


General risk view

Overview: Strong market performance amid elevated risk
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Continued strong financial market performance amid remaining economic uncertainty

─ Asset prices higher than pre-COVID 19 level across asset classes: Including 

peaks in certain bonds, commodities, crypto-assets

─ Strong economic rebound amid remaining uncertainty: Vaccine roll-out and 

continued fiscal and monetary support (crucial phase-out); improved GDP 

forecasts for 21-22 amid remaining high uncertainty on C19 economic impact; risk 

of economic decoupling US vs EU

─ Political risks: Long-term impact of Brexit

Key narrative across our risk assessment (TRV Report No.2 2021 published on 1 Sep.)

─ Uneven recovery: Sustained geographical and sectoral differentiation

─ Increase in risk-taking, episodes of market exuberance: Valuations highly sensitive 

to market events, materialisation of event risks (GameStop, Archegos, Greensill), 

elevated levels of HY issuance and valuations, rising prices and volumes traded 

on crypto-assets, risk taking behaviour by retail investors, gamification

─ High level of risk: Sustainability of market valuations, all at or above pre-COVID-19 

levels, rising inflation expectations in a context of increasing corporate and public 

debt levels, credit risk increase in fund portfolios, search-for-yield behavior



Risk summary

Risks: Highly elevated risks, markets remain tense 
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ESMA remit  Risk categories  Risk drivers 

 Level Outlook   Level Outlook 
 

 Outlook 

Overall ESMA remit    
Liquidity    

 

Macroeconomic environment  

Securities markets    
Market    

 

Interest-rate environment  

Infrastructures and services    
Contagion    

 

Sovereign and private debt markets  

Asset management     
Credit    

 

Infrastructure disruptions  

Consumers    
Operational    

 

Political and event risks  

 
      

 

 Risk assessment: Very elevated risks, fragile fundamentals

─ Valuations at or higher than pre-C19 level, elevated trading volumes, increasing risk of 

exuberance and market correction

─ Investor exposure to liquidity risks in some markets (money market, HY, EM, RE) 

─ Credit risks despite stabilising pace of rating downgrades

Risk outlook: Expected to remain very high 

─ Sustainability questions over corporate and public debt amid rising inflation 

expectations

Risk sources: Fragile economic outlook, reduced political uncertainty

─ Macroeconomic outlook uncertain with possible long-lasting effect of the pandemic;

continued reliance on fiscal, monetary support even if high degree of uncertainty; low 

political, but high event risks.










