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EUROPEAN BANKS - BRIEF PERFORMANCE OVERVIEW

1. THEEUROPEAN BANKING MARKET DRIFTS APART

Most of the large European banks still manage to deliver significant growth numbers,
despite all the known challenges facing the banking industry. The growth is reflected in
rising interest and non-interest income (revenue) and in stable or growing profits.

All the headwinds caused by the zero-interest-environment, fierce competition and
political uncertainties concerning global trade are offset by new opportunities and the
banks’ ability to start to fundamentally adapt their business models.

OVERVIEW EUROPEAN BANKS - INTEREST & FEE/OTHER INCOME, EXPENSES ‘19

[inbn.EUR] M Interest & Fee/Other Income Expenses

JPMORGAN 103

CHASE & CoO.

ICBC 100

HSBC

BNP PARIBAS

COMMERZBANK

Source: Annual reports, MIER

Banking markets globally, in Europe and within each country (e.g.) Spain, the UK, Italy,
France and Germany function similar, yet differently. Competitors, pricing levels,
regulatory environment, technology adoption rates, customers and profit pools vary
significantly among European banking markets.

Despite these differences, some players anticipate future revenue pools better than
others. These institutes are capable of strengthening their market position, tightening
their customer relationships and extracting significant profits out of the respective
markets.

It is well enough that people of the nation do not understand our banking and monetary
system, for if they did, | believe there would be a revolution before tomorrow morning.

Henry Ford

MOONROC ADVISORY PARTNERS | 4
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On the other hand, major German players had difficulties in their restructuring efforts so
far. They could not really participate in the overall recovery of the European banking
markets and faced challenges adjusting their respective cost base (2014-2019).

In terms of size, major German banking institutes (private) could not keep pace with most
of their European competitors, amongst which HSBC, Santander, BNP Paribas, Crédit
Agricole and UBS are the leading banks in terms of revenue.

In contrast, American and Chinese banks seem to play in a league of their own. They have
significantly outgrown their European competitors in terms of interest and fee income
(revenue) and profit. In terms of income, J.P.Morgan Chase and the Industrial and
Commercial Bank of China generate on average more than twice or three times the
income of their large European counterparts.

5| MOONROC ADVISORY PARTNERS



DEVELOPMENT OF INTEREST & FEE/OTHER INCOME ‘14 - ‘19 - INDEXED

122 ICBC
122 JPMorgan Chase
118 BBVA
e 116 Santander
N 114 BNP Paribas
——— 113 ING Groep
112 uBS!
110 Crédit Agricole
PP
105 Erste Group
99 Barclays
99 Commerzbank
95 HSBC
85 UniCredit
73 Deutsche Bank
2014 2015 2016 2017 2018 2019
Source: Annual reports, MIER; indexed based on currency of financial statements; differences due to rounding possible; 1) indexed in EUR
NET INCOME ‘14 - ‘19 - AGGREGATED
[inbn. EUR]
228
5 143
| 59
47
40 39
26 26
21
12
7 7
4
-12
® one o =
JPMorgan BNP Crédit Erste Uni- Commerz- Deutsche
[CEC Chase LISBCIS an tandey Paribas  Agricole A3 NG UzE Barclays Group credit bank Bank

Source: Annual reports, MIER; differences due to rounding possible



JIMOREAY ) PMORGAN CHASE & CO.

Interest & Fee/Other Income and Expenses

[inbn. EUR]

103,3

844 873 893 924
71,7
58,5
462 53,2 51,2 52,8 53,7
235 264 23,9 25,1 255 28,0

2014 2015 2016 2017 2018

Net income?

[inbn. EUR] m

Employees
[ink FTE]

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

Legend: - Revenue - Staff expenses Other expenses

INDUSTRIAL AND COMMERCIAL BANK OF CHINA

Interest & Fee/Other Income and Expenses

60 473 886

2014 2015 2016 2017 2018

e e’ (39.9]
Employees
[ink FTE]

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

Legend: - Revenue - Staff expenses Other expenses

2019

6B 68 EB

Source: Annual reports, MIER; 1) as stated in the annual reports

[inbn. EUR]
100,3

2019

(37,7 S 35,3 I 405

Development Net Income [inbn. EUR]
+31,6
+5
32,5
+7,8
’ -3,1
16,4
o< ~N o 7] "] (%) v O
£S 92 8% 58 5 E3
S ¥g c8% &¢c ic s
o o [T [7} - o
£ ¥E a3 a O £
-
5 25 o3 3 <
z TS z
*E (=]

