oversight

 

International college of supervisors / cooperative oversight agreement
 

The Bank acts  
as the sole authority

 

The Bank acts  
as the principal authority

 

The Bank participates under the direction  
of another principal authority

 

Prudential supervision Belgian branch of BNYM

Payment and electronic  
money institutions (18)

Prudential supervision and  
oversight

Euroclear Belgium (CIK)  
(ESES)

LCH.Clearnet SA / NV Euroclear Bank (2)

Euroclear SA / NV Atos Worldline (3)

BNYM SA / NV (1) BNY Mellon CSD SA / NV

Oversight SWIFT (4) TARGET2 Securities (T2S) (3) NBB-SSS

TARGET2 (T2) (3) Bancontact / Mister Cash (3)

CLS CEC (3)

MasterCard Europe (3)

Source : NBB.
(1) BNYM SA / NV is the European headquarters of the BNYM group. The Bank is the principal authority in the college of European supervisors.
(2) The Bank works on an ad‑hoc basis with other central banks concerned.
(3) Peer review in the Eurosystem / ESCB.
(4) Society for Worldwide Interbank Financial Telecommunication.
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Box 1  –  The international co-operative oversight of SWIFT

As lead overseer, the NBB conducts the oversight of SWIFT in cooperation with the other G10 central banks, i.e. 
Bank of Canada, Deutsche Bundesbank, European Central Bank, Banque de France, Banca d’Italia, Bank of Japan, 
De Nederlandsche Bank, Sveriges Riksbank, Swiss National Bank, Bank of England and the Federal Reserve System 
(USA), represented by the Federal Reserve Bank of New York and the Board of Governors of the Federal Reserve 
System.

The NBB monitors SWIFT developments on an on-going basis. It identifies relevant issues through the analysis of 
documents provided by SWIFT and through discussions with the management. It maintains a continuous relation‑
ship with SWIFT, with regular or ad hoc meetings, and serves as the G10 central banks’ entry point for the coop‑
erative oversight of SWIFT. In that capacity, the NBB chairs the senior policy and technical groups that facilitate the 
cooperative oversight, provides the secretariat and monitors the follow-up of the decisions taken.

help to increase the security, resilience and reliability of 
the services provided. The Distributed Architecture pro‑
ject was already announced at the end of 2007, and will 
near completion in 2013. With this project, SWIFT set up 
a multi-zonal messaging architecture, allocating coun‑
tries to either the European or the Trans-Atlantic zone. It 
added a SWIFT operating centre for the European zone 
as well as an additional command and control capability 
in Asia, enabling operations to be controlled from either 
Asia, Europe or the US. Operational improvements are 
made at every SWIFT operational site, and include the 
renovation of computer rooms and the power and 
cooling infrastructures. The latest major initiative is the 
construction of a new state-of-the-art operating centre 
that replaces one of those currently in use. Monitoring 
progress in this building project was a major focus of 
overseers in 2012. In 2013, overseers will monitor the 
installation of equipment and the activation of the site. 
The second major SWIFT project reviewed by overseers 
is the FIN renewal project, The underlying technology 
platform of FIN, SWIFT’s core application for messaging, 
is being renewed to address long term technology needs 
while aiming to significantly reduce ongoing operating 
costs. Only the central FIN application is adapted, not 
the FIN interfaces and SWIFT network connections at 
the customers’ end. The first components of the re‑
newed application will go live in 2013 and the project 
extends to 2015. Aspects reviewed include risk manage‑
ment, project management including the monitoring of 
project milestones, test strategies, and transparency of 
communication in relation to vendors and customers. 
Overseers in 2012 also focused on the logical security 
features or the cyber defence of the SWIFT operations. 
Standing topics for review include IT audit reports, 

technology and information, security risk management, 
and the development of an enterprise-wide risk manage‑
ment framework.

Furthermore, overseers continue to monitor closely SWIFT’s 
financial position, as well as trends in its messaging vol‑
umes. SWIFT’s FIN messaging traffic, the major contributor 
to the company’s revenue, increased by 3.5 pct. in 2012, 
compared to 8.9 pct. budgeted. In a difficult general eco‑
nomic environment, SWIFT did achieve a profit before tax 
of 20 million euro, in line with the budget. SWIFT decided 
not to grant a messaging rebate on 2012 messaging in‑
voices, but reserved the available profit to fund a technolo‑
gy renewal program on behalf of its customers : SWIFT will 
contribute to the renewal of Hardware Security Modules 
at the customer premises in 2013 and 2014. The review 
of SWIFT’s financial position provided assurance that the 
price reductions are sustainable over the longer term, 
and compatible with intended investments that are part 
of the stated SWIFT strategy. SWIFT continues to enjoy a 
strong financial position, with all investment, including the 
major multi-zonal architecture project, being funded out 
of operating cash flow. New projects initiated by SWIFT 
under its SWIFT2015 strategy are analysed by overseers to 
the extent that they might impact the stable provisioning 
of services to the global financial infrastructure. In 2012, 
SWIFT decided to refocus efforts on a reduced set of initia‑
tives, thereby making sure that sufficient resources can be 
available for the key projects without diverting attention to 
less important projects.

Finally, SWIFT’s Chief Risk Officer (CRO) in 2012 contin‑
ued the development of an integrated Enterprise Risk 
Management framework throughout SWIFT.

4
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Box 2  –  The High Level Expectations (HLEs) for the Oversight of SWIFT

HLE 1. Risk identification and management – SWIFT is expected to identify and manage relevant operational and 
financial risks to its critical services and ensure that its risk management processes are effective.

HLE 2. Information Security – SWIFT is expected to implement appropriate policies and procedures, and devote 
sufficient resources, to ensure the confidentiality and integrity of information and the availability of its critical 
services.

HLE 3. Reliability and resilience – Commensurate with its role in the global financial system, SWIFT is expected to 
implement appropriate policies and procedures, and devote sufficient resources, to ensure that its critical services 
are available, reliable and resilient and that business continuity management and disaster recovery plans support 
the timely resumption of its critical services in the event of an outage.

HLE 4. Technology planning – SWIFT is expected to have in place robust methods to plan for the entire lifecycle of 
the use of technologies and the selection of technological standards.

HLE 5. Communication with users – SWIFT is expected to be transparent to its users and provide them information 
that is sufficient to enable users to understand well their role and responsibilities in managing risks related to their 
use of SWIFT.

The various SWIFT oversight groups are structured as follows :
–	 the SWIFT Cooperative Oversight Group (OG) is composed of all G10 central banks, the ECB and the 

chairman of the CPSS. It meets twice a year. It is the forum through which central banks conduct cooperative 
oversight of SWIFT, and in particular discuss oversight strategy and policies related to SWIFT ;

–	 within the OG, the Executive Group (EG) includes the Bank of Japan, the Federal Reserve Board, the Bank of 
England, the ECB and the NBB. It meets about four times a year. It holds discussions with SWIFT’s board and 
management on the central banks’ oversight policy, issues of concern, SWIFT’s strategy regarding oversight 
objectives, and the conclusions. The EG supports the NBB in preparing for discussions within the broader OG, 
and represents the OG in discussions with SWIFT. The EG can communicate recommendations to SWIFT on behalf 
of the OG. At one of the EG meetings, the annual reporting by SWIFT’s external security auditor is discussed ;

–	 at the technical level, the SWIFT Technical Oversight Group (TG) has four full-day meetings a year with SWIFT 
management, internal audit and staff to carry out the groundwork of the oversight. Specialised knowledge is 
needed to monitor SWIFT’s use of computer technology and the associated risks. The TG draws its expertise 
from the pool of staff available at the cooperating central banks. It reports its findings and recommendations 
to the OG.

