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The vdp welcomes the opportunity to provide the European Commission’s services with some specific 

comments on the recommendations of the Liikanen-report published on the 2
nd

 of October 2012. 

Whereas the public debate about the Report’s recommendations focused on the separation of 

proprietary or other significant trading activities from traditional deposit taking banks, we would like 

to address two other recommendations of the Group, namely the extensive use of designated bail-in 

instruments and the application of more robust risk weights for the treatment of real estate lending. 

 

Changing the treatment of mortgages and the use of bail-inable assets in the ways discussed by the 

Liikanen Group could have wide reaching implications for mortgage lenders as the existence of long-

standing business models could be jeopardised and their ability to continue to lend to the real 

economy could be severely constrained.  

 

1. Bail-inable debt: the use of designated bail-in instruments have a significant impact on the 

liability side of the balance sheet and particularly challenge the funding capacity of 

specialised mortgage lenders 

 

The Liikanen Group strongly supports the use of bail-in instruments within the scope of the Bank 

Recovery and Resolution (BRR) Framework which would give power to write down claims of 

unsecured creditors or convert debt claims to equity. Article 39 of the BRR Proposal requires a 

minimum amount of “bail-inable” assets as a proportion
1
 of the total liabilities.  

This requirement would in particular place specialised mortgage lenders in a difficult situation as a 

higher ratio might not be compatible with the liability structure of their balance sheets which largely 

consist of covered bonds with no or only little senior unsecured debt.  

The compulsory provision of bail-in eligible liabilities would lead to a massive overhaul of existing 

refinancing structures, as the balance sheet cannot be inflated on one side by additional bail-in eligible 

liabilities. 

This might lead to a situation where fully or partially secured real estate financing must be refinanced 

at a higher percentage by unsecured debt therefore significantly increasing the risk of the business 

model, the cost of funding and, as a consequence, the cost of mortgage lending.  

                                                           
1 An original 10% ratio was deleted from the main text of the BRR Proposal, but remained in the Explanatory Memorandum. 

 



It is therefore of utmost importance to very carefully consider the introduction/use of designated bail-

in instruments. As such debt is supposed to be held outside the banking system, there is uncertainty 

about the investor type potentially be interested to engage in this kind of securities. We don’t believe 

that the insurance industry will be available as an investor group because the new Solvency II regime 

is already driving insurance companies to considerably reduce their exposures against banks. The 

introduction of bail-inable debt will certainly not reverse this trend but reinforce it. 

Most notably, the impact on non-deposit taking specialised mortgage lenders have to be carefully 

assessed. As regards the portion of unsecured debt of these institutions (beside equity and secured 

debt) they will either not be able to find investors at all willing to engage in claims that will 

automatically be lost in the case of crisis or will have to offer risk premiums which would place those 

lenders out of competition. 

Such a situation will not only further reduce access of specialised mortgage lenders to senior 

unsecured markets but threaten the funding of mortgages in general. 

We therefore believe that – in line with the Commission's proposal in Article 39 BRR – that the level 

of bail-inable liabilities should be set according to a metric that explicitly takes account of the business 

model and risk profile, as well as the interconnectedness and systemic character of each institution. 

This must lead to a much lower percentage as 10% for the typical specialised mortgage lender. 

In conclusion, we call the European Commission to carefully calibrate the amount of bail-inable debt 

for specialised lenders. We cannot share the Group’s strong support of the use of bail-inable debt.  

 

2. Treatment of mortgages 

 

 Application of more robust risk weights in the determination of minimum capital 

requirements in internal models 

 

We recognise that, in some countries, systemic banking crises were the result of excessive lending. 

However, we remain convinced that mortgage lending remains a low-risk asset class in the vast 

majority of Member States. For example, overall mortgage losses in Germany show a long term stable 

loss level below 0.5% of the overall outstanding of residential as well as commercial real estate 

lending. This evidence has been produced by research undertaken by all German banking 

Associations, covering a period of 20 years from 1988 to 2008 (Annexe). 

 

Indeed, it is worthwhile to recall the risk sensitive approach of the capital requirements. In countries 

with more stable real estate markets and low loss rates, lower capital requirements are intended by the 

regulation. A general move to higher capital requirements would conflict with the principle of risk 

sensitivity itself. 

