
 

 

GHENT UNIVERSITY 

Faculty of Economics and Business Administration 

ACADEMIC YEAR 2015 – 2016 

 

 

Recovering but not rebounding: Belgian bank 

performance in the EU perspective 
 

Master of Banking and Finance 

Project Roland Berger Strategy Consultants 

 

 

Adeline Burms  

Laura Smets 

 

Supervised by 

Prof. Dr. Rudi Vander Vennet 

 

 

 

  



 
 

 

  



  

 

GHENT UNIVERSITY 

Faculty of Economics and Business Administration 

ACADEMIC YEAR 2015 – 2016 

 

Recovering but not rebounding: Belgian bank 

performance in the EU perspective 
 

Master of Banking and Finance 

Project Roland Berger Strategy Consultants 

 

 

Adeline Burms 

Laura Smets 

 

Supervised by 

Prof. Dr. Rudi Vander Vennet 

 

 

 

 

 



 
 

Executive summary 
1. Introduction 

The post-crisis environment has been very challenging for banks. Although economic conditions have 

picked up since the financial crisis, the pace of recovery remains sluggish. The European Central Bank 

has continued its expansionary monetary policy, keeping its interest rates at historically low levels, 

thereby compressing bank interest margins. Increasingly stringent bank regulation leads to ever 

higher capital requirements. 

Eight years after the crisis, European banks are recovering, but have not yet returned to pre-crisis 

profitability levels. This raises the question of what accounts for this lower profitability and whether 

it will ever be possible to attain these higher pre-crisis profit targets again. 

2. Our research 

This research assesses how Belgian banks have performed in the challenging post-crisis environment. 

We analyze the Belgian banking market in aggregate, with a special focus on a sample of 13 Belgian 

banks, which are compared to European peer banks. We decompose return on equity to analyze the 

drivers of performance of each Belgian bank and to test whether it performed better than its peer 

banks in terms of profitability and risk.  

3. Results 
 

a. Performance 

Between 2010 and 2014, the 13 Belgian banks in our sample realized an average pre-tax return on 

equity (ROE) of 6.88%, significantly above the European average of 3.65%. The European debt crisis 

reduced ROE to approximately 1% in 2011, but Belgian banks recovered quickly and posted an ROE of 

10.83%, in 2014, which is higher than the European average of 6.53%. 

The three best performing Belgian banks in terms of ROE are Europabank, Record Bank and ING. 

When risk-adjusted performance is measured using Return on Risk-Weighted Assets (RoRWA), 

Europabank, ING and Argenta come out ahead of the others. 

These results are confirmed when we look at the aggregate Belgian bank market, using ECB data. 

Although the impact of the European debt crisis was more limited than in Ireland, Portugal, Italy, 

Spain and Greece, profitability at that time was lower than in most neighboring countries. From 2012 

onwards, Belgium outpaced several countries in terms of profitability and realized a return on equity 

in 2014 that was similar to Ireland, Finland, Luxembourg and Spain. 

b. Size 

After the crisis, Belgian banks downsized and deleveraged their balance sheets, decreasing bank 

assets from 3 to 2.50 times GDP, which makes the Belgian banking sector relatively small compared 

to EU-15 countries. This deleveraging trend has now come to a halt. Belgian banks have returned 

their focus to domestic core activities and diminished foreign activities, ensuring higher stability.   



 
 

In our analysis, we do not find any evidence of economies of scale in European banking. These results 

are confirmed by our sample of Belgian banks: the Big-4 banks do not outperform the smaller banks 

in Belgium. More specifically, we find that some of the challenger banks (Argenta, Record Bank) and 

small banks (Europabank) show very high returns on equity. 

c. Net interest margin 

Belgian banks focus on core interest-generating activities, resulting in a net interest margin of 1.62% 

between 2010 and 2014, which is slightly higher than the European average of 1.48%.  

Between 2010-2014, European banks were not severely hit by the low interest rate environment. The 

average European net interest margin even went up by 8 basis points, from 1.42% to 1.50%. Belgian 

banks achieved a higher increase in net interest margin, i.e. an increase of 33 basis points, from 

1.47% to 1.81%.  

Decomposing the net interest margin of our Belgian bank sample, we observe that the larger interest 

margin mainly stems from a higher interest income rather than from lower interest expenses. 

Although both interest income and interest expense decreased between 2010 and 2014, several 

Belgian banks were able to cut interest expenses more drastically, yielding an increase in net interest 

margin.  

We additionally analyze net interest margin as a percentage of risk-weighted assets to evaluate the 

banks’ core activity in terms of both risk and return. All Belgian banks, except BNP Paribas and VDK 

Spaarbank, have a higher net interest margin on risk-weighted assets than their European peers. 

Overall, Belgian banks have somewhat safer assets, but these do not yield significantly lower interest 

rates. Europabank has the highest ratio, followed by Argenta and AXA.  

d. Diversification 

As Belgian banks are returning to their core activities, non-interest activities are reduced. Nearly all 

banks in our sample earn less non-interest income than their European peer group. Only KBC has a 

slightly higher income from non-interest generating activities, mainly as a result of higher 

commissions and fees. 

 Our regression analysis shows that higher diversification improves European bank performance. 

When non-interest income to total income is increased by 10 percentage points, the return on equity 

can be increased by more than 1.3 percentage point, without negatively affecting bank risk. We 

further show that a very high loans to assets ratio does not increase bank performance, indicating 

that other earning assets may yield higher income. 

e. Funding 

After the crisis, Belgian banks diminished interbank exposure and refocused on deposits, which is a 

more stable source of funding. Our analysis shows that that a higher degree of deposit funding 

results in increased profitability. 

f. Cost efficiency 

Efficient cost management is a crucial driver of bank performance. Between 2010-2014, the 

aggregate Belgian banking sector, with an average cost to income ratio of 68%, was less efficient than 



 
 

the average EU-15 country, which achieved a cost income of 62%. However, Belgian banks have 

significantly improved cost efficiency and brought cost income ratio back to 60% in 2014, while 

European banks’ cost income ratio remained the same.   

Our research highlights the importance of controlling costs as we find that a 10 percentage point 

decrease in the cost to income ratio can increase return on equity by almost 4.5 percentage points. 