CN
Development Net Income [in bn. EUR]
-2,6
+22,6 : —_—
+2,7
40,5
338 -15,8
=
23 3t 8% 5% 0§ &2
0Q Q®o % &He < =)
o N o [T ) = o N
£ e og g O =
] 2y o3 5 <
z 35 z
g (=]
7

Source: Annual reports, MIER; 1) as stated in the annual reports
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2. THE GERMAN BANKING PARADOX

The development of the German banking institutes stands in strong contrast to the
overall economic foundation and development of the German economy in general.
Between 2012 and 2019 the German gross domestic product increased by +700 bn EUR
(+26%), which is by far the strongest increase within the EU.

The overall economy in Germany has been in a continuous and stable growth mode for
years. Until 2020 the German economy grew for about ten years in a row, the longest
period since the reunification of Eastern- and Western-Germany (03.10.1990).

In addition, the quality of loans in Germany is comparably high. The German “non-
performing loans ratio” (NPL) is the lowest in the European market, making lending
money a relatively save and riskless business. Yet the paradox is, that German banking
institutes have not been able to capitalize on this fundamental advantage so far.

Of course, there are legitimate reasons why some of the German banks are having
difficulties in realizing sustainable growth. Among others, the “3-Saulen-Modell” (Three
pillar ownership structure), fierce competition and a demanding regulatory body are the
most frequently cited hurdles within the local banking market.

However, there is one thing to consider. Just at the turn of the millennium, German banks
were among the largest banks in the world. Deutsche Bank was even considered the
largest banking institute not only in Europe but globally (in 1999/2000). All the cited

reasons why banking in Germany might be different and difficult were valid at the time as
well and did not really obstruct the institutes from growing their business back then.

Good banking is produced not by good laws, but by good bankers.

Hartley Withers

GROSS DOMESTIC PRODUCT "12-'19 & NON-PERFORMING LOANS (selected countries)

GDP BY COUNTRY I 2012 2019 GDP DELTA GDP DELTA NON-PERFORMING LOANS
[in 1.000 bn. EUR] [in %] [in 1.000 bn EUR] [in % of gross loans]

o I 2’ o +26% +0,7 2

D e K +20% +04 12

J ) s +16% +03 25

N Bt +10% 67

= ., +21% 31

| 0,(; 8 +24% 18

Source: Eurostat, European Central Bank
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COMMERZBANK DE

Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income [inbn. EUR]
9.8 9.4 +04 0,7
8,8 . 8,6 8,6
7,9
7,0 7.3 6,9
3,7
38 3,9 0,4 . -0,3
-0,1
32 34 Al o 34
+0,2
2014 2015 2016 2017 2018 2019
Neti " ot S 2E £ Y [4 [T
Netincome 07 sk fg 52 4% 2 &R
Employees ;§ ﬁ ‘g u%g % © 'g
[ink FTE] Z 5 S z
Cost/employee €°
[ink EUR]
Revenue/employee
[ink EUR]
DEUTSCHE BANK DE
Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income [inbn. EUR]
38,7 1,7
33,5
319 29,4 30,0
27,7 ‘ 26,4
247 22 935 25,3 25,1 232
254 -14
152 175 -1,2
12,4 11,7 -0,8 -5,3
2014 2015 2016 2017 2018 2019 -8,8
Neti i ey S ¢ O gE £ [ o o
s o m = 25 85 8% B! OB I3
Employees 'é o 'g I_%g % 2 'g
i Q
[ink FTE] zZ 5 £ z
Cost/employee € °
[ink EUR] £
Revenue/employee
[ink EUR]
HSBC UK
Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income [inbn. EUR]
64,1 634 +7,2

56,2 541 %66 539
9 36,0 37,8 111 —
31,1 35 31,0 294 +60 .07 28
-38
158 17,9 19,6 15,6 14,6 218

2014 2015 2016 2017 2018 2019

. a oY N0 wE £ 0 oo
Netncome B 3t 8% §i & g2
. 1] 1]
g <2 83 & & £
Employees = s X3 % =
[ink FTE] 2 v e %
o=
Cost/employee €°

