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Most of the world’s biggest banks and insurance companies have been in 
operation for decades, even hundreds of years. Rarely have they had to 
confront so many challenges.

Regulators looking to address the data gaps exposed by the 2008 
financial turmoil are adding to a growing mountain of compliance duties. 
Regulators and industry must collaborate on new data input models using 
advanced technologies to minimise costs and offer better visibility on risk 
(page 52).

Other areas have been under the spotlight in the wake of the crisis, 
not least insufficient risk-steering systems and processes. Financial 
institutions are realising that a siloed approach hinders the full and 
transparent picture needed to mitigate potential default. Some, such as 
BMW Financial Services, are realigning risk and IT architecture around 
contemporary risk-steering models, offering a route to growth (page 100).

Cost-cutting is not a strategy in itself. A low-growth environment prone 
to sudden market changes is combined with much higher customer 
demands as a result of digital technology and ‘always on’ devices.  
We talk to Commerzbank about the motivation behind their digital 
evolution (page 6).

One thing is clear: financial services firms must rethink historic business 
models – or face losing out to disruptor start-ups (page 80). Partnering 
with potential competitors is an increasingly palatable option in the hunt 
for new business opportunities in non-traditional environments, such as 
between banks and telecoms (page 110). 

Technology start-ups and fin-techs may threaten traditional banking 
by their disruptive business models, however they also form a group of 
attractive, but demanding, potential clients to whom banks can offer 
specially tailored services (page 40).

Insurers set themselves ambitious goals to adapt to changing market 
conditions, but legacy processes and gridlocked structures block strategy 
from filtering down to operations in attempting to close the adaptiveness 
gap (page 24).

Along with the challenges of omnichannel management, insurers need 
improved IT functionality, better processes and a high degree of cultural 
agility in order to survive in today’s competitive environment (page 14).

Contained within this BearingPoint Institute Report 006 are our views 
on the future of some of the key aspects for financial services in the next 
decade or so. We would be delighted to hear how they resonate with you. 
Please get in touch with feedback and ideas for future issues at editor@
bearingpointinstitute.com or http://inst.be/feedback. 
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Start-ups demand a faster service and delivery than other business clie
Lifecycle of product demandnts 

Foundation

Advanced

Extended

Basics

Growth Maturity

• Structured/syndicated financing 
• International cash management solutions
• IPO
• Trade sale/M&A

• Investment financing
• Cash management
• Trade finance
• Risk management

• Financing
• FX-hedging
• Enhanced payment solutions

• Accounts
• Cards
• Simple payment solutions

Start-ups Medium/large corporates Small businesses

Expert/individual

Product
and process
complexity

Source: BearingPoint

Islamic finance is of growing importance to the regional economy of developing nations
Sectors where bonds from Islamic finance (sukuk) have been issued

0.3%
Hydrocarbons

0.3%
Agriculture

0.3%
Conglomerates

26%
Financial
services

0.4%
IT

2%
Construction

1%
Health

5%
Manufacturing

8%
Real estate

19%
Transport

25%
Energy & utilities

0.8%
Retail

3%
Food

8%
Telecoms

2%
Education

Source: BearingPoint Institute
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Developed countries B2B

Customer geography

Developed countries B2C
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Mobile paym
ents

Positioning of telcos/Over-the-top
(OTT) services originally in developed countries

Positioning of telcos/OTT services
originally in developing countries

Recent (<10 years) banking/telco
products/services

Traditional (>10 years) banking/telco
products/services

Banks and telcos share the mobile financial services pie
While banks may be keen to protect traditional areas of financial services, the breadth of opportunity is 

increasing both in developing and developed countries for banks, telcos and providers of over-the-top (OTT) 
services alike. A growing spirit of partnership benefits both of the former groups, while reducing the risk of 

disintermediation by technology companies and OTT pure-plays. 

Source: BearingPoint Institute 

Omnichannel insurance touchpoints
In this example of processing a claim, customers can 

directly engage with their provider through one channel, 
but may need to conduct part of a transaction in 

another. By building on the security of face-to-face 
personal service, insurance providers can harness the 

advantages of mobile technology, empower their 
customers and secure a competitive advantage



Commerzbank’s digital evolution puts customers at the centre

Ralf Kalbhenn (left) and Ole Franke
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Commerzbank’s digital 
evolution puts customers 
at the centre
In this interview, Commerzbank’s Ralf Kalbhenn and Ole Franke 
discuss how the bank is approaching digital, one of the most 
important strategic topics for the next decade, and its impact 
on technology and customer expectations

What does digital mean to you? 
Ole Franke: Digital signifies a change of behaviour in everyday life, 
both personally and in business. Today’s graduates have completely 
different skills to 30 years ago, and will also need different skills in 
the future for everyday business life. In the personal sphere, too, 
there has been rapid change affecting the organisation of private 
life, community, information-sharing and information flows. The 
development of technology drives this process on as devices get 
smaller and faster, and internet connections get better.

Ralf Kalbhenn: Localisation is no longer necessary for a business 
project. Intensive exchanges and discussions work perfectly with 
tools like Microsoft Lync, videos, online chats and presentation-
sharing. Team building across borders has been made far easier. 
The implications for personal lives are somewhat different. People 
are permanently online on devices. I’m not sure if that is a positive 
development.

Ole Franke: The barriers are lower for a quick chat, which can be 
more open, and more direct. 

What are the challenges for a bank in this new 
environment? 
Ole Franke: There is a natural barrier of security and data protection 
that should help to overcome some of the challenges. Nevertheless, 
the difficulties are huge because of all the different touchpoints 
banks have with clients. The status of digital in banking is very low 

IN 30 SECONDS

•  Changing customer 
behaviour is prompting 
financial services providers to 
rethink their digital strategy 
and service offering

•  Banks have been slower to 
adapt than some sectors due 
in part to regulation, data 
security and other challenges

•  Commerzbank has 
transformed its digital offering 
around the core principles 
of speed, simplicity and 
security to gain a significant 
competitive advantage

•  Embedding a culture of 
innovation and best practice 
as part of the project means 
the bank is better prepared for 
future developments



Commerzbank’s digital evolution puts customers at the centre

compared to other industries. And there are impediments like regulation. 
Commerzbank’s challenge is to find the best ways to meet clients’ 
expectations in terms of speed and availability of information, offering 
them solutions, yet still making money.

Ralf Kalbhenn: Another challenge is to offer information in all channels 
at the same time, online as well as in branches.

Ole Franke: Clients want the best of both worlds: speed and seamless 
service, yet at the same time security and data protection.

How do the challenges differ from other industries 
such as telecoms?
Ole Franke: Banks have more frequent contact with their clients than 
telecoms firms or other e-commerce organisations. Bank clients might 
use banking services daily to check their account transactions or market 
changes, whereas telecoms customers might check a bill once a month. 
The same is true for e-commerce firms: once an order is made, the only 
touchpoints left might be to check when a parcel arrives, why it has been 
delayed or didn’t arrive. Banking clients are in a permanent relationship 
and regular contact with banks, so consistently excellent service is needed.

Offering specialised banking services can be a 
competitive advantage but it also involves a lot of 
work and high expenditure. How do you manage 
clients’ preferences for different channels, service 
levels and frequency of contact?
Ole Franke: Banking clients have different incomes, modes of 
consumption and needs. Commerzbank tries to be as easy and 
understandable as possible, no matter if a client is a digital native or not. 
Non-digital natives are also looking for a quick and transparent reply to 
their questions. The key expectations of an online tool are simplicity and 
ease of use. 

How do you ensure that access to these 
sometimes complex processes is easy and 
manageable?
Ole Franke: First you have to ask: ‘How do people search for information?’ 
In the past you would have probably called your bank manager, but 
today you go to Google or the website of a service provider. Core 
information is no longer analogue but very much digital.  The search 
outcome can be completely different. In short, we focus on the processes 
that will ensure the client finds the information he is looking for in the 
most straightforward manner.

The ‘mobile revolution’ 
is often framed in 
negative terms of 
information overload 
but as devices get 
smaller and faster, and 
internet connections 
get better, consumers 
can potentially access 
better designed 
services more easily
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Some services seem ill-suited to digital. For 
example, would an SME looking for financing 
go to the online channel instead of calling their 
bank manager, as previously?
Ralf Kalbhenn: Core competencies are still with the bank managers, 
but many services can now be done online. Companies often prefer the 
online option, for quick monetary transactions and bank statements, 
for example. The ‘digital surface’ – the architecture – is being adapted 
to target this SME group although we use the same software and 
mainly the same processes in the background. In fact, Commerzbank 
differentiates between services and processes – only the process level 
has to be changed without having to build new software.

Mortgages are very complex. Are they really 
suited for digital? 
Ole Franke: Currently, very few banks have purely digital mortgages. 
For finding information, on options or affordability, digital channels are 
very suitable. With some client data Commerzbank can recommend the 
right contact person in the right area, who will then contact the client 
for further detailed advice. 

Whilst other  
industries – such as 
entertainment and 
retail – have taken 

advantage digitally, 
banking has yet to take 

advantage of the 
potential to the same 
degree, in part due to 

impediments like 
regulation

ABOut thE INtErvIEwEES

Ole Franke 
Director, Direct Banking, Commerzbank  
Ole Franke joined Commerzbank in May 2013 as the lead for online and mobile banking. He was 
previously Corporate Director, E-Commerce with Electronic Partner, one of Europe’s largest trading 
companies for consumer electronics and household electronics, IT and telecoms. Prior to that,  
Mr Franke developed and accounted for online business at telecoms and data services provider E-Plus 
Group, having joined from Vodafone D2 GmbH where he held several sales and leadership positions.  

Ralf Kalbhenn 
Principal Project Manager, Digital Strategy, Commerzbank  
Ralf Kalbhenn moved into his current role as project lead in customer management, retail and the 
corporate centre in April 2013. He has led several projects in e-commerce, portals and CRM in a project 
management career starting in 1996. Prior to that Mr Kalbhenn spent six years at Dresdner Bank after 
finishing his studies in Computer Science and completing an apprenticeship at Deutsche Bundespost.
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You have rolled out a series of digital initiatives 
around online banking. How have clients 
responded?
Ole Franke: Our clients are happy so far. On average they have migrated 
within 10 weeks to the new online portal, which is a complete change to 
the old version. Feedback from large client groups was used to develop the 
whole system further.

Ralf Kalbhenn: Yes, user feedback has been extraordinarily positive. 
The software development is agile and that allows short change cycles. 
Employees are generally the most critical users, but they saw that their 
feedback was addressed in the next software release, which helped a 
lot. Including them in the change pilot project has resulted in very good 
quality control.

Ole Franke: It is a challenge to include clients without constraining 
innovation and development. But nothing can be forgotten – if a client 
uses 112 templates and the system only allows 100, they will be upset 
and the software may have to be changed immediately depending on 
how many users are affected.

COmmErzBANk’S DIgItAl StrAtEgy DEvElOPmENt

Increasing demand for online and mobile banking and changing customer behaviour spurred 
Commerzbank to investigate full digital access to services for private and business clients. Its aim was 
to move towards a ‘digital branch of the future’ and become one of the leading multichannel banks in 
Germany by 2016.

Development of a new, innovative online platform and intelligent mobile product began in 2013, with 
a team of approximately 200 internal and external employees. Initially focusing on strategic and 
technical foundations, the project gained impetus through simultaneous work on the structure of the 
IT innovations.

The first quarter of 2014 saw the introduction of a tablet app, followed by an extensive direct banking 
capability at the end of the year. Other initiatives include Scopes 2014, intended to digitise the securities 
business, Personal Finance Management (PFM) and innovative customer interaction management, 
designed to deliver a consistent, personalised and cross-channel customer dialogue. 

An innovation-focused ‘FutureLab’ was created to develop the bank’s digital strategy, a model for the 
successful implementation of new online banking ideas. An agile ‘scrum approach’ enables end-to-end 
functionality to be evolved continuously via several ‘sprint teams’ working in parallel. Each team – jointly 
led by a specialist product owner and an IT ‘scrum master’ – is able to develop technical solutions 
around specific requirements identified in user journeys. Short work cycles of four weeks make the staged 
developments flexible and adaptive.

This level of consideration also extends to the outsourcing of IT development. Commerzbank’s new 
online products are mainly developed offshore in India, so security considerations and robust project 
governance required a reliable and well-defined working relationship. Before committing, offshore 
delivery was simulated in a two-month pilot period in Frankfurt am Main, Germany. Potential challenges 
were identified and strategies for best practice cooperation developed.
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What did you find most challenging?
Ralf Kalbhenn: The timeframe for the project (around nine months) 
was very short to manage the transformation of the whole of online 
banking. Putting the technology in place was hard work, but the 
platform is now a foundation for further developments, which is a great 
motivation. Ventures like these only work if the business side of an 
organisation and IT work hand-in-hand and don’t act as two separate 
departments. We have formed mixed teams and that’s why it’s working 
very well.

Ole Franke: Given my background in a different industry, it was 
interesting for me to gain an understanding of the mechanics and 
dynamics of a bank; how everything works. For the bank it was 
interesting to get my input. With such a big organisation, I was initially 
concerned over what new ideas I could bring and how to organise such 
a big project involving more than 100 people. We made a real effort 
to include everyone, reaching out to both clients and employees. The 
project is working well so far, with high download numbers. A growing 
number of clients now use the different mobile apps. This growth is a 
proof of success. The biggest challenge is to get people excited.

What is the effect on banking from the 
proliferation of connected devices, including 
wearables like smartwatches?
Ole Franke: If a German big bank manages to get all the information 
on one of these devices – for example on a tablet platform, they are 
at the forefront. However, once all the information has been brought 
together for one type of device, it’s not too onerous to transfer it on 
to other devices, such as Apple Watch. At Commerzbank the focus 
is on everything ‘mobile’, especially strong investment in tablets, 
as there is perceived to be a migration among clients. We started 
to build a specific tablet app as a first step. Many competitors work 
with responsive design but Commerzbank uses mobile browsing 
instead. We think it’s important to have an app and work with mobile 
bandwidths. We are very interested in the mobile market and we are 
developing specific apps to target different users.

Ralf Kalbhenn: These apps can be very simple. For example, 
Commerzbank’s account balance app only shows a client’s balance 
without having to login with your credentials every time. This can be 
transferred, for example to an Apple Watch. The ‘art’ is to become 
simpler. Compare this to the year 2000, where everything was still over-
complicated and complex for online banking. 

Instead of ‘responsive 
design’ (which many 
others have chosen) 

Commerzbank’s  
products are 

specifically designed 
for mobile technology
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But aren’t clients checking their bank account 
details because they want to do something 
afterwards based on that information? Isn’t 
this type of app too restrictive?
Ole Franke: In fact, many of Commerzbank’s mobile users 
primarily search for information online. Clients check their account 
statement and the last 5–10 transactions up to 10 times a week. 
And Commerzbank still has many clients who come into branches 
just to ask for their account statement. The core problem was the 
barrier between them and their account and that’s exactly what 
Commerzbank eliminated with this app. The app is made to sit on 
the front screen of a smartphone and usage should start easily with 
mobile phones. Straightforward budgeting queries can be answered 
with one simple click. The security of the app is ensured as you 
cannot transfer anything, there is no account number, no name and 
no identifying details. 

What would be the next step? To add 
transactions? Are you planning to include 
clients in the development process? 
Ralf Kalbhenn: Thanks to app stores we have automatic client 
feedback, positive and negative. This feedback is checked, evaluated and 
acted upon accordingly. Security is the main issue. First of all, clients want 
security in online banking, but digital natives tend to say that they don’t 
bother too much about security issues.

The success of a 
digital project such 
as Commerzbank’s is 
indicated by the 
number of 
downloads
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•  Digital is changing consumer interactions with each other and with  
service providers

•  Banks are coming under pressure to offer services and information across 
multiple channels, online as well as in branches

•  But the status of digital in banking is very low compared to other industries and 
there are impediments like regulation

•  Commerzbank successfully launched digital products in a relatively short space 
of time by carefully considering its strategy and by using integrated teams
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ABOut COmmErzBANk

Founded in 1870, Commerzbank is an international commercial bank with core 
markets in Germany and Poland, and branches in more than 50 countries.

Focused on four business areas – private customers, Mittelstand (small and 
medium-sized enterprises), corporates and markets, and Central & Eastern 
Europe – the bank offers banking and capital market services to private 
customers, corporate clients and institutional investors.

Commerzbank’s subsidiaries include the German online bank comdirect and 
Poland’s mBank.

key figures

• 52,000 employees 

• EUR 9 billion in gross revenue 

• 15 million private customers

• 1 million business and corporate clients

• 1,100 branches (Germany)
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But clearly these digital natives would also 
complain if their account was hacked and 
money lost.
Ole Franke: Of course, these tools have to be both simple and 
secure. There will be acknowledgements over which mobile 
transactions can be done securely. How will transactions be securely 
shown on mobile? Which TAN process is easiest and most secure? 
What else can be done? Legal aspects also have to be taken into 
consideration. 

Acknowledgements
Thanks to Robert Bosch, Iris Grewe and Oliver Grönke at 
BearingPoint for setting up this interview.



Omnichannel insurance: are insurers losing touch in the digital age?

Source: BearingPoint Institute 

Digital services
Alerted by in-app mail, the 
customer calls the provider, 
expecting the agent to know 
that they were alerted 
electronically by the insurer 
earlier. This omnichannel 
environment records all 
transactions and transfers 
customer data seamlessly 
between channels. 

Insurer engagement
Once the claim is made, the 
customer may choose 
whichever channels of 
communication are best 
suited to the situation: call 
back, email, in-app 
messaging or SMS. The 
omnichannel system 
understands the context of 
the customer’s needs.

Customer loyalty
Even with tremendous 
demand for online 
services, offline channels 
like on-site meetings or 
face-to-face interactions 
remain vital when 
dealing with more 
complex and higher-value 
commercial products and 
investment advice. 

Omnichannel functionality
New digital technologies 
allow insurers to connect 
with their customers on their 
smartphones, whilst knowing 
more about them through 
access to pools of their data. 

Omnichannel insurance touchpoints
In this scenario, customers can directly engage with their 
provider through one channel, but may conduct part of a 

transaction via another. By building on the security of 
face-to-face personal service, insurance providers can 

harness the advantages of mobile technology, empower 
their customers and secure competitive advantage.

Managing risk
The first notification of a 
claim may come from 
connected technology 
and not by a person.

The changing face of the digital insurer 
As businesses connect with financial services and supplier bases via the tip of their fingers, insurers 

should engage in an integrated omnichannel model that allows commercial and personal customers to 
dictate their relationship with a provider through a seamless digital experience
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Omnichannel insurance: 
are insurers losing touch 
in the digital age?

Insurers have been slow to rewire their businesses for the 
digital era; as they do, they must use technology to reinforce 
customer interaction and the human-to-human relationship   

In 2014, the global audience of smartphone users was estimated at 
1.75 billion1. The connectivity, immediacy and unique functionality that 
these small, portable devices offer are radically reshaping the relationship 
that consumers have with service and product providers, from retailers 
to banks. Customers are empowered to be much more demanding than 
they used to be. 

The mobile phone, even more than the tablet, means customers want to 
be able to access the right information or make a transaction at the right 
time in the right context. This appetite for fluid, simple and engaging 
experiences through the most appropriate interface creates huge 
opportunities for businesses to deepen brand loyalty and build valuable 
relationships with their customers. 

Retailers understand this. Many have spent the past few years rethinking 
the way they attract, engage and promote to customers. Many bricks-
and-mortar businesses have invested to compete with pure digital rivals. 

Meanwhile, pure digital players are also in search of enriching the 
customer experience. As this Bearingpoint Institute Report went to press, 
reports were circulating that Amazon plans to open physical stores, 
with the company apparently looking to buy up some of the leases of 
RadioShack’s shops2 after the US consumer electronics chain filed for 
chapter 11 bankruptcy in February 2015.

IN 30 SECONDS

•  Technology has shifted the 
power balance from insurer to 
the customer, forcing insurers 
to rethink their business 
models from the outside in – 
not just their digital business

•  The priority of digital should 
not be sales; it must be to 
enhance customer loyalty and 
retention, with sales and profit 
at the long end

•  The value of insurance 
must move away from risk 
mitigation and compensation 
to protection and reassurance 
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Banks are also coming round to this way of thinking. In December 2014, 
Barclays in the UK launched a video banking service that allows its 
high-net-worth clients access to an adviser 24 hours a day, seven days a 
week.3 The service runs off tablets, smartphones or PCs, and will be rolled 
out to all customers in due course. 

The Barclays approach acknowledges that customers sometimes desire 
face-to-face interaction. This type of contact is distinct from a typical 
transaction at a high street branch, which would not be appropriate for 
an internet banking problem that needs immediate assistance.

Insurers, meanwhile, are behind the times. Whilst they have been 
investing in digital operations for years, this has mainly focused around 
the online experience, best suited to a PC. Mobile apps have been built 
in some cases – largely for users to search for quotes – but examples of 
success are rare. 

Investing in digital initiatives is still too often seen as creating another 
channel through which customers can transact. This misses the point 
that smartphones are at the confluence of the offline and the online 
world: they are disrupting, not just digital operations, but the whole 
business operating model, which must be realigned to suit customer 
expectations. 

Emotion is key to the insurance 
customer relationship 
Fewer than 14% of more than 10,000 US online consumers have 
engaged with a mobile insurance product, according to Forrester4. 
Clearly, the experience is not user-friendly and/or customers are not 
aware of available mobile functionality. There is huge untapped 
potential for insurers to leverage mobile technology and functionality to 
enable customers to check their policies, track claims and pay bills in a 
way that is smooth and easy to use. 

