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Introduction

In 2020, the European market environment was dominated by 
the global COVID-19 pandemic and Brexit . The global economy 
was shaken by a short but deep recession of historic proportions . 
Within Europe, the southern EU countries and, increasingly as a 
result of Brexit, the United Kingdom, were hit hard . In addition, 
important trading partners of Germany, such as the USA and 
China, suffered from a significant decline in economic output .

Before the coronavirus pandemic, banks were focused on 
transformation . Key strategic action areas were business model 
alignment, cost reduction programs and digitalization . Increasing 
uncertainty in the markets and among customers brought asset 
quality and risk provisioning back into focus for banks . Far-
reaching support measures by various state institutions prevented 
the crisis from escalating in 2020 . Despite a considerable increase 
in loan loss provisions, banks achieved remarkable results due to 

1  Source: Creditreform - “Insolvencies in Germany, 1  . Halbjahr 2021” (as of August 19, 2021)
2  Excluding banks in the UK, Switzerland and Norway

This year’s study is based on the analysis of the annual 
financial statements of 123 European banks covered for 
the period from 2013 to 2020 and supervised by the ECB 
or national supervisors . The dataset covers over 70 percent 
of the aggregated total assets of all monetary financial 
institutions in the European Union .2 For ESG, external 
ratings from independent rating agencies were used . A 
detailed explanation of the data basis can be found in the 
corresponding section “ESG as a way out of the earnings 
spiral” (page 12 f) .

For detailed analyses based on the size of the banks, the 
following size classes were formed:

To analyze regional developments in the European banking 
market, the banks were allocated to the following regions 
or countries according to the country in which they are 
headquartered:

To adjust for currency effects, non-euro financial statements 
for the entire period under review were converted at the 
respective closing rates as of December 31, 2020 .

Size 
class Balance sheet total Number  

of banks

SC 1 > € 500 billion 26

SC 2 between € 150 billion and € 500 billion 23

SC 3 between € 30 billion and € 150 billion 52

SC 4 < € 30 billion 22

total 123

Region Number 
of banks

Austria and Switzerland (AT & CH) 19

Belgium, Netherlands & Luxembourg (Benelux) 13

Spain and Portugal (ES & PT) 14

France 9

Germany 23

Italy 9

Finland, Sweden, Norway & Denmark
(Nordics)

16

The United Kingdom and Ireland (UK & IE) 20

total 123

the sector’s positive capital market environment and regulatory 
and monetary policy measures .

The competitive situation in the European banking market 
remains intense at present and is characterized by mergers, 
particularly in Southern Europe . The German market is also 
seeing an increase in mergers and cooperations and cost-cutting 
programs to increase profitability . On the customer side, demand 
for loans is growing due to the pandemic, but at the same 
time, there is a record savings rate among private households . 
Since lockdowns and other restrictive measures to combat the 
pandemic will continue well into 2021 for parts of the economy, 
such as the suspension of the obligation to file for bankruptcy 
in the event of insolvency, uncertainty remains in the banking 
market, which continues to hamper the necessary transformation 
of the banks . Regarding insolvencies, according to Creditreform, 
falling insolvency figures were recorded in 2020, while a 
significant increase of around 63 percent in insolvencies in the 
private consumer sector is expected in 2021 .1 

Methodology
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In most regions, banks have been able to reduce their operating costs;  
the problem seems to lie much more in profitability
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European banks improved their cost base

As our banking study “Banking Efficiency - simplify for the future” 
has shown, the strict cost-cutting programs of recent years are 
not the solution for long-term success . To be sustainably fit 
for the future, overarching digitalization measures such as the 
transformation and modernization of processes and systems are 
necessary .

During the crisis, German banks were able to successfully reduce 
costs through transformation programs and, at the same time, 
did not suffer high losses in earnings . They are on the path to 
improved efficiency and increased profitability . Nevertheless, there 
is enormous potential in Germany and other European regions 
in developing new revenue streams . In 2020, bank earnings 
continued to fall across Europe, continuing the downward spiral 
that began in 2015 . The largest banks, in particular, suffered 
a significant drop in earnings . Their earnings slumped by 3 .4 
percent year-on-year compared to the European average of -3 .1 
percent despite a substantial increase in the size of their balance 
sheets and an increase in new loans granted .

