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1 Directive 2013/36/EU of the European Parliament and of the Council of 26 June 2013 on access to the activity of credit
institutions and the prudential supervision of credit institutions and investment firms.

2 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential requirements
for credit institutions and investment firms and amending Regulation (EU) No 648/2012.
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Executive summary

Most Member States took macroprudential action in 2017, though for the EU as a whole
fewer measures were taken than in the previous review period. The decline was due to fewer
reciprocating measures, as the ESRB did not recommend any new measures for reciprocation. The
number of domestic measures remained more or less stable. The most frequently used instruments
over the past year were the systemic risk buffer (SyRB), the cap on the loan-to-value (LTV) ratio
and the countercyclical capital buffer (CCyB). Most measures reflected a tighter policy, designed to
address increased cyclical risks including in residential real estate (RRE) markets.

As there are indications that the financial cycle is turning in some countries, more Member
States tightened the CCyB. In 2017, four Member States activated or increased the buffer rate
and there are now seven countries in Europe that decided on a positive rate. Although extensive
international and European guidance exists for the use of this instrument, there are large
differences as regards key features of the national frameworks. These include the objective of the
instrument, the neutral rate and the indicators used to inform the buffer decision. Implementing the
CCyB framework showed the limitations of using the credit-to-GDP gap as a reference indicator for
CCyB decisions, in particular after periods of prolonged excessive credit growth and for transition
economies.

The real estate sector continues to be an important target of macroprudential policy. Around
70% of Member States had at least one measure in place targeting the RRE sector; for the
commercial real estate (CRE) sector, where in some countries vulnerabilities appear to be building
up, the corresponding figure is less than 40%. Several of the Member States to which the ESRB
issued a warning in 2016 about medium-term vulnerabilities resulting from the RRE sector took
further policy action since receiving the warning, e.g. by expanding the available set of instruments
or by using or further tightening instruments. Some of the warnings did not propose specific policy
action but noted the importance of monitoring developments closely and taking policy action in light
of them. Some RRE measures targeted a narrower geographical area than the country.

Structural risks are addressed by the SyRB and the buffer for other systemically important
institutions (O-SII). More countries activated the SyRB and there are now 12 Member States with
an SyRB in place; some changes in 2017 concerned the level, scope or phasing-in of the buffer. As
regards systemically important institutions (Slls), most developments were of a rather technical
nature, such as changes in the list of Slis and their buffer rates, reflecting changes in systemic
importance, or the adoption of a longer phasing-in period for the buffers. There are large
differences in the calibration of O-SII buffer rates across countries reflecting the exercise of
supervisory judgement and the absence of detailed guidance at the EU level.

A dedicated macroprudential authority has been established and is now operational in
almost all Member States. The central bank plays a key role in the set-up, with many countries
opting for a committee structure. Generally, the macroprudential mandate also covers the non-
banking financial sectors, which combined are bigger in the EU than the banking sector. However,
macroprudential policy actions targeting the non-bank financial sector continue to be rare, with the
possible exception of actions addressing excessive credit growth. The ESRB further enhanced its
monitoring of these sectors and contributed to developing a macroprudential policy framework.

The importance of cross-border banking in the EU poses challenges to the national scope of
macroprudential mandates. One such challenge comes from the growing importance of branches
compared to subsidiaries in the wake of the financial crisis, a trend that may accelerate following
the announced restructuring of some large European banking groups. The ESRB contributed to
addressing these challenges, in particular through the development of its reciprocity framework, but
further initiatives may be needed.
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Introduction

This Review provides an overview of the macroprudential measures adopted in the
European Union (EU) in 2017. It is an update and a further development of the reports that the
ESRB has been publishing since 2015°. These reports draw to a large extent on notifications made
by the national authorities to the ESRB and discussions within the ESRB. The latter are, in
particular, supported by the work of the Instruments Working Group (IWG) and the Assessment
Team on Macroprudential Measures.

The Review is structured in four parts. The overview chapter provides a broad outline of the
national macroprudential measures that were adopted, or planned, in 2017. It starts by reviewing
certain trends seen across different instruments and then turns to specific instruments. Three
special features focus on structural developments in the banking sector and the implications for
macroprudential policy, as well as the use of specific macroprudential instruments addressing both
cyclical and structural risks. The first considers the implications of a growing role of bank branches
for financial stability and macroprudential policymaking; the second compares the use of the CCyB
across a sample of European countries; and the third provides a similar cross-country analysis of
the use of the capital buffer for O-Slls to address structural risks posed by Slis.

3 AReview of Macroprudential Policy in the EU in 2016, ESRB, April 2017, A Review of Macroprudential Policy in the EU in
2015, ESRB, May 2016, and A review of macroprudential policy in the EU one year after the introduction of the CRD/CRR,
ESRB, June 2015.
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General overview of the policy framework and
measures”

1. Introduction

Over the past year, the ESRB further enhanced its publication of information on the
macroprudential policy frameworks and measures of macroprudential interest®. Sources for
such information are mainly the natifications to the ESRB required under the CRD IV/CRR and the
various ESRB Recommendations® as well as input from Member States via the ESRB
substructures.

An overview of measures is published on the ESRB’s website and updated on a monthly basis. A
separate overview with currently active capital-based measures that apply to the Slis in each
Member State was, for the first time, published in early 2017 and is updated on a quarterly basis.
The CRD IV requires designated authorities to notify each quarter certain information related to the
setting of the CCyB to the ESRB, which is also published. In 2017, the website was extended with a
new part on the reciprocation of national macroprudential measures. Finally, the ESRB published
for the first time a list of all the macroprudential authorities and designated authorities in the
Member States, which will be updated on a regular basis.

This section describes the main trends in the macroprudential policy framework and the
measures initiated in 2017, as reported to the ESRB. First, recent developments in the
macroprudential policy framework in Member States’ are discussed. Second, a broad overview is
provided of the main trends observed regarding the use of instruments. Subsequently, certain
instruments used to address cyclical or structural risks are reviewed in greater detail, such as the
CCyB, measures relating to the real estate sector, the SyRB and the buffers for Slls. This is
followed by a discussion on cross-border banking and reciprocity. The section concludes with a
review of initiatives related to macroprudential policy beyond banking.

2. Developments in the macroprudential policy framework
2.1 Macroprudential authority and mandate

Almost all Member States now have a macroprudential authority in place, as required by
Recommendation ESRB/2011/3 on the macroprudential mandate of national authorities. In

Prepared by Sacha Becker, Frank Dierick, Tomasz Gromek, Niamh Hallissey, Dieter Hendrickx, Tomas Konecny, Sarah
Lapschies, Pedram Moezzi, Alexandra Morao, Niko Plennis, Lubo$ Sestak, Stéphanie Stolz and Olaf Weeken (all ESRB
Secretariat).

Since it remains challenging to define exactly what constitutes a macroprudential measure, in this report the broader
concept of the measure of macroprudential interest is used, see A review of macroprudential policy in the EU one year after
the introduction of the CRD/CRR, ESRB, June 2015, p. 6, for further details. To some extent, the Review relies on the
qualification of a measure as macroprudential by the Member State itself.

See Recital 9 of Recommendation ESRB/2011/3 on the macroprudential mandate of national authorities and
Recommendation C.3 of Recommendation ESRB/2013/1 on intermediate objectives and instruments of macroprudential
policy.

Where information is available, Iceland, Liechtenstein and Norway — as members of the European Economic Area (EEA)
— are also included in the discussion about developments in the EU, as the authorities of these three countries also
participated in some of the ESRB’s work as observers, albeit the countries are not EU Member States. As of 2017,
representatives of these three countries are regularly involved as non-voting members in the meetings of the General
Board and the Advisory Technical Committee and the work of the ESRB following Decision No 198/2016 of the Joint
Committee of the EEA.
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the course of 2017, Romania established its National Committee for Macroprudential Oversight, an
interinstitutional cooperation structure comprising representatives of Banca Nationala a Romaniei,
the Financial Supervisory Authority and the Government. The secretariat is provided by Banca
Nationala a Romaniei and the Chair is the Governor, thus ensuring the central bank’s leading role
in macroprudential policy. Italy8 and Spain are the two Member States that have not yet officially
established a macroprudential authority in the sense of the Recommendation. In both cases,
however, financial stability is primarily addressed by the central bank.

In most Member States, the macroprudential authority is either the central bank or an
interinstitutional cooperation structure, with a leading role for the central bank (Figure 1). In
two Member States only (FI, SE) the macroprudential authority is the financial supervisory authority.
Interinstitutional cooperation arrangements typically take the form of a national committee for
financial stability bringing together representatives of the central bank, the financial supervisor and
the government; in some cases, other representatives may also be involved (e.g. of the deposit
guarantee agency, resolution agency or accounting body, as well as independent members). The
central bank generally plays a central role in the working of the committee, e.g. by chairing it,
providing the secretariat, and/or supplying analysis. There are a few Member States where the
Ministry of Finance representative acts as chair (AT, DE, LU). Generally, the committee has soft
law powers, for example by issuing opinions, warnings or recommendations (e.g. PL), but
sometimes it is responsible for taking binding policy decisions as well (e.g. FR).

The macroprudential authority does not need to be the same as the designated authority
that sets the CCyB rate. In slightly more than half of the Member States, the designated authority
coincides with the macroprudential authority. In Member States where the two authorities are
different, the macroprudential authority very often takes the form of a committee, while the
designated authority is either the central bank, the financial supervisory authority or, more rarely, a
government agency such as the Ministry of Finance (PL) or the Ministry of Industry, Business and
Financial Affairs (DK).

Figure 1

Type of macroprudential authority and designated authority

(percentages)
Macroprudential authority Designated authority
7%
50%
64%
8%
M central bank supervisory body m government agency M other

Source: ESRB.

Notes: Designated authority refers to the authority responsible for setting the CCyB rate (Article136 of Directive 2013/36/EU).

8 Enabling Act No 170 of 12 August 2016 provided the Italian Government with the delegated power to establish the Italian

Committee on Macroprudential Policy (Comitato italiano per le politiche macroprudenziali). The term for the exercise of the
delegated powers was set for 16 September 2017 and expired before any action was taken.
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In all Member States the mandate of the macroprudential authority also covers the non-
banking sectors of the financial system. Mandates of macroprudential authorities beyond
banking are mainly exercised through discussions and analytical work addressing systemic risks in
the non-banking sectors. Such analysis can consider a wide range of issues, e.g. systemic risks
emanating from CRE, the shadow banking sector, asset management activities, or the insurance
and pensions fund sectors.

