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ECB warns of housing bubble risks across European countries 

 

The housing market has been one of the beneficiaries during COVID-19 pandemic as prices increased on 
account of higher demand for more space (lockdowns and work-from home), significant higher savings 
that households have accumulated during this period, but also fiscal and monetary stimulus that brought 
interest rates at a lower level. As per Eurostat data, in the second quarter of 2021, housing prices 
increased by 6.8% in the euro area and by 7.3% in the EU comparing with the same quarter of 2020, 
representing the highest annual increase for the euro area since the 4th quarter of 2006 and since the 
3rd quarter of 2007 for the EU.  

 

All measures that were implemented during Covid-19 pandemic might have set the stage for a housing 
bubble in some European countries. Recently, the Head of ECB banking supervision, Mr. Andrea Enria 
mentioned that European Central Bank is “keeping a very close eye on the build-up of risks on banks’ 
balance sheets” and warned that the ECB is also “seeing a build-up of residential real estate 
vulnerabilities in some countries”. He added that even though non-performing loans numbers still seem 
favourable, the quality of assets held by banks are deteriorating and current bank projections for non-
performing credit might be too optimistic in the current context and releasing provisions shall be 
cautious. 

 

Looking at the latest aggregate NPL ratio of the European Banking sector published by the European 
Banking Authority for Q2’21, it reached 2.3%, being the lowest level in the last decade, continuing a 
downward trend. On mortgages, the report shows a declining trend from 2.3% in Q1 to 2.1% in Q2. 
Despite the good trend In NPL ratio, Mr. Enria mentioned there may be hidden signs of asset quality 
deterioration such as the share of forborne loans and problematic stage 2 loans (loans which have 

experienced a significant increase in credit risk). These early signs of stress seem to appear in the 
European Banking sector as stage 2 loans ratio increased to 9% in Q1 2021 from 7% in Q1 2020. Banks 
might see a larger future increase in these stage 2 loans (under-performing) and stage 3 (non-performing) 
loans due to moratoria and government support becoming thinner. In order to tackle these probable 
defaults in the next period, European banks may be required to adjust their provisioning models to 
cover higher expected credit losses. 
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Whether these are true signs of stress in the banking system, remains to be seen in the following period. 
In comparison to 2007-2008 crisis, however, banks are more prepared to tackle these situations as capital 
ratios are at high levels due to regulatory reforms since the previous crisis, but also due to extraordinary 
provisions accumulated in 2020 for the COVID pandemic, however caution remains essential during these 
uncertain times. 

 

For further questions regarding the aspects mentioned in this alert or in case you need help in assessing 
the impact on IFRS 9 provisions and capital agenda, please don’t hesitate to contact us: 
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