[ink EUR]

Revenue/employee
[ink EUR]

Legend: - Revenue - Staff expenses Other expenses Source: Annual reports, MIER; 1) as stated in the annual reports 9



SANTANDER

Interest & Fee/Other Income and Expenses [inbn. EUR]
45.9 48,4 48,4 49,2

42,6
20.2 21,7 2 23,0 22,8 23,3
9.9 10,6 10,9 10,9

2014 2015 2016 2017 2018

o BT (69 ] 8.1

Employees
[ink FTE]

442

11
10,1

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

BNP PARIBAS

Interest & Fee/Other Income and Expenses [inbn. EUR]
42,9

43,4 43,2

39,2

30,2 296 30,1

26,9

121 14,2 13,2 13,6

2014 2015 2016 2017
i 1
Mo EORT 3
Employees
[ink FTE]

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

CREDIT AGRICOLE GROUP

Interest & Fee/Other Income and Expenses [inbn. EUR]
32,1 32,8 33,3
4
9.2

302 318 304

198 193 203§ 2078 21

8,1 8,5 9,3 8,9

2014 2015 2016 2017 2018 2019

e (64

Employees
[ink FTE]

22,5

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

Legend: - Revenue - Staff expenses Other expenses

Development Net Income [inbn. EUR]
+6,6
2 1l
+
6,9 v o
2 -2,3
Q ~N QO w N~ 0 wn [V«
g3 3g 8% ®8 5§ &9
S ¥g c8% & ¢ 43 s
O = o _. [T} = o
£ dec gy a O £
] Ty o3 3 <
z 5< z
g3
8
Development Net Income [inbn. EUR]
+7,9 8,6
+5,4
+2,5
0,5
_ +2,8
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O O o _. [} = o
£ 2 ag s O =
3 $§5 w@wd © 3
z B z
E o
Development Net Income [inbn. EUR]
+3,1
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Source: Annual reports, MIER; 1) as stated in the annual reports



3% UBS GROUP CH

Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income linbn. EUR]

28,7 -2,0
260 26,3

25,8
23,5
1231 208 ¥27 .
I 8,6

+1,8
3,8
3,0 -21
2014 2015 2016 2017 2018

Net i 1 2y S 0% £8 & 2
g m (05 E R 5 B 2EF 2 R
Employees § = .g u%g % o g
il (]
[ink FTE] zZ 5 S z
Cost/employee E°
[ink EUR]
Revenue/employee
link EUR]
BARCLAYS UK
Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income linbn. EUR]
30,4 28 *01 38
27 0
256 241 239 247
17 6 18,4 17,6
1,0 -2,2
9,5
8,6 8,1
2014 2015 2016 2017 2018 2019 -2,3
Net i 1 2y S % £28 4 29
o ;D B E R &5 £3 a3 2GR
Employees .é = .g L%g % o _g
il [
[ink FTE] zZ 5 S 4
Cost/employee €°
[ink EUR]
Revenue/employee
[ink EUR]
BBVA ES
Interest & Fee/Other Income and Expenses [inbn. EUR] Development Net Income linbn. EUR]
24,7 25,3 245 +3,8
207 w04
Ok 43
11 7 11,9 31 -1,2
6,3
56
2014 2015 2016 2017 2018 2019
s B3 B @ | tEo8f i 3P & BB
[inbn. EUR] 3,1 3,3 4,7 6, 4,3 s g 5 g B @ g 2 §Q
Employees § = .g u%g % (o] é
ink FTE o
[in 1 4 5 S z
Cost/employee € °

[ink EUR]

Revenue/employee
[ink EUR]

Legend: - Revenue - Staff expenses Other expenses Source: Annual reports, MIER; 1) as stated in the annual reports 11



UNICREDIT

Interest & Fee/Other Income and Expenses
21,3

[inbn. EUR]

18,1 18,7

15,9

18,1

17,8 18,1

13,3

12,2 12,0

11,3

5,0

9.3
7.8

5,4

55 6.6 53
2014 2015 2016 2017 2018 2019
i 1
Do BURT [ 5.3 ] 35
Employees
[ink FTE]

