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Foreword

DNB monitors financial stability in the Netherlands, paying explicit attention to 
the interaction between financial institutions and their environment: other insti-
tutions, financial markets and the financial infrastructure. As part of this, DNB 
publishes an Overview of Financial Stability (OFS) twice a year.

The OFS outlines risks that affect groups of institutions or entire sectors within the 
Dutch financial system, and that could eventually disrupt the economy. DNB draws 
up the OFS to raise awareness of these risks among stakeholders — financial instituti-
ons, policymakers and the public. The first chapter summarises the principal risks to 
financial stability in the Netherlands. The following three thematic chapters analyse 
relevant topics in more detail.

The OFS does not provide forecasts, but instead analyses scenarios. DNB aims to 
present the best possible risk assessment of potential future threats to the financial 
system based on current knowledge. Where possible, DNB proposes risk-mitigating 
policies. The assessments and recommendations in the OFS present institutions and 
policymakers with an understanding of how to reduce both the risk and impact of 
shocks in the financial system.

 



  7

Overview of financial stability

1 Overview of financial stability

The risk map provides a schematic overview of the current main risks that affect groups of institutions or entire sectors 
and can disrupt the Dutch financial system and ultimately the economy. The size of a circle reflects the scale of the risk, 
colours indicate groups of risks with strong mutual interaction. For each risk, the OFS in which it receives specific coverage 
is indicated.

Priorities and recommendations

• Volatility in global financial markets has increased over the past months, with a particular impact on 
emerging economies. Conversely, financial tensions within Europe have diminished. Cleaning and 
strengthening of European bank balance sheets is crucial for further recovery. This also applies to Dutch 
banks, which are well on their way towards meeting the new capital requirements, but must continue to 
take account of growing credit risks and modest profits.

• The Dutch banking sector is becoming smaller and better capitalised. At the same time, the concentration 
in the Dutch market is increasing and the dependence on market funding remains substantial. These 
risks will become easier to control in the European banking union, but it is also important to reduce the 
vulnerabilities themselves. This can be done by making it more attractive for institutional investors to 
finance loans, e.g. through the creation of a Dutch Mortgage Institution (Nederlandse Hypotheekinstelling 
– NHI).

• The Dutch mortgage portfolio has a Janus-faced profile. Payment arrears and losses on mortgages have 
remained very limited so far, but the very large mortgage portfolio remains a vulnerability of the Dutch 
financial system. The large number of underwater mortgages, in particular, will continue to present a 
latent risk for banks and the government for some time to come.

• Policy reforms surrounding the derivatives infrastructure mitigate financial stability risks. At the same 
time, the risk concentration at central counterparties is increasing and collateral scarcity at individual 
institutions can occur. These risks are reduced by bolstering the robustness of central counterparties, 
diminishing the impact of central counterparty bankruptcy, and tempering procyclical elements.
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International environment

Over the past months global financial markets have been dominated by the 
unrest in emerging market economies. In some countries, this unrest is mainly 
due to domestic economic or political problems. In addition, emerging market 
economies (EMEs) were affected by the growing risk aversion in response to the 
looming monetary tightening in the United States. Particularly EMEs that had 
been popular with investors over the past years were confronted with falling equity 
prices, exchange rate depreciation and capital outflow (Chart 1). The central banks 
in these countries responded by raising their policy rates. These measures help to 
stem the capital outflow and exchange rate depreciation, but also lead to tighter 
monetary conditions. This has heightened the uncertainty about the growth pros-
pects of EMEs, which also poses a risk to the economic recovery in the developed 
economies.

Greater market volatility should be taken into account during the exit from 
the very easy monetary policy conditions in the United States, even if this is 
carefully managed. This is partly because the upcoming exit follows an unprec-
edentedly long period of extremely accommodative monetary policy. Over the past 
years, unconventional monetary measures have kept volatility in financial markets 
in check. At the same time, low interest rates unleashed a strong search for yield, 
which can threaten the financial stability in various ways. Strong demand for certain 
asset classes has pushed up prices and may even have led to bubbles. Low bond 
yields gave businesses an incentive to raise additional debt finance (Chart 2), mak-
ing them more vulnerable to interest rate shocks. Anticipating the winding down 
of the extremely accommodative monetary policy in the United States, market 
participants are wondering whether governments and businesses will be able to 
adapt to a less abundant availability of funding. Uncertainty about this, combined 
with the – as yet – continuing search for yield, may provoke strong fluctuations in 
capital flows and asset prices. 

Chart 1 - Emerging market economies under pressure 
Exchange rates versus USD, 1 January 2013 = 100. Capital flows as one-year moving sum of foreign gross 
portfolio investments, index, average 2011 = 100
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Developments in Europe 

The risk perception of investors regarding European governments and banks 
has improved. To sustain this positive development, underlying vulnerabilities 
must be further reduced. The improved sentiment is expressed, for instance, in 
higher price-to-book ratios of banks and lower interest rates on government bonds 
of the most vulnerable countries (Chart 3). The improved risk perception regarding 
European governments and banks is partly related to the unrest in emerging market 
economies. Now that these markets are less in demand among investors, funding is 
gravitating back to the European periphery. The tentative signs of economic recov-
ery in the euro area, and the successful completion of the Irish and Spanish support 
programmes contribute to this. Major progress has also been made in reducing 
imbalances: several vulnerable Member States have implemented structural reforms 
(particularly in the labour market), improved their competitiveness and reduced 

High yield Investment grade

Chart 2 - Low interest rates trigger debt funding 
Bonds of non-financial companies in Europe. Return in percentages. Issue volume in EUR billion
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Chart 3 - Financial market sentiment improves 
Price-to-book ratio of banks and interest rates on ten-year government bonds, in percentages
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their current account deficits. Moreover, some countries have started to cut their 
government debts and deficits. Despite these positive developments, it will take 
time before private and public debts have been brought back to sustainable levels in 
all countries. The key to this process is growth recovery. This, in turn, depends on 
further structural reforms, particularly through the elimination of rigidities in goods 
and services markets, such as excessive regulation and entry barriers. Without these 
reforms, market sentiment may deteriorate again, leading to higher funding costs.