In our sample of Belgian banks, high performance is often driven by tight cost policies. The most cost 

efficient banks in Belgium (KBC, ING, Argenta, Record Bank, Bank van Breda and Europabank) also 

realize very high returns on equity.  

g. Risk 

We show that higher credit risk has an adverse effect on profitability. Although banks can charge 

higher interest rates on riskier loans, thus increasing net interest margin, they will have to hold 

higher loan loss provisions, with a detrimental effect on profitability. The adverse effect on loan loss 

provisions seems stronger as we see that overall profitability goes down. 

The Belgian banking sector is characterized by a low default rate on loans, which allows banks to hold 

lower provisions than their European peers. As Belgian banks have scaled back their foreign 

exposures, loans loss provisions could be even further decreased. Except KBC and Beobank, all 

Belgian banks realized a lower amount of loan loss provisions than their peers.    

Lastly, a sound capital position also seems to boost performance, lending support to the new Basel 

capital requirements.  

4. Recommendations 

Although net interest margins were not significantly affected during the period 2010-2014, the 

positive effect of declining interest expense may come to an end. Several Belgian banks have reduced 

their interest rates on deposits to the legal minimum, restricting the scope for further improvement. 

Further, macro-economic prospects remain gloomy and the expansionary monetary policy will not be 

rapidly reversed.  

In light of the findings discussed in this paper, the following recommendations can be put forward. 

First of all, banks should use customer deposits as main funding source and rely less on wholesale 

funding.  

Secondly, banks can compensate for the lower interest income by replacing some of their interest-

dependent income by non-interest income. This brings in extra profit and allows for risk 

diversification, leading to a better risk return profile. However, trading is a more volatile activity, 

which does not fit into the new bank business models. Banks should therefore try to benefit from fee 

and commission income on for example investment funds, insurance and asset management. 

Finally, it is crucial for banks to improve their cost positions. Banks have restricted activities, but 

costs have not come down proportionally, which leaves room for improvement. Therefore, banks 

could consider rethinking their distribution channels, improving procurement and reducing 

headquarter costs. Further, the banking sector will need to face the challenge of automation and the 

unstoppable rise of digital services by investing in new technology. Banks should join this digital race 

or else risk being left behind.   
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Chapter 1: Literature review 

1. Methodology to measure performance 

1.1 Type of data 

1.1.1. Introduction 

In the literature, two types of data are used to measure bank performance: 

 Accounting data is all the information contained in the financial statements of firms. 

 Stock market data covers all price and trade-related information of publicly listed 

companies. 

In section 1.1.2 and 1.1.3, we elaborate on the advantages and disadvantages of accounting data and 

stock market data, respectively. In 1.1.4 we explain why we chose accounting data for our study. 

Table 1 shows a schematic representation of the content of this section. 

Table 1: Schematic representation of differences accounting and stock market data 

 Accounting data Stock market data  

Definition All information contained in the 

financial statements of firms 

All price and trade-related 

information of publicly listed 

companies 

Use Used by majority of studies to 

measure bank performance 

Less frequently used 

Main indicators  Return on Equity (ROE) 

 Return on Assets (ROA) 

 Stock returns 

 Market to book ratio 

 Price earnings ratio 

Advantages/disadvantages 

(1.1.2 and 1.1.3) 

 

+ Availability 

+ Audited numbers 

- Backward looking 

- Different accounting standards 

complicate comparison 

between countries 

+ Management is more forward 

looking 

- Expectations included 

- Market inefficiencies distort 

prices 

- Only for listed banks 

Key papers using these 

measures  

 Mergaerts and Vander Vennet 

(2016) 

 Goddard, Molyneux and 

Wilson (2004)  

 Beltratti and Stulz (2011) 

 Becalli, Casu and Giradone 

(2006) 
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1.1.2. Advantages/disadvantages accounting data 

+ Availability: accounting data of banks can be easily retrieved through their financial 

statements and are easy to understand. 

+ Accounting data is audited, which makes it a reliable source of information. 

- Accounting data is not forward looking, i.e. it does not take into account earnings of future 

investments. This can lead to short-term decision making of management (Merchant and Van 

der Stede, 2007). 

- Different accounting standards can make comparability across countries more challenging 

(Guenther et al., 2000). 

1.1.3. Advantages/disadvantages stock market data 

+ Stock prices are forward looking which solves the management short-term decision making 

discussed above. Management will now have more incentives to take into account the future 

consequences of their actions.    

- The forward looking character of stock prices also has a negative consequence, i.e. 

projections of the future, which are uncertain, are included in stock prices. Consequently, 

prices can deviate from true performance. 

- There is still much debate about whether market prices fully reflect fundamentals.  Although 

the efficient market hypothesis is accepted by many academics (e.g. Malkiel and Fama, 

1970), others argue that market inefficiencies exist. Anomalies such as, for instance, 

overreaction (De Bondt and Thaler, 1985) could lead to prices deviating from true economic 

performance. 

- Stock market data is not available for a large part of all banks, i.e. the non-listed banks. 

1.1.4. Conclusion 

Clearly, both accounting and stock data offer advantages and disadvantages. In our study, we opt to 

solely utilize accounting data for the following reasons: 

 We do not want to restrict our study to listed banks but wish to consider a wide sample of 

Belgian banks. 

 In our study, we analyze banks by decomposing our performance measures into different 

building blocks such as interest-margin, non-interest income and cost efficiency. As stock 

market data does not contain information about these different building blocks, accounting 

data is more suitable for our study. 

 The existing literature primarily makes use of accounting data. This implies that our results 

can be compared to similar papers using different samples. For instance, it would be 

interesting to compare our results to a similar paper using US banks.   
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1.2 Key performance indicators 

In this section we elaborate on the key performance indicators to measure bank performance. 

The most widely used performance measures in literature are the following: 

 Return on Equity (ROE) measures the amount of income from a shareholders’ perspective. 

 Return on Assets (ROA) indicates the ability of a firm to convert assets into profits. 

The Return on Equity is an end result of different financial ratios, which provide interesting 

information. Therefore, ROE is often disaggregated according to the DuPont analysis, which is 

presented in Figure 1 (Grier, 2007). This decomposition has two advantages: 

 A positive figure for ROE does not necessarily signify good bank performance but can also be 

the result of negative equity and negative income, leading to a positive sign on the ROE ratio.  

 The decomposition gives management a first view of the areas in which the bank performs 

well and other areas in which the bank underperforms. 

