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Economic and financial developments

Savings and financing the Belgian economy

3.1 Non-financial corporations prefer debt 
financing to equity financing

Businesses again stepped up their reliance on bank 
lending in 2018, with short-term loans gaining in im‑
portance. Their debt ratio continued to rise and they 
reduced their capital, which made them less solvent. 
Operating profits nonetheless remained robust and 
once again boosted liquid assets.

Bank credit growth accelerated 
further…

Businesses continued to make wider use of bank 
loans in  2018. Annualised growth in bank lending 
to businesses picked up, peaking at 9 % in May. 
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Bank lending to businesses still stimulated by low interest rates
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Although the upward trend subsequently slowed, 
lending to businesses continued to expand consist‑

ently more robustly than 
in the euro area, where 
it accelerated during the 
course of the year to 
reach 4 % in November. 
The bank lending survey 

(BLS) shows that credit growth was underpinned by 
persistently low interest rates and greater corporate 
borrowing requirements.

Interest rates on new business loans in  2018 fell or 
remained close to historical lows. The ECB’s monetary 
policy remained accommodating, which translated 
into a combination of intense competition between 
banks and persistently low interest rates. As banks 
did not fully pass on the slight rise in long‑term 
interest rates in new loans, their already narrow 
commercial margins on these loans contracted even 
further. Business leaders also continued to regard 
funding conditions as highly favourable : the Bank’s 
quarterly survey showed that the percentage of busi‑
nesses describing borrowing conditions as unfavour‑
able dropped to a record low of 4.5 % in 2018.

Demand for credit was buoyed up by fixed capital for‑
mation as well as mergers and acquisitions. Moreover, 
businesses required additional funding for their inven‑
tories and other working capital volumes and used 
bank loans to refinance and repay debts.

… and showed a broader breakdown 
by maturity and sector

Whereas long-term bank loans in particular initially re‑
covered from 2014 onwards, shorter maturities grad‑
ually contributed more to bank credit growth and its 
acceleration. The fact that businesses made wider use 
of loans with a term of less than five years in 2018 
can be explained by at least two factors.

First, a few businesses took out bank loans to finance 
mergers and acquisitions, causing a growth peak in 
the spring. Following the completion of these opera‑
tions, the loans were repaid and replaced by long-
term bonds, which thus constituted the final funding 
source for stakes in the new subsidiaries. On the back 
of these substitutions, bank lending growth slowed 
and, at the same time, the issue of debt instruments 
grew in the third quarter.

Second, the growing number of such loans also 
relates to the dynamism of economic activity and 
potentially concomitant working capital requirements, 
particularly in sectors with relatively long production 
cycles such as construction. Corporate cash reserves 
may at times prove insufficient to pay suppliers’ in‑
voices or employees’ wages before customer pay‑
ments have been received. These cash requirements 
are often met in the shape of overdraft facilities or 
other types of short‑term loans.

Incidentally, it was not just SMEs but also large enter‑
prises that raised the outstanding amount of their bank 

Businesses made 
broader use of  

bank loans

Chart  41

Growth in bank lending broadly based across 
sectors and company sizes
(loans provided by resident banks, monthly data up to 
30 September 2018, in %)
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Source : NBB (Central Corporate Credit Register).
1 Micro‑companies are companies that used the micro format 

to file their annual accounts, small companies are firms that 
submitted an abbreviated format. Companies that filed the full 
format are deemed to be medium-sized or large enterprises 
depending on whether or not they exceed one or more of the 
specified thresholds for number of employees (50 FTEs), turnover 
(€ 9 million) and total assets (€ 4.5 million). Data for companies 
whose scale has not been determined are not included.

2 Excluding financial activities and insurance.
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loans in 2018. This happened in all major sectors, albeit 
to varying degrees. The increase was particularly strong 
in construction, with outstanding bank loans climbing 
6.4 % between September 2017 and September 2018, 
and even more substantial in services excluding whole‑
sale and retail trade, where this figure came in at 
9.6 %. Conversely, growth in borrowing was very low 
in the wholesale and retail trade sector, at just 1.3 %, 
which may be related to the stagnation of economic 
activity recorded in that sector in 2018.

Overall, Belgian businesses took out new bank loans 
worth € 12.2  billion net in the first three quarters 
of 2018. For funding purposes, they thus made broad‑
er use of bank lending than of bonds, the issuance of 
which came to € 6.3  billion net. This suggests that 
demand for market funding fell somewhat, although 
it accelerated again in the third quarter. Reduced issu‑
ance of debt instruments was accompanied by fewer 
bond purchases by the Eurosystem under its corporate 
sector purchase programme (CSPP). In addition, bond 
market financing costs started to inch up – though 
this source of funding nonetheless remains the cheap‑
est for large solvent enterprises.

Chart  42

Bank loans were the main funding source
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Higher debt levels and capital 
reductions weakened non-financial 
corporations’ balance sheet structure

As a result of the growth in bank lending and, to 
a lesser extent, in bond issuance, the consolidat‑
ed debt of non-financial corporations 1 relative to 

GDP rose by 1.6 per‑
centage points, to 
128.8 % in the third 
quarter of  2018. 
Consolidated cor‑
porate debt thus re‑
mained well above 
the euro area aver‑

age, which worked out at 78.5 % of GDP at the end 
of June. This higher debt ratio for Belgian business‑
es should be qualified, however, given that it came 
to 66 % of GDP when adjusted for intra-group 
liabilities. Such liabilities towards captive money 
lenders and foreign affiliates account for virtually 

half of Belgian non-financial corporations’ debt. 
Intra‑group debt of this scale is typical of Belgium 
and also of a number of other European countries, 
including the Netherlands, Ireland and Luxembourg. 
After having risen for years, these debt levels none‑
theless contracted somewhat in Belgium in  2018, 
by 1.7  percentage points of GDP, which may be 
related to slowing activity on the part of captive 
money lenders in response to changes in taxation.

Businesses not only contracted new loans in  2018, 
they also reduced their capital. From 2006 onwards, 
the accumulation and reduction of equity capital 
by Belgian businesses would appear to have been 
largely driven by tax changes. After the notional in‑
terest deduction scheme for risk capital had initially 
led to an inflow of capital injections, the abolition 
of the carry‑over provision to subsequent years and 
the reference rate reduction – implying a smaller tax 
deduction for equity financing – drove businesses 
to reduce their capital base from  2012  onwards. 
This was particularly true for captive money lenders, 
whose presence in Belgium is largely determined by 
tax advantages of this kind. Capital reductions would 
appear to have accelerated since the end of 2017 on 

Chart  43

Higher debt and lower equity levels undermine corporate solvency
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the back of further reductions in the rate for notional 
interest deductions : as a compensatory measure for 
the 2018 corporation tax rate reduction, tax deduc‑
tions are no longer calculated on the outstanding 
capital but rather on the average capital increase 
over the past five years. In addition, capital reduc‑
tions among SMEs in 2018 were reinforced by a de‑
layed effect of the 2014 increase in the withholding 
tax on liquidation premiums. Incorporated reserves, 
taxed at 10 % at the time, are distributable tax-free 
after a four-year qualifying period, i.e. from  2018. 
Lastly, another tax amendment was expected to dis‑
courage equity capital reductions in  2018. As from 
that year, capital reductions are subject to withhold‑
ing tax, more specifically the portion of the reduc‑
tion corresponding to the share of taxed reserves in 
equity capital. The net capital reductions recorded 
in 2018 would appear to suggest that the first two 
measures had the largest impact.

The non-financial corporations sector saw its solven‑
cy position weaken as a result of falling equity levels 

and rising debt levels. The sector’s solvency ratio, 
calculated as the ratio of equity capital to total liabili‑
ties, fell to 53.2 % in the course of 2018, dropping 
below the euro area average after having remained 
above it for around ten 
consecutive years.

The growing proportion 
of short-term loans, to a 
share of about 28 % of to‑
tal debt, added somewhat to refinancing risk. Despite 
this, it remained much smaller than in the period be‑
fore the financial crisis, when virtually half of all loans 
had to be refinanced within twelve months. The less 
solid funding structure was nonetheless counterbal‑
anced by robust operating profits and favourable 
funding conditions so that, all in all, debt levels meas‑
ured by the debt-service ratio – i.e. the ratio of 
total debt service payments to operating surplus – 
remained reassuring. Businesses’ cash reserves also 
stayed high, coming to 30.4 % of GDP in the third 
quarter of 2018.

Belgian businesses 
lose their solvency 
advantage
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In an environment of continuing low returns on low-risk 
assets, and of growing volatility and uncertainty on the 
financial markets, households continued to focus on real 
estate in 2018. Driven by a steady rise in prices, real es‑
tate accounted for around 60 % of households’ wealth. 
New house purchases, encouraged by favourable fund‑
ing conditions, were accompanied by an increase in 
households’ mortgage debt levels. At the same time, 
households accumulated new financial assets only mod‑
estly, preferring low-risk and liquid investment options.