In 2012 the SWIFT Oversight Forum was set up. The SWIFT Oversight Forum is composed of senior overseers 
from the G10 central banks (OG) and of ten additional central banks, namely Australia, China, Hong Kong, India, 
Korea, Russia, Saudi Arabia, Singapore, South Africa and Turkey. It is chaired by the NBB. The SWIFT Oversight 
Forum’s objectives are :
–	 to facilitate a coordinated flow of information about SWIFT oversight conclusions to the Forum participants ;
–	 to foster discussions on the oversight policy concerning SWIFT ;
–	 to provide input to the OG on priorities in the oversight of SWIFT ; and
–	 to serve as a communications platform on system interdependencies related to the common use of SWIFT or for 

communication in the case of major contingency situations related to SWIFT.
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2.  �Oversight and supervision of retail 
payment services

European Forum on the Security of Retail 
Payments

The Bank participates in the work of the European Forum 
on the Security of Retail Payments. The Forum operates 
under the aegis of the Eurosystem and the ESCB and 
brings together representatives of the EU authorities in 
charge of oversight and prudential supervision. The Forum 
aims to facilitate common knowledge and understanding 
by the authorities of the security issues related to elec‑
tronic retail payment instruments and services that are 
offered within the EU.

A first report on the security of internet payments was 
published on 31 January 2013, issuing a set of recom‑
mendations to the providers of services covered by the 
Payments Services Directive, as well as to the governance 
authorities of payment schemes (including card payment 
schemes). The implementation of those recommenda‑
tions is expected to take place by 1 February 2015. 
Furthermore, a second set of recommendations aiming to 
increase the security of the payment account access ser‑
vices (account information services and payment initiation 
services) is currently subject to a public consultation that 
ends in mid-April 2013. The Forum also initiated work on 
the security of mobile payments that should materialise in 
a report by the end of 2013.

Oversight of retail payment systems

The Centre for Exchange and Clearing (CEC) is the Belgian 
automated clearing house which processes and settles re‑
tail payments between banks active in Belgium. It stopped 
using the NBB infrastructure and migrated to the French 
technical platform, STET. This was fully completed by the 
end of March 2013. Although it now uses the platform 
together with its French equivalent, the CEC remains a 
separate, independent Belgian system. As an overseer, 
the NBB paid specific attention to the planning and im‑
plementation of the migration. On the occasion of the 
change of platform, improvements in risk management 
were introduced : the CEC increased the frequency of the 
settlement cycles, and it now only credits the receiving 
participant after final settlement takes place in Target2. 
These changes were made in accordance with the 

recommendations of the overseer concerning financial 
risk management.

Oversight of card payment schemes

The Bancontact-MisterCash debit card scheme is prepar‑
ing to comply with the Single Euro Payments Area (SEPA) 
standards, for which the target implementation date is 
the beginning of 2014. As the overseer of the scheme, 
the Bank has monitored these developments, with a fo‑
cus on the financial risk management, as well as on the 
scheme’s new projects.

At the end of 2012, as the lead overseer of MasterCard 
Europe (MCE), the Bank ended the cooperative assess‑
ment of MCE’s compliance with the Eurosystem 2008 
standards

Prudential supervision of payment 
institutions and electronic money institutions

At the end of November 2012, the provisions of the 
European Electronic Money Directive were transposed 
into Belgian law. (1) In the course of 2012, several service 
providers considered whether they should start operating 
under a payment institution licence or an electronic mon‑
ey institution licence, or change from one to the other. 
Several companies presented their project to the Bank so 
as to determine, after a preliminary analysis, whether the 
envisaged services would indeed fall within the scope of 
the Payment Services Directive and / or Electronic Money 
Directive. A number of companies formally submitted 
their request for authorisation after such preliminary 
analysis. The NBB has granted authorisation to nine pay‑
ment institutions so far. Most started operating in 2012.

Furthermore, the development of European standards 
and guidelines relating to areas that are relevant for pay‑
ment institutions continued to receive particular attention. 
Topics include the actions to combat money laundering 
and the use of agents under a European passport.

3.  �Oversight and supervision of 
securities settlement systems and 
operators

The Bank acts as the overseer of securities settlement 
systems, and as a prudential supervisor of their operator, 
with respect to three Euroclear group entities. In addition, 
it acts as the overseer of NBB-SSS (Securities Settlement 
System), operated by the NBB itself. Finally, the Bank has 

(1)	 The European Directive of 16 September 2009 on electronic money services in the 
internal market (EMD) was transposed by the Belgian law of 21 December 2009 
regulating the activities of payment institutions, within the timeframe required by 
the European Directive of 13 November 2007 on payment services in the internal 
market (PSD).
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oversight and prudential supervision competencies in 
relation to the Bank of New York Mellon (BNYM) Group 
entities established in Belgium.

3.1  �Oversight and supervision of Euroclear 
group

The Bank acts as the overseer and as a prudential supervi‑
sor of three Euroclear group entities : Euroclear SA / NV 
(ESA), (1) Euroclear Bank (EB) and Euroclear Belgium.

ESA

ESA is the Euroclear group’s parent company. It owns 
the securities processing platforms and offers common 
services for the group’s (international) central securities 
depositories – (I) CSDs. A memorandum of understanding 
governs the multilateral cooperation concerning the over‑
sight and supervision of the common services which ESA 
provides to the group’s CSDs. The Bank acts as the coor‑
dinator of ESA supervision and oversight. The monitoring 
of the operational reliability and stability of the settlement 
platforms operated by ESA was still one of the main topics 
of attention for the regulators. Specific consideration fo‑
cused on the ESA policy for IT infrastructure management 
and protection against cyber crime. Furthermore, the 
review of the compliance of the ESA “common services” 
with the CPSS-IOSCO Principles for Financial Market 
Infrastructures was conducted and was shared with the 
Euroclear group CSDs’ authorities. Finally, an analysis was 
initiated on the recovery and resolution procedures to be 
developed in the event of default by a group entity.

Euroclear Bank

As an international central securities depository (ICSD), 
Euroclear Bank (EB) provides settlement and custody ser‑
vices for international securities, bonds, equities and fund 
instruments. It has nearly 1,400 participants that have 
access to its network of more than 40 links with domestic 
market CSDs worldwide.