Macroprudential measures in the non-banking sectors have been rare to date. The legal
frameworks of the Member States entrust macroprudential authorities with different instruments
with a varying degree of binding power, such as (non-)public recommendations, warnings, the right
to request and communicate information to supervisory authorities and/or supervised entities in the
non-banking sectors. The majority of Member States have, to date, abstained from any direct policy
intervention. This reflects perceptions of a low level of systemic risks and/or the deemed adequacy
of the existing regulatory framework.

The few macroprudential policy measures affecting the non-banking sectors have focused
on the risk of excessive lending growth. For example, in April 2016 the Haut Conseil de stabilité
financiere (HCSF), the French macroprudential authority, used communication as a soft tool to
raise awareness of risks in CRE markets. In a number of cases, the scope of borrower-based
instruments has been extended to include non-banking institutions together with banks so as to
avoid the cross-sectoral migration of activities and spillover effects. Policymakers’ interest,
however, also extends to other areas such as cybersecurity or limiting procyclicality in the pension
funds sector.

Macroprudential supervision of the non-banking sectors is enhanced by institutional
arrangements between the macroprudential authority, the sectoral supervisory authorities,
and the central bank. In the case of an integrated supervisory framework, the need for external
coordination and information exchange diminishes accordingly. Mechanisms for cooperation among
all authorities (including the exchange of information) are formally addressed via statutory
coordination by law, memoranda of understanding, and in some (integrated) frameworks through
informal arrangements.

At the European level, in 2017 the Commission published its proposals for the ESRB
Review®. The proposals include making the President of the European Central Bank (ECB) the
permanent chair of the ESRB, enhancing the role of the head of the ESRB Secretariat, including
the Single Supervisory Mechanism (SSM) and the Single Resolution Board as voting members of
the General Board, and requiring that the ESRB consults interested parties to inform its opinions,
recommendations and decisions.

2.2 Macroprudential instruments

A number of important initiatives that impact the national framework for macroprudential
policymaking took place over the past year across the EU. Following the advice of the Financial
Market Stability Board, the macroprudential authority of Austria, the Financial Market Authority or
Finanzmarktaufsicht (FMA) will, from July 2018 onwards, have the power to adopt borrower-based
measures such as limits on LTV, debt-to-income (DTI) and debt-service-to-income (DSTI) ratios as
well as limits on maturities of newly granted real estate loans. FMA may further set amortisation

o European Commission, Proposal for a Regulation of the European Parliament and of the Council amending Regulation

(EU) No 1092/2010 on European Union macroprudential oversight of the financial system and establishing a European
Systemic Risk Board, 20 September 2017.
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requirements, apply exemptions and de minimis quotas as well as differentiate the measures
according to location and purpose.

Belgium adopted a law which introduced a new macroprudential tool by allowing Nationale Bank
van Belgié/Banque nationale de Belgique (NBB/BNB) to impose on credit institutions and brokerage
firms minimum funding requirements. These requirements can be set bank by bank, by category of
banks or for the Belgian banking sector as a whole, and need to be met by own funds, subordinated
debt, debt instruments belonging to a newly created category of senior non-preferred debt, and
other eligible debt.

Finland was one of the few Member States where the SyRB was not yet available in the
macroprudential toolbox. Under the CRD IV, Member States may introduce an SyRB to prevent and
mitigate long-term non-cyclical systemic or macroprudential risks not covered by the CRR. End
2017, a law was passed giving Finanssivalvonta (FIN-FSA) the power to impose an SyRB on
banks.

In France, the “Sapin II” law — or Law on Transparency, the Fight against Corruption and
Modernisation of the Economy — of December 2016 has a number of provisions that relate to
macroprudential policy and reinforce the powers of HCSF as the macroprudential authority. The law
extends the power of HCSF to impose borrower-based instruments on all types of lenders (not only
banks and insurers as before). HCSF further obtains new macroprudential tools for the insurance
sector and its powers to access information and data from any relevant actor are reinforced.

Luxembourg decided to expand the macroprudential toolkit by including borrower-based lending
limits to mitigate potential risks stemming from the RRE sector. Discussions between the relevant
national authorities took place in the Systemic Risk Committee (SRC). In December 2017, the
Minister of Finance introduced a draft bill with the aim of providing the national designated authority
(Commission de Surveillance du Secteur Financier or the CSSF) with new powers to determine
such limits. The CSSF, when acting in that capacity, takes decisions only upon a recommendation
by the SRC and after consulting with the central bank in order to reach a common position.

Sweden adopted amendments to the legislation in December 2017 giving Finansinspektionen (the
Swedish FSA), the macroprudential authority in Sweden, additional macroprudential tools to
counter financial imbalances in the credit market. The non-exhaustive list of tools includes
instruments such as limits on LTV, LTI and DSTI ratios. The new amendments entered into force on
1 February 2018. Finansinspektionen will also have the possibility to reciprocate similar measures
taken in other EEA countries.

The review of the CRD IV/CRR is still ongoing. The CRD IV/CRR rules not only provide the
common regulatory framework for microprudential supervision but also for a set of macroprudential
instruments to mitigate systemic risk in the banking sector'®. The ESRB already provided input to
this review'*. Two particularly important areas of discussion are the structural macroprudential
buffers, on which the ESRB recently issued a detailed opinionlz, and the macroprudential use of
Pillar 2 (Box 1).

1 In this publication, the terms bank and credit institution are used interchangeably.

' ESRB response to the European Commission’s Consultation Document on the Review of the EU Macroprudential Policy

Framework, 24 October 2016.

2 ESRB, Opinion to the European Commission on structural macroprudential buffers, December 2017.
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Box 1
The use of Pillar 2 for macroprudential purposes: Pros and cons

Under the Basel Capital Framework, three distinct Pillars act in unison to
strengthen the soundness of the banking system and mitigate financial
instability. The three Pillars aim to increase banks’ resilience against potential
and existing risks, be they idiosyncratic or systemic. Pillar 2 is a flexible toolbox
that aims to address risks not sufficiently covered by the minimum capital
requirements under Pillar 1 and to provide incentives for banks to enhance their
risk management practices. As a prerequisite to its use, both an external and a
bank-internal assessment need to be performed.1 Aside from assessing external
risks posed and faced by the bank, systemic risk arising from the institution is also
gauged.2 Furthermore, Articles 103 and 104 of the CRD permit, in the EU, the use
of Pillar 2 measures against a group of institutions with similar risk profiles.

Experience in the use of Pillar 2 has shown that there is a potential overlap
between microprudential and macroprudential policy objectives. Pillar 2 may
be used to address risks and factors not captured by Pillar 1, including those that
are external to the bank. Some view it as a quintessentially microprudential tool
because Pillar 2 measures are institution-specific. However, it may be argued that
some risks identified at the bank-level stem from external factors, or that an
institution itself poses a risk to financial stability, giving it potentially a broader
scope.®

There is an ongoing debate in the supervisory community on the scope of
Pillar 2 and what its exact purpose should be. The debate ultimately revolves
around CRD articles which, as they stand, permit the use of Pillar 2 for
macroprudential purposes. The differing views were, for example, expressed in
some of the responses to the European Commission’s public consultation on the
Review of the EU Macroprudential Policy framework in 2016.

The view of some is that Pillar 2 should continue to be used for macroprudential
purposes and that legislative amendments are required to improve its coordination
and effectiveness, in turn ensuring that the potential for the double-counting of
risks is mitigated. Others, by contrast, are of the view that Pillar 2 should only be
used to address the risks threatening a specific bank and that there should also be
no constraints as regards to its use for microprudential purposes; consequently,
the use of Pillar 2 must be restricted to microprudential authorities onIy.4 In this
latter view, systemic risks should be solely addressed through the macroprudential
toolkit. In that case, changes in the toolkit should be introduced (e.g. through an
enhancement of Article 458 of the CRR) to ensure that authorities’ scope to
address systemic risks and to impose macroprudential measures, including
measures of a non-capital nature, is not constrained.

The macroprudential use of Pillar 2 is not confined to conceptual thinking.
Finansinspektionen in Sweden used it to target the four largest domestic banks by
bolstering their required common equity Tier 1 (CET1) capital.5 NBB/BNB used
Pillar 2 for macroprudential purposes in order to curb excessive trading activities
undertaken by Belgian banks by introducing a capital surcharge for trading
activities exceeding a certain threshold; although this is currently not a binding
measure and serves as a backstop. In Slovenia, the central bank imposed an
upper limit on interest rates paid out on deposits as part of the ICAAP-SREP
process. In essence, a capital add-on is imposed on banks for any subsequent
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deposits with an interest rate exceeding this cap, provided the source of the
deposit is private and non-bank; in the present low interest rate environment, this
measure is not binding. In the United Kingdom, a loan-to-income (LTI) limit was
implemented to limit new lending at an LTI at or above 4.5. The policy was applied
to a group of firms as a Pillar 2 measure, with the aim of ensuring that potential
economic instability arising from excessive household indebtedness is abated.

Pillar 2 has certain pros and cons in addressing systemic risk. Its flexibility to
shape measures to specific vulnerabilities and institutions is a clear advantage.
Measures can be applied to certain exposures, used as sub-sectoral capital
requirements or even to keep in check excessive leverage of a bank, thus
isolating and countering the root of the systemic risk in question. Furthermore, in
their practical application, microprudential and macroprudential measures are
closely interlinked and cannot always be easily separated.

However, there are also limitations arising from the institution-specific nature of
Pillar 2, notably the possible lack of transparency, as measures imposed within
the Pillar 2 framework are legally not required to be disclosed to the public,
potentially foregoing (beneficial) signalling effects. There also exists the possibility
of coordination problems, in particular for cross-border banking groups with a
college of supervisors, as the CRD does not require the involvement of
macroprudential authorities in the process when Pillar 2 is used for
macroprudential purposes. This may give rise to offsetting effects from the
separate actions taken by the competent and designated authorities. Furthermore,
the possibility of the double-counting of risks may increase the regulatory burden
for the institution.