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

ING GROEP

Interest & Fee/Other Income and Expenses
18,0

[inbn. EUR]
18,3

17,9 18,6

17,1

9,3

5
=2
44 5,6

2014 2015 2016 2017 2018
i 1
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Employees
[ink FTE]

Cost/employee
[ink EUR]

Revenue/employee
[ink EUR]

ERSTE GROUP

Interest & Fee/Other Income and Expenses
6,9

[inbn. EUR]
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Cost/employee
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Revenue/employee
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3. HOW TO ACHIEVE GROWTH

Formerly “leading” German banks have struggled to generate growth and defend their
position on the local and global markets over the past years. At the same time, other major
European banks have proven that it is possible to succeed, even under current market
conditions.

Successful European and global financial institutions were able to tap new revenue
opportunities in their respective markets and transform these opportunities into P&L
relevant businesses. At the same time, only very few institutes successfully executed
sustainable cost saving measures and hence were able to transform into more efficient
organizations. Most institutes that have chosen to focus merely on cost reductions have
been facing sharply declining revenues without any considerable effect on their cost-
income-ratios.

This might be one of many reasons, why investors seem to honor revenue growth over
cost saving efforts, as their investment capital is seeking for future growth cases, not
business models trying to protect the past.

Nowadays, banks should consider their business as being more than keeping a loan book
and managing deposits. As in other industries, like for example the automotive sector,
where completely new car models, new technologies and new value added services are
being developed and launched constantly, the banking industry must learn to regularly
reinvent themselves and their respective solutions.

Banking organizations tend to change pricing schemes rather than rethinking the product
portfolio or introducing new value adding product or service enhancements.

The ‘What do we need to change in order to stay who we are? - approach does not
seem to be the right strategy for the new banking world.

New entrants in the banking arena have started to develop less interest dependent
banking models. One approach that has been proven to be successful is the shift towards
transactional banking models. This move allows banks to generate new revenue streams
and to form new partnerships with retailers, platforms, or clients from other industries.

13 | MOONROC ADVISORY PARTNERS
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PayPal provides a prime example of how a transactional banking model at the intersection
of banking and commerce can produce astonishing growth numbers in an otherwise
‘overbanked’ market. In fact, PayPal achieved double-digit growth figures over the last
five years and more than doubled their revenues (2019: ~ 18 bn. USD revenue).

PAYPAL - REVENUE AND EXPENSES ‘14 - ‘19

[in bn. USD] Admin expenses [l Revenue

17,8
+17% p.a.

131 133

10,8 11,0
9,2 9,3

8,0
68 78

2014 2015 2016 2017 2018 2019

Source: Annual report PayPal, MIER

Embedded finance can also be considered another megatrend in the banking industry. It
describes financial solutions or products that form an integrated and invisible part of
other products like cars, platforms, buying processes or other industrial products.

Another driving force that is changing today’s banking landscape are BigTechs, as they
started to flex their muscles by introducing more and more banking solutions on their
platforms. Apple launched the Apple Card, Amazon started different payment and loan
solutions and Google rolled out their new wallet.

Interestingly, the pace of innovation in banking products and solutions has never been
higher over the last 20 years. However, not all institutes developed a clear vision of how
they want to win in this dramatically changing banking environment.

It appears that it is time to re-evaluate growth opportunities and to invest in the right
ideas that have the potential to drive the business forward even in a zero-interest-

environment. The challenge for European banks seems to be the future (innovative
solutions, growth and size) - not necessarily costs.

We should only water the flowers that have the potential to grow.

unknown
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MOONROC TEAM: EUROPEAN BANKS
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Partner Strategy development, Transformation, M&A

Cultural Change

FELIX POPP Strategy development, Change Management
Principal Co-operations / Partnerships, M&A
(Agile) Transformations

FinTech development

MARTIN RICHTER Modern sales management
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Restructuring, Cost take-out
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TOBIAS EDER New product development
Consultant Market- and competitive analysis in banking
IT Strategy
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DISCLAIMER

The information contained in this report is meant for the purposes of information only and is not intended
to be investment, legal, tax or other advice, nor is it intended to be relied upon in making an investment or
other decision. MOONROC is not an investment adviser, and thus MOONROC cannot and does not
provide investment advice. Nothing in this report is intended to serve as investment advice, or a
recommendation of any particular transaction or investment, any type of transaction or investment, the
merits of purchasing or selling securities, or an invitation or inducement to engage in investment activity.