In terms of regions, only Austrian and Swiss banks were able 
to increase their earnings significantly . In an overall economic 
environment characterized by new digital entrants, a refinancing 
rate of 0 percent since 2016 and a deposit facility of -0 .5 percent, 
which has been in place since September 2018, the earnings 
development is a consequence of general conditions . The 
business environment for banks will remain challenging in 2020 .

On the cost side, a 2 .4 percent decline was recorded in Europe, 
which was less than the drop in income . While Italian banks saw 
an exceptionally high increase in costs of 13 .2 percent, mainly 
due to staff reductions and the associated severance payments, 
the average cost savings of the remaining regions as a whole was 
4 .0 percent . While this means that these banks are improving 
their profitability in the short term, structured investments 
are required to sustainably expand the earnings situation, 
counter the increasing pressure to transform and maintain their 
competitiveness .

Figure 1: Change in costs and revenues by region
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The COVID-19 crisis has structurally transformed 
the balance sheets of European banks

The banking market has been significantly affected by the 
COVID-19 crisis, leading to a rebalancing of balance sheets . The 
aggregate balance sheet of European banks increased by 10 
percent in 2020 compared with an average growth of only 1 .3 
percent in the years from 2016 to 2019 . Balance sheet extension 
continued for a further six months, as was already the case in the 
first half of 2020 .

The largest banks (SC 1) recorded the highest increase in the 
financial year 2020, with total assets increasing by 11 .2 percent, 
while these banks recorded the flattest increase from 2016 
to 2019 compared to the other size classes . This development 
is notable given the global influence of the SC 1 banks and 
their corporate clients, which had an unsurprisingly increased 
demand for credit during the crisis . Therefore, balance sheet 
growth was still due to the increase in the volume of loans . This 
effect was supported by government measures such as the ECB’s 
long-term tender TLTRO-III3 . Banks also massively increased 
their cash reserves and central bank deposits and thus their 
liquidity reserves .

 

The volume of lending grew in most European regions . Italian 
banks showed the highest increase in lending volume and 
total assets of 12 .2 percent and 14 .6 percent, respectively, 
compared to the other countries in 2020 . This growth reflects 
the fact that Italy was hit particularly early and hard by the 
COVID-19 crisis . As a result, more economic support measures 
were taken, such as the granting of state-guaranteed loans . In 
addition, French banks recorded an extraordinary extension of 
their balance sheets by more than 16 .0 percent in 2020, which 
was not caused solely by the crisis but by mergers with financial 
institutions outside the pure banking sector .

Only the loan portfolios in Spain and Portugal and the Benelux 
countries declined by 4 .3 percent and 2 .0 percent, respectively . 
Concerning the Spanish banks, this development of the Spanish 
banks was mainly due to their South American subsidiaries . Brazil 
was hit hard by the crisis, which led to a poorer economic outlook . 
The write-downs and value adjustments of the Spanish banks 
operating there amounted to a double-digit billion figure .

Figure 2: Change in total assets

3  The targeted longer-term refinancing operations (TLTROs) are operations conducted by the Eurosystem to provide financing to credit institutions . In these operations, lending 
rates may be lowered from June 24, 2020 to June 23, 2022 up to 50 basis points below the average interest rate of the euro area for the deposit facility and as low as the 
average interest rate for the deposit facility during the remaining term of the respective TLTRO III . 

 Source: ECB - “Targeted longer-term refinancing operations” (as at 19  . 08  . 2021) 
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Although the volume of lending in Europe increased overall, the 
share of loans in the balance sheet total fell in 2019 by just 
under 4 percent . A key reason for this was securing liquidity, 
which was another driver of the balance sheet increase . As 
the uncertainty resulting from the crisis grew and, with it, risk 
aversion, cash reserves and central bank deposits, in particular, 
increased massively to ensure solvency .