The ESRB’s view, as expressed in its response to the aforementioned
Commission consultation of 20166, is that if Pillar 2 continues to be used for
macroprudential purposes, there is a need to further enhance and formalise
the coordination and cooperation between microprudential and
macroprudential authorities. Macroprudential authorities should clearly
communicate macroprudential policies to microprudential authorities and the latter
should share their decisions insofar as they are of relevance to the conduct of
macroprudential policy (particularly the Pillar 2 stance). As coordination by itself
may not be sufficient to address any possible conflicts, a clear hierarchy between
policy objectives may also be needed, with predominance given to the
macroprudential objective.

1) A bank must undertake the Internal Capital Adequacy Assessment Process (ICAAP) which ensures that it has assessed
the risks posed to its current and future operations, whilst also having employed correct risk management techniques
internally to manage such risks. This goes hand in hand with the Supervisory Review and Evaluation Process (SREP), as
conducted by the college of supervisors in charge of supervising a specific bank.

2) Article 98 of the CRD places the onus on the competent authority to account for both cyclical and structural risks, through
the SREP.

3) ESRB (2015), The ESRB Handbook on operationalising macroprudential policy in the banking sector.

4) In its package of proposed banking reforms released in November 2016, the European Commission proposed that Pillar
2 would be used exclusively for microprudential purposes. The Commission argues that this will avoid overlaps in the use of
the different capital tools and promotes a more consistent application of the rules.

5) An additional 2 pp common equity Tier 1 capital requirement is placed on these banks. Finansinspektionen (FI) looks at
systemic risk arising from a number of causes when conducting its capital assessment for Pillar 2 requirements; these risks
include credit-related concentration risk, interest rate risk in the banking book and pension risk. Additionally, risks arising
from the shutdown of the securitisation markets are also assessed, as outlined by FI's memorandum of 29 June 2017.

6) ESRB (2016), ESRB contribution to the European Commission’s consultation on the Review of the EU Macroprudential
Policy Framework.
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3. Developments in the use of instruments

Compared to 2016, there was a significant decline in the total number of macroprudential
measures adopted by Member States (Figure 2). The years 2017 and 2016 are more
comparable than the previous years, as in most Member States all the elements of the CRD
IV/CRR macroprudential toolbox were available in this period. The decline over 2016-17 is, to a
large extent, due to the number of reciprocation measures taken in 2016 following the Belgian RRE
measure under Article 458 of the CRR and the Estonian SyRB. In 2017, the ESRB did not
recommend any new measures to be reciprocated, so there was no need for any new reciprocating
actions. Excluding reciprocity measures, the number of domestic macroprudential measures
remained more or less stable compared to 2016. The most frequently used instruments were the
SyRB, the LTV cap and the CCyB.

The Member States that registered the largest number of measures in 2017 were Cyprus, the
Czech Republic, Ireland and Slovakia. However, this conclusion should be put somewhat into
perspective, as a number of initiatives in these countries were related to reciprocation measures
(CY) or the further development of measures already in place, in particular for the RRE sector (CZ,
IE, SK).

Figure 2
Number of substantial measures notified to the ESRB (2016-17)

(Number of measures by measure type (left panel) and by Member State (right panel))
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Source: ESRB.

Notes: Notifications need not necessarily refer to new macroprudential measures, as they can also refer to changes to measures already in place. All
measures are deemed to be substantial apart from measures of a more procedural or administrative nature, such as the early introduction of the
capital conservation buffer (CCoB) and exempting small and medium-sized investment firms from the CCoB or CCyB. The figure does not include
unchanged CCyB rates or those set at 0%. In the case of G-SII/O-SlI, the measures cover only changes in the methodology of the G-SII/O-SlI
identification and buffer-setting (not to changes in the number of G-SlIs/O-SllIs or their buffer levels resulting from the actual application of the same
methodology) or changes in the phasing-in arrangements.

Most Member States took some macroprudential policy action in 2017 and most actions
were of a tightening nature to address cyclical risks. Investigating whether a Member State has
tightened or loosened the use of macroprudential instruments gives a simple, but also incomplete,
indication of the orientation of its macroprudential policy. Table 1 below shows that most policy
actions in 2017 were of a tightening nature and addressed cyclical risks (use of the CCyB, real
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estate instruments and some other cyclical measures). The most significant changes that occurred
in 2017 are reviewed in greater detail further below.

Table 1
Tightening or loosening of macroprudential instruments in 2017

Country Countercyclical | Real estate | Systemic risk | O-SIl/G-SII Other
capital buffer | instruments buffer buffer instruments
Austria — — — —
Belgium — — — - —
Bulgaria — — — — N
Croatia — — — — N
Cyprus — — — — 11
Czech Republic — N N
Denmark — - —
Estonia — — N — N
Finland — _ = - -
France — N N — N
Germany — — — - —s
Greece — = N — N
Hungary — — - — N
Ireland — — N — N
Italy — — N — N
Latvia — — N — N
anre [ - 3 .
Luxembourg — — — -
Malta — N — —
Netherlands — — — N -
Norway — — - —
- - -
Portugal — — - ! R
Romania — — _ —
Slovakia _ — — !
Slovenia — N — ! _
Spain — N — — N
Sweden — N — —
United Kingdom — — N N

Source: ESRB.

Notes: 1 (red) refers to tightening; | (green) refers to loosening; 1| (orange) refers to tightening and loosening at the same time; — (grey) refers to no
change. Tightening/loosening refers to the policy situation compared to the situation before the adoption of the measure. The table refers to
measures taken in 2017 but which may sometimes come into effect later. Similarly, measures coming into effect in 2017 but adopted earlier are not
shown. In the case of G-SII/O-SII buffers, tightening/loosening refers to changes in the methodology of the G-SII/O-SlI identification and buffer-setting
(not to changes in the number of G-SlIs/O-SlIs or their buffer levels resulting from the actual application of the same methodology) or changes in the
phasing-in arrangements.

There are clear differences across Member States as regards macroprudential instruments
that were effectively in use in 2017. Figure 3 provides an overview of the tools active in 2017.
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Some of the countries from northern, central and eastern Europe were very active users of such
instruments; others, like some of the larger Member States and the countries that suffered most
from the recent financial crisis, took a much less activist approach. Such variations can be due to
differing views as regards the role of macroprudential policy, the different phase in which the
financial cycle countries find themselves, etc.

An analysis based only on the use, or changes in the use, of instruments by country clearly
has limitations. To obtain a more complete view of a country’s effective macroprudential policy
stance, this should be complemented with an assessment of the systemic risk conditions in the
different Member States.

Figure 3
Overview of active macroprudential measures in Europe (at Q4 2017)
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Source: ESRB.

Notes: Coloured boxes for the capital conservation buffer and the countercyclical capital buffer indicate an earlier transition period than the one
foreseen in the CRD IV. The number in the box for the countercyclical capital buffer refers to the prevailing buffer rate at Q4 2017. If no box is shown
for the countercyclical capital buffer, either a positive buffer rate has not been set or a positive rate has been set but not implemented at Q4 2017.The
number in the boxes for G-SlIs and O-SlIs refers to the number of such institutions identified as G-SllIs or O-SllIs for Q4 2017. This is based on the
application dates of the official notifications sent to the ESRB and does not signify whether an Sl buffer has been set or not and regardless of its
phase-in arrangements; if no box is shown then the notification’s date of application falls after Q4 2017 (GR, IE). The Belgian Pillar 2 measure is
currently not binding and serves as a backstop.

4. Use of the countercyclical capital buffer
4.1 Setting of domestic buffers

Several Member States activated the CCyB or further increased the rate in 2017 (Figure 4). In
response to rapid credit growth, especially mortgage and consumer loans, the Czech Republic
decided to increase the buffer rate twice, first from 0.5% to 1% (May) and then to 1.25%
(December). Slovakia also decided on an increase of its rate from 0.5% to 1.25% (July) and the
United Kingdom from 0% to 0.5% (June) and from 0.5% to 1% (November). Lithuania activated the
CCyB for the first time by deciding to set a buffer rate at 0.5% (December).
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In December, Denmark’s Systemic Risk Council recommended that the Minister for Industry,
Business and Financial Affairs should set a buffer rate of 0.5% from end-March 2019 onwards; the
Council further indicated that if the build-up of risk did not change materially, it expected to
recommend another increase of the buffer rate by 0.5 pp within 2019.

Figure 4

Countercyclical capital buffer rates — decision and implementation

(percentages)
25 25
2 2
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1 1 ——
Slovakia
0.5 0.5
Czech Republic United Czech Republic United
Kingdom Kingdom
0 0
20, %n 72n %y 725 U6, 72, 6, 72 %z, 2, B 2, B 2 %o " % 7
2
9079 207¢ Qo,q 9076‘ 9075 9076 9076 207) 907) 907q 90751 9075 075 9076‘ ?075’ 907) 907) 9078 9078
Decision date Implementation date
Source: ESRB.

Notes: The UK'’s Financial Policy Committee introduced a CCyB rate of 0.5% in March 2016. However, following the results of the EU referendum
in June 2016, the UK's Financial Policy Committee decided to reduce the CCyB rate to 0% effective immediately.

There are now five Member States (CZ, LT, SE, SK, UK), as well as Iceland and Norway, that
maintained or introduced a positive buffer rate during 2017. As further explained in Special
Feature B, the CCyB is coming increasingly into focus as a policy lever to increase banks’
resilience against future stress in the financial system, as there are indications that the financial
cycle in a number of European countries is turning. With the exception of the United Kingdom and
Lithuania, the positive rate in these seven countries already came into force in 2017, taking into
account that a buffer requirement generally enters into force one year after it has been decided
upon by the designated authority (Figure 4).

It is noteworthy that for these countries, the credit-to-GDP gap, the benchmark indicator for setting
the CCyB rate, is, on average, still very much in negative territory, illustrating the limitations of
relying on this one particular indicator (Figure 5). Indeed, the indicator has a number of well-known
undesirable statistical properties. The long-run trend on which the indicator is based gives undue
weight to the period before the financial crisis and might therefore be biased downwards; an
alternative situation of a bias upwards might occur for developing economies.’® In practice,
therefore, countries often use additional indicators to better reflect national specificities (see Special
Feature B).

3 ECB, Financial Stability Review, May 2017, Special Feature B: Measuring credit gaps for macroprudential policy.
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Figure 5
Credit-to-GDP gaps — CCyB users and non-users

(percentage points)
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Source: ESRB.

