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KEY ISSUES

Context: The Financial Sector Assessment Program (FSAP) took place against slowing
economic growth amid tighter financial conditions, elevated housing prices, large and
interconnected nonbanks with major pension reforms underway, and increased securities
market trading after Brexit. The Netherlands also faces climate challenges related to sea-
level rise and more frequent extreme rainfall, as well as the need to bring down nitrogen
depositions, which currently exceed critical values, threatening biodiversity loss.

Findings: The systemic risk analysis focused on housing, non-banks, and climate, and found
that financial institutions are broadly resilient to the adverse macrofinancial scenarios
considered in this assessment, though the risks for corporates and some households remain
elevated. The climate physical risk analysis suggests that banks and insurers are largely
resilient to a wide range of flood events. The authorities are leading the efforts to embed
climate risk into financial sector oversight; their supervisory approach is generally sound.
Some gaps since the last FSAP remain, especially in the macroprudential policy framework.

Policy advice: The main recommendations centered on:

e Macroprudential policies. Gradually reduce the limit on the loan-to-value ratio and
continue efforts to incentivize borrowers to lower exposures to interest-only mortgages
and phase out mortgage interest deductibility.

e Supervision and regulation. Ensure that supervisory approaches and tools are fit for
purpose in a rapidly changing market environment, and supervisory authorities have
sufficient budgetary autonomy, delegated powers, and intervention tools to address
risks promptly and efficiently.

e Climate risk oversight. Pursue full-fledged climate supervision, backed by stronger data,
scenario analysis, stress testing, and disclosure.

e Crisis management and resolution. Ensure operational readiness for resolution and
develop and regularly test a national financial crisis management plan.
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e The FSAP team was led by Naomi Nakaguchi Griffin and included Piyabha Kongsamut (deputy),
Romain Bouis, Max-Sebastian Dovi, Nikoletta Kleftouri, Caterina Lepore, Junghwan Mok, David
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e The team met with the Ministry of Finance (MoF), De Nederlandsche Bank (DNB), Dutch Authority
for Financial Markets (AFM), Ministry of Agriculture, Nature and Food Quality, Ministry of
Infrastructure and Water Management (MolWM), Ministry of Social Affairs and Employment
(MoSA), European Central Bank (ECB), European Insurance and Occupational Pensions Authority
(EIOPA), and representatives from industry associations, climate-related institutions, financial
integrity-related institutions, the financial sector, and the auditing, accounting, actuarial, and legal
professions.

e FSAPs assess the stability of the financial system as a whole and not that of individual institutions.
They are intended to help countries identify key sources of systemic risk in the financial sector and
implement policies to enhance its resilience to shocks and contagion. Certain categories of risk
affecting financial institutions, such as operational or legal risk, or risk related to fraud, are not
covered in FSAPs.

e The Netherlands is deemed by the Fund to have a systemically important financial sector according
to SM/21/52 (4/16/2021), and the stability assessment under this FSAP is part of bilateral
surveillance under Article IV of the Fund's Articles of Agreement. The previous FSAP took place in
2017.
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Glossary
AFM Dutch Authority for Financial Markets
AML/CFT Anti-Money Laundering/Combating the Financing of Terrorism
BTL Buy to Let
BTWwft Bureau Toezicht in Tax and Customs Administration supervising

institutions under the Money Laundering and Terrorist Financing
(Prevention) Act (Wwft)

CCyB Countercyclical Capital Buffer

CET1 Common Equity Tier 1

CIS Collective Investment Scheme

CRE Commercial Real Estate

DB Defined Benefit

DC Defined Contribution

DGF Deposit Guarantee Fund

DNB De Nederlandsche Bank

DSTI Debt Service To Income

EA Euro Area

ECB European Central Bank

EIOPA European Insurance and Occupational Pensions Authority
ELA Emergency Liquidity Assistance

EU European Union

EuroCCP European Central Counterparty
FATF Financial Action Task Force

FDI Foreign Direct Investment

FEC Financial Expertise Centre

FIU Financial Intelligence Unit

FMI Financial Market Infrastructures
FSAP Financial Sector Assessment Program
FSC Financial Stability Committee