Many insurance products are becoming commoditised so insurers 
should also seize the digital opportunity to increase the touchpoints 
they have to interact with their customers, showing understanding and 
empathy towards customer needs in order to deepen relationships. 

Insurers too often 
miss the point of 
investments in digital 
initiatives, seeing 
them as creating 
another channel 
through which 
customers can 
transact

1.75 bn Global audience of 
smartphone users in 20141
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Insurance is a low frequency business, generally considered a necessary 
evil, bought in the hope of not having to use it. Therefore, the time lapse 
between purchase and use of a policy could be years. However, people 
do care about what their insurer is trying to protect, such as their home, 
health, car and family. Digital insurance teams must have these underlying 
goals in mind when thinking about the insurer’s role in their customers’ 
protection.  

Being able to offer the customer travel insurance as they step into an 
airport, or to advise them on local repair services at the scene of a  
car accident or breakdown, helps to build the customer–insurer relationship. 

Mobile – combined with analytics, the internet of things (smart 
thermostats, car telematics) and wearable technology – can deliver  
exciting opportunities through functionality such as geolocation, rich 
interaction (including live video), positioning (GPS, accelerometer, 
triangulation) and biometric sensors (heart rate, temperature, voice stress, 
sweat). Insurers can create more touchpoints for relevant and positive 
customer interaction. 

Toward an omnichannel insurance 
experience
‘Omnichannel’ has become a buzzword for many industries looking 
to restructure their business operations to engage customers in ways 
they find convenient. Where previously the customer was guided on 
a transactional journey that suited big business, now technology has 
handed the power to the customer.  

US customer experience consultant Micah Solomon explained recently5: 
‘In an omnichannel customer experience the customer can order a dress 
on the phone, pick it up in person and send it back if it doesn’t fit – with 
her purchase history, credit card information and personal preference data 
following her successfully from channel to channel... (along with inventory 
and general ledger for the sake of the merchant) along the way.’

Whilst this smooth customer experience ‘feels natural’ to the customer, 
Solomon describes it as ‘revolutionary in how extremely it contrasts to the 
hassles of channel-related abuses suffered over the years by shoppers’.

Previously, the 
customer was guided 

on a transactional 
journey that suited 

big business; now 
technology has 

handed the power to 
the customer 
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13% of insured US online adults 
say they have engaged in at 
least one insurance activity 
on their mobile phone4

The omnichannel concept involves huge operational complexity, 
however, as well as a total rethink of legacy distribution models. 

‘There is the example of a shopper who sees a promo ad on a  
mobile app, compares the deal online (or with friends), talks to a service 
agent about features and then drops by the local store to purchase 
it,’ Craig Harris, insurance IT expert, wrote recently in Canadian 
Underwriter6. ‘For some, that fluid process is a tall order that renders the 
structure of distribution “silos” virtually obsolete.’

For insurers, success in the omnichannel world requires an  
understanding of the customer, which means empowering them, not 
guiding them. Generali in Poland has enabled customers to scan a 2D 
barcode on a car registration document to generate an insurance quote 
and obtain an accurate accident history and valuation when buying a 
second-hand car7.

Omnichannel also means keeping customers loyal by tapping into 
a smartphone’s power to offer a distinctly personal experience. This 
includes apps that can track fitness levels, daily calorie consumption and 
nutrition as well as flag health problems in advance.

In fact, health insurers are leagues ahead in moving business models 
beyond risk mitigation and compensation to protection and reassurance. 
One of the ways they are doing this is through collaborations. For 
example, one of our clients in the health insurance sector has teamed up 
with a start-up to produce shoe insoles that measure foot temperature 
to prevent ‘diabetic foot’ – a pathology leading to 40,000 amputations a 
year in Germany alone. Detecting a sudden drop in temperature  
can trigger pre-emptive actions and help reduce the chance of such 
severe complications. 

Meanwhile, safe-driving mobile apps that track braking, acceleration and 
distance travelled reward good driving behaviour by offering discounts 
in exchange for customer data, although this strategy’s level of success 
depends on individual attitudes towards privacy8.

These examples show how digital technologies are enabling a closer, 
more valuable and dynamic relationship that extends beyond the 
insurer’s traditional static channels that once managed the customer 
journey. Can insurers rebuild their operations from the outside in, to 
accommodate this new way of doing business?     
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‘In an omnichannel customer experience the customer can order a dress  
on the phone, pick it up in person and send it back if it doesn’t fit.’ 5

MICah SOlOMON, US CUSTOMEr ExPErIENCE CONSUlTaNT

Moving on from the 1980s
Creating a true omnichannel model poses a number of challenges for 
traditional insurers: 

•	 Identifying a new generation of staff with a more flexible mindset
•	 Engaging with the customer more often 
•	 Rethinking the remuneration model

Many insurers are not ready for these challenges from the perspectives of 
infrastructure, organisation or people. 

From speaking to our clients in the sector, it is interesting to note that IT 
infrastructure seems to be the biggest obstacle for some companies to 
enter the omnichannel world. The reason is simply the considerable scale 
of the required investments. 

Insurers will need to totally reengineer their business models and 
transform their processes in a far more radical way than with previous 
shifts in strategy. Mark Breading at Strategy Meets Action, said9: ‘Insurers 
today are highly interested in improving the customer experience. 

‘Whereas the objective in the past was to improve transaction efficiency 
and reduce channel costs, today the concern is on understanding how 
channel interactions impact customer perceptions. Efficiency and cost  
will always be important, but the driver for investment in the omnichannel 
world is the customer experience and its implications for retention  
and profit.’

One of the biggest barriers to creating a genuinely joined-up customer 
experience across all channels is the conflict with regulatory requirements, 
particularly the imperative to separate insurance units between health, 
life and non-life into different legal entities (at least in Germany, 
Switzerland and the UK). This separation trickles down to the design of 
IT systems and data. For legal reasons, insurers need to separate units 
but, to manage customers efficiently, this gap should appear as small as 
possible. This poses a very difficult challenge to insurance IT departments. 
For customers wanting a relationship across multiple channels, the 
resulting inertia can be confusing and off-putting. 
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Telematics, the 
‘internet of things’ 
and wearable 
technology create 
opportunities for 
insurers to 
communicate more 
frequently with 
customers and  
gather more insights

Digital reinforces, not replaces,  
human-to-human
Today’s customers call for a truly omnichannel approach. Whilst 
in the short term it might be a differentiator for insurers to master 
omnichannel, in the mid- to long term it will become a prerequisite for  
all players in the insurance market.

Technology is also creating the opportunity for insurers to build new and 
deeper relationships with clients, engaging with them on a prevent-not-
cure basis.

Telematics, the ‘internet of things’ and wearable technology create 
opportunities for insurers to communicate more frequently with 
customers and gather more data about their risk profiles10. It also 
changes customer expectations about when and how they believe 
they should be able to communicate with their insurers. Always-on 
connectivity will not eliminate the need for face-to-face support or 
human-to-human interaction, however. Instead, it should be used by 
insurers to create new opportunities to engage directly with customers. 

There are two situations where efficient and fast human interaction is 
crucial: during the sales process for complicated and non-commoditised 
products, and at the claims stage. It is easy to successfully sell a simple 
private liability insurance for EUR 40 over the internet with almost no 
human interaction: 10–15% of customers will make the decision to 
purchase based on price. For more complex situations, such as ’I am 
buying a house, so which kind of insurance do I need?’ or ’I suffer from 
a chronic disease, so what does that mean for my health insurance?’, 
personal advice may be preferred during the process, even if the first step 
of information-gathering is through a digital channel. In such situations, 
the coherence of the omnichannel model is a clear differentiator.

The same holds for claims handling: the quality of this process is crucial 
to the industry’s reputation and remains an issue in many markets, so it 
is important that the omnichannel approach is extended to claims.

We therefore believe that there is a healthy future for tied agents and 
brokers. Higher-value business will always be sold by a human. 
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Many firms will have 
to bring ‘digital 

natives’ into their 
teams in order to 

accelerate the 
change in mindsets 
and offer customers 
an experience that 

excites them 

•  Today’s customers call for a truly omnichannel 
approach; insurance companies need to fulfil this 
requirement

•  Insurers should map and analyse their customer 
experience in the increasingly connected mobile age 
to find new touchpoints for human intervention

•  Insurers should not try to steer customers, but give 
them the possibility to handle each need using 
a channel convenient to them, moving from a 
multichannel to an omnichannel approach

•  This means building systems to allow customers to 
move seamlessly between channels together with their 
data, preferences and key relationships

•  Customer engagement departments should be 
reconfigured to be ‘omnichannel and digital native’

•  Remuneration might need to be reconfigured to 
provide incentives for distribution channels to co-
operate as customers want to move between them

•  Insurers need to keep an eye on profit and must not 
neglect the sales power of traditional channels (such 
as agents and brokers)

•  It is easier to sell higher value, more profitable 
products if human-to-human interaction plays a key 
role in the process

KEy TaKE-awayS

For this omnichannel customer relationship to work properly, insurance 
company staff will have to work in a very different way. Staff will be asked 
to be ‘channel agnostic’ and champions of the customer: a huge move 
away from being advocates of single distribution channels.

Many firms will have to employ ‘digital natives’ in their teams in order 
to accelerate the change in mindsets with the goal of providing the 
customer with an experience that excites them. Commission and 
incentive structures must also be changed, to empower the sales channels 
to embrace the new omnichannel approach. 

‘Efficiency and cost will always be important, but the driver  
for investment in the omnichannel world is the customer experience.’

MarK BrEaDINg, ParTNEr aND ChIEf rESEarCh OffICEr, STraTEgy MEETS aCTION
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• Competition from emerging market entrants:

• Mega-trends such as cloud computing
and big data in technology:

A recent BearingPoint survey discovered that 
46% of insurance executives believe external

data sources to be important to their
organisation’s future success.

• Regulations changing
increasingly fast:

• Changing nature of customer relationships:

• Demographic changes such as life
expectancy create both opportunities

and competitive pressures:

Average life expectancy in Europe (years).

Source: BearingPoint Institute Report BEI004, Swiss Re sigma No 3/2014, EIOPA/OECD, eMarketer

… are compounded by heavyweight challenges

Sluggish insurance premiums …
Insurance premium growth in mature markets in 2012 and 2013 (USD billion)

Life Non-life

1.75 billion estimated smartphone 
users worldwide, as of December 2014. 

Smartphone-driven customers like to switch 
between channels of communication, 

compensation, and sales which will affect 
IT, steering systems and the sales force.

SEPA, Solvency II, IFRS 4/9, IMD2, MiFiD, PRIPS 
and LVRG will all add to insurers’ workload. The 

introduction of Solvency II Pillar 3 in January 
2016 will require a ‘significant increase in 

reporting volume and frequency’.

Can insurers compete in the adaptive challenge? 
Poor communications and a lack of synergy between strategy and operations are not the only challenges facing 

the insurance marketplace; emerging entrants, increased regulation and the ability to implement big data 
analytics will define the gap between the dynamic insurer and the rest of the field

VW (automotive) TomTom (data providers)

Tesco (retail) Google (data aggregators)

2012 2060

76.7 82.6 84.6 89.1

North America Western Europe Advanced Asia North America Western Europe Advanced Asia

628 585

890
926

637
636

784 799
632 630

189 186

2012 2013
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The adaptive insurer: 
finding the extra 10%

What 25 top insurers told the BearingPoint Institute 
about closing the adaptiveness gap between strategy 
and operations

Is the built-to-last insurance industry 
ready for change? 
As they stand on the bridges of their respective ships, strategists working 
at the top level of insurance companies are facing a dilemma. The big 
question for these traditionally conservative organisations is ‘Should 
insurers be dynamic and responsive to change?’ Already, examples of 
new thinking exist across the industry – such as Aviva’s Pay-as-you-drive 
mobile application, launched in 20121. Most, if not all insurers are keen to 
demonstrate examples of how they are innovating across product lines or 
in how they are engaging with customers. 

However, such examples remain sporadic. In a recent survey of UK risk 
managers, lack of innovation was their biggest complaint about the UK 
insurance industry2. Insurers can also be poor at responding to regulatory 
change as illustrated by the stony response that met planned changes 
to the national insurance industry in the UK, given the potential negative 
impact on the market. ‘Change will not be good for the insurers,’ said one 
industry insider. ‘They will likely try to fight this.’3 

Change for its own sake is not always a good thing, particularly in an 
industry where stability is essential. Examples such as the challenges 
faced by AIG in 2008 are a stark reminder of the dangers created 
if insurers themselves become insolvent, so regulation should be 
implemented with care. ‘Interventions must be justified by the risks run by 
insurers,’ remarked Andrew Bailey, CEO, Prudential Regulation Authority in 
December 2014.4

But change – coming from technology, regulation and industry forces 
– is as inevitable as it is relentless. ‘Demographic changes, increasing 

IN 30 SECONDS

•  The insurance industry is 
struggling to adapt under 
a variety of pressures: 
regulatory, demographic, 
financial and customer-driven

•  Whilst insurers have mostly 
been able to define and 
articulate corporate strategy, 
they can still struggle to 
deliver operationally

•  We look at new research 
and the experiences of top 
insurers to understand how to 
transform business models to 
close the gap

•  Success will be based 
on customer centricity, 
rapid product and service 
development, and deploying 
early warning indicators

•  Investment in long-term goals 
will improve fitness

TREN
D

S
25



wealth in emerging market economies and advances in technology are 
driving major changes in the insurance market,’ says insurance M&A 
specialist Towers Watson5. Lloyd’s of London concurred with this view in its 
own report6, ‘With a shift towards autonomous technology and away from 
human operators, the landscape of insurance, especially motor insurance, 
may change dramatically.’

Even as the rate of change increases, insurers cannot simply throw money at 
the situation, as a combination of slow growth in mature markets, alternate 
sources of capital entering the sector7 and competition from emerging 
market entrants have all driven profits downwards. Insurers across the board 
have had to assess their business strategies and operational models in 
response to lower investment yields and increased claims ratios.

Figure 1: Survival of the fittest
Share price development of 25 large insurance groups, 2009–13

‘The main driver of change in the insurance industry is the competition.’

A SurvEy rESPONDENt

300%

200%

Source: BearingPoint – Selected KPIs of Top 25 Insurance Groups

Survival of the fittest
Share price development of 25 large insurance groups, 2009–13
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The adaptive insurer: finding the extra 10%

Source: BearingPoint Institute
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Neither can insurers afford to leave change to chance. Price-comparison 
websites, real-time analytics and telematics-based providers are skewing 
the market, with new entrants such as insurethebox8 appearing on an 
all-too-regular basis. 

There is still room for optimism, as demonstrated by a number of incumbent 
insurance companies who have managed to outperform the market. As we see 
in Figure 1, a subset of companies can rightly earn the title of ‘leaders’, with 
their share prices beating the market average with an increase of almost 300%. 
At the same time, other ‘laggard’ companies have dropped in real-term value. 

So, how can insurers thrive in this period of unprecedented change? No 
organisation wants to be an also-ran, so this drives up competitive pressure 
and forces companies to have a hard look at their operating models. One 
respondent to our recent survey, covering 25 global insurance firms, echoed 
the pervading sentiment across the industry: ‘The main driver of change in the 
insurance industry is the competition.’ 

How can this be done? The general response to market pressures, recognised 
and embraced by most of the organisations we speak to, lies in first removing 
unnecessary expense and then becoming more adaptive. With regard to 
cost reduction, we know from our survey that efficiency and performance 
improvement initiatives have been carried out in almost all insurance groups, 
and are planned in the remainder. ‘We are always striving for operational 
efficiency gains,’ was a familiar response. 

Cost-cutting cannot be relied on to drive long-term performance and 
increase competitiveness by itself, however. Insurers that do so face the 
law of diminishing returns, where short-term expense reduction reduces 
a company’s ability to deliver on longer-term strategic objectives. In 
consequence they have become less able to respond to change, losing 
competitive advantage. If a singular focus on cost minimisation leads to a 
race to the bottom, what is the alternative? 

The answer lies in following the road less travelled towards adaptiveness, 
according to the definition we used in our survey: ‘organisations that operate in 
a permanent state of readiness for change’. Compellingly, 84% of the insurance 
companies categorised as ‘outperforming’, according to the BearingPoint 
Institute research, indicate a strong correlation between delivering good 
performance and having an adaptive operating model. ‘The factors are highly 
correlated,’ said one market-leading organisation. Another outperformer 
concurred that the correlation was: ‘Very strong. We have seen that over the last 
five or six years and it has worked to good effect.’

Becoming an adaptive organisation is not the easy path, however. Adaptiveness 
cannot simply be bought off the shelf or implemented as a corporate initiative; 
it needs to involve deep cultural change, in an industry not renowned for its 
appetite for innovation. So, can we use research to determine which factors will 
result in insurers becoming more or less adaptive, and do these factors link to 
organisations that lead the pack, rather than those that lag behind?

Adaptiveness 
cannot simply be 

bought off the shelf 
or implemented  

as a corporate 
initiative; deep 

cultural change  
is needed
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Increasing demands are stretching insurers’ business models
Elements of an insurance operating model

Strategies were defined 
in two-year cycles; now 
they are defined in 
three-month cycles.

New market and product 
entries are launched 
within six months 
instead of a year.

Regulatory changes are 
made on a monthly 

basis rather than 
annually.

Organisations used to 
plan staffing needs on a 

yearly timescale; now 
they plan on a flexible, 

weekly basis.

Yearly trends once triggered 
changes, but client demands 

now shift monthly across 
different channels.

Strategy Structure Processes People Technology

Adaptiveness in insurance means putting 
the customer first
Adaptiveness requires fundamental changes in how an organisation acts 
and responds to market needs, with significant initial investment in digital 
processes, information systems and modular products. Whilst all operating 
model transformations need to consider areas such as strategy, organisation, 
processes, people and technology, three areas of focus from our research 
emerge in particular. 

As we can see from the BearingPoint Institute research in Figure 3, foremost 
of these is a strong orientation towards the customer, followed by rapid 
product and service development and the implementation of early warning 
indicators at a strategic level. We cover these criteria on pages 29–32. 

84% of insurance companies categorised as 
‘outperforming’ indicate a strong correlation 
between delivering good performance and 
having an adaptive operating model

Figure 2: Increasing demands are stretching insurers’ business models
Elements of an insurance operating model

Source: BearingPoint Institute

The adaptive insurer: finding the extra 10%
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Rapid product and service development
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4.45

4.00
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Flexible IT
architecture

3.42
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communications

3.36
Risk control framework

3.36
Flexible working environment

3.25
Empowering local business

3.18
Compatible culture across business units and countries

3.08
Firmwide culture compatibility

3.00
Rapid scale sourcing

2.42
Capex/Opex
adjustability

3.00
Cloud-based sourcing

3.00
Advanced analytics

3.00
Service-oriented processes

3.27
Adjustable operational
parameters

Key levers:
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‘One insurer we know has aligned products, processes and systems to customer “lifecycle events”,  
such as a house purchase, to drive client interactions and product offerings.’

MAtthIAS röSEr, PArtNEr, BEArINgPOINt, ZürICh

Figure 3: how can insurers reshape their business model?
Rate the importance of the following factors as enablers for adaptiveness in your 
organisation/department (Mean score of ratings 1 to 5, where 5 is the highest)

Many organisations we speak to are not traditionally customer-centric: 
they are aligned around product categories and policy management 
systems that are more fitting to yesterday’s requirements than the 
evolving needs of tomorrow. Despite this, most recognise the need for a 
360-degree client view, as a global directory of clients can be built on for 
engaging with them through existing and new channels. For example, 
one insurer we know has aligned products, processes and systems to 
customer ‘lifecycle events’, such as a house purchase, to drive client 
interactions and product offerings.

Becoming more customer-oriented requires changing the perspective 
from products to services, consolidating customer information across 
product lines and ensuring that customer needs are treated holistically. 
As a consequence this requires streamlining internal processes to follow 
customer journeys rather than product and service delivery cycles.  

Source: BearingPoint Institute survey, 2015
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The job does not stop once a service has been delivered, as customers 
need to be assessed and monitored, their evolving requirements 
understood and their levels of satisfaction acknowledged, not on a 
monthly or weekly basis but day by day, or even in real time.  

The customer-oriented organisation sets its goals on this basis, using 
customer-driven criteria to define its processes, performance indicators 
and success metrics, therefore responding more easily to changing 
regulatory requirements. As Figure 3 shows, respondents saw customer 
orientation as the most significant enabler of adaptiveness, with a score 
of 4.45 out of 5 in our survey. 

How can an organisation gear itself around the customer life cycle in 
practice? The first priority is to create a customer-oriented strategy – 
that is, a strategic view of operations geared around how the customer 
views insurance, not the company brand. For example a customer should 
be free to change smoothly between mobile, online and direct sales 
channels, or transition from a home insurance to a car insurance view 
seamlessly, retaining all information that is relevant to both (see related 
story on page 14). As demand shifts from one channel to the other, the 
operating model should adapt to the new demand patterns.

A customer-oriented understanding drives the blueprint of both the 
business and its IT architecture, from organisational structures and 
processes to flexible, core insurance systems that support end-to-end-
process handling and integrated views of the customer. Delivery of such 
capabilities can be supported by harmonising process documentation, 
terminology and definitions, and by ensuring governance mechanisms 
are in place to support the common platform at a global level. 
Meanwhile individual targets and bonus structures of the sales 
organisation should be more closely linked to customer-oriented criteria, 
such as targeting of specific groups. 