Notes: Aggregate measures of credit-to-GDP gaps for three groups were obtained by weighing their gaps by their relative GDP size in the group.
CZ, LT, SE, SK, UK and NO were defined as CCyB users. Iceland was excluded in order to keep the data methodology consistent with regard to
the measure of GDP.

As an increasing number of countries have positive CCyB rates in place or plan to do so in
the near future, more information becomes available on the actual implementation of
national frameworks. For example, Denmark recently revised its method for assessing the buffer
rate drawing on the experience gained thus far.'* The revised methodology aims at an early
phasing-in to ensure that the buffer is built up in time before the financial system is hit by a
significant shock; early phasing-in also increases the possibility of phasing in the buffer more
gradually. Special Feature B compares the CCyB framework for a sample of countries along some
key dimensions.

4.2 Setting of buffers for third countries

In addition to setting domestic CCyB rates, the EU capital rules for banks also foresee the
possibility of setting rates for exposures to third countries. National legislation implementing
Article 139 of the CRD gives the right to national authorities to set a CCyB rate for third (i.e. non-
EU) countries that domestic banks must apply when calculating their institution-specific CCyB. This
right may be exercised when the third country has not set and published a CCyB or the CCyB is not
deemed sufficient to protect their banks from the risk of excessive credit growth in that country. In
addition, Article 138 of the CRD explicitly states the possibility of the ESRB recommending the
setting of a CCyB rate for third countries.

The ESRB detailed its approach in a recommendation and decision."® The objective was to
implement a coherent approach across the Union for setting CCyB rates for exposures to third
countries in order to prevent regulatory arbitrage. Given the very large number of third countries,
the ESRB, the Member States and the ECB focus on identifying and monitoring material countries.

* The countercyclical capital buffer, Det Systemiski Risikorad , 17 November 2017.

*  Recommendation ESRB/2015/1 on recognising and setting countercyclical capital buffer rates for exposures to third

countries and Decision ESRB/2015/3 on the assessment of materiality of third countries for the Union’s banking system in
relation to the recognition and setting of countercyclical buffer rates.
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The ESRB, the Member States and the ECB share the responsibility of identifying and
monitoring material third countries. The respective lists of material countries are to be reviewed
and potentially revised annually, while the countries identified are to be monitored at regular
intervals.

e The ESRB establishes to which third countries the EU banking system as a whole has
material exposures. This identification is based on a pre-agreed methodology that uses
guantitative information on exposures of the EU banking sector to the real economy of third
countries.™® The methodology uses three metrics from the common supervisory reporting: (i)
risk-weighted exposure amounts; (ii) original exposures; and (iii) defaulted exposures.

A third country will be identified as material for the EU banking sector and added to the list of
material third countries if: (i) the mean of exposures to the third country in the eight quarters
preceding the reference date was at least 1% of total EU exposures for at least one of the
three metrics; and (ii) the exposures in each of the two quarters preceding the reference date
were at least 1% of total EU exposures for at least one of the three metrics.

A third country will be deleted from the list of material third countries if: (i) the mean of
exposures to the third country in the 12 quarters preceding the reference date was less than 1
% of total EU exposures for all three metrics; and (ii) the exposures in each of the two
quarters preceding the reference date was less than 1% of total EU exposures for all three
metrics. The criteria for deletion are therefore more stringent than the criteria for identification.

The ESRB also monitors developments in those countries for signs of excessive credit growth.
If the ESRB considers that mitigating actions should be coordinated across the Union, it will
issue a recommendation to designated authorities on setting the appropriate CCyB rate for
exposures to the third country in question.

e Member States establish to which third countries the banking system in their jurisdiction has
material exposures. This should be based on, but not necessarily limited to, quantitative
information on exposures of domestically authorised institutions to third countries. Member
States also monitor developments in those third countries for signs of excessive credit growth.
If designated authorities discover such signs in any of the countries they monitor and they
consider that setting a CCyB rate for that country is needed, they inform the ESRB. They
further inform the ESRB of the material third countries that they will not monitor, because they
are already being monitored by the ESRB.

e The ECB identifies third countries that are material for the banking system of the SSM as a
whole and monitors the third countries identified as material.’” The ECB also monitors
developments in those third countries for signs of excessive credit growth. If the ECB
identifies such signs in one of these countries and considers that setting a CCyB rate for
exposures to that country is needed, it will inform the ESRB. The ECB also notifies to the
ESRB those material third countries that it will not monitor because they are already being
monitored by the ESRB.

6 See Articles 3 and 4 of Decision ESRB/2015/3.

" council Regulation (EU) No 1024/2013 of 15 October 2013 (“SSM Regulation”) assigns macroprudential tasks to the ECB
(Article 5 of the SSM Regulation). For example, the ECB may apply higher requirements for the CCyB than those applied
by the national designated authorities participating in the SSM (including for third countries). For this exclusive purpose, the
ECB is considered, as appropriate, the designated authority. Therefore, the ECB falls within the category of designated
authority for the purposes of Article 139 of the CRD and ESRB Recommendation 2015/1 (see recital 16).
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The data sources underlying the identification by the ESRB, the ECB and the Member States
vary in granularity and coverage. The ESRB uses supervisory data that is aggregated at the EU
level and obtained from the EBA in the form of Member State aggregates. The underlying sample
covers around 200 large banks in the EU. The ECB uses bank-level supervisory data for about 350
large euro area banks. The Member States, in turn, have access to bank-level supervisory data for
the full universe of their respective banks.

In 2017, the ESRB revised its list of material third countries, adding Singapore and
Switzerland. The initial list established in 2015 included the United States, Hong Kong, China,
Turkey, Brazil, and Russia. The ESRB revised this list in 2017 in line with Decision ESRB/2015/3.
In the annual revisions, new countries can be added. Furthermore, the countries on the list can be
either confirmed or not. In the latter case, they are in principle dropped only if they meet the
deletion criteria. However, the criteria for deletion were not to be used in the first revision round of
2017.%8 Finally, discretion can be used, amending the result of the purely mechanical revision. The
2017 revision resulted in the following (see Table 2):

e The United States, Hong Kong, Brazil and Turkey were confirmed. The application of the
criteria for identification confirmed their earlier identification in 2015.

e China and Russia were not deleted from the list. The exposures of the EU banking sector
to both countries had fallen since 2015.*° Hence, both countries would not have been
identified by the application of the identification criteria. Yet, China did not fulfil the criteria for
being deleted. While Russia fulfilled the criteria for deletion, these criteria were not to be used
in the 2017 round of revision (see above).

e Singapore and Switzerland were added to the list. Exposures to both countries had
increased since 2015. In the 2017 revision, Singapore met the identification criteria. While this
was not the case for Switzerland, it was nevertheless added using discretion because of the
large overlap in identification among Member States. With six Member States identifying
Switzerland as material for their banking systems, adding Switzerland to the ESRB list of
material third countries allows a significant reduction in monitoring efforts, as Member States
could leave it to the ESRB Secretariat to monitor this country.

e Further countries were not identified as material. While Mexico and the Cayman Islands
even ranked above Turkey and Russia in terms of original exposures in Q4 2016, neither
country met all the required identification criteria.

In sum, the new list of third countries that are material for the EU banking sector now includes the
United States, Hong Kong, Singapore, Switzerland, China, Brazil, Turkey, and Russia in
descending order of exposures for the EU banking sector.

8 See Article 5(2) of Decision ESRB/2015/3.

The drop in the exposure to China was mostly driven by the regulatory treatment of HSBC's investment in BoCom, which
changed from proportional consolidation of risk-weighted assets to a deduction from capital at 30 September 2016 (subject
to regulatory thresholds).
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Figure 6 The exposure of the EU banking sector to
the material third countries on the ESRB list
is highly heterogeneous (see Table 1.1 in
Annex 1). The exposure to the United States is
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real economy in Q4 2016. the vast majority of Member States apply the
same methodology as used by the ESRB for identifying material third countries (see Table 1.2 in
Annex 1). Although the ESRB methodology for identifying material third countries is prescriptive for
the ESRB Secretariat but not for the Member States, most of the latter decided to apply it in its
original or partially amended form. Only a few Member States amended their methodologies over
the past year (DK, ES, HU, MT, NL), mostly by adding a layer of expert judgment or aligning the
threshold level with the one used by the ESRB. The ECB developed its methodology over the last
year. Its methodology is based on that of the ESRB, using monetary statistics in addition to the

above-mentioned metrics and adding concentration and diversification proxies as well.

The lists of material third countries maintained by Member States did not change
substantially compared to the previous year (see Table 2). 16 Member States maintained last
year’s list without any change. Eight Member States added one third country each, and one
Member State (Malta) added three third countries. Four Member States deleted one third country
each.

As in the previous year, the number of identified material third countries varies widely by
Member State, as does the overlap in the identification of such countries. The number of
identified material countries ranges from zero (seven Member States) to ten (the Netherlands). The
overlap in the identification of countries is highest for the eight material countries identified and
monitored by the ESRB: The overlap is significantly lower for those countries additionally identified
by Member States: three Member States (AT, HU, NL) identified Ukraine as material, while all other
additional countries are significant for only one Member State.

In 2017, the ECB and Norway also notified their lists of material third countries to the ESRB.
Unsurprisingly, there is a large overlap in the countries identified by the ESRB for the EU banking
sector and by the ECB for the SSM banking sector (the United States, Switzerland, Brazil, and
Turkey). However, four countries were identified by the ESRB, but not by the ECB (Hong Kong,
Singapore, China, and Russia). The difference can be explained by the fact that the exposures to
Hong Kong and Singapore are mainly held by UK banks. In addition, China and Russia were
identified by the ESRB in 2015, but the EU exposures to these countries have decreased since
then. They would therefore not have been identified in 2017. One third country was identified by the
ECB (Mexico), but not by the ESRB.
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Member States take different approaches to monitoring the eight material third countries
identified and monitored by the ESRB. 15 Member States (plus Norway) do not themselves
monitor the eight material third countries identified and monitored by the ESRB, but leave it to the
ESRB. Four Member States monitor these eight countries themselves; some do so because of
broader purposes than only the CCyB.

Table 2
Material third countries as identified by Member States

Third countries . .
monitored by ESRB Secretariat Other third countries
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Source: EBA, ESRB.

