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"EUROPEAN BANKS’ LOST DECADE" 

 About regulatory burden and negative interest rates... 

 Will the banking model disappear? 

 What can banks do to regain investors’ interest? 

 

 

 CHART OF THE WEEK: "The yield curve as a performance indicator" 

 

 

 

 

 

 

 

 

 

 

ANALYSIS OF FINANCIAL MARKETS 

The European banking sector has been one of the best performers since the beginning of the year, up 

21.1% compared to the Stoxx Europe 600 (+15.7%). The sector tends to outperform as the yield curve 

steepens (see chart of the week). The expected cyclical rebound following the reopening of the post-covid 

economy also explains this renewed optimism.  

European banks have been structurally underperforming for over 10 years. The amount of bad debts due 

to both the financial crisis of 2008 and the European debt crisis in 2011 have weakened banks' balance 

sheets.  The regulations put in place to strengthen their capital base and the low interest rate policy of 

central banks have considerably altered their business model.  
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The measures put in place by the ECB and bank supervisors have forced banks to reduce their most risky 

activities... but also their returns. Thus, the composition of balance sheets has evolved significantly 

towards less risky assets (e.g. loans to customers and cash have increased from 48% in 2008 to 60% in 

2020). On the liabilities side, equity has more than doubled, while customer deposits have increased from 

31% to 47%. 

The Covid-19 pandemic has once again raised the spectre of systemic risk with the possible rise of 

corporate bankruptcies or excessive household debt. As is now well known, governments came to the 

rescue of companies and households during the lockdown periods and engaged into massive stimulus 

packages to avoid the pitfalls of the financial crisis. 

Early data suggest that households have begun to consume the savings built up during the pandemic. 

Although some Covid risks remain, increased spending may lead to a stronger recovery than initially 

expected and gradually reduce banks' excess liquidity. These two actions combined could help banks 

generate better returns on tangible equity (ROTE) and inflate valuation multiples (P/TBV). (see Fig. 2) 

 

Fig. 2 - Bank valuation and return on tangible equity  

 

 

 

Yet even with the expected improvements, the profitability outlook for banks remains poor. Analysts 

expect the return on equity of banks within the euro area to recover only gradually, reaching 6% in 2022, 

way below that of the major US banks (12%). This return also remains below the estimated cost of equity 

of 8.5% (see Fig. 3). This partly explains European banks’ discount vs. to US banks. 

 

BAMI

BBVASAN

BNP

DNB

UCG

VMUK

KBC

ING

EBS

ISP

HSBC
NWG

SEB

BARC

SHBA

DANSKE

BAWAG

PKO

GLE

STAN

BKT

SWED

SAB

CABK

CBK

BIRG

ACA

RBI 

NDA

DBK

 0,2

 0,4

 0,6

 0,8

 1,0

 1,2

 1,4

 1,6

 (15)  (10)  (5)  -  5  10  15  20  25

P
/T

B
V

ROTE
Source: Bloomberg, Atlantic Financial Group 



 
 

 
 

 

3 
 

Fig. 3 - Self-assessed costs of equity for euro area banks by country  

 

 

 Between regulatory burden and negative interest rates. 

The regulatory burden for retail banks should not increase further. The same may not be true for 

investment banks. The debacle earlier this year of the family office Archegos and the Greensill fund is 

pushing the regulator to review its supervisory tools. In some areas, such as leveraged finance (e.g. LBOs) 

or equity derivatives, the prudential measures in place do not seem sufficient. The regulator needs to 

deploy new tools, including a review of minimum capital requirements proportionate to each bank's 

specific risk profile.  

Interest rates should remain low for a long time. The indebtedness of governments no longer allows the 

ECB to raise rates. In a typical economic cycle, banks generally benefit from strong operating leverage 

when growth accelerates, and interest rates rise. Thus, banks' margins are likely to remain under pressure 

for many years to come, especially as the environment remains competitive with the arrival of new 

entrants (e.g. FinTech) and the large number of banks still in business. Consolidation of the sector is a 

way to address structural problems, helping to achieve economies of scale and diversify revenues. In 

recent years, only a small number of mainly domestic deals have taken place, while regulatory 

requirements increase proportionately with the size of the bank, service offering and geographical 

diversification. 

 

 Will the banking model disappear? 

Megatrends such as digitalisation, combined with macroeconomic realities such as the low interest rate 

environment, are expected to fundamentally reconfigure the banking sector.  
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Traditional revenue streams and business growth in established segments are likely to be tamed in the 

coming years unless a critical mass is achieved to reduce costs. Banks need to find new ways to ensure 

profitable growth.  

To achieve this, the use of advanced technology within all banks' activities becomes critical if they do 

not want to lose market share to challengers like fintechs. The way in which customer data is used and 

analysed to provide personalised services digitally is certainly one of the keys to success.  

European banks seem to have finally grasped the importance of innovating and investing in digital 

engagement in order to identify value-creating transactions and serve customers efficiently. 

 

Fig. 4 - How to make banks' infrastructure more flexible and innovation-friendly? 