As the lead overseer of EB, the Bank monitored EB’s ef‑
forts to further reduce intraday credit and liquidity risks in 
the Euroclear system. To neutralise credit risk drivers, EB 
has implemented system changes to optimise the settle‑
ment of short-term triparty repo roll-overs. Thanks to the 
synchronisation of triparty initiations and closings, intra‑
day credit risks will decline significantly. These changes 
were implemented at the end of March 2013.

After a risk-mapping assessment of EB’s asset servicing 
activities, the Bank initiated a specific work stream on 

the applicable credit risk management framework regard‑
ing the advancing of income and redemption proceeds. 
In securities markets, it is common business practice 
for income and redemption proceeds to be advanced 
before the actual receipt of the final payment from the 
issuer. Potential credit risks on system participants as a 
result of these advances need, within Financial Market 
Infrastructures in particular, to be managed in accord‑
ance with the new CPSS-IOSCO Principles stipulating the 
full collateralisation of all lending. This will require EB to 
adapt its current procedures in order to fully comply with 
the new standards.

In the course of 2012, the Bank assessed EB against the 
full set of Principles for Financial Market Infrastructures is‑
sued in April 2012. Of the twenty applicable CPSS-IOSCO 
Principles, seventeen have been assessed by the NBB 
as “Fully observed” and three as “Broadly Observed”, 
namely Principle 4 (Credit risk), Principle 11 (Central se‑
curities depositories) and Principle19 (Tiered participation 
arrangements). (2)

Since EB is a critical Financial Market Infrastructure, the 
IMF included EB in its FSAP for pan-European payment 
and securities settlement systems, with an assessment 
based on the same set of international standards.

In 2012, as part of the group’s strategy to contain costs 
and diversify EB’s recruitment pool, EB created a remote 
dual office arrangement for EB operations in Poland. The 
Bank, as a prudential supervisor, monitored the devel‑
opments related to this project particularly with regard 
to operational risks, asset protection, governance and 
internal controls, and will continue to closely follow the 
roll-out of the project.

The Bank continued to pay particular attention to the 
ICAAP process (Internal Capital Adequacy Assessment 
Process) of EB in 2012. In accordance with the Capital 
Requirements Directive, a Supervisory Review and 
Evaluation Process (SREP) of Pillar II was carried out.

Finally, EB was also requested to put in place a fully-
fledged recovery plan, for review by the Bank. As the 
recovery plan is an evolving document, repeated and con‑
tinuous interaction between the institution and the Bank is 
taking place. Also, further revisions are expected following 
the publication of the related international guidelines and 
other applicable EU regulations. In parallel, Euroclear  SA 
(ESA) is also setting up a recovery plan, with particular 

(1)	 ESA, the holding company of the Euroclear (I)CSDs, operates under the prudential 
status of “equivalent settlement institution” due to the core services it performs 
for Euroclear Bank SA.

(2)	 See article in this FSR on the “Assessment of Euroclear Bank against the CPSS-
IOSCO Principles for Financial Market Infrastructures”, p. 129.
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attention to group-wide compatibility and coherence of 
the recovery plans among the various group entities.

Euroclear Belgium

Euroclear Belgium mainly holds Belgian securities, in par‑
ticular Belgian equities. It settles participant transactions 
jointly with Euroclear Nederland and Euroclear France on 
the unified ESES settlement platform used by these three 
CSDs. The Bank monitored the ESES CSDs’ decision to 
join the T2S project and the development by Euroclear 
Belgium of new services for issuers. It also paid attention 
to the situation regarding settlement efficiency. The IMF 
included ESES in its pan-European FSAP, but only so far as 
assessing the responsibilities of the supervisor or overseer, 
based on the CPSS-IOSCO Principles for FMIs. The Bank 
and the coordinated supervision and oversight of ESES 
were assessed as being compliant with the standards for 
supervision and oversight.

3.2  Oversight of NBB-SSS

Concerning NBB-SSS, the Bank monitored the imple‑
mentation by its operator of the recommendations made 
following the last assessment of the system against the 
ESCB-CESR standards for securities settlement systems. 
It further monitored the decision of the NBB-SSS to join 
the T2S-project and the ongoing implementation of the 
project in two phases, whereby the first phase implies the 
use of a new IT-platform and functionalities by the end 
of 2014 and the second phase the actual joining of T2S 
in 2016.

3.3  �Oversight and supervision of The Bank of 
New York Mellon group

An important initiative for systemic market infrastructures 
operating in Belgium is the creation of a CSD by the Bank 
of New York Mellon Group.

BNY Mellon CSD SA / NV

On 15 December 2012, the Brussels-based BNY Mellon 
CSD SA / NV (BNYM CSD) was licensed as a CSD by Royal 
Decree. BNYM CSD is a non-bank subsidiary of the BNYM 
Corporation, the US (non-banking) holding company of 
the group. BNYM CSD is overseen by the Bank. BNYM 
CSD – as a settlement institution – also falls within the 
scope of prudential supervision.

BNYM CSD will outsource its operations and most of its 
administrative functions to the Bank of New York Mellon 

SA (BNYM SA / NV), the Belgium-based bank subsidiary of 
the New York state chartered Bank of New York Mellon. 
BNYM SA / NV was licensed for that purpose as an 
“equivalent settlement institution”, which is a Belgian 
regulatory status for institutions providing services of 
significant importance to CSDs. As a consequence, BNYM 
SA / NV has to comply with the prudential requirements 
linked to this status and it allows the NBB to impose the 
compliance of the settlement services provided by BNYM 
SA / NV with the CPSS-IOSCO Principles for Financial 
Market Infrastructures.

BNYM CSD is to start operations in the course of 2013, 
after its official notification as a system under the 
Settlement Finality Directive. It plans to gradually roll out 
its services, starting with issuer services before providing 
settlement services and triparty collateral management 
services. The implementation of each phase will be re‑
viewed by the Bank as prudential supervisor and overseer.

Prudential Supervision of the Bank of New York 
Mellon SA / NV (BNYM SA / NV)

In 2012, the Bank of New York Mellon Group continued 
to consolidate its legal entities in Europe. As part of the 
strategic move towards a single European banking struc‑
ture, the Irish credit institution of the group, the Bank of 
New York Mellon Ireland Limited (BNYMIL) was merged 
with the Brussels based BNYM SA / NV. The business activ‑
ity which was conducted by BNYMIL prior to the merger 
is carried on through the Dublin branch established by 
BNYM SA / NV.

In 2012, the Bank closely monitored the developments 
relating to the consolidation of the European entities. 
Focusing specifically on the new activities that are being 
transferred to BNYM SA / NV further to the consolidation 
projects, the Bank supervises the potential impact on 
the risk profile of the bank, particularly via the ICAAP-
SREP (Internal Capital Adequacy Assessment Process – 
Supervisory Review and Evaluation Process). This process 
is performed in collaboration with the members of the 
BNYM EEA College via the Joint Risk Assessment process 
as per the EBA guidelines.

In view of the role of BNYM SA / NV in strengthening 
the European presence of the group, the Bank decided 
to organise High Level Supervisory College meetings to 
complement the existing Technical Level meetings of the 
Supervisory College, formally set up by the Bank at the 
end of 2011 in accordance with the CRD III directive.