Notes: The markers show the material third countries as identified by the respective Member State. Third countries monitored by the ESRB (blue
shading) are ranked according to original exposures to the real economy in Q4 2016. Subsequent ordering of third countries is alphabetical. Markers
in orange mean that the respective Member State does not monitor this particular third country because the latter is already monitored by the ESRB.
Dots refer to third countries that have been assessed as material in both June 2016 and June 2017. New additions to this list, as identified in June
2017, are represented by a triangle, whilst a cross signifies a deletion of a third country from the list maintained by the respective Member State. The
ECB and Norwegian materiality assessments are not included in the tally. There is no information available as to material third countries in Q2 2016
for the ECB and Norway.

5. Measures related to real estate lending

Real estate lending remains one of the most important areas for macroprudential
policymaking. In 2016 the ESRB issued warnings to eight Member States following the
identification of medium-term vulnerabilities in their RRE sector.?’ Several policy initiatives of
Member States in 2017 can be seen as direct follow-up to these warnings. More recently, the ESRB

% see http://lwww.esrb.europa.eu/mppa/warnings/html/index.en.html
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has been discussing vulnerabilities in the CRE sector.”* The Review of 2016 already identified
some of the marked differences between these two segments of the real estate market.?

The following national initiatives can be flagged, some of which are discussed in greater
detail below:

Austria. The FMA was given the power to adopt borrower-based measures (see Section 2.2).
The FMA also updated its minimum standards for the risk management and granting of foreign
currency loans and loans with repayment vehicles.

Belgium. Plans to add a risk-sensitive component to the 5 pp flat risk weight add-on for IRB
banks’ retail exposures secured by residential immovable property in Belgium (see below).

Czech Republic. Ceska narodni banka (CNB) made a number of changes to its non-binding
recommendation regarding retail mortgage loans (see below).

Denmark. Following a recommendation by the Systemic Risk Council, the Ministry of Industry,
Business and Financial Affairs introduced through the consumer protection act restrictions on
risky mortgage loans for home owners from 2018 onwards. Loans are considered risky if the
DTI ratio is above 400% and the LTV ratio is above 60%. The restriction is only applicable to
loans for which the fixed interest rate period is less than five years, and loans with deferred
amortisation and floating rates for which the fixed interest rate period is five years and above.

Finland. Introduction of an average risk weight floor of 15% for mortgage loans from 2018
onwards (see below).

Germany. In June 2017, legislation entered into force creating the legal basis for borrower-
based measures in the area of housing loans (caps on LTV; amortisation requirement).

Iceland. Introduction of a binding LTV limit of 85% (90% for first-time buyers) for new mortgage
loans from July 2017 onwards and covering all institutions that provide mortgage loans.

Ireland. Revisions to the existing proportionate LTV and LTI measures, with a refinement to the
application of the LTI allowance (differentiating between first-time and second-time / subsequent
buyers) and a technical amendment on collateral valuations. Both revisions were introduced to
increase the effectiveness of existing measures.

Lithuania. The existing Responsible Lending Regulations were amended so that the lending
standards, including the requirement to calculate LTV and DSTI ratios, are applied from July
2017 onwards to natural persons who are carrying out construction or lease activities for
business purposes. The updated Regulations are now applicable to all credit providers when
issuing mortgages to natural persons, be it banks, credit unions, and other non-bank
institutions.

Luxembourg. A draft bill was introduced with the aim of including borrower-based lending limits
in the macroprudential toolkit (see Section 2.2).

Poland. Recommendations by the Financial Stability Committee on the restructuring of banks’
existing stock of housing loans in foreign currencies (see below).

Slovakia. Narodna banka Slovenska (NBS) introduced DSTI and maturity limits for consumer
loans, also to avoid circumvention of existing limits for mortgage loans (see Section 8.1).
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ESRB, Press release of 20 December 2017.
A Review of Macroprudential Policy in the EU in 2015, ESRB, May 2016, pp. 20-22.
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e Sweden. Finansinspektionen introduced a stricter amortisation requirement linked to the
borrower’s LTI, effective as of 1 March 2018. New borrowers with mortgage loans exceeding
4.5 times their gross income are required to repay at least 1% of the mortgage in excess of the
current amortisation requirement (which is linked to the mortgage’s LTV). The authority was also
given additional macroprudential tools to address financial imbalances in the credit market (see
Section 2.2).

CNB extended the scope of its Recommendation on the management of risks associated
with retail mortgage loans. First, it extended the area of assessment of clients’ ability to service
their loans and to withstand increased stress to other loans provided subsequently to those clients.
Second, with a view to standardising the terms and conditions for all loans, CNB extended the
scope of application of its Recommendation to all credit providers. All loan providers should now
monitor the DTI and DSTI ratios, set internal limits and prudently assess loan applications on the
basis of these. Lenders should particularly prudently assess loan applications of applicants whose
DTI ratio exceeds 8 and DSTI ratio exceeds 40%, especially if the loan has a high LTV.

The Norwegian Ministry of Finance replaced the regulation on requirements for new
residential mortgage loans that expired at the end of 2016. The new regulation has several
elements:

e a stress test/sensitivity test (when assessing a borrower's debt-servicing ability, the lender
needs to make allowances for an interest rate increase of 5 pp);

e an LTI requirement (total debt may not exceed five times the debtor’s gross annual income; this
is a new measure);

e an LTV requirement (the LTV is capped at 85%, and a new cap at 60% for secondary homes in
Oslo, additional collateral is accepted);

e aloan amortisation requirement; residential mortgage loans with an LTV greater than 60%
(tightened from 70%) need to be amortised at a rate of 2.5% per annum or equivalent to an
annuity loan with a 30-year repayment period);

o a‘“speed limit”; 10% of the mortgage volume per quarter is allowed not to meet the regulatory
requirements (the limit is 8% for mortgages in Oslo).

The Polish Financial Stability Committee (KSF) issued recommendations in early 2017 on
the restructuring of banks’ existing stock of housing loans in foreign currencies. Lending in
foreign currencies posed a financial stability risk in several Member States and was the very first
risk on which the ESRB issued a recommendation®®, As follow-up, several countries took initiatives,
in particular in relation to the flow of new loans; the problem of the outstanding stock of loans is
however more challenging to address®*. The KSF recommendations are addressed to the Financial
Supervision Authority, the Minister of Finance and the Bank Guarantee Fund. They aim at a gradual
restructuring of banks’ existing stock of loans in foreign currencies, which should, in principle, be
based on a voluntary agreement between banks and their customers. The recommendations further
list microprudential and macroprudential tools available to authorities to address the problem,
including capital add-ons, debtor relief measures, good practices for loan restructuring, and risk-
based contributions to the deposit insurance fund.

In the course of 2017, the ESRB issued two opinions under Article 458 of the CRR that
supported stricter national capital measures related to the RRE sector. The first one
concerned a Belgian measure that was scheduled to replace an earlier one, also taken under

2 Recommendation ESRB/2011/1 of 21 September 2011 on lending in foreign currencies.
24 see A Review of Macroprudential Policy in the EU in 2015, ESRB, May 2016, pp. 11-4.
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Article 458 of the CRR and that expired in May 2017.”° The expired measure consisted of a
macroprudential capital buffer in the form of a general risk weight add-on of 5 pp for banks using
the internal ratings based (IRB) approach for their Belgian retail mortgage exposures. The new
measure would keep the buffer in place but add a risk-sensitive component. The latter would
consist of a risk weight add-on that targeted exposures with high LTV ratios (by means of imposing
higher loss given default - LGD - floors on these exposures), i.e. those individual exposures for
which the revalued LTV ratios would exceed certain thresholds at the time of the buffer calculation.

The ESRB gave a positive opinion on the draft measure and the European Commission adopted a
decision not to propose an implementing act to the EU Council to reject it. However, in the end the
Belgian government did not approve the draft measure and asked NBB/BNB to maintain the original
measure and to reassess the RRE vulnerabilities. NBB/BNB committed to conduct a new
assessment and to propose an appropriate measure should RRE risks persevere. In the meantime,
as a temporary solution, the original, expired measure was replaced by a non-binding
recommendation to the banks concerned to maintain on a voluntary basis the capital buffers
following the 5 pp risk weight add-on. In November, NBB/BNB announced that its updated
assessment indicated the need for an additional measure and that it was now considering a
measure based on a credit institution’s total mortgage portfolio rather than the risk profile of
individual mortgage loans.

The second opinion related to a Finnish measure that was planned to come into effect in 2018.%°
The draft measure assigned a credit institution-specific floor of 15% to the average risk weight for
residential mortgage loans of credit institutions using the IRB approach. In this case, too, the ESRB
gave a positive opinion and the Commission adopted a decision not to propose an implementing
act to the EU Council to reject the draft measure.

Annexes 2 and 3 provide an overview of the RRE and CRE instruments that were active in
the Member States in 2017. They indicate that while around 70% of Member States had an RRE
measure in place, this figure drops to less than 40% for CRE measures. The ESRB documented
earlier the challenges related to the use of macroprudential instruments for the CRE sector.”’

A helpful typology for grouping real estate instruments is the classification into household (or
income) stretch (e.g. LTI, DTl and DSTI limits), collateral stretch (e.g. LTV limits) and lender stretch
instruments (e.g. risk weights).28 Annex 2 shows that collateral stretch instruments are the most
popular, followed by the household/income stretch instruments. While lender-based instruments are
regularly used, this seems to be less frequently the case than for the other two categories. These
differences can at least in part be explained by the relative effectiveness of the different types of
measures. Box 2 indicates the caps or values applied by Member States for their different RRE
instruments. However, one should be wary of any cross-country comparison because of the
absence of harmonised definitions. The ESRB has tried to address such differences through its
Recommendation 2016/14 on closing real estate data gaps by prescribing target definitions for LTV,
LTI, DTl and DSTI.

% Opinion ESRB/2017/1 regarding Belgian notification of a stricter national measure based on Article 458 of Regulation (EU)

No 575/2013 of the European Parliament and of the Council on prudential requirements for credit institutions and
investment firms, ESRB, 13 March 2017.

Opinion regarding Finnish notification of a stricter national measure based on Article 458 of Regulation (EU) No 575/2013 of
the European Parliament and of the Council on prudential requirements for credit institutions and investment firms, ESRB,
19 July 2017.