For example, one European insurance group is currently undertaking 
a two-year plan across its product and service lines, based on a 
multichannel approach: customers should be able to choose how they 
want to communicate with the insurance company: directly, by internet, 
telephone or via a sales partner, seamlessly and at any time. This will 
mean improvements to information systems so the organisation can 
share client information firmwide. As a consequence the organisation 
can move from product-based views of customers, to an assessment of 
customer value that runs across product and service lines. This enables 
not only improved prioritisation of customer engagement activities, 
but also better identification of aggregated target groups, which makes 
marketing initiatives more effective – for example, linking car and home 
insurance policy databases. 

Individual targets and 
bonus structures of the 
sales organisation 
should be more closely 
linked to customer-
oriented criteria such 
as targeting of  
specific groups
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80% of respondents saw the creation of early 
warning indicators as important
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Simply understanding clients better does not make an organisation adaptable 
by itself. The next priority is to build on this foundation to implement dynamic 
and highly adaptable development processes for products and services, based 
on real customer needs. As the insurance context changes, for example due to 
new regulations or unexpected events, the time lag between knowing that a 
product or service needs to be produced or modified and its delivery into the 
market has a significant influence on an organisation’s ability to derive any 
benefit from the new situation. Over two-thirds of respondents saw this as an 
important criterion, as Figure 3 shows. 

Inefficiencies in the product/service development process, and therefore delays 
to a release or update, can have a direct effect on an insurer’s bottom line, as 
well as its brand reputation. Mechanisms to counter this build on the insurer’s 
flexible and modular IT structure, enabling the rapid creation, assembly or 
modification of new and enhanced products and features. In addition, it is 
crucial to establish product management as a strong coordination function 
between sales, customer service, actuarial and IT functions, with an equally 
strong link back to corporate strategy definition and review. 

How quickly should an organisation be able to deliver new products and 
services into the market? Whilst there can be no absolute answer to this 
question, it is equally clear that initial product development, and subsequent 
changes, can be very expensive if any time is wasted. Time really does mean 
money – no organisation can afford to lose revenues through delays to new 
product and service delivery9, or through the inability to modify existing 
products as the market changes. 

The third imperative is centred on ensuring the operational success of both 
customer engagement and product delivery, through the creation of indicators 
that offer early warning, in terms of:

•	 should anything start to go wrong regarding individual customer 
and policy criteria or broader questions such as national and 
international events

•	 should any new opportunities arise to create or modify products and 
services, and/or to engage with customers and prospects 
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Nearly 80% of respondents saw the creation of early warning indicators 
as important.

The presence or absence of indicators has a direct influence on an 
organisation’s finances – particularly if they correspond to an adverse 
event. It is clearly fundamental that these measures should be available 
to those parts of the business that can do something about them. Not 
only do such indicators provide input to decision-making, they also help 
link strategy and operations, so that the organisation can react to what 
the strategists identify as important. 

Putting the correct measures in place requires a review of existing 
measurement criteria and processes, with particular emphasis on the 
linkage between strategy and operations. The tests, for any given 
criterion, should be: ‘Who is measuring it?’, ‘Who are they informing?’ 
and ‘How will decisions or behaviours change as a consequence?’10

Mind the gap: linking strategy to 
operations drives adaptiveness
As we have already noted, whilst insurers are typically strong in 
identifying new trends and market shifts, organisations’ abilities to enact 
their action plans can be lacking. Time is running out: if organisations 
already underperformed when their strategic reviews were running in 
two-year cycles, their challenges only increase as cycles move to six 
months, or even shorter. 

Whilst we can identify the most critical areas of focus, organisations 
need to work across all areas – IT systems, the working environment, 
control frameworks and processes – to deliver on the promise of 
adaptiveness. Based on our experiences from working with a variety of 
insurance clients, such a response requires not only new approaches 
and methods, but also knowing where to focus efforts across the 
organisation, in response to challenges of communication, delivery and 
cost management. 

Communications and empowerment
There can be a shortfall in communication between strategists and 
operational management, so strategic requirements can be missed or 
not implemented. For example, insurance segment strategy is not always 
included in the steering approach of operating models, to ensure delivery 
responds to the specific requirements of each market. In addition, delays 
due to communications or corporate inertia can result in changes not 
taking place in a timely manner, potentially too late for benefits to be 
fully realised.

The adaptive insurer: finding the extra 10%

80% of companies already in a visionary position 
see criteria relating to people and processes 
as the biggest enablers of implementing an 
adaptive operating model
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Meanwhile, staff communication tools and change management 
processes can be weak or missing when it comes to major business 
model changes, meaning that employees fail to be brought on 
board. Indeed, in our experience, empowering managers and staff 
to act with initiative and make decisions can go against the core of 
an organisation’s modus operandi. Only if an organisation recognises 
the need for an open-to-change business model, will it be able to react 
quickly to new developments.

In response, 80% of companies already in a visionary position, based 
on the BearingPoint Institute research, see criteria relating to people 
and processes as the biggest enablers of implementing an adaptive 
operating model11. The most important enabler underpinning this is a 
flexible work environment and an attitude of empowerment that runs 
across all work groups, organisational processes and mind sets: all key 
for dealing with permanent change. 

Management as a programme
Organisations have traditionally looked at change from a project 
perspective rather than holistically. Insurers have tended to make 
technology updates without a customer-journey perspective, 
with the result that proposed changes have been applied in a 
piecemeal fashion rather than firmwide. We see this frequently in 
initiatives aimed at migrating towards customer-oriented insurance 
organisations with omnichannel access, for example, where additional 
channels to market are added without understanding the impact on 
the internal organisation.

New developments are often narrowly scoped, driven by external 
consultants and focused on short-term benefits. As a result, many 
investments are targeted more at the improvement of existing 
systems, rather than future readiness. In response, organisations need 
clear road maps with well-defined development stages to put this into 
practice. We believe an insurer’s road map needs to be developed 
as a five-year strategic programme by the board. This needs to be 
fuelled by visible executive support, promoting informed risk-taking 
and innovation.

New developments must also be able to scale, not only across the 
whole organisation but also in engagements and relationships with 
customers and partners. Indeed, 75% of survey respondents saw 
‘ability to rapidly scale sourcing to enable operations and infrastructure 
to meet demands’ as an important enabler of adaptiveness.

Only if an 
organisation 

recognises the need 
for an open-to-

change business 
model, will it be able 

to react quickly to 
new developments
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‘You need open-minded people ready to embrace change.’

A SurvEy rESPONDENt

Figure 4: Balancing the books – outperformers keep costs under control
Correlation between average share price development (‘return’) and average 
cost ratio of 25 large insurance groups during the period 2009–13
 

Source: BearingPoint – Selected KPIs of Top 25 Insurance Groups
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Balancing the books
All insurers have a legacy of ‘built-to-last’ products, processes and 
supporting systems. The result can be that integration costs rise to such 
an extent that no money is left for anything else. Available resources can 
be absorbed by the administration of existing processes and systems, 
which leaves little time for conceptual work. This can be a particular issue 
in post-merger integration programmes. 

In consequence, it is first essential to get cost ratios right. Too little 
investment will mean the gains cannot be achieved, but nobody in the 
insurance industry has deep pockets so any investment needs to be 
fully justified. For example 62.5% of the respondents rated high (3 and 
above) for ‘ability to adjust capex/opex levers’ as an important adaptivity 
enabler. We can gain additional insight from our financial research, as 
shown in Figure 4 – leading organisations are much better at managing 
costs than laggards. 

Look after the 10% to invest in the  
long term
An unprecedented combination of new challenges across today’s 
markets mean that only insurers that can quickly and cost-effectively 
respond will survive. The majority of insurance companies recognise 
that the answer lies in implementing more adaptive operating 
models – driven through customer centricity, rapid product and service 
development, and early warning indicators. ‘An organisation has to 
be adaptive to remain in the business. As the financial environment is 
changing so are the products and the processes to meet the demand of 
the hour,’ confirmed one survey respondent. 

Adaptive organisations can be first to react to market changes: 
they avoid unnecessary costs and enable a higher level of customer 
engagement, to deliver products that lie out of reach of their less 
adaptive competitors. A recent example is how a leading German retail 
insurance group was able launch a dental insurance product, advertised 
as meeting ‘real client needs’, which could be bought, ‘even if it is too 
late’ – in principle directly from the dentist’s chair. Behind the scenes 
of the product launch were intensive customer analyses, a fast product 
development process, flexible core insurance systems and a targeted 
marketing and sales strategy. 

Such adaptability cannot simply happen overnight however, as it requires 
a change of attitude led by the board and enacted across the breadth 

75%The majority of survey 
respondents saw ‘ability to rapidly 

scale sourcing’ as an important 
enabler of adaptiveness

Insurers have a 
legacy of ‘built-to-last’ 

products, processes 
and supporting 

systems; the result 
can be that 

integration costs rise 
to such an extent that 

no money is left for 
anything else
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of the organisation. As reported by our survey respondents, ‘You need 
open-minded people ready to embrace change’; this requires “a culture 
of innovation”, “open to challenge and change”.  Only through such 
a proactive stance can companies continue to be responsive, which 
leads to the ultimate dilemma: ‘How can this be financed?’ In too 
many cases we see insurers aim to extract all the inefficiencies out of 
their systems, which is a good thing, up to a point. If too much slack 
is removed from the system, however, the organisation becomes less 
able to change, undermining its ability to be adaptive.

Having worked with insurers at various stages of adaptiveness, we 
believe the response lies in ensuring a minimum necessary level of 
flexibility – that is, for every EUR 10 an organisation looks to save in 
short-term efficiency and performance improvements, roughly EUR 1 
should be put back as an investment into the capabilities required 
for mid- to long-term adaptiveness. This approximate figure indicates 
a tipping point – higher than 10%, and the organisation will remain 
inefficient; less than 10%, and the organisation will have no room to 
manoeuvre. Delivering the future of insurance is a marathon, not a 
sprint – if too much energy is expended too early, insufficient reserves 
will remain to drive the business in the long term. 

Too many insurers 
aim to extract all the 
inefficiencies out of 
their systems; but 
removing too much 
slack leaves an 
organisation less able 
to change

The adaptive insurer: finding the extra 10%

10% of short-term efficiency and 
performance savings should be invested 
into mid- to long-term adaptiveness

A structured survey on BearingPoint’s adaptiveness 
model was conducted in personal interviews with 
executives and managers of 25 top international 
insurance groups.

Additional quantitative analysis was based on 
annual reports, market data and other external data 
sources – with focus on financial performance.

In-depth analysis of correlations between findings 
was based on the qualitative adaptiveness survey 
and financial performance, as identified in the 
quantitative analysis.
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•  Adaptiveness is a reflection of the dynamism of 
the business and its ability to respond to economic, 
demographic and regulatory change

•  Adaptive organisations demonstrate sustainable 
financial performance and outperform their peers in 
highly dynamic market situations; however insurers 
can only become adaptive by doing, not talking

•  Challenges include a long-standing gap between 
strategy and operations, exacerbated by a lack of 
empowerment amongst staff; this gap needs to be 
bridged once and for all

•  Insurance companies that build the capabilities they 
need to deliver strong customer orientation, rapid 
product and service development and early warning 
indicators will gain an advantage

•  Long-term success requires building an innovation 
and change readiness framework that ensures 
a sustainable state of readiness for change and 
delivering on new market needs

•  Technology teams must enable customer-centric 
business capabilities that are cross-functional  
(e.g. sales, service, marketing), multichannel (e.g. web, 
mobile, email) and architected for rapid deployment 
of new capabilities

•  This means keeping a focus on improvement 
initiatives whilst leaving enough in the system for 
future flexibility
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Start-up revolution:  
a brave new world of 
bank business

High-potential, scalable technology start-ups are increasingly 
on the radar of banks struggling to make headway with 
historic business models; but do banks have what it  
takes to be start-up compatible?

Limited revenue opportunities, public pressure and tightening 
regulation have forced banks to refocus their business on ‘classic’ retail 
and business banking. 

However, it seems increasingly clear that this plan may not deliver 
the sustainable growth hoped for. Increasing competition and a 
low-interest environment have continued to squeeze margins, and 
banks are looking for new revenue streams. 

One area that has been identified by some financial institutions as 
a potential gold mine is start-up businesses in the ‘new economy‘: 
companies active in the fields of technology, software, e-commerce, 
data management and digital platforms.

Historically entrepreneurs have been largely shut out from the global 
banking community until their ideas have become commercial 
propositions, large enough to talk about a trade sale or initial public 
offering (IPO). 

Now banks, including Commerzbank1, Crédit Agricole2 and Deutsche 
Bank3, are reappraising this previously ignored segment. 

Banks that are looking to become attractive to start-ups must be alert 
to conflicts that can arise. Their own rigid and standardised processes 
and structures contrast with the demands of businesses that are used 
to operating with far greater agility, outside the bounds of other more 
established sectors.       

IN 30 SECONDS

•  Banks seeking alternative 
sources of revenue are 
finding increasing potential 
in start-up businesses in the 
‘new economy’

•  These technology firms are 
often mass-market-focused, 
with low costs, scalable 
business models and links to 
a valuable network

•  Becoming start-up 
compatible is a major 
challenge due to their rapid 
growth and demands for 
sophisticated products, 
faster service and delivery

•  Banks will need to adapt 
existing structures, processes 
and resources to make 
the most of this lucrative 
customer segment
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Exponential growth 
Over the past 10 years, there have been more changes in the business 
landscape than at any other point in history, apart from the industrial 
revolution. This is testament to the power of tech start-ups to change  
the way we do business and live our lives. 

Being mass-market-oriented with low labour and capital costs means 
their business models are highly scalable and allow fast growth in 
national and international markets.

One example is the transportation network platform, Uber4. Set up 
in 2009 in San Francisco as a local cab agency, within five years Uber 
became a global leader in transportation, operating in 50 countries  
and valued at around USD 40 billion. 

Of course, we tend to hear far more about tech start-up success  
stories, which can skew the reality that the failure rate is high. 

But, in our experience, even if only 10–20% of these companies  
reach profitable maturity, engagement is still an attractive prospect  
to banks because of the services they will need if they do reach a  
certain size, including complex cash management solutions and  
capital market activities. 

The advantages of the ecosystem
Start-ups tend to operate in ecosystems made up of investors, sponsors 
and other start-ups. This community of companies is an attractive 
proposition for banks to tap into for a number of reasons.

The German online platform Rocket Internet5 is one of the most active 
and efficient examples of a start-up ecosystem in this field. Through an 
extremely efficient network, Rocket Internet identifies business models6 
and provides capital, know-how and expertise. Sector-specific experience 
and a large pool of highly skilled experts with marketing, IT, business and 
law backgrounds allows Rocket Internet to help start-ups rapidly enter the 
market at a high frequency, allowing a quick return on investment.

Relationships with such networks of investors, business incubators and 
accelerators can offer access to start-ups that have already overcome 
hurdles of quality and development. 

Relationships with 
networks of investors, 
business incubators 
and accelerators can 
offer access to start-
ups that have already 
overcome hurdles of 
quality and 
development

USD 40 bn Uber’s market 
capitalisation after  
only five years4
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Source: BearingPoint

Nurturing start-up relationships adds value over time
Benefits of start-up relationships for banks

TIME

BANK/SHAREHOLDER

CLIENT/MARKET

• Long-term customer
   relationship
• Increase in customers
• Development of new products

• Increased client satisfaction
• Recommendation

• Long-term income growth through 
    market proximity and stronger image
• Introduction of new solutions adding 
    value for bank and clients
• Expansion of concept to other locations

• Established market leader for
   start-up banking
• Greater awareness and perception
    for new investments and projects

• Replenishment of client base
   through P2P-marketing
• New income sources established

• Established partner/player in 
   start-up community
• Increased perception by media
   and politics
• Better overall image

• Income growth
• Income improvement
• Increase in efficiency
• Disposal of resources

• Need-based advisory
   and processes
• Stronger cooperation
• Stronger focus

VALUE
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This creates opportunities for banks to provide simple and standardised 
products like current accounts and electronic banking solutions 
to start-ups in their seed-fund phase. The start-ups that become 
commercially viable will soon have more sophisticated finance demands, 
like complex cash-management solutions and capital market activity, 
which creates more profitable long-term business for banks.

On the retail side, the company’s employees are also attractive new 
clients, particularly in the portfolio management business. IPOs and trade 
sales create enormous private wealth and, potentially, new clients for 
European banks’ ageing private-client business. 

Apart from the financial advantages, start-ups offer banks a regional 
footprint and image. For global finance institutions, which can be 
perceived as remote and aloof, this is particularly valuable.  

Beyond clients – start-ups as  
business partners 
Banks can also leverage the start-up opportunity by teaming up with 
potential rivals looking to disrupt the status quo in financial markets and 
disintermediate banks from their traditional customer relationships. 

Figure 1: Nurturing start-up relationships adds value over time
Benefits of start-up relationships for banks

Source: BearingPoint Institute 
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Start-up revolution: a brave new world of bank business

Digital platforms targeting lending, fundraising and supply-chain finance 
have emerged in recent years, firing up the public’s imagination and 
threatening to eat into banks’ profits. Credit platforms, for example, offer 
borrowers the chance to meet interested investors, and payment service 
providers bring new and future-oriented solutions. Companies like PayPal7 
can establish a real market presence in a very short timeframe. In the 
French market, Linxo8 and Bankin’9 are two start-ups offering unified 
mobile account management to multi-banked individuals.

So how can banks get closer to the start-up ecosystem? A first level 
of involvement is through open collaboration, organising events or 
challenges around specific needs or topics. In October 2014,  
Société Générale hosted a ‘hackathon’ to develop ideas for apps tied  
to banking and the internet of things – resulting in no less than  
30 project proposals10. 

At the next level, banks can initiate partnerships combining their 
experience with ideas from start-ups to deliver mutually beneficial  
offers to the market.

Ask yourself:

• Do I have access to start-up clients? 
•  Can I provide sufficient and relevant services from 

the funding phase to an IPO?
•  Can I commit enough resource for marketing and 

internal adjustments?

Begin your service transformation by:

• Defining how you will recognise start-ups
•  Breaking down barriers between different standards 

of customer care for start-ups
•  Bringing on board experts with experience of start-

up networks, venture capitalists and other investors
• Defining specific targets and preparing KPIs

ArE yOu rEADy TO ENgAgE 
wITh STArT-uPS?

10-20% Even if only this proportion 
of start-ups reach profitable 
maturity, engagement is still an 
attractive prospect for banks

Banks can get closer to 
the start-up ecosystem 
through open 
collaboration, 
organising events or 
challenges around 
specific needs or topics
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Thirdly, there is the potential for financial involvement through 
corporate investment funds, joint ventures or other shareholding 
opportunities. BBVA Ventures, for instance, seeks strategic opportunities 
that can support banks’ innovation agenda11. Among others, they 
invest in a portfolio of disruptive businesses in the areas of financial 
technologies, big data or e-commerce. 

Finally, banks such as Crédit Agricole12 and Commerzbank1 have launched 
their own private business incubators in Paris and Frankfurt am Main, 
respectively, to support the potential of nascent developments and secure 
future strategic advantages. 

Making the change to become  
start-up-friendly
In their rush to discover the next tech start-up gold mine, banks must not 
underestimate the challenges of developing this rich seam. 

The dynamics and idiosyncrasies of start-ups can create friction with the 
boundaries of financial institutions’ processes and structures. Making a 
bank start-up-compatible is rarely possible without substantial changes to 
service offerings.

‘The bank’s role is key in supporting start-ups as they in turn create jobs that sustain our economy. Crédit Agricole is a main 
regional player, and we aim to support our territories’ growth. Building relationships with start-ups will enable us to identify 

disruptive ideas to enrich relationships with our customers.’ 

BErNArD LArrIVIÈrE, INNOVATION DIrECTOr, FéDérATION NATIONALE, CréDIT AgrICOLE

How can banks collaborate with start-ups?
Development stages in the relationship between banks and start-ups

INVESTMENT

Private incubatorsLevel 4

Banks such as Crédit Agricole and 
Commerzbank have launched 
private business incubators in 
Paris and Frankfurt am Main, 
respectively, to support the 
potential of nascent 
developments and secure future 
strategic advantages. 

Financial investmentLevel 3

Financial involvement through corporate 
investment funds, joint ventures or other 
shareholding opportunities. BBVA 
Ventures, for instance, seeks strategic 
opportunities that can support banks’ 
innovation agenda – investing in disruptive 
businesses in the areas of financial 
technologies, big data or e-commerce.

PartnershipsLevel 2

At the next level, banks 
can initiate 
partnerships combining 
their experience with 
ideas from start-ups to 
deliver mutually 
beneficial offers to the 
market.

Open collaborationLevel 1

Involvement is through open 
collaboration, organising events or 
challenges around specific needs or 
topics. In October 2014, Société 
Générale hosted a ‘hackathon’ to 
develop ideas for apps tied to banking 
and the internet of things – resulting in 
30 project proposals.

Figure 2: how can banks collaborate with start-ups?
Development stages in the relationship between banks and start-ups
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Start-up revolution: a brave new world of bank business

The necessary changes can easily be derailed by organisational issues, 
stemming from lack of buy-in or disagreement over priorities, or else 
progress peters out. 

Existing client and product processes usually do not allow flexible 
offerings due to a high degree of process standardisation. 

Over the past two decades, banks have developed specific product 
packages that suit the respective purpose of companies of a certain 
size and maturity stage. Whilst this approach may work with most 
companies, start-ups tend to have different requirements because of 
their fast-growing nature. The speed at which revenue can increase 
means they can quickly find that their needs are no longer catered 
for by a bank’s off-the-shelf offering. More individual and complex 
solutions are needed. 

