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5.1 The financial sector has helped to
support companies and households
It has not just been monetary and fiscal policies that
have supported the economy since the outbreak of
the coronavirus crisis ; so, too, have financial institu‑
tions, with the help of the measures that prudential
authorities and governments took to widen their
margin for manœuvre.
More fundamentally, the financial sector was able to
play a supportive role because of its robust position
at the start of the crisis, particularly in terms of its
solvency. Thanks to their efforts since the 2008 glob‑
al financial crisis, banks were not at the root of the
economic crisis this time round, but they should serve
as a key lever to help address and weather the crisis.

guarantee scheme. Other measures to support com‑
panies’ liquidity were also put in place, making it less
necessary for them to draw on the guarantee scheme,
a particular case in point being the payment deferrals
for a range of government levies but also for loans.
That said, at the beginning of December 2020, it was
decided to extend the second guarantee scheme until
the end of June 2021 and the maximum maturity to
five years.

Part two of the accord is the payment deferrals
(moratoria) that banks may grant to avoid defaults
by borrowers that are solvent but are facing tem‑
porary liquidity issues due to plummeting incomes
related to the COVID-19 crisis. To be eligible for
such a deferral, they have to meet a set of condi‑
tions, particularly as to the reasons for the fall or
Payment moratoria and loan
loss of income. Businesses were allowed to postpone
guarantee schemes helped economic
repayment of principal only, with interest still due,
actors that came under temporary
whereas households were granted a full payment
pressure
holiday (for both principal and interest). Take-up
of payment deferrals was massive : at the peak by
To ensure funding for households, self-employed work‑
the end of September 2020, it covered 13 % of
ers and companies, the financial sector and Belgium’s
outstanding loans to busi‑
federal government agreed
nesses and 6 % of out‑
a two-part accord at the
Payment deferrals on loans
standing mortgage loans.
end of March.
temporarily eased liquidity pressures
These percentages then
declined, as deferrals were
The first part concerned
initially agreed for a period of six months and could
the implementation of a federal guarantee scheme
only be rolled over to the end of December 2020 if
covering up to € 50 billion in new short-term loans
borrowers still met the conditions. In anticipation
to businesses, encouraging credit institutions to give
of the potential impact of the second wave of the
companies the finance they need to continue their
COVID-19 pandemic, payment deferrals were nev‑
activities. Initially set up for loans with maturities
ertheless extended by up to another three months
of up to 12 months, the scheme was expanded in
into 2021, on condition that cumulative use in 2020
July 2020 with a second one specifically targeting
and 2021 must not exceed nine months.
SMEs and covering loans with maturities of up to
three years. Neither of the two schemes was much
used in 2020, as most borrowing requirements were
The guarantee and payment deferral schemes are
met through loans that are outside the scope of the
discussed in greater detail in box 8 of section B.1 in
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Prudential policy enhanced the
financial sector’s ability to support
the economy

authorities gave the banks additional scope to sup‑
port the real economy. Free capital buffers – i.e.
capital available over and above regulatory capital
requirements – were already sizeable before the
onset of the crisis and were bolstered to accom‑
modate the uncertainties over the eventual impact
of the crisis, standing at slightly below € 20 billion
by the end of September 2020. Belgian banks also
strengthened their liquidity positions in the first
nine months of 2020, in particular by boosting their
liquid assets reserves through the ECB’s TLTRO III
programme. As a result, their liquidity coverage
ratio – that is to say, high-grade liquid assets as a
percentage of short-term outflows as simulated by
worst-case scenarios – nudged over 160 % by the
end of September 2020, well above the regulatory
minimum of 100 %.

A range of prudential measures was put in place
to ensure the banking sector’s resilience and its
ability to continue to carry out its financial in‑
termediation remit, a crucial task at times of fi‑
nancial tension. By temporarily easing capital and
liquidity requirements, micro- and macroprudential

At microprudential level, the ECB, which directly
supervises the euro area’s biggest banks, intro‑
duced a series of measures allowing banks to ob‑
serve liquidity and capital reserves below regula‑
tory requirements. The National Bank of Belgium
took similar measures for smaller banks, while also

this Report’s Prudential regulation and supervi‑
sion part. Insurers joined banks in signing up to
the accord and committed to flexibility about pay‑
ment of certain insurance premiums. By the end of
May 2020, a moratorium on consumer loans was
also introduced, while the government, by way of
Belgium’s export credit agency Credendo, reached
a reinsurance agreement with the credit insurance
sector to help keep loan facilities at adequate levels.
Credendo also developed a new financial guarantee
for short-term bridging loans granted to interna‑
tionally operating Belgian businesses.

Chart  51
Higher free capital buffers and liquidity margins help Belgium’s banks support the real economy
(consolidated data)
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recommending that supervised banks and insurance
companies limit their dividend payments to secure
their capital buffers. The various measures are the
subject of chapter B of this Report’s Prudential regu‑
lation and supervision part.
In terms of macroprudential policy, which is set
at the national level, the Bank proactively released
the full countercyclical capital buffer in March 2020.
Other macroprudential capital requirements were not
eased, but the goal of macroprudential policy contin‑
ues to be to support the real economy and the Bank
will do what it takes. The general macroprudential
policy framework, in which risks related to the prop‑
erty markets still feature highly, is the subject of

box 5, as is the Bank’s forward guidance on the use
of the various instruments.
The key challenge for the prudential authorities is to
encourage banks to efficiently deploy their free capi‑
tal reserves when needed, as these can be proactively
committed and not just used to cushion a later rise
in loan losses. A bank might offer debt restructuring
to viable companies, for instance, with the lender
taking a limited loss to avoid default. However, banks
may prove reluctant to delve into their capital buffers
in the face of uncertainties over the development of
the health situation, and because they perhaps fear
being seen as “weaker“ and being stigmatised if their
general solvency indicators were to deteriorate.

BOX 5

Macroprudential policy measures taken by
Belgium in the context of the coronavirus crisis
As the COVID-19 crisis unfolded, macroprudential policy switched from the preventive and gradual
build-up of capital buffers, which had got underway in Belgium in 2013, to crisis mode targeting
maximum – but responsible – use of capital and liquidity buffers. The aim is to keep up lending to the real
economy despite unfavourable economic circumstances and thus to limit any procyclical effects inherent
to the financial system. Besides microprudential measures, the Bank – which serves as the country’s
macroprudential authority – also made sure the financial sector had sufficient room to support the real
economy, while signalling its preparedness to take additional steps as and when needed.
At the very outset of the COVID-19 crisis in March 2020, the Bank released the countercyclical capital
buffer in anticipation of possible significant loan losses in banking portfolios. This is a buffer created
in times of dynamic lending to give banks’ adequate absorption capacity in the face of loan losses.
By factoring in similar decisions taken by other countries and that apply to foreign exposures on a
consolidated basis, a capital reserve of around € 2 billion was freed up for the Belgian banking sector.
The Bank has already indicated it does not intend to reactivate the buffer before the third quarter
of 2021.
The Bank will continue to keep close tabs on the Belgian property market, a follow-up that is exceedingly
important in the current context in view of persistent vulnerabilities in this market, such as Belgian

u
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households’ high debt ratio and Belgium’s banks’ massive exposure in the shape of mortgage loans.
To date, however, the Bank has seen no signs of increased tensions in this market, although everything
is in place for it to free up macroprudential capital buffers to address property risks should these emerge,
for instance if payment difficulties for mortgage borrowers increase significantly. In the event, these
capital buffers, which amount to some € 2 billion for the banking sector at large, might serve not just
to cushion losses through defaults but also to offer proactive solutions to solvent borrowers, such as
debt restructuring.
In terms of the residential property sector, at the end of 2019, the Bank had made specific recommendations
to banks and insurance companies in addition to the capital requirements mentioned earlier. It urged
them to exercise more caution when granting mortgage loans, especially loans with high loan-to-value
ratios, without jeopardising access to credit for solvent borrowers (for a more detailed discussion of these
recommendations, see box 6 in the 2019 Report). These “prudential expectations” were kept in place
to head off any fresh increase in risks surrounding mortgage lending. The sector would appear to be
heeding the Bank’s expectations, with data on the first half of 2020 suggesting a major improvement in
the risk profile of new mortgage loans granted (see section 5.3).
As the country’s macroprudential authority, the Bank also imposes specific capital requirements on
national systemically important banks, taking into account the high economic and social cost of their
potential bankruptcy. These are relatively major buffers, adding up to a total of over € 5 billion for the
relevant Belgian banks. In view of the structural nature of these buffers, any release must be seen as a
final resort in the event of additional scope being needed.
In addition to the recommendations by the microprudential authorities to the financial sector – to defer
any dividend payments in 2020 and not pay out any for the first nine months of 2021, or exercise
extreme caution when going ahead with them – the Bank also stressed the importance of dividend policy
circumspection at the macroprudential level. It observed that the recommendations, whose aim is to help
create robust capital buffers, applied to all Belgian credit institutions and insurance companies, including
subsidiaries of international groups
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5.2 Companies’ financial health
deeply affected by the crisis
Bankruptcy risk increased in the
wake of liquidity shortages

weeks of lockdown saw businesses swiftly face a
rapid depletion of their cash reserves, with the atten‑
dant risks of suspension of payment and bankruptcy.