FX Foreign Exchange

GDP Gross Domestic Product

G-SIB Global Systemically Important Bank
ICR Interest Coverage Ratio

10 Interest Only

IT Information Technology

LCR Liquidity Coverage Ratio

LIWO The National Water and Floods Information System
LLD Loan-Level Data

LSI Less Significant Institution

LTV Loan To Value

MFI Monetary Financial Institution

MID Mortgage Interest Deductibility
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MMF Money Market Fund

MoF Ministry of Finance

MolWM Ministry of Infrastructure and Water Management
MoSA Ministry of Social Affairs and Employment

NBFI Non-Bank Financial Institution

NFC Non-financial Corporation

NIBUD National Institute for Family Finance Information
NPL Nonperforming Loan

NRA National Risk Assessment

NSFR Net Stable Funding Ratio

OCR Overall Capital Requirement

OFI Other Financial Institution

P&C Property & Casualty (insurance)

RAM Risk Assessment Matrix

RIVM National Institute for Public Health and the Environment
ROW Rest of the World

RRE Residential Real Estate

RWA Risk-Weighted Assets

SB Supervisory Board

SCR Solvency Capital Requirement

SI Significant Institution

SRB Single Resolution Board

SREP Supervisory Review and Evaluation Process

SSM Single Supervisory Mechanism

TRIM Targeted Review of Internal Models

UFR Ultimate Forward Rate

VA Volatility Adjustment

WEO World Economic Outlook
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N EXECUTIVE SUMMARY

The Netherlands FSAP focused on three cross-cutting themes—housing, non-banks, and
climate risks—while carrying out a comprehensive review of financial sector oversight. The
FSAP reviewed the resilience of the Dutch financial system against a set of conjunctural and
structural challenges to the economy: the conjunctural challenges included slowing economic
growth amid tighter financial conditions, elevated housing prices, large and interconnected
nonbanks with major pension reforms underway, and the shift in securities markets trading from
London to Amsterdam since Brexit, which raised Amsterdam to systemic importance for the euro
area (EA); and the structural challenges focused on climate issues, including climate physical risks
associated with roughly a quarter of the country being below sea level, and nature-related transition
risks from an uncertain policy path to bring down nitrogen depositions to contain biodiversity loss
and comply with European Union (EU) Directives.

The systemic risk analysis found that financial institutions are generally resilient to the
adverse macrofinancial scenarios considered in the FSAP, though the risks for corporates and
some households remain elevated. Stress tests results revealed the following:

e Banks. Significant Institutions (Sls) as a group appear resilient to severe macrofinancial shocks,
but some might see capital buffers erode with earnings weakening over time under adverse
conditions. Less Significant Institutions’ (LSIs) corporate borrowers could experience rising
default probabilities under severe global macrofinancial conditions, even surpassing levels
during the global financial crisis. Liquidity buffers appear generally sufficient, though close
monitoring in case of severe runoffs in foreign currencies would be useful. Bank solvency stress
could potentially spread to other financial institutions via fire sales, and LSIs defaults could
generate system-wide losses.

e Non-bank Financial Institutions (NBFIs). The solvency of the Dutch insurance sector, particularly
the property & casualty (P&C) and health insurers, appears broadly resilient to the adverse
scenario, while vulnerabilities exist for some life insurers. Liquidity risks from margin calls for
insurers appear largely contained. As for pension funds, funding ratios improve further with
higher interest rates under the adverse scenario. Pension funds appear resilient to liquidity risks
from margin calls even when access to the repo market is restricted, though close monitoring
of market conditions remains crucial.

e Corporates and households. The boom in housing prices has raised vulnerabilities for many
borrowers, and downside risks to commercial real estate (CRE) increased after the pandemic. In
an adverse scenario that includes a sharp correction in housing prices, the youngest and lowest
income household borrowers are the most significantly impacted. The adverse scenario also
results in a marked increase in the share of non-financial corporations (NFCs) facing debt
repayment difficulties or higher borrowing needs.

