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Abstract

This article examines the effects of implementing the proposals of the European Commission
to institute a Capital Market Union (CMU) on the diverse landscape of residential capitalism in
Europe. The CMU will bypass existing national institutional blockades that left core countries
of the Eurozone, namely Germany, France and Italy, largely untouched by the housing-centred
financialization that developed in countries like Spain, Ireland, the UK and the Netherlands. It
is widely acknowledged that the rise in securitized mortgage debt contributed to the global
financial crisis. As part of the CMU, the new European Commission is promoting mortgage
securitization throughout the EU and thereby rescaling the political economy of housing
finance that was hitherto rooted in national, institutional models. We argue that countries
which ‘missed’ the previous housing boom will not be able to prevent future housing-centred
financialization. CMU thus signifies a spatial expansion of the debt-led accumulation model.
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Introduction

The global financial crisis that started in 2007 was, at least in part, triggered by the preceding
boom in house prices. House prices did not rise primarily as a result of increasing income or
decreasing availability, but as a result of the increasing availability of mortgage finance,
caused by low interest rates, mortgage securitization and, in some countries, the rise of new
types of lenders, which together enabled increasingly more households to take out
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increasingly larger mortgage loans (Aalbers, 2008). In other words, the boom was part of a
housing-centred model of financialization which relied on increasing household indebtness to
fuel economic growth (Fernandez and Aalbers, 2016).

In recent years, house prices and debt levels have started to rise again in most of the
countries that were heavily affected by national housing crises. Notwithstanding that in the
aftermath of the crisis, securitization and shadow banking more broadly were widely perceived
to create systemic risks (European Commission, 2012; FSB, 2011; Pozsar et al., 2012; Turner,
2012), the European Commission (EC) has recently decided to promote mortgage
securitization as a safe and efficient channel for credit intermediation (European Commission,
2015a). The final securitization plan, which is part of the Capital Market Union (CMU)
proposal, labels securitization as “simple, transparent and safe” (STS) (European Commission,
2015b). We argue that in the CMU proposal, “securitization” at-large is discursively rebranded
as “high-quality securitization” (European Commission, 2015a).

The CMU is a patchwork of over thirty legislative fragments and policy interventions,
accompanied by an ambiguous storyline revolving around the need to create new structures
for capital intermediation in the EU to finance small- and medium-sized enterprises (SMEs) as
well as long-term investments, and to revive the EU economy. Critical examinations of the
proposal (Engelen and Glasmacher, 2016; Mueller, 2015) stress that SMEs have been made
part of the CMU to provide political legitimatization and have little to do with the actual
rationale behind the proposal.

A second storyline associated with the CMU is the alleged overreliance on banks as
financial intermediaries in the EU and an aspiration to emulate the US, where capital markets
have a stronger position in the overall financial structure. Particularly in the post-crisis setting,
with EU banks still repairing their balance sheets and relying on ECB liquidity facilities for
funding, a deeper pan-EU capital market is required to provide an alternative financial
channel, according to the EC. At the centre of the CMU is a goal to remove national barriers to
enable the free movement of collateral. The flagship of the range of proposals gathered under
the CMU label is the securitization proposal, which is about housing finance rather than
lending to SMEs. This article will focus on the securitization aspect of the CMU.

Mortgage securitization is a US state invention (Gotham, 2009; Immergluck, 2009), and
research has demonstrated that the roll-out of securitization to other markets and countries
has required an active role for the state in restructuring housing finance and establishing
viable secondary mortgage markets (Aalbers et al., 2011; Wainwright, 2009, 2015; Walks and
Clifford, 2015). In historical perspective, the CMU is the next step in the rolling-out of
securitization. As we will argue, the CMU will have the effect of rescaling the secondary
mortgage market – i.e., the market for securitized mortgages – from one embedded in
national housing and finance institutions, some more financialized than others, into a pan-EU
market in which national housing finance will increasingly rely on mortgage securitization. This
implies that what we call ‘housing-centred financialization’ will become the default option
throughout the EU and differences between national housing finance systems will be reduced,
resulting not only in the roll-out of securitization throughout the EU but also in the rise of
mortgage-debt-to-GDP ratios in many countries as well as at the EU level.

Housing-centred financialization refers to a particular reading of financialization that is
focused on how, since the 1980s, and especially in the last twenty years, residential real
estate has on the one hand come to function as a principal store-of-value for households but
on the other, is increasingly accessible only through the availability of ever-larger mortgage
loans, an increasing number of which are repackaged and sold as mortgage-backed securities
(Fernandez and Aalbers, 2016). Real estate, and housing in particular, functions as a key
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source of collateral, not only for mortgage loans and mortgage-backed securities, but for a
whole range of financial products that ultimately rely on the value of underlying housing units.