Growth in household wealth was 
underpinned by property holdings

The total net wealth of Belgian households – com‑
prising their real estate and net financial assets  – 
amounted to an estimated € 2 591 billion at the end 
of September  2018, having grown by € 65.9  bil‑
lion from the end of  2017 mainly on account of 
an expansion of their real assets. These assets 
amounted to an estimated € 1 534  billion 1 on 

30  September  2018, against € 1 464  billion nine 
months earlier.

Thus, property holdings also had a profound impact 
on the development of households’ total net wealth 
in 2018 – which, incidentally, has been the case since 
the early 2000s. At that time, households’ total assets 
comprised roughly equal proportions of net financial 
assets and real estate. The share of property assets 
started to rise in 2002, reached a peak during the fi‑
nancial crisis and has stabilised at around 60 % since.

More specifically, developments in property wealth were 
determined mainly by the rise in land prices. The value 
of land owned by households, coming to an estimated 
€ 296  billion at the end of  2000  – compared with 
€ 302 billion for buildings and structures – had virtually 
tripled by the end of 2017, to € 879 billion, while the 
value of buildings had almost doubled, to € 584 billion.

3.2 Households’ mortgage debt levels 
continued to rise

1 It should be noted that, in the absence of available data, the value 
of households’ real assets excludes property located abroad.
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Land prices in the development of house 
prices and households’ real estate wealth

Property prices in Belgium have shot up over the past four decades. This trend can be explained by the 
dynamics of various factors 1. At macroeconomic level, the pronounced fall in mortgage interest rates, 
combined with higher household incomes, boosted demand. Population growth and the steady decline in 
average household size have undoubtedly also played a part. Lastly, against a backdrop of low elasticity 
of housing supply, the anticipated advantage of the real estate tax reforms, intended to encourage 
property purchases, was to a large extent passed on in prices.

A residential property can be seen as the combination of two separate elements : its structure, i.e. 
the building as such, and the land it is built on. Property transaction prices can thus be broken down 
into construction costs and the purchase price of the land on which the property is built. Between 
1973 and 2014, land prices in Belgium rose sharply, much faster than house prices 2. As a result of a 
robust acceleration at the end of the 1990s in particular, land prices multiplied by a factor of 19 over 
the period as a whole, compared with a factor of 11  for house prices. By contrast, construction costs 
developed at a more moderate pace, recording only a fivefold increase in the same period.

1 For a more detailed description of the determinants of real estate prices and their effects, see Warisse Ch. (2017), “Analysis of 
the developments in residential property prices : is the Belgian market overvalued ?”, NBB, Economic Review, June, pp. 61-78

2 The analysis is restricted to the 1973-2014 period because of data availability. Official statistics on building land prices are no 
longer available after this date. That said, post-2015 alternative data confirms the outcomes of the analysis.

BOX 4
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According to the empirical literature, higher land prices are the main driving force behind the expansion 
of property prices recorded in advanced economies since the second half of the 20th century. This could 
also be true for Belgium, given that well over 70 % of the increase in property prices since the early 
1970s can be attributed to the rise in land prices 1.

However, land price dynamics in Flanders and Wallonia differ considerably 2. Price rises were stronger 
in Flanders, where building land prices rose by a factor of 23 between 1973 and 2014, compared 
with a factor of 11 in Wallonia. The increase in Flanders was more pronounced each year, with the 
exception of the early 1980s and the period between 2006  and 2011. The more rapid growth in 
the north of the country was also accompanied by a more marked difference between land price 
and house price dynamics, whereas overall these two variables developed rather more in parallel 
in Wallonia. Under the same approach, the share of land price growth in residential property price 
growth is 74 % for Flanders, as against 54 % for Wallonia.

1 For more detailed information, see Reusens P. and Ch. Warisse (2018), “House prices and economic growth in Belgium”, NBB, 
Economic Review, December, pp. 85-111.

2 This analysis ignores the Brussels-Capital Region, as building land is relatively scarce here and transactions are few, making 
the available data less than representative and price indicators more volatile.
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The much higher rise in land prices in Flanders is partly related to a higher relative scarcity of building 
land. Most provinces in the north of the country are more densely populated, effectively reducing the 
available space for building and driving up land prices. With the exception of Hainaut and Walloon 
Brabant, whose population densities are quite comparable to those in Limburg and West Flanders, 
all the Walloon provinces are less densely populated than their Flemish counterparts. Moreover, 
the average area of building land in the Flemish Region is smaller, having shrunk particularly since the 
early 2000s. It is argued that the significant reduction that has been recorded since then can be partly 
attributed to the promulgation of a new land use plan in 1999 1.

The property price dynamics of recent years, and particularly growing land prices, have had a major 
impact on households’ total assets. Movements in these assets have been strongly affected by property 
ownership since the early 2000s.

As is true for financial assets, changes in real estate wealth can be explained not only by volume effects 
(new investment and sales) but also by price effects (valuation). Summary projections prepared by the 
Bank show that new purchases and new builds account for around one-seventh, and price effects for 
six-sevenths, of the rise in the value of Belgian households’ property wealth (all types of land, buildings 
and other structures) between 2005 and 2016, the period for which the most detailed data is available. 

1 See Manceaux J. (2011), Bouwgrond: zeldzaam goed in België, ING, Economic Research Belgium, May.
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As is the case in numerous European countries, house 
prices in Belgium have been on an upward trend for 
some time. Prices have more than doubled since the 
early 2000s and there have been only two periods of 
falling prices since reliable statistics became available : 
one in the first half of the 1980s and a second period 
– which was shorter and showed a more limited 

decline  – in the wake 
of the financial crisis 
of 2008.

House prices in the 
euro area have been 

rising again since 2014, after having fallen or stalled 
for several years against the backdrop of the great 
recession. Belgium saw house prices rise generally 
less rapidly than did other key euro area countries, 
with the notable exceptions of Italy and France.

House prices in Belgium continued their upward 
trend in  2018, albeit at a somewhat slower pace 
than in the previous year. Property prices grew by 
just over 3 % in the first three quarters of 2018 rela‑
tive to the corresponding period in  2017. Adjusted 
for inflation, real house price growth came in at 
around 1.5 %.

According to the estimates of an econometric 
model that takes account of various demand factors 
– household disposable income, mortgage interest 
rates, demographic trends and key changes in taxes 
on real estate – house prices in  2018 would have 
been approximately 6.5 % higher than their estimated 
equilibrium value. The gap grew just a little from the 
previous two years, which shows that trends in property 
prices generally match those in the key determinants of 
demand for property. The fact that real estate prices 
are at a level close to the value estimated according 
to the underlying fundamental determinants does 
not necessarily imply that the property market is not 
subject to any risks. Prices could fall substantially should 
one of the variables deteriorate sharply, for instance 
due to a sudden increase in mortgage interest rates or 
a negative shock to household income.

The willingness to use the available space in an eco‑
nomically and ecologically sustainable way, through 
residential concentration, generally helps to reduce 
geographical mobility issues and improve energy ef‑
ficiency. At the same time, the scarcity of building land 
leads to sharply higher prices, impeding access to hous‑
ing for large groups of the population. The govern‑
ment has a key role to play in relieving these tensions.

Price effects are more significant when only land is taken into account : it is argued that these would 
have been eleven times stronger than volume effects, not just because prices for all categories of land 
(agricultural land, building plots, developed land, etc. held by households) rose, but also because the 
proportion of land with a higher average value increased.

Belgium is not the only European country where land prices have played a dominant role in the 
development of household wealth. Along with the United Kingdom, Italy and France, Belgium is 
one of the countries recording the sharpest increase in the share of real estate in household assets 
between 2000 and 2016. This can be explained by various factors. First, growing population density 
drives up the scarcity and price of building plots. This happens even when a sizable part of the 
population resides in major cities, as is the case in France and Italy. The volume of households’ total 
assets is also related to the percentage of homeownership. This rate is lower in Germany than in 
Italy or Belgium. In addition, social housing, usually government-owned, in some countries accounts 
for a larger part of the housing market, which also affects the relative number of homeowners. 
Lastly, second-home ownership may have an impact on real estate wealth outcomes ; the degree to 
which assets of this kind are owned by private companies rather than by households is determined 
by national features.

Property prices were up 
by more than 3 % 

 in 2018
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The financial environment remained 
conducive to property loans

Having felt the impact of the mortgage loan tax relief 
reduction by the Regions, particularly the Flemish 
Region, the property market strengthened again 
from  2015 onwards. This trend continued in  2018, 
as shown by initial projections by the Royal Federation 
of Belgian Notaries based on the number of new no‑
tarial property records.

Low interest rates continued to underpin demand for 
residential property investment, also via transactions in 
the secondary market. Interest rates on mortgage loans 
with a term of over ten years were at around 2 % to‑
wards mid-2016, a low nominal level from which they 
have hardly deviated so far (1.95 % in November 2018) 
and which is close to zero in real terms.