Sections 1.2.1 provides more information on the different profitability indicators of the ROE 

decomposition. Sections 1.2.2 and 1.2.3 elaborate on risk measures and risk-adjusted return 

measures, respectively. 

Figure 1: DuPont return decomposition 

 

1.2.1. ROE decomposition  

a. Return on equity 

Return on equity is defined as 

𝑅𝑂𝐸 =  
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐶𝑜𝑚𝑚𝑜𝑛 𝑒𝑞𝑢𝑖𝑡𝑦1
 

with net income often presented on a pre-tax basis as different tax systems could distort cross 

country comparison. ROE, which measures the remuneration of shareholders, can be seen as one of 

the most important performance indicators, as the main objective of firms is to maximize 

shareholders’ wealth. 

                                                           
1 Common equity includes all common stockholders’ shares and retained earnings. 
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Although the ROE has been extensively used in empirical studies to measure bank performance, 

some academics claim that the ROE is not a perfect measure of performance (European Central Bank, 

2010). A flaw of ROE is that it does not take into account risk. Banks even have the incentive to 

increase leverage and thereby boost the ROE. As the financial crisis has shown the importance of 

managing risk, measures that consider risk are increasingly included in bank performance analysis. 

These will be discussed in 1.2.2 and 1.2.3. 

Key papers using ROE as one of their bank performance measures are Goddard, Molyneux and 

Wilson (2004), De Young and Rice (2004) and Mergaerts and Vander Vennet (2016), among others. 

b. Return on assets 

Besides return on equity, return on assets (ROA) is one of the preferred bank performance measures 

in the existing literature. ROA is defined as  

𝑅𝑂𝐴 =  
𝑁𝑒𝑡 𝑖𝑛𝑐𝑜𝑚𝑒

𝐴𝑠𝑠𝑒𝑡𝑠
 

and shows what percentage of assets are turned into profits. The ROA should be interpreted with 

caution. A high ROA can also mean that the bank has very risky assets which yield higher returns. 

Therefore, as already stated in Section a, it is important to take into account risk, which will be 

discussed in 1.2.2 and 1.2.3.  

ROA can be decomposed into net interest margin (d), non-interest income (e) and cost efficiency (f). 

Key papers using ROA as bank performance proxy are Demirgüç and Huizinga (2010), Berger, Hasan 

and Zhou (2010) and Mergaerts, Vander Vennet (2016), among others. 

c. Leverage 

The leverage multiplier is defined as 

𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =  
𝐴𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
 

and measures the amount of equity the bank uses to finance its activities. A high leverage multiplier 

means that the bank finances only a small part of its activities with equity. Hence, a larger part of 

assets is financed with deposits and debt, which are less stable sources of funding. 

Leverage has an impact on both profitability and risk. When a bank increases its leverage multiplier, 

less equity is used relative to its assets. This means that same amount of income is achieved for a 

lower amount of capital, thereby increasing the return on equity (see Figure 1 for a graphical 

representation). However, with a lower capital position the bank will be less able to withstand losses 

on their loan portfolio. Therefore, leverage boosts profits in good times but hurts bank performance 

in times of financial stress (Baglioni, et al., 2013). 

d. Net interest margin 

In the DuPont analysis, ROA can be further decomposed into net interest margin, non-interest 

income and cost efficiency. The net interest margin is defined as 

𝑁𝑒𝑡 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑚𝑎𝑟𝑔𝑖𝑛 =  
𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 − 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑒𝑥𝑝𝑒𝑛𝑠𝑒

𝐸𝑎𝑟𝑛𝑖𝑛𝑔 𝑎𝑠𝑠𝑒𝑡𝑠
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and captures a bank’s price setting capacity. A bank that has market power will be able to ask higher 

loan rates and offer lower deposit rates. This will result in a higher net interest margin (Vander 

Vennet, 2002). The net interest margin is often used in the literature as a key performance indicator 

(e.g. Vander Vennet, 2002; Ayadi, Arbak and De Groen, 2011; Mergaerts and Vander Vennet, 2016). 

e. Non-interest income 

The non-interest income ratio is defined as: 

𝑁𝑜𝑛 − 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 𝑟𝑎𝑡𝑖𝑜 =  
𝑁𝑜𝑛 − 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑖𝑛𝑐𝑜𝑚𝑒 

𝐸𝑎𝑟𝑛𝑖𝑛𝑔 𝑎𝑠𝑠𝑒𝑡𝑠
 

This ratio captures how much non-interest income the bank earns. Non-interest income includes fees 

and commissions, trading activities and investment banking activities. This ratio is less often used in 

the literature as performance indicator2 but more frequently utilized as a bank specific driver which 

measures how bank performance is affected by more income diversification3 (Demirgüç-Kunt and 

Huizinga, 2010). We discuss non-interest income as a bank specific driver of performance in Section 

2.1. 

f. Cost efficiency 

Bank efficiency can be measured with the following ratio:  

𝐶𝑜𝑠𝑡 𝑟𝑎𝑡𝑖𝑜 =  
𝐶𝑜𝑠𝑡𝑠

𝑇𝑜𝑡𝑎𝑙 𝑖𝑛𝑐𝑜𝑚𝑒
 

The performance indicator gives investors a clear view of how efficiently the firm is being run – the 

lower it is, the more profitable the bank will be. Changes in the ratio can highlight potential 

problems. If, for instance, the ratio rises from one period to the next, it means that costs are rising at 

a higher rate than income. The cost ratio is often adopted by empirical studies to measure bank 

performance (e.g. Ayadi et al., 2011; Mergaerts and Vander Vennet, 2016) 

1.2.2. Risk measures 

Before the financial crisis, banks had riskier activities such as mortgage-backed securities, which were 

financed with high levels of leverage. Hence, banks had small capital buffer which made them more 

prone to shocks. The crisis emphasized the need to manage and limit risks to ensure financial 

stability. In this section, we discuss different risk measures while the next section deals with risk-

adjusted return measures.  

a. Liquidity risk  

Liquidity risk measures whether a bank can meet its short term obligations and is often calculated 

with the following measures: 

 Liquid assets to deposits 

                                                           
2 Mergaerts and Vander Vennet (2016) use non-interest income (as a % of total assets) as a performance 
indicator. 
3 When used as a bank-specific driver, it is more often defined as non-interest income as a % of total income. 
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 Liquidity Coverage Ratio (LCR) was introduced by Basel lll and is required to be at least 

100%. This means that the bank’s highly-liquid assets should be equal or greater than the 

expected cash outflows of the next month. 