The Regulation Approach sees growing household debt as part of a ‘finance-dominated
accumulation regime’ (Boyer, 2000; Stockhammer, 2004). Crouch (2009) views this as a
distinctive policy regime he has labelled ‘privatized Keynesianism’, in which private debt
replaces public debt as the main demand management mechanism to stimulate the economy.
Along similar lines, Schwartz (2012) points to the central role of housing wealth-based
consumption in the transformation of the political economy. During the boom years, mortgage
credit enabled sustained consumption in the face of a lower wage share. Worldwide, the wage
share declined from 63% of global output in 1980 to 54% in 2011 (UNCTAD, 2013). The
housing bubble masked an unequal allocation of wealth between labour and capital. This
debt-led and housing-centred form of financialization is part of a larger reshuffling of risks
from collectively organized arrangements by and through the state towards households and
through financial markets (Engelen, 2008; Hacker, 2008; Martin, 2002). The penetration of
daily life by financial logics is also veiled under an ‘ideology of homeownership’, which
accompanied the initial increase in mortgage-debt-to-GDP ratios (Ronald, 2008; Aalbers and
Christophers, 2014).

In this article, we argue that the CMU will allow collateral and particularly residential real
estate that is currently embedded in national, institutional settings, to ‘jump scale’ and be
absorbed by supranational shadow banking structures, significantly increasing its liquidity on
global markets. Although we do not argue that pushing mortgage securitization is the key
objective of the CMU, we believe that mortgages will be the main product to securitize under
conditions of the new EU framework, either as intended or unintended consequence. This
assumption is based on the current weight of mortgages in the overall market for
securitization, combined with the absence of restrictions on the type of collateral elligble for
the STS label. The CMU has the potential to change the map of housing finance in the EU by
providing alternative, supranational routes to extend mortgages. It represents a deepening of
the financialization of housing in the EU. The question is how will this affect existing housing
regimes rooted in different institutional models of capitalism (Schwartz and Seabrooke, 2008).
While some economies have high to extremely high mortgage-debt-to-GDP ratios, like the
Netherlands, Denmark and the UK; others, such as Germany, Italy, France, and Austria, remain
relatively untouched by securitization and ballooning mortgage debt.

In the next section we introduce the concept of housing-centred financialization. We then
provide a stylized overview of the diversity of housing finance models in the EU in order to
highlight the uneven nature of housing-centred financialization. Finally, the expected
consequences of the CMU, and in particular the STS proposal for mortgage securitization, will
be discussed. Our argument contributes to debates on the CMU and the changing nature of
the socio-economic governance of the EU more broadly. It also contributes to the literature that
centres housing in political economy debates by showing how housing is a key domain of
financialization in both empirical and political terms. Fundamentally, the article shows the
interrelatedness of shifts in national housing systems and the politics of finance at the level of
the EU, thereby speaking to comparative institutionalism and varieties of capitalism scholars.

The housing-centred model of financialization

The renewed centrality of housing to the political economy (Aalbers and Christophers, 2014) is
part and parcel of the swing of Polanyi’s pendulum of embedding and disembedding markets
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(Polanyi, 2001/1944). The demise of Keynesian embedded liberalism in the 1970s created
scope for a neoliberal “political project to re-establish the conditions for capital accumulation”
(Harvey, 2005: 19). This development started in the 1970s and 1980s, and largely revolved
around the state led-reorganization of the dominant model of accumulation based on wages
into one based on private debt (Crouch, 2009; Streeck, 2015) – a transformation from a
Fordist to a finance-led regime of accumulation (Boyer, 2000; Stockhammer, 2004). The
concept of a housing-centred model of financialization is not at odds with other
understandings of financialization. In fact, it transcends different conceptualizations of
financialization by connecting the finance-led regime of accumulation to the transformation of
banks, the securitization of mortgage portfolios, and the financialization of households
(Aalbers, 2008). Different understandings of financialization are conceptualized at different
scales (the economy, the firm, the household, etc.) in the literature, but are empirically and
intrinsically linked, as the case of housing makes clear.

The focus on housing rather than on other sectors has several reasons, as we will
demonstrate in this section. First, housing is one of the few sectors that directly connects the
global political economy of finance to the fate of households. Second, the lion’s share of
banks’ lending activities these days relates to real estate, and in particular residential real
estate. Third, housing, together with sovereign debt, is a key source of ‘high-quality collateral’
for institutional investors. As the combined capital of institutional investors grows faster than
global GDP and sovereign debt from most countries rated as low-risk is not increasing, the
need for housing as collateral has increased and continues to increase (Fernandez and
Aalbers, 2016). In other words, housing is not simply yet another domain of financialization. In
terms of size and impact, it is the key domain of financialization. In that sense the notion of
housing-centred financialization is not only a conceptual tool, but also an empirical reality, as
we will illustrate below.

The transformation from a Fordist to a finance-led regime of accumulation is also visible
in the parallel shift in housing systems, which have moved from social rented housing and
social homeownership towards financialized homeownership and privatized rental housing
(Aalbers, 2015; Forrest and Hirayama, 2015; Jones and Murie, 2006; Ronald et al., 2015).
This change in the dominant type of tenure was accompanied by a strong and persuasive
ideological reorientation idealizing the homeownership society (Kemeny, 1981; Ronald, 2008).
Furthermore, countries that relied on a housing-centred financialization model – typically the
Anglo-American economies, as well as the Netherlands and Denmark – also went further in re-
regulating their national housing finance systems, introducing new tax incentives and
facilitating the securitization of mortgages (Aalbers, 2008; Gotham, 2009; Langley, 2006;
Schwartz, 2009).