 

 

 

About 90% of banks now offer a portal where developers can test new products using APIs (Application 

Programming Interface) (see Fig.4). Open Banking should therefore make the process of creating new 

banking products faster and more easily adaptable. 

For a long time, banks' IT systems suffered from a certain inertia and were perceived as a brake vs. more 

agile fintech companies. Today, it is possible to connect service offerings via an intermediate layer while 

using the data from the central platform.  

It is essential for banks to take care of their customer relationships to prevent the risk of 

disintermediation. Some banks have already started to change the way they interact with their 

Source: Erste Capital Market Day, Atlantic Financial Group 
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customers. They are trying to emulate Amazon, Google, Netflix, etc., by increasing engagement and 

becoming the platform of choice or "Banking as a Platform" for customers' financial needs. Bank APIs 

allow technology and/or consumer companies to integrate their services into the banks' offerings. For 

example, Spanish banks, in particular BBVA, Santander and Caixa, are now integrating marketplaces and 

offering goods purchasing in their applications, as well as personal finance management (PFM) tools.   

 

 What can banks do to regain investors’ interest? 

The quality of bank lending is proving to be better than initially expected at a time when the economy 

has just gone through one of the worst downturns in history. The pan-European stimulus packages and 

unprecedented amounts in government aid, have thus prevented the worst.  

In the last two quarters (Q4-20 and Q1-21), credit losses have surprised positively. This improvement is 

the result of better credit coverage and a decrease in non-performing loans. It thus allows for an upward 

revision of the banks' net results. (see Fig.5) 

 

Fig. 5 - Aggregate Q1 2021 results of European banks, YoY % change   

 

 

The market could distinguish between core revenue improvement (recurring NII, recurring commissions) 

on the one hand, and one-off gains (transactions, disposals) on the other. In this "quality spectrum" of 

earnings revisions, credit losses fall somewhere in the middle.  

But today investors are particularly interested in dividend payments from banks and the increase in net 

income, whatever its origin, should provide a better return to the shareholder. 
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Banks have proven their resilience. Their capital positions appear stronger and their profitability has 

recovered in the second half of 2020 and the first quarter of 2021. There is still some uncertainty about 

the evolution of the pandemic and an uneven recovery across sectors and countries could still weigh on 

banks' balance sheets. 

The European Banking Authority (EBA) is expected to announce the results of its latest stress test of EU 

banks on 30 July. At the same time as the ECB publishes the results of a parallel exercise on 38 of the 

eurozone's largest banks. 

 

Conclusion: 

The sector can continue to outperform if regulatory restrictions on dividend payments are lifted. There are 

fundamentals that suggest that the regulator may ease pressure on banks: strong capital positions, lower 

credit losses, better credit quality. All of these should support shareholder returns in the form of dividends 

and share buybacks. 
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RETURN ON FINANCIAL ASSETS 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 727.1         57.84 1.1% 1.9% 13.8% 16.9% 27.3%
USA (S&P 500) 4 412          63.75 2.0% 4.1% 18.4% 18.4% 31.5%
USA (Dow Jones) 35 062       58.21 1.1% 3.6% 15.7% 9.7% 25.3%
USA (Nasdaq) 14 837       65.67 2.8% 4.0% 15.5% 45.1% 36.7%
Euro Area (DJ EuroStoxx) 456.7         56.83 1.9% 1.8% 17.7% 0.8% 27.3%
UK (FTSE 100) 7 000          48.94 0.3% -0.5% 10.8% -11.4% 17.2%
Switzerland (SMI) 12 131       60.89 0.9% 2.0% 16.5% 4.3% 30.2%
Japan (Nikkei) 27 833       35.93 -3.7% -1.6% 1.2% 18.3% 20.7%

Emerging (MSCI) 1 311          37.69 -2.1% -3.2% 2.8% 18.8% 18.8%
Brasil (IBOVESPA) 125 053     44.17 -0.7% -2.6% 5.1% 2.9% 31.6%
Russia (MOEX) 3 727          40.40 -0.7% -0.9% 18.1% 14.8% 38.4%
India (SENSEX) 52 998       56.81 -0.3% 1.4% 11.7% 17.2% 15.7%
China (CSI) 4 925          45.07 0.0% -0.4% -1.0% 29.9% 39.2%

Communication Serv. (MSCI World) 117.33       61.95 1.9% 2.6% 17.4% 24.2% 25.1%
Consumer Discret. (MSCI World) 409.1         54.95 1.3% 1.0% 8.4% 37.0% 28.2%
Consumer Staples (MSCI World) 279.2         53.44 -0.3% 1.2% 5.8% 8.8% 22.4%
Energy (MSCI World) 169.0         35.68 -0.8% -8.8% 20.0% -27.7% 13.9%
Financials (MSCI World) 142.7         46.03 0.2% -0.9% 17.3% -3.1% 24.1%
Health Care (MSCI World) 356.6         69.87 1.6% 3.8% 13.3% 15.4% 23.3%
Industrials (MSCI World) 326.0         53.39 0.9% 1.2% 13.8% 11.8% 27.2%
Info. Tech. (MSCI World) 526.5         66.89 2.5% 5.3% 16.5% 46.2% 47.5%
Materials (MSCI World) 365.9         48.79 0.1% 0.6% 13.3% 21.6% 20.8%
Real Estate (MSCI World) 226.9         55.69 -0.5% 1.1% 17.9% -5.7% 24.0%
Utilities (MSCI World) 153.5         54.05 -0.4% 2.0% 3.4% 4.8% 22.3%