SC 1 banks alone expanded their liquidity reserves by almost 
70 .0 percent in 2020 compared to the previous year . In the first 
half of 2020, banks significantly increased their share of cash 
reserves and central bank deposits on their balance sheets . This 
growth expanded further in the following six months so that 
the liquidity reserves grew by a total of 4 percentage points to 
11 .7 percent of the balance sheet total in 2020 .
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The increase in total assets has not necessarily led to a higher volume of lending
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Although private banks lent twice as much as publicly owned 
banks in absolute terms, it is noteworthy that the growth in the 
loan portfolio of public banks was significantly higher . This year-
on-year jump in growth reflects the large number of promotional 
loans granted, largely based on the measures taken to overcome 
the COVID-19 pandemic in European countries . The fact that 
banks in the public sector, in particular, were used to grant 
bridging loans was probably due to the design of the support 
measures, which were aimed primarily at financing small and 
medium-sized enterprises (SMEs) . Savings banks and cooperative 
banks tend to be strongly positioned among these . For example, 
in the course of the “KfW Special Programme 2020,” around  
€ 46 billion in loans were granted, with more than 97 .0 percent 
committed to small and medium-sized enterprises .4

 

A similar picture emerges from the various national monetary 
policy measures across the euro area . At the supranational level, 
these were supported by measures under the PEPP5 . 

In this context, a further structural break can be seen in risk-
weighted assets (RWA) . Despite growth in lending, they were 
at the same level for private banks and significantly below the 
previous year’s figure at public banks . The change in RWA may 
be due to a decline in the probability of default for existing 
loans . Such a development is more than unlikely during a global 
pandemic and economic crisis; the decrease in RWA is based 
on a change in new loans . Specifically, this means that loans 
originated in the past year carry a lower risk . The explanation lies 
in the collateral provided by state support programs, which mainly 
affect public banks . To ensure unbureaucratic and rapid lending, 
all countries relied on extensive state guarantees and sureties to 
ease the burden on institutions when granting new loans . The 
share of guarantees assumed by the state ranges from 60 to 100 
percent, with complete risk assumption being offered by Germany, 
France, Italy, Austria, Switzerland and the Netherlands .

Private banks also showed a decline in RWA, leading to a 
reduction in the RWA ratio that has been taking place since 
2016 . While the ratio to total assets was still 33 .3 percent in 
2016, it only reached a value of 29 .8 percent in 2020 . The banks’ 
declining risk appetite, partly due to the impending tightening of 
existing regulations, also meant lower earnings opportunities and 
intensified the pressure to generate new sources of income .

4   Source: KfW - “KfW special program to be extended and expanded” (as of August 19, 2021)
5   The ECB’s Pandemic Emergency Purchase Programme (PEPP) is a non-standard monetary policy measure initiated in March 2020 to address the significant risks to the 

monetary policy transmission mechanism and the economic outlook in the euro area posed by the outbreak of the coronavirus
 (COVID-19) have arisen . Source: ECB - Pandemic emergency purchase program (PEPP) (as of August 24, 2021) .

Lending by public-sector banks boosted by 
government risk protection

Figure 4: Change in total assets, lending volume and RWAs at 
public and private banks
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“Regulations and supervisors have a major impact on banks’ profitability and  
business model. In summary, almost every regulation has repercussions on the  
business model, some even so strong that one has to ask whether the business  
model won’t ultimately end up dead.”            

Despite the pandemic, banks were able to strengthen their capital 
base in 2020 further . Common equity tier 1 capital ratio rose 
from 13 .5 to 15 .7 percent between 2016 and 2020 . The Nordics 
led the way with 18 .9 percent, while banks in Spain and Portugal 
only had a ratio of 13 .0 percent . In terms of size, the equity ratio 
tended to increase with decreasing size, with large international 
banks achieving the lowest ratio at 14 .5 percent .

 

Learning from mistakes – the equity base is stable 
despite global crisis
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Figure 5: RWA ratio at public and private banks

In general, however, the equity situation of European banks is 
much better than before the financial crisis in 2008 . At the end 
of 2007, SC 1 banks6 reported a Tier 1 ratio of 8 .7 percent . This 
ratio more than doubled to 17 .7 percent at the end of 2020, 
which shows that regulators and banks learned from the last crisis 
and were prepared for the latest one . Nevertheless, critical voices 
on the subject are also increasing . Adequate capitalization of 
banks is important, but some industry representatives are already 
warning against excessive capital requirements under Basel IV .