The new realities of financial globalization, characterized by hypermobile capital, cross-
border competition, and the neoliberal re-regulation of markets were increasingly incompatible
with large publicly-controlled housing providers that typically were key architects of the post-
war housing regimes (Aalbers, 2015; Rolnik, 2013). With the rise of the homeowner society,
based on the belief that residential real estate was able to serve as a vehicle to preserve and
enlarge private wealth, we saw the rise of ‘the indebted man’ (Lazzarato, 2011) and ‘the return
of the rentier’ (Hudson, 2012). Rising levels of indebtedness resulted in ever more effective
and intrusive disciplining structures, which enabled an increase in the extractive capacity of
financial agents (Di Feliciantonio, 2016; Lapavitsas, 2013; Lazzarato, 2011).

To assess the role of housing in the present-day political economic landscape, we need to
look at the ballooning balance sheets (assets and liabilities) of financial intermediaries and
households in the two decades before the crisis. The total value of housing in the EU in 2011
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was €22.5 trillion, larger than the market for government bonds (€7.5 trillion) and stock
market valuation (€7.2 trillion) combined (EPRA, 2012). EU housing wealth grew at a rate of
9% per year between 1980 and 2006 (BIS, 2009; ECB, 2006). The largest increase occurred
between 1998 and 2006, when housing wealth grew from €13.3 trillion to €23.2 trillion (BIS,
2008). In 2012 the size of mortgage debt in the EU and US was estimated at €6.7 trillion and
€8.2 trillion respectively (EMF data). Between 1998 and 2011, the mortgage-debt-to-GDP
ratios increased from 32% to 52% in the EU and from 54% to 76% in the US (EMF data).

The increased importance of housing wealth to the economy is also illustrated in Piketty’s
Capital in the Twenty-First Century (2014), in what he describes as the ‘metamorphosis of
capital’. His data show that in France and the UK, the capital-to-income ratio followed a U-
shaped curve in the period from the eighteenth to the twenty-first century. A stable capital
stock in the range of 600% of income throughout the eighteenth and nineteenth centuries was
largely based on agricultural land and increasingly from colonial investment outlets. After
World War I, the ratio of capital-to-income declined dramatically, only to return from the 1970s
onwards. This return towards a large capital-to-income ratio was largely propelled by real
estate, i.e. again based on land, although now predominately on urban rather than agricultural
land. From the 1950s to the 1990s, Piketty’s data show that housing wealth as share of
overall capital remained stable at 40%, albeit increasing rapidly vis-à-vis income. In the last
two decades, however, the size of real estate increased to 58% of the overall stock of wealth
and 300% of annual income in 2010. In his longue durée account of the transforming
composition of capital, Piketty demonstrates that the present-day value of real estate in
relation to the overall stock of capital and of income is truly without historical precedent.

Since the 1970s, housing has increasingly become a crucial component in the wider
political economy of finance (Aalbers and Christophers, 2014; Schwartz, 2012; Hudson,
2012). Since housing markets strongly react to changes in interest rates, the housing market
transmits monetary policies, affecting capital markets and consumer demand. The post-crisis
policy of the US Federal Reserve (so-called ‘easy money’ or quantitative easing) has therefore
had profound distributional effects. The sustained policy of low interest boosted real estate
prices in the UK and the US by 14% and 15% respectively between 2008 and 2013 (McKinsey,
2013). On paper this has created impressive wealth effects, but in reality it has resulted in
more-indebted homeowners on the one hand, and a surge in the number of households priced
out of homeownership on the other. In other words, low interest rates have not resulted in
increased affordability, but have actually made homeownership less accessible, with a drop in
the homeownership rates in both countries as a result.

At its core, finance-dominated capitalism or privatized Keynesianism relied on the
expansion of housing finance: larger mortgage loans to a larger number of households.
Mortgage booms fed housing booms that, in return, contributed to economic growth, as the
Dutch National Bank concluded in 2000, at the end of the largest five-year increase in house
prices in the Netherlands (DNB, 2000). Economic growth was basically caused by house price
inflation (see also Aalbers, 2016; Turner, 2015). As mortgage credit was not automatically
rolled out, housing finance markets were adapted to accommodate larger funding streams
and therefore larger mortgage volumes. In almost all countries, the existing mortgage
regulation was restructured in order to enable, both legally and economically, higher loan-to-
value and loan-to-income ratios, and in some countries equity release schemes and the
securitization of mortgage portfolios.

But not only housing finance was transformed. As the importance of it increased, housing
finance, in effect, transformed banking. A study based on historical data for 17 selected
advanced economies found that the share of mortgage debt in banks’ lending portfolios rose
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from 30% in 1900 to 60% in 2014 (Jorda et al., 2014). In countries like the UK the increase
began in the 1970s, but elsewhere it took place later, beginning in the 1980s and 1990s. In
other words, the rise in the share of mortgages in bank portfolios developed during a period in
which the size of the banking sector as proportion of GDP swelled to unprecedented heights
(BIS, 2012). This period of the ‘great leverage’ entailed the growth of the stock of bank assets
in proportion to GDP in 14 advanced economies towards 200% of GDP.