For many businesses – both self-employed work‑
ers and non-financial corporations – the shutdown
of large swathes of the economy during lockdown
inevitably caused the loss of a large proportion or
even all of their income. At the same time, they were
expected to make regular payments on their fixed or
variable costs, which did not suddenly disappear –
invoices from their suppliers, for instance, employees’
wages, rents and loan repayments. And so the first

Even businesses that enjoyed perfectly healthy precrisis financial positions found themselves facing cash
deficits when their cash reserves proved inadequate to
overcome a lengthier period without income. After all,
in normal times, businesses do not necessarily need
to run a lot of working capital, as regular payments
by their customers typically provide the resources to
meet a large proportion of their short-term maturities.
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The Bank recently released a study of the impact
of the COVID-19 crisis on cash reserves and, more
generally, on the financial health of Belgium’s busi‑
nesses 1. The analysis covered a population of around
400 000 non-financial corporations, ignoring natural
persons engaging in a business activity in their own
names (self-employed workers and liberal profes‑
sions). It found that a large number of these busi‑
nesses had seen their cash reserves dwindle from the
very first months of the crisis, to the extent that they
were no longer able to meet their short-term obliga‑
tions. Without external financing and the support
measures offered by government, one-third of all
businesses would have been looking at cash short‑
ages by the end of June 2020. This number remained

1 See Tielens J., Ch. Piette and O. De Jonghe (2021), “Liquidity and
solvency of the Belgian corporate sector in the COVID-19 crisis : a
post-first-wave assessment”, NBB, Economic Review, June.

stable in September, when the pandemic reared its
head again.
Estimates suggest that loans granted by credit in‑
stitutions at normal conditions – i.e. outside the
federal government’s guarantee scheme – between
March and September 2020 helped to avoid liquidity
problems for 11 % of non-financial corporations. To
a large extent, this reflects companies – particularly
large firms – tapping existing credit lines, but also
fresh loans being granted.
The various support measures on offer also helped
many businesses to make it through the first wave
of the pandemic and maintain their cash resources.
An estimated 6 % of non-financial corporations
had insufficient bank credit to make up for liquidity
losses but were able to run surpluses on the back
of these measures. This factors in the impact of

Chart  52
Despite bank lending and support measures, businesses continued to face liquidity problems
(in % of total non-financial corporations, situation at the end of the month)
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Chart  53
Liquidity problems were felt most keenly in sectors hardest hit by restrictions
(estimated proportion of businesses facing a cash deficit at the end of September 2020 ; in % of the total per sector, unless otherwise stated)
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the moratoria granted by the financial sector on
the repayment of existing loans, the allocation of
new loans covered by the federal government guar‑
antee scheme, the use of temporary lay-offs and
nuisance and compensation premiums granted by
regional governments. A range of temporary fiscal
measures taken by the federal government – and
discussed in greater depth in chapter 4 – also came
into play, particularly the one-off carry-back regime
for losses, exemption of the withholding tax when
people return to work after temporary lay-off and
the increase to 25 % of the tax deduction rate for
investment.
While payment moratoria on loan repayments and
the government’s first guarantee scheme exclusively
applied to businesses that met certain solvency and
profitability criteria before the crisis, other support
measures, particularly the nuisance and compensa‑
tion premiums, were granted to all businesses hit
by the crisis and which requested these premiums,

regardless of their viability outside the context of the
pandemic. An estimated quarter of businesses that
managed to side-step cash shortfalls thanks to the
various support measures would have used up their
cash reserves even without a crisis.
Although bank lending and support measures were
able to compensate for a proportion of their liquidity
losses, an estimated nearly 20 % of Belgian non-fi‑
nancial corporations were still grappling with liquid‑
ity issues by September 2020, the COVID-19 crisis
being at root of the problem for 80 % of them.
This percentage matches the outcomes of similar
studies for other European countries. The addi‑
tional financing requirement to mitigate the cash
deficits of affected Belgian businesses is estimated
at € 15.6 billion. If businesses are part of a group
where cash management is centralised, intra-group
loans may be assumed to address part of this bor‑
rowing requirement. However, this concerns rela‑
tively few businesses.
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by Belgium’s Council of Ministers on 6 November dur‑
The large number of businesses facing short-term
ing the second wave of the pandemic, aims to provide
payment difficulties suggests a considerably higher
businesses with temporary protection from creditors.
risk of bankruptcy. As ERMG surveys demonstrated,
these risks are obviously higher in sectors hardest
In 2020, the total number of bankruptcies declared
hit by the lockdowns, such as cafés and restau‑
in Belgium was the smallest since 2005. This makes
rants, high-contact professions (hairdressers, beauty
for a very different situation from the one at the time
parlours and wellness centres), sports and recrea‑
of the global financial cri‑
tion, hotels and cultural
sis, when the number of
activities. An estimated
Support measures helped keep
bankruptcies rose very rap‑
over one-quarter of busi‑
bankruptcy numbers low in 2020
idly and remained at high
nesses operating in these
levels well into 2013. That
sectors, almost exclusively
said, if the near closure for certain hard-hit sectors
SMEs, were facing liquidity problems. What is more,
persists, a major wave of bankruptcies in 2021 can‑
these problems more often affect smaller companies,
not be ruled out, particularly if temporary support
particularly those employing fewer than five fullmeasures are wound down too quickly.
time equivalents (FTEs), as well as less productive
businesses.
On the back of the various support measures for busi‑
nesses, but also because of a slowdown in activity
at commercial courts during the general lockdown
and the moratorium on bankruptcies that the federal
government announced by Decree on 24 April 2020,
Belgium’s courts declared an exceedingly small num‑
ber of bankruptcies in 2020. This moratorium, which
remained in place until 17 June and was reintroduced

Financing requirements
Although the number of bankruptcies is still very
small, the COVID-19 crisis has unmistakeably eaten
into many businesses’ balance sheet structures in a
manner that goes way beyond their liquidity issues.
Losses do not just erode available reserves on the as‑
sets side of the balance sheet, they also get deducted

Chart  54
The number of bankruptcies remained low in 2020 thanks to support measures and loan moratoria 1
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from the liabilities side through a reduction in equity.
This could turn into a real problem for some busi‑
nesses if the losses carried forward exceed equity
as invested by the entrepreneurs or shareholders.
Agreeing extra loans could end up creating excessive
debt for businesses and fresh capital injections would
therefore be needed to meet liquidity requirements.

Chart  55
Solvency deteriorated for a large number of
businesses
(in % of the total number of non-financial corporations, unless
otherwise stated 1)
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this means that many businesses with liquidity short‑
ages will not be able to refinance using bank loans,
even if they were financially healthy before the crisis.

was also found that a significant portion of busi‑
nesses with structurally untenable financial posi‑
tions (between 7 % and 10 %, depending on the
definition used 1) continued to operate without their
financial positions improving. The OECD noted that
this happened in Belgium particularly frequently, to
the detriment of both the economy and society. In
economic terms, this gets in the way of the growth
potential of healthy businesses, as structurally unvi‑
able companies absorb financial and production
resources at the expense of better-performing and
possibly new actors. Socially, a continuation of
these businesses’ activities could be construed as
good news for their employees, but their ability to
reorient professionally will decline as they are left
behind in non-performing and technologically lag‑
gard structures.