The climate physical risk analysis suggests that banks and insurers are largely resilient to a
wide range of flood events, though data limitations constrained some analysis. The banking
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sector exhibits resilience to flood events, reflecting the Netherlands' strong existing water
management system, which is expected to further improve. The analysis, however, was constrained
by the lack of access to loan-level data. The insurance sector, which does not underwrite primary
flood risks, is resilient to the flood events considered; net claims of a non-primary regional flood
event—after reinsurance—are limited. While the climate transition risk analysis was complicated by
an uncertain policy path, the FSAP's analysis found that some banks face high risks from loans to
financially vulnerable firms in high nitrogen-emitting sectors, though overall, the banks’ exposure to
high nitrogen-emitting sectors declined in recent years.

The FSAP’s recommendations aim to support the authorities’ ongoing efforts to strengthen
financial sector oversight (Table 1). Key areas of focus include:

Macroprudential policies. The authorities have appropriately strengthened macroprudential
buffers, but further adjustments to borrower-based measures are warranted. The calibration of
borrower-based measures should be focused on minimizing financial stability risks (which can
enhance consumer protection), with access to homeownership being addressed by other
policies. The authorities should gradually reduce the limit on loan-to-value (LTV) ratio and
continue their efforts to incentivize borrowers to lower exposures to interest-only (10)
mortgages and phase out mortgage interest deductibility (MID). A clear legal basis for access to
granular data for risk monitoring and analysis should be ensured.

Supervision and regulation. The authorities have made good progress since the last FSAP, and
their approach has been thoughtful and risk sensitive. The FSAP's key recommendations include:
adapting supervisory approaches to a rapidly changing market environment; equipping
supervisory authorities with necessary resources, access to technologies, analytical tools, and
granular data; reviewing the legislative framework to ensure that the supervisory authorities
have sufficient budgetary autonomy, delegated powers, and intervention tools to address risks
promptly and efficiently; further clarifying in law the requirement of independent board
members of supervised institutions; monitoring and proactively managing potential risks of the
pension system transition; and ensuring trading venue and equity market resilience.

Climate risk oversight. The authorities have been leaders in supervision and quantitative analysis
of climate risks. The FSAP recommends to further integrate climate risk into supervision, backed
by stronger data, scenario analysis, stress testing and disclosure, and using an interagency body
to discuss policy implications of climate-related issues and coordinate national policy actions
that have implications on financial stability. As the transition policy becomes clearer, the
authorities should assess the impact of such policies on the financial sector.

Financial integrity. Recognizing good progress already made, the FSAP recommends carrying
out a more comprehensive analysis of risks relating to the misuse of legal entities and conduit
structures and enhancing the availability and accuracy of beneficial ownership information.

Crisis management and resolution framework. The authorities should focus on further ensuring
operational readiness by completing resolution handbooks; identifying and operationalizing
national sources for the provision of liquidity in resolution; and developing and regularly testing
a national financial crisis management plan.

INTERNATIONAL MONETARY FUND
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Table 1. The Netherlands: Key FSAP Recommendations

Recommendation Addressee | Timing* |Priority**

Cross-Cutting

Establish an interagency body — or facilitate this in an existing platform — to MoF, AFM
1 regularly discuss policy implications of climate-related issues, broaden and other ST H
cooperation including data sharing, and coordinate policy actions with relevant
implications for financial stability (146). ministries
Adapt supervisory approaches to a rapidly changing market environment and
2 | strive for consistent supervisory outcomes across sectors through timely DNB, AFM ST/MT H

deployment of technologies and analytical tools (155, 66).

Review legislative framework to ensure the supervisory authorities have MoE. AFM
3 | sufficient budgetary autonomy, delegated powers, and intervention tools to DINB ' ST H
address risks promptly and efficiently (153, 54, 72).

Ensure that authorities have a clear legal basis to access granular MoE. DNB
4 | transaction/loan-level data on a regular basis for risk monitoring and analysis, AIFM ' H
including residential and commercial real estate loans (148, 59).

Further clarify the requirement of independent supervisory board members in

5 MoF, MoSA MT H
law (156, 61, 65, 72). or Mo

Systemic Risk Analysis

6 Tap alternétwe datasets to complete the ongoing efforts to develop market DNB ST M
risk analysis (123).

7 Develop system-wide stress testing methodologies to assess the contagion DNB MT M

effects across banks and NBFls (132).

Closely monitor pension funds’ repo transactions, amend supervisory
8 | reporting where necessary, and perform liquidity stress tests which DNB M
incorporate a drying-up of repo markets (131).