6   Banks in today’s SC 1, if they or their predecessor institutions already existed in 2007

The RWA ratio continues its downward trend, driven 
by a sharp rise in total assets and falling RWAs

Dr. Florian Toncar,  
Member of Parliament FDP
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7   Source: Frankfurt EURO FINANCE Summit 2021, Speech Christian Sewing
8   Supervisors regularly assess and measure the risks to which individual banks are exposed . This core activity is referred to as the supervisory review process .
 Supervisory Review and Evaluation Process (SREP) . Source: ECB - “What is the SREP” (as at August 24, 2021) 

According to the President of the Association of German 
Banks, Christian Sewing, the current plans would increase the 
capital requirements for banks in the EU by an average of 18 
percent and for large institutions by even more . The economic 
consequences would be severe, as banks would be able to grant € 
8 .5 trillion7 less in loans . Another problem induced by Basel IV is 
the disadvantage of European banks compared to US banks . For 
years, the local banks have been calculating with internal models 
while the overseas competition operates with standard models .

Under Basel IV, the delta of the two models may not exceed  
27 .5 percent . This means that the capital requirements of 
European banks will increase by an average of 18 percent, not 
taking into account the special feature of the SREP buffer .8 
Local banks have to accept separate capital surcharges that 
are often higher than the Basel standards . Therefore, industry 
representatives are calling for the SREP buffer to be included so 
that capital requirements do not have to be increased too much 
and fair conditions of competition prevail .

Figure 6: CET1 ratio by size class

Figure 7: CET1 ratio by region
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and is now at its highest level in the last five years.
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A threat of rising risks

Due to the coronavirus crisis, risk provisioning has become the 
central focus of banks and has made a considerable leap in the 
European banking market over the past year . While it fell by 
around a third between 2016 and 2019, it more than doubled 
to 225 percent in 2020 . The highest percentage increases were 
recorded in Austria and Switzerland (+422 percent), Germany 
(+340 percent) and Great Britain and Ireland (+334 percent) . 

Starting from a low base in 2019 of 36 percent in Germany and 
just 33 percent in Italy of the 2016 risk provision level, these two 
especially needed to increase provisions .

The risk provisioning level of Spanish banks is 83 .4 percent 
compared to Italian and German banks . However, while German 
banks have also made massive corresponding provisions, Italy’s 
banks (+164 percent), along with Spain’s (+158 percent), are 
among the countries with the lowest allocations to loan loss 
provisions . As both countries were hit particularly hard by the 
pandemic, the question arises as to whether the precautionary 
measures taken on the banking side are sufficient to survive the 
crisis, especially as the banking sector in both countries already 
required massive state support during the last crisis, which resulted 
in a public finance crisis .

Figure 8: Change in risk provisioning by region
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In terms of RWAs, banks have benefited from the economic 
upswing of the last decade . Since the amount of RWAs to be 
held in various financing instruments, such as loans and bonds, 
depends on the creditworthiness and rating of countries and 
companies as borrowers, the banks were able to lend money with 
relatively little equity capital and thus generate income . Because 
both EU countries are struggling due to the enormous public 
financial aid and many companies are struggling due to the loss 
of earnings due to the crisis, they are also exposed to the risk of a 
rating downgrade . This, in turn, could confront some banks shortly 
with a sharp increase in their RWA position for loans and bonds 
already issued .

A look at the German banking market shows that the threat of 
a rating downgrade is real and present . Here, the rating agency 
Standard & Poor’s (S&P) downgraded the rating of some German 
banks in June 2021 . This primarily affects the cooperative and 
public sector banking sector . The downgrade reflects the sector’s 
ongoing profitability problems . The pandemic has increased the 

challenges for German banks and made them less competitive . 
Banks operate in a very competitive market with resulting 
low-profit margins . This is compounded by high costs and slow 
progress in digitalization compared to global peers, argues 
S&P . Last but not least, the BGH ruling on account fees9, which 
according to BaFin calculations, could cost banks up to half of 
their annual profits, also represents a burden for the German 
banking sector . This burden is exacerbated by the persistently low-
interest-rate environment and results in German banks’ general 
earnings difficulties .