To tap into the full potential, banks need a comprehensive approach 
that includes changes to how banks classify their customers, which 

Start-ups demand a faster service and delivery than other business clie
Lifecycle of product demandnts 

Foundation

Advanced

Extended

Basics

Growth Maturity

• Structured/syndicated financing 
• International cash management solutions
• IPO
• Trade sale/M&A

• Investment financing
• Cash management
• Trade finance
• Risk management

• Financing
• FX-hedging
• Enhanced payment solutions

• Accounts
• Cards
• Simple payment solutions

Start-ups Medium/large corporates Small businesses

Expert/individual

Product
and process
complexity

Figure 3: Start-ups require faster service and delivery than other business clients
Lifecycle of product demand

Source: BearingPoint Institute

30 project proposals resulted from 
a Société Générale ‘hackathon’ 
in 201410
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usually dictates the level of service a bank offers. The first step is to 
recognise the varied nature of start-ups and the need to work differently 
to accommodate them. Start-up-friendly banking requires special teams 
that can recognise start-up potential and advise them in the early 
stages, where companies of this size would normally be lower down a 
bank’s priority list. The focus of those teams on start-ups helps the bank 
to optimise the service towards their specific needs. 

rethinking how you do business
Taking advantage of the undeniable potential offered by start-ups 
requires banks to make significant changes to their processes. Thorough 
project scoping and planning is necessary for a move into serving 
start-ups and requires concept experience, methodology and market 
know-how. Client segmentation, communication methods and key 
performance indicators (KPIs) have to be rethought, whilst still remaining 
compliant with regulations and other standards. Current banking rating 
systems focus on figures from the past like revenue, but start-up business 
is much more future-oriented and requires forward-looking indicators like 
revenue forecasting. 

As a first stage, banks need to identify whether they have an accessible 
portfolio of start-up clients. Start-up hotspots are usually focused on 
specific areas, such as Berlin or London.

An honest assessment of banks’ own offerings is also necessary. They 
must consider whether they are able to provide sufficient and relevant 
services to start-ups from the seed-fund phase to the IPO.

An appraisal of the resources required to move into this space is also 
advised. To get the attention of start-up clients will most likely require 
significant commitment of investment in marketing and other internal 
capabilities – processes as well as the skills of bank employees. 

Standardisation, popular with banks to keep costs down, can impose 
unnecessary barriers for start-ups and these need to be identified and 
removed. Accounts or payment systems that might be suitable for a 
regular small business do not allow for the speed of growth start-ups 
tend to achieve, so can become quickly outmoded. In addition, bank 
service levels are often segmented by revenue bracket, which can be 
obstructive for businesses that may need to move quickly and easily 
between the different stages of customer care in order to get the services 
and products they need. 

Standardisation, 
popular with banks to 
keep costs down, can 
impose unnecessary 
barriers for start-ups 

and these need to be 
identified and removed
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This inflexible situation can be exacerbated if a division’s focus on 
meeting their budget makes them reticent to upgrade client services. 

Once the decision to serve start-up clients has been made, being able to 
identify them is a basic prerequisite. A definition using clear criteria will 
help to avoid potential start-ups being handled like any other regular 
small business in a branch. 

Strong cross-network communication can 
create or ruin reputations fast
Banks must remember that start-ups are streamlined for performance 
and efficiency: bank services need to fit this ethos. Start-ups are generally 
far less tolerant of sub-standard service than other bank users. 

The very flexible nature of start-ups means they are more willing to 
change suppliers quickly if they experience an unfinished or  
inappropriate product. 

Reputation damage associated with such losses can be severe due to 
the strong cross-network communications within start-up communities, 
which quickly pass around negative feedback. At the same time, getting 
it right can quickly create new client relationships due to positive 
recommendations.    

Reforming a bank’s offering in this way needs the input of experts 
experienced in interactions with start-up networks, venture capitalists  
and other investors. Overall, a bank needs to define a specific target 
and work from this to prepare internal and external measures. Tracking 
progress of these initiatives is crucial to keep up the momentum and  
spot possible problems. 

In realising a start-up-friendly banking transformation, an objective, 
external perspective can be invaluable in offering both a neutral appraisal 
and access to the necessary skills. 

Start-up revolution: a brave new world of bank business

The very flexible nature 
of start-ups means 
they are more willing 
to change suppliers 
quickly if they 
experience an 
unfinished or 
inappropriate product
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•  Limited revenue opportunities, public pressure and 
tightening regulation have forced banks to seek new 
sources of business

•  Start-up firms in the ‘new economy’ – companies 
active in the fields of technology, software, 
e-commerce, data management and digital platforms 
– offer a potential solution

•  Mass-market-oriented, with low labour and  
capital costs, these firms’ business models are highly 
scalable and allow fast growth in national and 
international markets

•  By targeting these firms, banks can nurture profitable 
relationships within their valuable ecosystems of 
investors, sponsors and peers

•  Banks can also mitigate competitive threats by 
teaming up with potential rivals looking to disrupt the 
status quo in banking and financial markets 

•  Banks are investing in new ways to engage with this 
community, such as collaborative events and products, 
investment opportunities and dedicated business 
incubation units

•  Becoming start-up compatible is a major challenge 
due to these firms’ rapid growth, complex product 
needs and demands for faster service and delivery

•  Start-ups are streamlined for performance and 
efficiency: bank services need to fit this ethos.  
Start-ups are generally far less tolerant of  
sub-standard service

•  Banks must be prepared to deliver a comprehensive 
range of bespoke products and services from seed-fund 
phase to IPO, and adapt existing structures, products, 
processes and resources to maximise success

•  An objective, external perspective can be invaluable 
in offering both a neutral appraisal and access to the 
necessary skills

KEy TAKE-AwAyS
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COREP:
Own funds and leverage ratio

CRR, Part II and VII

Ana Credit:
Analytical credit datasets
From 2017 onwards (estimated)

RP:
Recovery plans
EBA recommendation
From 2016 onwards (estimated)

FINREP Solo:
Financial reporting - individual level
From the end of 2015

ICAAP:
Internal capital adequacy assessment process
EBA recommendation
From the end of 2015

FP:
Funding plans
EBA regulation, ESRB recommendation
From mid-2015

BENCH:
Benchmarking of internal approaches
CRD IV, Art. 78
From the end of 2015

LCR:
Liquidity coverage

CRR, Part VI

NSFR:
Stable funding
CRR, Part VI

AE:
Asset encumbrance

CRR, Part II

DISCL:
Market Disclosure (Basel II, 

Pillar III)
CRR/CRD-IV

BSI:
Balance sheet statistics

EU regulation 1071/2013

EP:
External position of banks
EU regulation 1071/2013 MIR:

Interest rate data
EU regulation 1072/2013

SHS:
Securities holdings statistics
EU regulation 1011/2012

SIS:
Debt securities issued by banks
Misc

PS:
Payments data

EU regulation 1409/2013

IF:
Investment funds data

EU regulation 1073/2013

FVC:
Financial vehicle corporation data

EU regulation 24/2009

OTC:
OTC derivatives data
Bank for International 
Settlements

FINREP Group:
Financial reporting

CRR, Part II

LE:
Large exposures

CRR, Part VI

Scaling the mountains of regulation
A second rise of regulatory reporting obligations for financial institutions in Europe has led to enormous 

complexity of the regulatory reporting landscape

BOS:
Borrower statistics

EU regulation 1071/2013

Up to

700,000
data points were required of Europe’s 
banks pursuant to EBA reporting 
obligations in Q4 2014, proving to be 
expensive and time-consuming*

First rise of
banking regulation

Second rise of
banking regulation

ALMM:
Additional liquidity monitoring metrics
CRR, Part VI
From mid-2015

From 2017

From 2016

From 2015

Granular data

Aggregated data

* This figure is based on BearingPoint assumptions that all closed sheets are filled in completely and all open sheets are filled for a hypothetical industry maximum (e.g. number of consolidated entities).
Source: BearingPoint Institute, 2015 

Both granular and aggregated data

ST
RA

TE
G

IE
S

52



BearingPoint Institute Report Issue 006

Reforming regulatory 
reporting: are we headed 
toward real-time?

A mountain of template-based reporting is pushing the 
financial sector to the precipice; it is time to consider the 
input approach to lighten the compliance load and release 
the information bottleneck

Austria’s Alpine slopes tend to get most attention at the start of a year, 
but in central bank circles, all eyes in early 2015 are on the opposite 
end of the country. In Vienna ambitious changes to the collection and 
interrogation of bank data by Austria’s central bank, the Oesterreische 
Nationalbank (OeNB), are causing quite a stir. 

The solution adopted by the country’s forward-thinking central bank 
and banking sector represents a new approach to regulatory reporting, 
leaving formatted templates to the annals of history.

The new methodology creates a software platform that bridges the gap 
between the IT systems of the OeNB and the banks. This allows critical 
information to be extracted from the sector at will by the central bank 
without increasing the administrative burden for the data providers.  

It marks a significant shift in regulatory and statistical reporting, away 
from the archaic system of form-filling, to a future framework better 
able to cope with the growing demands of supervisors, including ad hoc 
requests that fall outside the regulatory reporting cycle.

Growing compliance burden on financial 
services industry
From conversations with our banking and insurance clients, we know how 
much pressure they are under from their growing compliance duties, 
which often force repetition of data entry and has started to affect the 
efficiency of day-to-day operations.

IN 30 SECONDS

•  Regulation is being overhauled 
to restore confidence in the 
financial system and avoid 
another bank bailout  

•  Greater harmonisation and 
standardisation of data are 
seen as key elements to more 
effectively assess systemic risk 

•  Regulators and industry must 
embrace new technology 
to create a different way of 
sharing information

•  Supervisors and industry 
must rethink the reporting 
model in line with increasing 
compliance demands

•  But the current template-
driven regulatory reporting 
model means a mountain 
of paperwork for banks and 
insurers, adversely affecting 
day-to-day business and 
increasing inefficiency

STRATEG
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Reforming regulatory reporting: are we headed toward real-time?

Since the latest regulatory rules were introduced in the eurozone in 2014, 
all 8,000 or so EU banks are committed to reporting up to 700,000 data1 

points quarterly in layers upon layers of different templates in a digital 
language called XBRL. This is just for prudential reporting; combining with 
statistical reporting, it is much more. How long before we reach 1,000,000 
data points? Is that really sustainable? 

Frustrations were apparent at the annual gathering of the financial 
services industry at Euro Finance Week in Frankfurt am Main in November 
2014. Christian Clausen, who was president of the European Banking 
Federation (EBF) until the end of 2014, told the audience that it was time 
to ask whether we have gone too far, too fast: ‘It is time to recalibrate the 
regulations … banks need to be competitive and need to be able to lend.’2

Even though reporting timeframes have been squeezed from months to 
weeks, to ensure a more timely view of financial risks, we do not believe 
that this is adequate to prevent another failure of a financial institution 
systemic to economic stability – precisely the end goal of supervisors who 
beefed up the rulebook.

Could we be looking down the barrel of real-time reporting? This could 
mean tipping the balance too far the other way, with implications for the 
quality of information delivered to regulators as well as the risk of keeping 
to the form whilst losing the substance of reported data. 

One thing is clear. Prescriptive templates no longer work in a fast-
changing digital world. Urgent debate is needed on how the world’s 
financial services industry could be better and less onerously supervised 
via a smarter approach to regulatory reporting. 

Did Lehman collapse in a data void?
Since many of the world’s biggest economies were brought to the brink 
by the shocking collapse of Lehman Brothers in 20083, the focus has been 
on addressing the cracks in the global financial architecture. 

Some of the deepest fissures were caused by gaps in data. Not being 
able to identify the scale of exposure to Lehman Brothers or its affiliated 
network, traders panicked and pulled out of positions that may well have 
been sound. Lehman Brothers wasn’t an isolated case.

All of a sudden, not being able to identify counterparty risk turned a bad 
situation into a catastrophic one. The crisis exposed the need for high-
quality, comparable and timely data on the global financial network. 
Since then, policymakers, regulatory agencies and standard-setters in 
Europe have been collaborating to greater harmonise and standardise 
supervisory reporting for banks and insurance companies.  

‘It is time to recalibrate the regulations … banks need to be 
competitive and need to be able to lend.’

ChrIStIaN CLauSEN, fOrmEr PrESIDENt Of  
thE EurOPEaN BaNkING fEDEratION 
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A milestone in this journey was reached in November 20144, when the 
European Central Bank (ECB) took over the supervision of about 130 of 
the eurozone’s largest financial institutions under the Single Supervisory 
Mechanism (SSM) – see box, page 61.

In regulatory circles this event has been hailed as a major breakthrough. 
Mario Draghi, ECB president, described the SSM as an ‘absolute necessity’ 
at the seventh ECB Statistics Conference in October 20145.

Outdated methodologies are not  
equipped to cope 
The SSM is a step in the right direction, with common rules helping to 
monitor risk more effectively. The stress tests carried out in 2014 on  
123 major European banks by the European Banking Authority (EBA)6, 
the EU bank watchdog, were lauded as an example of what can be 
achieved using these common methodologies.

The exercise was designed to provide supervisors, market participants 
and institutions with consistent data to compare and contrast 
EU banks’ resilience under adverse market conditions. Stress tests 
are likely to become a fixture in the already demanding reporting 
landscape – with additional compliance work for banks under the 
watch of the EBA.

European insurers are also battling their own regulatory reporting demons 
with the EU’s pensions and insurance regulator, the European Insurance 
and Occupational Pensions Authority (EIOPA), conducting its own stress 
tests in 20147.

The EIOPA exercise took six months to complete; the regulator issued 
nine sets of questions, each with their own reporting template. With the 
new regulatory framework, Solvency II, set to be introduced in January 
2016, even more scrutiny is on its way.

EIOPA is also preparing for the implementation of Pillar 3 of the 
Solvency II regime8, where regulatory reporting is even more complex 
than the submissions required by the EBA. Asking for large numbers 
of so-called quantitative reporting templates (QRTs) will set a new 
benchmark in the volume of data that can be collected using outdated 
methodologies and technologies.

It is right that supervisors should be able to demand data more 
frequently and with more granularity from organisations that could 
represent systemic risk, but the current framework of reporting is 
becoming increasingly costly and time-consuming for data providers.

One thing is clear: 
prescriptive 

templates no 
longer work in a 

fast-changing 
digital world
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Source: BearingPoint

The European regulatory framework demands increasingly granular data reporting
Regulatory reporting data transformation and collaboration

Input layer Secondary
statistics

and
templates

(BSI,
FINREP)

Transformation defined
by banks

Banking Data
Dictionary (BDD)

Primary Reporting
(ERF)

Statistical Data
Dictionary (SDD)

Transformation defined by
banks and authorities in close

collaboration

Transformation defined by banks,
regulators and ECB in close

collaboration

Transformation
by banks

Transformation
by banks

Transformation
by regulators

Primary
data

(Operational
system)

Output layer
(regulatory

requirements)

Reforming regulatory reporting: are we headed toward real-time?

 austrian reporting model turns the tables 
on historic approach  
So we come to the radical solution being adopted in Austria, where 
the regulator and the regulated joined forces to turn the tables on 
the template-driven model and use new technologies to create a new 
regulatory value chain10. The initiative is based on greater harmonisation 
and integration of data within banks as well as greater integration of the 
IT systems of the supervisory authority and the supervised entities. 

The way it works is through a buffer company, called Austrian Reporting 
Services GmbH (AuRep), which is co-owned by seven of the largest 
Austrian banking groups, representing 87% of the market11. This allows 
cost-sharing of compliance as well as standardisation of data collection. 

AuRep runs on BearingPoint ABACUS, a common software platform, 
which works as the central interface between the banks and the OeNB12. 
Granular bank data sets are captured automatically for supervisors to 
interrogate in whichever way they want, whilst the banks retain control 
over their commercially sensitive data, maintaining only the so-called 
‘passive data interface’ on the AuRep platform.

figure 1: the European regulatory framework demands increasingly granular data reporting
Regulatory reporting data transformation and collaboration

Source: BearingPoint Institute
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87%AuRep is owned by  seven 
institutions  representing the 

majority  of the Austrian market

The operating system solves the problems with the status quo, which 
Dr Johannes Turner, Director, Directorate General of Statistics, OeNB 
outlined at the Euro Finance Week conference in November 201413.  
‘You take a simple, plain vanilla loan and you have to report it five times,’ 
he said. ‘Different departments within the bank will be required to 
provide the same data to the regulator at different times.’

Austria’s new framework has the potential to succeed in clearing 
the information bottleneck. It represents a paradigm shift in bank 
supervision and statistical data remittance, finally putting an end to the 
delays associated with requests and formatting, and allowing greater 
reconciliation between numbers collected for various purposes.

Source: BearingPoint Institute

The route to real-time
The evolution of regulatory reporting

Output
approach 

Template-based data 
collection on a 
consolidated 

macro-data level (e.g. 
sum of all real-estate 

loans every three 
months)

Input
approach

Cube-based data 
collection on a granular 

micro-data level (e.g. 
each real-estate loan 
every three months)

Real-time
approach
‘Ultimate’ 

transparency-based 
data collection (e.g. 

each real-estate loan 
every day)

figure 2: the route to real-time
The evolution of regulatory reporting

Source: BearingPoint Institute
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700,000 data points must be reported by 
banks monitored by the European 
Central Bank 1

 The Austrian model is a data-input approach – each 
regulated entity prepares its data in a standard 
format in a series of basic ‘datacubes’ as prescribed 
by the national central bank, the Oesterreichische 
Nationalbank (OeNB), defined by business type, such 
as mortgages or business loans. 

 The granular data stored in the cubes is the same 
data the supervisory authority recommends as input 
so it should be separated from the commercially 
sensitive operations of the bank. 

 Direct interrogation of basic cubes by the supervisor 
would raise concerns over confidentially; data 
protection closeness of the supervisor to day-to-day 
operations of banks and other regulated entities. 

 The Austrian reporting company (AuRep) is a buffer 
between the supervisor and the banks. The basic 
cubes are uploaded to AuRep and transformed into 
a series of smart cubes formatted to the OeNB’s 
remittance requirements. 

 These cubes are a single interface with the 
supervisor. The data AuRep receives is in a standard 
format, so a change in required data needs a single 
coordinated update to all members. 

 Ad hoc data requests do not require the completion 
of multiple templates but can be gathered from 
the data uploaded from the basic datacubes, then 
input into a smartcube by AuRep, which forms the 
supervisor’s dataset.

thE auStrIaN mODEL

Austria’s new 
framework has the 
potential to succeed 
in clearing the 
information 
bottleneck; it 
represents a 
paradigm shift in 
bank supervision and 
statistical data 
remittances
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‘Different departments within the bank will be required to provide  
the same data to the regulator at different times.’

Dr JOhaNNES turNEr, DIrECtOr, DIrECtOratE GENEraL Of StatIStICS, OENB

CUBES:

TEMPLATES:

OUTPUT APPROACH
Standardised templates

• Aggregated data
• Fixed
• Limited analysis
• Error prone
• Data mismatches
• Output validation

INPUT APPROACH
Standardised input layers and 
transformations to final report

• Granular data
• Multiple uses of information
• Unlimited analysis
• Extensible
• Consistent
• Comparable
• Source validation

Source: BearingPoint Institute

Austrian model regulatory reporting
Template-based and cube-based approaches

TEMPLATE-BASED:

CUBE-BASED:

Securities
Cube

Cube
containing

anchor values

Loan Cube Deposit Cube

SubSubAustrian
monetary 
financial 

institutions 
(MFIs)

Austrian
National Bank

(OeNB)

BIS
(Bank for International

Settlements)

EBA
(European Banking

Authority)

XML
formatted

data

XML
formatted

data

XML, XBRL
formatted

data

Enriched data
is selected

and allocated
to ‘smartcubes’

Basic cube

FINREP

RP
AnaCredit

VERA* COREP ZKRM*

MONSTAT* FINREP ZABIL*

From 2015

From 2016

From 2017

figure 3: Definition and classification of importing input
Benefits of a cube-based approach

figure 4: austrian model regulatory reporting
Template-based and cube-based approaches

* Austrian frameworks, rather than European frameworks

Source: BearingPoint Institute

Source: BearingPoint Institute
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Mario Draghi, ECB, said in a speech in 2014: ‘It is one thing to have 
information, which, like blood, flows through the veins of the system. It 
is another to ensure that everything beats at the same rhythm and all 
organs in the body get all they need from the same single flow.’14

While Italy has been a poster child for this ‘input approach’ for 30 years, it 
is Austria’s innovative solution that is really getting supervisory authority 
officials enthused. This is possible because Austrian approach is coming 
at exactly the right time. With the ECB being tasked with dealing with 
statistical and supervisory data of the Euro banking sector there is a 
strong need for consistency, innovation and smarter way of approaching 
regulatory reporting. 

Italy’s regulator plays a much more interventionist role, prescribing most 
transformations banks conduct on their raw data15. This behaviour would 
not be accepted by banks in other Western economies.  In an exclusive 
interview with the BearingPoint Institute16 (see page 66), Dr Johannes 
Turner said that the Austrian model ‘ensures more consistent, higher 
quality data’, whilst ‘reducing the amount of checking we have to do… 
The big win for the banks is that they are not burdened with the problem 
of completing templates on many different topics’.