The downscaling of the US accommodative monetary policy and the unrest in 
emerging market economies may impede the recovery in the euro area due to 
higher funding costs and a deterioration in competitiveness. In view of the strong 
historical correlation between long-term interest rates in Europe and the United 
States, an increase in US interest rates will push up the funding costs of European 
governments, businesses and financial institutions. Moreover, the exchange rate 
depreciation in emerging market economies is making European products and ser-
vices more expensive. Euro area countries that are major exporters to, or compete 
with, emerging market economies will be particularly affected by this. Simulations 
suggest that this may depress economic growth in the euro area in 2014 by a quarter 
to half a percentage point. The consequences for the Netherlands are considerably 
greater: most simulations predict that it will be hit about twice as hard.

A powerful economic recovery requires a further shoring up of the European 
banking sector. The Comprehensive Assessment of banks that are to be brought 
under ECB supervision will contribute to this. DNB is working with the ECB 
and other supervisors on the Comprehensive Assessment of bank balance sheets, 
consisting of an Asset Quality Review (AQR) and a stress test. This assessment can 
strengthen confidence in the banking sector by creating clarity about the health of 
banks in the euro area. The AQR is an in-depth review covering at least half of the 
risk-weighted assets of the participating banks. The participation of external experts 
contributes to the independence of the assessments. To prevent any unrest arising 
from the outcome of the asset quality review, governments must make it clear 
in advance how potential recapitalisations will be carried out and who will bear 
the losses resulting from the resolution of banks that do not pass the assessment. 
The US Supervisory Capital Assessment Program that was performed in 2009 of 
19 large banks can serve as an example in this regard. Crucial to the success of 
this programme was the imposition of unattractive conditions on banks that were 
unable to replenish capital shortages independently and had to resort to the public 
backstop. These unattractive conditions, including dilution of original shares and 
restrictions on dividend distributions and salaries, gave banks a strong incentive 
to raise private capital. The result was that of the ten banks that failed the test, all 
except one recapitalised itself without government assistance. 

When banks are able to fund themselves once again, this will make it easier to 
wind down the unconventional monetary policy in the euro area. Alongside a 
reduction in key interest rates, the European monetary authorities, similar to their 
counterparts in the United States, used unconventional instruments to counter 
the crisis. This concerned the accommodating provision of liquidity via normal 
and very long-term refinancing operations (VLTROs) as well as a relaxation of 
collateral acceptance criteria. Whilst enabling banks to reinforce their financial 
position, these accommodating liquidity conditions also have side effects, such as 
the aforementioned search for yield. Only when it is clear that the banks’ balance 
sheets have recovered sufficiently will the euro area also be able to gradually wind 
down the unconventional monetary policy measures. In this respect, it should be 
noted that the design of the VLTROs provides for automatic termination as soon 
as the banks repay the financing they have received.
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An effective European resolution mechanism is a necessary part of the banking 
union. The political agreement concluded in March 2014 about a European Single 
Resolution Mechanism (SRM) marks a major step towards the creation of an effec-
tive banking union. Under this mechanism, losses are initially borne by sharehold-
ers and creditors. If necessary, temporary financing can be made available from the 
resolution fund or – as the ultimate backstop – from public funds to guarantee an 
orderly resolution. The resolution fund will be built up over an eight-year period to 
a funding level of 1% of covered deposits, with 70% of the national compartments 
being merged within the first three years. The Resolution Board will be competent 
to establish a credit facility with a ‘European public instrument’ that can serve as 
a backstop for the resolution fund. Decision-making within the resolution mecha-
nism will primarily take place in the executive session of the Resolution Board. The 
European Commission assesses the Board’s decision and can refer it to the Council 
if it wishes to depart materially from the Resolution Board’s proposal. Decisions 
involving the provision of more than EUR 5 billion by the Resolution Fund will be 
taken by the Resolution Board in the plenary session.

The Dutch financial system

Dutch financial institutions are mainly affected by the unrest in emerging mar-
ket countries through its impact on growth in Europe. The Dutch financial sec-
tor’s total exposure to the most important emerging market countries is almost EUR 
190 billion (Chart 4). That is 11% of total foreign assets, or several percentages of their 
total assets. Partly because DNB imposes extra capital requirements on banks with 
concentrated exposures to vulnerable countries, the Dutch financial sector is able 
to withstand any direct losses. However, the unrest in emerging market countries 
can have an indirect impact on the financial sector if it slows down the recovery in 
Europe, thereby putting pressure on economic growth in the Netherlands. 

In the current situation of extremely easy monetary policy, it is important that 
financial institutions are able to withstand an interest rate increase. For this 
reason, DNB conducted an examination of interest rate risks in 2013 as part of 
its supervision of banks, insurers and pension funds. An interest rate shock can 

Chart 4 - Exposures of Dutch financial institutions to emerging market   
economies is limited
At year-end 2013. In EUR billion

40                  

30                  

20                  

10                  

0

Po
la

n
d

Tu
rk

ey

C
h

in
a

B
ra

zi
l

R
u

ss
ia

H
o

n
g

 K
o

n
g

In
d

ia

Ta
iw

an

M
ex

ic
o

R
o

m
an

ia

S
o

u
th

 A
fr

ic
a

In
d

o
n

es
ia

H
u

n
ga

ry

C
h

ile

U
A

E

U
kr

ai
n

e

A
rg

en
ti

n
a

Source: DNB.  

Banks Other financial institutions 
 



12 

Overview of financial stability 

affect financial institutions in various ways. An increase in short and long-term 
rates will initially have negative implications for banks in the form of rising fund-
ing costs. However, this examination showed that banks have sufficient capital to 
absorb a relatively large shock of 200 basis points. Life insurers and pension funds, 
by contrast, stand to benefit from a higher risk-free interest rate. They enter into 
long-term obligations that are more sensitive to interest rates than their – usually 
less long-term – fixed-income investments. A rise in interest rates therefore causes 
the current value of their obligations to fall by more than their investments, which 
improves their financial position.

The recession has led to rising loan losses at banks. The greatest increase in the 
number of problem loans can be seen in the small and medium-sized enterprise 
(SME) segment (5.7% of the credit volume in the fourth quarter of 20131), followed 
by wholesale loans (3.5%) and mortgages (1.3%). The percentage for mortgages is 
still low, but rising gradually. Chapter 3 takes a closer look at vulnerabilities in the 
Dutch mortgage portfolios. 