 Net Stable Funding Risk (NSFR) was introduced by Basel lll and is required to be at least 

100%. This ratio calculates whether the bank’s long term assets have sufficient level of stable 

funds (such as deposits). 

 Loan-To-Deposit ratio (LTD). A high LTD ratio means that the bank might not have enough 

liquidity to repay withdrawing deposits. 

b. Interest rate risk  

 Interest rate risk is the risk that changes in interest rates or the yield curve will have a negative 

effect on bank profits. As a bank borrows short and lends long, there is a maturity mismatch and 

interest rate changes will impact assets and liabilities differently. To assess interest rate risk, banks 

often calculate the duration gap, which reflects the difference in interest rate sensitivity of assets and 

liabilities. To limit this duration gap banks often use interest rate hedge instruments such as interest 

rate swaps. 

c. Solvency risk  

Solvency risk is the risk that the bank suffers losses on its asset side (e.g. caused by non-performing 

loans) that cannot be covered by its capital base. It is often calculated with the following measures: 

 Tier 1 capital to risk-weighted assets, which Basel lll requires to be 8.5%4 

 Total capital to risk-weighted assets, which Basel lll requires to be 10.5%5 

 Equity to total assets (unweighted) 

Although it is important to analyze whether banks comply with the Basel regulatory ratios, the 

unweighted capital ratio can offer additional insights in the solvency of the bank. Banks are allowed 

to calculate their risk-weighted assets through the internal-based method, which can be strategically 

used to manipulate risk-weighted assets (Mariathasan and Merrouche, 2012). 

d. Credit risk 

 Credit risk measures the risk that the bank’s customers will default on their loans. This risk is most 

often calculated with the following measures:  

 Non-performing loans (% of total loans) 

 Loan loss provisions (% of total loans) 

As management is free to set loan loss provisions, change in loan loss provisions does not necessarily 

represent a change in asset quality but can also be used to smooth income.   

 

 

                                                           
4 Tier 1 capital consists of stockholders’ shares and retained earnings. The capital conservation buffer of 2.5% is 
included in the 8.5% 
5 Total capital consists of Tier 1 and Tier 2 capital, which is supplementary capital (e.g. subordinated debt and 
reserves).  The capital conservation buffer of 2.5% is included in the 10.5% 
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e. Overall risk 

In bank performance studies bank risk is often assessed with the z-score, which measures overall risk 

as the distance-to-default. It signals how many standard deviations profits can fall before the banks 

turns into default. The z-score is measured as6 

𝑧 − 𝑠𝑐𝑜𝑟𝑒 =  
𝑐𝑎𝑝𝑖𝑡𝑎𝑙 𝑟𝑎𝑡𝑖𝑜 + 𝐸(𝑅𝑂𝐴)

 σ(𝑅𝑂𝐴)
 

A higher value of the z-score will thus indicate a lower level of risk. A higher capital ratio and a higher 

ROA will increase the z-score, i.e. make the bank more stable. On the other hand, a more volatile 

ROA will decrease the distance-to-default. This measure is used by Demirgüç and Huizinga (2010), 

Köhler (2014) and Mergaerts and Vander Vennet (2016), among others. 

f. Other risk measures 

Altunbas, Manganelli and Marquez-Ibanez (2011) provide alternative measures of risk and use the 

following risk metrics: 

 Financial support is a dummy variable that receives the value 1 when the bank received 

government capital support. This variable measures the solvency risk of the bank. 

 Systemic risk measures market exposure of bank through the Capital Asset Pricing Model 

(CAPM). 

 Central bank liquidity is the sum of main refinancing operations and long term refinancing 

operations the bank needed (as % of total assets). This variable reflects the liquidity risk of 

the bank. 

1.2.3. Risk-adjusted return measures 

An alternative way to take risk into account is to adjust a return indicator for risk. We discuss the 

following risk-adjusted return indicators: 

 Risk-Adjusted Return On Assets (RAROA) 

 Return on Risk-Weighted Assets (RoRWA) 

 Risk-Adjusted Return on Capital (RAROC) 

a. Risk-Adjusted Return on Assets (RAROA) 

RAROA allows both risk and return to be analyzed jointly and is defined as follows: 

𝑅𝐴𝑅𝑂𝐴 =
𝑅𝑂𝐴

σ(𝑅𝑂𝐴)
 

It is comparable to the Sharpe ratio, indicating the return of an extra unit of risk. Higher return will 

increase RAROA, while more volatility of ROA, indicating higher bank risk, will decrease RAROA. It is 

often used in the literature to measure bank performance. (Köhler, 2014; Lepetit et al., 2008; 

Gambacorta, Scatigna and Yang, 2014) 

 

                                                           
6 Capital ratio is defined as total equity divided by assets. 



8 
 

b. Return on risk-weighted assets (RoRWA) 

RoRWA replaces assets by risk-weighted assets in the ROA formula. In this manner, return can be 

assessed without neglecting the effect of risk. When a bank takes on riskier assets to boost returns, 

risk-weighted assets will also increase. Therefore, both the numerator and denominator of the 

RoRWA will increase, leading to a constant (or even decreased) RoRWA. One should be careful when 

comparing the RoRWA of different banks. The Basel Accords allow banks to measure their risk- 

weighted assets either through an internal-rating based approach or a standardized approach, which 

enables some flexibility in the measurement of risk-weighted assets and therefore can distort the 

comparison between banks. 

c. Risk-Adjusted Return on Capital (RAROC) 

Another risk-adjusted financial ratio that is often utilized is the Risk-Adjusted Return On Capital 

(RAROC), which measures risk-adjusted profitability of different business units. The definition is:  

𝑅𝐴𝑅𝑂𝐶 =
𝑅𝑖𝑠𝑘 𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑖𝑛𝑐𝑜𝑚𝑒

𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐 𝑐𝑎𝑝𝑖𝑡𝑎𝑙
 

The numerator is adjusted income and is defined as follows: 7 

     𝑅𝑖𝑠𝑘 − 𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 𝑖𝑛𝑐𝑜𝑚𝑒 =  𝑆𝑝𝑟𝑒𝑎𝑑 𝑜𝑛 𝑙𝑜𝑎𝑛𝑠 + 𝑓𝑒𝑒𝑠 (𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑡𝑜 𝑙𝑜𝑎𝑛𝑠) 