The sheer extent of the risk of excessive debt and
its potential impact on the economic fabric de‑
mand additional measures on top of those secur‑
ing liquidity – measures to strengthen long-term
financing and improve the solvency of businesses
hit by the crisis. Governments are already under‑
taking initiatives in this direction, with favourable
tax treatments envisaged for building reserves with
any profits earned between 2022 and 2024, while
in July 2020, the federal government moved to
extend the scope of the tax shelter scheme to indi‑
viduals sinking capital in small start-ups or growing
businesses that have seen their revenues fall by
at least 30 % between
mid-March and the end
A situation that should be
The big risk of excess debt
of April. Meanwhile, the
avoided is one in which
demands measures to help
Regions have also come
the support measures for
strengthen businesses’ funding
up with schemes encour‑
liquidity and solvency keep
foundations in the long term
aging loans, including
these non-viable business‑
from private individuals
es alive and do not cre‑
(so-called “proxi loans” in Brussels, prêts coup
ate enough impetus for them to restructure or, if
de pouce in the Walloon Region and “win-win
need be, discontinue their activities. Conversely,
loans” in the Flemish Region). The same applies
businesses that would have been viable if it had not
to the regional public investment companies im‑
plementing government loan schemes, such as the
“ricochet loans” in the Walloon Region allocated by
1 De Jonghe et al. (2021), Bank Specialisation and Zombie Lending :
SOWALFIN in partnership with private banks, “re‑
Evidence from Belgium, NBB Working Paper (forthcoming).
cover loans” by finance&invest.brussels in Brussels
and subordinated loans allocated by PMV in the
Flemish Region.

Supporting businesses hit by the
COVID-19 crisis without disrupting
creative destruction
The commitment of government resources to get
businesses through the crisis should not get in the
way of the creative destruction sparked by that
same crisis. After all, times of crisis often hold out
opportunities to renew a country’s economic fabric
by hastening the demise of under-performing busi‑
nesses and freeing up means for new initiatives with
a greater potential for growth.
While a number of large businesses discontinued their
activities in Belgium in the aftermath of the global
financial crisis or carried out major restructuring, it
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Table 12
Number of unprofitable businesses 1, 2
in Belgium at the start of the crisis
Total

Unprofitable
businesses

Number of businesses
(in thousands)

434.7

41.3

Value added (in € billion)

230.0

2.7

2 066.0

61.8

Employment
(in thousands of
full‑time equivalents)

Source : NBB.
1 Of all businesses that filed annual accounts in 2019 or 2018.
2 A firm is considered financially unviable if it has existed for longer
than five years and recorded a gross operating surplus (EBITDA)
below financial costs in the last three of those years.

been for the COVID-19 crisis should not go to the
wall. Both the substance of the support measures
and their phasing out should be very clearly de‑
fined, as it would be detrimental if businesses that
were fundamentally loss-making before the crisis
survived at the expense of fledgling or established
companies that were merely weakened by the crisis,
because measures were either not properly targeted
or kept in place longer than necessary. Obviously,
the financial sector has a part to play, by focus‑
ing finance on companies that were fundamentally
healthy and that were taking the requisite restruc‑
turing steps to survive in the future, even as the
crisis unfolded.

Banking sector reticence towards
increased liquidity requirements
Against this backdrop, banks have proved quite
reticent on lending to businesses, with some turn‑
ing even more restrictive on borrowing demand,

which was more frequently driven by working capi‑
tal needs. The bank lending survey (BLS) of the
four biggest banks operating in Belgium revealed
that lending criteria were tightened up somewhat
to reflect increased risks. Margins on lending rates
widened and lending amounts were reduced, al‑
though this picture was not true for the majority
of the banks surveyed. That said, BLS outcomes are
confirmed by the Survey on the Access to Finance of
Enterprises (SAFE). In the most recent SAFE survey
of September 2020, SMEs reported they had expe‑
rienced greater barriers to obtaining bank finance
than was previously the case (7.2 % compared with
5.2 % in the previous survey). They also predicted a
major worsening of access to bank lending for the
near future.
Incidentally, the bank lending survey revealed that
credit demand fell across the board in 2020. It may
have been driven by businesses’ growing need for
working capital and debt restructuring requests
related to loss of operating income, but demand
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Chart  56
Bank loan supply turned slightly more restrictive while borrowing demand from businesses
generally fells
(balance of banks’ BLS replies, weighted net percentages 1)
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for longer-dated loans was squeezed by plunging
capital spending, both in physical terms and in the
shape of acquisitions.
Lending to non-financial corporations contracted as a
result, recording growth of 2.4 % by November 2020
compared with 4.1 % at the end of 2019. A brief
surge was noted in March and April, which can
largely be explained by a small number of large busi‑
nesses using existing credit facilities to bolster their
cash reserves at the start of the crisis. Amounts so
borrowed were quickly repaid, however.
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Judging by the financial accounts data, corporate debt
outstanding with resident banks rose by € 4.3 billion
between the end of 2019 and September 2020.
A further € 2.1 billion in total was borrowed from
foreign banks, although this concerned a relatively
small number of businesses. Outstanding amounts
of debt instruments issued by non-financial corpora‑
tions and their intra-group loans fell by € 0.7 billion
and € 10.6 billion respectively in the same period.
Non-financial corporations’ consolidated debt totalled
€ 561.7 billion at the end of the second quarter

Chart  57
Slower growth in lending to Belgian businesses, despite a surge in March and April driven by
strong demand for cash
(growth in lending by resident banks to non-financial corporations, annualised percentage changes and contributions)
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of 2020, i.e. 123.5 % of GDP, a large proportion
(€ 262.7 billion) of which is intra-group funding ob‑
tained through the intermediation of non-resident
entities or captive money lenders in Belgium.
Disregarding intra-group debt and only considering
pure external funding instruments, non-financial cor‑
porations’ debt is estimated at 65.8 % of GDP.
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Chart  58
Higher company debt
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5.3 Households generally saw their
financial situation improve, but some
groups became more vulnerable
Household savings have grown,
mostly for lack of spending
opportunities
The health crisis and its repercussions had an effect
on household finances, in terms of the way both
assets and liabilities developed. Bank data, which
are available monthly and swiftly, brought specific
significant effects into sharp relief, almost in real
time. However, these data do not capture all financial
assets and liabilities of households.
In terms of the assets held by private individu‑
als at Belgium’s banks, the most notable feature

of the outbreak of the coronavirus crisis was the
increase in outstanding deposits. These savings
accruals emerged in April and May, when the
lockdown measures were at their strictest and
household spending opportunities were limited.
This reversed in the summer and when schools
reopened, after the key measures to control the
pandemic had been lifted ; August and September
duly recorded a slight dis-saving. Between January
and November 2020, households deposited a
total additional € 18.1 billion in their bank ac‑
counts – mostly sight and savings accounts – com‑
pared with an average increase of € 12.1 billion in
the 2011-2019 period.
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Chart  59
Household deposits grew and new mortgage loans slowed in the first lockdown 1
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As for financial liabilities, household loan dynamics
sputtered in the first quarter of 2020. By contrast,
the final months of 2019 had seen a robust advance
in mortgage loans taken out, as the mortgage inter‑
est relief scheme in Flanders was scheduled to be
scrapped on 1 January 2020. The weak dynamics in
the first quarter of 2020 persisted into April, when re‑
strictive measures, more specifically the ban on house
viewings and the impossibility of executing notarial
deeds, made it harder to find and purchase proper‑
ties. Lending to households bounced back from May,
as soon as the measures were eased, and quickly re‑
verted to previous years’ monthly averages, even ex‑
ceeding these in September, October and November.
In the first eleven months of 2020, resident banks lent
€ 7.8 billion to households. In the teeth of a very chal‑
lenging and uncertain economic environment, this
was hardly below the average loan amount recorded
between 2011 and 2019 (€ 8.2 billion).
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Residential property prices were
back up while lending criteria
became more onerous
Activity in the residential property market moved
in lockstep with household lending developments.
In the first nine months of 2020, the number of
transactions dipped 20 % below the corresponding
period of 2019, dragged down by the scrapping of
the mortgage interest relief scheme in the Flemish
Region and the pandemic.
Residential property prices in Belgium, by contrast,
picked up in those first three quarters of 2020, to
5.2 % in nominal terms – a growth rate similar to
the euro area as a whole. Higher prices were partly
attributable to a slight decline in housing supply
as a result of the first wave of the pandemic and
increased uncertainty about the economic situation,

while demand remained robust. Household demand
for residential properties as an investment (second
homes and buy-to-let property) would appear to
have driven prices even higher.

of the households contracting loans, but might
also indicate that banks are more likely to lend to
households with better collateral and higher bor‑
rowing capacity.