Despite the more restrictive macroprudential measures 
the Bank took in May  2018 to counter the rise in 
household debt, banks taking part in the ECB’s bank 
lending survey (BLS) were not planning to tighten their 
credit terms in the short term. This stance was driven 
particularly by competition in the market. Data from 
the Bank’s mortgage lending survey among credit in‑
stitutions pointed rather to an easing of mortgage 
lending criteria, notably via the trend increase in the 

loan-to-value ratio (see chart 54 in section 3.3 on the 
banking sector).

In addition to the continuing relaxed lending cri‑
teria, households may have been encouraged to 
take out property loans by changes to the tax sys‑
tem. For instance, the Walloon Region abolished 
the 15 % registration fee for third-home purchases 
from 1  January  2018, instead charging 12.5 %, i.e. 
the rate applicable to all purchases. Also effective 
from that date, the first € 20 000  of the purchase 
price of first homes serving as main residence is 
exempt from registration fees. In Flanders, the gov‑
ernment decided to reduce the registration fee for 
first-time buyers from 10 % to 7 %, and even to 6 % 
in the event of major energy-saving refurbishments. 
In addition, it granted an exemption from registra‑
tion fees on the first € 80 000 for purchase prices up 
to € 200 000  (€ 220 000  in the core cities and the 
Brussels periphery). These two measures, which came 
into effect on 1 June 2018, may have contributed to 
property transaction dynamics in the second half of 
the year. Lastly, in early 2018, the government of the 
Brussels‑Capital Region took an incentive measure to 
boost new developments, namely a registration fee 
exemption on the first € 87 500 bracket of the pur‑
chase price of building plots and properties, off-plan 
or housing starts.

Chart  44

Belgium’s growth in property prices lags behind numerous other euro area countries
(indices 2012 = 100)
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New mortgage loans exceeded repayments by 
€ 6.1  billion in the first three quarters of  2018. 
Property loans continued to grow robustly year-on-year 
throughout the year : up by an annualised 5.8 % in 

November, as opposed 
to 5.6 % at the end 
of  2017. This credit 
growth drove house‑
holds’ mortgage debt 
to € 231  billion in 

September 2018, an increase of 2.7 % relative to the 
end of 2017. Belgian households’ debt levels totalled 
60.6 % of GDP at the end of June 2018, compared 
with 57.8 % on average in the euro area.

The rising debt level explains why, despite the de‑
clining average rate of interest on outstanding 
loans, households saw the interest charges on their 
loans come down only moderately. Combined with 
lower interest income from investment, households’ 
net interest income has turned negative since 2012.

Overall default rates remained stable

The increase in household debt, viewed in aggre‑
gate, was not accompanied by higher default rates ; 

Households’ mortgage 
debt came to more 

than € 230 billion

Chart  45

Rising debt levels drove down households’ net 
interest income
(in % of GDP, moving average over four quarters)
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these remain low in Belgium. The percentage of mort‑
gage loan contracts in arrears was below 1 % in 
November 2018, the ratio thus having declined some‑
what since the beginning of the year. The average 
amount of overdue payments for contracts in arrears 
was € 41 000. In consumer credit, the default rate 
on credit lines came to 5.2 %, roughly the same level 
recorded at the end of the previous year, while that 
on loans and instalment purchases stood at 8.7 %, as 
against 9.3 % at the end of 2017. Although these fig‑
ures are favourable, it should nonetheless be remem‑
bered that the loans‑past‑due ratio is a retrospective 
indicator, i.e. one that reflects the economic situation in 
the past. So, if the environment changes, for instance 
due to a sharp increase in the unemployment rate and 
a subsequent drop in household income levels, the de‑
fault rate may rise. Moreover, there are risk hotspots in 
certain segments of the population ; this is particularly 
true for young families, low-income families and single-
parent families, for whom the burden of loan repay‑
ments relative to their income may pose a challenge.

Growing debt and capital losses 
exerted downward pressure on net 
financial wealth

While households saw their financial liabilities, mainly 
comprising mortgage loans, expand by € 8.3 billion, 
to € 288  billion in September  2018, the value of 
their financial assets rose by a mere € 4.2  billion, 
to € 1 346  billion. Consequently, the net financial 
wealth of Belgian households in proportion to GDP 
shrank somewhat, from 241.9 % at the end of 2017 
to 236.5 % in September 2018. Nonetheless, house‑
holds in Belgium are still among the wealthiest in the 
euro area.

Developments in financial assets were driven by new 
investment, but also by other factors, primarily revalu‑
ations of currently held assets. This latter element, in 
particular, had a negative impact on the financial 
portfolios of households, given that a proportion of 
their assets lost value.

Chart  46

Default rates remain low despite rising debt levels
(in % of the number of outstanding loans)
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Source : NBB.
1 Default is deemed to be where a due sum has not been paid either in part or in full within three months following its due date or within 

one month after formal notice has been served by recorded delivery letter.
2 There is a break in the credit line series at the end of 2011, caused by the expanding scope of the Central Individual Credit Register. 

Overdraft limits on current accounts must be registered with effect from the end of 2011, whereas until then the registration requirement 
did not apply to credit lines up to € 1 250 with a maximum repayment period of three months.

3 Loans are grouped by the year they were issued, with the curves showing the number of loans past due for each year as a percentage of the 
total number of original loans, after a set number of months following their issue. Any regularisation of loan contracts is not taken into account.
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The downward revaluation mostly affected listed 
shares, investment fund units and insurance products, 
as a consequence of the financial market downturn. 
Households’ capital losses in the first nine months of 
the year were estimated at € 5.5 billion, mainly relat‑
ing to their holdings of listed shares, investment fund 
units and insurance products without capital guaran‑
tee. These developments intensified in the second half 
of the year, when – particularly in the fourth quarter – 
stock markets plummeted.

Belgian households’ new financial 
investment focused on low risk and 
liquidity

Households added € 7.7 billion to their financial as‑
sets in the first nine months of 2018, compared with 
€ 3.4  billion in the corresponding period of  2017. 
In their choice of new investment options, they fo‑
cused primarily on low risk and liquidity. This therefore 

chiefly benefited current 
accounts and savings ac‑
counts (banknotes, coins 
and deposits), which 
rose by € 6.5  billion and 
€ 5.8  billion respectively. 
Interest in savings certifi‑

cates and bonds continued to dwindle, as house‑
holds scaled back their debt security investment 
by € 4.2  billion. Shares also became less popular 
(down by € 3  billion in total). That said, house‑
holds acquired new investment fund units to the 
tune of € 2.6 billion, an amount that is nonetheless 
smaller than in the corresponding period of  2017. 
Lastly, households invested € 1.9  billion in insur‑
ance products without capital guarantee (class 23), 
while further reducing their holdings of other insur‑
ance products by € 0.7 billion.

Households’ saving behaviour and preference for liq‑
uid instruments – despite persistently low returns – 
was probably driven by a range of factors.

First, they may have responded to the uncertainty 
surrounding stock market developments from the 
beginning of the year, an uncertainty that per‑
sisted in subsequent months. Moreover, returns on 
deposits remain positive in nominal terms and de‑
posits in regulated savings accounts are covered 
by the deposit guarantee scheme system for up to 
€ 100 000 per bank.

Second, having risen in  2017, the consumer con‑
fidence indicator started to fall somewhat in the 
spring of 2018. Households took an increasingly dim 
view of the general economic situation as well as of 
their personal finances. The indicator stayed below 
its long‑term average during the second half of the 
year, which may have prompted some households to 
accumulate precautionary savings, which are quickly 
realisable by nature.

Lastly, households’ investment choices may also have 
been affected by tax-related factors, contributing to a 
stronger preference for liquidity. From 1 January 2018, 
households have been subject to a 0.15 % tax on 
their securities accounts upon hitting a threshold 
value of € 500 000. The tax applies to holdings of 
shares, bonds, savings certificates and investment 
funds, while pension savings funds, life insurance 
and registered securities are exempt. To avoid the 
tax, some households may have decided to transfer 
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Net financial assets declined due to  
capital losses
(valuation effects in € billion)
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the assets in their securities accounts to liquid in‑
struments in order to stay below the threshold of 
€ 500 000  above which the tax is payable. For the 
same reason, they may have shifted a part of their 
investment to class 23 insurance products, which are 
exempt from the tax.

Households’ net wealth remains 
a cornerstone of the favourable 
external position

Belgian households have the euro area’s largest net 
financial wealth relative to GDP. This substantial 
wealth more than offsets the net liabilities of the 

country’s government and businesses, helping to place 
Belgium’s economy as a whole in a net creditor posi‑
tion. According to the financial accounts statistics, net 
claims on other countries amounted to € 208  billion, 
or 46.8 % of GDP, at the end of June 2018. Within the 
euro area, only the Netherlands, Germany and Austria 
also boast a positive 
external position along 
with Belgium.