                                                     −𝑒𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑙𝑜𝑎𝑛 𝑙𝑜𝑠𝑠 − 𝑜𝑝𝑒𝑎𝑡𝑖𝑛𝑔 𝑐𝑜𝑠𝑡𝑠 

The denominator measures the amount of capital that is needed to absorb unexpected losses. It is 

therefore defined as: 

𝐸𝑐𝑜𝑛𝑜𝑚𝑖𝑐 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 = 𝑉𝑎𝑙𝑢𝑒 𝑎𝑡 𝑟𝑖𝑠𝑘 (𝛼) − 𝑒𝑥𝑝𝑒𝑐𝑡𝑒𝑑 𝑙𝑜𝑠𝑠 

The advantage of this approach is that it can be used to allocate capital to different business units 

while still maximizing shareholders’ wealth. When the RAROC of a business unit is higher than the 

required rate of return of shareholders, which is also called the hurdle rate, this unit is said to be 

value-adding (Saunders and Allen, 2002). It is used to measure bank performance by Zaik et al. (1996) 

and James (1996), among others. 

 

 

 

 

 

 

 

 

 

                                                           
7 RAROC can be used for different business units. The definition shown here applies for loan income. 
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2. Academic overview of performance drivers 

In this section we present the literature on the main performance drivers of banks. Section 2.1 

discusses bank-specific drivers while Section 2.2 deals with macro-economic drivers. Table 2 gives a 

schematic overview of the main results.  

Table 2: Overview of performance drivers and their impact on bank profitability 

Bank specific drivers (2.1) Impact on bank profitability 

Activities and diversification (2.1.1)  Mixed evidence 

+ Income diversification increases profits 

- Non-interest income is more volatile 

≈ Only positive effect at low levels of non-
interest income 

Size (2.1.2) Mixed evidence 

+ Scale economies; bigger banks have a cost 
advantage. 

- Bigger banks are more at risk 

≈ No effect 
Funding structure (2.1.3) Mainly negative effect of wholesale funding 

- Less stable source of funding 

+ Can offer some diversification benefits 
Capital (2.1.4) + Higher probability of survival during crisis 

+  Less external financing needed 

+ Lower external finance premium 
Corporate governance (2.1.5) ≈ Mixed effects 

Ownership (2.1.6) 
 State-owned  privately-owned 

 Foreign-owned  domestically-owned 

+ Privately-owned banks are more efficient 

≈ Mixed evidence on foreign versus 
domestically-owned banks 

Concentration (2.1.7) + Higher concentration leads to higher profit 
rates. 

Macro-economic drivers (2.2) Impact on bank profitability 

Business cycle (2.2.1) + Bank profitability is pro-cyclical 

Inflation (2.2.2) + Positive relationship 
Interest rates and the yield curve (2.2.3) Mixed evidence 

- Lower interest rates and flat yield curve 
decrease the interest margin of the bank 

+ Low interest rates spur economic growth, 
which has a positive effect on profits 

 

2.1 Bank specific drivers 

2.1.1. Activities and diversification 

As the current low interest rate environment has lowered profits on the traditional interest activities, 

banks are induced to search for other profit-generating businesses.  

The empirical findings on the impact of non-interest activities on bank profitability and risk are 

mixed. Mergaerts and Vander Vennet (2016) demonstrate that diversification of income sources 

leads to higher profits without increasing bank risk. In line with this finding, Köhler (2014) reports 
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that higher non-interest income lowers risk in retail banks. However, the opposite result is found for 

investment banks, i.e. higher non-interest income increases bank risk. He therefore argues that banks 

should look at their business model before tapping into non-interest income activities. Vander 

Vennet (2002) examines financial conglomerates, which are banks that additionally have insurance 

and underwriting activities, and universal banks, which have equity stakes in non-financial firms. He 

shows that both types of banks are more profitable than specialized banks. Financial conglomerates 

benefit from income diversification, while universal banks have better loan monitoring capacity. This 

monitoring benefit arises from the equity stakes in non-financial firms that provide these universal 

banks with an information advantage.  

Another strand of literature confirms this positive effect, but argues that a non-linear relationship 

exists between non-interest income and bank performance. This means that non-interest income 

only increases profitability at low levels of non-interest income. Above a certain threshold, the effect 

levels off and even makes the bank more fragile and thus more prone to financial crises (Demirgüc-

Kunt and Huizinga, 2010; Altunbas et al., 2011; Gambacorta et al., 2014). 

Several researchers have challenged the view of a positive effect of non-interest income on bank 

performance. Although non-interest income can diversify total income, it is a more volatile source of 

earnings and can therefore increase bank risk (Stiroh and Rumble, 2006). In the same vein, 

Brunnermeier, Dong and Palia (2012) find that non-interest income increases systemic risk.  

2.1.2. Size 

Since the financial crisis, regulatory pressure has incentivized banks to scale back their activities. The 

effect of size on performance is highly studied but evidence is mixed.  

Altunbas and Molyneux (1996) argue that larger banks can spread costs over more units, thereby 

boosting profits. According to Short (1979), large banks are able to raise capital at a lower cost, 

providing them with a competitive advantage. 

A majority of papers, however, finds that this effect is only relevant until a certain size. These scale 

economies level off when a bank grows larger than a certain threshold or even turn into 

diseconomies of scale, related to inefficiencies such as bureaucratic costs.  This gives rise to a 

frequently found U-shaped relationship between size and profitability. (Berger and Humphey, 1994; 

Stimpert and Laux, 2011). 

Although the majority of papers find a positive effect for certain bank sizes, some academics argue 

that size has no effect on bank performance (Goddard et al., 2004; Athanasoglou, Brissimis and Delis, 

2006). 

Others have argued that, although size can lead to higher profits through scale economies, it will 

increase bank risk. Brunnermeier et al. (2012) find that larger banks have higher systemic risk and 

performed worse during the crisis. In the same vein, Huang, Zhou and Zhu (2012) report that 

systemic risk increases with size in a non-linear fashion. 
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2.1.3. Funding structure 

The IMF global financial stability report (2013) distinguishes between three main funding sources:  

 Customer deposits are the main source of funding for banks that are involved in traditional 

intermediary services. 

 Wholesale funds are funds borrowed through financial institutions and are often used for 

investments in financial assets. 

 Capital consists of shareholders’ funds and can absorb losses on the balance sheet. We will 

elaborate on this in the next section. 