Climate Risk Oversight and Analysis

Establish a medium-term plan to develop LSl/insurance climate risk
9 | supervision to incorporate climate-related risk perspective across activities of DNB ST H
the supervisory process, including bridging data gaps. (144, 45)

Conduct physical risk analysis using forward-looking medium and long-term
flood scenarios accounting for the impact of climate change (e.g., those DNB,

aligned with the Intergovernmental Panel on Climate Change's Sixth MolWM
Assessment Report) (138).

10 ST M

Develop an approach to assess the impact of policies to reduce nitrogen
11 | depositions on the financial sector once the transition path and its DNB ST H
implications on the economy become clearer (139).

Deepen collaboration among DNB supervisors and DNB stress testers to

12 DNB ST H
inform supervisors of climate stress testing insights and vice versa (145).

Macroprudential Framework and Policies
Elevate the Financial Stability Committee (FSC) to a permanent advisory body

13 | and vest it with semi-hard powers, or vest DNB with hard powers over the MoF, DNB ST H
calibration of the borrower-based tools. (147).

14 Gradually reduce the maximum limit of the LTV ratio to 90 percent by one MoF, DNB, ST Y
percentage point per year (150). FSC
Keep monitoring and addressing fragilities from 10 mortgages, including by AEM. DNB

15 | increasing incentives for borrowers to lower their exposure to these NIBUIID Mo,F M
mortgages (117). '

16 | Gradually remove the mortgage interest deductibility (151). MoF ST H

INTERNATIONAL MONETARY FUND 9
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Table 1. The Netherlands: Key FSAP Recommendations (Concluded)

Regulation and Supervision of Banks, Insurers, and Pension Funds

(within 3-5 years).

** Priority: H = High; M = Medium; L = Low.

Introduce a requirement for all mortgage credit providers and their mortgage DNB. AEM
17 | clients to periodically update information on the clients’ financial situation l\/,IoF ' MT
(160).
Expand the number of on-site inspections for insurers in the lowest impact
18 . DNB ST
class, as a backstop to the risk-based approach (163).
19 Closely monitor and proactively manage potential risks of the pension system MoSA, DNB, c
transition for the authorities related to resources and legal risks (167). AFM
Securities Market Regulation and Supervision
Continue risk-based use of thematic and firm-specific supervisory tools to
20 ensure that key trading venues have robust arrangements in place to prevent AFM
and manage operational outages including where the market is unable to
open or close (169, 70).
Continue to monitor liquidity mismatch in real estate and corporate bond
21 | funds, including risks arising from fund credit lines, and availability/use of AFM, DNB ST
appropriate liquidity management tools (173).
Financial Integrity
Produce a comprehensive risk assessment on the cross-border financial crime MoF, FIU, FEC ST
2 risks and misuse of legal vehicles, covering the risks stemming from conduit
companies and foreign entities with complex legal structures and sufficient
links to the Netherlands (174).
Ensure completeness of the beneficial ownership registries, including MoF, Chamber ST
3 resolving the legacy issues with pre-existing legal persons and liaising closely of Commerce
with the tax authorities concerning legal arrangements such as foreign trusts
(174).
Ensure that the intensity, depth, and scope of the risk-based AML/CFT DNB
supervision is informed by the lessons learnt from the remediation cases of
24 the three largest banks, and that the risk-based procedures are aligned with
the main risks, including tax risks to financial integrity relevant primarily in the
context of the large number of conduit structures, and continue taking action
to tackle the issue of illegal trust offices and underground banking (174).
Financial Safety Nets and Crisis Management
Operationalize the preferred and fallback resolution strategies for Sls and LSls, DNB, MoF,
25 by finalizing the authorities’ relevant handbooks, sharing more non- AFM, Deposit
confidential detail on DNB's resolution plans with LSIs and regularly testing Guarantee
DNB's resolution capabilities (175, 78, 79). Fund (DGF)
Identify and operationalize national sources for the provision of liquidity in DNB
26 resolution, such as by relying on the existing Emergency Liquidity Assistance
(ELA) framework and setting up and testing cross-border cooperation
arrangements (176).
Develop and regularly test a comprehensive financial crisis management plan DNB, DGF
27 | that sets out authorities’ roles and responsibilities and establishes an inter-
authority decision-making body (181).
* Timing: C = Continuous; | = Immediate (within one year); ST = Short Term (within 1-3 years); MT = Medium Term