Banks are well on the way towards meeting the new capital requirements. The 
past years have brought a marked improvement in the solvency of Dutch banks. 
Capital ratios have increased, while the requirements for calculating these ratios 
have also become stricter under the new Basel III rules (Chart 5). Banks must 
continue to improve their capitalisation in order to meet these stricter prudential 
requirements. Apart from the more stringent international Basel III requirements, 
these include national obligations to hold additional capital in order to meet the 
higher unweighted leverage ratio requirement and the extra buffer requirement for 
systemic banks. If, in the coming years, bank profits grow in line with the macroeco-
nomic outlook, they will be able to comply with all requirements (including the 4% 
leverage ratio), while at the same time accommodating the demand for loans that 

1 Defined as payment arrears of more than 90 days. 

Tier I capital, 
old definition 

Common equity (CET1),  
Basel III definition 
 

Chart 5 - Dutch banks have more and better capital
Presented Basel III definition departs marginally from the new European definition under CRR/CRD IV. 
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is consistent with foreseen economic development. However, if profits are lower 
or if there are insufficient debt issuance options, the resulting discrepancy between 
credit supply and demand will squeeze real-term spending, leading to a somewhat 
lower rate of economic growth.2

The banks’ access to market funding has improved, but remains an important 
vulnerability. Dutch banks have relatively large loan exposures, particularly in the 
form of mortgages. As these cannot be fully funded with deposits, they rely on the 
market for additional funding. Over the past years, the ratio between loans and 
deposits has decreased slightly (Chapter 2). In addition, the composition of market 
funding is becoming increasingly stable: between mid-2012 and September 2013, the 
share of funding with a maturity longer than one year increased by 15% to account 
for over half the market funding. Nevertheless, the reliance on market funding 
remains an important vulnerability for the Dutch banking sector as this funding 
is sensitive to changes in market sentiment. Moreover, the loan-to-deposit ratio is 
likely to start rising again when the economy picks up.

Financial institutions can contribute to the further restoration of trust among 
market participants and consumers by improving their transparency and 
strengthening their integrity. In line with the internationally agreed FSB recom-
mendations, the Dutch Financial Stability Committee, comprising representatives 
of the Ministry of Finance, the Netherlands Authority for the Financial Markets 
(AFM) and DNB, has urged Dutch banks to be more transparent about their pro-
visions and restructuring of loans. Apart from negative financial consequences, 
integrity incidents within financial institutions also give rise to public discontent 
and can thus pose a threat to the stability of the sector as a whole. Several recent 
events – including cybercrime incidents and the Libor scandal – have made this all 
too clear. As part of its thematic supervision, DNB therefore devotes special atten-
tion to cybercrime, market manipulation, behaviour and culture, and conflicts of 
interest within financial institutions.3

2 DNB (2014), Kredietverlening en bancair kapitaal, Occasional Study, forthcoming.
3 See DNB (2013), DNB Supervisory Themes 2014; DNB (2014), DNB Supervisory Strategy 2014-2018.
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Box 1 - Macroprudential policy: a new DNB task

Since the start of 2014, the promotion of financial stability has been explicitly 
enshrined in the Bank Act as a DNB task. To perform this task, DNB has been 
equipped with macroprudential instruments that form part of the new European 
regulations for banking supervision. Examples are:

- Extra capital buffers for systemic banks;
- Extra capital buffers in the event of excessive credit growth;
- More stringent risk weights for property loan exposures.

Within the European banking union, DNB will retain its macroprudential task. 
National authorities take the lead in the use of macroprudential instruments. 
The same applies to instruments that affect organisations outside the banking 
sector. One example concerns the LTV limits that, in the Netherlands, are set by 
the Government.

The first macroprudential instrument that DNB wishes to use is the extra buffer 
requirement for banks designated as systemically important: ABN Amro, ING, 
Rabobank and SNS. These institutions play a dominant role in the concentrated 
Dutch financial system (see Chapter 2). By imposing an extra buffer requirement 
on these banks, DNB increases their resilience and, by extension, that of the 
financial system as a whole. 

In its Overview of Financial Stability and in ad hoc publications about specific 
themes, DNB will place more emphasis than before on how it carries out its 
stability task. In addition to addressing financial stability risks, the OFS will pay 
explicit attention to the use of macroprudential instruments. In the course of 
2014, DNB will publish a report on its policy framework.
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2  Changes in the financial structure – 
consequences for systemic risks 

Since the onset of the crisis, the structure of the Dutch financial system has undergone 
rapid change. The system is becoming smaller in size and better capitalised. At the same 
time, the level of concentration is increasing and certain vulnerabilities from the past, 
such as the high mortgage debt and the dependence on market funding, are persistent. 
Within the European banking union, these risks will be easier to manage, but it is also 
important to reduce the vulnerabilities themselves – for instance, by making it more 
attractive for non-bank players to finance loans. The Dutch Mortgage Institution (NHI) 
is one example of such an initiative.

The Dutch financial system has shrunk considerably in the past years. This 
applies in particular to the banking industry which – expressed as a percentage of 
GDP – has become about one-third smaller (Chart 6). This is more than in most of 
the countries around us. Despite the strong contraction, the Dutch banking sector 
remains significantly larger than the European average. Dutch banks have mainly 
downsized through the disposal of operations abroad. This is partly the consequence 
of the break-up of ABN Amro, which had extensive foreign operations, but other 
banks have also sold activities outside the Netherlands. The balance sheet contrac-
tion has therefore only had limited consequences for domestic lending. Another 
factor is that the sale of subsidiaries has helped to reinforce the capital of banks.

The activities of life insurers are also gradually decreasing, as is evident from 
falling premium income (Chart 7). Firstly, they have lost market share due to the 
fact that, since 2008, other parties such as banks have been allowed to offer tax-
facilitated savings products (known as ‘banksavings’) that were previously the exclu-

Total assets Foreign  
exposures

Chart 6 - Dutch banking sector is shrinking fast
Total assets Dutch banking sector as a percentage of GDP. European comparison of change in total assets  
2007-H1 2013, as a percentage of GDP

Dutch banking sector European balance sheet development 

600             200               

400             0               

200             -200               

0 -400

90 92 94 96 98 00 02 04 06 08 10 12 IE BE NL DE AT DK FR GR IT PT ES SWFI GB

Source: Statistics Netherlands (CBS) and DNB. Source: ECB.