This transformation of the banking sector, from providing credit to corporations into
extending mortgages and capital market activities, is also in line with the depiction of the
‘financialization of capitalism’ by Lapavitsas (2013). In his analysis, financialization embodies
a systemic reconfiguration of capitalist economies with three interrelated features. Firstly,
ever-larger corporations acquired financial capacities of their own and therefore came to rely
less on banks. Secondly, banks shifted from financing firms towards capital market
transactions and interbank lending. Thirdly, households became increasingly involved in the
operations of finance, primarily through mortgage loans. This shift in financing from corporate
activities into residential real estate has been reiterated by Adair Turner (2012: 61), former
Chairman of the British Financial Services Authority, who has characterized it as “too much of
the wrong debt”. Turner has argued that the rising importance of real estate in banks’
portfolios means that there is a growing stock of unproductive investment. While corporate
investment may yield productive returns in the future, investment in (already existing) real
estate does not.

These diverse, but interrelated, transformations that range from the rise of homeowner
societies, mortgage debt, and growing ties between housing wealth and macroeconomic and
monetary policies are condensed in the notion of housing-centred financialization (Fernandez
and Aalbers, 2016). Housing is not merely the carrier of the practices of financialization, but a
pivotal component of the fragile debt-led accumulation model with systemic linkages. To
governments around the globe, the promotion of homeownership through the expansion of
mortgage credit became ‘addictive’ as it allowed political elites to overcome problems
sustaining corporate profits by lowering the wage share while increasing private consumption
and achieving fiscal surpluses. Even though the great financial crisis clearly demonstrated the
limits of the housing-centred model of financialization, the response in a range of countries,
including the US, the UK, Ireland and the Netherlands, has been geared towards revitalizing
housing markets instead of moving into alternative policies that would encourage
deleveraging. Rather than breaking the cycle, the CMU proposal will push even more countries
into a housing-centred financialization.

Varieties of housing-centred financialization in the EU

This section turns to the different degrees of housing-centred financialization in the EU. The
hypothesis formulated in the introduction of this article is that the CMU is likely to lead to an
expansion of private debt in countries that have not yet become fully entrenched in the model
of housing-centred financialization. The latter group of countries includes the main economies
of the Eurozone – Germany, France, and Italy – but also countries like Austria and Poland. In
fact, all Central European countries (CEEs) and Mediterranean countries (except for Spain) fit
this profile (Fernandez and Aalbers, 2016). On the other hand, we find the UK, Ireland, the
Netherlands, Denmark and Spain. These economies already have high to very high mortgage-
debt-to-GDP ratios, and are unlikely to show the same growth rates of private indebtedness as
they have experienced in the last two decades.
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Although we differentiate between countries with relatively low and relatively high levels
of private debt, all European countries, except for Germany, moved towards higher debt levels
in the last two decades. Figure 1 illustrates this common trajectory: countries moving in the
same direction, but from different starting points and at different speeds. The figure compares
mortgage-debt-to-GDP ratios in 2000 and in 2010. Whereas in 2000, most countries (except
for Denmark, the Netherlands, the UK and Germany) had a debt-to GDP ratio of less than 40%,
we can see how several countries have moved to higher debt levels by 2010. Again, we see
Denmark, the Netherlands, and the UK here – but not Germany – as well as Spain and Ireland.
Despite sizeable increases in private and mortgage debt in Belgium, France, and Italy, the
trajectories of these countries look modest by comparison.

Figure 1. Mortgage-debt-to-GDP ratio in 2000 and 2010 in selected EU countries. Source: EMF, 2015.

Table 1 provides a wider overview of the variegated landscape of residential capitalism in the
EU. The low-debt countries all share an absence of mortgage equity withdrawal schemes, have
a relatively small nominal stock of securitized assets (except for Italy), and display a low score
on the IMF mortgage market index.1 The data on securitization can be deceptive in the case of
Italy. It has a relatively large stock of securitized assets but these consist largely of corporate
bonds. Levels of housing construction are not significantly lower or higher in the low-debt
countries. Only Spain and Ireland, the countries that moved the fastest from low- to high-debt,
had high levels of construction, visible in the extraordinary increase in the total number of
dwellings between 2000 and 2010 (Table 1). Despite significant overbuilding, these two
countries saw their housing prices explode prior to the global financial crisis. This illustrates
how increasing house prices are not primarily driven by a lack of new construction but rather
by the availability of mortgage credit (Aalbers, 2016).
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Table 1. Selected indicators of models of residential capitalism. Sources: Column 1. OECD, 2010; 2.
AFME, 2016a; 3. IMF, 2008; 4. Eurostat data; 5. Calculation based on data provided by EMF.

In 2013, the average homeownership rate in the EU-28 was 70%; roughly one-third of this
is mortgaged and two-thirds are non-mortgaged (Eurostat data). We can identify two kinds of
shifts, although in each country one shift tends to be dominant. In countries like Denmark, the
Netherlands, and the UK, we see a strong tenure shift, however not simply from renting to
owning, but rather from renting to mortgaged homeownership – in other words, the tenure
shift has been enabled by, or effectuated through, mortgage lending. In the UK in particular,
the share of social rented housing has decreased and, since the crisis, we see an increase in
the private rented sector as homeownership has become less accessible for younger
generations (Ronald et al., 2015). Homeownership rates in the UK declined from 74% in 2007
to 64% in 2015 (Eurostat data), and the outstanding stock of securitized assets declined from
€702 billion to €374 billion (AFME, 2016a).