It can be seen that public sector banks are much worse than 
private sector banks in terms of net interest and commission 
margins, with values of 0 .58 percent and 0 .32 percent, 
respectively, compared to 0 .85 percent and 0 .78 percent . In terms 
of risk-weighted assets, the public banking sector in Germany is 
also slightly worse off than the private sector . Between 2016 and 
2020, this position increased by 1 .4 percent, while in the private 
sector, the value fell by 1 .2 percent in the same period .

Figure 9: Change in margins and earnings in the public and private banking sector in Germany

9   The BGH ruling of April 27, 2021, has decided that fee increases on the part of the bank require the explicit consent of the customer . Previously, the absence of a customer 
response was considered silent consent . Where affected, customers can now reclaim the fees paid since 2018 from the bank . Source: Federal Court of Justice - “On the 
invalidity of clauses that feign the customer’s consent in the event of an amendment to the GTC” (Status: August 19, 2021) 

Earnings 2016-2020

2016

Commission margin

Net interest margin

Net interest income

Commission income

2020

0.4 %

17.2 %

-7.7 %

0.79 %

0.87 %

0.30 %
0.78 %

0.58 %

-7.5 %

0.85 %

0.32 %

0.63 %

Public banks Private banks

“The density of banks in Germany is very high. In addition, foreign and digital  
competitors are pushing into the German market, aggravating the situation.  
Furthermore, according to a study by McKinsey, German bank customers pay  
an average of €135 for everyday banking services, while the European average  
is €256 - this is hitting earnings.”

Madeleine Sander,
Chief Financial Officer,

Hauck & Aufhäuser

Margins 2016-2020
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As an intensifying megatrend, environmental and social issues 
have become increasingly important for society and financial 
market players during the last few years . As a result, so-called 
socially responsible investing (SRI) has gained importance . The 
consideration of ESG factors in recent years has increased and 

become a megatrend . On the one hand, banks themselves 
are committing to comply with specific minimum standards 
and principles . On the other hand, various ESG instruments 
and securities have emerged, and banks actively promote 
sustainable financing .

“What we have seen so far in terms of digitalization was just the beginning.  
This process will now develop a completely different dynamic and, for me and  
the bank, will be known in the coming years as “Mastering The Deep Technology  
Game.” It’s about being radically open to new technologies, questioning what  
already exists, and also considering what the “new world”will look like for  
lending institutions.”

Madeleine Sander,
Chief Financial Officer,

Hauck & Aufhäuser

However, a look at interest and commission income shows a 
differentiated picture . In recent years, the public sector banks 
have improved their position compared with the private banks 
significantly . Their net commission income rose by 17 .2 percent 
from 2016 to 2020 . Net interest income also increased by no less 
than 0 .4 percent, while private banks in Germany had to cope 
with more than 7 percent declines in both .

This result shows that the poorer margins are mainly due to a 
strong expansion of total assets . However, as personnel and 
non-personnel costs at public-sector banks in Germany have risen 
by 9 .4 and 4 .7 percent since 2016, while those at private sector 
banks have increased by  8 .1 and 18 .7 percent, the downgrading 

by S&P is based less on weak earnings and more on the high 
costs . The public banks (+15 .6 percent) also lag behind the 
private banks (+21 .5 percent) in terms of IT costs as an indicator 
of progress in digitalization . If the COVID-19 pandemic continues 
to progress, the banks will be confronted with increasing risk 
assets, requiring additional equity capital, which would be a 
further profitability burden . Public banks in Germany are more 
exposed to economic risk due to their cost situation, while private 
banks are more threatened by their weaker earnings situation .

The balance sheet of the COVID-19 crisis
2020 marks the end of an extraordinary year . Even though 
banks were not affected by the lockdowns and the associated 
restrictions on economic life to the same extent as other sectors, 
they also felt the pandemic’s direct and indirect consequences . 
While the transformation to a sustainably profitable business 
model was still at the top of the agenda of many banks at the 
beginning of 2020, the outbreak and rapid spread of the virus 
pushed that into the background, at least in the short term . As a 
result of frequent reprioritizations, delays in the transformation 
process are unavoidable .