This rapid rise in residential property prices occurred
despite the slower uptick in household incomes due
to the pandemic and the end to the mortgage re‑
lief scheme in the Flemish Region, two elements
one might expect to depress property price growth.
The value of the residential property market, i.e. the
difference between recorded prices and their funda‑
mental value, rose as a result. The Bank’s model sug‑
gests an average overvaluation of 13.5 % in the first
three quarters of 2020.

In the bank lending survey (BLS), the credit insti‑
tutions reported having tightened conditions for
loans to households in 2020, as the perception
of risk had increased and risk tolerance lessened.
Collateral requirements became stricter, as did LTV
conditions (loan-to-value ratio). All that said, some
households appear to have had fairly smooth ac‑
cess to finance as interest rates were extremely low.
However, banks reported a general fall in demand
in the first and mostly second quarters of 2020.
This was caused for one thing by fiscal or regula‑
tory measures, in particular the discontinuation of
the Flanders Region’s mortgage relief scheme, and
for another by reduced consumer confidence and
lockdown-related restrictions. The credit institu‑
tions reported that demand for residential property
loans was back up in the third and fourth quarters
on the back on generally low interest rates.

In tandem with higher residential property prices,
average borrowing amounts of new loans also in‑
creased. By the end of November, the 12-month
moving average amount of a new residential prop‑
erty loan came to € 133 500, up by around 5 %
compared with the end of 2019. This increase may
suggest a high borrowing requirement on behalf

Chart  60
Robustly higher house prices pushed up property market valuation
Residential property price growth
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The tightening of LTV conditions also clearly reflects
the Bank’s macroprudential supervisory expecta‑
tions for new mortgage loans that came into effect
on 1 January 2020. These encouraged Belgium’s
banks and insurance companies to observe greater
caution when granting mortgage loans with very
high LTV ratios, whether or not these were accom‑
panied by a number of other risky indicators, such
as a high monthly repayment burden.
As a result, the first half of 2020 saw a reversal in
the trend of the past few years, when ever more
new mortgage loans were being agreed at very high
LTV ratios. For first-time buyers, the proportion of

loans with LTV ratios in excess of 90 % (the Bank’s
reference threshold) fell to 35 % from 45 % in 2019,
while it declined to 21 % from 28 % for loans to
other owner-occupiers. This has taken these per‑
centages close to the tolerance margins as set by
the Bank : for these two types of newly granted
loans, 35 % and 20 % respectively may exceed the
90 % LTV threshold. The adjustment turns out to
be harder to achieve for loans taken out to finance
buy-to-let properties : the Bank has put in place
a lower reference threshold and smaller tolerance
margin for these loans, which are considered riskier.
The proportion of such loans with LTV ratios above
the 80 % threshold was sharply down to 24 % from

Chart  61
Lending criteria tightened up further in response to macroprudential policy among other factors
Changes to mortgage loans conditions
and explanatory factors
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Chart  62
Fewer mortgage loans with high loan-to-value ratios
(distribution of new mortgage loans by loan-to-value ratio, in % of total)
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33 %, but it is still significantly higher than the
10 % tolerance margin set out in these supervisory
expectations.

Households’ net financial positions
are generally healthy, but some
sections of society look vulnerable

In the second half of 2020, for which no data are yet
available, financial institutions may have tightened
the LTV criterion even further : for the loans granted
during this period, they were, for the first time, fac‑
ing accountability to the Bank for not complying
with supervisory expectations, if and when relevant.
The Bank considers it important for the measures to
be maintained in the current economic circumstances,
as these help to keep the markets for residential prop‑
erty and related loans healthy by protecting borrow‑
ers from excessive debt and ensuring that the risks in
financial institutions’ mortgage loan portfolios do not
grow further.

The financial accounts reveal that private individu‑
als bumped up their financial assets by € 24.1 bil‑
lion in the first three quarters of 2020, with new
assets being mostly cash and deposits. This clear
preference for liquid investments is explained both
by major general uncertainty and the need to sud‑
denly deposit unexpected savings surpluses until
catch-up consumption becomes possible or a fi‑
nancial investment project or property investment
goes ahead. In addition, households also bought
equities and investment fund units to the tune of
€ 5.6 billion and € 5.5 billion respectively, whereas
they had just tended to sell off these assets in the
corresponding period of 2019. Just as in previous
years, however, they were singularly uninterested in
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of which reflected the 2017 findings 1, suggest that
Belgian households owning assets whose prices are
subject to short-term changes in the financial mar‑
kets – such as shares, investment fund units or bonds
– typically have a median financial net wealth of
€ 93 600, which is 19 times that of the total popula‑
tion, while their annual incomes average € 58 400,
compared with € 43 500 for the population as a
whole. And lastly, they are typically older than the
median Belgian household.

debt instruments (-€ 3.6 billion). Nor did insurance
products appeal (-€ 1.2 billion).
At the same time as amassing new financial assets,
households incurred € 15 billion in losses on assets
in the first nine months of 2020, as riskier assets
– equities and investment funds – lost ground in the
wake of sharply lower securities prices in the financial
markets in the first quarter of the year. However, the
situation improved in the next two quarters, when pri‑
vate individuals recouped some of their losses. Overall,
households saw the value of their financial assets
climb from € 1 409.8 billion at the end of 2019 to
€ 1 418.7 billion in the third quarter of 2020.

The crisis did not merely influence household wealth,
it clearly also hit already vulnerable sections of the
population harder, particularly those who saw their

It may well be that the wealthiest households
were the hardest hit by these swings in share pric‑
es. Data released by the Household Finance and
Consumption Survey (HFCS), the most recent results

1 de Sola Perea, M. “First results of the third wave of Belgium’s
Household Finance and Consumption Survey”, NBB, Economic
Review, June.

Chart  63
A dearth of investment opportunities and precautions saw households accrue mostly liquid assets
New household ﬁnancial assets
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incomes fall or spending rise. The Bank’s monthly
consumer confidence survey in December 2020 re‑
corded 17 % of respondents reporting a loss of in‑
come of more than 10 % because of the coronavirus
crisis. This percentage rose to 30 % for people not
in remunerated activities – disregarding the retired
– and to 46 % for self-employed workers.
When a household experiences an income shock,
its financial resilience will depend on adequate cash
reserves accumulated in the past, or – in their ab‑
sence – on the possibility of receiving financial as‑
sistance. Indebted households may well have lower
disposable incomes and find it less easy to secure
additional borrowing when facing liquidity issues.
In December 2020, some 26 % of consumers reported
that they had a savings buffer of no more than three
months’ worth of subsistence expenses. This percent‑
age rose to 47 % for people not in remunerated activi‑
ties (disregarding the retired). A total 7 % of consum‑
ers found themselves in a precarious situation, with
declines in income and insufficient savings.

