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Business Models in European Banking
New CEPS Paperback assesses different bank business models and their implications for risk characteristics, systemic stability, bank performance, efficiency and governance issues before and after the crisis
The next few years will be critical for Europe’s banking industry as it faces a number of regulatory reforms that will have a decisive impact on the dominant practices and business models followed across the EU. 
A new CEPS study prepared with the financial support of the Greens/EFA group in the European Parliament, presents the results of the first screening exercise on the performance, stability, risk, efficiency and corporate governance of major European banks, before, during and after the financial crisis, with a view to identifying key strengths and weaknesses inherent in the dominant business models in light of the upcoming regulatory changes. 

With a sample of banks that account for a majority of the EU’s banking market, three major alternative business models are identified, distinguishing between: 

· Retail banks, which engage more in traditional retail banking activities;

· Investment banks, with substantial trading and derivatives activity; and

· Wholesale banks that are more active in interbank markets.  
The study concludes that the retail banks have achieved in general a comparable, if not a superior, performance and appear more stable than the other models, being less likely to receive state support and continuing to support the economy in the midst of the crisis. In contrast, the wholesale banks are performing possibly the worst, and hence are the most likely to receive state support. Investment banks remain somewhere in between these two extremes, although their performance appear to be superior in the pre-crisis years. 

The analysis supports the increasing popularity of the retail banking model, and may also suggest some regulatory implications for the future.

The study also shows that the risk-weighted assets (RWA), used in Basel II, may not be an accurate measure to gauge the riskiness of banks and highlights important areas where more disclosure is needed, especially with regard to banks’ risk exposures and governance. 
Finally, the study emphasises that “the post-crisis scenario will witness transformational changes in bank business models and in the conduct of regulation and supervision, the implications of which will affect not only banks and the banking sector, but also the wider economy as a whole”.
"The findings of this new CEPS' study highlight that the banks which are deeply involved in the financial markets – through their massive investments in derivatives and complex structured products as well as their high dependency on wholesale funding – tend to be more exposed to systemic risks. The report is in line with the Greens' long-standing position in favour of narrowing the scope of banks' business model to retail banking, which amounts to using customer deposits as the primary means for providing loans to individuals and SMEs" Philippe Lamberts, MEP and co-Chair of the European Green Party commented.

Main recommendations of the study

	Observations
	Recommended policy responses

	Highly leveraged institutions and wide discrepancies in loss-absorbing capital 
	Introduce leverage ratio and focus more on loss-absorbing capital definition as proposed under Basel III framework

	Excessive reliance on short-term funding in investment and wholesale-oriented banks
	Introduce incentives for stable funding, i.e. NFSR and liquidity ratio under Basel III framework

	Market does not distinguish between business models despite notable differences in risks
	Require more capital from SIFIs and/or implement FSC charges to banks to address ‘too-big-to-fail’ risks

	Risk-weighted assets may not be linked to underlying risks and may be manipulated
	Supplement current approach with un-weighted capital requirements, i.e. leverage ratio under Basel III framework

	Incomplete and incoherent disclosure in public statements, especially on risk exposure
	Consider giving impetus to the implementation of standard disclosure formats, i.e. XBRL, and public dissemination of supervisory data as in the US

	Missing post-crisis data and changing business models
	Initiate regular monitoring exercise


Authors: Rym Ayadi, Emrah Arbak, Willem Pieter De Groen and with a contribution from David T. Llewellyn.

The report will be launched at a Press Lunch hosted by Philippe Lamberts, MEP on Monday 19 September at 12.30 in the Members’ Salon of the European Parliament.
To participate, please send an email to: Philippe.lamberts@europarl.europa.eu 
To receive an electronic copy of the report, please send an email to: marco.incerti@ceps.eu 
For further information on the study contact:

Dr. Rym Ayadi rym.ayadi@ceps.eu +32 2 229 39 32
Marco Incerti: marco.incerti@ceps.eu: +32 2 229 3970  +32 485 485 435                                             
Centre for European Policy Studies (CEPS), Place du Congrès 1, B – 1000 Brussels; www.ceps.eu
Tel. + 32 2 229 3911
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