Belgium’s net creditor 
position is a favourable 
factor in the assess‑
ment of macroeconomic imbalances, and debt posi‑
tions in particular. The consolidated debt ratios of the 
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Households preferred low-risk and liquid investment options
(in € billion)
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Chart  49

Net external assets soften risks associated with high debt ratio
(in % of GDP)
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general government and the private sector exceed the 
indicative threshold values the EC applies in the con‑
text of its macroeconomic imbalance procedure (MIP). 
And yet these ratios are not viewed as unsustainable, 
thanks to the Belgian economy’s potentially large do‑
mestic financing capacity as reflected in the country’s 
net creditor position. Moreover, Belgium’s high level of 
consolidated private debt includes a substantial amount 
of cross-border intra-group loans, which should ideally 

be stripped out of the debt definition. Adjusted for 
intra-group loans, Belgian private debt would work out 
at 126.8 % of GDP, which is below the MIP threshold 
value of 133 %. Lastly, the sustainability of private 
debt, particularly household debt, when viewed more 
widely, is underpinned by households’ substantial asset 
holdings and by limited interest rate risks on account 
of the prevalence of loans at fixed rates or with limited 
interest rate variability.
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As in recent years, most Belgian banks were able to 
present figures for 2018 which were generally better 
than the euro area average. Yet the growing focus on 
lending has heightened competition, causing profit 
margins to fall, and has been associated with a re‑
laxation of lending criteria. Belgium’s banks are also 
vulnerable to unfavourable changes in the market 
environment, such as a weakening economy or a sud‑
den interest rate rise.

Banks were partially successful 
in relieving pressure on 
their profitability

The low interest rate environment in 2018 continued 
to have an unfavourable effect on Belgian banks’ net 
interest income, which is still by far their most impor‑
tant source of revenue. Interest income from assets 
declined, owing to lower interest rates on new loans, 
the fact that in recent years outstanding loans were 
massively refinanced at lower interest rates, and the 
gradual scaling back of government bond portfolios. 
Concomitantly, interest charges on liabilities have for 
some time now virtually bottomed out, largely as 
a result of the statutory minimum interest rate on 
household deposits, which are still the main funding 
source. In order to relieve pressure on their profitabili‑
ty, the country’s banks have notably sought to expand 
credit volumes. In some market segments, however, 
this has led to intensified competition, which in turn 
caused commercial margins – such as those on mort‑
gage loans – to shrink.

Despite these developments, net interest income in 
the banking sector stabilised during the first three 
quarters of 2018, compared with the same period 
in  2017. This is explained in part by higher inter‑
est income from the expanding volume of loans to 

non-financial corporations as well as from deriva‑
tives and activities outside Belgium. Note, however, 
that net interest income trends differed substan‑
tially between banks, coming under more pressure 
among banks that are less diversified in terms of 
their activities and locations, such as the smaller 
Belgian retail banks.

Non-interest income dropped during the first three 
quarters of 2018. This decline may be attributed in 
part to fee and commission income, which banks use 
as a means of diversifying their sources of income. 
But the fees and commissions received are fairly 
volatile, as sales of funds and investment products 
depend on market circumstances. At the same time, 
gains on financial instruments increased. However, 
higher income from currency derivatives served 
mainly to hedge exchange rate differences relating 
to the depreciation of various currencies in  2018. 
These differences were smaller than in 2017 or even 
negative and are recognised as other non‑interest 
income. Lastly, financial gains from changes in the 
fair value of interest rate derivatives were lower than 
in the previous year.

As a result, operating income in the first three 
quarters of  2018 – the sum of net interest income 
and non-interest income – remained below the level 
posted in the same period of 2017, while operating 
expenses – which include staff costs, administrative 
costs and general expenses – continued to climb. 
Despite restructuring, for example of their branch 
networks or workforce, Belgian banks are still find‑
ing it difficult to enhance efficiency in the short 
term and to relieve pressure on their profitability by 
cutting costs. This can be explained by a number of 
factors, such as the need to invest in order to digitise 
processes, services and products and to introduce 
technological innovations. This is certainly true for 

3.3 Belgian banks continued to perform well, 
but there are risks
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smaller banks as they have less potential for econo‑
mies of scale. All in all, the cost / income ratio went 
up from 59 % to 62 %. This is still below the euro 
area average, which came in at 66 % in first half 
of 2018.

Net allocations to provisions and impairments de‑
clined further during the first three quarters of 2018. 
This may be attributed in part to the fact that some 
banks reversed previously recorded provisions and 
impairments relating to activities both in Belgium and 
abroad. The planned sale of a portfolio of Irish non‑
performing loans, for example, led to impairments 
being reversed. Nevertheless, allocations were still 
recorded for a number of activities outside Belgium, 
such as exposures to Turkey. The credit loss ratio, 
which shows the relationship between new impair‑
ments and total credit volume, came to 6.6  basis 

points in the first three quarters of  2018. This was 
lower than in many other euro area countries.

During the first three quarters of  2018, Belgian 
banks also paid less tax than they did in 2017. The 
sector as a whole recorded a net profit of € 4.5 bil‑
lion, compared with 
€ 4.9  billion in the 
same period of 2017. 
As a result, the an‑
nualised return on 
equity dropped from 
9.9 % to 8.6 % and 
return on assets from 
0.64 % to 0.58 %. 
Return on equity was thus structurally lower than 
before the financial crisis. Since then, the tightening 
prudential requirements for own funds combined 

Table  11

Income statement of Belgian credit institutions
(consolidated data ; in € billion, unless otherwise stated)

First three  
quarters

In % of  
operating  
income

2014 2015 2016 2017 2017 2018 2018 Q1-Q3

Net interest income 14.5 14.9 14.8 14.1 10.7 10.8 63.3

Non‑interest income 6.2 7.1 7.6 8.9 7.2 6.2 36.7

Net fee and commission income 1 5.3 5.9 5.6 5.6 4.6 4.3 25.0

(Un)realised gains or losses  
on financial instruments 2 −0.1 1.2 1.5 0.9 0.6 1.3

Other non‑interest income 0.9 0.1 0.5 2.5 2.0 0.7

Operating income 20.7 22.0 22.4 23.0 17.9 17.0 100.0

Operating expenses −12.7 −12.9 −13.1 −13.4 −10.5 −10.6 62.4 4

Gross operating result 8.0 9.1 9.3 9.6 7.4 6.4

Impairments and provisions −1.3 −1.3 −1.8 −0.7 −0.5 −0.2

Impairments on financial assets measured at 
amortised cost 3 −1.3 −1.1 −0.9 −0.4 −0.2 −0.4

Impairments on other financial assets −0.0 −0.0 0.0 0.1 0.1 0.0

Other impairments and provisions −0.0 −0.1 −0.9 −0.3 −0.3 0.2

Other components of the income statement −2.2 −1.7 −1.8 −3.0 −2.0 −1.7

Net profit or loss 4.5 6.1 5.7 5.9 4.9 4.5

Source :  NBB.
1	 Including commissions paid to agents.
2 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.

3 Data	for	the	years	before	2018	relate	to	impairments	and	provisions	recognised	in	the	“loans	and	receivables”	portfolio	under	IAS	39.
4 Cost/income ratio of the Belgian banking sector.
 

Return on equity was 
structurally lower than 
before the crisis, but 
higher than the euro 
area average
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with the restructuring of the Belgian banking sector 
have resulted in increased financing with own funds 
and a renewed focus on more traditional banking 
models, which carry less risk and are therefore less 
profitable. The growing burden of specific taxes and 
levies in the wake of the crisis, such as for the de‑
posit guarantee scheme and bank resolution, also 
contributed to the structurally lower profitability 
of Belgian banks after the crisis. Yet profitability in 
general remained relatively strong compared with 
that of the banking sector in other countries : in 
the euro area, return on equity and assets aver‑
aged 6.8 % and 0.48 % respectively in the first half 
of 2018.

Future profitability depends on 
market factors such as interest rate 
movements

The generally continued good results achieved by 
Belgian banks in 2018 are no guarantee of future 

performance. Low net allocations to provisions and 
impairments, for example, have for some years 
now contributed to the solid performance of the 
banking sector in Belgium. This does not, however, 
rule out the possibility that these factors will have a 
downward effect on results in the future. This could 
be the case if less favourable economic conditions 
were to coincide with growing losses in banks’ 
loan portfolios.

Moreover, profitability is very sensitive to future 
interest rate movements. If interest rates remain 
low for a prolonged period, net interest income 
would shrink further as interest earnings from as‑
sets would continue to decline while funding costs 
cannot be reduced at the same pace. So, all in all, 
higher interest rates would generally be better for 
the Belgian banking sector. A steeper interest rate 
curve would be particularly positive for banks, as 
their transformation margin – the margin resulting 
from the transformation of short‑term deposits into 
long-term loans – would then grow.