In a sign that Mario Draghi is aware of the limitations of the template 
approach, he introduced the seventh ECB Statistics conference in 2014 
saying: ‘Data integration on the side of the ECB and the other authorities 
only comes at the end of a data-production process, the first input of 
which is in the internal systems of the banks.’17

Enthusiasm for change is tempered  
with caution
Amongst regulators there seems to be a general acknowledgement that 
better insight is needed, although there is not yet universal agreement 
about how this information should be gathered. Also speaking exclusively 
with the BearingPoint Institute18 (see page 67), Patrick Hoedjes, Head of 
Oversight and Operations at EIOPA, agreed that transparency was ‘far 
from where it should be’.

He said: ‘We can see from the financial crisis how much impact the 
financial services sector has if it doesn’t perform well. It cuts deep into 
society, so we need to raise our game. We still don’t know where we would 
be if another Lehman Brothers happened. That has to be a key objective 
for 2020, and better data will help towards that.’21

For many regulators, the data input approach offers a way to increase 
consistency and quality of data as well as transparency, which is very 
much on their post-crisis agenda. Some regulators go even further. 

Reforming regulatory reporting: are we headed toward real-time?

‘Market players do not like regulators telling them what IT solutions to use.’

aDam farkaS, ExECutIvE DIrECtOr,  
EurOPEaN BaNkING authOrIty 

Data has been 
collected under these 
older systems at 
different frequencies 
and different levels of 
aggregation, often 
containing data no 
longer relevant to the 
constantly evolving 
supervisory process
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The SSM is the first – and most important – of the two 
‘pillars’ of reform aimed at making huge government 
bailouts a thing of the past, at least among banks in  
the eurozone. Its main aims19 are to:

•  ensure the safety and soundness of the 
European banking system

• increase financial integration and stability
• ensure consistent supervision

It has been described as a Herculean task, requiring about 
1,000 new staff at the ECB20. The SSM, along with the 
Single Resolution Mechanism (SRM), will manage the 
processes around rescuing a troubled bank or bank  
failure should the need arise. It is expected to be  
introduced in 2016. 

With the arrival of the SSM, the ECB combines supervisory 
and statistical data collection under one roof. This in turn 
could herald the introduction of a European input approach 
to regulatory reporting based on the prominent examples 
operated in Austria and Italy.

The ECB already kickstarted the discussion under the 
so-called European Reporting Framework (ERF). The ERF 
consists of a Banking Data Dictionary (BBD), similar to the 
Austrian basic cube, and a Statistical Data Dictionary (SDD) 
harmonising reporting requirements from various domains 
on the output side.

thE SINGLE SuPErvISOry mEChaNISm (SSm)
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In her concluding speech at the ECB Conference on Statistics in 
2014, Danièle Nouy, Chair of the Supervisory Board of the SSM, 
said: ‘Integration, harmonisation and standardisation are necessary 
conditions, although not sufficient for achieving a fully satisfactory 
degree of transparency for the banking system. We also need to properly 
disseminate and communicate the data. In that sense, creating a 
common repository (“European Hub”) for publicly available data could 
be a relatively simple task with a very important and positive impact.’22

Ms Nouy also addressed the central preoccupation of regulators, 
policymakers and society; to help prevent future financial crises – or 
at least make them less likely. She highlighted the benefits that data 
input could bring: “I cannot promise that the ECB can once and for all 
eliminate the risk of another financial crisis. But the ECB is equipped 
to minimise this risk, and statistics play a crucial role here. Remember 
that the inability to correctly measure and analyse the risks associated 
[with] banking activity was one of the reasons [for] the current financial 
crisis. Developing and communicating accurate and timely statistics is 
essential for avoiding the repetition of this failure in the future.’23

However, for this model to work, buy-in must go beyond the central 
bankers. Wide cooperation would be needed from the market. 

Incentives, including liberation from a labour- and time-intensive process 
of repeated reformatting of data points seem clear. However, discussions 
with industry bodies in the banking and insurance sector and their 
comments at the Euro Finance Week conference in 2014 suggest that, 
whilst momentum for change is gathering, the mood is still cautious.

Speaking at the conference, Adam Farkas, Executive Director, European 
Banking Authority (EBA), said the Austrian model was producing ‘nice’ 
data, but cautioned that there was still more work to be done before 
regulators embraced this approach with confidence. ‘The compromise 
is there and the incentive is there but there is no detailed, instructive 
prescription to an individual bank as to how it should report.’ 

He added that that the large-scale move to digital to produce granular 
data had to be driven by the banks. ‘Market players do not like regulators 
telling them what IT solutions to use.’

Also at the Euro Finance Week conference, Robert Priester, Deputy Chief 
Executive of the EBF, said that European banks are very interested in 
tackling the problems of an out-of-date and cumbersome reporting 
methodology, that ‘is not working in the current state of IT systems’.24

He suggested that this made the Austrian model worth exploring: 
‘Within the EBF it has produced a very prominent echo,’ he said, but 
remained vague about his support. ‘We all agree on data integration,’ he 
added. ‘The question is how to do that’.

130 of the eurozone’s largest financial 
institutions are regulated under the 
Single Supervisory Mechanism 4

The world’s financial 
system is not 
prepared for real-time 
regulatory reporting 
and it is questionable 
what value the real-
time tracking of all 
financial transactions 
would add
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‘Relevant supervisory reporting … has to come up with a means to 
stagger deadlines.’

AndreAs Ittner, VIce GoVernor, oenB

European banks and insurers can be proactive in  
initiating change:

•  Define clear boundaries between data for internal 
management and data for supervisory reporting, 
exploiting synergies between banks’ internal risk 
management and supervision, with respect to the 
required data

•  Initiate national market discussions about creating 
an Austrian-style reporting company to collect the 
data and interface with the regulator

•  Consider common, shared reporting software 
so supervisory changes are made once and 
automatically implemented among all participating 
entities. BearingPoint’s ABACUS/GMP platform 
provides one such solution

•  Through representative bodies, explore the data 
protection and competition issues surrounding 
greater data sharing and establish clear policies

•  Engage all key stakeholders, including regulators and 
governments, in the discussions about greater data 
transparency and the contribution that can make to 
financial stability

Regulators must not delay in the creation of new fit-for-
purpose reporting models:

•  Establish common data standards as a precursor to 
moving from the template-driven data output model 
to a granular data input approach

•  Initiate national market discussions about creating 
an Austrian-style reporting company to collect the 
data and interface with the local market

rECOmmENDatIONS

STRATEG
IES

63



Reforming regulatory reporting: are we headed toward real-time?

Where next for regulatory reporting?
It is clear the tectonic plates that have been shifting under the regulatory 
reporting landscape in Europe have not yet settled.

Only a few years ago, banks and insurance companies were obliged to 
report once a year, using paper forms with a six-month remittance period. 
In just a short time, the changes have been enormous. As demands 
for disaggregated and more complex data have risen, templates have 
increased from a handful to hundreds at a time, and fields for entry have 
grown, too.

As policymakers and regulators seek a more timely systemic risk 
assessment through reporting harmonisation and standardisation, 
they turn up the dial on reporting frequency. Time-to-report has been 
shortened from months to weeks and data requirements are increasingly 
granular and comparable.

Does this mean we are facing the prospect of real-time reporting? We 
don’t think so – at least in the medium term. Against the imperative to 
build an up-to-date and accurate regulatory picture to assess systemic 
risks, a move closer to real-time reporting would require a complete 
overhaul of the regulatory framework. Finance and risk departments 
predominantly work on quarterly or month-end computations, and a 
move to real-time reporting would mean moving them to weekly or 
day-end activities. Such an approach would not be economically viable, 
but it is also questionable whether regulators are equipped to deal with 
the consequences, which would see them forced to deal with mountains 
of raw data, rather than the qualitative information banks and insurance 
companies provide today. The question remains as to the added value 
such an approach would bring.   

Andreas Ittner, Vice Governor at the OeNB, told the audience at the 
ECB Statistics Conference in 2014 that the big challenge for supervisors 
with regard to collecting supervisory statistics is how it fits together with 
real-time market data and early quarterly reporting by banking groups. 
He said: ‘Relevant supervisory reporting … has to come up with a means 
to stagger deadlines in order not to become irrelevant at the shorter end, 
whilst allowing for completeness and consistency at the longer.’25
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‘I believe reporting requirements will be like a datacube,  
though how that works will remain to be seen.’

PatrICk hOEDJES, hEaD Of OvErSIGht aND OPEratIONS,  
EurOPEaN INSuraNCE aND OCCuPatIONaL PENSIONS authOrIty 
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‘We all agree on data integration. The question is how to do that.’

rOBErt PrIEStEr, DEPuty ChIEf ExECutIvE,  
EurOPEaN BaNkING authOrIty 

A move closer to 
harmonisation of the 

data input to 
regulatory reporting 
would be beneficial 

for both financial 
entities and financial 

supervisors

To borrow an expression from Patrick Hoedjes26 (see page 67), real-time 
reporting would not cater for completeness at the longer end because 
it would be the equivalent of a SWAT team raiding a dark room without 
knowing what they are looking for. Without predefining the substance 
and the goals of the data for which they are searching, the exercise loses 
value and the risk is simply that the burden slides from industry to the 
regulator, which doesn’t ultimately solve the problem. 

On the other end of the spectrum, the document-orientated approach 
does not satisfy the requirements for relevance at the shorter end, and 
will hamper the drive for more up-to-date regulatory feeds. Old habits die 
hard; considerable investments have been poured into the current model 
over the past few years. Like running a second-hand car, there is a point 
in time when maintenance costs overtake residual values and the first 
serious fault can be a signal for buying a brand new vehicle.  

The current regulatory reporting approach is making it harder to respond 
effectively with the tight data quality and frequency required to meet the 
goal of more stringent supervision: to prevent another global financial 
crisis. Going forward, regulators and industry must agree on a sensible 
‘demarcation line’ in the supervisory and statistical data exchange, 
to reduce the reporting burden for industry whilst improving the 
transparency of the data in question. 

Italy has been doing this successfully for decades under the radar, and 
now Austria is following suit, although it is early days. With the ECB now 
looking into the data input approach to manage the mammoth task of 
supervising the eurozone’s most important banks, it could be that the 
regulatory value chain in all member countries is ready to explore new 
and easier terrain. 
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INtErvIEW

Dr Johannes turner  
Director, Directorate General of Statistics, 
Oesterreische Nationalbank (OeNB)

austria leads the way

can you tell us about the journey to transform bank reporting in 
Austria and does it work?
It started about two and a half years ago. The discussions about the 
reporting company have been much more intensive than about the data 
model. The data model was a relatively quick discussion, as it was clear 
the banks wanted it.

It’s a one-stop shop for us as a central bank, with the border 
responsibility for the report remaining in the bank itself.

What has been the biggest win from making the change?
It ensures more consistent, higher quality data. This reduces the amount 
of checking we have to do and means we can rely on the quality of the 
data. It means we can compile and review more data, and that will be a 
cost so for us as it is a zero-balance exercise. The big win for the banks is 
that they are not burdened with the problem of completing templates 
on many different topics, many different times. They also save costs by 
sharing and centralising the process. 

Were there concerns about the sharing of competitive 
intelligence among banks?
In the reporting company there are clear borderlines between the data 
from one bank to another bank. There is no possibility that one bank 
can look at the data of another. Maybe five or ten years ago banks had 
concerns about the amount of data they shared with the authorities, but 
that’s not really an issue anymore. 

What are the biggest challenges in operating this new model?
First of all, there are technical challenges in creating the multi-
dimensional datacubes. Specific IT is needed to handle it, but that isn’t 
the biggest problem. The much bigger problem is finding out the right 
data for our users. The cubes are not always filled. You have to know 
exactly what the definitions are. The statistics department has to prepare 
the data for customers in a way they can work with it. With forms, we 
didn’t have this.  
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INtErvIEW

Patrick hoedjes
Head of Oversight and Operations, 
European Insurance and Occupational 
Pensions Authority (EIOPA)

Insurers consider data input solution

What concerns did you have with the Austrian approach?
You can do all kinds of nice things with a general database, but any kind 
of leak of the system can severely hurt the business of an individual 
bank. So they are hesitant to share information that could lead to 
finding out competitive information like risk appetite for loans. The 
governance of data is another concern. What are supervisors doing 
with this information? It’s like a SWAT team going to a dark building; 
you need to have a map, to know what you are going to encounter and 
which rooms you want to search. A supervisor needs to know what risk 
they want to investigate.

How does the the consumer benefit from this transparency?
The level of transparency in the financial industry is far from where it 
should be. I think you can compare it with other businesses that are just 
as important to people’s lives. You can see from the crisis the impact it has 
when it fails. It cuts deep into society, and so we need to raise our game 
here. One of the blocks here is that there is interest from some players 
for the market to keep it very opaque. I think the understanding needs 
to come to the industry that it is not in their long-term benefit because 
eventually it will lose all its clients if customers start to feel cheated.

If you don’t go down the data input approach, what do you do? 
I think there is a middle way. The Austrian model goes further because it 
is integrated into a single institution. Industry is always free to take such 
an initiative ... but you risk losing some of the governance ... Eventually, I 
believe reporting requirements will be like a datacube, though how that 
works will remain to be seen. The challenge for the supervisors will be to 
find the best way to analyse increasing levels of data. They use various 
techniques in accounting to throw up anomalies. We haven’t begun to 
investigate the possibilities. 

And real-time regulatory reporting?
I wouldn’t say real-time supervisory reporting is necessary. A company 
should be responsible for running itself. We don’t need to be stepping 
into the CEO’s chair. That goes too far. 
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1,000 new staff will be required at the 
European Central Bank to put the 
Single Supervisory Mechanism 
into place20

arE yOu rEaDy fOr a ParaDIGm ShIft IN rEGuLatOry rEPOrtING? 

1does your organisation 
operate an integrated, 

comprehensive data 
model for regulatory 
requirements, allowing 
you to drill down from 
output data/templates to 
input transactions?

           We have an integrated, 
comprehensive and 
complete data model 
with full drill-down 
(Score 10 points) 

               We have a partly 
integrated data model 
with some level of drill-
down (5 points)

                  We have a federated 
data model with no drill-
down (0 points)

2can your organisation 
react on ad-hoc data 

requests or changes in 
regulatory requirements 
in a timely manner 
and without incurring 
significant costs?

                  Ad-hoc requests and 
new requirements can 
be accommodated 
easily based on 
standardised input data 
dictionaries (10 points)

           New and ad hoc requests 
pose challenges for our 
regulatory reporting 
landscape (5 points)

         We can hardly cope with 
new and ad hoc requests 
(0 points)

3does your organisation 
run an integrated 

regulatory reporting 
platform or a number of 
poorly linked solutions with 
a ‘last mile’ application (for 
example, an XBrL report 
engine)?

              We operate an integrated 
platform  
(10 points)

                 We have several different 
products and/or a ‘last 
mile’ XBRL converter  
(5 points)

            We have developed 
solutions in-house that we 
can hardly maintain  
(0 points)

4 does your organisation 
outsource regulatory 

reporting systems or 
processes?

                 We already outsource 
or are evaluating this 
option (10 points)

              We are aware of 
outsourcing but have 
not looked at this yet  
(5 points)

            We were not aware that 
outsourcing was possible 
(0 points)

5Would your 
organisation be ready 

to outsource regulatory 
reporting in a manner 
similar to the Austrian 
model (Aurep)?

                 We have considered 
the possibilities of a 
AuRep-style approach at 
management level 
(10 points)

                 We are aware of AuRep-
style approaches but 
have not discussed them 
at management level  
(5 points)

                  We learnt about AuRep- 
style approaches from 
this publication   
(0 points)

score
35-50 points: 
You are a regulatory reporting 
leader. Staying in the ‘driver’s 
seat’ allows proactive reactions 
to regulatory changes, with 
the right set-up in place in 
advance.

20-35 points:
Aware of major trends in 
regulatory reporting you 
follow the developments 
of regulators. Occasionally 
the ‘regulatory mountain’ 
adversely affects your 
regulatory reporting landscape.

20 points or under:
You are clearly not 
prepared for the 
paradigm shift. 
Significant report costs 
and work-arounds may 
keep you going, but only 
in the short term.
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•  Tectonic plates are shifting in the regulatory reporting 
landscape. Regulators are moving closer toward 
regional standardisation and harmonisation of 
practices, to better understand in a timely manner 
complex economic relations and developments

•  Supervisors are also demanding increasing reporting 
frequencies and shortening time to report, as well as 
more granular information than in the past. This is for 
insurance companies as well as banks

•  Despite these huge changes and impending changes 
in compliance, little has changed in the methodology 
of regulatory reporting, which is still reliant on the 
document-oriented approach. This is intrinsically time-
consuming, costly and complex

•  There is wide recognition that this model is 
unsustainable, but old habits are difficult to break

•  Austria is one country pioneering a new approach, 
where regulatory reporting will be based on granular 
data input 

•  In Austria, bank data will be automatically 
uploaded in datacubes housed by a company 
that acts as a buffer between the banks and 
the supervisor. In this way, the supervisor will 
immediately be able to stress-test without imposing 
any compliance demands on the industry

•  The trend for more up-to-date regulatory data feeds 
will continue, but it is unlikely, unnecessary and 
actually not possible under the current framework that 
we will ever see real-time reporting

•  The ideal is for statistical and supervisory data to be 
relevant at the short end but, just as important, to be 
complete at the long end

•  The key to a successful regulatory supervision model 
of the future will depend on supervisors predefining 
the substance and the goals of the data in the  
first instance

kEy takE-aWayS
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The rise and rise of 
Islamic finance

Islamic finance changes the relationship between supplier 
and customer – is your business ready?

Islamic finance – the delivery of banking services in conformance with 
the principles of Sharia law – has evolved from a discrete service offered 
by a small number of banks in Middle and Far Eastern countries in the 
1970s, to operating as an influential element of the global financial 
landscape. Over the past decade, due to shifting geopolitics, the financial 
downturn and the resulting exposure of poor practice and corruption 
across the global banking industry, the size of the Islamic finance sector 
has increased by a factor of five.

At the heart of the Islamic finance model lie a number of principles that 
operate very differently to Western lending approaches. For example, 
interest on loans is forbidden; however the idea of shared risk/reward is a 
core tenet, requiring banks to build a clear understanding of what is being 
financed. Sharia law also prohibits usury, uncertainty and speculation, 
requires transparency, and necessitates physical presence for money 
transfers. The combined result is a spirit of investment and partnership 
that runs throughout the supplier-customer relationship. Islamic financial 
institutions therefore qualify as ‘participative’. 

Ethical credibility is helping to fuel growth
Whilst few countries have imposed the Islamic finance model, many 
encourage its growth as a preferred mode of banking – particularly in 
orthodox Islamic countries of the Middle East, such as Saudi Arabia and 
Qatar, as well as Malaysia, where Islamic finance constitutes over 50% of 
the overall market. This rapid growth, compared to traditional banking 
models, is in no small part due to Islamic finance’s ability to demonstrate 

IN 30 SECONDS

•  Islamic finance has grown 
from a small base to exert 
considerable influence in 
banking, particularly in the 
Middle and Far East 

•  Its Sharia principles 
encourage a spirit of 
partnership between supplier 
and customer that particularly 
benefits smaller companies in 
developing countries

•  Challenges include regulatory 
conformance, reputation and 
brand management, and 
skill-shortage 

•  Western financial and other 
firms can benefit from 
delivering products and 
services based on a firm grasp 
of Islamic finance principles
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a higher level of ethical credibility. Some of the largest Islamic banks today 
include Al Rahji Bank and Bank Al Jazira in Saudi Arabia, Kuwait Finance House, 
Dubai Islamic Bank, Abu Dhabi Islamic Bank and Qatar Islamic Bank.1

Though poorly publicised, an important development area is how Islamic 
finance is having a positive impact on smaller businesses, particularly those in 
emerging countries, whilst offering new levers of financing. Such organisations 
do not have dedicated teams to apply for credit, and the overheads involved in 
the application process can often be too great. As the Islamic model is founded 
on partnership, in consequence banks take up more of this strain, easing the 
process and enabling finance to be more accessible in this otherwise poorly 
served group. 

Given how important smaller businesses are to developing nations, the 
positive impact on the regional economy is profound. Outside of government 
financing (which accounts for 62% of the market), sukuk (the Islamic finance 
equivalent of bonds) have been issued across a broad range of sectors – 
notably financial services, utilities and transport, but also telecommunications 
and housing (see Figure 1).

Figure 1: Islamic finance is of growing importance to the regional economy of developing nations
Sectors where bonds from Islamic finance (sukuk) have been issued
 

Source: 2013 Annual Sukuk Report, Rasameel, January 2014Source: BearingPoint

Islamic finance is of growing importance to the regional economy of developing nations
Sectors where bonds from Islamic finance (sukuk) have been issued
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While few 
countries have 

imposed the 
Islamic finance 

model, many 
encourage its 

growth as a 
preferred mode 

of banking
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Sharia law: Islam rules all aspects of Muslim life, 
including the economic sphere. Muslims find in the Sharia 
– fundamental law promulgated by the Quran and the 
teachings of the Prophet (hadiths) – the rules that govern 
themes as varied as the tax system, public spending, 
landed property, natural resources and workers’ salaries.

Sukuk: Sukuk commonly refers to the Islamic equivalent 
of bonds. As opposed to conventional bonds, sukuk 
grants the investor a share of an asset, along with the 
commensurate cash flows and risk. Sukuk securities 
adhere to Sharia principles, which prohibit the payment 
of interest.

Zakat: The double taxation system incorporated within 
Islamic fnance (zakat) has a direct influence on its actors’ 
positioning compared to traditional banking institutions, 
affecting strategy as well as creating an opportunity to 
differentiate.