These vulnerable sections of the population may
be broken down further by drilling deeper into the
detailed information provided by the Household
Finance and Consumption Survey (HFCS, see box
6). Although it is impossible to assess changes to
households’ financial situation in 2020 on the basis
of the data collected at the time, these do paint
a picture of household starting positions before
the coronavirus crisis. For one thing, the data re‑
veal that certain sections of the population have
only small emergency savings to handle household
income shocks. Aside from households on low in‑
comes, these are typically households in which the
reference person is looking for a job. Of those in
work, particularly in the hardest-hit sectors, people
working in the hospitality industry are now also in
a more vulnerable position.
It should be noted that specific employment cat‑
egories, which could not be identified in the HFCS
sample, enjoy only limited social protection. They are
the subject of chapter 6.2 of this Report.
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BOX 6

Households’ savings buffers prior to the crisis
The Household Finance and Consumption Survey captures information on Belgian households’ savings
and consumption behaviour and facilitates evaluation of household vulnerability to household income
shocks, such as the one caused by the COVID-19 crisis. A household hit by a slump in economic activity
will find it harder to cover their basic outgoings if they have only limited savings.
In 2017, the last year for which survey data are currently available, 52 % of Belgian households
reported that their income exceeded their basic outgoings 1, enabling them to save on a regular basis.
This compares with an average 41 % in the euro area. Of course, household savings capacity depended
on income levels and only 30 % of Belgian households in the lowest quintile of the income distribution
were able to save, compared with 68 % in the highest quintile.
These differences are visible in the varying degrees to which households are able to handle a household
income shock or an unexpected expense : 81 % of Belgium’s households had enough in their bank
accounts to cover at least a month’s worth of basic outgoings, but this percentage was only 66 % for
households in the lowest income quintile. If shocks were to linger longer, most households on lower
incomes would run into trouble, as barely half of those in the lowest income quintile had enough money
in the bank to cover expenses for at least three months, while only 39 % would be able to pay expenses
in the event of a household income shock with repercussions lasting six months, compared with 72 %
of households in the highest income quintile.
Only 30 % of households in which the reference person was looking for work at the time of the survey
had enough money in their accounts to cover three months of expenses ; the median savings buffer for
this group of people represented two weeks of outgoings. Single-parent households and single people
under the age of 65 also had fewer savings. Relative to expenses, savings tended to be slightly lower
when the household reference person was a woman than when it was a man. Lastly, savings buffers
were also smaller for indebted households.
Households of people working in the hardest-hit sectors are more vulnerable
Restrictive measures and social distancing imposed to combat the pandemic meant that services
requiring close personal contact were deeply affected by the COVID-19 crisis, e.g. trade and transport,
the hospitality industry, administrative and support services to businesses – in particular, temporary
employment services, other services activities, such as associations’ activities, hairdressers and beauty
salons, as well as the arts, entertainment and recreation. People working in these sectors run a bigger
risk of loss of income as a result of a deteriorating employment situation, either because they have lost
their jobs or because they are temporarily unemployed for a long time.
Although total gross income in households in which one household member works in one of the hardesthit sectors tends to be comparable to those of households in the least affected sectors, the differences
are greater for specific industries – e.g. a household income that is 29 % lower if at least one household
member works in the hospitality industry.
1 The concept of basic outgoings as used here comprises the cost of food and housing (rent or mortgage loan and bills), as well as
interest and debt repayment on HFCS data.
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Some Belgian households find it hard to build cash reserves
(reference year 2017)

Savings capacity by income quintile
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Households with workers in the hardest-hit sectors have lower savings buffers
(in € thousands, reference year 2017)
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In median terms, households with a member working in one of the hardest-hit sectors have fewer
savings at their disposal, both in absolute terms (–30 %) and relative to their income and expenses.
This difference was very pronounced if one household member worked in the hospitality industry,
but also when the household had workers in other services activities or in the arts, entertainment or
recreation industries.
In households whose reference person is a self-employed worker, the ability to cover household
expenses with cumulative savings also tends to be smaller if their self-employment is in the hospitality
industry (fewer than one-third of these respondents could make their savings stretch to six months of
outgoings) or in administrative and support services (52 %). That said, households where the reference
person is self-employed do typically have a larger savings buffer and higher net wealth than those
households with a wage earner as a reference person.
These findings clearly reveal, then, that, although most households are relatively capable of handling
a temporary shock to their incomings or outgoings, a significant percentage of households on low
incomes were very vulnerable indeed. This was especially true when the reference person was a jobseeker, as these households tend to have few cumulative savings. Households that might be potentially
harder hit by the cessation of certain economic activities, especially the hospitality industry, were also
much more vulnerable.
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Rising household debt threatens
to make certain households more
vulnerable
Growth in household borrowing slowed in the first
half of 2020 and stabilised in November at an annual‑
ised 4.5 % (compared with 6.1 % in December 2019).
Mortgage lending showed the same downward
trend, but remained robust, continuing to grow at an
annual rate of 5.4 % by November 2020, compared
with 7.0 % at the end of 2019.
As a result, Belgian households saw their liabilities
grow further in 2020, although at a slower pace than
in the second half of 2019, when they were ratcheted
up by people seeking mortgage loans in the run-up
to the cancellation of the mortgage relief scheme in
Flanders. In the first nine months of 2020, private
individuals took out € 6.7 billion in property loans,
which is around two-thirds of the amount in the cor‑
responding period of 2019. Interest rates remained
exceptionally low : by November 2020, interest on a
new residential property loan for an initial fixed term
of ten years averaged 1.40 %, compared with 1.56 %
at the end of 2019. In the third quarter, savings ac‑
cumulated in the preceding months could at least be
partly used for spending on homes. Mortgage lend‑
ing data suggest a catch-up on some of the fall trig‑
gered by the spring lockdown, but without matching
the previous year’s level.

Other types of long-term lending, including consumer
credit, worked out at € 1.1 billion for the first three
quarters of 2020, compared with € 1.0 billion in the
previous year. This helped to take Belgian household
debt to € 317 billion by the end of September 2020 –
€ 8.8 billion up on the end of 2019. Mortgage loans
account for an ever-increasing proportion of loans to
private individuals ; their share rose from 82.5 % at
the end of 2010 to 86.2 % in September 2020.
Households’ debts also rose in Belgium in relative
terms, as they did in the euro area as a whole. The
debt ratio was driven up by the gross increase in li‑
abilities, but also automatically through the drop in
GDP. On aggregate, debt accounted for 66.4 % of
GDP in Belgium in September, up from 61.8 % in
December 2019. In the euro area, it averaged 61.6 %
of GDP at the end of the third quarter of 2020, com‑
pared with 57.8 % nine months earlier.
The general situation at an aggregate level does not
reveal which groups of households may be vulnerable
when it comes to debt, but vulnerable households
would appear to be further weakened if they must
weather a shock – such as the coronavirus crisis – that
may eat into their incomes or raise their outgoings.
Their unsustainable debts might in turn threaten the
stability of the financial system as a whole, so it is
vital that microeconomic data analyses help identify
these groups.
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Chart  64
The debt ratio for Belgian households keeps rising while interest rates remain extremely low
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The Household Finance and Consumption Survey put
the liabilities of indebted households at a median value
of € 68 000 in 2017, with the median ratio between
debt and gross annual income at 91 %. Households
on lower incomes were looking at debts of some
24 % of their annual incomes, as they agree relatively
fewer mortgage loans (7 % compared with an aver‑
age 37 % for all Belgian households). Households
with smaller savings buffers saw debt at 70 % of
income. On average, these households had median
incomes and net wealth below households with more
in savings. Members of such households were typi‑
cally slightly younger as well.
In 2017, repayments and interest payments ac‑
counted for 12 % of indebted households’ gross
median incomes. For some categories of house‑
holds, the repayment burden was heavier, though :
10 % of households in debt were facing repayments
of over 30 % of their gross income. This percent‑
age was higher for households in which the refer‑
ence person was a self-employed worker and for
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single-parent households. Despite the impact of
the COVID-19 crisis on incomes, the vulnerabilities
identified for selected groups of households did
not manifest as higher default rates on their bor‑
rowings. In fact, defaults remained well contained
throughout the year, in part, perhaps, because of
the measures that were taken to financially sup‑
port households. Repayment deferrals introduced
by banks as part of their pandemic response are
also likely to have contributed, as households most
bogged down by the crisis were able to temporarily
postpone repayment on their loans. Default rates
might start to go up when these payment defer‑
rals end in March 2021 (implying that their effect
will last another three months until the end of
June 2021) and the effects of the crisis start to bite
into household income harder.