Chart  50

Profitability of Belgian banks remains strong
(consolidated data ; in %)
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A strong and sudden interest rate hike may also 
have a (temporary) negative impact on banks’ 
net interest income, as funding costs tend to rise 
sharply under these circumstances while returns 
on assets tend to adjust to interest rate move‑
ments slowly and gradually. In addition to which, 
it is quite possible that banks – in their search for 
yield in the current low interest rate environment – 
could widen their exposure to sudden interest rate 
rises, for example by investing more in longer-term 
assets. In this way, they might seek to broaden 
the transformation margin and / or to expand the 
volume of lending on which they earn an interest 
margin. Banks may also be inclined to take more 
credit risks in an effort to widen their commercial 

margins or boost credit volumes in a competitive 
market. This implies additional risks, of course, 
which could even increase if interest rates rise, be‑
cause borrowers’ debt servicing capacity may then 
deteriorate and the value of properties that serve as 
security for mortgage loans may fall.

Besides, the sharp decline in commercial margins 
on new mortgage loans –  leading to interest rates 
charged to retail clients falling below 2 % – consti‑
tutes a risk for banks. As these low-yielding assets 
with very long maturities represent a large propor‑
tion of bank balance sheets, the future profitability 
of credit institutions could be negatively impacted, 
especially if interest rates start to go up.

Chart  51

Bank lending to the private sector has grown further
(end-of-period data, on a consolidated basis 1, in € billion)
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Source : NBB.
1 Data compiled according to Belgian accounting rules (Belgian GAAP) until 2005 and according to IAS / IFRS standards from 2006.
2 Derivatives are recognised at market values, including – from 2007 – income receivable and charges payable (which are not included in the 

data relating to 2006).
3 “Other assets“ mainly comprise balances with central banks, shares, tangible and intangible assets, and deferred tax assets. “Other 

liabilities” are primarily short positions, liabilities excluding deposits and debt instruments, provisions and liabilities for defined  
benefit obligations.

4 From the third quarter of 2014, savings certificates are no longer included in “deposits and savings certificates“, but rank under 
“certificates of deposit, bonds and other debt instruments“. Liabilities linked to transferred assets no longer form part of the "other 
liabilities“, but are included under different items on the liabilities side.
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Private sector lending up further

At the end of  2007, Belgian banks started to re‑
structure their balance sheets and by 2013 they had 
seen them contract to € 960 billion on a consolidat‑
ed basis. Since then, total assets in the sector have 
oscillated around € 1 000  billion, with the figure 
amounting to € 1 039  billion in September  2018. 
The  2018 upturn reflected robust lending to the 
private sector, supported by sustained confidence 
on the part of economic agents as well as by the 
low interest rate environment. The country’s banks 
also benefited from favourable financing condi‑
tions, attributable to both economic recovery and 
accommodating monetary policies. Between the 
end of 2017 and September 2018, loans to house‑
holds and non-financial corporations rose from 
€ 519  billion to € 535  billion and accounted for 
over half (51 %) of bank assets by September 2018. 
Although most of the increased activity concerned 
the domestic market – accounting for 70 % of 
these loans – it also included other markets, such as 
the Czech Republic and the Netherlands.

In  2018, higher lending again coincided with a 
reduction in debt security holdings. Against the 
backdrop of the ECB’s asset purchase programme, 
Belgian banks had in the last couple of years sold off a 
proportion of their bond portfolios in order to lock in 
gains and / or refrained from rolling over a proportion 
of maturing positions. By September  2018, the 
banks’ portfolio of government paper stood at 
€ 90  billion, compared with € 136  billion at the 
end of 2014. The drop was steeper in the portfolio 
of Belgian government paper (- € 28  billion) than 
for other euro area countries’ government paper  
(- € 19 billion), and the country’s banks are therefore 
less exposed than before to bonds issued by their 
own government. In some euro area countries, such 
as Italy and Portugal, banks still have high exposures 
to their own governments.

Belgian banks still enjoy a robust 
liquidity position

Sitting on liquidity surpluses, Belgian banks have no 
particular difficulties funding their business activities. 
In fact, a proportion of the liquidity is still being shift‑
ed out of interbank market investments to deposits 
with central banks (in the Eurosystem or in non-euro 
area countries in which Belgian banks are active), as 

interbank rates in the euro area are persistently neg‑
ative. Accordingly, deposits with central banks rose 
from € 70 billion at the end of 2016 to € 133 billion 
in September 2018. These liquidity surpluses ensured 
that the greater focus on (long-term) loans and the 
simultaneous drop in (liquid) government bonds did 
not result in any deterioration of Belgian banks’ 
liquidity positions. The liquidity coverage ratio (LCR) 
actually stood at 140 % in September  2018, com‑
fortably above the 100 % requirement for a bank 
to maintain sufficient high-quality liquid assets to 
be able to sustain the total net outflow of funds for 
30 days during a period of stress. Nevertheless, the 
developments outlined above imply that the liquid 
assets buffer currently comprises a larger propor‑
tion of current accounts with central banks and less 
government paper.

Growing liquidity surpluses at Belgian banks are the 
result of the continued increase in client deposits, 
cheap central bank funding and, more recently, ris‑
ing interbank loans. These new interbank loans are 
mostly the result of repurchase agreements (repos), 
whereby banks pledge securities to other credit in‑
stitutions in exchange for liquidity, which is repaid 
when the contract matures. The proportion of en‑
cumbered assets in the Belgian banking sector has 
increased, by pledging government bonds for these 
repos, but also by engaging in other collateralised 
transactions – more specifically the issuance of cov‑
ered bank bonds, derivatives transactions and central 
bank funding. As encumbered assets are neither 
liquid nor accessible to unsecured debtors (such as 
depositors), this ratio should preferably not get too 
high. By September  2018, 14.4 % of assets were 
encumbered, compared with an average 23 % in 
the euro area.

In March 2017, the country’s banks took advantage 
of the ECB’s last targeted longer-term refinancing 
operation (TLTRO II) on a massive scale. As many 
banks had long since met the conditions to be 
eligible for a -0.4 % rate, through their loans to 
the real economy, TLTRO II gave them access to 
cheap funding for the longer term. That said, the 
bulk of the € 23 billion in outstanding central bank 
funding will mature in  2020 and  2021, by which 
time the banks may be faced with higher financing 
costs. Belgian banks’ funding plans suggest they 
intend to only partially roll over this cheap fund‑
ing, for instance by issuing covered bonds. With a 
proportion of this central bank funding not rolled 
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Chart  52

Belgian banks enjoy liquidity surpluses, thanks in part to cheap central bank funding
(end-of-period data, on a consolidated basis ; in € billion, unless otherwise stated)
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over, the sector might see its liquidity surplus shrink 
somewhat as a result.

Client deposits have been on an uninterrupted up‑
ward path since coming in at € 546 billion in 2012 ; 
in September 2018, they amounted to € 636 billion, 
with Belgian households notching up a very steep 
rise. Furthermore, today’s low interest rate environ‑
ment has reduced the differences in interest rates 

on time, savings and sight deposits, which is why 
households have transferred their cash to a much 
lesser extent to time and savings deposits. Banks 
should therefore factor in the likelihood that a pro‑
portion of cash has ended up in sight deposits due 
to a lack of investment opportunities in the current 
low interest rate environment : once interest rates go 
back up, there may well be a larger-than-expected 
outflow of these deposits.

Belgian banks’ exposure to risks  
originating from their foreign positions

The Belgian banking sector’s foreign exposures have changed markedly since the financial crisis. To a 
very large degree, foreign activities and activities not part of the traditional banking model were the 

BOX 5

u
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key targets in the deleveraging and balance sheet restructuring that has been taking place since. First, 
foreign wholesale business has been reduced significantly, such as derivatives transactions and repos with 
financial counterparties in countries including the United Kingdom and the United States. In addition, 
some investment in foreign subsidiaries and branches has been wound down, in some cases as a 
condition of the restructuring programmes the European Commission had imposed on some financial 
institutions in exchange for the state aid they had received.

Belgium’s banks did remain active in some of their strategic foreign markets and have, in fact, often 
even expanded their activities in these markets. In September  2018, the Belgian banking sector 
had its biggest outstanding claims – including guarantees and other risk transfers – on the Czech 
Republic (€ 59 billion), France (€ 52 billion) and Luxembourg (€ 48 billion). In the Czech Republic and 
Luxembourg, these are mostly exposures to the public sector and the non-financial private sector ; 
in France, a large proportion is also to banks. Some of these exposures to the public sector concern 
the liquidity surplus deposited with central banks (both inside and outside the Eurosystem) by Belgian 
banks’ foreign subsidiaries.