In the context of a growing need for cross-border super‑
visory collaboration between Europe and the US, and in 
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accordance with the Financial Stability Board’s key attrib‑
utes for G-SIFIs, the Federal Reserve Bank initiated both 
a Supervisory College and a Crisis Management Group 
(CMG) for Bank of New York Mellon, in which the Bank 

actively participates. The Bank, for consistency reasons, 
tries to align its own work in the field of the recovery 
and resolution plans as far as possible with the work of 
the CMG.

Box 3  –  �Securities settlement systems in Belgium : key figures on securities 
deposits and turnover

Securities settlement systems established in Belgium include the ICSD Euroclear Bank (EB) and the CSDs NBB-SSS 
and Euroclear Belgium (EBE). NBB-SSS and EBE primarily function as depositories for securities issued in Belgium. 
EB is an international CSD that holds securities deposits in eurobonds and domestic securities from more than 
40 markets. A fourth CSD, BNY Mellon CSD SA / NV was set up in December 2012 but is not expected to start its 
operations until some time in 2013.

Most securities held in EB are fixed-income securities (e.g. eurobonds, government bonds). At the end of 2012, 
securities deposits held in EB by participants amounted to EUR 10.8 trillion, which is slightly above the previous 
year’s figure of EUR 10.7 trillion. Whereas in 2011 settlement turnover rose 24 % to EUR 328.5 trillion compared 
to the previous year, the value of transactions processed by EB in 2012 fell 7 % to EUR 307.1 trillion. The decline 
in turnover is linked to lower trading volumes in European fixed income securities and lower ticket sizes. EB is a 
multi-currency system. The bulk of EB settlement turnover is in EUR. Other large settlement currencies include USD, 
GBP and JPY. EB is rated AA+ by Fitch Ratings and AA by Standard and Poor’s.

The value of securities deposits in NBB-SSS, the central securities depository for fixed-income Belgian government 
and corporate debt, has been rising steadily since 2006, reaching EUR 544 billion in 2012, more than 4 % up 
against 2011. While settlement turnover increased significantly in 2011 (+56 %) – due to a sharp rise in activity 
on the secondary market for Belgian government linear bonds – turnover declined in 2012 by 27 % from 
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EUR 14.1 trillion to EUR 10.3 trillion. This is in line with the decrease in 2012 in the secondary market for Belgian 
government linear bonds, which represents more than 70 % of turnover in NBB-SSS.

Unlike EB and NBB-SSS, securities held in EBE are mainly Belgian equities. The value of these securities deposits 
in EBE is reported in market value and is therefore more affected by market volatility. Securities deposits held in 
EBE on behalf of participants rose more than 20 % from EUR 130 billion in 2011 to EUR 157 billion in 2012 at 
year‑end. The movement in the value of securities deposits held on behalf of participants in EBE is directly linked 
to the recovering equity market in Belgium in the course of 2012. Securities deposits are still 40 % lower than in 
2006, before the start of the market turmoil. The value of turnover, on the other hand, decreased by 4 % in 2012 
to EUR 564 billion from EUR 588 billion in 2011, still above pre‑crisis levels.

Chart  2	 NBB SSS securities deposits & turnover
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Chart  3	 Euroclear Belgium securities deposits & 
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Assessment of Euroclear Bank against 
the CPSS-IOSCO Principles for Financial 
Market Infrastructures

Although the financial market infrastructures (FMIs) 
have weathered the financial crisis well, the Committee 
on Payment and Settlement Systems (CPSS) and the 
Technical Committee of the International Organization 
of Securities Commissions (IOSCO) decided to update 
and strengthen the existing international standards 
for FMIs. This review resulted in the publication of the 
final version of the CPSS-IOSCO Principles for Financial 
Market Infrastructures (PFMIs) in April 2012 (1). These 
PFMIs introduce new standards (e.g. for general business 
risk or tiered participation arrangements) while reinforc‑
ing existing standards, for example regarding credit and 
liquidity risk.

Euroclear Bank (EB) was assessed by the NBB against 
the PFMIs for central securities depositories (CSDs) 
and securities settlement systems (SSSs) (2) from April 
to November 2012. From November 2012 to January 

2013, the International Monetary Fund (IMF) conducted 
its own assessment of EB in the framework of an EU 
FSAP (Financial Sector Assessment Program). The re‑
mainder of this article describes the main results and 
recommendations of the NBB assessment of EB. Such 
disclosure promoted by CPSS-IOSCO aims at enhancing 
the transparency of the NBB’s oversight role for system 
participants and at promoting the NBB’s accountabil‑
ity as overseer of payment and securities settlement 
systems. A level playing field is ensured by making the 
results of the assessment public for all securities settle‑
ment institutions (3).

(1)	 The PFMIs can be downloaded from www.bis.org/publ/cpss101.htm.
(2)	 Out of the 24 PFMIs, 4 are not applicable to EB (some Principles are addressed 

only to central counterparties (CCPs) or trade repositories (TRs)).
(3)	 The most recent assessment of the NBB-SSS and ESES (including Euroclear 

Belgium) can be found in the FSR of 2011.

Box 1  – T he CPSS-IOSCO Principles for Financial Market Infrastructures

Principle 1  : Legal basis

An FMI should have a well-founded, clear, transparent, and enforceable legal basis for each material aspect of its 
activities in all relevant jurisdictions.

4



130 ❙  Assessment of Euroclear Bank against the CPSS-IOSCO Principles for Financial Market Infrastructures﻿  ❙  NBB Financial Stability Review

Principle 2 : Governance

An FMI should have governance arrangements that are clear and transparent, promote the safety and efficiency 
of the FMI, and support the stability of the broader financial system, other relevant public interest considerations, 
and the objectives of relevant stakeholders.

Principle 3 : Framework for the comprehensive management of risks

An FMI should have a sound risk-management framework for comprehensively managing legal, credit, liquidity, 
operational, and other risks.

Principle 4 : Credit risk

An FMI should effectively measure, monitor, and manage its credit exposures to participants and those arising from 
its payment, clearing, and settlement processes. An FMI should maintain sufficient financial resources to cover its 
credit exposure to each participant fully with a high degree of confidence. In addition, a CCP that is involved in 
activities with a more-complex risk profile or that is systemically important in multiple jurisdictions should maintain 
additional financial resources sufficient to cover a wide range of potential stress scenarios that should include, but 
not be limited to, the default of the two participants and their affiliates that would potentially cause the largest 
aggregate credit exposure to the CCP in extreme but plausible market conditions. All other CCPs should maintain 
additional financial resources sufficient to cover a wide range of potential stress scenarios that should include, but 
not be limited to, the default of the participant and its affiliates that would potentially cause the largest aggregate 
credit exposure to the CCP in extreme but plausible market conditions.

Principle 5 : Collateral

An FMI that requires collateral to manage its or its participants’ credit exposure should accept collateral with low 
credit, liquidity, and market risks. An FMI should also set and enforce appropriately conservative haircuts and 
concentration limits.

