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Implementation of the FSAP recommendations

A. Implementation of the FSAP
recommendations
On 8 March 2018, the International Monetary
Fund (IMF) published the report 1 on the Financial
Sector Assessment Programme (FSAP) for Belgium
after having conducted an analysis of the Belgian
financial sector and Belgian financial legislation
in 2017. This exercise is carried out every five
years for countries such as Belgium which have
a systemically important financial sector. An FSAP
is a financial sector analysis by the IMF and deals
with three main subjects : the resilience of the local
financial sector, the quality of the financial regula‑
tion and supervision framework, and the crisis ma‑
nagement toolkit. On completing its FSAP missions,
the IMF publishes its analysis and recommendations
to the authorities concerned ; in Belgium’s case,
that means the Bank and the federal authorities,
plus the single supervisory mechanism (SSM) and
the single resolution mechanism (SRM) in their
respective capacity as the supervisory authority and
the resolution authority for Belgian significant insti‑
tutions (SIs). These recommendations are not binding but they carry considerable weight.
In its report, the IMF emphasises that the Belgian
financial sector has become considerably stronger
since the previous FSAP analysis in 2012-2013.
The stress tests conducted by the IMF jointly with
the NBB and the European Central Bank show that,
in Belgium, both the banking sector and the insurance sector are capable of coping with the materia‑
lisation of credit risks and market risks resulting from
a severe deterioration in the macrofinancial situation.
According to the IMF, the banks’ resilience shows
that the loan portfolios are relatively sound and
that exposure to market and liquidity risks is limited.
Insurance companies have sound levels of equity
capital, and the share of guaranteed-yield products
is declining. Nonetheless, the IMF highlights the need
for close monitoring of the banks’ ability to absorb

interest rate shocks and credit risk in certain specific
portfolios, and the growing liquidity risks for insurance companies.
Despite the favourable assessment of the health of the
Belgian financial sector, the IMF report also mentions
a number of challenges. Examples include the po‑
tential vulnerabilities
in the Belgian hou‑
The IMF emphasises that
sing sector associated
the Belgian financial
with the current low
interest rate environ‑
sector has become
ment and the increase
considerably stronger
in Belgian household
since its previous
debt ratios. The FSAP
report therefore en‑
analysis in 2012-2013
dorses the additional
macroprudential capital requirements proposed by the
Bank in 2017 which have since been adopted (see
section B.1). The IMF also recommends simplifying the
procedure for decisions on macroprudential matters
in order to permit a prompt and effective response
to macrofinancial developments.
The IMF is likewise interested in the development
of a European Banking Union. In the IMF’s opinion,
prudential supervision at the level of European banking groups should be accompanied by sufficiently close
attention to the systemically important subsidiaries
of those groups during the transition to a full European
Banking Union. In Belgium’s case, this is important
because a number of foreign banking group subsidia‑
ries hold key positions in the financial sector. The IMF
also points out here that, during the transitional period
preceding full Banking Union, it is vital to maintain
sufficient capital and liquidity buffers at the level of
these subsidiaries.
1 IMF, Belgium : Financial System Stability Assessment, March 2018.
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The IMF mentions the significant improvement in the
supervision of the Belgian financial sector and finan‑
cial crisis management in Belgium by the authorities
concerned, but encourages new measures in that
area. As regards prudential supervision, there should
be continued efforts
to ensure prudent pro‑
The IMF mentions the visioning practices and
significant improvement to improve the quality
in the supervision of of the internal models
used to calculate the
the Belgian financial capital requirements.
sector and financial In that connection,
crisis management the IMF also asks for
special attention to
in Belgium the challenges posed
by complex financial
conglomerates, changes in the insurance sector’s risk
profile, and the potential challenges arising from the
low quality of some insurers’ capital components.
As for financial crisis management, the authorities
are advised to enhance their ability to manage a crisis
by according priority to the resolution plans of syste‑
mically important banks and the reinforcement of the
deposit guarantee system.