However, the banking sector proved last year that it is also 
capable of acting at short notice . For example, the rapid action 
of the banks and the provision of additional liquidity in the form 
of loans and deferrals ensured that the shaken German economy 

could be supported by financial stability . This was a challenge 
for development institutions, particularly as they had to quickly 
establish new processes to implement the various subsidies and 
bridging aids .

Nonetheless, this does not mean that the banks’ long-term and 
structural problems are off the table . The pandemic made this 
very clear to us . The digitalization of end-to-end processes has not 
yet been holistically implemented . For many banks, the business 
model has not yet been adapted to an extent that it can react ad 
hoc to unforeseen changes in the framework parameters .

ESG as a way out of the earnings spiral
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External agencies compare the ESG strategies of different banks 
by analyzing all the ESG information disclosed by each company . 
These ratings represent the risks associated with ESG and have 
become an important factor in investor decision-making . An 
above-average rating is an important element for a company’s 
long-term successful and effective ESG strategy .

In this study, the banks were analyzed based on their MSCI 
ESG and Sustainalytics ratings . In total, 84 of the banks 
(approximately 70 percent) were rated by at least one of the two 
rating agencies, with 46 actively reporting this in their annual or 
sustainability report . In this study, 41 banks received a rating from 
MSCI10, and 81 received a Sustainalytics11 rating .

It can be seen that banks in categories 1 and 2 in the 
Sustainalytics rating have performed better than the average 
over the last three years in terms of both net interest income and 
fee and commission income . While net interest income declined 
by 4 .9 percent in the market, an increase of 0 .6 percent can be 
seen at banks in category 1 . In category 2, earnings declined by 
only 1 .5 percent . In terms of commissions, the market as a whole 
recorded a decline of 2 percent . Banks in Category 1, however, 
increased their revenues by 7 .9 percent over the same period, 
and those in Category 2 saw their revenues decline by only 0 .5 
percent . The situation is similar according to the MSCI rating . 
While net interest income has declined by 4 .6 percent since 2018,  

“Leaders” show a reduction of only 2 .9 percent . A similar trend can 
be seen in commission income, where a decrease of 1 .9 percent 
across the market contrasts with a drop of just 0 .2 percent at the 
leading banks .

Although bank valuations have gained momentum in recent 
years, it is already apparent that above-average positive 
valuations correlate with above-average earnings performance .

The significant growth of the ESG market in recent years proves 
that ESG compliant action is much more than a short-term trend 

– this can be seen in the gender diversity on boards of European 
banks . In 2020, the proportion of women increased by 6 .0 percent 

compared to 2016, significantly contributing to governance . 
Compared to banks with a homogeneous board, those with higher 
diversity also show better cost and earnings performance .

On the other hand, the increasing investor interest, the number 
and diversity of issuers and the wide range of products available 
clearly show all the signs of an already well-established market . 
It is expected that the ESG market will continue to grow in 
importance in the coming years . As a result, companies that do 
not integrate ESG criteria into their business activities will be at a 
disadvantage as they will not have access to this new and rapidly 
growing investor base . This highlights the importance of banks 
incorporating ESG into their strategy to remain profitable and 
competitive in the long term and increase their earnings .

10   The MSCI Rating ranks banks according to Leader (AAA-AA), Average (B-BBB) and Laggard (B-CCC) . Leaders are companies that are leaders in their industry according to ESG 
criteria . Average is defined as companies with a mixed and unexceptional track record in managing ESG opportunities and risks .

 -risks . Laggards classify laggard companies that are conspicuous for their high ESG risks . Source: MSCI - “ESG Ratings” (as of 19  . 08  . 2021)
11    The Sustainalytics rating assesses banks in five classes of ESG risks that can impact enterprise value . Negligible (0-10), low (10-20), medium (20-30), high (30-40) and  

severe (40+) . Source: Sustainalytics - “ESG Risk Ratings” (as of August 19, 2021)

Figure 10: Change in earnings by ESG risk

Veränderung Erträge nach ESG-Rating
Sustainalytics 2018 bis 2020
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Income 18-20

Change in Commissions 
Income 18-20

negligible 
risk (1)
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risk (4)