16 

Overview of financial stability 

sive preserve of insurers. Another factor is the reputational damage that insurers 
have suffered from the massive mis-selling claims regarding unit-linked insurance 
policies, the so-termed ‘woekerpolisaffaire’. Finally, there is also a structural decline 
in demand: the change in tax treatment of residential mortgages (see Chapter 3) 
means that it is no longer attractive to link a mortgage to a capital sum insurance 
or banksavings product.

The system is not only becoming smaller, but institutions are also increasingly 
confining their activities to a single core activity. In the past decades, various 
large banks and insurers merged to form financial conglomerates. These are now 
being broken up again. Financial institutions are increasingly focusing on a single 
core activity: banking or insurance. Banks, for their part, are also concentrating 
more on traditional credit intermediation and less on activities such as investment 
banking. Partly as a consequence of this, their profits in the past years have been 
largely determined by their net interest income (Chart 8). In some cases, the focus 
on core activities was imposed by the European Commission as a condition for 
receiving state aid during the crisis. In other cases, business operations were sold 
to strengthen the institution’s solvency or as part of a strategic choice to embrace a 
simpler business model.

Chart 7 - Drop in premium income for life insurers
Premiums and pay-outs of life insurers in percentages of total assets
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Chart 8 - Dutch banks return to traditional lending business 
Net interest income as a percentage of total income; 2008 has been omitted because total income was negative. 
Right-hand chart shows median for 2008-2012 
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Influence on financial stability

The aforementioned trends, better capitalisation and more opportunities for 
intervention make financial stability risks easier to manage. Although the bank-
ing industry has shrunk, it has more capital than on the eve of the crisis. In line 
with the new stricter international rules (Basel III), this capital also has a higher 
average quality. In addition, the new European regulations have introduced specific 
buffer capital requirements for systemically important banks and systemic risks. 
For the Dutch systemic banks – ING, Rabobank, ABN Amro and SNS – the buffer 
capital requirement will be between 1% and 3%. If, despite these measures, banks 
still run into problems, there will be additional options for timely intervention. 
The Intervention Act, for instance, enables DNB to sell a problem institution or 
parts of it to a private party. Moreover, in the case of a serious and immediate 
threat to the financial stability, the Ministry of Finance is permitted to expropriate 
assets or securities of the institution. Further arrangements have also been made 
in a European context about additional instruments, such as bail-in where any 
initial losses during rescue operations are borne by shareholders and creditors before 
public funds are used.4 

Despite these advantages, the developments mentioned may also pose new 
threats to financial stability. Risks are more concentrated than before, for 
instance. This is the inevitable consequence of the stronger focus on core activities 
and on the Dutch home market. Formerly, the activities of large institutions in 
particular were broadly diversified, both across sectors and geographically. This 
diversification advantage has now largely disappeared. The level of concentration 
within the system also remains high, as is evident from the dominance of several 
large players in specific segments such as the mortgage market. Another example 
of risk concentration is the Dutch deposit guarantee scheme, particularly as long as 
the pre-financed fund remains limited in size. This concentration has increased over 
the past years: covered deposits have grown, while the size of the banking industry 
bearing the risk has shrunk.

As banks can only finance relatively high private debts with traditional deposits 
to a limited extent, they have become reliant on market funding (Chart 9).5 
During the crisis, this funding source has proved high-risk in situations where the 
international capital market suffers a loss of trust. The deposit funding gap has nar-
rowed since the crisis, but remains very large by international standards and may 
widen again in the coming years. If a recovery of the economy and the housing 
market causes an acceleration in demand for loans, banks will probably once again 
need to raise more funding in financial markets. 

Non-bank parties can meet part of the demand for loans. Insurers have recently 
increased their share of the Dutch mortgage market, which helps to reduce the 
banks’ deposit funding gap. One area for concern here is that insurers may be 
expanding their mortgage lending in anticipation of the relatively low capital 
requirements under the new international solvency rules for insurers (Solvency II). 
Another potential risk is that life insurers may also in due course accumulate a large 
concentration of mortgage loans. DNB is therefore keeping a close eye on these 
developments.

The outlook for life insurers remains unfavourable. The past year was positive 
for the sector with good profit figures, but several important underlying problems 

4 See DNB (2013), Overview Financial Stability, autumn 2013, Chapter 4, ‘Bail-in and depositor 
preference’.
5 See DNB (2013), Overview of Financial Stability, spring 2013, Chapter 3, ‘The Dutch deposit funding 
gap’.
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remain. Falling premium volumes reflect the contracting market for individual poli-
cies, competition from banksavings and the tarnished image due to claims regarding 
unit-linked insurance policies. The current low interest rates are also hurting insur-
ers who, in the past, guaranteed returns that are now above the current interest 
rates. Moreover, insurers face overhead costs that cannot be easily reduced or made 
variable, while their premium income is falling due to declining sales. These are 
sector-wide problems that can affect the entire Dutch insurance industry and are 
therefore systemically important. 

Policy implications

An effectively designed European banking union makes the risks described 
easier to manage, but does not eliminate them. An effective banking union not 
only requires Europe-wide supervision, but also a fully European jointly funded 
deposit guarantee scheme and crisis resolution framework. Putting the entire set of 
measures in place is a process that will take several years, whilst vulnerabilities such 
as the deposit funding gap and the high mortgage debt will not disappear soon. 
In the longer term, the banking union may lower the threshold for foreign bank 
entrants, thus reducing the reliance on a concentrated banking sector. In addition, 
this will make it easier for Dutch banks to expand their operations abroad and thus 
scale down their concentration risk.

Lending must be made less dependent on Dutch banks. New entrants can also 
promote competition in market segments that are currently dominated by a few 
large players. Besides foreign banks, more non-bank players such as institutional 
investors could make a greater contribution towards mortgage debt funding through 
the creation of a Dutch Mortgage Institution (NHI). The intention is for this insti-
tution to fund mortgages with a National Mortgage Guarantee (NHG) by issuing 
state-guaranteed bonds. This initiative is still being developed, but in the medium 
term it could substantially contribute to the stable financing of the deposit funding 
gap. Institutional investors are also involved in setting up SME-focused investment 
funds. Finally, alternative forms of funding such as microfinance, crowd funding, 
credit unions and venture capital, are being developed, but these will remain niche 
markets for some time to come. 