This report is provided with the understanding that the authors and publishers are not providing advice
on legal, economic, investment or other professional issues and services. MOONROC is not responsible
for the content of websites and information resources that may be referenced in the report. The access
provided to these sites or the provision of such information resources does not constitute an endorsement
by MOONROC of the information contained therein. The inclusion of company examples does not in any
way constitute an endorsement of these organizations by MOONROC. While we have endeavored to
ensure that the information contained in this report has been obtained from reliable and up-to-date
sources, the changing nature of statistics, laws, rules and regulations may result in delays, omissions or
inaccuracies in information contained in this report. MOONROC is not responsible for any errors or
omissions, or for any decision made or action taken based on information contained in this report, or for
any loss or damage arising from or caused by such decision or action. All information in this report is
provided “as-is”, with no guarantee of completeness, accuracy, timeliness or of the results obtained from
the use of this information, and without warranty of any kind, expressed or implied.
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ABOUT MOONROC ADVISORY PARTNERS

MOONROC is the leading Management Consultancy Boutique for the European and German banking
market. Headquartered in Munich, our consultants combine highest banking industry expertise with positive
and open personalities. We develop new strategies, implement new solutions or products and transform
traditional banking players into agile powerhouses ready to conquer the new banking world.

Our values are an integral part of our daily business life. MOONROC stands for the highest quality,
independent/honest advice and always acting in the very best interest of our clients.

ADDITIONAL STUDIES
Additional studies published by MOOONROC and currently available:

RETAIL BANKING KOMPASS 2020

Retail Banking Corona-Krise stoppen MOONROC on Using FinTechs
Kompass 2020 5 Handlungsfelder Retail Banking right
Banken

An Astronaut’s Guide to Change Fundament Firmenkunden 2018

Digitale Let Your Enemy An Astronaut’s Guide Fundament
Transformation Inspire You to Change Firmenkunden

For a complete overview of all studies available please visit moonroc.de/insights.
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https://www.moonroc.de/insights/detail/digitale-transformation-geht-auch-systematisch-wie-koennen-ceos-dem-veraenderungsprozess-eine-klare-kontur-geben
https://www.moonroc.de/insights/detail/digitale-transformation-geht-auch-systematisch-wie-koennen-ceos-dem-veraenderungsprozess-eine-klare-kontur-geben
https://www.moonroc.de/insights/detail/studie-moonroc-let-your-enemy-inspire-you-warum-der-stationaere-handel-den-online-handel-als-inspiration-sehen-sollte
https://www.moonroc.de/insights/detail/studie-moonroc-let-your-enemy-inspire-you-warum-der-stationaere-handel-den-online-handel-als-inspiration-sehen-sollte
https://www.moonroc.de/insights/detail/moonroc-studie-an-astronauts-guide-to-change
https://www.moonroc.de/insights/detail/moonroc-studie-an-astronauts-guide-to-change
https://www.moonroc.de/insights/detail/studie-moonroc-fundament-firmenkunden-2018
https://www.moonroc.de/insights/detail/studie-moonroc-fundament-firmenkunden-2018
https://www.moonroc.de/insights/artikel
https://www.moonroc.de/insights/detail/moonroc-retail-banking-kompass-2020-dont-walk-run
https://www.moonroc.de/insights/detail/moonroc-retail-banking-kompass-2020-dont-walk-run
https://www.moonroc.de/insights/detail/corona-krise-stoppen-fuenf-handlungsfelder-fuer-banken
https://www.moonroc.de/insights/detail/corona-krise-stoppen-fuenf-handlungsfelder-fuer-banken
https://www.moonroc.de/insights/detail/corona-krise-stoppen-fuenf-handlungsfelder-fuer-banken
https://www.moonroc.de/insights/detail/5-gedanken-zum-banking-von-morgen
https://www.moonroc.de/insights/detail/5-gedanken-zum-banking-von-morgen
https://www.moonroc.de/insights/detail/studie-retail-banken-und-fintechs-zukunftsfaehig-durch-kooperation
https://www.moonroc.de/insights/detail/studie-retail-banken-und-fintechs-zukunftsfaehig-durch-kooperation
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