In Southern Europe we do not really see a tenure shift: high homeownership rates are
sustained. The real shift taking place here is from largely non-mortgaged homeownership to
increasingly mortgaged homeownership. We see this to the extreme in Spain, but also on a
smaller scale in a country like Italy. Until recently Germany appeared to be the exception, with
a moderate but steady homeownership rate and slightly decreasing mortgage debt, but in the
last few years, we also see how Germany has started to shift from rental housing to mortgaged
homeownership (Wijburg and Aalbers, 2017).

The Capital Market Union and the expansion of the housing-centred model

The variegated landscape of housing-centred financialization discussed above is basically
structured by the disparities in housing finance: the availability and the price of credit. To
increase the availability of credit, the CMU proposes an EU-wide market for collateral, such as
residential real estate, and active, top-down, market making. Central to the STS securitization
proposal is the lowering of capital requirements for securitized assets, thereby lowering the
price of funding for banks and of mortgages. Real estate is by far the largest class of collateral
in the EU and US. The stock of securitized assets in the first quarter of 2015 stood at €8.330
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billion in the US and €1.336 billion in the EU. Real estate is the collateral for €7.071 billion
(85%) of securitizations in the US and €893 billion (65%) in the EU (EMF data). In this section
we will discuss the CMU and the mechanisms through which it will likely expand the geography
of the housing-centred model of financialization to countries that currently have relatively low
mortgage-debt-to-GDP ratios. We first discuss the critical issues of securitization and then turn
to the STS securitization proposal to see how this may impact existing geographies of housing
finance and tenure in the EU. While STS securitization is framed as a solution for SMEs, we
argue that it could become a policy initiative to fuel mortgage securitization.

The problem with securitization

It is worth recalling why securitization came to be associated with the largest financial crisis
since the Great Depression. Before the crisis, securitization consisted of a chain of actors
operating according to the so-called ‘originate-to-distribute’ model. This model produced a
deficient incentive structure insofar as originators, other intermediaries, and related actors
(such as credit rating agencies) received remuneration according to the amounts of
transactions they processed, disregarding the quality of the underlying loans. The
securitization process was indifferent to the real-world characteristics of the collateral, and
transferred risks onto end investors and banks that retained securitized assets on their
balance sheet. The originate-to-distribute model remains a problem in the CMU proposal even
though originators are obliged to retain 5% of securitized assets. This threshold, fiercely
defended by financial market lobbyists, is considered to be massively inadequate by the civil
society organisation Finance Watch, which has argued for a threshold of “20% or more”
(Finance Watch, 2016: 2).

In addition, securitization developed alongside and in relation to a broader set of non-
bank intermediaries, cohering into a largely unregulated, cross-border market structure known
as shadow banking. Although securitization is only a small part of this overall marketplace, an
estimated 8% in 2015 (FSB, 2015: 8), it is an essential channel connecting households to
complex shadow banking transactions. Securitization developed as part of this larger chain of
intermediaries, and thereby internalized additional governing principles that disregard the
quality of the underlying mortgages.

The life-cycle of securitized assets does not simply stop once they are sold to end
investors, but are frequently used and re-used as collateral for transactions, i.e. ‘re-
hypothecated’, in the shadow banking system (IMF, 2011a, 2011b). Securitized assets are, in
effect, transformed into a ‘global currency’ in the shadow banking system, especially as the
shortage of other high quality collateral, such as high grade public bonds, has increased
demand for securitized assets (BIS, 2013). This scarcity of alternative, liquid, high quality
collateral means that securitized assets, next to sovereign bonds, are permanently in strong
demand by shadow banking entities or institutional investors to fuel transactions, such as
repos, irrespective of the quality of their underlying collateral. This demand for liquefied
mortgages in turn was an impetus for banks to provide more mortgages, as it provided a boost
to fee- and commission-based income. Again, this points to flawed incentive structures that
only appear in sight once we take the broader context into account.

This environment proved to be remarkably unstable after the bankruptcy of Lehman
Brothers. As the shadow banking system operates and connects across separated markets, a
change in the valuation of collateral in one market can influence another. Once the market for
securitized assets collapsed in 2007, so did its use as collateral in re-hypothecation schemes.
The financial crisis revealed that market dynamics of shadow banking were prone to severe
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pro-cyclical behaviour and inherently unstable (FSB, 2012b). If we evaluate the risk of
securitization and try to determine what constitutes ‘safe’ securitization, we therefore need to
include its broader systemic linkages through shadow banking transactions, and how demand
in these echelons of finance ultimately influence the supply of mortgages.

Another element to include in the assessment of securitization is the transnational nature
of European securitization chains. Loans provided in one country may be held on the balance
sheet of a special purpose vehicle (SPV) in another country. At the heart of moving assets off-
balance is the mobility of collateral across borders. Without this mobility, securitization would
be taxed according to the tax regime in the country where the loans originate. Loans with
collateral in one country, say mortgages in Italy, can be repackaged in another country, like
Ireland, to be listed as bonds on the stock market in a third country, such as Luxembourg, to
end up in the portfolio of an asset manager in a tax haven, for instance the British Virgin
Islands, all of this being orchestrated by a French bank through its London branch.2

This real-world geography of securitization shows that, in practice, the costs for the
originator and the investors have been reduced by incorporating a legal entity in an offshore
financial centre. Ireland and Luxembourg stand out as the preferred locations for SPVs that
retain the assets once they have been moved off-balance in other European countries. There
are no withholding taxes for foreign investors, so profits made by SPVs are moved to tax
havens (BIS, 2011a; PwC, 2016). Banks use conduits, empty shells, to move loans originated
in a third country off-balance into a low-tax environment.