Chart 9 - Dutch banks remain reliant on market funding
Deposits from, and loans to, non-financial companies and households in EUR billion. Ratio in percentages
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The problems at life insurers call for a combination of cost reductions, a 
review of business models and a resolution of the issue on unit-linked policies.  
To reduce the risks arising from structural contraction, it is vital to reduce costs. 
Consolidation within the sector can help insurers to achieve economies of scale. 
However, in view of operational complexities and ICT legacy problems, cost syner-
gies cannot be taken for granted. Another priority for insurers must be to strive for 
a sufficiently sustainable business model; this is one of the central topics in DNB’s 
thematic supervision this year. Finally, resolving the issue of mis-selling claims 
regarding unit-linked insurance policies once and for all remains as important as 
ever. Uncertainty about potential claims constitutes a major risk and stands in the 
way of other adjustments such as consolidation through mergers and acquisitions.

Finally, in so far as the aforementioned measures are insufficient, DNB will 
actively aim to minimise financial stability risks via its supervision and macro-
prudential policy (see Box 1 in Chapter 1). In the coming years, for instance, the 
supervision will aim to make banks less complex and easier to resolve, strengthen 
their capitalisation even further and reduce their reliance on market funding.6 One 
initial example of a macroprudential instrument is the buffer requirement forcing 
systemic banks to build up adequate buffer capital in the years to come. 

6 See DNB (2014), DNB Supervisory Strategy 2014-2018.



  21

Overview of financial stability

3  Risks in the Dutch mortgage portfolio 

The Dutch mortgage portfolio has a Janus-faced profile. Payment arrears and losses on 
mortgages have been very limited so far, but the large mortgage portfolio remains a vul-
nerability of the Dutch financial system. The large number of underwater mortgages, in 
particular, poses a latent risk for banks and the government. The AQR assesses whether 
banks maintain sufficient provisions for these latent risks.

Despite a sharp fall in prices in the Dutch housing market, payment arrears 
and losses on mortgages have remained limited so far. Dutch house prices have 
declined over 21% since 2008, so that almost 30% of the mortgages are now under-
water. A mortgage is deemed to be underwater if a house’s market value is lower 
than the associated mortgage debt, with an adjustment being made for savings or 
assets pledged as collateral for the mortgage. No major losses have occurred as 
yet. The number of mortgages in arrears is rising, but is still at a low level. What is 
more, losses in the Netherlands are small compared to other countries that have 
experienced a housing market bust, such as Ireland, Spain and the United States. 
However, the payment arrears are expected to rise further due to the delayed impact 
of rising unemployment on mortgage losses. This delay can be explained by the 
fact that homeowners can initially fall back on financial buffers (such as unemploy-
ment benefits and savings) and assistance from the bank to temporarily reduce their 
mortgage costs. 

Table 1 - international comparison

Interest-only mortgages mainly occur among older households, while under-
water mortgages are concentrated among young households. 35% of Dutch 

homeowners have an interest-only mortgage with no repayment vehicle, i.e. no 
repayments are made during the loan period and no assets are accrued to repay the 
principal at maturity. This type of mortgage is particularly prevalent among older 
households (over 50s); 58% of the mortgages in this age group is interest-only with 
no repayment vehicle. As many of these households have substantial home equity 
as well as considerable financial assets, the credit risk on these mortgages is limited. 
Of younger households (under 50s), 15% have an interest-only mortgage with no 
repayment vehicle. Nearly two-thirds of all homeowners make (partial) repayments 

  Netherlands Denmark Ireland Spain UK US

Total outstanding mortgage debt (% GDP), maximum 2001-2012 108,4 103,4 91,7 64,9 87,2 101,0

Nominal house prices, relative peak-to-trough (%) (1) -21,5 -20,1 -48,9 -30,1 -13,5 -18,1

Unemployment rate, absolute trough-to-peak (%) 4,5 4,5 11,4 18,5 3,7 6,0

Payment arrears, H2 2013 (2) 1,3 0,3 12,3 5,2 1,3 9,3

Underwater (%) (3) 30 n/a 52 20 1,6 - 6,4 13

Source: EMF, FRB, BEA, Dallas Fed.      
(1) The selected period depends on the country and concerns the fall from the moment that the property bubble burst in the relevant country.
(2) Sources: Council of Mortgage Lending (UK), FRB (US), DNB (NL), Central Bank of Ireland (IE), Association of Danish Mortgage Banks (DK), Banco de 
España (ES).      
(3) Sources: Corelogic (US), Financial Conduct Authority (UK), Banco de España (ES), DNB (NL), Central Bank of Ireland (IE). 
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during the loan period or accrue capital that is pledged to the mortgage. This often 
concerns an interest-only mortgage combined with a savings-based or endowment 
mortgage. For younger households, this results in an average repayment percentage 
of more than 50% of the mortgage (Chart 10). These households do, however, have 
fewer financial assets and are also more likely to have underwater mortgages. 40% 
of homeowners in their 30s and 40s have an underwater mortgage.

Developments in risk characteristics

New mortgages are less risky because they are fully amortizing on an annuity 
basis and have a lower maximum loan-to-value (LTV) ratio. New mortgages are 
only eligible for mortgage interest relief if they are (at least) fully amortizing on an 
annuity basis. As a consequence, the proportion of new annuity mortgages sold 
has increased substantially (Chart 11). In addition, a statutory LTV limit has been 
in force since 2013. This limit is currently 104% and will be gradually brought down 
to 100% in 2018, which, incidentally, is still very high by international standards. 
An exception is made in cases where the mortgage loan also covers a residual home 
debt. The aforementioned measures decrease the risk of a residual debt for house-
holds as well as credit risk for mortgage providers.