Commercial real estate and financial stability in the EU, ESRB, December 2015.
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2 Residential real estate and financial stability in the EU, ESRB, December 2015, p. 86 and further.
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Box 2

Calibrated values for instruments targeting the residential real estate sector

Figure 7
Limits to the LTI ratio by Member State
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Source: ESRB.

Notes: As of Q4 2017. In Norway, 10% of the mortgage volume per
quarter is permitted to not meet one or more of the stress tests, LTI,
LTV and amortisation requirements; this is lowered to 8% in Oslo. In the
United Kingdom, new residential mortgages with an LTI at or greater
than 4.5 shall not exceed a 15% share of the aggregate volume of new
residential mortgage loans; this is subject to a lender-specific de
minimis exception of GBP 100 million per annum, or those extending
fewer than 300 mortgages. In Ireland, not more than 20% of the
aggregate value of new housing loans may exceed an LTI of 3.5.
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Figure 9
Limits to the DSTI ratio by Member State
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Source: ESRB.

Notes: As of Q4 2017. In Slovakia, loan instalments may not exceed
80% of a borrower's disposable income, as of July 2018 and following a
phase-in period from March 2017. In this case, disposable income is
defined as net income less the minimum subsistence amount. In
Cyprus, the DSTI limit should not exceed 80% of the borrower's net
disposable income (65% for foreign currency loans). In Slovenia, the
DSTI is recommended to be 50% for monthly income up to and including
€1,700, whilst any part above this is permitted a 67% DSTI limit; even
stricter limits apply to lower-income borrowers. The Hungarian PTI
(Payment-to-Income) limits vary by the currency of the loan, but for the
domestic currency it stands at 50% for those with a monthly income
under HUF 400,000 and 60% for those at or above HUF 400,000. For
euro-denominated loans the limits are 25% (< HUF 400,000) and 30%
(= HUF 400,000), whereas other currencies are subject to the limit of
10% (if < HUF 400,000) and 15% (if 2 HUF 400,000). Currently
Lithuania has implemented a DSTI limit of 40% with a possibility of 60%
for up to 5% of the value of total new housing loans granted. In Estonia,
a maximum of 15% of new housing loans may breach the limit per
quarter; additionally, a borrower’s debt servicing ability is tested with a
6% interest rate.
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Figure 8
Applied risk weights by Member State

(percentages)
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Source: ESRB.

Notes: As of Q4 2017. In Poland, a risk weight of 150% is applied to
exposures secured by residential property where the principal or
interest instalments depend on changes in the exchange rate of
currencies, provided the borrower's income is in a different currency. In
Luxembourg, the IRB approach for calculating the risk-weighted
exposure amounts for credit risk to the retail (non-SME) exposures
secured by residential property must not be less than 15%; although
this is in place as a recommendation. Whereas, for the standardised
approach the 75% risk weight applies to the part of a mortgage
exceeding 80% of the value of the real estate object. For Slovenia, the
risk weights attached are 35% for residential real estate with a
maximum LTV of 60%. In Malta, the risk weight applies to those loans
secured by residential real estate with a maximum LTV of 70%. The
Finnish risk weight refers to the minimum level of average risk weight
for housing loans from IRB banks. For Sweden, regulation means risk
weights of 35% at the very least for banks using the standardised
approach. For IRB banks, a risk weight floor of 25% is applied to
exposures to residential real estate. Risk weights in Norwegian IRB
banks for residential real estate are around 20-25%. The minimum
Loss Given Default (LGD) model parameter in IRB banks’ residential
mortgage models was increased to 20% in 2014. Finanstilsynet also
issued new requirements for the calibration of IRB banks’ residential
mortgage models effective from 2015. The recalibration entails an
increase in the minimum Probability of Default (PD) for individual loans
to 0.2% and an increase in the long-term average PD. In the case of
Belgium, the risk weight is an add-on for the exposures to Belgian
residential real estate of IRB banks. The measure expired in May 2017
and was replaced by a non-binding recommendation to the banks.
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Notes: As of Q4 2017. In Poland, the loan maturity is capped at 25
years, however a borrower may ask for a maturity up to 35 years,
although the lender must assess creditworthiness assuming a maturity
of 25 years. In Estonia, a maximum of 15% of new housing loans may
breach the limit per quarter. The Lithuanian limit applies to new
housing loans, as of November 2015. In Slovakia, no more than 10%
of new loans may exceed a 30-year maturity.
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Figure 11
Limits to the LTV ratio by Member State

(percentages)
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Source: ESRB.

Notes: As of Q4 2017. In the Netherlands, the LTV will reach its resting state at 100% LTV as of 2018. In Slovakia, ultimate
cap of 100% with 10% of the share of new loans permitted to exceed a LTV of 90% and the share of new loans with an LTV
of over 80% is capped at 40%. In Denmark, a Supervisory Diamond framework applies from 2018, tightening the
requirements for interest-only and variable-rate lending, in addition to restrictions on the growth of lending (cap of 15%). For
Latvia, the maximum LTV may reach 95% if loans are guaranteed by the state under the Law on Assistance in Resolution of
Dwelling Issues (July 2014). In Finland, the LTV limit is 95% for first-time buyers (FTBs), 90% otherwise. Iceland has an
85% LTV cap (90% for FTBs). In Estonia, a maximum of 15% of new housing loans may breach the limit per quarter, whilst
those loans guaranteed by KredEx may have a maximum LTV of 90%. For Ireland the maximum LTV applies to fFTBs and
80% for non-FTBs. In Poland, the Polish Financial Supervision Authority sought to ensure an LTV cap of 80% was in place,
with this increasing to 90% if that part above 80% is insured/collateralised with funds in bank accounts, government or NBP
securities. In the Czech Republic, a limit of 15% of new loans per quarter with an LTV of 80% to 90% and an LTV cap of
60% for buy-to-let financing with high risk levels. Sweden has an 85% LTV cap and additionally maintains amortisation
requirements if the LTV exceeds 50%. In Romania, the LTVs applicable are 60%, 75%, 80% and 85% for FX loans to
unhedged borrowers, euro-denominated loans to unhedged borrowers, foreign exchange loans to hedged borrowers and
local currency-denominated loans, respectively. Norway 85% cap, 60% for secondary homes in Oslo. 60% cap for home
equity lines of credit. Scope of acceptable collateral has been widened. 10% of mortgage volume per quarter permitted to
exceed regulatory limits, 8% in Oslo. These LTV measures apply until mid-2018. In Hungary, the LTV cap is dependent on
the currency; for new mortgage loans the range is 35%-80% and for new vehicle loans the range is 30%-75%. Borrowers in
Cyprus are permitted to obtain loans with an LTV of 80% for primary permanent residency financing, or 70% for all other
property financing cases.
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6. Use of the systemic risk buffer

Member States increasingly relied on the SyRB in 2017. Finland made the necessary legal
changes to introduce this instrument into the macroprudential toolbox (see Section 2.2). In all
Member States, with the exception of Ireland and Italy, this instrument is now potentially available
for use by the macroprudential authority. Poland and the Faroe Islands® introduced new SyRBs. In
Romania the earlier decision to deactivate the SyRB came into effect, but the country decided in
December 2017 to introduce a new SyRB from June 2018 onwards. A number of other countries
adjusted their existing SyRB frameworks. The changes related mainly to the level, scope or
phasing-in of the buffer. As this instrument is used to address long term non-cyclical systemic risks

% The Danish Minister for Industry, Business and Financial Affairs decided on 2 May 2017 to set a general systemic risk

buffer rate of 1% for exposures in the Faroe Islands from 1 January 2018 onwards following a recommendation of the
Systemic Risk Council (SRC) of Denmark from 30 March 2017. Although the Faroe Islands are not an EU Member State
and therefore not subject to EU legislation, the Danish Finanstilsynet is responsible for banking supervision in the Faroe
Islands. Moreover, all Danish credit institutions with exposures in the Faroe Islands above DKK 200 million were requested
to reciprocate the buffer.
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one would expect that the modalities in the use of the buffer would not change frequently. Under
Union law, the SyRB needs to be reviewed at least every second year.

As aresult, 12 Member States as well as Liechtenstein and Norway now have an SyRB in
place whose implementation modalities vary significantly. Figure 12 and Table 3 at the end of
this section illustrate that the implementation of this instrument varies widely across countries in
terms of scope, phasing-in arrangements and the type of risk being addressed. This underscores
the great flexibility of the SyRB in addressing a wide variety of long-term non-cyclical risks.

Many Member States that have activated the SyRB use it to top up or as an alternative to the
O-SllI buffer, which is capped at 2% under Union law*. This was the case for Croatia, the Czech
Republic, Denmark, Liechtenstein, the Netherlands, Slovakia and Sweden in 2017 and for the
announced measure in the United Kingdom. The ESRB argued in its October 2016 response to the
Commission’s consultation on the Review of the EU Macroprudential Policy Framework that it
would be more appropriate if the dedicated tool were used to address the specific risk it was
created for. To this end, the ESRB subsequently proposed31 to increase the O-SlI buffer cap to 3%
with the possibility for designated authorities to impose O-SlI buffers higher than 3%, subject to
approval from the European Commission. These general rules would always apply, including in the
case of subsidiaries. Additionally for subsidiaries, it was proposed to increase their O-SlI buffer cap
so that their O-SlI buffer would not exceed the fully phased in O-SlI or G-SlI buffer applicable to the
group at the consolidated level by more than 2 pp.

A few Member States target different sources of systemic risk or sectoral risks with the
SyRB. The Austrian SyRB targets the combination of the following risk drivers at the banking
system level: (i) the banking system’s very large size relative to the country’s GDP; (ii) its very large
exposures towards emerging markets; (iii) the presence of complex governance structures and
double leverage of banks; (iv) a lower capitalisation compared to other EU/EA banking systems; (V)
its low profitability. These risks are combined and a single SyRB rate is calibrated for each bank’s
total exposure. Croatia addresses the risk of O-Slls, macroeconomic imbalances, illiquidity of the
real estate market and a concentration risk with the SyRB; again a single rate is calibrated for each
bank covering all exposures. Denmark targets the O-SlIs with an SyRB applied to all exposures
and the systemic risk in the Faroe Islands with an SyRB applied to domestic exposures. Hungary
aims at the systemic risk of problem exposures to the CRE sector. Based on the ratio of the
targeted exposures to the domestic Pillar 1 capital requirements of the bank, a different rate is set
for the banks concerned. Liechtenstein addresses the vulnerabilities of its small and open economy
stemming from the key role of its concentrated banking sector and significant common exposures.