At times of (geo)political tensions and uncertainties, banks may face unfavourable trends in their 
foreign exposures or even a (sudden) general repricing of risks in the financial markets. The actual 
impact on the banking sector strongly depends on their direct exposure to countries with emerging 
risks. Changes in the (fair) value and in the rating of financial assets – e.g. government bonds – may 
erode banks’ capital or liquidity positions, while reduced repayment capacity in the government, 
private and / or financial sectors may lead to growing (credit) losses on outstanding positions. If the 
contagion spreads to other countries or translates into more general changes in market sentiment 
and repricing of risk in the financial markets, the repercussions might be even more severe, because 
of the possible additional impact on exposures to other countries and on the banking sector’s 
financing costs, among other things.

In 2018, a number of tensions that might pose a risk to the Belgian banking sector emerged or further 
increased. One example is the ongoing uncertainty over the Brexit negotiations and the danger of a 
no-deal departure of the United Kingdom from the EU, which would entail many risks for the other 
Member States. Political tensions in Italy and uncertainty over the sustainability of Italian government 
debt also sparked turmoil in the financial markets. Although contagion was limited in 2018, the potential 
of significant spillover effects in the markets for government bonds in other euro area countries cannot 
be ruled out. Lastly, financial and macroeconomic conditions in Turkey deteriorated further in 2018, in 
the wake of political tensions with the United States and sharply reduced investor confidence in Turkish 
economic and monetary policies. Moreover, these developments also spread to a number of the world’s 
other emerging markets.

By the end of September 2018, Belgian banks’ direct exposure to the United Kingdom, Italy and Turkey 
totalled € 69 billion. These claims make up 6.6 % of the Belgian banking sector’s total assets.

Although they have sharply contracted relative to  2007, exposures to the United Kingdom have 
remained quite sizeable, totalling € 37  billion at the end of September  2018 (including guarantees 
and risk transfers), of which € 27  billion related to cross-border exposures. These mostly concerned 
claims on financial institutions and corporations (each accounting for around € 13  billion), but also 
partly to derivatives transactions that are cleared via central counterparties and other financial players 

u
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in the United Kingdom. The figures include cash put in interbank accounts to serve as collateral for 
derivatives exposures with negative market values. Brexit is creating uncertainty over the continuity of 
cross‑border agreements and mutual recognition of and access to central counterparties in the United 
Kingdom. In November 2018, the European Commission announced the start of a process of temporary 
recognition of British central counterparties, ensuring that cross-border derivatives transactions will 
continue uninterrupted in the event of a hard Brexit.

The Belgian banking sector’s exposure to Italy was € 16  billion. Some € 7  billion, nearly half of the 
total, involved claims on the Italian government, chiefly in the shape of government bonds. In addition, 
there was € 1.5 billion in outstanding claims on Italian banks, which in turn are heavily exposed to the 
Italian public sector. That said, Belgian banks have sharply cut the claims on Italy, as these were as much 
as € 44 billion in 2007. And the exposure continued to fall in 2018, with Italian government bonds being 
sold off. Aside from the € 16 billion exposure, in June 2018, the residual bank Dexia still held € 23 billion 
in claims on Italy, virtually exclusively on the Italian state and local authorities.

Via local presence, the Belgian banking sector is also exposed to Turkey to the tune of € 16 billion, 
compared with € 21  billion at the end of  2017. A proportion of these exposures is to the public 

Exposures to the main foreign markets and breakdown of the government bond portfolio

(data on a consolidated basis ; in € billion, unless otherwise stated)
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Legacy non-performing loans wound 
down further…

The improved credit quality of loans granted by the 
Belgian banking sector in the past couple of years 

reflects the further 
winding down of leg‑
acy non‑performing 
loans, particularly in 
the foreign portfolios. 
In Belgium, the ratio 

of non-performing loans – i.e. the percentage of 
loans that may not be repaid due to their borrower 

getting into financial trouble or which are already in 
arrears – was still at 4 % in 2014 but had come down 
to 2.2 % by September 2018. By contrast, some euro 
area countries are still looking at a relatively large 
proportion of non‑performing loans on bank bal‑
ance sheets, as the process of winding down those 
non-performing loans which arised in the wake of 
the financial crisis progresses only very gradually. By 
June 2018, this ratio averaged 4.4 % in the euro area. 
In Belgium, the financial crisis had a much smaller im‑
pact on loan repayments, as – unlike some other euro 
area countries – Belgium did not get caught up in a 
property crisis. The past years’ sharp improvement in 

sector, but the bulk of them consist of loans to the private sector – € 8 billion to Turkish companies 
and € 4 billion to Turkish households. Given current conditions in Turkey, these counterparties might 
encounter difficulties in repaying their loans. In particular, companies that have taken out loans in 
dollars or euros and that receive most of their revenues in the local currency might see their repayment 
capacity jeopardised by the significant depreciation of the Turkish lira. The Turkish banking sector has 
seen the percentage of non-performing loans go up since the third quarter of 2018. As for the Belgian 
exposure to Turkey, the share of non-performing loans to non-financial corporations and households 
amounted to 3.4 % and 3.0 % by September 2018, slightly up on the figures in June 2018 (3.0 % and 
2.8 % respectively).

Improved credit quality 
primarily related to 

foreign portfolios
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the banks' credit quality, then, primarily reflected the 
foreign portfolios, which have a higher ratio of non-
performing loans on average than the Belgian ones. 
More precisely, the ratio of non-performing loans 
to the foreign private sector fell from 10 % in 2014 
to 4.6 % in September  2018, while non-performing 
loans to the Belgian private sector saw the ratio inch 
down to 2.3 % from 3.3 % in the same period.

With credit quality improving, few new impairments 
and provisions are being taken, and some previ‑
ous impairments and provisions are being reversed. 
That said, under IFRS 9, the new accounting stand‑
ard for financial instruments that came into effect 
in January  2018, impairments have to be based on 
expected losses instead of incurred losses as was the 

case under the IAS 39  standard. The application of 
IFRS 9  in fact leads to an earlier recognition of (fu‑
ture) credit losses. As a result, the coverage ratio for 
non-performing loans – i.e. the degree to which non-
performing loans are covered by impairments taken – 
rose slightly, to 45 % in September 2018.

… but are no guarantee of  
credit quality in the future

All that said, today’s credit quality is no guarantee, as it 
cannot be ruled out that banks see their loan losses go 
up if the economic situation deteriorates. In fact, robust 
lending to the private sector and the increasing impor‑
tance of these loans in total assets are exposing banks to 

Chart  53

The credit quality of Belgian bank assets keeps improving year on year and is better than in most 
other euro area countries
(data on a consolidated basis, in % of total loans, unless otherwise stated)
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more credit risk. Meanwhile, higher lending has pushed 
up counterparties’ debt ratios, making it more likely 
that repayment issues emerge. This risk is somewhat 
mitigated in Belgium as the ample share of loans at fixed 
interest rates ensures that there is a curb on the potential 
decline in of borrowers’ repayment capacity if interest 
rates start to go up. But it is not an insignificant risk, par‑
ticularly for lending to Belgian households, as these are 
already looking at a fairly large debt proportion relative 
to their incomes and as the criteria for mortgage lending 
– households’ main source of debt – have been relaxed 

even further in the past 
couple of years.

For a number of years 
now, quite a few indi‑
cators have been point‑

ing to a loosening of the lending criteria in the portfolio 
of Belgian mortgage loans, which accounts for a large 
share of lending to the private sector. For one thing, for 
new mortgages, the loan-to-value (LTV) ratio, i.e. the 

value of the loan relative to the value of the home that is 
its collateral, continues to rise ; increasingly, longer-term 
mortgages are agreed and the monthly repayment bur‑
den relative to borrowers’ incomes – the debt-service-
to-income (DSTI) ratio – remains high. In the first six 
months of 2018, over half of new mortgage loans had 
an LTV above 80 %, and over one-third had a maturity 
of over 20 years. If the economic situation takes a turn 
for the worse – and ushers in higher unemployment, 
for instance – or if a sudden interest rate shock pushes 
down house prices, banks could stand to incur bigger 
losses than they are currently expecting. This would cer‑
tainly be the case if contagion spread to the real estate 
and construction sectors, both of which have also been 
granted more bank loans in the past couple of years.

Belgian banks remain pretty solvent

Banks have to retain capital to cushion any unex‑
pected losses in their (lending) portfolios. Required 
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Higher credit risk on new mortgage loans
(breakdown of new mortgage loans by vintage year 1, in % of the total)
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Source : NBB.
1 Including refinanced loans registered as new contracts. Such refinanced loans can artificially improve the credit standards of new mortgage 

loans, as a proportion of the loan has already been repaid. This was particularly the case in 2014, 2015 and 2016, when a large proportion 
of outstanding mortgage loans were refinanced.