5.4 Banking sector in strong position
to support the economy but
also facing key challenges

The Belgian banking sector began the COVID-19 crisis
in fine financial fettle, as it has created robust capital
and liquidity buffers on the back of restructuring ef‑
forts and more rigorous regulation since the global
financial crisis. Consequently, the sector is well placed
to play a key part in weathering the current crisis and
supporting the economy. What is more, the pruden‑
tial authorities have taken measures to help banks
meet their key financial intermediation function (see
section 5.1). At the same time, the coronavirus crisis
confronts the banking sector with a new set of chal‑
lenges on top of the issues it was already facing. The
expected increase in corporate bankruptcies and un‑
employment will probably result in more companies
or households failing to repay their loans or repay
them on time. These loan losses – and the provisions
being made to absorb them – will serve as a drag on
profitability, which had already been under pressure
in the past couple of years due to the low interest rate
environment, cost structures and fierce competition
in certain markets.

Banks are preparing for increasing
loan losses
In the past couple of years, banks have been lending
quite a lot to companies and households in Belgium
and abroad. But the massive economic impact of
the coronavirus crisis is likely to translate into greater
numbers of company bankruptcies and rising unem‑
ployment, potentially jeopardising repayment of those
loans and making it highly likely that the Belgian
banking sector will incur larger loan losses. Thanks
to a whole range of government support meas‑
ures and financial sector engagements, such as loan
repayment moratoria and other income-supporting

measures, the proportion of non-performing loans in
banks’ balance sheets – which had been consistently
falling in recent years – had not yet gone up in the
year to September, coming in at around 2 % of total
outstanding loans, just as it had in 2019. In fact, the
percentage was still well below the average in the
euro area (2.9 % in June 2020).
All that said, the first signs of deteriorating credit
quality are already becoming apparent, as the share
of loans subject to restructuring measures – i.e.
for which a payment holiday or extension of the
term to maturity has been agreed – has clearly
gone up since the start of the coronavirus crisis.
For loans to households, this percentage rose from
1.2 % to 1.6 % between the end of 2019 and
September 2020, while it doubled for loans to
companies, from 1.2 % to 2.4 %. According to the
European Banking Authority’s Guidelines 1, loans
subject to general payment moratoria are not auto‑
matically considered as loans subject to restructur‑
ing measures. The increase identified thus mainly
concerns other, more credit-specific types of debt
restructuring. With the implementation of the new
IFRS 9 accounting standard in 2018, banks must
classify their loans by credit risk in three categories
and make their provisions accordingly. Since the
outbreak of the crisis, the proportion of loans with
a significant increase in credit risk but that are not
yet non-performing has grown, i.e. loans in the sec‑
ond category. This is especially the case for loans to
companies, with the share in the second category
up from 13 % to 17 % between the end of 2019

1 EBA Guidelines on legislative and non-legislative moratoria on
loans repayments (EBA\GL\2020\02, amended by EBA\GL\2020\08
and EBA\GL\2020\15).
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Chart  65
Share of non-performing loans is still stable but there has been an increase in percentage of loans
subject to restructuring measures
Non-performing loans 1
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Source : NBB.
1 Non-performing loans are those that may not be repaid due to their borrowers getting into financial trouble or which are already in
arrears.
2 Loans subject to restructuring measures are loans for which banks have granted concessions to debtors in financial trouble (such as a
payment holiday or an extension of the term to maturity). Loans subject to a general payment deferral (moratorium) are not automatically
considered in the same class as loans subject to restructuring measures according to the guidelines of the European Banking Authority.

and September 2020. As it turns out, however,
there are major differences between banks in terms
of to what extent they classified loans in this sec‑
ond category and what additional provisions they
are making. These differences cannot be entirely
explained by the risk profiles of banks’ lending port‑
folios ; they also reflect diverging use of qualitative
indicators to assign loans to specific categories, the
timeliness of identifying a significant increase in
credit risk and the macroeconomic scenarios used
to model the impact of the crisis.
For now, loan losses facing the Belgian banking
sector remain low, but they threaten to balloon
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when current support measures end. Actively ini‑
tiating debt restructuring plans for solvent house‑
holds and companies – in contrast to the general
payment moratoria in which the borrower takes the
initiative – might prove key for banks to minimise
losses and avoid unnecessary defaults. Meanwhile,
banks should make timely and additional provisions
to absorb future losses. In September 2020, loan
portfolio provisions totalled nearly € 10.4 billion,
compared with € 8.9 billion at the end of 2019.
While the coronavirus crisis unfolded, banks have
booked new provisions to varying degrees, not just
based on the composition of their loan portfolios,
but also on their own assessments of the way the

crisis was developing and the prospects for eco‑
nomic recovery.
In addition to these extra provisions, the solid buffers
created in the Belgian banking sector in past years
and the various initiatives by the supervisory and
regulatory authorities should provide extra scope to
absorb higher-than-expected loan losses. To date,
the sector has not had to call on these buffers, as
generated earnings have proved adequate to cover
additional provisions.
Some three-quarters of new provisions were made to
absorb losses on corporate loans. By September 2020,
the Belgian banking sector had lent a total of around
€ 250 billion to companies, of which € 162 billion to
Belgian companies, indirectly exposing it to the impact

of the crisis on the hardest-hit sectors. However,
outstanding loans to very vulnerable industries – in
particular, the hospitality industry and the arts, enter‑
tainment and recreation sector – are relatively minor :
€ 6 billion, or a mere 0.5 % of total bank assets by
the end of September 2020. Banks also have loans
outstanding to some sub-sectors of the wholesale
and retail trade sector, the transport sector and the
services industry, all of which are feeling the pain of
the crisis keenly, such as non-food retailing, personal
services and people transport. But even here, the to‑
tal amount of loans to all these sub-sectors together
is rather small when compared to the banks’ entire
loan portfolio.
The banking sector may also run into losses because
of its interconnectedness with the property market,

Table 13
Outstanding corporate loans in the Belgian banking sector, by industry
(consolidated data, gross carrying amount in September 2020, in € billion)

Total corporate loans

Total

Belgian
companies

Foreign
companies

249.6

161.8

87.9

of which :
Wholesale and retail trade

39.2

25.9

13.3

Manufacturing industry

37.1

18.1

19.0

Real estate activities

35.0

27.4

7.5

Construction

26.8

19.4

7.4

Professional, scientific and technical activities

18.8

16.1

2.7

Human health services and social work activities

15.3

13.7

1.6

Transport and storage

15.0

7.8

7.3

Agriculture, forestry and fishing

11.3

3.5

7.8

Electricity, gas, steam and air conditioning supply

11.2

5.2

6.0

Administrative and support service activities

10.6

6.8

3.8

Information and communication

6.6

3.1

3.6

Financial and insurance activities

5.5

3.6

1.8

Other services

4.7

2.5

2.2

Accommodation and food service activities

4.2

3.3

0.8

Water supply ;
sewerage, waste management and remediation activities

2.9

2.0

0.8

Arts, entertainment and recreation

1.8

1.5

0.4

Mining and quarrying

1.8

0.3

1.6

Public administration and defence

1.4

1.2

0.1

Education

0.6

0.4

0.2

Source : NBB.
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as the effects of the crisis are likely to be felt particu‑
larly strongly in commercial property, a highly cyclical
market. A number of trends – such as working from
home and e-commerce – have taken off in a big way
that may yet have consequences for the office and
retail property markets. In the past years, the banking
sector’s exposure to the commercial property market
has been continuously growing, through direct loans
to market players or via commercial property serving
as loan collateral. By September 2020, this exposure
stood at around € 60 billion, or 5 % of bank assets.
Meanwhile, losses in the residential property market
cannot be ruled out either, as the expected rise in
unemployment could trigger higher defaults on mort‑
gage loans, which account for no less than 20 % of
total bank assets.