The same exposures cannot be subject to multiple SyRBs. As noted in the unofficial opinion of
the Commission in EBA Q&A 2017_3229, which refers to a case of reciprocation, the SyRB is an
exposure (and not a risk) targeting measure, so there cannot be two SyRBs simultaneously applied
to the same exposures.32 If a reciprocating Member State has already activated an SyRB covering
the same exposures subject to reciprocation, the two SyRB rates can thus not be cumulated;
instead, the rule of “the higher of the two SyRB rates” applies. Thus, under the current regime, the

% JfanO-Sllis a subsidiary of a G-SlI or O-SllI which is an EU parent institution and subject to an O-SII buffer on a

consolidated basis, the buffer that applies at individual or sub-consolidated level for the first O-Sll is the higher of 1% of the
total risk exposure and the G-SlI or O-SlI buffer applicable to the group at the consolidated level. See also Special Feature
C.

s Opinion to the European Commission on structural macroprudential buffers, ESRB, December 2017.

% https:/lwww.eba.europa.eu/single-rule-book-ga/-/gna/view/publicld/2017_3229. The case in question refers to the

reciprocation of the Estonian SyRB by Denmark which already has an SyRB in place for O-Slls.
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authority is constrained by calibrating a single SyRB based on the sum of all relevant risks.*® The
ESRB proposed to allow the SyRB to target specific sources of structural systemic risk in a risk-
sensitive manner. This would be achieved by allowing the SyRB to be used to target specific
subsets of exposures and by addressing distinct sources of risk with different SyRBs.34

The following national initiatives in 2017 can be mentioned:

Austria has applied the SyRB since 2016 to mitigate structural systemic vulnerabilities of the
banking sector and systemic cluster risk from large foreign exposures of Austrian banks. The SyRB
was reviewed in 2017 resulting in two additional banks being subject to the buffer from 2018
onwards.

The Czech Republic uses the SyRB, rather than the O-SII buffer, to mitigate the systemic risk
originating from Slls. Both the identification of banks subject to the buffer and the buffer size were
changed in 2016, coming into force on 1 January 2017.

Denmark, just like the Czech Republic, uses only the SyRB to mitigate the risk resulting from Slls.
One of the institutions subject to the SyRB changed in 2017 following the transformation of a
Danish subsidiary of the Nordea Group into a branch. Furthermore, the Ministry of Industry,
Business and Financial Affairs decided in May on an SyRB of 1% of domestic exposures to all
credit institutions in the Faroe Islands®. In addition, all Danish credit institutions with exposures in
the Faroe Islands above DKK 200 million were requested to recognise the SyRB. The SyRB aims
to address the risk of strong fluctuations in the economy of these islands, which is small, open and
with a concentrated business structure heavily dependent on fisheries and aquaculture.

Last year's Review reported that Hungary decided to postpone the introduction of the SyRB until

1 July 2017, six months later than originally scheduled. The level of the SyRB for a specific bank is
determined as a function of its problem exposures to the CRE sector, thus providing an incentive to
banks to clean up their balance sheet. The identification of the banks subject to the buffer and the
establishment of their buffer rate are carried out every year. In March 2017, two banks were at or
above the 30% threshold of the ratio of problem CRE exposures to the sub-consolidated domestic
Pillar 1 capital requirement and also had problem exposures exceeding the HUF 5 billion de
minimis limit. These banks were therefore required to maintain an SyRB from 1 July 2017 onwards.

Liechtenstein introduced for its O-Slls an SyRB of 2.5% of all exposures from 1 February 2015
onwards; however the SyRB was notified to the ESRB in 2017 for the first time. The aim of the
SyRB is to address structural systemic risks resulting from the country’s small and open economy,
prone to rapid transmission of external shocks. This vulnerability is amplified by various structural
factors, notably the bank-centred financial sector, the key role of the banking sector for the
economy and the importance of private banking / wealth management for the international bank
clientele. Moreover, the banking sector is characterised by a relatively high degree of concentration
with a few dominant O-SlIs and common exposures to the main economic sectors (RRE, CRE and
the non-financial corporate sector).

Poland introduced an SyRB to address the risk from a high level of interconnectedness of the
Polish economy with other EU economies. Uncertainty about growth in developed economies,

% More detailed guidance is available in the revised Chapter 4 of the ESRB Handbook on Operationalising

macroprudential policy in the banking sector.

3 bid.

% The Danish Finanstilsynet is responsible for banking supervision in the Faroe Islands, while insurance firms and pension

funds are supervised by the local supervisory authority. The Faroe Islands are not a member of the EU and therefore not
subject to EU legislation.
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potentially triggered by geopolitical events, may result in a significant adverse economic shock for
the Polish economy, which could be amplified by its perception as an emerging market. Stress test
results showed that in such a scenario several Polish banks could become permanently
unprofitable and/or face shortages of regulatory capital. The resulting lack of lending would
aggravate the situation. The Financial Stability Committee (KSF) issued a non-binding
recommendation addressed to the Ministry of Finance in January 2017. In its recommendation KSF
recommended setting an SyRB of 3% of domestic exposures for all banks. Following this, in
September 2017 the Minister of Finance issued a binding regulation setting the SyRB at 3%
applicable from 1 January 2018 onwards without a phase-in period.

Romania deactivated its SyRB on 1 March 2017 and decided on a new SyRB in December 2017,
which will be applicable from June 2018 onwards. The first SyRB was introduced in 2016 to
address the external contagion risk resulting from certain bank ownership structures. Its
deactivation is related to the perceived reduction in this contagion risk, the activation of the O-SlI
buffer and national legislative developments that may result in a lower capital adequacy of banks.

The new SyRB addresses the risk related to a reversal in the trend of banks’ NPL ratios and a
tightening of domestic macroeconomic equilibria. The SyRB aims at ensuring an adequate credit
risk management process regarding NPLs, which could rise following an increase in the interest
rates or a slowdown in the balance sheet clean-up process of banks. Furthermore, changes in the
domestic legal framework could potentially have adverse effects on the management of risks in the
banking sector. The buffer rate of 1% applies to banks which either have an NPL ratio above 5% or
have a coverage ratio below 55%. For banks which fulfil both conditions a buffer rate of 2% applies.
The SyRB is applied to all exposures and will be applicable from 30 June 2018 onwards without a
phase-in period.

Slovakia combines the SyRB, imposed on domestic exposures with the O-SlI buffer to achieve a
target aggregate buffer for O-Slls. Following the change in the methodology for the O-SlI buffer, the
targeted buffers for these institutions were recalibrated. Due to the constraints stemming from the
O-SlI buffers applied to the parent banks of these institutions in their home countries (AT, BE, IT), a
SyRB of 1% was set for three institutions effective from 1 January 2018 onwards.
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Figure 12
Phasing in of the systemic risk buffer in Europe
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Source: ESRB.

Notes: Romania decided to deactivate the SyRB from 1 March 2017 onwards and to activate a new SyRB from 30 June 2018 onwards. The United
Kingdom has legislated for the SyRB to be implemented in 2019. The PRA has said that it will announce specific rates in early-2019 with application
three months after the date of announcement.
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Table 3

Main features of the systemic risk buffer in Europe

(situation on the basis of decisions approved until end-2017, level refers to fully phased in buffers)

Member
State
2 rates:
ria 1% and
2%
3%
2 rates:
Croatia 1.5% and
3%
3 rates:
1%, 2%
[Pl and 3%
5 rates:
1%, 1.5%,
2%, 2.5%
Denmark ) S
2 rates:
0% and
1%
:
4 rates:
0%, 1%,
Lungay 1.5% and
2%
Li ein 2.5%
3%
N
3%
1%
Romania
3 rates:
0%, 1%
and 2%

Calculation basis

Thirteen banks®
All exposures
(Sub-)consolidated

All banks
Domestic exposures
Individual, solo and (sub-)consolidated

All banks
All exposures
Solo and (sub-)consolidated

Five banks identified as Slis®
All exposures

Solo level

Six banks identified as O-Slis®
All exposures

Solo and (sub-)consolidated

All banks
Domestic exposures to the Faroe
Islands

All banks
Domestic exposures
Solo and (sub-)consolidated

All banks, but buffer rate depends on
the ratio of the bank’s problem CRE
exposures to its capital®

Domestic exposures
(Sub-)consolidated

Three banks identified as O-SlIs

All exposures

Consolidated level

Three largest banks™

All exposures

Consolidated

All banks
All exposures
Solo and consolidated

All banks

Domestic exposures

Individual and consolidated

All banks with a parent bank based in
a non-investment-grade country

All exposures

Solo and (sub-)consolidated

24 banks identified based on the level
of the NPL ratio and the coverage
ratio’

All exposures

Main motivation

Systemic vulnerability
Systemic cluster risk

Presence of currency board and impact for
monetary and fiscal policy

To improve the resilience of the banking
sector

Systemic risk resulting from O-Slls
Macroeconomic imbalances

Features of real estate markets and role of
real estate as collateral

High concentration in the banking sector
Systemic risk resulting from highly
concentrated banking sector and common
sectoral exposure

Systemic risk resulting from O-Slls

Vulnerabilities of the Faroe Islands’ economy
with possibility of an adverse scenario
impacting exposed Danish banks

Structural vulnerabilities of the economy: a
small and open economy, high proportion and
concentration of exports and investments,
large indebtedness of the non-financial sector,
modest financial buffers of households, bank-
centred financial sector

Systemic risk resulting from problem
exposures to the CRE sector (non-performing
project loans and held-for-sale CRE)

Structural vulnerabilities of a small open
economy. amplified by the importance and
concentration of the banking sector

Systemic risk resulting from Slis

Structural vulnerabilities: one-sided industry
structure, pronounced cyclical fluctuations,
high levels of household debt, housing market
pressures and a closely interconnected
financial system dependent on foreign capital

Heightened uncertainty regarding growth due
to external factors

Contagion risk resulting from ownership
structure (parent bank based in a non-
investment-grade country)

Potential increase in NPL ratios following a
rise in interest rates and a slowdown in the
balance sheet clean-up process. Tensions
surrounding macroeconomic equilibria

(First)

Implementation

2016-19

2014

2014

2014

2015-19

2018

2014

2017

2015

2019

2013-14

2018

2016
(deactivation
starting
01/03/17)

2018

Erste Group Bank, Raiffeisen Bank International, Unicredit Bank Austria, Raiffeisenlandesbank Oberdsterreich, Raiffeisen-

Holding Niederdsterreich-Wien, BAWAG P.S.K., HYPO NOE Gruppe Bank, Vorarlberger Landes- und Hypothenbank, Hypo
Tirol Bank, Oberosterreichische Landesbank, Sberbank Europe, Volksbanken Verbund, Deniz Bank.