If we compare the amount of securitized loans by the country of origin of the collateral
(AFME, 2016a: 11) with the stock of assets held by SPVs (ECB monetary and financial
statistics), it appears that Ireland has a ‘surplus’ of €84 billion compared to Germany, Spain,
and Italy, which have a ‘deficit’ of €23, €21 and €5 billion respectively in 2015. Luxembourg,
for which there is no data on securitization as country of origin, is home to SPVs with
securitized assets worth €84 billion, according to ECB data. Figure 2 displays the distribution
of the number of ‘securitization vehicle corporations’ (this is the ECB classification for SPVs
engaged in securitization) in different EU countries. The pattern corresponds to the previous
observation that securitization activities in the EU are concentrated primarily in European tax
havens such as Ireland and Luxemburg.

Figure 2. Number of securitization SPVs in 2015. Source: ECB monetary and financial statistics,
Financial vehicle corporations data.
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The offshore geography increases the attractiveness of securitized assets for investors as
it lowers taxation on capital gains. This in turn lowers the cost of securitization as a funding
source for banks relative to deposit funding. This calls into question the need to lower funding
costs, as proposed by the STS paragraph of the CMU proposal. The cost difference between
these two forms of financial intermediation introduces another layer of flawed incentives. The
cheaper form of funding (securitization) relies on the originators’ ability to produce liquid
bundles of loans and a favourable secondary market environment. The first requirement
favours mortgages over other loans (such as SME lending) and the second requirement is met
as long as the period of expansionary monetary policy persists. Compared to other types of
debt, such as SME lending, car loans, or student debt, mortgages have proven to be the most
liquid type of debt. The policy regime of the great moderation allowed for a debt-led
accumulation model to come of age that largely centred on housing bubbles (Aalbers, 2015).
The current monetary policy of the ECB, which includes the direct purchase of securitized
assets, accommodates growing private debt to an even larger extent. This means that
incentives to provide loans by banks are not primarily shaped by borrowers but by capital
market conditions and monetary policy. This is how loose monetary policies and scarcity of
high quality collateral in shadow banking markets inflate housing bubbles: from the top down.

The CMU’s ‘safe, transparent, and standardized’ securitization proposal

The STS proposal is part of the broader CMU scheme, one of the pillars of the agenda of the
Juncker commission that took office in 2014. The CMU is presented as a solution to
macroeconomic and financial market problems facing the EU. It is intended to resolve funding
difficulties of the SME sector and to expand credit for long-term infrastructure investments,
thereby creating jobs in the EU. The EU commission argues, in defense of the CMU, that the
anaemic growth of the EU following the great financial crisis and the euro crisis require well-
functioning debt channels. The weak EU banking system, the EU commission argues, cannot
deliver on its own. This calls for a ‘second engine’, just as in the US, where the mix of financial
intermediation relies less on banking and more on capital markets.

Another element of the CMU discourse from the EU commission is to develop investment
opportunities for institutional investors, particularly pension funds. Next to securitization,
which directly produces financial assets, the CMU framework intends to harmonize insolvency
and tax laws and to standardize accounting standards for non-listed enterprises. The full CMU
package aims to increase and institutionalize cross-border capital market developments in
Europe. Indeed, one of the core principles spelled out in the CMU green paper is that “it
should create a single market for capital for all 28 Member States by removing barriers to
cross-border investment within the EU and fostering stronger connections with global capital
markets” (European Commission, 2015a: 5).

The STS securitization proposal aims to increase transparency by standardizing the
process to differentiate between STS and ‘opaque’ types of securitization. This state-led
market making aims to reduce complexity and create a safer market environment. The EU
Commission also points to the difference between the dramatic collapse of the market for
securitization in the US during 2008, compared to the modest repercussions on the EU market
for securitization in its aftermath. Thereby, the Commission argues that the EU STS proposal is
built on safe economic fundamentals compared to the US.

The political narrative employed by the EU commission to navigate decision making in
Brussels, however, disregards two crucial contextual elements. Firstly, austerity policies have
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been implemented across the EU. This is important as many EU countries have seen strict
austerity measures since 2010, without an exit strategy in place for the conceivable future.
This is reflected in a lack of effective demand which plagues the SME sector across the EU. An
ECB (2016: 10) survey on the access to finance of enterprises in the euro area concluded:

“Finding customers” was the dominant concern for euro area SMEs in this survey period, with 25% of euro
area SMEs mentioning this as their main problem (from 27% in the previous survey round). “Access to
finance” was considered the least important concern (9%, from 10%), after “Cost of production” (12%),
“Regulation” (12%), “Competition” (13%) and “Availability of skilled labour” (19%).

The same ECB study also shows that European banks have been effective in allocating capital
to the SME sector, including providing lower interest rate loans. The point, however, is that
even if reviving securitization would bring better credit conditions for the SME sector in Europe,
it would not solve the problems troubling this sector, which is the absence of demand related
to macroeconomic conditions, and fiscal policies resulting from the institutional architecture of
the Euro (Streeck, 2016; Stiglitz, 2016). More credit does not solve this issue: you can lead a
horse to water, but you can't make it drink.