10
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I BACKGROUND

A. Context and Macrofinancial Developments

1. The Dutch economy was resilient through a succession of global shocks, but growth
slowed in 2023 while core inflation remained elevated. GDP growth held up well to effects of the
war in Ukraine, following the post-pandemic recovery, but turned negative in mid-2023 with
external demand and consumption growth waning (Table 2). Inflation has fallen from double digit
levels as energy price shocks subsided, with headline inflation approaching target. However,
elevated core inflation has persisted amid a still-tight labor market.

2. The financial cycle has turned, with lending growth stalling as financial conditions
tightened (Figure 1). The ECB’s monetary policy tightening has contributed to a reduction in bank
lending growth. Meanwhile, DNB has increased the Countercyclical Capital Buffer (CCyB) to

2 percent (effective May 2024), a level it considers neutral.

3. The housing market cooled on tighter financial conditions but seems to be recovering.
House prices almost doubled between 2013 and 2022, peaking in July 2022. They subsequently fell
by 6 percent through mid-2023, before recovering lately. Mortgage rates have risen, and home sales
have been stable recently. DNB imposed a macroprudential floor on risk weights on Dutch
mortgages in 2022.

4. Households’ debt burden has been declining since 2010, with deleveraging
accelerating since 2022 on the back of strong nominal disposable income growth (Figure 2).
This decline partly reflects: (i) higher voluntary debt repayments thanks to a decline in 10 loans and
to the tax exemption for gifts used for housing, and (ii) strong nominal income growth.
Notwithstanding, house price valuations and household debt are high relative to peers.

5. NFCs’ debt has fallen relative to GDP, but their ability to repay may be challenged if
tight financial conditions persist (Figure 3). Bankruptcies have increased and are approaching pre-
pandemic levels. The debt-to-surplus ratio is also relatively high compared to peers, and a
significant share of NFCs have interest coverage ratios (ICR) below one, suggesting a need to boost
profitability.

6. Political uncertainty has affected economic and climate-related policies. Negotiations
toward a new coalition government continue, leaving the policy direction on climate and nature-
related risks unclear, especially on the nitrogen deposition levels, which greatly exceed those set out
in EU Directives and present threats to soil and water quality.

INTERNATIONAL MONETARY FUND 11
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Figure 1. The Netherlands: Macrofinancial Developments
Growth has slowed, while inflation has come down and
unemployment remains low.
Real GDP, Prices, and Unemployment Rate

(percent change y-y, percent unemployment)

Lending rates have responded to policy rates hikes, even as
deposit rates have lagged.
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Loan growth has reversed itself, and financial conditions are easing somewhat after 1% years of tightening.
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Note: 2023Q2 and 2023Q3 are forecasts.
The financial cycle has turned from its peak in early 2022; the recent decline in this indicator can be attributed to a drop in

property prices, a reduction in new loans to both households and corporations, a decrease in household debt, and an
increase in the interest rate spread for corporate loans.

Financial Cyclical Indicator 2

s New bank loans: non-financial corporations s New bank loans: households

W Property prices Nonfinancial Corporations Debt /GDP
B HH & NPISH Debt /gross disposable income i Credit spread: non-financial corporations
mmmm Credit spread: households

I Equity prices
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Sources: IMF, Haver analytics, CBS, DNB, ECB, and IMF staff calculations.
1/ See Borraccia et al (2023), “Financial Conditions in Europe: Dynamics, Drivers, and Macroeconomic Implications.”

2/ The Indicator warns of a potential materialization of risks six quarters ahead. Ranging between 0 and 1, it covers demand and
supply factors characterizing the cyclical swings in financial risk (see 2023 Iceland FSSA, Box 1).
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Figure 2. The Netherlands: Housing Market and Household Debt

House price growth has been recovering recently, with Household debt has declined dafter a peak in 2010 despite
home sales stable. a concurrent house price boom.
House Price Momentum and Home Sales House Prices and Household Debt
(LHS: percent, 3m-over-3m growth rate; RHS: thousands) (percent of gross disposable income, RHS: index 2015=100)
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Dutch housing prices are quite elevated compared to peers, and households have high debt relative to disposable income ...