Takaful: Takaful is the equivalent of insurance in Islamic 
finance. It is the practice whereby individuals jointly 
guarantee themselves against loss or damage. It refers to 
a cooperative system of repayment in case of loss, paid 
to companies concerned about hazards. In this system, 
partners agree to donate regular financial contributions 
into a joint fund, managed by a takaful operator, from 
which they are compensated as and when the need arises. 

GlOSSary



1.6bn Estimated number of potential 
participants in Islamic finance 
products and services

Islamic finance 
continues to 
mature and 
expand into new 
areas but is still 
poorly understood 
by Western 
businesses

The rise and rise of Islamic finance
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Western providers must understand the 
changing dynamics
Such rapid growth is not without its challenges, notably:

•	 Conforming with both globally and nationally applicable 
regulation while maintaining the high reputation of the Islamic 
finance model means assuring that all providers operate within 
both its letter and its spirit

•	 Facing a growing demand, banks encounter a shortage of the 
financial and technical skills required to cover both the principles and 
operational practices associated with delivering financial services

•	 The double taxation system incorporated within Islamic finance 
(zakat) has a direct influence on its actors’ positioning compared to 
traditional banking institutions, affecting strategy as well as creating 
an opportunity to differentiate

•	 For Western financial institutions willing to develop Islamic finance 
products and services, brand strategy is a burning issue. The safest 
solution is the creation of a subsidiary with a specific brand, such as 
‘Amanah’ created by the HSBC group

Even as Islamic finance continues to mature and expand into new areas, 
such as micro-credit and insurance (takaful), it is still poorly understood 
by Western businesses. This creates a weakness, as organisations looking 
to reach out to the Middle East, Africa and Far Eastern countries, such as 
Malaysia and Indonesia, are increasingly likely to come across organisations 
for whom it has a place – customers, partners, suppliers, and governmental 
and non-governmental organisations. 

Western businesses have little grasp of the underlying tenets, nor the 
ramifications – notably that the spirit of partnership is likely to pervade 
more than just the financial aspects of business relationships. This not only 
risks causing difficulties to existing transactions, but it also means that 
the opportunity to build new, innovative products and services may be 
missed, in what remains a relatively young market. 

Organisations that fail to understand these changing dynamics may find 
themselves missing out on new business potential, even as they fight a 
rearguard action to protect traditional business areas.  
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•  Islamic finance covers a wide-ranging market 
of 1.6 billion Muslims interested in participative 
Islamic banks and services

•  The Islamic finance model relies on several principles 
derived from Sharia law: shared risk/reward, prohibition 
of interest and usury, prohibition of uncertainty and 
speculation, and the necessity of physical presence for 
money transfers

•  The Islamic finance model deals with most financial 
activities, from banking to insurance through micro-
credit and bonds. It is mainly used to finance huge 
infrastructure projects, but could expand its activities 
to offer new levers of financing for SMEs through new 
business partnerships

•  Western banks looking to develop Islamic finance 
activities should establish a new client intimacy by 
creating new marketing, brand and sales strategies

•  To deal with the new stakes and meet the new 
requirements of Islamic finance, banks must adapt 
their processes, organisational structures and tools

•  A decisive challenge for Islamic finance is to conform 
with both globally and nationally applicable regulation 
whilst applying Sharia law principles

•  Observing the low rate of bank and insurance usage in 
emerging markets (particularly among smaller firms), 
developing Islamic finance activities could be a perfect 
way to catch this isolated segment

•  For Western financial institutions, developing Islamic 
finance activity could be an efficient way to expand 
in Middle Eastern countries and some Far Eastern 
countries, such as Malaysia and Indonesia

KEy TaKE-aWayS
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3. Falling income
Between 2009 and 2013 
interest income declined by 6.7%,
 13.9% and 7.4% for small, 
medium and large banks, respectively

2. Declining assets
Assets declined by nearly 10% 
from 2012 to 2013. The smaller 
the asset base gets, the smaller 
the opportunity to generate 
turnover and revenues

4. Operating costs
Banks have been 
unable to reduce 
operating costs

A cold front is developing for Europe’s banking sector  
Banks face losing market share or having to close divisions if they don’t reverse the downward spiral of falling profit 

margins, in the main caused by increased regulation, declining assets, falling income and stagnant costs 

< EUR 99m

Total bank assets
in 2013, per

country

EUR 100m–999m

EUR 1bn–3bn

> EUR 3bn

Overall total assets of 156 leading banks in Europe.

Four issues threaten future profitability:

EUR 32.6 trillion
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UK
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EUR 7,068bn

EUR 1,867bn

EUR 594bn

EUR 2.060bn

EUR 394bn

EUR 218bn

5
EUR 908bnBelgium

6 EUR 139bnLuxembourg

7
EUR 6,967bnFrance

7

EUR 387bn

Norway

6

EUR 688bn

Denmark

5

EUR 1,424bn Sweden

5

EUR 4,195bn

Germany

20

EUR 417bnFinland

3

Switzerland

13EUR 2,641bn

EUR bn

Number of leading banks
per country 

Spain
10

EUR 40bn
Liechtenstein

2

Austria

12

EUR 2,571bn

Italy

25

Netherlands

7

Portugal

1. Increased regulation
The trend towards tougher regulation 
has increased compliance and 
operating costs

Key to map

The eye of the storm: bank sustainability reaches a tipping point
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The eye of the storm:  
bank sustainability 
reaches a tipping point

Falling income and lack of cost savings since the financial 
crisis of 2008 are pushing the European banking sector to a 
tipping point; in the face of a blizzard of regulation, decisive 
action is needed to avoid profitability falling to a level where 
banks risk consolidation or takeover

Banks in Europe have seldom operated in such an inhospitable 
environment. On the one hand copious demands from regulators are 
crippling their ability to do business , whilst on the other they face a 
growing threat from non-traditional rivals unencumbered by legacy 
systems and burdensome regulation. These include digital companies 
and captive banks. Banks have taken some action, but there are still 
difficult decisions to make. To better navigate this environment, banks 
need to understand their options. This process begins with the awareness 
of where they stand in relation to other banks.

To offer this crucial guide for banks, the BearingPoint Institute conducted 
an analysis of 156 banks’ financial information between 2009 and 2013, 
including assets, risk weighted assets (RWAs), interest income, net fee and 
commission, operating costs, general and administrative costs, staff costs, 
Tier 1 capital ratio and cost-to-income ratio. 

Banks were divided into three groups sorted by asset amounts as at 2013, 
allowing a granular view of specific attributes for each size of bank. Using 
technical analysis, BearingPoint reveals that, whilst there is a wide degree 
of variation between banks of different sizes and in different regions, 
detailed benchmarks and trend highlights can help banks see their 
current positions and plan their strategies.

At the root of the current pressures is the introduction of Basel III:  
the regulation, supervision and risk management framework for banks. 

Under Basel III, banks are obliged to significantly increase their core 
capital ratios to at least 18.5% of risk-weighted assets (RWAs), which 
are used to calculate the capital requirement (Capital Adequacy Ratio or 
CAR) by 2019. This burden is intensified by enormous political pressures 

IN 30 SECONDS

•  Banks are under pressure from 
regulation, most notably  
Basel III

•  The popular approach to 
comply with regulatory 
requirements, disposing 
of assets, is leaving banks 
with fewer opportunities for 
revenue generation

•  These issues are compounded 
by costs, which have not fallen 
at the same rate as assets

•  Banks must carefully consider 
their position before deciding 
what action to take
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for banks to become safer. Even outside the constraints of regulation, 
banks have become much more conservative and have significantly 
reduced risk appetites. 

Still, this conservatism seems inadequate for regulators determined that 
there should never again be another major financial crisis. One of their 
main safeguards is to press banks to hold higher levels of capital in the 
form of high-quality assets such as low-yielding government bonds. 

The European banking market was expected to face problems in 
meeting stricter Tier 1 capital requirements. Surprisingly, banks are on 
course to do this, but of the two ways for banks to build up the high-
quality capital buffers demanded by regulators – either raising more 
capital or decreasing the size of their balance sheets – banks generally 
chose the latter. 

Unfortunately, balance sheet shrinkage has not been accompanied by 
costs falling at a similar pace, leaving many banks with dwindling profits. 

This has helped create a vicious circle whereby banks reduce their assets 
but are left with a similar level of costs, which then constrains their ability 
to invest to create growth. 

For banks, this spiral of stagnant costs and falling profits is clearly 
unsustainable. As authorities’ demands continue to increase the problems 
may even worsen. 

Over the following pages we analyse the stages in the spiral in detail, 
consider three scenarios in which banks have found themselves and the 
actions that might be appropriate in similar circumstances, and provide a 
checklist of questions to help frame thinking about your own situation.

The eye of the storm: bank sustainability reaches a tipping point

18.5% core capital ratio as proportion of risk-weighted 
assets mandated under Basel III by 2019

Balance sheet 
shrinkage has not 
been accompanied by 
costs falling at a 
similar pace, leaving 
many banks with 
dwindling profits

Group Total assets (2013) Number of banks 

Small banks <EUR30bn  57  

Medium banks EUR30bn–150bn 54  

Large banks >EUR150bn 45  

For the purposes of the research, banks were grouped as follows: 
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Banking’s spiral of decreasing profitability 

1
Increased capital
requirements under
Basel III

2
Reduction of risk-weighted
assets

3
Reduction of
total assets

4
Decline in revenue
opportunities

5
Stagnant 
operating costs

6
Potential losses
directly reduce
equity

Based on data acquired from the FT – TheBankerDatabase.com, incorporating approximately 
400 European banks, BearingPoint conducted an analysis of important financial information of 
banks, addressing assets, risk-weighted assets (RWAs), interest income, net fee and commission, 
operating costs, general and administrative costs, staff costs, Tier 1 Capital ratio and cost-to-
income ratio. 

The data was first narrowed to a final sample of 156 banks, which was subsequently analysed 
by investigating fundamental values as well as by developing value relations. This enabled 
BearingPoint to gain significant insights into how the values behaved between 2009 and 
2013. By allocating the banks into three groups, sorted by asset amounts as at 2013, a more 
detailed view on specific attributes for each size of bank was derived. Using technical analysis, 
BearingPoint revealed important insights on the business of banks as well as about their 
challenges, risks and discovered potential solutions to these issues. Combined with BearingPoint’s 
expertise, knowledge and experience, a unique and crucial guideline for banks was developed.

MEthODOlOgy

Source: BearingPoint Institute
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The eye of the storm: bank sustainability reaches a tipping point

Increased capital requirements leave banks with 
a difficult choice

1   Among the many regulatory headwinds that have been blowing across 
the banking landscape since the financial crisis of 2008 (see box, right), 
Basel III exerts the greatest pressure. 

The Basel III rules, which deal with the regulation, supervision and risk 
management of banks, were adopted by G20 countries and are being translated 
into the European Capital Requirements Directive IV. This in turn will be transposed 
into national laws in individual EU countries. The rules apply to all credit enterprises 
and institutions that conduct deposit-taking and lending, and aim to tackle the systemic 
risks that led to the 2008 bailout debacle.

Intending to encourage banks to hold higher levels of high-quality capital such as 
low-yielding government bonds, Basel III demands that they increase their core 
capital ratio to at least 18.5% of risk-weighted assets (RWAs) by 2019. This leaves 
them with two options: to increase capital or to decrease assets. Given the strict 
deadlines and difficulties raising capital, many banks are choosing the latter route. 

•	 Tier 1 capital increased by an average of 2.4% for all banks between  
2011 and 2013.

Banks have attempted to raise Tier 1 capital

2009

2010

2011

2012

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Small
banks

Medium-sized
banks

Large
banks

2013

EUR 108m

EUR 119m

EUR 109m

EUR 116m

EUR 122m

EUR 183m

EUR 189m

EUR 203m

EUR 203m

EUR 200m

EUR 1.1bn

EUR 1.2bn

EUR 1.2bn

EUR 1.2bn

EUR 1.2bn

Figure 1: Banks have attempted to raise tier 1 capital
Tier 1 capital development, 2009–13

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

TR
EN

D
S

84



BearingPoint Institute Report Issue 006

Across the board, the regulation that 
has squeezed banks is increasing. 
The year 2015 sees the introduction 
of the Basel III Liquidity Coverage 
Ratio (LCR) and a further observation 
period for the Net Stable Funding 
Ratio (NSFR). Other measures include 
disclosure requirements relating to the 
leverage ratio and the implementation 
of minimum common equity and  
Tier 1 capital ratios. 

Banks also need to prepare to 
implement other regulatory 
requirements scheduled for 2016 
and beyond. A blizzard of regulatory 
initiatives with relentless deadlines 
blowing in between now and 2019 
means that, even if regulators delay 
some of the implementation dates 
and water down some of the rules, the 
scale of the task remains enormous.

A BlIzzArD OF rEgulAtION

Source: BearingPoint Institute; JWG

A blizzard of regulation

Structural
BRRD; SRM; SSM; 
Benchmarks; 
PAD; GDPR; 
Structural bank 
reform; DGS; 
IFRS;

Developing 
recovery and 
resolution tools, 
and international 
harmonised 
accounting 
standards            

Risk
Basel III; CRD 
IV/CRR; IMD II; 
IORP II;

Increasing 
capital and 
liquidity 
standards and 
establishing a 
system of risk 
accountability

Financial crime
FATCA; AMLD IV;

Covering 
terrorist 
financing, 
anti-money-
laundering, tax 
havens, and the 
proceeds of 
corruption

Trading
MiFID II/MiFIR; 
MMF, SFTs; 
CSDR, HFT 
(Germany); 
UCITS V/VI; 
CSMAD/MAR; 
REMIT; PRIIPS 
KID; FTT; ELTIFs;

Dealing with 
commodity price 
violation, 
stabilising credit 
and asset price 
cycles, and 
enhancing the 
OTC derivatives 
market

 Source: BearingPoint Institute, Financial Times

Increased regulation
The trend towards tougher regulation has increased compliance and operating costs

2013 2014 2015 2016 2017

Introduction of ‘Single Rulebook’

60% » » »70% 80% 100%

Introduction of extended corporate governance rules

Draft technical implementation standards

First report to regulatory authorities

Introduction of ‘Liquidity Coverage Ratio’

Disclosure requirement

Implementation of common equity as standard:

Introduction of ‘Net Stable Funding Ratio’

Integration of Pillar 1

Minimum

Total

4.5% Tier 1a

6% Tier 1a + 1b

New governance

Liquidity risk

Leverage ratio

Tier 1 capital

Source: BearingPoint Institute, JWG 

Increased regulation
The trend towards tougher regulation has increased compliance and operating costs
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Banks have shifted their assets 
based on risk exposure

2
 Banks have focused on meeting the Tier 1 capital 
ratio requirements by reducing their risk-weighted 
assets and total assets1. RWAs decreased in all 
groups on average by approximately 12.4% from 

2011–13. However, a more varied picture emerges when 
looking at RWA for each country between 2009 and 2013:

•	 Banks in Ireland, Belgium, Switzerland, Portugal and 
Germany saw RWA reductions of more than 20% as risk 
appetites declined.

•	 Banks in Austria, Finland, France, Italy, Luxembourg, the 
Netherlands, Norway, Spain, Sweden and the UK were 
more risk-tolerant, with RWA reductions in a 0% to 20% 
range.

When considering the Tier 1 capital ratio to RWA development 
per group between 2011 and 2013 it is noticeable that an 
increase of the ratio has taken place. The increase is mainly 
attributable to the higher RWA reduction rather than the 
slight increase in Tier 1 capital.

The eye of the storm: bank sustainability reaches a tipping point

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

RWA development of analysed banks 2009–13

2009 2010 2011 2012 2013

EUR 12,668m

EUR 12,735m

EUR 12,669m

EUR 11,730m

EUR 11,100m 

Banks’ risk-weighted assets have been falling since 2010

Figure 2a: RWA development of analysed banks 2009–13

26.1% reduction in risk-weighted assets (RWAs) for 
German banks between 2009 and 2013

Banks have focused 
on meeting Tier 1 
capital ratio 
requirements by 
reducing risk-
weighted assets and 
total assets
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Tier 1 capital to RWA development by group 2011–13

2011

2012

2013

11.8%

12.7%

13.7%

Small
banks

Medium-sized
banks

Large
banks

12%

13.4%

14%

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

12.5%

13.4%

15%

Figure 2c: Tier 1 capital to RWA development by group 2011–13

Banks’ risk-weighted assets have been falling since 2010

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Sources: BearingPoint and © The Financial Times Ltd 2015. TheBankerDatabase.com

Changes in RWA 2009–13

-5.2%

-36.4%

-14.1%

2.6%

-7.9%

-26.1%

-55.1%

-15.1%

12.9%

-0.5%

-12.5%

-2.2%

-20.7%

-8.5%

-5.5%

24.1%

-10.5%

Austria

Belgium

Denmark

Finland

France

Germany

Ireland

Italy

Liechtenstein

Luxembourg

Netherlands

Norway

Portugal

Spain

Sweden

Switzerland

UK

Figure 2b: Changes in RWA 2009–13
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the total balance sheet has shrunk as a result 

3
 Considering the total asset development, BearingPoint developed the 
theory that reducing total assets was a strategic decision to meet the 
regulatory requirements.

When analysing the European banking sector, we initially expected to see total assets 
drop soon after Lehman Brothers’ bankruptcy in 2008. In fact that drop only happened 
after 2011, with assets continuing to increase until that point2. All banks across Europe 
have started to reduce their total assets in the last three years by about 11.2%. This 
implies that the reduction of total assets has occurred faster that the reduction of RWAs.

The overall shrinking of the balance sheet means that, in the past two years, banks 
(especially small and large banks), have begun to hold a higher percentage of 
RWAs, which is counter-productive. A reduction of total assets is no guarantee of an 
equivalent drop in RWAs so banks can no longer rely on this strategy. 

•	 As an example, for banks in the UK, the RWA-to-total-assets ratio declined 
between 2009 and 2012 and rose slightly the following year, suggesting that the 
options for RWA reduction may have been exhausted. 

•	 For banks in Switzerland, the RWA-to-total-assets ratio remained stable from 2009, 
before rising in 2013. This is likely due to the country’s less stringent regulation and 
different market dynamics resulting from a lower ratio, which was 28.4% in 2013 
compared to 35.2% for the UK, where RWAs had fallen sharply.

13.9% decline in interest income among 
analysed medium-sized banks  
between 2009 and 2013

Total European bank assets (analysed banks) 2009–13

2009 2010 2011 2012 2013

EUR 34.4bn

EUR 35.9bn

EUR 36.7bn

EUR 35.9bn

EUR 32.6bn

Bank assets kept increasing until 2011, falling sharply afterwards
Figure 3: Total European bank assets (analysed banks) 2009–13

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com
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Income is stagnant or falling 

Net fee and commission income 2009–13

2009

2010

2011

2012

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Small
banks

Medium-sized
banks

Large
banks

2013

EUR 10.8bn

EUR 19.3bn

EUR 18.6bn

EUR 18.2bn

EUR 18.4bn

EUR 4.8bn

EUR 18.2bn

EUR 18.6bn

EUR 17.2bn

EUR 18.3bn

EUR 135.7bn

EUR 164.4bn

EUR 159.7bn

EUR 152.9bn

EUR 153bn

Interest income, 2009-13

2009

2010

2011

2012

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Small
banks

Medium-sized
banks

Large
banks

2013

EUR 26.8bn

EUR 27.2bn

EUR 25.9bn

EUR 24.8bn

EUR 25bn

EUR 49bn

EUR 45.2bn

EUR 44.3bn

EUR 44.2bn

EUR 42.2bn

EUR 338bn

EUR 348bn

EUR 350bn

EUR 329bn

EUR 313bn

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Figure 4b: Interest income 2009–13Figure 4a: Net fee and commission income 2009–13
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A shrinking balance sheet means fewer 
opportunities to generate revenue 

4
 Despite individual differences, the general picture is of a smaller asset 
base which, along with a growing threat from non-traditional 
competitors (see box, page 90) restricts banks’ opportunities to generate 
revenue. This in turn narrows banks’ options in generating profit and 

meeting regulatory requirements. 

Banks generate income from net fee and commission income and interest income. 
The impact of a shrinking asset base can be seen on both these income sources, with 
historically low interest rates also affecting the latter. 

•	 Net fee and commission income was stagnant for small- and medium-sized banks 
over the past four years (2010–13), and decreased by 4.2% for large banks.

And a varied downward trend can be seen for interest income:

•	 Between 2009 and 2013 interest income declined by 6.7%, 13.9% and 7.4% for 
small, medium and large banks, respectively. 

The drop in interest income can be linked back to RWA reduction. These riskier 
assets, which also yield higher returns, have been sold off to grateful less risk-averse 
competitors, such as hedge funds.
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Banks need to start reducing their costs

5
 Earnings are only half the story. Becoming lean can 
drive up profits too. Banks should be aiming to keep 
operating costs low: ideally, relative to RWAs, they 
should be falling. 

Instead we are seeing a steady increase in operating-costs-
to-RWA ratio for all banks. With RWAs expected to drop further, 
banks should try to stabilise the ratio by reducing operating costs.

Staff expenses are a significant issue
Staff expenses represent a substantial cost in banks’ existing 
business models. Any change in business model will need to 
reconsider staffing levels and composition. 

The costs related to staff expenses have been subject to  
different pressures: 

•	 Large banks have decreased staff costs gradually since 
2010, reducing them by 5.2% between 2010 and 2013.

•	 Small- and medium-sized banks had more varied results, 
but small banks still decreased staff costs by 1.6% between 
2010 and 2013 and medium-sized banks by 2%, which is 
lower than RWA and total asset reduction. 