Secondly, the unconventional monetary policies of the ECB are missing from CMU
debates in Brussels. The ECB’s expansionary post-crisis monetary policies radically
transformed the securitization landscape of the EU in different ways (Buchanan, 2017). Banks
started to retain securitized assets, keeping them on their balance sheet so as to use them as
collateral for the ECB’s liquidity programmes (OECD, 2011; IMF, 2015). This resulted in a rise
in the issuance of retained securitized assets from the crisis onwards, predominantly based on
mortgages (OECD, 2011). In 2009 roughly 90% of all new securitizations in the EU were
retained, up from 30% in 2007 (IMF, 2015: 9). Although the share of retained securitization
declined after 2009, it was still around 65% in the third quarter of 2016 (AFME, 2016b: 4).
This shows that the reason for banks to securitize changed when the ECB started providing
liquidity facilities in the aftermath of the financial crisis.

Another transformative element of post-crisis ECB policies is Quantitative Easing (QE).
This monetary programme started in 2014 and was expanded in 2015 to include securitized
assets. Unlike the conventional role for central banks, which saw them operating as a ‘buyer of
last resort’ in order to maintain liquidity in the banking sector when the market evaporates as
a result of a loss in confidence, QE was a policy of ‘buyer of first resort’ in resuscitating a dead
market. QE purchases of securitized assets come on top of retained securitizations, which
serve as collateral to ECB’s liquidity programmes.

Focusing on the securitization proposal of the CMU, we find additional concerns. First, the
proposal only focuses on the securitization process and ignores the quality of the underlying
collateral, stating explicitly: “The concept of ‘simple, transparent and standardised’ (STS)
refers to the process by which the securitisation is structured and not the underlying credit
quality of the assets involved” (European Commission, 2015b: 3). While the political
legitimation of the CMU centres on providing credit to SMEs, there is no safeguard in the STS
proposal that mortgages will not receive most of the capital allocated through Europe’s new
securitization infrastructure. This absence of requirements regarding the collateral used in the
STS process is the chief motivation for us to believe that this new financial infrastructure will
result in an increase in housing finance. In 2016, 56% of all securitizations in Europe had
mortgages as collateral and 6% SME debt (AFME, 2016b: 6). It is striking that ‘SME’ features
49 times in the CMU green paper (Engelen and Glassmacher, 2016) and ‘mortgages’ only
once (European Commission, 2015a: 10). The Bank of England (2015: 12) made the following
assessment:
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Notably, securitisations backed by SME loans are only a small proportion of issuance in both Europe and
the United States, and are supported to an extent in both jurisdictions by publicly funded guarantees. It
remains to be seen whether attempts to revive the securitisation markets, for example, by developing
criteria to identify securitisations that are simple, transparent and comparable, will have a significant
impact on the sharing of risks from SMEs and hence on SME lending.

The process of STS securitization includes the following requirements: (1) securitized assets
must be homogenous; (2) there must be a credit history for underlying assets to assess
default risk; (3) loans must be owned by the originator; (4) documentation requirements must
be fulfilled; and (5) the originating bank must retain 5% of securitized assets. The first
requirement favours mortgages over SME loans, as the latter typically involve unique
transactions.

If we focus on mortgages, the absence of any assessment of the quality of the collateral
or the origination process, beyond comparability and credit history, is inexplicable in light of
the lessons of 2007. The aim of the STS proposal is to lower capital requirements for banks
involved with securitization, but fails to provide a framework to assess the quality of underlying
loans. This contrasts to reforms proposed by the IMF, which stress how “the quality of
underlying loan origination practices should be further beefed up to restore the appetite for
securitization” (IMF, 2015: 4). In other words, while the STS proposal does lower the capital
requirements for banks, making it cheaper to have STS assets on the balance sheet, it fails to
specify the quality of the underlying collateral.

STS securitization does not include any safeguards beyond increasing the quality of
reporting, transparency, and comparability. These are all elements of market making, but fail
to deliver on linking the type of debt with the overarching intermediation process: the achilles
heel of finance in 2007 (Turner, 2012). Moreover, the STS proposal includes derivatives and
tranching as part of the securitization practice, in effect making the process anything but
simple (Finance Watch, 2015; Engelen and Glasmacher, 2016).

Finally, the STS proposal opens the door to include synthetic securitization (securitization
without collateral), such as colleterized debt obligations (CDOs), in the future. Although the
proposal stresses that the STS label will be reserved only for ‘true sale’ securitization, the
proposal also includes the following section:

Until now neither on an international level (BCBS-IOSCO), nor on a European level (EBA), have STS criteria
been developed for synthetic securitisation. Thus at this moment there is insufficient clarity on which
synthetic securitisations should be considered STS and under which conditions. The Commission will
further consider this issue and follow the work of international and European bodies on this topic. It will
assess whether some synthetic securitisations that have performed well during the financial crisis and that
are simple, transparent and standardised should be able to meet the STS requirements. Future input from
in particular the EBA could inform the Commission in its future policy proposals. (European Commission,
2015b: 15)

This leaves a backdoor open to integrate CDOs in a future STS label, reflecting the aggressive
pressure from financial market lobby groups in the CMU process.