 

Moreover, IRBA risk weights are the result of rating models which are thoroughly assessed and 

approved by supervisors. These models should already reflect known loss experience incurred in 

recent real-estate driven crises - where relevant to the particular institution and Member State. There is 

no evidence of a general dysfunction of internal rating models. Ensuring that the feedback from known 

loss experience into IRB PDs, LGDs and risk weights is robust would be a better, more logical 

approach than applying a ‘one size fits all’ approach or arbitrary floors as the Expert Group propose. 

 



It is important to note that as soon as the CRR is implemented, fully consistent mortgage loss data 

from all member states will start to be provided and collated under Article 96 - so it would be 

premature to take measures now without waiting for this evidence base (better regulation principle). 

We expect loss data confirming the diversity and risk profiles of markets. 

 

 Maximum LTV and LTI ratios included in the instruments available for micro- and 

macro-prudential supervision 

 

The Liikanen Committee’s Report recommends lending thresholds as a macro-economic tool with the 

purpose of “limiting the risks stemming from real estate markets”
2
. We don’t believe that thresholds 

such as absolute LTV and LTI lending limits will have the intended impact on financial stability. To 

the contrary, such tools would restrict the access to credit for borrowers and could thus considerably 

damage the wider economy.  

 

In fact, it would be much more efficient to apply the already existing instruments such as the new 

CRR/CRDIV and the new consumer protection rules in the upcoming ‘Mortgage Directive’, including 

information and adequate explanations, creditworthiness assessment and standards for advisory 

services. 

 

An outright ban on lending above a certain threshold would be an inflexible measure that fails to take 

account of a borrower’s financial situation and to distinguish between those borrowers who will and 

those who will not repay. Such an approach could, in fact, disadvantage consumers who are able to 

repay, excluding them from the mortgage credit market. 

 

A proper and full assessment of the borrower’s creditworthiness i.e. their ability to repay, is the crucial 

criteria, taking into consideration, but not relying exclusively on, the LTV or LTI. It logically follows 

that a cap on LTV ratios would have the reverse effect of creating a situation where households are 

restricted, if not prevented, from accessing home ownership.  

 

More precisely, if investments in residential property hold off, the offer would not be able to adapt to 

the housing demand, thus triggering housing shortage and house price inflation. Within an 

environment of substantially increased house prices, the borrowers’ indebtedness would in any case 

significantly increase within any LTV or LTI thresholds. Hence, the purpose of limiting risks 

stemming from real estate markets would not be achieved. 

 

Furthermore, an absolute lending limit could easily conflict with national financing structures. In the 

German market, fixed rate mortgages provided by mortgage lenders are usually combined with loans 

from Bausparkassen with second-tier rankings. But Bausparkassen loans, although displaying higher 

LTV ratios, enable a significant number of German borrowers to access home ownership. This system 

could be threatened by the introduction of rigid LTV thresholds. 

 

 

Brussels, 12 November 2012 
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ANNEXE 

German loss rates of residential & commercial mortgage lending  

1988 to 2008 

 

1. Commercial properties  2. Residential properties 

Year First mortgage loss 

rates in % (within 

60% limit of the 

mortgage lending 

value) 

Total loss 

rates in % 

 

Year First mortgage loss 

rates in % (within 

60% limit of the 

mortgage lending 

value) 

Total loss rates 

in % 

1988 0.030 0.076  1988 0.042 0.115 

1989 0.044 0.108  1989 0.028 0.080 

1990 0.029 0.074  1990 0.020 0.053 

1991 0.022 0.055  1991 0.013 0.035 

1992 0.019 0.045  1992 0.014 0.036 

1993 0.021 0.053  1993 0.013 0.035 

1994 0.032 0.075  1994 0.009 0.024 

1995 0.030 0.093  1995 0.010 0.037 

1996 0.032 0.105  1996 0.017 0.056 

1997 0.022 0.087  1997 0.022 0.054 

1998 0.040 0.117  1998 0.028 0.074 

1999 0.068 0.393  1999 0.022 0.099 

2000 0.083 0.424  2000 0.029 0.189 

2001 0.066 0.437  2001 0.034 0.216 

2002 0.033 0.345  2002 0.038 0.267 

2003 0.064 0.443  2003 0.042 0.288 

2004 0.071 0.427  2004 0.054 0.327 

2005 0.095 0.432  2005 0.069 0.359 

2006 0.141 0.409  2006 0.072 0.210 

2007 0.054 0.168  2007 0.044 0.155 

2008 0.099 0.234  2008 0.050 0.151 

 