This reduction in assets could suggest greater effort by banks 
to respond to the regulations, competitive threat and/or 
mismanagement of personnel or matching staff to the right tasks. 
Other problems may be arising from age, skills or training. 

general and administrative costs are rising steadily
When general and administrative costs are considered together 
with staff costs, the problem is compounded.

Whilst the general and administrative expenses for small banks 
stayed stable from 2010 to 2013, they increased for medium-
sized and large banks by 9.5% and 5% respectively.

Large banks saw a continuous increase in these costs, to the 
point where they are equivalent to almost three-quarters of staff 
expenses. The need to reverse this trend is clear. 

6.7% decline in interest income among analysed small 
banks  between 2009 and 2013
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Just as their revenue 
opportunities have 
dwindled, nimble 
competitors have 
emerged looking to 
muscle in on traditional 
banking business. 

Hedge funds have 
become lenders to 
corporates, for instance, 
and many corporates 
have established captive 
banks to support the sale 
of their products.3

Captive banks of car 
manufacturers, such as 
BMW (see related story 
on page 1004), Mercedes, 
Toyota and Volkswagen 
have entered the market 
for automotive loans. 
Even metals engineering 
firm TRUMPF was 
recently granted a full 
banking licence: in future 
the company will be 
able to provide finance 
to its customers to help 
fund purchases of their 
products.5

Many of these new 
operations benefit from 
lower costs. As these 
corporates are typically 
not deposit-takers, they 
have a narrow product 
focus and are not 
weighed down by the 
same heavy regulatory 
burdens as banks. 

Banks’ margins are 
being eroded by these 
competitors, putting 
more pressure on banks 
to focus on profitable 
products that provide 
income.

NON-trADItIONAl 
COMPEtItOrS
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Figure 5b: General and administrative cost development 2010–13

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

2010

2011

2012

2013

Small
banks

EUR 12.9bn

EUR 12.6bn

EUR 12.4bn

EUR 12.4bn

Medium-sized
banks

EUR 14.9bn

EUR 15.5bn

EUR 16.2bn

EUR 16.3bn

Large
banks

EUR 130bn

EUR 132bn

EUR 138bn

EUR 137bn

With RWAs 
expected to drop 

further, banks 
should try to 

stabilise the ratio 
by reducing 

operating costs

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com
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Figure 5a: Sta� costs development 2010–13

2010

2011

2012

2013

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Medium-sized
banks

Large
banks

Small
banks

EUR 22.7bn

EUR 21.6bn

EUR 20.4bn

EUR 22.4bn

EUR 23.1bn

EUR 23.2bn

EUR 23.8bn

EUR 22.6bn

EUR 196bn

EUR 195bn

EUR 191bn

EUR 185bn

Staff costs have not fallen quickly enough; general and administrative 
costs compound the problem



the cost-to-income ratio offers insight into a 
bank’s position

6
The cost-to-income ratio (CIR) is a useful indicator of banks’ 
efforts to create return relative to their benefits. Looking at both 
costs and income and then bringing these together helps to 
build a clear picture of the past, the present and the possible 

future outlook for banks. 

Our research found that average operating costs have been stagnant, falling 
only 0.01%, which puts pressure on banks’ CIR. One reason for this mismatch 
arises because the disposal of a loan portfolio can be done relatively quickly, 
but reducing associated costs takes longer.

•	 Operating costs for small banks increased from 2011 to 2013 by about 
2%, whilst those for medium and large banks saw a small drop of 0.8% 
and 1.1%, respectively.

•	 This shows that operating costs remain stable and banks have not been 
able to decrease them effectively during this period. 

•	 From 2012 to 2013 there was better news, however, as operating costs 
from medium-sized and large banks fell, suggesting some efforts to 
improve may be paying off. 

•	 When looking at the operating costs to RWA ratio, a constant increase 
is notable for large and medium-sized banks within the last three years. 
Small banks show a negative trend from 2010 to 2012 but reach the 
highest percentage in 2013.

•	 This development is explained along the stagnant operating costs and 
the overall RWA reduction. As RWAs have been reduced banks must find 
ways to reduce their operating cost equally. 

•	 Large banks’ CIRs remain relatively high. Reducing them would 
create more operational headroom for banks and support 
investment programmes to drive efficiency, to become more market-
driven and competitive.   

•	 Smaller banks’ CIRs rose substantially in the year to 2013, possibly due 
to operational mismatches.

•	 When CIR is viewed in relation to total assets, small banks stood at 
56.5%, medium-sized banks 50.7% and large banks 57.3%. This shows 
that they are not able to reduce the CIR-to-assets ratio to under 50%, 
even when reducing assets, indicating that banks are not capable of 
covering costs with current income. 

The three biggest cost positions of European banks – operating, general, 
and administrative and staff costs – are crucial components of the CIR. 
Generally speaking, the problem with liquidating assets, such as loan 
portfolios, is that this raises the CIR. Costs are already uncomfortably high 
for many banks, and selling more assets will merely raise the CIR to the 
point of becoming unprofitable.

The eye of the storm: bank sustainability reaches a tipping point

0.01% average fall in operating costs 
identified in research, putting 
pressure on banks’ CIR
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Operating costs to RWA by bank size

2010

2011

2012

2013

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Small
banks

Medium-sized
banks

Large
banks

4.3%

4.1%

4.0%

4.5%

2.3%

2.4%

2.7%

2.8%

3.4%

3.5%

3.8%

3.9%

Operating costs by bank size

Small
banks

Medium-sized
banks

Large
banks

Sources: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

2010

2011

2012

2013

EUR 38.8bn

EUR 39.5bn

EUR 40.3bn

EUR 324bn

EUR 328bn

EUR 330bn

EUR 325bn

EUR 37.7bn

EUR 39.2bn

EUR 34.2bn

EUR 33bn

EUR 34.9bn

Sources: BearingPoint and © The Financial Times Ltd 2015. TheBankerDatabase.com

CIR ranked by total assets

Small banks Medium-sized banks Large banks
100%

80%

60%

40%

20%

0%

-20%

-40%

100%

80%

60%

40%

20%

0%

-20%

-40%

EUR 100m EUR 200m 0 EUR 250m EUR 500m EUR 750m 0 EUR 5bn EUR 10bn0

Figure 6a: Operating costs by bank size

Figure 6c: CIR ranked by total assets

Figure 6b: Operating costs to RWA by bank size

Source: BearingPoint Institute and © The Financial Times Ltd 2015. TheBankerDatabase.com

Banks have struggled to lower operating costs, putting pressure on the CIr
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9.5% increase in general and 
administrative expenses for medium-
sized banks 2010 –13

Bank has successfully reduced its RWAs to achieve the Tier 1 capital ratio, but costs to meet 
regulatory requirements are growing significantly, and the current CIR is 85%.

Additional steps:                                

•  Harmonise IT for a long-term reduction in costs
•  Standardise reporting and review relevant KPIs; create a central platform for reporting 

regulatory measures
•  Integrate regulatory measures in planning

Bank has only partially reduced its RWAs and the Tier 1 capital ratio is still outside the target 
range. Costs and processes have not been optimised and commission and net fee income has 
decreased substantially in recent years.

Additional steps:                                

•  Continue to analyse the essential RWA-bearing portfolios
•  Strengthen equity through additional capital
•  Optimise processes and costs
•  Strengthen product innovation with a view towards digital
•  Develop complementary and profitable services through customer profiling, which may 

need the acquisition of big data analysis capabilities

Bank has successfully reduced its risk-weighted assets (RWAs) to achieve the Tier 1 capital ratio, 
but income has decreased, due in part to declining private and corporate banking performance. 
The forecast for operating profit in subsequent years is not particularly positive.

Additional steps:                                

•  Analyse high-margin, strategically important products
•  Provide web-based services and simplified online products to enable customers to purchase 

products via mobile
•  Reduce manual processes
•  Harmonise IT for a long-term reduction in costs
•  Review source systems to overcome data quality problems
•  Monitor the new reporting requirements and integrate with your internal control system

SCENArIO C

SCENArIO B

SCENArIO A

Shelter from the storm
We have developed three typical scenarios in which banks may find 
themselves. For each scenario below we suggest a possible course 
of action to help reverse the downward equity spiral. And the self-
assessment checklist opposite will help you decide which is most 
appropriate for your own situation.
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Banks need to address both costs  
and revenue
There is still a short window of opportunity to turn the situation 
around. Banks need to commit to greater automation, create 
more inter-departmental cooperation, reduce operating costs and 
modernise their business models. 

Bank management teams must move away from being too heavily 
focused on compliance challenges and also make it an urgent 
priority to develop new sources of profitability. They also need to 
reduce their cost bases more quickly, to catch up with the large 
reductions made to RWAs. 

The appropriate management of operating costs is crucial. Banks’ 
operating costs are relatively high, so decreases could offer wiggle 
room for important decisions. A stabilisation of RWAs and a decrease 
in general and administrative expenses should be primary goals in 
the short- to medium-term. The reduction of costs has been positive, 
but banks might find external assistance helpful in avoiding the same 
mistakes that marred big banks’ initial reductions in assets.

Cuts, however, will not be enough – investment is needed. Greater 
automation of business processes can bring down staff costs, but more 
proactive spending to evolve business models is the only way to meet 
regulatory requirements and to take the fight to competitors.

Bank management 
teams must move 
away from being 

too heavily focused 
on compliance 

challenges

   Have you continuously increased 
RWAs within the past few years?

   Can you determine the 
contribution margin of individual 
products?

   Do you have a harmonised data 
platform for internal control?

   Have you significantly decreased 
personnel and IT expenses?

   Have you focused on profitable 
products?

   Were you able to raise 
commission and net fee income?

   Have you identified and 
eliminated significant data 
quality problems?

BANkINg ChECklISt: WhAt’S yOur SItuAtION?



The eye of the storm: bank sustainability reaches a tipping point

TR
EN

D
S

96

taking advantage of new technology 
Although banks have been investing to match the pace of the 
onslaught of new rules, most are only just keeping up. Instead of 
fretting over this cost, banks could view it as a positive incentive to 
upgrade IT systems and change compliance processes to keep up 
with competitors. Digital platforms, for example, are becoming more 
popular with customers, but the adoption of these also has other 
advantages. Data about users can be used to analyse customer 
trends, from which valuable market insights can be developed. This 
data can also help appease regulators, who want banks to improve 
their reporting systems and to have a better grasp of their own risk 
profiles (see our paper on regulatory reporting on page 52).

Improvements in technology can help in other ways. A harmonised 
IT architecture means better sharing of data across banking divisions, 
making it easier to cross-sell targeted products to existing corporate 
and retail customers. Adopting a digital foundation layer is a 
pre-requisite (see our paper on the connected digital economy6). 

Existing relationships and infrastructure can also be leveraged 
through bundled services in the same way that telecoms companies 
encourage customers to buy mobile, fixed telephony, internet access 
and television subscriptions in one package. 

Incumbency offers banks some 
advantages
Banks need not suffer ’death by a thousand cuts’. In the face of agile 
competitors (see box on page 90), banks’ strengths should not be 
overlooked. Banks have a much longer history and a deeper connection 
with the economy, typically servicing many different clients across a 
much wider spectrum of products. From an economic perspective, banks 
are still vital in channelling savers’ money towards those that need 
to borrow it, especially in Europe, and are also in a strong position to 
evaluate the viability of investments made by their clients. 

Developing existing relationships could offer significant improvements 
to banks’ prospects, with a focus on basic client needs – short-term 
borrowing, bridging finance, mortgages and so on – to provide more 
innovative and customer-oriented products and services. Selling 
expertise is an area where banks can generate extra revenues across 
many business lines.

Banks find themselves at the eye of a storm that shows no sign of 
abating. By assessing their current position and outlook against 
the benchmarks and trends we have identified, banks have the 
opportunity to take action to protect themselves from inclement 
weather in the future.  

Developing existing 
relationships could 
offer significant 
improvements to 
banks’ prospects, 
with a focus on 
basic client needs
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•  Since the financial crisis, banks have been 
unable to reduce costs as fast as the reduction 
they have seen in risk-weighted assets and 
total assets

•  Digital platforms and IT solutions are 
necessary to adapt business processes

•  Many banks have little scope for further 
investments – but investments in IT 
architecture and processes are necessary to 
reduce costs over the long term

•  Reducing costs and the fulfilment of regulatory 
requirements needs to be rebalanced again. 
If the banks are unable to reduce their costs 
due to regulatory requirements and inflexible 
IT architecture, a consolidation will be 
unavoidable

•  Banks need to focus on flexible, dynamic 
development of products and the operational 
markets to create new earnings potential on a 
mid-term perspective

kEy tAkE-AWAyS
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glOSSAry

CIR: Cost-to-income ratio describes the 
relationship between income and costs.  
A high percentage (above 100%) indicates 
problems to cover costs with current income. 

CIR to assets: Cost-to-income ratio  
related to total assets presents the 
relationship between CIR and the size of  
the balance sheet. 

Operating cost to RWA: Total operating 
cost to RWA shows the relationship between 
total cost and risk-weighted assets. From a 
corporate point of view this ratio should be 
kept small with a negative trend, indicating 
stable RWAs and declining cost.

RWA: Risk-weighted assets are a bank’s 
assets and/or off-balance-sheet exposures 
weighted according to risk that is defined 
by the Basel III Committee on Banking 
Supervision. RWA is used to determine 
the capital requirements for a financial 
institution.

RWA to assets: The value of risk-weighted 
assets divided by assets shows the risk-
weighted assets as a percentage of the 
balance sheet. The ratio indicates how many 
RWAs are held per EUR in assets. This presents 
a clearer picture of RWA development, 
regardless of asset size.

Tier 1 capital: The core equity capital held 
by a bank, which comprises common stock, 
disclosed reserves (or retained earnings),  
and non-redeemable, non-cumulative  
preferred stock.

Tier 1 capital ratio: Tier 1 capital as a 
percentage of the balance sheet. Basel III 
requires a Tier 1 capital ratio of 4.5% by 2019.

Tier 1 capital to RWA: The relationship of a 
bank’s core capital with regards to risk-weighted 
assets. The ratio indicates how much Tier 1 
capital is held per EUR in RWA. A high ratio  
is desirable.



Sources: BearingPoint Institute; BMW Group

Implementing these strategies has supported the high performance of BMW Financial Services
Business volume of financial services since 2009

Building a high-performance data engine 
The importance of analysing data has enabled BMW Financial Services not only to grow its profits 
within the group, but also to better understand how shifting patterns in customer behaviour and 

changes in the economic environment affect its global performance and risk exposure

EUR 61.2bn
2009

EUR 66.2bn
2010

EUR 75.2bn
2011

EUR 80.9bn
2012

EUR 84.3bn
2013

EUR 390m
Q3 2013

EUR 456m
Q3 2014

B M W  M  P O W E R

Inlet manifold
Commitment and mandate 
from the boardroom

High-tension leads
 Multiple workstreams deliver the 
'single point of truth'

Piston
KPI book drives the data 
calculation engine

Valve
Data dictionary provides common 
understanding 

Camshaft
Implementation by 
matrixed business 
and IT teams

Cylinders 
Engagement and alignment 
across business units

Spark plugs
Gap analysis covers business 
and IT processes

Engine of growth: driving better risk performance in banking
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Engine of growth: 
driving better risk 
performance in banking

Banks will continue to be vulnerable to shocks without a  
high-performance risk-steering model; creating a ‘single point 
of truth’ that aligns risk profiles across products and markets 
provides a clearer view of the road ahead

In the closing months of 2014, a number of global car manufacturers were 
forced to stop taking orders or to downgrade sales forecasts for Russia in 
light of the volatile political situation and the collapsing rouble. A perfect 
storm of low oil prices, looming recession and Western sanctions sent the 
currency plummeting, and some automotive firms had difficulty pricing 
cars and making money in the usually lucrative Russian market. 

Facing many of the same threats to growth as other global financials, and 
bound by equally stringent banking regulation, it is easy to see why the 
captive finance arms of multinational car makers need to evolve their risk 
capabilities along with their product ranges.

BMW Financial Services decided to put themselves in the driving seat 
in 2008, at the height of the financial crisis, recognising that a more 
harmonised data approach was essential in order to better manage risk 
and accelerate growth.

Until that point, the firm’s risk-steering model mainly focused on growing 
top-line returns. The captive bank has since built an integrated model 
around return on risk-adjusted capital (RoRaC) to create a better balance 
between profit and risks.

The captive’s product range may be less complex than traditional financial 
institutions but, with nearly EUR 100 billion on its balance sheet and 
operations in many countries, its risks are comparable. Threats mainly 
relate to residual value risk – the gradual depreciation in the value of 
vehicles with attached loans and lease contracts – and risks relating to 
customer creditworthiness, interest rates and liquidity. 

The firm wanted to be able to model for difficult-to-predict, high-impact 
events, such as a sudden depreciation of a major currency or a slump in oil 

IN 30 SECONDS

•  An effective risk capability is a 
critical platform in a financial 
organisation and must be 
managed beyond compliance 
requirements

•  A harmonised and integrated 
approach to risk reporting 
can improve decision-making 
through better understanding 
of market trends on the up- 
and downside

•  Creating a central data 
repository is not a simple 
thing, but it is the only 
way to give management 
that all-important holistic 
view of operations, whilst 
satisfying regulatory 
demands and playing well 
to credit risk agencies 

STRATEG
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prices, which can have a major effect on sales. In fact, both of these events 
occurred in the closing months of 2014.

At one end of the spectrum, another global economic crisis would have 
a dire effect on customer credit. At the other end, vehicles not covered by 
insurance could also affect the company’s loan book. Geopolitical risk must 
also be factored in. Having a firm-wide risk structure based on a single data 
source enables BMW Financial Services to be better prepared with potential 
corrective measures in place.

To make this happen, the captive harmonised its methodologies and KPIs 
across risk profiles for all products and markets. It also sought to standardise 
its data for easier analysis and use it to make comparisons. Transaction and 
contract data drawn from more than 3,000 data fields is now housed in a 
central database known as ‘the single point of truth’. Handling and analysis 
of large volumes of complex data is now much easier, and compliance 
with the different requirements from multiple regulatory regimes more 
straightforward.

This plays well with regulators, but is also welcomed by credit rating 
agencies, with positive consequences for ratings that affect the cost of debt. 
Higher-quality data and a proactive approach help the captive to better 
understand and adapt to market trends, and become an indispensable link 
in the BMW Group value chain.

Since the crisis, all banks have been under pressure to produce higher-
quality data from a regulatory perspective, but for many this is perceived as 
a time-consuming and costly box-ticking exercise. BMW Financial Services 
took a different view. It saw a strong business case for becoming a more 
data-centric organisation, something for which all banks must strive.

Data-centricity and the ‘single point of truth’
Banks generally recognise the importance of being data-centric. However, in 
our experience, many have some distance to travel. Legacy IT systems built 
over a period of decades obstruct progress, and which is further delayed by 
product rollouts, mergers and acquisitions. Individual products have their 
own characteristics and unique sets of contracts, as do countries, with larger 
car-finance markets possessing different dynamics to smaller ones. 

Older systems running alongside newer ones, often with different data 
standards, do not communicate well together. Gaining a clear view of all the 
data across the group becomes impossible, making it more difficult to  
flag up risks. 

Simply ripping out these older systems and replacing them is not an option. 
In most cases this would be too expensive and disruptive. Usually, banks 
navigate this constraint by setting up a separate data warehouse, which 
aggregates and unifies the data from the bank’s various IT systems and 

A firmwide risk 
structure based on a 
single data source 
enables a bank to 
be better prepared 
with potential 
corrective measures 
in place

3.6m customers are serviced annually 
by BMW Financial Services
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business units. This data is then turned into a standardised format and 
classified according to market sector.

From here, it is much easier to generate the right data to populate KPIs, 
make comparisons and meet regulatory obligations, and there are a 
number of commercial benefits, too. Assessing risk concentration becomes 
easier, facilitating more accurate cash-flow projections and greater 
flexibility in supporting new product launches.

Improvements to hardware and software are not the full story, however. 
Key requirements needed for successful implementation include: 

•	 A clear top-down strategy
•	 Stakeholder buy-in: making a project of this size work involves 

drawing on many different skillsets from the individual business units 
as well as IT, finance, controlling, treasury and risk functions

•	 Pre-implementation planning, including a clear picture of the IT 
architecture that will be used

•	 Strict scope management, to avoid being overwhelmed by the sheer 
complexity of the project

Consider different perspectives in a  
unified approach
Performance is measured according to different KPIs that reflect each 
department’s priorities, making it tricky to develop unified data standards 
for regulatory or steering purposes. The treasury department, for instance, 
will make its own set of assumptions, perhaps relating to refinancing issues; 
the credit department will take a different view, as will risk management. 
Each of these departments will also have its own particular calculation 
engines and favoured metrics. 

Similar methodologies and KPIs across departments might seem a good 
route to a more transparent view of activities across a bank. In practice, 
however, it is necessary for each department to use some of its own 
particular metrics and sets of assumptions. Awareness of the differences 
between their views of the same data is crucial, being able to explain, for 
example, why different yield curves are being used.

Regulators want to see that data is present and that a bank is using it 
properly to understand its risk position. A centralised database with unified 
data across all the different product areas and regions means individual 
contracts can be checked and compared with similar transactions in other 
markets. The main objective is to give management a holistic view of  
bank operations.

Investors feel more 
confident backing a 

group that has a firmer 
grasp of its own risk 
profile, but there are 

also more direct 
commercial benefits, 

which stem from a 
greater emphasis on 

granular data

‘Whilst being a captive, BMW Financial Services acts like a bank. They need to constantly evolve the risk-
steering concept to stay in tune with the latest banking procedures, and global and local regulations.’