The findings on the impact of more non-deposit activities on bank profitability and risk are mostly 

negative. Huang and Ratnovski (2010) find that profitability, measured by the return on assets, is 

negatively affected by wholesale funding. Moreover, they argue that banks which rely heavily on 

wholesale funds are riskier. 

On the other hand, there is also evidence that wholesale funds may offer some risk diversification 

benefits. However, these benefits are exhausted at low levels of non-deposit funding (Demirgüç-Kunt 

and Huizinga, 2010). 

2.1.4. Capital 

In the aftermath of the financial crisis, all banks faced increased capital requirements. In this section 

we examine the positive and negative effects of increased capital on bank performance.  

The prevailing hypothesis in the literature is that a higher capital position increases bank 

performance. Better capitalized banks are more stable and better capable of withstanding adverse 

shocks (Athanasoglou et al., 2006). Similarly, Beltratti and Stulz (2012) find that banks that were 

better capitalized before the crisis performed better during the crisis.  

Pasiouras et al. (2006) argue that well capitalized banks need less external financing and pay a lower 

risk premium for this external funding which may lead to improved profitability. According to De 

Bandt et al. (2014) banks with higher capital ratios will enjoy higher profitability as cost efficiency is 

improved.  

Contrary to these positive effects, a more limited strand of literature argues that there are 

disadvantages to holding more capital. Nicolò (2015) reports that banks tend to decrease lending 

when confronted with higher capital requirements, thereby decreasing their profitability and GDP.  

2.1.5. Corporate governance 

Corporate governance refers to the guidelines that determine how a bank is run. A key function of 

corporate governance is to determine how power is distributed to shareholders, the board of 

directors and management. In this section, we examine certain corporate governance characteristics 

and their negative or positive impact on bank performance.  

a. Positive effect 

 An ownership stake for hired managers increases bank performance (reduction in principal-

agent problems) (Spong and Sullivan, 2007) 
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 Boards of directors that have a significant financial interest in the bank are found to have a 

positive impact on community bank performance (Spong and Sullivan, 2007) 

b. Negative effect 

 Although it is normally assumed that banks with more shareholder-friendly boards perform 

better, Beltratti and Stulz (2012) find that these banks fared worse during the crisis. They 

argue that the actions of the shareholder-friendly board increased shareholder value before 

the crisis but created unexpected losses during the crisis.  

 Erkens, Hung and Matos (2012) report that banks with higher institutional ownership and 

more independent boards had worse stock returns during the crisis. 

 The study of Sakawa and Watanabel (2011) indicate that performance (measured by Tobin’s 

Q) has a negative relationship with board size. 

2.1.6. Ownership 

An interesting question is whether a bank’s ownership status is related to its profitability. In the 

literature five possible types, of ownership are given:  

 State-owned 

 Privately-owned 

 Mutual 

 Foreign-owned 

 Domestically-owned  

a. State-owned  privately-owned 

When studying the difference between government and private ownership, Short (1979) finds that 

government ownership has a detrimental impact on bank. Likewise, Barth et al. (2001) claim that 

government ownership of banks is negatively correlated with bank efficiency. La Porta et al. (2002) 

state that this inefficiency arises from the fact that the government might prefer to finance 

inefficient but socially more desirable projects. 

Further, Iannotta, Nocera and Sironi (2013) show that privately-owned banks enjoy higher 

profitability than government-owned banks. This difference in profitability is explained by the 

former’s higher income rather than by lower costs. Additionally, they find that public sector banks 

suffer from lower loan quality and higher insolvency risk than other types of banks, while mutual 

banks perform best on loan quality and asset risk. Similarly, Micco, Panizza and Yanez (2007), who 

study bank performance in developing countries, find that state-owned banks have lower 

profitability and higher costs than private banks.  

A more limited strand of literature finds no evidence of higher profitability of private banks, 

suggesting that ownership is irrelevant (Bourke, 1989; Molyneux and Thornton, 1992; Athanasoglou 

et al., 2006). 

b. Foreign-owned  Domestically-owned 

When comparing foreign-owned and domestically-owned banks, Micco et al. (2007) find evidence 

that the former have higher profitability, but only in developing countries. No difference in 

profitability is found in industrial countries. Likewise, Bonin, Hasan and Wachtel (2004), using a 
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sample of European transition economies, report that foreign-owned banks tend to achieve higher 

performance, due to their higher cost efficiency.  These European transition economies are 

characterized by a high number of state banks, which are often less efficient than private banks. 

In contrast, Lensink and Naaborg (2007) find that a rise in foreign ownership negatively affects bank 

performance. These negative effects are lower when the distance between the host and domestic 

country is limited.  

2.1.7. Concentration 

Overall, the literature appears to agree on the positive relation between market concentration and 

bank performance and offers two theories that account for this performance difference. The first 

theory states that higher concentration leads to market power of banks which facilitates collusion 

and thereby yields monopoly profits (Bourke, 1989; Molyneux and Thornton, 1992) 

According to the second theory, banks that are more efficient and thus profitable will increase 

market share and thereby increase industry concentration (Berger and Humphrey, 1997) 

On the other hand, Athanasoglou et al. (2006) find a negative, but insignificant, relationship between 

concentration and bank profitability.  

 

2.2 Macro-economic environment 

2.2.1. Business cycle 

The prevailing hypothesis in the literature is that bank profitability is pro-cyclical. During an economic 

downturn, loan quality will deteriorate and households and firms will demand fewer loans, which 

negatively impacts bank profitability. Additionally, banks will supply fewer loans, which in turn 

reinforces the crisis (Bikker and Hu, 2002). Bikker and Hu (2002) show that profits are more than 

twice as high when GDP growth is above 2%. Similarly, Demirgüç-Kunt and Huizinga (2010) find that 

higher GDP growth leads to an increased return on assets.  Athanasoglou et al., (2006) confirm this 

pro cyclicality but find that the effect is asymmetric, i.e. the effect is only significant when output is 

above trend level. When output is below trend level, the impact is not significant which signifies that 

banks are able to protect themselves during a downturn.  