The strong increase in voluntary repayments in 2013 has contributed only mar-
ginally to alleviating the underwater problem. In the first three quarters of 2013, 
voluntary mortgage repayments of households ran to almost EUR 7 billion, over 
1% of the total mortgage debt. This mainly concerns repayments by older people on 
interest-only mortgages, which usually have a low LTV (Chart 12). Less than a quarter 
of the voluntary repayments concerned underwater mortgages. This illustrates that 
households with underwater mortgages have only limited financial capacity to make 
extra repayments. The fact that households repay more when their interest rates are 
higher also suggests that the increase in voluntary payments is mainly related to 
interest rate arbitrage. After all, given the low deposit rate and the fixed-rate wealth 
tax, repaying mortgage debts is financially often more attractive than saving, even 
if it implies losing out on interest rate deductibility. The extra mortgage repayments 
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Chart 10 - Mortgage risks vary by age group
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coincided with a decline in household savings at banks of some EUR 5 billion in the 
second half of 2013. This form of debt reduction, where saving deposits are used to 
repay the mortgage, leads to a welcome reduction in household balance sheets, but 
does not help to close the deposit funding gap – because the difference between the 
bank’s outstanding loans and the size of the deposits remains intact.

Due to the limited scope for voluntary repayments on underwater mortgages, 
the future development of the underwater problem depends strongly on the 
development of house prices. If house prices remain constant and no extra volun-
tary repayments are made, the number of underwater mortgages will only decrease 
as a result of scheduled repayments and payments into savings and capital accounts. 
In this scenario, two-thirds of mortgages that were underwater at the end of 2012 
will still be under water in ten years’ time. In a scenario where nominal house prices 
rise by 2% annually from 2014, house prices will be back at their 2008 level in ten 
years’ time and three quarters of the current underwater mortgages will be above 
water again. Despite the strong decrease in the number of underwater mortgages 

Annuity Savings Other Interest-only

Chart 11 - Share of annuity mortgages increases 
As a share of total new mortgage sales including remortgages, weighted by loan sum. 2013 concerns figures 
until September
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Chart 12 - Voluntary repayments mainly on mortgages with low LTV 
Repayments from January to 30 September 2013, as a percentage of outstanding debt per LTV category 
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in this scenario, the problem will persist for the remaining underwater mortgages. 
To illustrate: in the 1980s the underwater problem had entirely disappeared within 
ten years, partly because LTV ratios at the time were much lower. The underwater 
problem is thus expected to remain a latent credit risk for mortgage providers for 
some time to come.

Credit risk is largest for households with underwater mortgages, who spend a 
large part of their income on mortgage costs. In the event of a fall in income or 
rise in interest rates, these households are more likely to run into payment problems. 
As their mortgage is underwater, a (forced) sale will result in a residual debt and a 
possible loss for the lender. The group of underwater households who also have a 
loan-to-income (LTI) ratio of five or more accounts for just over 6% of mortgages. 
The higher risk of this group is expressed in the number of households in payment 
arrears which, at 5.3%, is higher than among those with mortgages with a lower LTV 
and/or LTI (Chart 13). 

The risks of underwater mortgages are to a significant extent borne by the gov-
ernment (Chart 13). Over half of the underwater mortgages are NHG-guaranteed. 
With these mortgages, the government acts as guarantor for any residual debt upon 
forced sale. This limits the credit risk for banks. The NHG share of underwater 
mortgages is twice as high as with other mortgages. This implies that the risks asso-
ciated with NHG mortgages are relatively high and that a large part of this risk 
ultimately rests with the government. In this light, it is remarkable that the number 
of NHG claims in 2013 was more than twice as high as when the housing market hit 
the bottom in the 1980s, despite the fact that in those days house prices fell more 
sharply and unemployment rose to above 10%. The high NHG share of underwater 
mortgages is partly to blame for this.

Impact on financial stability

The loss ratios on mortgages will probably increase further over the coming 
period. Given the size of the mortgage portfolios, a significant increase in losses 
may constitute a risk for the financial system. With the aid of stress tests, DNB 

Chart 13 - Higher payment arrears among households with high costs; many un-
derwater mortgages are NHG-guaranteed
At 30 September 2013. As a percentage of total amount of mortgages per category
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assesses the consequences of a sharp economic downturn for banks. In an extremely 
pessimistic scenario with disappointing economic growth, higher unemployment, 
a further decline in house prices and rising mortgage rates, the loss ratios on Dutch 
mortgages could, according to the DNB stress test model, rise from 11 basis points 
of the outstanding debt in 2013 to 33 basis points in 2017 (Chart 14). This is more 
than 20% of the amount of capital and provisions that banks maintain for losses 
on mortgages. Banks would be able to absorb such high loss ratios for several years. 
It should be noted here, however, that stress test models only take very limited 
account of so-called second-round effects, such as the impact of falling house prices 
on economic growth and income development. These second-round effects could 
cause the banks’ losses to rise further. The stress test also shows that an interest rate 
shock would have a substantial effect, despite the relatively long fixed-rate period of 
Dutch mortgages. One explanation is that, compared to an increase in unemploy-
ment, an interest rate shock affects a relatively large group of homeowners.

Due to the strong reliance on market funding, mortgage providers are also 
exposed to funding risk. Rising arrears and lack of clarity about the risks of the 
mortgage portfolio can dampen the enthusiasm of investors to finance Dutch mort-
gages, thus raising funding costs. In this light, the recent entry of new players such as 
insurers to the Dutch mortgage market (see Chapter 2) is a welcome development. 
They promote competition and can help to overcome obstacles in the supply of 
mortgage loans resulting from the strong concentration at banks.

Policy measures

In response to the rising payment arrears, banks have increased their provi-
sions. The AQR contains an assessment of whether these provisions are sufficient. 
As part of the AQR (see Chapter 1), the seven significant Dutch banks that will 
come under ECB supervision supply detailed information about how they deal with 
problem loans and when they make a provision for these loans. Banks can prevent 
the forced sale of houses by temporarily adjusting mortgage conditions, for instance 
by granting an interest payment holiday. Adjustment of the conditions can prevent 
unnecessary losses and contribute to a soft landing of the housing market. It is 

Chart 14 - In stress scenario losses can triple
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important, however, that this only happens if payment arrears are due to temporary 
reasons and there is sufficient certainty that the homeowner will be able to bear 
the mortgage costs in the longer term. In addition, banks must set aside sufficient 
provisions for these loans.