Principle 6 : Margin

A CCP should cover its credit exposures to its participants for all products through an effective margin system that 
is risk-based and regularly reviewed.

Principle 7 : Liquidity risk

An FMI should effectively measure, monitor, and manage its liquidity risk. An FMI should maintain sufficient liquid 
resources in all relevant currencies to effect same-day and, where appropriate, intraday and multiday settlement 
of payment obligations with a high degree of confidence under a wide range of potential stress scenarios that 
should include, but not be limited to, the default of the participant and its affiliates that would generate the largest 
aggregate liquidity obligation for the FMI in extreme but plausible market conditions.

Principle 8 : Settlement finality

An FMI should provide clear and certain final settlement, at a minimum by the end of the value date. Where 
necessary or preferable, an FMI should provide final settlement intraday or in real time.

4
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Principle 9 : Money settlements

An FMI should conduct its money settlements in central bank money where practical and available. If central bank 
money is not used, an FMI should minimise and strictly control the credit and liquidity risk arising from the use of 
commercial bank money.

Principle 10 : Physical deliveries

An FMI should clearly state its obligations with respect to the delivery of physical instruments or commodities and 
should identify, monitor, and manage the risks associated with such physical deliveries.

Principle 11 : Central securities depositories

A CSD should have appropriate rules and procedures to help ensure the integrity of securities issues and minimise 
and manage the risks associated with the safekeeping and transfer of securities. A CSD should maintain securities 
in an immobilised or dematerialised form for their transfer by book entry.

Principle 12 : Exchange-of-value settlement systems

If an FMI settles transactions that involve the settlement of two linked obligations (for example, securities or foreign 
exchange transactions), it should eliminate principal risk by conditioning the final settlement of one obligation 
upon the final settlement of the other.

Principle 13 : Participant-default rules and procedures

An FMI should have effective and clearly defined rules and procedures to manage a participant default. These rules 
and procedures should be designed to ensure that the FMI can take timely action to contain losses and liquidity 
pressures and continue to meet its obligations.

Principle 14 : Segregation and portability

A CCP should have rules and procedures that enable the segregation and portability of positions of a participant’s 
customers and the collateral provided to the CCP with respect to those positions.

Principle 15 : General business risk

An FMI should identify, monitor, and manage its general business risk and hold sufficient liquid net assets funded 
by equity to cover potential general business losses so that it can continue operations and services as a going 
concern if those losses materialise. Further, liquid net assets should at all times be sufficient to ensure a recovery 
or orderly wind-down of critical operations and services.

Principle 16 : Custody and investment risks

An FMI should safeguard its own and its participants’ assets and minimise the risk of loss on and delay in access 
to these assets. An FMI’s investments should be in instruments with minimal credit, market, and liquidity risks.

Principle 17 : Operational risk

An FMI should identify the plausible sources of operational risk, both internal and external, and mitigate their 
impact through the use of appropriate systems, policies, procedures, and controls. Systems should be designed to 

4



132 ❙  Assessment of Euroclear Bank against the CPSS-IOSCO Principles for Financial Market Infrastructures﻿  ❙  NBB Financial Stability Review

ensure a high degree of security and operational reliability and should have adequate, scalable capacity. Business 
continuity management should aim for timely recovery of operations and fulfilment of the FMI’s obligations, 
including in the event of a wide-scale or major disruption.

Principle 18 : Access and participation requirements

An FMI should have objective, risk-based, and publicly disclosed criteria for participation, which permit fair and 
open access.

Principle 19 : Tiered participation arrangements

An FMI should identify, monitor, and manage the material risks to the FMI arising from tiered participation 
arrangements.

Principle 20 : FMI links

An FMI that establishes a link with one or more FMIs should identify, monitor, and manage link-related risks.

Principle 21 : Efficiency and effectiveness

An FMI should be efficient and effective in meeting the requirements of its participants and the markets it serves.

Principle 22 : Communication procedures and standards

An FMI should use, or at a minimum accommodate, relevant internationally accepted communication procedures 
and standards in order to facilitate efficient payment, clearing, settlement, and recording.

Principle 23 : Disclosure of rules, key procedures, and market data

An FMI should have clear and comprehensive rules and procedures and should provide sufficient information to 
enable participants to have an accurate understanding of the risks, fees, and other material costs they incur by 
participating in the FMI. All relevant rules and key procedures should be publicly disclosed.

Principle 24 : Disclosure of market data by trade repositories

A TR should provide timely and accurate data to relevant authorities and the public in line with their respective 
needs.

1.  �Main conclusions of the assessment

The 24 PFMIs are grouped in 9 themes. The main findings 
are summarised here below. The ratings are summarised 
in Table 1 at the end.

1.1  General organisation

Principle 1 : Legal basis

In general, EB has a well-founded, clear, transparent, 
and enforceable legal basis for each material aspect of 
its activities. 
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Principle 2 : Governance

EB has governance arrangements (“user-owned, user-gov‑

erned” model) that are clear and transparent, promote the 

safety and efficiency of the FMI, and support the stability of 

the broader financial system, other relevant public interest 

considerations, and the objectives of relevant stakeholders. 

EB could, however, consider the exercise of an external as‑

sessment of the Board’s functioning, complementing the 
current internal assessment. The NBB also recommends the 

disclosure of the conflict of interests policies. 

Principle 3 : Framework for the comprehensive 
management of risks

EB has policies, procedures and systems to identify, moni‑
tor and manage the range of risks it faces. EB focuses on 
the risks that it bears from others (both participants and 
other entities including other FMIs), but by reducing its 
own credit, liquidity and operational risks, EB is able to re‑
duce the credit, liquidity and operational risk that it poses 
to others. The effectiveness of these policies and systems 
is assessed on an ongoing basis by the Business depart‑
ments (as a first layer) that monitor key performance indi‑
cators (KPIs), and by entities such as Risk Management or 
Compliance (as a second layer). In addition, EB regularly 
performs back-tests (e.g. liquidity stress tests) based on 
real-life data to test the effectiveness of the policies. 

Besides providing the information (ranging from EB’s risk 
management framework to data on the participant’s cred‑
it usage) needed to allow participants to manage their 
risks, EB provides them with incentives to keep the risks 
they pose to EB at an acceptable level (e.g. EB’s overdraft 
interest rates are above the market rates as a disincentive 
against participants’ over-reliance on credit by EB). 

In its recovery plan, EB has identified scenarios that may 
potentially prevent it from being able to provide its criti‑
cal services, and has included recovery options that can 
be used in those scenarios. The international regulatory 
framework for recovery and resolution plans for FMIs is 
still evolving (CPSS-IOSCO guidelines are expected by this 
summer). The NBB will therefore follow up the review 
of EB’s recovery plan after these international guidelines 
have been finalised.