Mortgage lending 
criteria relaxed further
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capital is expressed as a percentage of risk-weighted 
assets, which are generally calculated using internal 
models that attempt to estimate unexpected loan 
losses on the basis of historical data. In Belgium, 
however, these data do not include a real crisis 
period so that a possible unfavourable scenario is 
not sufficiently factored in. At 10 %, the average 
risk weight of Belgian mortgage loans as calculated 
by the country’s banks is very low when compared 
with that for other euro area countries : In fact, only 
two countries show a lower average risk weight. 
To counteract this, in  2013  the Bank implemented 
macroprudential measure imposing an increase of 
five percentage points in the risk weights calculated 
using internal models, thereby creating higher capital 
buffers to cushion unexpected losses. In May 2018, 
this requirmement was replaced with a measure 
consisting of two components : a linear component 
(a 5-percentage-point increase), which is an exten‑
sion of the previous measure, and a more targeted 
component applied in the form of a multiplier (1.33) 
that, unlike the first component, depends on the 
average risk of the portfolio at each bank. The new 
provision pushed up the risk weight of Belgian mort‑
gage loans to 18 % on average.

The introduction of this new measure combined 
with increased lending to the private sector pushed 
up total risk-weighted assets in the Belgian bank‑
ing sector. In September  2018, these amounted to 
€ 386  billion, of which € 320  billion was for credit 
risk and € 15.5  billion related to the macropruden‑
tial measure discussed. Capital held in the form of 
shares, retained earnings and other elements (the 
so-called Tier 1 capital) rose less sharply, to € 64 bil‑
lion, as its biggest sub-component, common equity 
Tier  1  (CET 1) capital was subject to a number of 
changes at the start of 2018. For one thing, a num‑
ber of transitional provisions for the implementation 
of Basel III ended, which meant that some elements 
now have to be fully phased in when capital is cal‑
culated ; these include minority interests and some 
unrealised gains and losses on financial instruments. 
Secondly, CET 1 capital also changed slightly due to 
the introduction of the new IFRS 9 accounting stand‑
ard. The new rules on classifying and measuring 
financial instruments prompted changes to “other 
comprehensive income” (a sub-component of CET 
1 capital), while higher impairments caused a decline 
in retained earnings (another sub-component of CET 
1 capital). The precise impact of the new accounting 
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standard on CET 1 capital via both components var‑
ied greatly from one bank to the next.

All told, the Tier 1 ratio, i.e. Tier 1 capital relative to 
risk-weighted assets, shrank a little, from 16.9 % at the 
end of 2017 to 16.6 % in September 2018. The lever‑
age ratio, which expresses the relationship between 
Tier 1 capital and non-risk-weighted assets, amounted 

to 5.7 % at the end of September  2018, compared 
with 5.9 % at the end of  2017. Lastly, the CET 1 
ratio came down to 15.5 %, still well ahead of the 
minimum requirements and in excess of the average 
of banks in the euro area (14.7 % in June  2018). 
The European Banking Authority’s stress tests also saw 
participating Belgian banks do much better in  2018 
than the European average.

Table  12

Solvency ratios and breakdown of capital and risk-weighted assets
(end‑of‑period data, on a consolidated basis, in € billion, unless otherwise stated)

2014 2015 2016 2017 2018 M09

Tier 1 capital 53.4 55.1 60.0 63.0 64.0

of which :

Common equity Tier 1 51.5 53.3 58.1 60.4 59.8

Risk‑weighted assets 349.8 345.4 369.5 373.1 386.0

of which :

Credit risk 290.1 282.8 308.1 315.3 319.6

Market risk 7.1 9.5 6.1 7.3 7.4

Operational risk 34.9 36.0 38.7 36.7 38.6

CVA 8.2 6.9 5.5 4.3 4.2

Other 9.5 10.3 11.0 9.5 16.3

Of which:  Additional stricter prudential requirements 
based on Article 458 8.0 8.5 8.8 9.2 15.5

Tier 1 ratio (in %) 15.3 16.0 16.2 16.9 16.6

Common equity Tier 1 ratio 1 (in %) 14.7 15.4 15.7 16.2 15.5

Leverage ratio 4.7 4.8 5.5 5.9 5.7

Source :  NBB.
1 Calculated according to Basel III transitional provisions before 2018 (fully phased in from 2018). 
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In  2017 and  2018, Belgium’s insurers recorded im‑
proved results thanks to the restructuring of their 
operating model in the life segment of the business. 
In fact,  2018 even saw a rise in the life insurance 
premiums collected by insurance companies, some‑
thing that had not happened in many years. It would 
appear that the sector is gradually adjusting to the 
low interest rate environment, even if this sometimes 
involves a search for higher yield, which has seen 
insurers more exposed to market risk.

Non-life insurance profits remained 
stable, while life insurance  
bounced back

The insurance sector reported total net profits of 
€ 2.1  billion in  2017 and a 16.6 % return on eq‑
uity, a major improvement on the net result of 
€ 1.3 billion posted for 2016. On the figures avail‑
able for the first nine months, 2018 results would 
appear to match or even outpace those for  2017. 
This conclusion is corroborated by the figures re‑
leased by Belgium’s five insurance groups, which 
between them reported a result of € 1.9  billion, 
compared with € 1.6  billion for the same period 
in 2017.

Non-life insurance results in  2017 remained fairly 
constant for the fourth year running. Premium in‑
come was at € 12.6 billion, with the result working 
out at around € 1.6 billion, thanks in part to mild 
weather conditions in Belgium that year. Premium 
income in the first nine months of 2018 was similar 
to previous years. The trend towards stagnating 

premiums poses a significant challenge to the non-
life insurance sector, which has been facing fierce 
competition in some traditional segments for a 
number of years now. Competition may even in‑
tensify with the rise of corporations that are leaders 
in new technologies (the so-called InsurTechs) and 
that may well grab a chunk of the market. Sector 
spending in  2018 was slightly up in the wake of 
events caused by bad weather conditions in the 
first quarter. The combined ratio, which reflects 
the relationship between the sector’s operating 
expenses and income, rose in  2017. In the first 
nine months of  2018, it came in at 97 %, sug‑
gesting continued healthy cost management in the 
non‑life business.

The life insurance business found its feet again after a 
series of challenging years. The segment’s result rose 
in 2017 to € 1.4 billion, mostly because of the drop 
in the average guaranteed return insurers are offer‑
ing. This they achieved by encouraging policy‑holders 
to terminate contracts promising returns that they 
were unable to guarantee in the long term (see be‑
low). However, the costs of these schemes depressed 
sector profitability, particularly in  2016, which also 
helps to explain the improved results picture for 2017. 
Furthermore, life insurance premium income for the 
first nine months of 2018 (€ 15.4 billion annualised) 
came in ahead of the figures for  2017, bringing to 
an end the downward trend of the past few years. 
As box 6  shows, this revival is almost entirely down 
to the rise in class 23 contracts (life insurance tied to 
investment funds), with a continuation of the fall in 
class 21 products (life insurance with guaranteed re‑
turns), which has been going on since 2012.

3.4 A positive balance for the insurance 
sector in 2018
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Chart  55

Insurance company profitability improved in 2017 and 2018
(non-consolidated end-of-period figures, premiums and results in € billion, combined ratio and return on equity in %)

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

–5

–4

–3

–2

–1

0

1

2

3

4

5

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

–40

–30

–20

–10

0

10

20

30

40

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

0

5

10

15

20

25

30

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

0

2

4

6

8

10

12

14

90

95

100

105

110

115

120

20
17

20
18

0

2

4

6

8

10

12

14

90

95

100

105

110

115

120

20
17

20
18

0

5

10

15

20

25

30

Life insurance result

Net result

Non‑life insurance result

Non‑technical result

Return on equity

Average 2003-7

Average 2010-17

Results Return on equity

Life insurance premiums 

Class 21 (individual) 

Total  

Class 21 (group)  

Class 23

Non‑life insurance premiums and combined ratio 2

Non‑life insurance premiums (left‑hand scale) 

Combined ratio (in %) (right‑hand scale) 

First nine months
(annualised) 1

Other classes 

First nine months
(annualised) 1 

Class 21

  
Source : NBB.
1 The figures for premium income in the first nine months were collated under Solvency II and may diverge slightly from premiums reported 

in statutory accounts (see left-hand side of the chart). The amounts have been extrapolated to allow year-on-year comparison.
2 The combined ratio expresses the sum of the cost of claims plus operating expenses relative to net premium income.
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Revived interest in life insurance linked  
to investment funds (class 23)

In 2018, insurance companies saw life insurance premium income climb back up, after having fallen for 
five consecutive years. New business was mainly in class 23 contracts that – unlike class 21 contracts – 
do not offer their holders guaranteed returns. Although they stand to earn potentially higher returns 
than they do on class 21 products, policy-holders run a much bigger risk, as they alone bear any losses 
on the investment underlying the contracts. Granted, these come with an insurance component – e.g. 
death cover – but in practice they bear a striking resemblance to investment fund units and are often 
also managed by the group company to which the insurer belongs.