Housing Valuations, June 2023 Household Debt to Gross Disposable Income
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.. though debt service ratios have come down since 2017, and households have large holdings of pension assets.

Household Debt Service Ratio Household Debt and Financial Assets
(percent of income, 2017Q4 (grey squares) and 2023Q2 (blue bars)) (billions of euro)
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Sources: BIS, CBS (Statistics Netherlands), European Banking Authority (EBA), ECB, Eurostat, IFS, OECD, and IMF staff calculations.

NPISH: Non-profit Institutions Serving Households
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Figure 3. The Netherlands: Nonfinancial Corporate Sector

NFC debt levels fell in the wake of the pandemic and Firm bankruptcies have increased and are approaching
rebounded quickly. They declined relative to GDP. pre-pandemic levels.
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Sources: CBS, OECD, Orbis, IMF staff calculations. The Orbis set of firms in panel 3 covers 72 percent of total NFC assets.

B. Financial Sector Landscape

7. The financial sector’s size relative to GDP has shrunk somewhat since the last FSAP,
though it remains large. Total system assets are almost eight times GDP, with banks accounting for
one third of the system as of 2023Q2 (Figure 4). The four largest banks (including one Global-
Systemically Important Bank, G-SIB) account for 84 percent of the banking system. Some
consolidation has taken place, with five banks partly government owned.

8. Dutch LSIs are small and have diverse business models. The 23 LSIs represent about

8 percent of total banking assets. Financial conglomerates and universal banks conduct loan
business domestically and in neighboring countries. Some corporates and emerging market banks
are subsidiaries of foreign banks and serve international clients. Most of the custodian and
specialized banks focus on payment, securities, and fee-based business.
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Figure 4. The Netherlands: Financial Sector Structure

Dec-16 Dec-19 Jun-23
Assets Assets Assets
(billions of| (percent of | (percent of (billions of| (percent of | (percent of (billions of| (percent of | (percent of
Number euro) financial GDP) Number euro) financial GDP) Number euro) financial GDP)
system) system) system)

Banks 37 2,421 379 341.8 34 2,397 336 294.8 29 2,608 321 252.5
Globally systemic institutions 1 845 132 1193 1 892 125 109.7 1 1,029 127 99.6
Significant institutions (non-GSIBs) 5 1.364 214 192.5 5 1.275 179 156.8 5 1,357 16.7 1314
Less Significant institutions 31 212 33 30.0 28 230 32 283 23 221 2.7 214
Memo: Branches of foreign banks
(excluded from above) 41 112 1.8 15.8 44 89 1.2 11.0 42 134 1.6 129

Insurers 181 486 7.6 68.7 150 515 72 63.3 134 445 55 431
Life and funeral insurers 40 411 6.4 58.1 29 440 6.2 54.2 20 369 45 357
Non-life insurers 132 69 1.1 9.8 113 69 1.0 85 107 72 09 7.0
Reinsurers 9 6 0.1 0.8 8 5 0.1 0.6 7 4 0.1 0.4

Pension funds 297 1,266 19.8 1787 220 1,554 21.8 191.2 173 1,469 18.1 1423

| funds 1832 849 133 119.8 1761 984 138 121.0 1616 838 103 81.1

Other financial institutions (excl SPEs)* 1,364 214 192.6 1,687 23.6 207.4 2,772 341 268.4

Total Financial System (excl branches) 2347 6,386 100 902 2165 7137 100 878 2015 8,133 100 787

Memo: Financial System (incl branches) 2388 6,498 102 917 2209 7,226 101 889 1994 8,266 102 800

*June 2023 figure for “Other financial institutions (excluding Special Purpose Entities)” is for end 2022.
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9. Nonbanks, particularly pension funds, are sizable. Occupational pension funds are
among the largest globally, at 142 percent of GDP. Leverage is considerably lower than among UK
peers. A pension reform was adopted by Parliament in 2023, moving the system from defined
benefit (DB) toward a defined contribution (DC) system, due for completion by 2028. The insurance
sector, particularly life insurance, has been undergoing consolidation, but remains sizeable

(43 percent of GDP). Investment funds are also large, though higher interest rates have reduced
asset valuations to 81 percent of GDP. FSAP coverage of investment funds is focused on liquidity
risks for those investing in real estate (172).