1.2  Credit and liquidity risk management 

Principle 4 : Credit risk

The policy of EB is to fully collateralise its credit risk ex‑
posures. Exceptions where unsecured credit is allowed 

are covered by EB’s own capital. EB has no history of 
credit losses caused by participant defaults. Although EB’s 
general credit risk management framework is robust, the 
NBB has identified one weakness regarding the practice 
of advancing income and redemption payments. Cash 
payments to the participants relating to redemptions, 
dividend and interest proceeds may be advanced by EB 
in the overnight settlement process prior to confirma‑
tion of the actual receipt of funds from the issuer. This 
generates credit exposures on the participants. EB only 
advances income payments after a credit quality check 
of both the participants and the issuers. EB has explained 
that its exposure due to advanced income is secured via a 
“double claim” (i.e. EB has a claim on the participant to 
whom the credit was granted and on the issuer as EB is 
the registered holder of the bonds). However such secur‑
ing via double claim is not compliant with Principle 5 on 
collateral, as no haircuts are applied and there may be a 
heavy concentration on one (or a few) issuer(s). Therefore, 
the credit extension as a result of advanced income and 
advanced redemption payments is not considered as fully 
collateralised.

Some other ICSDs and custodians also adhere to the 
practice of advancing income and redemption proceeds, 
potentially using the “double claim” as a substitute for 
collateral. This may lead to level-playing-field issues, as 
participants may be tempted to move from an FMI that 
complies with the PFMI to an institution that does not (as 
complying would require that payments are advanced only 
upon full collateralisation, thereby decreasing the partici‑
pants’ available collateral or service level if the client has 
no collateral). In order to avoid unfair competition among 
FMIs and custodians in this area, a level-playing-field solu‑
tion needs to be found. To this end, the NBB will actively 
cooperate with other relevant overseers and supervisors.

Another recommendation has been made regarding the 
analysis of credit risk drivers. One of the main drivers of 
intraday credit exposures relates to the trading and set‑
tlement pattern of triparty repo activity, and in particular 
the mismatch between overnight repo reimbursements 
and intraday renewals. EB has implemented a project to 
synchronise settlement of triparty overnight repos in or‑
der to eliminate the gap between the settlement of repo 
reimbursements and renewals, hence reducing the result‑
ing large intraday credit risks – and consequently liquidity 
risks – for EB.

Principle 5 : Collateral

To cover settlement-related credit exposures, EB relies on 
pledged securities and cash collateral. For a very limited 
number of participants and for very small amounts, EB 
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relies in specific cases on a letter of credit (L /C) or guaran‑
tees. The collateral valuation model of EB (“SVE”) is regu‑
larly back- and stress tested. Whenever potential weak‑
nesses are identified by the regular validation process, an 
action plan is put in place. EB monitors its participants’ col‑
lateral portfolio composition, including concentration, on 
a regular basis. In the framework of its credit and liquidity 
risk management, EB will launch in Q3 2013 a project that 
will improve the ex-ante monitoring of a participant’s col‑
lateral portfolio by defining system-embedded criteria for 
collateral parameters at participant level in terms of securi‑
ties (in)eligibility and collateral concentrations. 

Principle 6 : Margin

(Not applicable to CSDs or SSSs)

Principle 7 : Liquidity risk
–	 Adequacy of liquid resources : EB’s qualifying liquid 

resources include its “committed liquidity sources” (in‑
vestment book, standby facilities, guarantee structure, 
back-stop facility and committed swap facility), APS (1)

collateral and “highly reliable liquidity sources” (i.e. the 
“core part” of participants’ long cash balances which 
is less than 30 % of its actual long cash balances). EB 
decided in June 2012 to adopt as a basic requirement 
for its contingency liquidity risk management the abil‑
ity to withstand the default of the two participants 
with the largest payment obligations (stemming from 
their settlement activities, or from any other role they 
play for the ICSD, such as treasury counterparty) under 
stressed conditions. 

–	 Multicurrency liquidity needs : EB settles transactions in 
more than 50 settlement currencies. The most relevant 
currencies in EB in terms of liquidity needs are EUR, 
USD, GBP and JPY, representing 95 % of settlement 
turnover. On a quarterly basis, EB performs a liquidity 
back-test to verify whether it would have had sufficient 
liquid resources to cope with the default of the top two 
participants with the largest exposures (at family level) 
for one of the relevant currencies (EUR, USD, GBP, JPY) 
or across currencies. 

–	 Liquidity back- and stress testing : EB developed a 
Liquidity Datawarehouse which has significantly im‑
proved its liquidity back- and stress-testing capacity. The 
liquidity back-testing framework considers the default 
of the top two clients in line with the framework de‑
cided in June 2012.

1.3  Settlement

Principle 8 : Settlement finality

The point of settlement finality is clearly defined in EB’s 
Operating Procedures. Transactions that are entered in 
the system before the settlement date are settled (pro‑
vided participants have sufficient cash and securities) 
during the night batch processing in the night before the 
settlement date. Transactions that failed to settle during 
the night batch and transactions that are entered on 
the same day as the intended settlement date can set‑
tle in the Real-time Processing cycle on settlement date. 
Therefore, most transactions are settled with finality well 
before the end of the value date. Section 6.6.2 of EB’s 
Operating Procedures defines which instructions can 
be cancelled by participants. Cancellation instructions 
must be sent before the input deadline of the settlement 
process for which instructions are eligible for settlement. 
After this input deadline, instructions become irrevocable 
for participants. 

Principle 9 : Money settlements

For EB participants, DVP settlement of securities against 
cash in all eligible settlement currencies is carried out in 
the books of EB (commercial bank money credited on cli‑
ent’s accounts in the books of EB). Settlement in central 
bank money is not feasible and practical as Euroclear is 
a multicurrency system, and as it has an international 
client base, which does not have access to central bank 
accounts (or credit) in all (or even the most important) 
settlement currencies. Participants can pay in their cash to 
EB through TARGET 2 or through correspondent banks.

Principle 10 : Physical deliveries

No physical settlement takes place in EB.

1.4  �Central securities depositories and 
exchange-of-value settlement systems

Principle 11 : Central Securities Depositories

EB applies Belgian/European accounting practices, which 
are regularly audited by its Internal Audit and external 
auditor. EB performs monthly reconciliations of its bal‑
ances with the balances held at its depositories and daily 
reconciliation of movements for most securities ; for some 
securities a daily reconciliation of balances is performed. 
Overdrafts or debit balances in securities accounts are 
prohibited in the system. All securities that are settled in 
the system are immobilised or dematerialised. EB’s own 

(1)	 Appropriation of Pledged Securities, a contractual arrangement that allows EB to 
immediately appropriate a participant’s collateral if the participant defaults. This 
arrangement has been included in EB’s contractual framework and will therefore 
apply to all new clients. EB has been negotiating with its largest clients, most of 
which have signed the APS agreement by now (more than 75 % of EB’s credit 
exposures are covered by APS). The credit line of non-APS clients will be capped 
at 50 % of EB’s qualifying liquid sources excluding APS (in order to withstand the 
default of the two largest participants). Participants that need higher credit lines 
will need to sign the APS agreement. 
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securities are segregated from those of its participants, 
which are in turn segregated from securities of other 
participants. In EB, participants are also able to segre‑
gate their own securities from those of their underlying 
customers. Participants’ securities are protected against 
claims from EB’s creditors. EB and its depositories have 
insurance against securities losses due to physical loss 
or damage, fraud or cyber risks, for example. EB offers 
services that are related to custody and settlement of 
assets, including the provision of credit to participants in 
order to facilitate the efficient settlement of their transac‑
tions. New services go through an approval process and 
risk assessment before they can be offered to clients. The 
ongoing monitoring and managing of the risks related to 
those services is in line with Euroclear’s risk framework. 
EB has already improved its reconciliation procedures by 
reconciling balances for some securities on a daily basis, 
but the NBB nevertheless recommends EB to perform a 
daily reconciliation of all securities balances where pos‑
sible. Balances for all international securities, where EB 
acts as issuer CSD, should be reconciled daily. All balances 
for which EB receives daily account statements from its 
depository should be reconciled daily. EB should encour‑
age its depositories from which it does not receive daily 
account statements, but where it holds a significant part 
of its total depot, to send daily statements. The sending 
of daily account statements by the depository should be 
taken into account in EB’s selection and evaluation pro‑
cess of its depositories. 