ChrIStOPh NOwakOwSkI, ENgagEmENt PartNEr, BEarINgPOINt

STRATEG
IES

103



Engine of growth: driving better risk performance in banking

manage change to mitigate disruption 
Changing processes and shifting responsibilities can cause friction 
between departmental teams. A project lead must take responsibility for 
driving these changes across the organisation and aligning the various 
stakeholders, with continuous support of senior management. 

Automation of IT processes and quick turnaround between gathering 
the input data and making it available as aggregated risk data for top 
management reporting is critical. This enables a proactive steering process 
to pre-empt and respond to the effect of market events on the business. 
These new methodologies and KPIs must influence goal-setting and 
performance assessments to reinforce stakeholder alignment.

Data-centric banks have a growing 
competitive edge
Staying on top of the influx of new rules relating to risk reporting is a 
complex endeavour for financial institutions. It is also an opportunity, 
placing them in a better position to deal with forthcoming changes and 
demands for higher-quality granular data. For example, until recently the 
exact obligations under BCBS 239 were not known. These are part of Basel 
III’s standards relating to risk data aggregation and reporting for banks. 

Figure 1: Benefits of integrated risk reporting and data harmonisation

Speed
Reporting times 

reduced from weeks 
to days

Economy
Automation of 

manual tasks frees up 
productive staff time

Control
Consistent risk data 

for the CEO, CFO 
and CRO

Power
Increasing 

confidence from 
stakeholders and 

investors

Vision
Improved modelling 
gives a clearer view 
of the road ahead

[Indicators?] 

Balance
Better balance 

between profits and 
risks

Source: BearingPoint Institute
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However, applying rules relating to data, such as BCBS 239 or IFRS9 
(International Financial Reporting Standards) is less onerous for those 
organisations that are already committed to the principle of driving 
transparency and generating granular data.

They find it easier to implement these new standards than banks, 
which view them purely as a regulatory burden and are unwilling to 
fundamentally adapt themselves towards being more data-driven 
organisations.

Indeed, many financial institutions now understand that there is a range 
of commercial benefits to be gained from possessing better quality risk 
data (see Figure 1).

There is recognition that the quality of decisions can only be as good as 
the data supporting them. In turn, they understand that this can lead to 
greater efficiency, better decision-making and increased profitability. Simply ripping out 

these older systems 
and replacing them 

is not an option;  
in most cases this 

would be too 
expensive and 

disruptive 
•	 Becoming data-centric and committed to producing 

granular data and improving transparency can make 
it easier for banks to handle upcoming regulatory 
requirements, which is a competitive advantage

•	 More granular, timely and better quality data can 
improve the quality of decision-making within a bank, 
leading to lower loan defaults through to more efficiency

•	 View better integrated finance and risk reporting systems 
as a strategic issue rather than a function of meeting 
increasingly burdensome regulation. Use it to give your 
bank a competitive edge

•	 Set up a separate data warehouse, which standardises 
the data from the bank’s various IT systems and 
business units. This creates what is called ‘the single 
point of truth’

•	 Drive change from the top and align key stakeholders 
behind the move towards increasing transparency and 
an integrated steering approach

•	 Understand that whilst it may be necessary for 
departments to use their own particular metrics and sets 
of assumptions, they need to be aware of the bigger 
picture and conscious of the differences between them

•	 Plan well in advance, communicate widely and often, and 
actively manage to make sure there is no project creep

kEy takE-awayS

‘Decisions are only as good as the data that supports them.’

alExaNDEr BECk, ENgagEmENt maNagEr, Bmw FINaNCIal SErvICES
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Dr rOBErt wagNEr, PartNEr aND FIrmwIDE FINaNCIal SErvICES lEaD, 
BEarINgPOINt, ON why Bmw FINaNCIal SErvICES rEBuIlt ItS rISk aND 
StEErINg mODEl 

Robert, what role does BMW Financial Services 
play as a captive in the BMW Group?
BMW Financial Services supports the sales, customer 
service and loyalty programmes of the BMW Group and 
contributes to profitable growth, accounting for a high 
proportion of the Group’s assets: it is an integral part 
of the value chain. The firm will grow in importance to 
the group as customer behaviour shifts from ownership 
models to flexible usage and mobility services.

What were the motivations for setting up an 
integrated risk-steering model?
The main threats to the firm are credit risk, residual 
value risk, interest rate risk and liquidity risk. Pre-crisis, 
these were mainly managed locally using a range of 
methods, KPIs and IT solutions. This was not sufficient 
to prevent substantial damage during the financial crisis 
of 2008, when it was recognised that an integrated risk 
and return steering approach, harmonised across all risk 
types and markets, would put the financial services arm 
of the group in a much better position to manage future 
unexpected disruptions. It is based on a model called 
RoRaC [Return on Risk Adjusted Capital], which supports 
business decisions that target an adequate balance 
between profit and risks.

What was the main challenge in transforming the 
BMW Financial Services’ risk reporting systems?
Aligning the large number of stakeholders behind 
the move towards improving data quality was 
one of the biggest. Harmonising procedures 
and methodologies could have been disruptive 
for some departments, potentially leading to 
resistance to change. This meant educating people 
within the organisation as to why change was 
happening. Training programmes were put in place 
to help staff adapt to new operational procedures. 
It was also important to align incentives and 
compensation to reinforce new practices around 
better data reporting.

How was the task approached?
Decisions are only as good as the data that supports 
them, so a close focus on data quality was essential, 
requiring the setup of a control system along the 
complete data delivery chain. For accuracy and 
flexibility, all transaction data was collected on a 
single contract level in a central database known as 
the ‘single point of truth’. This made it easier to handle 
and analyse large volumes of complex information 
from more than 3,000 single data fields. 

Data enlightenment and the ‘single point of truth’ STRATEG
IES
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The road less travelled: equipping CFOs for the CEO journey

Designing the solution required excellent knowledge 
about business and IT topics within the internal and 
external project team, and strict scope management 
was needed to keep the complexity of the solution 
under control. A custom-developed solution was built 
from scratch, but high-quality templates were also used 
to avoid having to keep reinventing the wheel.

How far were internal needs taken into account?
Internal needs are always a fundamental consideration 
in these big transformation projects. All stakeholders 
were consulted. It wasn’t just a case of management 
dictating change. The project was piloted in the US, 
and there was a constant dialogue with the head office 
in Germany. You need a strong commitment from the 
pilot market. Their involvement in all essential decisions 
was an important factor in its success.

What benefits are there for BMW Financial 
Services and the BMW Group?
Having higher-quality information means that the auto 
business can make better decisions. The management 
teams can create scenarios to better prepare and plan 
corrective measures before a crisis hits. Its ability to 
actively steer its risk position across the business has 
increased significantly, which helps to keep external 
stakeholders happy, including the regulators, rating 
agencies and investors – not to mention BMW Group. 
In addition, the harmonised global data pool provides 
an excellent basis to quickly and efficiently adapt to 
future standards and regulations, such as IFRS9 and 
BCBS 239.

aBOut Bmw FINaNCIal SErvICES

BMW Financial Services supports the sales, customer service and loyalty programmes of the 
BMW Group, including providing car finance for the purchase or lease of BMW cars. It has grown 
significantly in recent years. 

• Nearly €100 billion on the balance sheet
• 44% market penetration rate on the financing of sales of BMW cars
• 3.6m customers serviced annually 
• 18% return on equity

http://www.bmwfinancialservices.com/ 
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Better connected: can banks and telcos overcome their hang-ups?

Source: BearingPoint Institute
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Banks and telcos share the mobile financial services pie
While banks may be keen to protect traditional areas of financial services, the breadth of opportunity is 

increasing both in developing and developed countries for banks, telcos and providers of over-the-top (OTT) 
services alike. A growing spirit of partnership benefits both of the former groups, while reducing the risk of 

disintermediation by technology companies and OTT pure-plays. 

Banks and telcos share the mobile financial services pie
While banks may be keen to protect traditional areas of financial services, the breadth of 

opportunity is increasing both in developing and developed countries for banks, telcos and 
providers of over-the-top (OTT) services alike; a growing spirit of partnership benefits both of  

the former groups, while reducing the risk of disintermediation by technology companies  
and OTT pure-plays

Source: BearingPoint Institute 
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Better connected: 
can banks and telcos 
overcome their hang-ups?

Mobile telecoms-based banking is gaining traction, 
especially in emerging markets; with a latent, currently 
untapped demand in developed countries, banks can no 
longer afford to overlook partnership with telcos 

Whilst financial services have the potential to offer a new revenue 
source for telecommunications companies (telcos) globally, to date 
most success has been seen in emerging countries where mobile 
networks extend further, are more accessible and have significantly 
lower transaction costs than existing banking networks. 

Whereas people living in rural areas may live several days’ walk from 
a bank, a significant proportion now have access to a mobile phone, 
which can be used to agree terms and deal with financial aspects of 
a transaction. In 2011 for example, only 24% of the inhabitants of 
sub-Saharan Africa had a bank account, and only 33% in South Asia1; 
however 57% of the former region subscribed to a mobile contract  
in 20102.

It is therefore unsurprising that 245 initiatives and projects to enable 
‘unbanked’ populations access to banking services were initiated 
in 2013, over half of which were in Africa. Banks initially saw these 
activities primarily as a threat, as they cut directly into their core 
business, and sought to block telcos from offering financial services.  
But telcos are not going to walk away from the opportunity – faced 
with increasing commoditisation of voice and data, value-added mobile 
money services provide a way to deliver competitive differentiation and 
future profitability. 

IN 30 SECONDS

•  Since telcos first started to 
deliver financial services, 
particularly in developing 
countries, banks have moved 
from a state of dispute to one 
of assessing the potential for 
partnership 

•  Partnerships make sense 
given the different, frequently 
complementary business 
models and value propositions 
of banks and telcos

•  With the West still to adopt 
mobile financial services in 
any real capacity, a significant 
opportunity exists to address 
a latent market need

•  To do so, education, security 
and the customer experience 
remain challenges
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From protectionism to partnership
As the market for mobile financial services has matured, banks and telcos 
have passed through a period of uncomfortable stalemate and have 
started to form alliances. Given that both parties offer different value 
propositions, based on their heritages and business models, the key is to 
consider how these can work in a complementary way across the value 
chain. For example banks have a role in generating a culture of managing 
money; they collect deposits and sell a wide variety of financial services. 
Meanwhile telcos build brand loyalty and look to increase average 
revenues per client, building on basic voice/data services. 

Operational models are also very different – whilst banks may have 
greater ability to manage financial flows, telcos have a broader reach 
when it comes to customer engagement and service delivery. As a 
consequence, profitable relationships can be formed, building on the 
strengths of all parties. For example, Orange Money has a number of 
ongoing relationships with banks: in Kenya, a cooperative partnership 
with Equity Bank3; and in Senegal, all but the management of financial 
flows are being handled by the telco5 (see Figure 1). 

It may be that mobile financial services will become de facto, but beyond 
such examples and commonly cited success stories, such as M-Pesa 
in Kenya and Tanzania, only limited progress has been made even in 
developing countries. The challenge is not just in growing the numbers 
of mobile accounts created, but also in getting people to use them. For 
example, of the 203 million mobile money accounts registered in 
developing countries as at June 2013, only 61 million (27%) had been 
used to perform a transaction in the preceding three months4. 

Banks may have 
greater ability to 
manage financial 
flows, but telcos have 
a broader reach when 
it comes to customer 
engagement and 
service delivery

Better connected: can banks and telcos overcome their hang-ups?
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Customers have 
different priorities 

and drivers towards 
using mobile banking 

services, such as 
simplicity of use, 
security and the 

customer experience

Figure 1: Banks can build profitable relationships with telcos
Partnership model: Orange Money and African banks

Partnership model: Orange Money and African banks

• Product, marketing
and brand

• Client acquisition and
data management

• Platform management
and technology

• Regulation and liquidity
management

• Distribution

COOPERATION
Kenya with Equity Bank

• Product, marketing
and brand

• Client acquisition and
data management

• Platform management
and technology

• Regulation and liquidity
management

• Distribution

LEADER
Senegal with BICIS (BNPP)

Activity carried out by Orange Money

Activity carried out by the bank

Source: BearingPoint Institute 
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24%  of the inhabitants of sub-
Saharan Africa had a bank 
account in 20111

Raising awareness in developing markets
Significant market education is clearly still required, both in generating 
interest in simple and higher-value banking services (such as international 
transfers), and directly with new customers when accounts are opened – 
showing a new customer how simple it is to conduct a transaction has 
been shown to increase the likelihood of people using mobile money 
services. The background for such efforts is evolving, with demographic 
changes such as increasingly city-based populations and a growing 
middle class, coupled with an increased familiarity with technology that 
comes from greater access to it. 

Education is also proving a challenge outside of the developing world as 
a latent, currently untapped demand exists for mobile banking services 
in developed countries. Uptake has been slow, due to a combination 
of factors. In general, access to banking services is already more 

Source: BearingPoint

Is mobile the future of the financial landscape?

MATURITY LEVEL

Emerging countries

Developed countries

PARTNERSHIP APPROACH

Services

Emerging countries

Developed countries

Emerging countries

Developed countries

Payments

Transfers

< Low High >

Figure 2: Is mobile the future of the financial landscape?
Potential market for partnership services

Source: BearingPoint Institute 
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straightforward, making the need for mobile banking less compelling. 
At the same time, individuals can be quite conservative about how they 
manage their money – despite the banking collapse, people still trust 
banks with their finances, or at least see them as the ‘best worst’ option.

As a consequence, customers have different priorities and drivers towards 
using mobile banking services, such as simplicity of use, security and 
the customer experience. A number of partnerships have emerged to 
respond to these drivers, such as Yaap in Spain – a collaboration between 
CaixaBank, Santander and Telefónica8 – and the Soft Card mobile wallet7 

initiative in the US, driven by a number of banks, credit card companies 
and mobile operators. 

Whilst the market is still nascent, such partnerships are seen as an 
inevitable part of the future financial services landscape – with mobile 
payments remaining the main focus (see Figure 2). 

Any model for banks to deliver mobile financial services by themselves is 
difficult to justify if measured against banking criteria such as transaction 
value alone. Working in partnership with telcos, however, offers banks a 
route to market, and keeps new players out of core banking activities. 
Partnerships also limit potential brand erosion, not just from telcos but 
also internet players such as PayPal and Worldpay, and technology 
companies such as Google, Apple, all of whom are lining up to make the 
most of the opportunity. 

Assessing the opportunity for banks
Whilst these remain early days, additional competition looks set to come 
from over-the-top (OTT) players – providers that have no stake in the 
infrastructure involved in either financial services or telecommunications. 
Taking mobile payments as an example, the BearingPoint Institute’s 
2012 market analysis – ‘Who will be the winners in the mobile payments 
battle?’7 – reveals three probable scenarios for the impact of such 
organisations in different geographies:

•	 No short-term impact, due to slow acceptance by relevant target 
customer segments, insufficient standards and/or adoption by 
retailers, and aggressive protectionism from established  
financial institutions 

Both telcos and 
banks can act as 

early movers, 
defining the 

standards and 
working at the  

front lines of 
development, ready 

to spring into action, 
or simply to follow 
where others lead
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•	 Coexistence of traditional (debit/credit) and mobile payments, 
with existing players making room for new players and 
forming an ecosystem that accepts their existence and 
spawns new intermediaries

•	 Total substitution of traditional payment methods (debit/
credit) by mobile payment solutions, resulting in erosion of 
boundaries between banking, payments, communication and 
information technologies

Given that no one scenario is globally valid, both banks and telcos 
need to adopt strategies that take into account the markets they 
address, and consider the role they want to play. Companies on 
both sides can act as pioneers, defining the standards and working 
at the front lines of development, ready to spring into action once 
the opportunity arises as early adopters, or simply to follow where 
others lead. 

Banks and telcos need active strategies to define their partnerships; 
banks, in particular, cannot afford to rest on their laurels. As 
telcos and OTT entrants look beyond their existing, increasingly 
commoditised service portfolios and sense the opportunity mobile 
financial services can bring, they will inevitably exert increasing 
pressure on the traditional supplier of such services – the banking 
community. Banks may remain unimpressed at the advent of 
mobile financial services, but acknowledge that they have no choice 
but to work with telcos as a channel to new markets. Given the 
immaturity of the market, they can take some comfort in the fact 
that they have not yet missed the boat. 
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Both banks and telcos 
need to adopt 

strategies that take 
into account the 

markets they address, 
and consider the role 

they want to play

27%Of 203 million mobile money accounts 
created in June 2013,  

61 million (27%) registered a transaction 
in the preceding three months4

•  Whilst mobile access to banking services makes 
sense in principle, in practice uptake has been slow in 
emerging and developed economies 

•  In both cases, the answer lies with market education, 
both to generate interest and to help on-board  
new customers

•  Banks and telcos are learning that joint propositions 
make a great deal of sense, as each party can build  
on its core strengths

•  Partnering opportunities differ according to product 
type, geography and market maturity.  
The strongest proposition for partnership is  
mobile payments 

•  Beside banks and telcos, internet pure-plays and 
technology vendors are looking to take market share. 
Whilst incumbent providers currently benefit from a 
conservative market, time is not on their side 

•  Companies can choose – or be chosen – to be leaders, 
early adopters or laggards. Such a decision will depend 
on market forces and geographic coverage, but should 
not be left to chance
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A selection of recent BearingPoint Institute papers

Highlights

Banks have it all to lose in mobile payments battle

The issue
For years, mobile money services have improved the lives 
of millions of unbanked and underbanked consumers in 
the developing world. But now we could be on the cusp of 
a widespread payment revolution in Europe and the USA. 

Industry research organisation Gartner predicts that 
transactions through mobile devices will reach USD 617 
billion in 2016, up from USD 235.4 billion in 2013. 

The implications
Banks can no longer afford to rely on legacy business 
models. If banks do not compete with the convenience 
offered by mobile payment rivals, they risk losing out on 
core personal banking services too. 

A 2012 BearingPoint Institute survey into the market 
showed that of more than 2,000 consumers in France, 
Germany, the UK and the US, more than 40% – and 
in Germany more than 60% – said they were ready to 
switch to mobile payments from cash or debit cards as 

long as they were convinced that sufficient security and 
privacy measures were in place. 

Despite the fallout from the financial crisis, banks are 
currently still most trusted to offer this service, but other 
providers are champing at the bit. 

Examples 
Apple, Facebook, Google, PayPal and Starbucks have all 
been investing in mobile money with varying success. 
Apple Pay is the newest entrant on the scene and the 
first to incorporate hardware and software for contactless 
payments. Starbucks is still the king of mobile payments, 
boasting the highest number of transactions with its 
store-specific mobile app. 

Rewards influencing payment method choice

Source: BearingPoint Institute / i2 Media research, 2012

SU
M

M
ARIES

121

Download the full paper at  
www.inst.be/002MP  



Highlights

12
2

SU
M

M
AR

IE
S

The issue
Europe’s infrastructure needs urgent attention but, 
with EU government budgets paralysed by austerity, 
it is unclear who is going to foot the EUR 2 trillion 
estimated cost of a fit-for-purpose transport, energy 
and telecoms infrastructure by 2020.

The implications 
Research conducted by BearingPoint Institute into the 
infrastructure debt market shows that bank finance, 
once abundant, is drying up. A survey of senior 
executives from 55 banks, asset managers, insurers 
and pension funds found that 86% of respondents 
said that banks are offering significantly less long-term 
project financing today than in the past. 

Others appear to be stepping in to fill the void, with 
84% of respondents saying that insurers and pension 
funds are currently ‘extremely interested’ in investing 
in project finance debt. The attractions include stable 

cash flow, highlighted by 90% of survey respondents 
as the most positive feature of infrastructure 
investment. But several challenges are holding back 
insurers from embracing this asset class on the scale 
required to meet Europe’s infrastructure requirements. 

Examples
Some insurers are already engaged in project 
finance: Belgo-Dutch insurer Aegis and French bank 
Natixis announced a partnership in 2012 to invest in 
infrastructure through a joint venture, while Swiss Re 
awarded a USD 500m mandate to a fund set up by 
Australian bank Macquarie in the same year.   

Are insurers the white knights of infrastructure investments? 

Download the full paper at  
www.inst.be/003INB  
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The issue
Insurance companies have always seen value in data 
for day-to-day activities like assessing risk, defining 
pricing models or improving client insights. ‘Big data’ 
and advanced analytics could be disruptive for the 
insurance industry. However, even as insurers look 
to improved analytics and a widening pool of data 
sources, new information-centric market entrants such 
as telcos, retailers and information brokers may be 
more agile than incumbents.

The implications 
Insurers are looking at their data-driven business 
capabilities to try to improve how they use existing and 
new data and analytics. Current efforts are focused on 
areas such as pay-as-you-go pricing, customised and 
individualised products (for example, ‘one-time insurance’), 
enhanced customer insights and improved fraud 
detection. However, a vicious cycle of negative factors are 
slowing insurers’ efforts to innovate and grow. 

Based on client experience and leading-edge 
research, BearingPoint has defined the criteria 
for success in terms of speed, partnerships, open 
data, skills and governance. 

These ‘five pillars’ of emerging best practice can 
help insurers respond to the vicious cycle, remain 
competitive and position themselves against new 
market entrants in a data-rich, smarter future. 
Yet these pillars also make clear differences in 
thinking and action between the ‘leaders’ at 
the forefront of the information revolution in 
insurance and the ‘laggards’. 

Insurance is getting smarter, but are insurers? 
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