The recent adjustments to the NHG conditions and the creation of the NHI 
contribute to a more efficient use of government guarantees. Since the start of 
this year, mortgage lenders are required to bear 10% of any losses arising from new 
NHG mortgages. This gives mortgage lenders a stronger incentive to properly assess 
the risks of mortgages and also to continue monitoring mortgages after acceptance. 
In addition, the NHG limit is being reduced from EUR 290,000 to EUR 265,000 
from July 2014. As a result, the share of new NHG-guaranteed mortgages, which 
amounted to just over 75% in 2013, will decrease and the NHG will focus more at 
the lower segment of the market. In view of the deposit funding gap, it also seems 
more efficient to apply the government guarantee more directly at the reduction in 
funding risk through the creation of the NHI (see Chapter 2).
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4  Systemic risks through central derivatives 
clearing

Derivatives are crucial for the risk management of financial institutions. The financial 
system therefore stands to benefit from a transparent and efficient derivatives infrastruc-
ture. The worldwide reforms announced in the wake of the financial crisis contribute to 
this, but they also create new risks: concentration risk, collateral scarcity and increased 
procyclicality. These risks can be reduced by reinforcing the robustness of central coun-
terparties, reducing the impact of a central counterparty bankruptcy and tempering 
procyclical elements.

Derivatives allow risks in the financial system to be mitigated and redistributed, 
and thus play an essential role. A derivative insures the buyer against fluctuations 
in market prices, such as interest rates, equity prices and exchange rates, or against 
underlying risks such as credit risk. If a derivative is concluded between two parties 
with an opposite risk exposure, such a risk can be neutralised at systemic level. 
Banks, for instance, use interest rate derivatives to hedge against rising interest rates, 
while life insurers and pension funds use them as protection against falling interest 
rates. Such transactions do, however, trigger other risks such as counterparty risk: 
the risk that the other party fails to fulfil its obligations. Derivatives can also be 
concluded between two parties that do not have an opposite risk exposure: in this 
case, the risk in the system is not diminished, but shifted to another party where it 
ties in better with the desired risk profile.

Bilateral interest rate and currency derivatives are the most common types. 
Measured by nominal value, about 90% of derivatives are currently contracted 
through bilateral contracts (over-the-counter or OTC), with the rest being con-
tracted via trading platforms. The advantage of OTC derivatives over standardised 
contracts is that they can be tailored to the investor’s specific risk exposure. At 
year-end 2013, the market value of derivatives concluded by Dutch banks ran to 
about EUR 372 billion.7 The amounts for insurers and pension funds were EUR 36 
billion and EUR 64 billion, respectively (Chart 15). Owing to the current low interest 
rates, the total value of banks’ derivatives exposures is negative while that of pension 
funds and insurers is positive.

Innovations in risk management, supervisory adjustments and speculation 
fuelled the use of derivatives in the pre-crisis years. Derivatives are used for risk 
hedging, arbitrage or investment purposes. If investments are made with a short-
horizon, this is considered speculation. In the years preceding the crisis, continuing 
innovations in quantitative risk management went hand in hand with a growing 
use of derivatives (Chart 16). The legal standardisation of derivatives contracts by 
means of the internationally recognised ISDA master agreement also contributed 
to this process. In addition, an adjustment of the supervisory method that brought 
pension funds under the Financial Assessment Framework with effect from 2007 
increased the demand for interest rate derivatives, as pension funds were now also 
required to discount their future obligations on the basis of the current yield curve. 

7 This concerns the sum of gross positive and gross negative market values per type of derivative (interest 
rate, currency, equity or credit derivatives), without taking account of netting. The nominal value of 
outstanding derivatives contracts is even higher, but this provides less information about the actual risk 
exposure as it only indicates the stated value of the contract.
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Finally, derivatives were also increasingly used for speculative leveraged investing: 
as investors only pay a small percentage of the nominal value when entering into 
the derivative, they can take up more risk than with traditional investment instru-
ments. Credit derivatives often enjoy greater market liquidity than the underlying 
corporate bonds.

Although derivatives make it possible to hedge risks, they do make risk manage-
ment more complex. In the recent past, several semi-public institutions such as 

Chart 15 - Derivatives contracts are important to Dutch financial institutions 
Market value of financial derivatives on the assets and liabilities side of the balance sheet, in EUR billion 

400                

300                

200                

100                

0                

-100                

-200                

-300                

-400

10Q2 10Q3 10Q4 11Q1 11Q2 11Q3 11Q4 12Q1 12Q2 12Q3 12Q4 13Q1 13Q2 13Q3 13Q4

Source: DNB. 
 

Banks Insurers 
 

Pension funds Investment  
institutions

Assets side

Liabilities 

Chart 16 - Market value of derivatives portfolio strongly influenced by interest rate 
contracts 
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housing associations have suffered major losses on their derivatives contracts. These 
examples illustrate the need for organisations that purchase derivatives to have an 
adequate risk management environment in place.

When the crisis broke out, it became clear that the increased use of derivatives 
had made the financial system more interconnected and less transparent. At the 
time of the crisis, the majority of the derivatives contracts were non-standardised 
and therefore highly illiquid. As these were bilateral contracts, the market was 
strongly interconnected but also lacked transparency. With some transactions, no 
collateral was exchanged, leading to a high counterparty risk. Accordingly, when 
the financial crisis erupted, there was great uncertainty among market participants 
and policymakers about the financial risks to which institutions and the financial 
system were exposed due to derivatives.

In response, worldwide policy reforms were implemented. Pursuant to the 
arrangements that the G20 made during the Pittsburgh Summit of 2009, efforts were 
undertaken to increase the transparency of the derivatives market and reduce coun-
terparty risks. In Europe, these reforms have been incorporated into the European 
Market Infrastructure Regulation (EMIR) and the Capital Requirements Regulation 
(CRR), whereas in the United States they form part of the Dodd-Frank Act. 

The policy reforms promote central derivatives clearing and mandatory provi-
sion of collateral. Transparency is increased through the increasing central clearing 
of derivatives and through mandatory registration of transactions in transaction 
registers. In order to encourage clearing via central counterparties (CCPs), bilaterally 
cleared contracts are required to meet higher capital requirements than centrally 
cleared contracts. Central clearing is mandatory for all standardised derivatives. 
CCPs act as intermediaries in transaction between parties and the CCP takes over 
the obligations of both parties, for which it demands collateral in return (Figure 
2). Many non-bank institutions do not have direct access to a CCP and therefore 
use a general clearing member, a bank with direct access to the CCP that conducts 
transactions for third parties. A bank that exclusively uses its direct access to clear 
its own derivatives portfolio is known as a clearing member. CCPs lower the risks 
attendant on OTC trading. They reduce the information asymmetry that exists in a 
market with numerous heterogeneous players. In the central clearing system, parties 
only deal with a single counterparty, which makes due diligence and risk manage-
ment easier and increases transparency. In addition, any losses are distributed via 
CCPs in a predictable manner among the associated clearing members. Finally, the 
multilateral netting of collateral by CCPs also limits the risk of collateral scarcity.