More details on the analysis and the various recom‑
mendations may be found in the FSAP report and in
the three technical annexes published at the same
time by the IMF. These IMF recommendations will
have an impact on the authorities’ programme in the
years ahead. In 2018, in consultation with the other
Belgian authorities, the Bank has already taken steps
to implement these recommendations.
In parallel with the Belgian FSAP, the IMF also conduc‑
ted an analysis of the financial sector in the euro
area as a whole, and the financial regulation and
supervision exercised over that sector. That analysis
was likewise very important for assessing the Banking
Union and financial regulation in the European Union.
Box 10 offers a brief summary of the main conclusions
and recommendations of that exercise.

Lastly, the IMF states in its report that the oversight
arrangements for the Society for Worldwide Interbank
Financial Telecommunication (SWIFT), which is based
in Belgium, have proved effective but that this com‑
pany faces new risks, notably cyber security inci‑
dents in its global user network. In this connection,
the Bank is recommended to strengthen further its
role as overseer.

BOX 10

FSAP analysis of the euro area
The FSAP exercise concerning the euro area aimed to analyse the resilience of the European banking
sector, the joint supervision of the banks by the SSM and the SRM, and the policy of the ECB and the
Eurosystem on the provision of emergency liquidity for credit institutions. This was the first exercise in
which the IMF assessed the functioning of the first two components of the Banking Union : the SSM
and the SRM.
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The IMF concluded that the resilience of large euro area banks has generally improved, but significant
vulnerabilities persist. In aggregate, the capital buffers are considered large in relation to the immediate
threats, but some individual banks remain particularly vulnerable to credit risks and / or market risks.
The banking system as a whole also has sufficient liquidity, notably thanks to the provision of liquidity
by the ECB. Nonetheless, the IMF highlights the structurally weak profitability of numerous banks with
varying business models. It considers that the risks to financial stability relate mainly to economic and
geopolitical uncertainty.
In the IMF’s opinion, banking supervision in the euro area has improved markedly with the creation of
the SSM. It notes that the SSM has reinforced its independence and its operating efficiency and has
succeeded in harmonising prudential supervision at a high level. Yet, banking supervision still faces
some major challenges, particularly concerning the resources available to the SSM, the monitoring
of the banks’ liquidity risks and credit risks, and the fragmentation of the still partly national legislation
in the euro area. The Fund likewise stresses the need for better cooperation between prudential
supervision and the control of money-laundering. The IMF considers that supervision of the nonbank financial sector has also been strengthened, notably by the proposed transfer to the SSM of
responsibility for the supervision of systemically important investment firms in the euro area, and by
more centralised supervision of financial market infrastructures (FMIs) by the European Securities and
Markets Authority (ESMA) and the ECB. Finally, the IMF considers that macroprudential policy should
similarly improve the identification and management of the risks associated with non-bank and crossborder financial flows.
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The conclusions of the FSAP analysis also state that banking crisis management has been strengthened
considerably, but that here, too, the arrangements remain fragmented. In the IMF’s opinion, adoption
of the Bank Resolution and Recovery Directive (BRRD) and establishment of the SSM and the SRM
provide a sounder basis for dealing with banks in difficulty. Recent instances of intervention in the case
of banks in difficulty have demonstrated a number of strengths but also revealed that there are still
circumstances which encourage circumvention of the BRRD and lead to more government intervention.
Consequently, in the view of the IMF, the banking crisis management framework in the euro area
still faces significant transitional and structural challenges. In that connection, the Fund referred to one
crucial challenge : the accumulation of internal reinforcement instruments (minimum requirement for
own funds and eligible liabilities or MREL), which needs to speed up, particularly for the large banks.
In addition, the SSM, the SRM and the Single Resolution Fund (SRF) must continue to strengthen their
respective operational capability and financial soundness. In that context, the IMF also calls for the
establishment of a European deposit guarantee scheme and greater harmonisation, with – ultimately –
centralisation of the emergency liquidity to be made available to credit institutions by central banks.
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