0.6 %
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-4.7 %

-11.3 %
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7.9 %

“Banks have a key role to play in the area of sustainability as they have  
a direct influence on businesses and ultimately social and environmental  
issues through investment and provision of funds.” Madeleine Sander,

Chief Financial Officer,
Hauck & Aufhäuser

Banks with a very good ESG rating have a higher net 
interest income and net fee and commission income than 

their peers, which have a lower rating
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The decline in earnings is also reflected in the profitability of the 
banks . Return on equity (RoE), which has been weak for years, 
deteriorated again in 2020 . While the average return on equity 
in 2019 of the study underlying European banks was 6 .1 percent, 
this has almost halved in 2020 and is now 3 percent . In particular, 
the results of the Spain and Portugal, Benelux and Italy regions 
were hit hard . On the other hand, unlike the rest of the banking 
regions in Europe, the DACH region was able to improve its cost-
income ratio (CIR) and realize efficiency gains . Although German 

The importance of ESG is also becoming crucial for the 
European supervisory authorities . To promote standardization 
in the still very diverse ESG landscape, the European Banking 
Authority (EBA) published an “Action Plan on Financing 
Sustainable Growth” for the banking industry at the end of 
2019 . This includes, among other things, a clear and detailed 
EU taxonomy as a classification system for sustainable activities, 
the creation of an EU Green Bond Standard and labels for 

“green” financial products, the development of benchmarks 
for climate and sustainability, including their publication 
requirements as well as improved integration of sustainability 
aspects in ratings and market research . Since then, consultations 
have been ongoing between the EU, EBA and the banking and 

Figure 11: Change in RoE and CIR by region 
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The return on equity of European banks collapsed in 2020 
and the CIRs of the regions show a mixed picture

investment industry, and the technical implementation can be 
expected within the next few years . Banks that make this topic 
part of their transformation focus are laying the foundation 
today for their competitive advantage tomorrow .

The results show that the performers are less exposed to ESG risks 
or are better at managing them and integrating ESG factors into 
their operations . This is evident from the fact that the performers 
were, on average, rated better by the various ESG rating 
agencies than the laggards, which in turn has an impact on the 
performance .

Bank performance – the gap between performers and 
laggards continues to widen

banks reduced their CIR by around 4 percentage points last year, 
they still bring up the rear with a CIR of 74 percent and still face a 
high need for action to reach a European level .

In line with RoE and CIR, pre-tax profit (EBT) in 2020 also 
deteriorated significantly compared to the previous year due to 
earnings losses and massive risk costs, plummeting by 44 percent . 
However, there are significant differences between banks .
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While 75 percent of European banks still exceed a CIR of more 
than 55 percent (Laggards), 25 percent have a CIR below 55 
percent (Performers) . Laggards’ EBT plummeted by 50 percent 
in 2020 . Laggards’ earnings were hit hard in 2020 - they lacked 
the flexibility to counter weak earnings on the cost side . On the 
other hand, the performers have proven to be more robust and 

kept earnings before risk costs in check . The earnings of these 
banks were hit significantly less in 2020 . In addition, they were 
able to absorb the already lower earnings losses through targeted 
investments to leverage cost efficiencies . The massive efforts 
of the past years have proven to be an anchor for stable and 
sustainable results and the key to long-term success .

Figure 12: Change in EBT of the performers

Figure 13: Change in EBT of the laggards
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Performers have remained stable, only the high risk provisioning weighs on earnings before taxes

Laggards’ pre-tax profit slumped due to high risk provisions and lower profitability
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Catching up on efficiency remains a key task for European banks . 
Numerous measures ranging from subject-specific optimizations, 
IT outsourcing, branch closures and staff reductions have so far 
failed to move the European banking market toward a healthy 
and sustainable business model . While the average CIR in 2020 
is 64 .0 percent, the COVID-19 crisis reveals the strengths and 
weaknesses of European banks . The laggards’ broad-based 
austerity programs have not been successful to date and have 
not proven robust in the COVID-19 crisis . The laggards’ CIR also 
deteriorated by 0 .7 percentage points in 2020 . The comparison 
with the successful performers suggests that these institutions are 
taking different strategic approaches . 
 