2.2.2. Inflation 

A bank handles in nominal financial instruments, which means that the nominal amount of their 

loans and deposits are fixed. When inflation rises, customers’ loan repayment amounts remain equal, 

although the real value has now decreased, thereby decreasing bank profits. Similarly, the interest 

payments to depositors obtain a lower real value, which is beneficial for the bank. The net impact on 

the bank will depend on the amount of nominal financial instruments on the asset and liability side 

and on the bank’s capacity to change interest rates.  When inflation is anticipated, however, the 

nominal interest rate is increased, leading to a higher amount received on loans and paid on deposits 

(Santoni, 1989).  
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Athanasoglou et al., (2006) argue that there is positive effect when management can forecast 

inflation and subsequently adjust interest rates, thereby boosting profits. This positive relationship is 

also found by Perry (1992), Bourke (1989), and Demirgüç-Kunt and Huizinga (2010) among others.  

Revell (1979) state that the effect of inflation on bank profitability depends on how inflation affects 

both salaries and the other operating costs of the bank.   

2.2.3. Interest rates and yield curve 

The literature presents two views. On the one hand a positive relationship between interest rates 

and bank performance: lower interest rates decrease interest income and endangers financial 

stability. On the other hand, a negative relationship between interest rates and bank performance: 

low interest rates spur economic growth and thereby increase bank profitability.  

As proponents of the positive relationship, Borio, Gambacorta and Hofmann (2015) state that a 

higher interest rate and a steeper yield curve lead to a higher ROA. Subsequently, the authors 

investigate the different sources of profitability, namely interest income, non-interest income and 

loan loss provisions. They find a positive relation between interest rates and net interest income as 

the interest margin is increased. On the other hand, a negative effect is found for non-interest 

income as higher interest results in losses on the securities portfolio. In loan loss provisions, the 

correlation is positive, i.e. higher interest rates lead to higher loan losses as there will be more 

defaults in variable rate mortgages. As the effect on interest margin seems to be stronger than that 

on non-interest income and loan loss provision, the overall effect on ROA is positive.  

This result is confirmed by Alessandri and Nelson (2012) but only for the long run. In the short run, an 

increase in yields leads to lower income due to a maturity mismatch and repricing frictions. The 

higher yield will immediately translate in higher deposit rates, but the long term loan rate will be only 

adjustable when the loans mature.  

Besides the adverse effect on bank profitability, there are growing fears that these low interest rates 

will hurt financial stability. Altunbas, Gambacorta and Marques-Ibanez (2014) conclude that a 

prolonged period of low interest rates will lead to excessive risk taking. Three reasons are provided. 

First, low interest rates will affect valuations, i.e. the price of assets will be increased, leading to 

higher risk tolerance. Second, banks will search for risky investments to compensate their low 

interest margin. And, third, banks will attach a lower probability to downside risk as they believe the 

ECB will provide further easing when financial stress arises. This will lead to a moral hazard problem.  

Another, more limited, strand of the literature supports the negative relationship between interest 

rates and bank performance. Arguing that, although low interest rates have negative effects on the 

net interest margin, the economic growth yields more dominant positive effects in total profits 

(Genay and Podjasek, 2014). This view is shared by the European Central bank: “Banks’ weak 

profitability is to a large extent linked to the macroeconomic environment – something that the 

successful implementation of our programme will help address.” (Peter Praet, Executive board 

member ECB, September 2015). 
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Chapter 2: Bank performance in EU-
countries 
In this chapter the Belgian banking sector is studied in aggregate. We look at Belgian bank data at 

country level and compare this to European countries. The data and methodology used is reported in 

Section 1. The results are shown in Section 2.   

1. Data and methodology 

The data for the cross-country analysis are extracted from the European Central Bank database. Our 

sample consists of annual data of the EU-15 countries8. These countries have similar economies, 

making the comparison of the banking sectors relevant9. Moreover, our scope is still broad enough to 

facilitate a reliable analysis. We use annual data covering a time period of five years, from 2010-

2014, as we opt to examine post-crisis performance.  

We analyze aggregate bank performance by looking at key performance indicators, which we 

elaborated on in the literature review. Moreover, we look at the structure of the banking sector. This 

yields the following three categories:  

Table 3: Key performance indicators used in Chapter 2 

1. Structure 2. Risk 3. Profitability 
 Size  Solvency  Return on equity 
 Foreign-controlled assets - Tier 1 capital ratio  Cost efficiency 
 Competition - Risk-weighted assets  Net interest margin 

  Asset quality  Non-interest income 
   

 

2. Results 

This section presents the main results of the cross-country analysis, which allows us to obtain a first 

view of the position of Belgium in the European banking market. Table 4 gives a schematic overview 

of our key findings.  

 

 

 

                                                           
8 EU-15 is comprised of the following countries: Austria, Belgium, Denmark, Finland, France, Germany, Greece, 
Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and United Kingdom. However, we did not 
include Greece since their highly unstable banking sector could distort the sample.  
9 In the second part of our analysis, the DuPont model and regression, we also include banks of Switzerland and 
Norway. These countries are not analyzed in this chapter as Switzerland and Norway are not part of the EU and 
therefore not included in the ECB database. 
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Table 4: Key findings of European cross-country analysis 

Variables Key findings 

Structure (2.1)  European banks are deleveraging their balance sheets. In 2014 the 

Belgian banks’ total assets were 2.5 times GDP, which is lower than the 

EU average and lower than 3 times the GDP in 2010. (2.1.1) 

 The Belgian banking sector is highly foreign controlled (2.1.2) 

 The Belgian bank market is competitive (2.1.3) 

Risk (2.2)  In contrast to all other EU-15 banks, Belgian banks’ Tier 1 ratio 
decreased slightly between 2010 and 2014. (2.2.1) 

 Asset quality of Belgian banks (4.36% NPL to total loans on average) is 
comparable to neighboring countries and has decreased over the 
sample period. (2.2.2) 

Profitability (2.3)  ROE in Belgium dropped substantially in 2011, but recovered to 8% in 

2014, which is better than most of the other European banks. (2.3.1) 

 Cost efficiency (65% on average) decreased in Belgium and is 

comparable to other European countries. (2.3.2) 

 Net interest margin (1.62% on average) in Belgium is high compared to 

peers and was not negatively affected by the ECB’s expansionary 

monetary policy (it increased by 33 basispoints since 2010). (2.3.3) 

 As Belgian banks focus on traditional lending activities, non-interest 

income is low. (2.3.4) 

 

2.1 Structure 

2.1.1. Size 

Currently, banks are deleveraging in Europe. In the majority of countries that we investigated, banks 

decreased their balance sheets over the period 2010-2014.  