Slovakia, Raiffeisenbank.

merger between Nordea Bank Danmark and Nordea Bank AB), Nykredit Realkredit, Sydbank.
% cIB Bank zrt., Raiffeisen Bank zrt.
4 ABN Amro Bank, ING Bank, Rabobank.

Ceska sporitelna, Ceskoslovenska obchodni banka (CSOB), Komeré&ni banka, Unicredit Bank Czech Republic and

Danske Bank, DLR Kredit, Jyske Bank, Nordea Kredit (replacing Nordea Bank Danmark from 2017 onwards following the

Alpha Bank Romania, Banca Comerciala Roméana, Banca Comercialad Feroviara, Bank Leumi, Bancpost, BRD - Groupe

Société Générale, Banca Romaneasca, Banca Transilvania, Crédit Agricole Bank, Credit Europe Bank, CEC Bank,
Eximbank, Garanti Bank, Idea Bank, Banca Comerciala Intesa SanPaolo, Libra Internet Bank, Marfin Bank Romania, Patria
Bank, OTP Bank, Piraeus Bank, Porsche Bank, ProCredit Bank, Raiffeisen Bank, UniCredit Bank.
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Three banks identified as O-Slis* Importance of the banking sector

Slovakia 1% Domestic exposures High concentration in the banking sector 2017-18
Solo and (sub-)consolidated Small and open economy

Systemic risk resulting from Slls

Features of the banking sector: similarity of
business models, high common exposures,
high interconnectedness, high concentration

Four largest banks®
Sweden 3% All exposures
Consolidated

2015

Source: ESRB.

Notes: Romania decided to deactivate its SyRB from 1 March 2017 onwards. The United Kingdom has legislated for the SyRB to be implemented in
2019. The PRA has said that it will announce specific rates in early-2019 with application three months after the date of announcement. Poland’s
SyRB will come into effect on 1 January 2018.

7. Capital buffers for systemically important institutions

Following the annual O-Sll identification process, several changes were made in 2017 to the
list of O-SlIs and the Sll frameworks. Member States are to identify O-Slls and G-Slls on a yearly
basis. In total, 202** SiIs have now been identified in the EU (including Norway, Iceland and
Liechtenstein), ranging from 16 in the UK to three in EE, MT and the three EEA countries (Figure
13). A very large majority of these institutions are credit institutions but there are also four
investment firms in Cyprus (decrease by two firms compared to 2016). The total number of O-Slls
changed in only 14 countries but the list of identified institutions or O-SlII buffer levels changed in 18
countries (see Table 4 and Figure 13). These changes are often the result of corporate
restructurings (mergers or changes of subsidiaries to branches), changes in the systemic risk score
of institutions or in the methodology for setting the O-SlI buffers* (see Table 4).

The number of EU-based G-SlIs decreased by one institution.*® Compared to last year, the
French Groupe BPCE was deleted from the list of G-SllIs but continues to be an O-SII. There are
currently 12 G-Sllis in the EU, located in the five largest Member States (DE, ES, FR, IT, UK) as
well as the Netherlands and Sweden. All G-SlIs have also been identified as O-SllIs in their home
markets.

42 v&eobecna tverova banka, Slovenska sporiteliia, Tatra banka.

*3 Handelsbanken, Nordea, SEB, Swedbank.

The same number as in 2016.

% The ECB adopted a methodology for assessing O-SlI buffers set by national authorities, in line with its responsibilities

under Article 5 of Council Regulation (EU) No 1024/2013 of 15 October 2013 conferring specific tasks on the ECB
concerning policies relating to the prudential supervision of credit institutions.

4 G-Slis are identified at the global level following a methodology laid down by the BCBS. The list of G-Slis for 2017 is

available at: http://www.fsb.org/2017/11/fsb-publishes-2017-g-sib-list/

European Systemic Risk Board

A Review of Macroprudential Policy in the EU in 2017

April 2018

General overview of the policy framework and measures 30


http://www.fsb.org/2017/11/fsb-publishes-2017-g-sib-list/

* %

* X 5%

* 5 %

Figure 13
Number of systemically important institutions by Member State

(as notified to the ESRB for 2017)

G-Slis [ additions
H O-Slis [J removals
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Source: ESRB.

Notes: In the case of qualification as both a G-Sll and an O-SlI, the institution has been allocated to the G-SlI category. Additions and removals show
the changes to the total number of O-Slls in each Member State made in 2017. The removals result either from the fact that an institution previously
identified as an O-Sll was not identified as an O-SlI in 2017, due to its acquisition or merger with another institution, or due to liquidation or resolution.
The changes shown result from notifications received in 2017 regardless of the date of application. The G-SII/O-SlI identifications are to take effect
immediately or in the near future.
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Table 4
Changes in the list of Slis and/or SllI buffer levels notified in 2017 compared to 2016

Member State

Changes

* Addition of one institution to the O-SlI list with both a fall and a rise in the fully phased in buffer for two
other O-SllIs

* Addition of one institution to th_e O-SlI list and the removal of_three. Arise in the rate of the fully phased in
buffer for two O-SlIs and a fall in the rate of the fully phased in buffer for two other O-Slis

* Addition of one institution to the O-SlI list anc_i the removal of another one due to its transformation into a
branch. A rise in the rate of the fully phased in buffer for one O-SlI

* Removal of one institution from the O-SlII list

* Removal of one O-SlII from the list with an increase in the fully phased in buffer for one O-SII

e Conversion of AS DNB Banka to Luminor Bank AS with a fall in the fully phased in buffer for one O-SII

Luxembourg

Netherlands « Addition of one institution from the O-SlI list and the removal of another

* Merger of the operations of the Nordea branch and the DNB subsidiary into Luminor Bank AB, Luminor
Bank AB replaced AB DNB bank in the O-Sl! list but unchanged

Poland « Addition of one institution to the O-SlI list and the removal of another. A rise in the fully phased in buffer for
one O-SlI and a fall for another

* Removal of one institution from the O-SlI list with a fall in the fully phased in buffer for one O-SlII

* Removal of two institutions from the O-Sl! list

Source: ESRB.
Notes: Changes in buffer levels resulting from phasing-in arrangements are not included. No changes made by Belgium, Denmark, the Czech
Republic, France (O-Sll), Germany (G-SllI), Greece, Hungary, Malta, Spain (G-Sll), Sweden (O-Sll & G-SllI) and the United Kingdom (O-SII and G-
Sll). The changes shown result from notifications received in 2017 regardless of the date of application. The G-SII/O-SlI identifications are to take
effect immediately or in the near future. In the case of Cyprus, two sets of O-SlIs are identified, depending on whether an O-Sll is classified as a
credit institution or an investment firm.
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The characteristics of O-SllIs vary considerably across countries, reflecting their domestic
character. The characteristics of the O-SlIs have not changed significantly compared to the
previous year. Generally, larger countries also have larger O-SllIs, although some smaller countries,
such as the Netherlands and Sweden, are the exception to this rule (Figure 14). The average size
of G-SllIs is significantly larger than that of O-SlIs reflecting their global character. Special Feature
C reviews in greater detail how the O-SlI buffer is applied across Member States.

Figure 14

Average total assets and average risk-weighted assets of G-Slls and O-Slls by Member State

(euro billions)
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Source: ESRB calculations on the basis of SNL data for end-2016.
Notes: The figure is based on institutions identified as O-Slls in 2017. The true average value of the total assets of EU-based G-SllIs is €1,174 billion.
G-SllIs are excluded from the computation of country average values for O-Slls.
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While O-SllIs are identified at the domestic level, 77 of them are part of larger cross-border
banking groups, in most of which the controlling entity is an O-SlI or a G-Sll located in
another Member State. Figure 15 and Annex 4 illustrate these cross-border linkages, which from a
financial stability perspective might be potential transmission channels for risks. Twenty-six cross-
border O-SlI or G-SlI groups can be identified, the same number as in 2016.%” The National Bank of
Greece dropped from the list following the sale of the United Bulgarian Bank to KBC Group. DNB
dropped from the list following the merger of its Latvian and Lithuanian operations with Nordea
under the new Luminor bank. The Spanish group CaixaBank and the Royal Bank of Scotland group
were added to the list following CaixaBank’s acquisition of the Portuguese Banco BPI and the
identification of the Ulster bank Ireland subsidiary of the Royal Bank of Scotland as an O-SII.

Eight of these groups control only one O-SlI subsidiary in another Member State, while the
remaining 18 control two to nine O-SlI subsidiaries. Groups with a particularly strong cross-border

4" The actual number of groups listed in Annex 4 in this Review decreased by two groups compared to the list published in

2017 due to a change in the methodology used to form the list of groups.
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presence through many Slis continue to be Unicredit (9 O-SII subsidiaries), Raiffeisen (7), Erste
(5), KBC (5) and Société Générale (5). There are only four O-Slis*® which are subsidiaries of a
parent that itself has not been identified as an O-SlI or a G-SII.

The geographical patterns of these cross-border interlinkages did not change significantly
over the past year. In one group of countries (DE, ES, FR, GR, IT, NL, SE, UK) the identified O-
SlIs have O-SlI subsidiaries in other Member States; the share of O-SlIs owned by foreign groups
is low or zero in these countries. In another group of countries (AT, BE, DK, PT), by contrast, the
share of foreign-owned O-SlIs is higher, but there are also domestic banks which control foreign O-
Slis; the latter are predominately located in the Baltics and central, eastern, south-eastern Europe
and smaller EU Member States and their share often exceeds 50% of the domestic banking sector.

Figure 15
Cross-border links between Member States through the presence of Slls

Source: ESRB and SNL (ownership and total assets).

Notes: The arrow between countries indicates the link between the home country of Slis and another country in which they control Slls (host country).
The thickness of the 