The performers reacted early and consistently, expanding 
their competitive advantages through massive investments 
in modernizing processes and systems . They are pushing 
artificial intelligence, robotic process automation (RPA) and 
other technologies to automate processes . Performers are also 
implementing standard software as cloud solutions to keep bank 

costs low over the long term . Their IT costs increased by over 
40 percent from 2016 to 2020 . On the other hand, Laggards 
rely on savings programs, which do not have the desired effect . 
The figures reflect the fact that successful banks are taking 
the path to sustainable efficiency via a holistic transformation 
and modernization of processes and systems . This also 
includes adjustments in personnel structure and corresponding 
investments to bring the employees’ necessary skills into the 
organization for a sustainable transformation and to increase 
profitability . The situation is different for banks with a CIR of 
over 55 percent, representing three-quarters of the total market . 
Despite enormous efforts and optimizations in the individual 
cost drivers, these banks are making only limited progress . The 
development of their figures, such as CIR and profit, indicates 
that, for example, the combination of strict savings programs and 
selective modernization measures often only leads to a shift of 
costs between the divisions and from run to change . Visible and 
sustainable success usually fails to materialize .

Transformation as the key to sustainable efficiency

Figure 14: CIR – performers and laggards
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Performers were able to improve their CIR in 2020 despite the challenging environment, 
while Laggard’s deteriorated again slightly
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Overall, it can be said that the banks have entered the pandemic 
period strengthened by the experience gained and measures 
taken in the aftermath of the 2007 to 2009 financial crisis . Here, 
the corresponding adjustments in the product portfolios and the 
focus on the core business areas at the successful banks have 
proven their worth . In addition to crises that require banks to 
adapt, they are also exposed to steadily increasing competitive 
pressure that is sinking their earnings targets and growth 
prospects . In this context, banks face growing competition 
within their market, and a rising number of digital ecosystem 
providers are offering financial services to secure shares in the 
commission business .

With the COVID-19 pandemic and its economic impact on banks, 
digital transformation and growth initiatives have stalled . With 
a focus on our NEW Banking approach, we assess the following 
strategic areas of action as priorities for the next two to three 

years to accelerate transformation and build on the foundation 
achieved to date:

N - Sustainability

1 . Integrate ESG requirements and ESG strategy into a workable 
and credible transformation approach that also takes into 
account win-win situations (e .g ., with cost reductions or growth 
ambitions) to increase profitability

2 . Actively embed change within the bank’s organization and 
processes

3 . Implement external requirements, such as reporting, in data 
management using synergies from existing specialist content 
and selected external information sources in a business case-
oriented manner

Actively manage pandemic consequences, adapt 
and accelerate transformation

Figure 15: Indexed spending on IT looking at performers and laggards
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Performers invest significantly more in their IT, while laggards continue to stagnate at a low level
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E - Efficiency

1 . Actively manage risk positions and proactively manage credit 
losses

2 . Further strengthen cost management and also underpin 
investment initiatives with a robust business case

3 . Professionalize data management, streamline architecture 
and digitalize processes

W - Growth

1 . Cross-channel digitalization of the customer relationship - 
from onboarding to consulting and product closure

2 . Use of data to create new digital products for the respective 
customer groups to strengthen commission income

3 . Achieve scaling effects through cooperation on non-core 
products and with other industries in sales and product 
design (bundling)

From our point of view, we advise banks to follow the NEW approach to succeed in the transformation process to a sustainably profitable bank .
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BearingPoint is an independent management and technology consultancy with 
European roots and a global reach . The company operates in three business units: 
The first unit covers the advisory business with a clear focus on five key areas 
to drive growth across all regions . The second unit provides IP-driven managed 
services beyond SaaS and offers business critical services to its clients supporting 
their business success . The third unit provides the software for successful digital 
transformation and regulatory requirements . It is also designed to explore innovative 
business models with clients and partners by driving the financing and development 
of start-ups and leveraging ecosystems . BearingPoint’s clients include many of 
the world’s leading companies and organizations . The firm has a global consulting 
network with more than 10,000 people and supports clients in over 75 countries, 
engaging with them to achieve measurable and sustainable success .
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