The recent success of these products is attributable to two factors. The first is that insurers are no 
longer willing to run excessive risks, such as those that have come to light in contracts offering 
policy-holders guaranteed returns that have proven unfeasible in a low interest rate environment. 
What’s more, class 23 contracts, whose risks are squarely taken by policy-holders, do not come with 
any capital requirements for insurers. Secondly, for policy-holders these contracts offer an alternative 
to traditional life insurance agreements, which currently offer very low guaranteed returns. Demand 
for these contracts has been fuelled by the results locked in by these assets in the past few years 
– thanks, in part, to flourishing equity markets – and by the fact that they are exempt from tax on 
securities accounts.

BOX 6

u

Breakdown of insurers’ portfolios for class 23 contracts in September 2018

(in % of the total amount in assets underpinning class 23 contracts)

9 %

18 %

21 %

40 %

88 % 

7 %

5 % 

Investment funds

Cash

Other

Debt funds

Mixed
funds

Other funds

Equity
funds

  
Source : NBB.
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Freed of its legacy burden, the sector 
recorded a robust solvency ratio 
in 2018

In  2018, various Belgian insurance companies 
brought to an end their programmes for contract 
surrenders, some of which they had started many 
years ago. These programmes offered incentives to 
persuade policy‑holders to surrender contracts that 
were looking at guaranteed returns – sometimes as 
high as 4.5 % – that had simply become too high for 
insurers in a low interest rate environment. In some 

cases, insurers sold 
on these contracts to 
other insurance com‑
panies if they had 
proved unsuccessful 
in persuading their 
clients to surrender 
them. These trans‑
actions have largely 
nursed the Belgian 

insurance sector back to health. Although by the 
end of 2017, 14 % of technical provisions were tied 
to contracts offering guaranteed returns in excess 
of 4.5 %, the average guaranteed return the sector 
offered to policy-holders (individual and group insur‑
ance) contracted to 2.47 % from 2.63 % between 
the end of 2016 and the end of 2017. The decline 
is congruent with the lower returns that insurance 
companies have been able to secure in the financial 

markets in the current low interest rate environment, 
but this is how insurers have made sure they cover 
their liabilities to policy‑holders.

Between September  2017 and September  2018, Belgian households invested a net amount of 
€ 2.4  billion in class 23  products, while class 21-related assets fell by € 2.3  billion as contracts 
matured or assets were transferred to other products. At the end of September  2018, private 
individuals owned a total € 53.7 billion in class 23  insurance products, of which € 33.7 billion was 
with Belgian insurance companies.

By September 2018, Belgium’s insurance companies held € 37 billion in assets as investments underpinning 
class 23  contracts. Of these assets, they invested € 33  billion in investment funds, particularly equity 
funds. This contrasts with traditional class 21  insurance contracts, which have only 6 % in shares (see 
below). Although class 23 investments do not involve any risks for insurers, they do run a reputation risk 
should policy‑holders suffer heavy losses on these contracts.

The average 
guaranteed return paid 
to policy-holders fell to 

2.47 % at the end of 
2017, from 2.63 % at 

the end of 2016 

Chart  56

Returns on assets underpinning class 21 contracts 
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Against this backdrop, the average solvency ratio 
for the Belgian insurance sector stood at 202 % 
in September  2018, a 10-percentage-point improve‑
ment on December  2017. The modest increase in 
interest rates since the end of 2017 has also played 
its part in boosting solvency. With insurers’s balance 
sheets calculated at market value under Solvency II 
rules, any increase in interest rates means that their 
liabilities fall in value faster than their assets, as li‑
abilities typically have longer durations than do assets. 
In net terms, this has pushed up equity calculated at 
market values. Meanwhile, some insurers, whose ratio 
was close to the 100 % threshold in December 2017, 
increased their capital in the course of 2018. All that 
said, major differences remain between insurers, with 
solvency ratios in September  2018 varying between 
120 % and 600 %, with a median value of 190 %.

The low interest rate environment 
forced insurers to search for higher-
yielding assets

Although Belgium’s insurance companies have man‑
aged to secure sufficient returns on assets to cover 
their liabilities to policy-holders, they have often done 
so at the expense of rebalancing in their investment 
portfolios 1, typically in favour of riskier or less liquid 
assets. Insurers’ portfolios have seen significant chang‑
es in the breakdown of assets since September 2016, 
even if this has been a gradual process in view of the 
long maturity of assets.

With insurers’ balance sheets expressed at market 
values, all portfolio value changes break down into 
a price effect – which arises from fluctuations in 
the value of the asset in the financial markets – 
and a volume effect (or net flows), which is calcu‑
lated as the price difference between the purchase 
and sale of the asset. Between September 2016 and 
September 2018, the value of investments excluding 
class 23 declined from € 288 billion to € 267 billion, 
while the value of government bonds in the balance 
sheet lost € 16  billion, falling to € 131  billion from 
€ 147 billion. Part of government bonds’ decline in 
value was down to lower market prices in the wake 
of limited interest rate rises since 2016 (price effect). 

At the same time, Belgian insurers cut the volume 
of government bonds they were holding, for in‑
stance by not reinvesting bonds after maturity date, 
because of low yields on newly acquired bonds, or 
by selling some of these securities before they ma‑
tured, as this resulted in significant gains. As a result, 
the proportion of government bonds in the bal‑
ance sheet (excluding 
class 23 assets) fell to 
49 % from 51 %.

With the search on 
for alternatives to less 
profitable traditional investment, Belgium’s insurers 
made a clear shift to assets in the shape of loans 
– both to companies in their own groups and to 
non-financial companies – and mortgages. Between 
September  2016 and September  2018, the share of 
these assets in insurers’ balance sheets went up to 
12 % from 9 %, i.e. a net increase of nearly € 6 billion. 
Although offering attractive returns and being a close 
fit with the investment horizons of insurance compa‑
nies, these assets have a less favourable liquidity profile 
than their traditional investment.

Despite these changes, bonds still accounted for 
the largest proportion of insurers’ investment port‑
folios in September  2018, with a market value of 
€ 191  billion out of a total € 267  billion (not in‑
cluding class 23  assets). These bonds broke down 
into government bonds (€ 131  billion, of which 
€ 76  billion issued by the Belgian government) 
and corporate bonds (€ 60  billion). Nearly 63 % 
of bonds commanded a high rating, i.e. AAA or 
AA, a percentage that remained stable in the past 
year. The portfolio of loans stood at € 31  billion 
– 12 % of total investment excluding class 23. By 
way of comparison, exposures to loans and mort‑
gage loans average 5 % in Belgium’s neighbour‑
ing countries, with the figure as high as 26 % for 
the Netherlands.

Although investment in infrastructure projects still ac‑
count for only a tiny proportion of the total, these 
did grow by € 700  million to € 2.6  billion between 
September 2016 and September 2018, a third of this 
invested in Belgium. In part, the uptick was fuelled by 
the relaxation of capital requirements for these types of 
investment, to which the sector response was favour‑
able. Insurance companies have repeatedly said they 
are willing to invest a significant proportion of their 
assets in these types of projects, but also note that 

1 With class 23 life contracts posing no risk to insurers, the 
investment portfolio under review only refers to assets held for 
the purposes of non-life insurance contracts and class 21 life 
insurance contracts.

In their search for more 
profitable investment, 
insurers turned to loans
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Chart  57

Investment trends in the insurance sector point to search for yield
(non-consolidated end-of-period data)
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not enough high-quality projects are to be found in 
Belgium. Meanwhile, they would also like to see pro‑
jects and their funding to be standardised somewhat.

Sector remains exposed to market 
risk, despite robust solvency

Although the modest rise 
in interest rates has so far 
mostly benefited the sector, 
higher risk premiums in the 
financial markets would 
upset the balance sheets of 
some insurers by way of a 

sizeable fall in the value of their assets. A widening of 
the spreads on bonds, by far the sector’s most impor‑
tant investment, would hit assets hard. Under Solvency 
II, insurance companies are not legally obliged to cush‑
ion such movements, as there are no capital require‑
ments in place for holding government bonds of EU 
member states to offset the risks of default or higher 
spreads. In the short term, there is little chance of such 
an increase for most of the bonds held by Belgian in‑
surers, although it cannot be ruled out in the event of 
contagion in the euro area as a result of tensions in a 
specific national market.

For much the same reasons, Belgium’s insurers are 
currently more exposed to the risk of a correction in 

Belgium’s insurers 
are currently more 
exposed to the risk 

of a correction in the 
property markets
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the property markets. Over the past few years, they 
have invested more and more in mortgage loans 
and other assets related to the residential and / or 
commercial property markets, with the sector’s expo‑
sure to the property market rising to 12 % of assets 
by September  2018, compared with 9 % in  2016. 
The insurance sector in Belgium, for instance, has 
become one of the key players in the market for 

1 These securities are issued by real estate investment trusts (REITs) 
including Cofinimmo, Befimmo or WDP.

commercial property (offices, shops, warehouses), 
both directly – as it now owns over €8 billion in build‑
ings – and indirectly through loans, shares or bonds 1 
to the tune of nearly €29 billion.
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