
© 2020 KPMG International Cooperative (“KPMG International”). KPMG International provides no client services 
and is a Swiss entity with which the independent member firms of the KPMG network are affiliated.

Turning data into insights as 
we move into the new normal
September 2020

KPMG’s Peer Bank 
tool helps extract key 
financial data and 
delivers comparative 
peer-to-peer insights 
for banks. 

The macro-economic environment 
is challenging and likely to remain 
volatile. The outlook has recently 
improved slightly but is still 
rather uncertain given COVID-19 
implications. Interest rates are 
expected to remain low or negative, 
net interest income continues to be 
subdued for many European banks 
and provisions for credit losses are 
likely to rise. Accordingly, profitability 
and return on equity are expected 
to be below long-term averages. 
At the same time, investments 
in new technology, digitisation 
and automation are key for future 
success, putting current business 
models under scrutiny.

Behind this background, sound peer 
comparisons based on trusted, high 
quality, and detailed data is key for 
banks. It has become a prerequisite 
for strategic decisions. That is why 
we built KPMG Peer Bank, a tool 
designed to go beyond transparency 
to deliver comparative peer-to-peer 
insights for banks, using the EBA 
transparency exercise data. 

In this article, we use the tool for 
three exemplary questions that 
banks might have when taking 
decisions or developing next years’ 
budgets. First, we look into the 
benefits of Internal Rating Based 
(IRB) models for credit risk weighted 
assets (RWA) calculations. This 
fosters the discussion around 
reducing the number and cost of 
internal models. Second, we provide 
a peer analysis on interest income 
and fee income. We examine how 
the German banking market is 
particularly affected by the traditional 
reliance on interest as a source of 
income and cross-subsidisation of 
fee-based banking services. Third, 
we investigate which banks have 
managed to improve both, capital 
levels and profitability, and are thus 
more likely to invest higher amounts 
in new technology.
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1. IRB models – is it still worth investing?

In recent years, banks have 
invested heavily in IRB models. 
The roadmap of the EBA for IRB 
models (IRB repair and regulatory 
changes) as well as the Targeted 
Review of Internal Models (TRIM) 
by the ECB exacerbated the need 
for expenditures. This will continue 
into the next years since the 
work programme to meet EBA 
regulatory changes is far from 
being completed, not all banks 
have received the ECB decision 
letters for all TRIM reviews, and the 
COVID-19 crisis is likely to lead to 
model adjustments (see our recent 
article on credit risk implications 
resulting from COVID-19). At the 
same time, Basel IV is going to 
limit the reductions in RWAs by 
using IRB models compared to 
standardised approaches. 

The EBA data on IRB exposures 
helps to better understand RWA 
reductions accountable to internal 
models. We investigated how 
risk-weighted exposures relative to 
unweighted exposures developed 
over time. As a result, Figure 1 
shows that the number of IRB banks 
seeing their RWAs increase by more 
than the unweighted exposures has 

picked up notably. This is especially 
true for corporate exposures, where 
the number of banks reporting 
disproportionately higher risk-
weighted exposures grew from 10 to 
26 over two and a half years.

Thus, especially since end of 2018 
the RWAs have increased by more 
than the unweighted exposures. 
Banks had to recalibrate IRB models 
to comply with new EBA technical 
standards and to include RWA 
add-ons due to TRIM reviews of 
high default portfolios. We believe 
this trend will remain. Regulatory 
changes continue to lead to rising 
RWAs. As the final phase of TRIM 
comes to an end, we expect RWA 
add-ons for low default portfolios 
such as specialised lending, 
corporate real estate and large 
corporate portfolios. In addition, 
procyclical effects from rating 
downgrades due to COVID-19 are 
likely to contribute to disproportional 
RWA increases. Therefore, budgets 
are likely to assume RWAs to rise by 
more than assets. The risk-weighted 
profitability of, inter alia, corporate 
exposures is likely to continue 
to decrease. 

It reiterates the need to grow fee-
based business segments – the 
subject of the next section. Despite 
all regulatory pressure, IRB still helps 
to reduce RWA and deepens the 
identification and management of 
risks. However, the need to back IRB 
with proper business case analysis 
for it increases. KPMG Peer Bank 
offers functionalities to analyse 
and compare the developments of 
RWA for different asset classes in 
more detail.

Figure 1: Number of IRB banks in Europe for which risk weighted corporate (retail) exposures 
increased more than the unweighted exposures compared to December of the previous year 
(n=42), EBA transparency data analysed with KPMG Peer Bank. The dashed line for 4Q18 
indicates the time when banks received first ECB TRIM letters as a result of reviews of high 
default portfolios, i.e. small to medium-sized enterprises and retail portfolios.
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2. Interest income or fee income? The future of profits

The profitability of European banks 
was already under sustained pressure 
from low interest rates, legacy assets 
and organisational complexity before 
COVID-19 arrived. Many banks now 
need to make substantial investments 
to develop platform models and fight 
back against new competitors in areas 
such as payments.