Figure 2 - CCPs play a key role in derivatives market
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Impact on financial stability

At the same time, these reforms are also causing new risks, such as growing 
concentration at CCPs and general clearing members. The mandatory central 
clearing of standardised contracts increases the concentration risk of banks due 
to rising exposures to CCPs and general clearing members. It is likely that, in due 
course, the majority of central clearing transactions will be performed by a few 
large CCPs because of the resulting economies of scale and network effects – the 
more parties that join the network, the more valuable the network is. Certain CCPs 
already play such a major role in the financial infrastructure that their bankruptcy 
would have an extremely negative impact on the financial system. Similarly, this 
increases the concentration risk and the dependence of small banks and non-bank 
institutions on general clearing members. Because of this increased systemic impor-
tance, CCPs as well as general clearing members as banking institutions are under 
supervision. DNB supervises the two Dutch CCPs (EuroCCP N.V. and HCH). As 
these two parties do not clear any OTC derivatives, Dutch institutions also make 
use of foreign CCPs. 

In times of market turmoil, the increasing use of collateral can lead to scarcity at 
individual institutions. Owing to the mandatory provision of collateral in deriva-
tives transactions in combination with the increased collateral requirement under 
the more stringent Basel III liquidity requirements, the demand for collateral will 
rise. In view of the diminished creditworthiness of governments, businesses and 
households, the supply of suitable collateral has not kept pace with this demand. 
Research shows that these developments are unlikely to lead to collateral scarcity at 
systemic level in the short term, but that shortages may occur at individual institu-
tions in times of market turmoil.8 Collateral scarcity gives rise to liquidity risk if 
institutions are forced to sell assets at low prices or, if the collateral cannot be sold, 
to dissolve their derivatives contract and thus lose their risk protection.

The mandatory use of collateral increases the procyclicality in the system. As 
collateral is valued at market value, haircuts are increased in times of market turmoil 
and parties are required to provide extra collateral. This also applies to insurers and 
pension funds when they pay their variation margin with cash funds. As insurers 
and pension funds generally do not maintain substantial cash funds, they will have 
to liquidate other assets to meet the increased collateral requirement and this, in 
turn, will lead to even more market turmoil. To limit the procyclical effect of the 
use of collateral, it is important to ensure that the margins and haircuts are suf-
ficiently prudent in times of stability. If this prudence is not exercised, DNB can 
impose minimum levels for Dutch CCPs. For foreign CCPs, this must take place 
via international supervisory colleges.

The interconnectedness of the financial system is increasing because institutions 
will re-use or transform their collateral in the event of scarcity. A sample taken 
by DNB shows that institutions use various methods to avoid collateral scarcity.9 
Occasionally they decide not to enter into a derivatives transaction. In other cases, 
assets are securitised to make them suitable for use as collateral. Some institutions 
indicate that, in the case of bilateral contracts, they are considering rehypothecation 
of collateral, in so far as this is permitted. A final alternative is collateral transforma-
tion, in which process collateral is sold or exchanged for another type of collateral, 
e.g. via the repo market or via an external party. The re-use and transformation of 
collateral increases the interconnectedness of the financial system further.

8 Levels, A., Capel, J. (2012), Is Collateral Becoming Scarce? Evidence for the euro area, DNB Occasional 
Studies, Vol. 10, No. 1.
9 Levels, A., Capel, J. (2014), Collateral optimization, re-use and transformation – developments in the 
Dutch financial sector, to be published.
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Policy measures

The concentration risk at CCPs places high demands on their risk management 
and resilience. The mandatory clearing of standardised contracts via CCPs will fur-
ther increase the systemic importance of these parties. Studies predict that the share 
of centrally cleared contracts is set to double to over half of all bilateral derivatives.10 
It is therefore very important to minimise the risk of a CCP bankruptcy. This risk 
is partly mitigated by the business model. As CCPs themselves do not have any net 
exposure to derivatives, they do not incur any risk in respect of price movements. 
In addition, CCPs have in place an extensive ‘default waterfall’ to absorb any losses 
arising from the bankruptcy of a clearing member (Figure 3). First of all, they apply 
strict admission criteria regarding such aspects as the member’s risk management 
environment. In addition, clearing members are required to provide collateral to 
the CCP, both when concluding the derivative and when the derivative falls in 
value during the term of the contract; this collateral is known as the initial margin 
and the variation margin respectively. The variation margin must be paid in cash 
funds so that the CCP can pass it on to the clearing members whose derivative has 
risen in value. Furthermore, clearing members must also make an ex ante collateral 
contribution to their own default fund. If this fund is insufficient in the event of 
bankruptcy, the CCP’s own default fund and subsequently that of the other clearing 
members will be used to cover the loss. Finally, the CCP’s equity can also be used. 
Under current regulations, this default waterfall must be sufficient to withstand a 
simultaneous bankruptcy of the two largest clearing members. The bankruptcy of 
US investment bank Lehmann Brothers, which was extremely active in the deriva-
tives market, could be absorbed through the structure that was already in place at 
the time.

As a CCP’s bankruptcy can never be entirely ruled out, it is important to reduce 
the impact of such an event. Despite the extensive default waterfall, the bankruptcy 
of a CCP can never be entirely ruled out. It is therefore important to ensure that 
a CCP can be resolved in an orderly manner in the event of bankruptcy. Work is 
currently in progress within the FSB to define standards for recovery and resolution 
plans for CCPs and other market infrastructures. Such standards are vital to ensure 
the orderly resolution should a CCP default.

The size and systemic importance of the derivatives market makes transaction-
based monitoring necessary. The mandatory registration of derivatives transac-

10 BCBS (2013), Macroeconomic impact assessment of OTC derivatives regulatory reforms, Report issued 
by the Macroeconomic Assessment Group on Derivatives (MAGD), August 2013.

Figure 3 - Default waterfall protects CCP against bankruptcy
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