10. Other financial institutions (OFls) have grown significantly, reflecting responses to
Brexit and financial innovation. The OFI sector is diverse and surpasses banks in size, at

268 percent of GDP. Several large trading platforms have established themselves in the Netherlands
since Brexit, increasing Dutch platforms’ share of European trading (including UK) to over 30 percent
from 5-10 percent pre-Brexit, with daily turnover volumes of EU-listed shares exceeding those in
London. Amsterdam now hosts significant fixed income trading venues, including repo trading
venues. Some are of EU-wide significance because of their scale and lack of easy substitutability.

11. The Dutch financial system is deeply interconnected domestically and with the rest of
the world (ROW). Domestic financial sector interlinkages feature large financial flows from the
pension fund sector to investment funds (Figure 5). Financial flows from abroad (ROW) to OFls are
the largest, partly reflecting flow-through conduit companies. Banks are active internationally, with
their largest counterparties in advanced economies (Figures 6, 7).
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Figure 5. The Netherlands: Interconnectedness
(Percent of respective total, billions of euros, and percent of GDP)
Interconnections within the domestic financial system reflect pension funds’ holdings of assets in investment funds, deposit-
taking corporations’ claims on the central bank, and offsetting positions with OFlIs.

Assets (2022) Liabilities (2022)

Central bank
(17.63%) 295,316

Central bank
(6.30%) 105,525

Deposit-taking corporations and MMFs
(31.02%) 519,677

Deposit-taking corporations and MMFs 40%
(22.78%) 381,558

Insurance corporations

(7.67%) 128,530 13% Insurance corporations

(0.55%) 9,144 1%

Non-MMF investment funds
Non-MMF investment funds (36.85%) 617,311

(4.93%) 82,620

Other fin. inst. excl. investment funds
(20.53%) 343,926 36

Other fin. inst. excl. investment funds

39
Pension funds (22.18%) 371,495

(29.55%) 494,998

Pension funds
(0.03%) 452 <0.1%

Economic sectors show high interconnectedness with the financial system and large interconnections with ROW, especially
deposit taking corporations and other financial institutions (including conduit companies), though these are largely offsetting
claims. Pension funds hold significant assets abroad.

Assets (2022) Liabilities (2022)

percent of percent of
GDP GDP

Central bank Central bank
(2.92%) 405,407 42% (2.46%) 341,563 36%
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(1.50%) 208,620 %
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Households including NPISHs
(5.18%) 718,631 75%

%]
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Households including NPISHs
(6.45%) 894,330 93%

Insurance corporations

(2.73%) 379,423 40% Insurance corporations

(0.13%) 18,551 1:9%
Non-MMF investment funds
(5.30%) 735,235 77

Non-MMF investment funds
(4.60%) 638,442 67%

R

Other fin. inst. excl. investment funds

(15.38%) 2,133,737 223% Other fin. inst. excl. investment funds

(16.27%) 2,256,813 35%

_ _

Pension funds

(10.86%) 1,507 404 Pension funds

(0.10%) 13,722
Rest of the world
(35.22%) 4,887,041

Rest of the world
(31.00%) 4,300,486

The non-financial corporations sector
The non-financial corporations sector (13.36%) 1,852,904 193%

(8.94%) 1,239,704 129%

Source: CBS and IMF staff calculations. Non-consolidated who-to-whom financial accounts.
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Figure 6. The Netherlands: Monetary and Financial Institutions (MFI)

Loans to EA form the largest part of MFI balance sheets ...
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Loans to EA residents outside the Netherlands have risen.
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... while claims on private EA residents have declined.
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unchanged.

MFI Deposits of EA residents
100%
80%
60%
40%

20%

0%
Dec-17 Dec-19 Dec-23

H MFls m Central govt

= Oth govt/priv (OGP) O/N OGP agreed maturity

W OGP redeem at notice OGP repo
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estate sector, representing mostly loans to housing
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Figure 7. The Netherlands: Cross-Border Claims
Dutch banks hold higher claims abroad than foreign banks’ claims on residents of the Netherlands, while assets invested in
foreign investment funds are held in countries with large investment fund sectors.