Principle 12 : Exchange-of-value settlement 
systems

EB employs a Model 1 DVP system : instructions are set‑
tled between participants on a trade-by-trade (gross) ba‑
sis, with finality of the transfer of securities from the seller 
to the buyer occurring at the same time as the finality of 
transfer of funds from the buyer to the seller.

1.5  Default management 

Principle 13 : Participant-default rules and 
procedures

EB has rules and procedures in place to cope with a par‑
ticipant default. These rules have been tested in several 
bankruptcy/insolvency cases concerning EB participants. 
Key aspects of the default rules and procedures are pub‑
licly disclosed. 

Principle 14 : Segregation and portability

(Not applicable to CSDs or SSSs)

1.6  �General business and operational risk 
management

Principle 15 : General business risk

EB has robust management and control systems to iden‑
tify, monitor and manage general business risks. General 
business risk is one of the key risks identified by Euroclear 
in its Risk Register. As such, it is included in Euroclear’s 
Enterprise Risk Management (ERM) Framework for identi‑
fying, monitoring, controlling and reporting all risk types. 
On the revenue side, it is the Commercial and Product 
Management divisions that identify potential business 
risks and manage them (e.g. client retention efforts). 
On the cost side, it is Corporate Spend Management 
that identifies potential risks (e.g. assessments of busi‑
ness needs, suppliers) and manages them accordingly 
(e.g. renegotiation with suppliers). The Financial Division 
monitors overall business risks via a monthly review of the 
actual financial results versus the plan. In addition to these 
four divisions that act as first lines of defence, the Risk 
Management Division assists them (e.g. identifies risks 
that could affect the Euroclear group or EB) and acts as 
the second line of defence. 

EB has developed a recovery plan. 

EB has € 1 485 million equity (and liquid net assets, as its 
equity is invested in liquid assets), which is more than suf‑
ficient to cover six months of current operating expenses 
(€ 379 million based on 2011 figures) and to cover the 
time needed to implement the recovery plan (the main so‑
lutions of which can be implemented within six months). 

Principle 16 : Custody and investment risks

EB’s capital is invested in debt securities (EU government, 
supranational and European Financial Stability Facility 
bonds only) with a rating of at least AA+, or held in cash 
at the central bank. These AAA or AA+ government bonds 
are of very high quality and liquidity. Even in extreme 
scenarios, where EB would not be able to convert AAA 
or AA+ rated EU government bonds into cash, it can use 
them as collateral for obtaining liquidity via the NBB, as 
these bonds are ESCB eligible and EB has routine access 
to central bank standing facilities. EB holds its assets and 
its participants’ assets at supervised and regulated enti‑
ties (in practice big international or local banks or CSDs) 
on which it contractually imposes minimum requirements 
for accounting practices and safekeeping procedures. EB 
has the contractual right to inspect and audit records at 
depositories. EB ensures via a legal opinion that the own‑
ership rights for its participants’ and its own assets are 
adequately protected. The total stock of securities that EB 
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holds is diversified over several “common depositories” 
(for Eurobonds) and more than 40 local depositories. For 
14 currencies, EB has several cash correspondents, which 
allows it to diversify credit and liquidity risk. Where only 
one cash correspondent is available, credit risk exposures 
can be mitigated via other techniques such as reverse 
repos with other counterparties. EB’s (prudent) investment 
strategy is consistent with its overall risk-management pol‑
icy of keeping a low risk profile. Key elements of its invest‑
ment strategy are disclosed in its Pillar 3 disclosure report 
(in the sections related to market, credit and liquidity risk). 

Principle 17 : Operational risk

EB has policies and processes in place for identifying 
and addressing the full range of operational risks on 
an ongoing basis. Through its operational risk manage‑
ment framework EB ensures that both internal as well 
as external sources of operational risks are identified, as‑
sessed, monitored and managed. EB’s risk management 
practices are aligned with major recommendations from 
various regulatory and industry bodies, and international 
standards. 

EB has defined operational reliability objectives, both 
qualitative and quantitative, ensuring a high degree of 
security and operational reliability. 

Capacity planning and monitoring are part of the control 
environment of EB. 

The Euroclear group-wide Operational Risk Board Policy 
comprises policy goals for both physical and information 
security. 

EB’s business continuity management and plans allow it 
to resume operations within two hours following disrup‑
tive events, and to complete settlement by the end of the 
day even in the case of extreme circumstances. Data on 
core systems is mirrored between three geographically 
dispersed data centres. Regular switching between the 
two main data centres and tests of the third data centre 
ensure operations can be switched between data centres. 
To mitigate the very low probability scenario of data loss 
of less than one minute, data loss response plans have 
been developed. The risk of losing staff is mitigated by 
operating dual offices. EB’s business continuity and con‑
tingency arrangements are annually reviewed and tested, 
including with respect to scenarios related to wide-scale 
and major disruptions. 

EB has policies and processes in place for identifying and 
addressing the full range of operational risks, including di‑
rect and indirect effects on its ability to process and settle 

transactions caused by risks that stem from an external 
operational failure of participants, other FMIs, and service 
and utility providers. When EB has outsourced some of 
its operations to an external service provider, EB ensures 
that those operations meet the same reliability and con‑
tingency requirements they would need to meet if they 
were provided internally. 

1.7  Access

Principle 18 : Access and participation 
requirements 

EB’s admission criteria are risk-based and allow for fair and 
open access. The admission criteria are :

1.  Financial resources.
2. T echnology capability.
3.  Need for EB Services.
4.  Reputation in the market.
5.  Anti-Money Laundering Programme.

These criteria aim to minimise financial and other risks 
(e.g. reputational risk) to EB and its participants. These 
criteria apply to all applicants to EB regardless of type and 
location of the applicant. EB accepts a heterogeneous 
range of participants from more than 90 different coun‑
tries. EB participants include major international banks 
and smaller firms, and various types of institutions (invest‑
ment banks, central banks, other FMIs, investment funds). 
EB has set up a sponsorship process to ensure – among 
other things – that participants continue to fulfil these re‑
quirements. If a participant no longer meets the admission 
criteria, Section 14 of the Terms & Conditions explains the 
procedure for the termination of its participation. 