Bonds (FTSE)
USA (7-10 Yr) 1.24% 59.57 0.2% 1.8% -1.7% 9.3% 7.4%
Euro Area (7-10 Yr) -0.11% 74.65 0.5% 1.9% -0.6% 4.5% 6.7%
Germany (7-10 Yr) -0.43% 70.71 0.5% 1.8% -1.2% 3.0% 3.0%
UK (7-10 Yr) 0.55% 58.99 0.3% 1.5% -2.8% 5.4% 4.8%
Switzerland (7-10 Yr) -0.38% 66.20 0.3% 1.2% -0.3% 0.4% 2.0%
Japan (5-10 Yr) 0.01% 72.96 0.1% 0.5% 0.4% -0.1% 0.0%
Emerging (5-10 Yr) 4.33% 61.30 -0.2% 0.6% -1.0% 5.2% 13.3%

USA (IG Corp.) 1.97% 60.52 -0.3% 1.7% -0.3% 9.9% 14.5%
Euro Area (IG Corp.) 0.20% 76.02 0.1% 1.1% 0.5% 2.8% 6.2%
Emerging (IG Corp.) 4.02% 46.86 -0.4% 0.1% 0.7% 8.1% 13.1%

USA (HY Corp.) 3.84% 62.84 0.5% 0.6% 3.9% 7.1% 14.3%
Euro Area (HY Corp.) 3.03% 67.85 0.1% 0.2% 3.3% 2.3% 11.3%
Emerging (HY Corp.) 6.31% 44.02 -0.1% -0.3% 0.6% 4.3% 11.5%

World (Convertibles) 448.2         53.33 1.7% -0.3% 4.7% 38.8% 17.3%
USA (Convertibles) 608.0         56.89 2.6% 0.2% 5.7% 54.5% 22.8%
Euro Area (Convertibles) 4 205          58.75 1.0% 1.1% 2.2% 6.1% 7.6%
Switzerland (Convertibles) 187.5         72.21 0.1% 0.5% 0.4% 0.5% 2.4%
Japan (Convertibles) 197.3         41.10 -0.5% -0.8% 1.5% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 711.4         70.47 -0.7% 0.4% 6.0% 2.5% 9.3%
Distressed 949.1         77.08 0.7% 2.2% 10.4% 1.5% 1.4%
Event Driven 792.4         77.25 0.6% 1.7% 10.2% 3.1% 8.2%
Fixed Income 388.3         39.26 -0.1% 0.4% 3.8% 2.2% 6.1%
Global Macro 1 167.5      68.73 -2.8% -0.2% 6.2% 2.0% 10.4%
Long/Short 901.4         22.75 n.a. -0.6% 5.3% 3.6% 12.2%
CTA's 335.5         66.22 -0.6% 1.2% 6.2% -3.2% 9.0%
Market Neutral 281.4         61.20 -1.0% -0.3% 3.0% -0.1% 1.6%
Multi-Strategy 680.5         73.43 -0.9% 0.1% 4.4% 1.4% 7.3%

Volatility
VIX 17.20         48.86 -6.8% 5.4% -24.4% 65.1% -45.8%
VSTOXX 17.55         45.94 -9.8% -5.4% -24.9% 67.5% -41.5%

Commodities
Commodities (CRB) 559.7         n.a. -0.2% 1.2% 26.1% 10.5% -1.9%
Gold (Troy Ounce) 1 808          49.24 -0.2% 1.5% -4.7% 24.9% 18.3%
Oil (WTI, Barrel) 72.27         52.26 8.8% -1.4% 49.0% -20.5% 34.5%
Oil (Brent, Barrel) 72.80         48.21 -0.1% -1.9% 44.0% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 92.868       62.17 0.0% 1.1% 3.3% -6.7% 0.2%
EUR 1.1788       38.76 -0.1% -1.1% -3.5% 9.7% -2.2%
JPY 110.22       49.80 -0.7% 0.4% -6.3% 5.3% 0.9%
GBP 1.3756       43.84 0.6% -0.9% 0.6% 2.8% 3.9%
AUD 0.7346       34.26 0.0% -2.9% -4.5% 9.5% -0.4%
CAD 1.2576       41.34 1.4% -1.9% 1.2% 1.8% 5.0%
CHF 0.9178       48.03 0.0% 0.2% -3.6% 9.8% 1.4%
CNY 6.4840       42.70 0.1% -0.4% 0.7% 6.7% -1.2%
MXN 20.085       47.10 0.0% -1.4% -0.9% -4.9% 3.8%
EM (Emerging Index) 1 724.4      40.64 -0.3% -0.5% 0.3% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 

 