In essence, STS has been reduced to nothing less than an empty signifier: simplicity,
transparency, and safety were all dropped in favour of more securitization in more markets for
more types of mortgages. Apparently, the European market for securitization needs to be
revived – indeed, expanded – at all cost. Since ‘the market’ is unable to revive itself, the state
(and in this instance the supranational state of the EU) is being mobilized to make this
happen.
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Conclusion

The securitization of mortgage loans is widely credited for contributing to the global financial
crisis. Not only did securitization result in the interdependence of housing and financial
markets around the globe, it was also key to the expansion of shadow banking. Housing loans
were first repackaged in residential mortgage-backed securities (RMBS) and subsequently at
the basis of a long chain of synthetic derivatives products that were the very opposite of
‘simple, transparent and safe’. It was no surprise that securitization fell rapidly as the financial
crisis spread globally, but it also came back in fashion only a few years later, albeit very
unevenly geographically speaking (Aalbers and Engelen, 2015). The current monetary policy of
the ECB that includes the direct purchase of securitized assets re-accommodates growing
private debt and we expect that the CMU will take this to another level.

We argue that the CMU may result in the rescaling of the existing national mortgage
markets and create a pan-European market for mortgages, or at least for RMBS. This is not a
‘capital market’ solution to a weak EU banking system, as the European Commission claims in
defence of the CMU, but increasingly seems to be a publicly manufactured asset bubble
spreading across the EU. Our main argument is that the increase in credit is likely to flow to
countries that as-of-yet have low levels of housing-centred financialization. This argument
builds on previous research (Fernandez and Aalbers, 2016) into trajectories of housing-
centred financialization, which shows how some countries appear saturated with housing
finance while others are still in the early stages of housing-centred financialization. The goal of
the EU Commission is not to create a safer primary or secondary mortgage market for
borrowers and lenders, but rather to rollout the technique of securitization across the EU,
thereby pushing housing-centred financialization onto countries with hitherto relatively low
levels of mortgage debt or securitization. However, this process of supranational market
making needs time to institutionalize, as new channels of financial intermediation and new
asset classes for institutional investors do not develop overnight.

We know that social scientists should refrain from forecasting. Yet, we recognize that,
once an economy is drawn into a manic period, credit-fuelled housing bubbles can develop
rapidly. Kindleberger and Aliber (2000) speak of different locations in different periods across
different models of capitalism, all bound by housing bubbles fuelled by cheap credit. If we
consider Spain, Ireland, the UK, and the Netherlands, we need to conclude that these
countries, formerly firmly embedded in a wage-led accumulation regime characterized by low
levels of mortgage debt, transformed quickly. Within two decades, an interrelated institutional
ensemble emerged that was debt-driven and dependent on foreign capital, growing levels of
homeownership, and supportive policies that liberalized housing finance – with dramatic
consequences.

The use of housing wealth as financial accelerator is politically addictive and has proven,
in countries such as Spain and Ireland, to be able to completely overhaul the model of
residential capitalism in a decade. Once established, increasing numbers of households rely
on rising housing wealth in a regime of housing-centred financialization, with electoral
preferences shifting towards favouring the continued liberalization of housing finance.
Privatized Keynesianism becomes firmly rooted in the political economy. Since the financial
crisis, we have seen that where there has been some moving away from housing-centred
financialization, it has above all been through a contradictory process in which a rise in private
landlordism and private equity funds create new patterns of winners and losers (Fields and
Uffer, 2016; Ronald et al., 2015; Wijburg and Aalbers, 2017; Arundel, 2017). We are only now
starting to understand how economies move from low to high debt, but we do not yet
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understand how to manage a reversal: a process of deleveraging and deflating house prices.
While the economic justifications for the CMU in its current form and in the current

context are highly questionable, there is something more sinister at work. The underlying
decision-making apparatus that generates and sells the CMU is showing ‘post-democratic’
signs and is increasingly turning into the showpiece of a captured technocratic mode of
governance of the EU superstructure. Engelen and Glasmacher (2016) use the metaphors of
‘frontstage’ and ‘backstage’ to describe the CMU’s post-democratic policymaking. They
highlight the discrepancy between the frontstage narrative, focused on SME and jobs, and the
actual backstage law making, focused on lowering the capital costs for old-school
securitization.

While the European Parliament and the media are distracted by the SME narrative, the
core issue – that is, the housing-centred model of financialization it promotes and the
systemic risks associated with securitization and housing bubbles – is kept out of the debate.
Expanding the housing-centred model means that we are on an unsustainable path. In this
model, claims on future income and production are used to solve today’s lack of effective
demand. This can only be stretched so far. Moreover, giving securitization a central role in
financial intermediation in the EU wilfully ignores the systemic risks of the shadow banking
system. These fundamental properties of the CMU should be central to the debate if we are to
break the post-democratic grip on the economic narratives of the European Commission.
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Notes

1. This index measures differences in housing finance systems. It includes how housing wealth can
be used for consumption, by looking at the possibilities for mortgage equity withdrawal schemes
and the ease of refinancing. It also measures the credit restrictions for households by
incorporating the typical loan-to-value and the average term. A third element is the use of non-
bank financing channels, such as covered bonds and securitization. These three domains are
condensed into an index ranging from 0 to 1.

2. On the offshore geography of European based SPVs, see Fernandez and Wigger (2017).
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