Dutch Banks’ Claims Abroad vs Foreign Banks’ Claims on Dutch Invested Assets in Foreign Investment Funds
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Most of the top ten largest counterparties for cross-border claims in either direction are the same countries.
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Pension funds have diversified geographically, while insurers have retrenched from external markets.
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Sources: BIS, DNB, Haver, IMF staff calculations.
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C. Financial Sector Developments

12.

The banking system has remained stable through a succession of shocks. Bank

capitalization has improved since 2017, with the Common Equity Tier 1 (CET1) ratio at 16.5 percent
in 2023Q3 (Figure 8). The systemwide nonperforming loans ratio (NPLs) stayed low and liquidity

levels appear adequate compared to peers (Figure 9). Profitability in 2023 was boosted by a slower
increase in deposit rates compared to lending rates.

Figure 8. The Netherlands: Banking System Soundness
Asset Quality and Profitability

(Percent, Significant Institutions under the Single Supervisory Mechanism (SSM))
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Sources: IMF, ECB.
Financial Soundness Indicators of the Banking System
(Percent, unless otherwise indicated)
2017 2018 2019 2020 2021 2022 2023Q3
Core FSls
Regulatory Capital to Risk-Weighted Assets 22.0 223 229 22.8 224 21.0 21.2
Regulatory Tier 1 Capital to Risk-Weighted Assets 184 18.8 18.9 19.3 19.3 18.0 18.5
Common Equity Tier 1 Capital to Risk-Weighted Assets 16.8 174 174 16.1 16.5
Nonperforming loans net of provisions to capital 143 14.5 10.9 9.8 10.5
Nonperforming loans to total gross loans 2.3 2.0 1.8 19 1.7 1.6 1.6
Return on Assets 0.7 0.7 0.6 0.3 0.7 0.6 1.1
Return on Equity 12.8 1.7 7.6 33 8.8 8.0 12.8
Interest Margin to Gross Income 73.5 54.8 54.9 541 47.7 49.6 55.6)
Non-interest Expenses to Gross Income 7.7 722 68.5 71.6 70.5 69.4 60.1
Liquidity Coverage Ratio 1386 169.1 1633 153.6 159.9
Net Stable Funding Ratio 168.6 1502 1356 133.6 135.7]
Additional FSls
Large exposures to capital 14.6 18.8 20.6 21.7 23.5
Gross asset position in financial derivatives to capital 542 436 420 50.7 356 489 47.5
Gross liability position in financial derivatives to capital 67.3 53.7 554 67.0 435 427 39.7
Spread between reference lending and deposit rates (base points) 83 384 1035 912 37
Customer deposits to total (non interbank) loans 62.3 62.2 74.0 75.6 75.3
Residential real estate loans to total gross loans 273 244 375 358 432 441 433
Commercial real estate loans to total gross loans 8.1 8.0 9.0 10.1 9.9

Source: IMF.
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Figure 9. The Netherlands: Financial Soundness Indicators of Selected Banking Systems
(Percent, September 2023 or latest available as bars, and end 2017 as squares)

Capital ratios in Dutch banks are in the mid-to-high range relative to peers
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13. System-wide liquidity conditions have been mostly stable but subject to occasional
turbulence. Dutch banks rely mostly on customer deposits for funding (Figure 10). The authorities
saw a bigger impact on liquidity conditions during the March 2020 turbulence than the October
2022 turmoil from margin calls on UK pension funds pursuing a liability-driven investment strategy.

14. LSIs have performed stably over time but could be vulnerable to macrofinancial
shocks. Their diverse business models are reflected in a wider dispersion in capital, asset quality,
liquidity, and profitability metrics than for Sls (Figure 11, Table 3). LSIs with large lending portfolios
could be more susceptible to credit risk, while those holding large securities portfolios could be
substantially affected by market downturns. Banks that rely significantly on foreign or wholesale
funding could be subject to liquidity strains from funding market shocks.

Figure 10. The Netherlands: Significant Institutions, Liquid Assets, Sovereign Exposure, and
Funding, September 2023

Dutch Sls hold a high (weighted) share of cash. Sovereign securities account for around 10 percent of financial assets.
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