Principle 19 : Tiered participation arrangements

EB does not organise tiered participation arrangements in 
its system. Contractual relationships exist only with direct 
participants. EB allows its participants to open additional 
individual accounts for their underlying clients whenever 
participants decide to do so. Where omnibus accounts 
are held, there is no information available in the system 
at individual client level. Risks related to dependencies 
between participants and their underlying clients (credit 
and liquidity risks) are managed by EB at an aggregate 
level. Potential risk that might result from dependencies 
between participants and their underlying clients include 
operational risks (when clients’ activity is significant). 
Currently, EB has no formal process in place for analys‑
ing the impact of underlying clients’ accounts, nor for 
the monitoring of settlement activity generated by those 
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underlying client accounts. The adoption of such formal 
processes should be envisaged by EB in order to enhance 
its understanding of client activity flows and the related 
risks.

Principle 20 : FMI links

EB has processes in place to identify potential sources of 
risk arising from market links. Before opening a link, EB 
conducts a risk assessment. EB’s Management Committee 
has to approve all agents (such as CSDs, depositories or 
cash correspondents) involved in the link. Once the link 
is in operation, a market link review is performed every 
three years. The risk assessment covers several aspects 
(ranging from operational and financial to legal and asset 
protection criteria). The only link where EB has a credit 
exposure on an (I)CSD is the Bridge with Clearstream 
Banking Luxembourg (CBL). EB has a toolbox of credit 
risk mitigation measures to ensure that EB’s credit expo‑
sures on CBL are secured. There is only one case where 
EB receives provisional securities : newly-issued money 
market instruments received from DTC in the US market. 
EB blocks such securities in the participants’ accounts until 
they are final in the local market, thereby prohibiting their 
re-transfer (making it compliant with the PFMIs). 

1.8  Efficiency

Principle 21 : Efficiency and effectiveness

The Euroclear group is user-owned and user-governed 
and operates in a competitive environment. EB monitors 
market developments and conducts an annual client sur‑
vey. Furthermore, EB monitors its efficiency and effective‑
ness via a Balanced Scorecard (including financial, busi‑
ness, operational, risk and other objectives) and various 
Key Performance Indicators and Key Risk Indicators on an 
ongoing basis. 

Principle 22 : Communication procedures and 
standards

EB uses internationally accepted communications stand‑
ards : ISO message formats and ISIN as identifier. EB is not 
yet fully ISO compliant in the area of corporate actions 
(ISO15022) standards, but it has invested in recent years 
to become more compliant with SMPG (Securities Market 
Practice Group) recommendations. EB is encouraged to 
continue these efforts and achieve full compliance with 
the internationally accepted standards that are relevant 
for EB’s activities, as full compliance reduces (by eliminat‑
ing manual intervention) both risks and costs for EB and 
its participants.

1.9  Transparency

Principle 23 : Disclosure of rules, key 
procedures, and market data

EB discloses information on the company itself, on the 
services it provides, etc. – from high-level overviews to 
detailed descriptions of the services and rights and obli‑
gations. Most of this information is publicly availably on 
the Internet. EB is currently conducting a complete review 
of its Operating Procedures (to be finalised in 2013) in 
order to increase the ease of understanding of the rules 
and risks that clients need to manage. In a first phase, 
which was completed in September 2012, the “Rights 
and Responsibilities” were summarised after each relevant 
Section to make it easier for clients to identify the main 
risks from participating in the FMI. 

Principle 24 : Disclosure of market data by 
trade repositories

(Not applicable to CSDs or SSSs)

2.  Recommendations

The NBB’s recommendations are sorted by rating. No 
serious issues warranting immediate action (linked to 
rating “not observed”) or issues to be addressed in a 
timely manner (for “partly observed” Principles) have 
been identified. The NBB has issued three recommenda‑
tions to be addressed in a defined timeline for the three 
Principles that have been assessed as “broadly observed”. 
In addition, the NBB has issued some additional recom‑
mendations that could be useful to further reduce risks 
for Principles which are “observed”.

Table 1 Ratings summaRy

 

Assessment category
 

Principle
 

Observed  . . . . . . . . . . 1, 2, 3 (1), 5, 7, 8, 9, 12, 13, 15, 16, 17, 
18, 20, 21, 22, 23

Broadly observed  . . . 4, 11, 19

Partly observed  . . . . . –

Not observed  . . . . . . –

Not applicable  . . . . . 6, 10, 14, 24

(1) The IMF has rated this principle as “broadly observed” because EB’s recovery 
plan is not yet fully operationally ready. The NBB is however of the opinion 
that an “observed” rating is justified for the Principle on risk management 
frameworks (of which the recovery plan is only one part), because the 
international regulatory guidelines are still being developed (a consultative report 
by CPSS‑IOSCO on Recovery of FMIs is not expected before summer 2013).
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Table 2 Recommendations

 

Principles
 

Issues of concern
 

Recommended action
 

Relevant parties
 

Comments
 

Serious and warranting immediate action
 

– – – – –

 

To be addressed in a timely manner
 

– – – – –

 

To be addressed in a defined timeline
 

 4 Credit allocations derived 
from the advanced income 
and advanced redemption 
payment process should be 
adequately measured and 
mitigated

EB should finalise its action plan that will make income and 
redemption payments to its participants compliant with the 
PFMI.

The process for advanced income payments to CBL is under 
review and necessitates a review of the Bridge Agreement 
with CBL.

EB (+ CBL) Cooperation 
by CBL 
needed

     

11 Daily reconciliation of 
balances

Implement daily reconciliation of securities balances where 
possible

EB See details 
in text 
Principle 11

     

19 Risks related to 
dependencies between 
EB participants and their 
underlying clients

EB needs to define an action plan for an analysis of the 
different potential risks related to dependencies between 
participants and their underlying clients’ activity (based on 
the data available in the system).

Next step will be for EB to develop, where relevant, 
adequate policies and procedures for the identification, 
monitoring and mitigation of the potential material risks to 
which EB is exposed.

EB

 

For consideration in the normal course of business
 

 2 Assessment of Board 
functioning

Consider the exercise of an external assessment of the 
Board’s functioning

ESA

     

 2 Disclosure of the conflict of 
interests policies

Disclosure of the conflict of interests policies ESA

     

 5 For a limited number 
of cases and for limited 
amounts, EB relies on credit 
risk mitigation measures that 
do not qualify as adequate 
collateral (e.g. guarantees)

When adequate collateral is not used, EB should either 
rely on other types of recourse that can be considered as 
adequate collateral to cover credit extensions or consider 
the related credit extensions as non‑collateralised credit 
exposures within the limit set in Principle 4

EB

     

22 Full compliance with ISO 
standards (corporate actions)

EB should continue to increase its compliance with 
international communications standards

EB

     

23 Clarity of Operating 
Procedures (OPs)

EB is currently conducting a complete review of its OPs 
(to be finalised in 2013) in order to increase the ease of 
understanding of the rules and risks that clients need to 
manage

EB
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