At a time when banking supervisors 
are increasingly focused on the quality 
and sustainability of business models, 
a look at the EBA data can help to 
benchmark the strength and diversity 
of banks’ income. For example, Figure 
2 shows aggregated data by country 
and highlights a few patterns:

 — Most markets feature relatively 
stable banking revenues, but 
German banks are particularly 
affected by falling net interest 
income, which could be caused 
by interest margins in the different 
countries. They also seem less 
able than others to offset this with 
stronger fees and commissions, 
suggesting a potential need for 
consolidation in the German 
banking market.

 — In contrast, banks in markets such 
as Spain and Belgium – where 
banking is relatively concentrated – 
appear more capable of generating 
diversified income growth. 

Although not derived from the figure 
below, it is also notable that small 
banks appear to have more success 
than their larger peers in generating 
fees and commissions to compensate 
for lower net interest income.

The EBA data shows that German 
banks are more affected than others 
with deterioration of both net interest 
income and net fee and commission 
income. In contrast, banks in other 
countries have recently been able to 
increase both. KPMG Peer Bank offers 
the possibility to compare profitability 
ratios across peers, countries or 
business model.

Figure 2: Net Interest Income (NII) and Net Fee Commission (NFC) Income – 2019 v 2015, 
EBA transparency data analysed with KPMG Peer Bank.
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3. The impact of product margins on banks’ strategy

The relationship between banks’ 
profitability and capital levels sheds 
some light on their ability to invest for 
the future – in addition to the build-up 
of lost capital management buffers 
due to COVID-19. Figure 3 (data 
aggregated by country) shows that 
levels of Common Equity Tier 1 (CET1) 
capital have increased since 2015, 
but profitability has not always kept 
pace. In response, some banks have 
been forced to build up their capital 
through divestments. 

Banks in countries such as the 
Netherlands appear more likely to be 
able to fund their investment plans 
from internal cash flow. In contrast, 
banks in markets with weaker profit 
growth may be forced to boost 
efficiency via cost cutting. 

Analysis shows that despite banks in 
Europe having increased CET1 ratios, 
not all of them managed to become 
simultaneously more profitable. With 
further COVID-19 impacts on the 
horizon, some banks will therefore 
have to better prepare themselves 
when facing doubts from capital 
markets and European supervisors 
about their future return on equity 
and business model’s viability; while 
others will be able to continue their 
investments in new technology, 
digitisation and automation. 

Ultimately, it is clear that volatile markets require appropriate 
benchmark comparisons with highly credible data. Sound 
data analyses can help management to explain their decisions 
to stakeholders and supervisors – something that will be 
increasingly important in the post-COVID world. At a time when 
banks’ business models are under heightened scrutiny, high 
quality data is more vital than ever to making the right strategic 
decisions. KPMG Peer Bank can assist banks in identifying 
meaningful patterns across different areas of the business at 
very detailed levels.

Figure 3: Change of CET1 and PnL for EU banks – 2019 v 2015, EBA transparency data 
analysed with KPMG Peer Bank

B
an

ks
 in

 c
o

u
n

tr
y 

w
it

h
 P

n
L 

20
19

 >
 P

n
L 

20
15

, %

CET1 Change 2019 (December 2015 = 100)

100%

60%

80%

20%

0%

40%

115 125110 120 130

DE

IT

FR

NL

IE

ES

AT

Source: KPMG International

Contacts

Dr. Henning Dankenbring
Partner, Co-Head KPMG ECB Office

T: +49 69 9587 3535
E: hdankenbring@kpmg.com

Daniel Quinten
Partner, Co-Head KPMG ECB Office

T: +49 89 9282 4910
E: dquinten@kpmg.com

Dr. David Nicolaus
Senior Manager, ECB Office

T: +49 69 9587 2271
E: dnicolaus@kpmg.com

Julia Schießer
Senior Manager, ECB Office

T: +49 69 9587 3132
E: jschiesser@kpmg.com

Sofia Pignatelli
Senior Manager, ECB Office

T: +49 69 9587 1292
E: spignatellisoares@kpmg.com

kpmg.com/ecb

The information contained herein is of a general nature and is 
not intended to address the circumstances of any particular 
individual or entity. Although we endeavor to provide accurate 
and timely information, there can be no guarantee that such 
information is accurate as of the date it is received or that it 
will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a 
thorough examination of the particular situation.

© 2020 KPMG International Cooperative (“KPMG 
International”), a Swiss entity. Member firms of the KPMG 
network of independent firms are affiliated with KPMG 
International. KPMG International provides no client services. 
No member firm has any authority to obligate or bind KPMG 
International or any other member firm vis-à-vis third parties, 
nor does KPMG International have any such authority to 
obligate or bind any member firm. All rights reserved.

The KPMG name and logo are registered trademarks or 
trademarks of KPMG International. CREATE | CRT105672

www.kpmg.com/ecb
https://twitter.com/kpmg
https://www.linkedin.com/company/kpmg
https://www.youtube.com/kpmg
https://www.instagram.com/kpmg
https://www.facebook.com/kpmg

	Twitter 3: 
	LinkedIn: 
	Youtube 3: 
	Youtube 4: 
	Youtube 5: 