Banking sector profitability to be
squeezed further
In the first nine months of 2020, the Belgian bank‑
ing sector notched up consolidated net profits of
€ 2.7 billion, 40 % below the corresponding period
in 2019. As a result, return on equity fell to 5.0 %,

compared with 8.7 % in 2019. Although sector profit‑
ability weakened, return on equity did remain positive
despite the major repercussions of the coronavirus
crisis. And, just as in past years, it remained well
above the average recorded by banks in the euro
area – where first-half results are showing a return
on equity below 1 %.
The lower profits were mostly down to the ad‑
ditional provisions Belgium’s banks made in ac‑
cordance with prudential rules for the loan losses
the COVID-19 crisis is expected to cause. The first
nine months of 2020 saw them set aside new
provisions to the tune of € 2.5 billion, an amount
significantly higher than the corresponding period
of 2019 (€ 0.7 billion) and the three previous full
years (€ 1.3 billion, € 0.8 billion and € 0.7 billion
in 2019, 2018 and 2017 respectively). The loan loss
ratio – i.e. the ratio between the new provisions
recognised for loan losses and total loan volumes –
clearly widened as a result, from 13 basis points
in 2019 to 30 basis points in the first nine months
of 2020, still well below the 78 basis points seen
in 2009 at the height of the global financial crisis.
The bulk of these new provisions was recorded in

Table 14
Income statement of Belgian credit institutions
(consolidated data, in € billion)

First nine months

2017

2018

2019

2019

2020

Net interest income

14.1

14.4

14.6

10.8

10.7

Non‑interest income

8.9

8.3

8.5

6.3

5.7

Net fee and commission income 1

5.6

5.6

5.6

4.1

4.1

Net realised gains and losses on financial instruments

0.9

1.2

0.5

0.5

−0.2

Other non‑interest income

2.5

1.5

2.4

1.7

1.8

Operating income
Operating expenses
Gross operating result (before impairments and provisions)

23.0

22.7

23.1

17.1

16.4

−13.4

−13.9

−13.7

−10.4

−10.2

9.6

8.8

9.4

6.7

6.2

Impairments and provisions

−0.7

−0.8

−1.3

−0.7

−2.5

Other components of the income statement 2

−3.0

−2.3

−2.0

−1.4

−1.0

5.9

5.6

6.1

4.6

2.7

Net profit or loss

Source : NBB.
1 Including commission paid to bank agents.
2 This item includes taxes, extraordinary results, negative goodwill recognised in profit or loss, and the share in the profit or loss of investment
in subsidiaries and joint ventures.
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banks, as they are heavily reliant on net interest mar‑
gins for their profitability, i.e. the difference between
the interest they receive on their assets (mainly loans
and bonds) and the interest they pay on their liabilities
(such as savings deposits). These margins are under
Losses on financial instruments depressed results a lit‑
pressure as interest rates on loans and bonds persist
tle as well. It was these losses, which mainly occurred
in their downward trajectory, whereas interest on sav‑
in the volatile first quarter of 2020 on the financial
ings deposits has hit bot‑
markets, that took non-in‑
tom. At the outset of the
terest income € 0.6 billion
Support measures have so far kept
crisis, net interest income
below the figure for the
the impact of the crisis on the
managed to hold steady,
corresponding period of
banking sector relatively subdued
partly on higher volumes
the previous year.
of lending, to companies
in the main. Net interest income was also support‑
Although the ongoing low interest rate environment
ed by the measures taken by the ECB’s Governing
continued to dampen the Belgian banking sector’s
Council – the TLTRO III programme has put additional
net interest income, this figure stabilised in the first
liquidity at the banking sector’s disposal, at favour‑
nine months of 2020 compared with the correspond‑
able interest rates, to prop up lending to households
ing period of the previous year and remained the key
and companies. At the same time, a new two-tier
contributing factor to gross operating result. The low
system for remunerating excess reserves came into
interest rate environment is a major challenge for
the second quarter of 2020, but the fourth quarter
may bring further provisioning in the wake of the
partial lockdown from October 2020.

Chart  66
Profitability under pressure from rising loan loss ratios and falling net interest margins
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2 The net interest margin is the difference between average interest received on interest-bearing assets and average interest paid on interestbearing liabilities (non-consolidated data).
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force at the end of 2019, making it less expensive to
park reserves with the ECB. Expectations are that the
current economic climate, the low interest rate envi‑
ronment and the federal guarantee scheme will fur‑
ther squeeze interest margins as well as net interest
income in the short and medium term. Meanwhile,
company loan growth, the key engine behind the in‑
crease in interest-bearing assets at the start of 2020,
has since slowed sharply.
Backed by a wide range of supportive measures
by central banks, prudential authorities, government
and the financial sector itself, the impact of the
COVID-19 crisis on Belgium’s banking sector has been
relatively limited to date. In effect, most of this impact
came from the anticipation of future loan losses,
which depress profitability. That said, the crisis came
on top of existing (structural) challenges to the prof‑
itability and business models of Belgium’s banks. For
one thing, the sector is hobbled by a relatively heavy
cost structure, with cost/income ratios hovering
around 60 % (62 % in the first nine months of 2020).
What is more, costs savings in the short term are
difficult to achieve, as banks need to invest to keep
pace with the increasing digitalisation of the financial
world. At the same time, however, such investment is
also an opportunity to operate more cost-efficiently
in the future. Some banks, meanwhile, are up against
challenges to the sustainability of their business mod‑
els – such as lack of diversification in sources of in‑
come – which have become even more pronounced
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in the current environment of low interest rates and
fierce competition in some markets. This particularly
applies to small and medium-sized banks focused on
activities where the impact of low interest rates and
intense competition is most notable. A more in-depth
analysis can be found in the Bank’s 2019 Annual
Report (more specifically chapter 4, section 4.5 in the
Economic and financial developments part).
Banking sector profitability is liable to remain un‑
der pressure from the short-term implications of
the COVID-19 crisis and more structural long-term
challenges already in place prior to the outbreak of
the crisis. At the same time, solvency and liquid‑
ity positions remained robust and even improved
in the first nine months of 2020. On the back of
restrictions imposed on dividend payments, aver‑
age common equity Tier 1 (CET 1) ratios rose to
16.1 % by the end of September 2020, compared
with 15.6 % at the end of 2019. In fact, this fig‑
ure was higher than the euro area average (of
15.3 % in June 2020). The liquidity coverage ratio
(LCR), meanwhile, was up at 167 % – the highest
level since the introduction of this prudential ratio
in 2015 – which is comparable to the euro area av‑
erage (166 % in June 2020). Boasting ample capital
and liquidity buffers that may be used for absorb‑
ing loan losses and ensuring lending to the real
economy, Belgium’s banking industry may serve as
a key lever to help ease the consequences of the
crisis for the Belgian economy.

5.5 Insurance industry resilience in the face
of the first impact of the COVID-19 crisis
Belgium’s insurance industry has been grappling with
a low interest rate environment for many years and,
at the behest of the Bank as supervisory authority,
has taken actions to bolster its solvency by way of
adjustment measures. The industry was therefore in
a healthy and robust position to deal with the first
set of consequences when the pandemic broke out.

The COVID-19 crisis is weighing on
insurance industry solvency
The effects of the COVID-19 crisis on the finan‑
cial markets ate into the solvency of the country’s

insurance companies in 2020. The erosion, which
was most pronounced in the second quarter of 2020,
reflected a double-hit shock, affecting both asset and
liability values in insurers’ balance sheets.
On the liabilities side, the shock derives from lower
risk-free rates, raising the updated market value of
liabilities towards policy-holders. These lower rates
likewise affect assets, as they also push up the market
values of bonds, which account for 70 % of insurers’
investment portfolio. What is more, the crisis pushed
up risk premiums, causing – all other things being
equal – a depreciation in the market value of selected
assets in their investment portfolio.

Chart  67
Insurance sector solvency remained relatively robust in 2020, despite a deterioration
in the second quarter
(solvency capital requirement coverage ratio, in %)
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All told, the increase in the market value of the as‑
sets was smaller than that for liabilities, automatically
reducing the value of insurers’ own funds. Liabilities
towards policy-holders increased by 3.6 % in the sec‑
ond quarter of 2020, while the investment portfolio
only added 2.8 % in market value, taking the balance
of assets and liabilities, i.e. eligible own funds, from
€ 36.4 billion at the end of March to € 35 billion by
the end of June.
This double-hit shock drove down the solvency
capital requirement coverage ratio, as apparent
from the quarterly data of the Solvency II regula‑
tory framework, from 206 % in the first quarter
of 2020 to 187 % in the second quarter. In the third
quarter, the percentage was back up to 194 %.
Despite the deterioration in the second quarter,
solvency in the sector at large remained relatively
good in 2020, with the Bank’s recommendation to
temporarily suspend dividend payments helping to
mitigate the negative effects on sector solvency.
That said, solvency differences between individual
insurance companies are wide.

Profitability prospects are overcast
by the COVID-19 crisis, particularly in
view of premiums and claims trends
It may not be possible yet to ascertain the full picture
of the impact of the COVID-19 crisis on the insurance
industry’s profitability, but selected provisional indica‑
tors are pointing to a retrenchment. After all, the sec‑
tor’s income statement is liable to be buffeted by the
pandemic from two angles, i.e. trends in premiums
and claims on the one hand and returns on insurers’
investment portfolio on the other.
At the non-life end of the insurance industry, premium
income in the second and third quarters of 2020 was
unchanged on the corresponding quarters of 2019.
However, the various lines of business were recording
widely different numbers, reflecting the varying de‑
grees to which they were affected by the crisis. Credit
and surety insurance, occupational injuries insurance
and third-party liability motor insurance felt the pain
most keenly in the wake of economic recession and
the impact of the first lockdown. Claims, in turn, lost
some 10 % on their 2019 numbers in the second and
third quarters of 2020, in particular because of the
effects of the first lockdown. Here, too, situations
are very different from one business line to another.
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Fewer claims were received for occupational injuries
insurance, motor insurance and travel cover, whereas
the claims burden surged in other areas, such as
loss-of-income insurance. This combination of stable
premium income and a smaller number of claims
provided a boost to non-life insurance results in the
second and third quarters of 2020.
The life insurance sector saw premium income come
down by 8 % and 6 % respectively in the second
and third quarters of 2020 compared with the
corresponding quarters of 2019. This decline was
more pronounced for guaranteed-return contracts
(class 21) than for those with non-guaranteed returns
(class 23). Claims in this sector rose in the second
and third quarters of 2020 by around 8 %, a more
pronounced advance than in the corresponding quar‑
ters of 2019. As noted, premiums and claims trends
depressed life insurance results, but it is too early to
say whether or not this deterioration is a temporary
phenomenon. Factoring in Belgian households’ risk
aversion and their growing savings since the start of
the crisis, it cannot be ruled out that they will return
to invest in life insurance products.
It should also be remembered that the coronavirus cri‑
sis, in addition to its impact in the first quarters of the
pandemic, may also have repercussions in the rather
longer term, such as an increase in unemployment
and company bankruptcies, or persistent weakness
in investment spending and foreign demand. An eco‑
nomic situation such as this would most likely cause
a drop-off in demand for insurance products in both
the life and non-life sectors.

The investment portfolio is also
exposed to the consequences of the
coronavirus crisis
The COVID-19 crisis does not only spell risks to the
solvency and profitability of insurance companies ; it
may also affect the value of assets held.
As it invests in corporate bonds and equities, the
Belgian insurance industry is exposed to non-financial
corporations in a wide range of sectors, some of
which have been impacted more severely by restric‑
tive measures. The hospitality and events industries
– which are considered especially vulnerable, with
ERMG survey data suggesting they saw the steep‑
est fall in revenues and run the highest bankruptcy

risk – account for around 1 % of the corporate bond
portfolio and less than 0.5 % of the equity portfolio.
Exposures to other industries affected by the corona
virus crisis, such as retailing, personal services and
passenger transport, also remained limited.
In addition to the negative impact any deterioration
in the situation that vulnerable industries find them‑
selves in would surely have on the market values of
these investments, there is another reason for con‑
cern : the risk of rating downgrades by credit rating
agencies. With around 35 % of corporate bonds in
insurance portfolios commanding BBB ratings, even

a small-notch downgrade could push them below
investment-grade status and trigger higher regula‑
tory capital requirements among other consequences.
Simulations by the Bank suggest that this possibility
could have a major negative impact on the insurance
sector’s solvency at large, but particularly on the sol‑
vency of selected insurers.
The banking sector could likewise suffer negative
consequences from the crisis, especially when pay‑
ment deferrals and guarantee schemes underpinning
loans to companies draw to an end and company
bankruptcies start to climb. Insurance companies are

Table 15
Corporate bond and equity portfolios held by the Belgian insurance sector, by industry
(market value)

Corporate bonds

Equities

Exposures

Share in
the relevant
portfolio

Exposures

Share in
the relevant
portfolio

(in € billion)

(in %)

(in € billion)

(in %)

Financial and insurance activities

21.4

34.2

11.5

53.6

Manufacturing

12.1

19.3

2.7

12.7

Production and distribution of electricity, gas, steam and
air conditioning

6.0

9.6

0.4

1.9

Information and communication

5.0

8.1

0.8

3.6

Transport and storage

4.5

7.2

0.1

0.4

Real estate activities

4.2

6.7

4.4

20.4

Construction

2.0

3.3

0.2

1.1

Public administration and defence

1.3

2.1

0.0

0.0

Water supply ; sewerage, waste management and
remediation activities

1.2

2.0

0.0

0.2

Specialist, scientific and technical activities

0.9

1.5

0.3

1.4

Wholesale and retail, car and motorcycle repairs

0.9

1.4

0.4

1.7

Mining

0.8

1.3

0.0

0.1

Administrative and supportive services

0.6

0.9

0.2

0.7

Other

0.6

0.9

0.1

0.6

Accommodation and food service activities

0.4

0.6

0.1

0.2

Human health and social work

0.3

0.6

0.1

0.6

Agriculture, forestry and fisheries

0.1

0.1

0.0

0.0

Education

0.0

0.1

0.0

0.0

Other service activities

0.0

0.1

0.1

0.5

Arts, entertainment and recreation

0.0

0.1

0.0

0.0

Households as employers

0.0

0.0

0.0

0.0

Source : NBB.
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also exposed to banks, either because they invest
As it holds an extensive investment portfolio in
in bank bonds or equities or because they are part
government debt (€ 141 billion, or 47 % of the total
of a bancassurance group.
portfolio), more particu‑
Compared with the rest
larly in domestic govern‑
The sector’s commercial property
of Europe, however, the
ment debt, the insurance
exposures risk being hit by
Belgian insurance sector is
sector is relatively exposed
the effects of the crisis
one of the least exposed
to spread risk in this mar‑
to the banking sector (around 8 % of the investment
ket. In addition to the hedging strategies of insur‑
portfolio, as against 16 % at the European level).
ance companies to protect themselves, this risk may
also be tempered, in the event of volatile spreads, by
the countercyclical volatility adjustment mechanism
Moreover, Belgium’s insurance companies are rela‑
created by the Solvency II regulatory framework.
tively major institutional investors in commercial
property, in which their direct and indirect ex‑
posures have grown year on year and currently
amount to around € 30.3 billion, or 10 % of the
Reinvestment risk is bound to rise
total investment portfolio. This commercial prop‑
further
erty exposure might also be at the receiving end of
pandemic malaise, especially if e-commerce were
As mentioned above, returns on insurance sector
to gain even more ground on shopping in physical
investment portfolio are expected to narrow, while
outlets and if office property prices fall prey to an
they were already under pressure from the low
ongoing working-from-home trend.
interest rate environment, which is also likely to
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persist post-crisis. This is likely to harm those life
insurers that have commitments to meet, taken on
in the past at sometimes steep guaranteed rates.
Thanks to measures they have been putting in place
for a number of years now, insurers have managed
to reduce average guaranteed rates on outstand‑
ing life insurance contracts from 2.62 % in 2016 to
2.16 % in 2019. As a result of the crisis, however,
reinvestment risk is liable to keep depressing future
returns, as maturing assets will be replaced by
lower-yielding ones.

It cannot be ruled out that the COVID-19 crisis is
speeding up the pace of portfolio rebalancing to‑
wards more profitable, but also more risky assets,
potentially fuelling the market, counterparty and li‑
quidity risks the sector is facing.

To mitigate these risks, the insurance sector has
been allocating a proportion of its bond portfolios
to less liquid assets commanding higher returns and
enabling a reduction in regulatory capital require‑
ments due to their beneficial effect on the diversifi‑
cation of the investment mix. This explains the con‑
stant increase in the sector’s exposure to mortgage
loans, which currently account for € 18.4 billion, or
6 % of the total investment portfolio.
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