 An exception was Finland, which increased its balance sheet over this period. This larger 

balance sheet was mostly due to its derivatives portfolio, which makes up a large part of 

their assets.10 

 The most significant decrease in balance sheet was found in Ireland, which had a balance 

sheet of almost 7 times GDP and subsequently brought it down to more stable levels. From 

2002 onwards the property bubble in Ireland was fueled by a surge in bank lending. The 

balance sheets of Irish banks grew disproportionately large relative to the size of the 

economy. The bursting of the bubble generated a lot of impaired and non-performing loans. 

Consequently, banks are now working on cleaning up their balance sheets to increase 

resilience to shocks and support future lending.11  

 The Belgian banking sector deleveraged its balance sheet from 3 times the GDP in 2010 to 

2.5 times the GDP in 2014. This makes the banking sector smaller compared to the European 

average (~3 times the GDP). The Belgian balance sheet did not decrease between 2013 and 

2014 which might signify that the deleveraging is coming to a halt.  This may be due to the 
                                                           
10 Source: Monetary Financial Institutions Annual Review, 2010, 2011, 2012 and 2013. Bank of Finland. 
11 Source: IMF press release 2016 
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fundamental change in asset composition. In 2008, Belgian banks had developed their 

foreign activities substantially. By 2014, many of these foreign activities had been stopped, 

sold or placed in run-off. Banks refocus on the Belgian market, with loans to Belgian 

counterparties growing further.12 

Figure 2 shows both the size and share of foreign controlled assets for all countries examined. We 

can observe that Belgian bank size is average compared to its peers. Luxembourg has by far the 

largest banking sector of almost 17 times the GDP, but is predominantly occupied by foreign banks. 

The country’s beneficial economic climate, favorable tax system and lax regulation has incentivized 

foreign banks to operate in Luxembourg. However, new regulation regarding banking transparency 

has partly diminished this benefit.  

2.1.2. Foreign-controlled assets 

As can be seen from the figure below, Belgium has a large share of foreign controlled assets. This can 

be explained by the fact that two of the four biggest banks (ING and BNP Paribas) are foreign 

controlled banks. The highest share of foreign control is in Luxembourg and Finland.  

Figure 2: Size and foreign control matrix (2014) 

 
Data source: European Central bank 

 

 

 

 

                                                           
12 Source: Financial Stability Report 2015, National Bank of Belgium. 
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2.1.3. Competition 

The level of competition is measured by the Herfindahl index13. Although there are 4 large banks in 

Belgium (ING, Belfius, BNP Paribas and KBC), there is still a considerable amount of competition in 

the market. The deleveraging of the balance sheet has mainly taken place in these big 4 banks, which 

increased market power of tier 2 banks14. The countries with the highest concentration are Finland 

and the Netherlands. 

 The Netherlands have three large banks, namely ABN Amro, ING and Rabobank, which 

control around 80% of the market. The market power of these banks has even increased 

since the crisis as foreign providers have pulled back from the market and implicit guarantees 

for these systemic important banks have strengthened their positions.  

 There is remarkably little competition in the Finnish banking sector, which makes it more 

vulnerable, considering that insolvency at a one large bank will lead to significant reductions 

in, for instance, lending, making it harder to obtain a loan. The latter will contribute to a 

contraction in investment and aggregate demand15.  

2.2 Risk 

2.2.1. Solvency 

a. Tier 1 capital ratio 

The tier 1 ratio represents tier 1 capital divided by risk-weighted assets. Since the financial crisis the 

tier 1 ratio has been increasing substantially in every country except Belgium, as can be seen in the 

figure below. The overall increase is a consequence of the EU-wide recapitalization exercise that led 

to an increase in banks’ capital positions and a decrease in risk-weighted assets. Belgian banks 

increased their tier 1 capital already substantially prior to 2010. The slight reduction of the tier 1 

capital was offset by a reduction in risk-weighted assets. 

The outliers are Ireland, Italy and Sweden, their capital ratio increased substantially in 2014. In 

Sweden, this high capital ratio is largely due to the banks’ low risk-weighted asset. The latter, in turn, 

is due to banks increasingly using internal models to calculate their risk weights. This is in accordance 

with the regulations, but simultaneously means that the risk weights become very low in some 

cases16. 

 

                                                           
13 Extracted from the ECB database. 
14 Source: Financial Stability Report 2015, National Bank of Belgium. 
15 Source: Financial Stability Assessment, Bank of Finland Bulletin 5/2015 
16 Source: Financial Stability Report 2015, National Bank of Sweden 



19 
 

Figure 3: Tier 1 capital ratio 

 

Source: European Central bank 

b. Risk-weighted assets ( % total assets) 

Almost all countries experienced a decrease in risk-weighted assets over the sample period (Figure 

4). To achieve the higher capital ratio requirements of Basel III, banks could either increase capital or 

decrease RWA. Considering that some banks could not or did not want to raise their capital - increase 

in capital generates a decrease in ROE - , they had to diminish their RWA. If we look at Belgium we 

see that the RWA remained quite stable over time.  

Figure 4: Risk-weighted assets (% total assets) 

 
Source: European Central Bank 
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2.2.2. Asset quality 

Asset quality is measured by dividing non-performing loans by total loans. From 2014 onwards this 

measure is reported according to the EBA definition. This can cause high variations on a year-on-year 

comparison; therefore, we only compare asset quality across countries in 2014. As can be seen from 

the figure below, Belgian banks have well withstood asset deterioration post-crisis. In 2014 their 

asset quality remains at a solid level, staying close to its neighboring countries. Ireland, Italy and 

Portugal are the outliers in this chart with a substantial level of non-performing loans. As was 

previously mentioned, banks reestablished their focus on the domestic market, supporting credit 

provision to households and non-financial corporations. The default rate of the latter is relatively low 

in Belgium, this leads to lower risk and thus improved asset quality. 

Figure 5: Non-performing loans (% total loans) (2014) 

 
Source: European Central Bank 

2.3 Profitability 

2.3.1. Return on equity 

The return on equity of Belgian banks dropped substantially in 2011 after just recovering from the 

financial crisis. This was due to the sovereign crisis. Belgian banks had substantial portfolios of 

government securities on their balance sheets, which exposed them to changes in the market value 

and liquidity of sovereign bonds. Since 2011 Belgian banks have experienced a steady recovery with a 

ROE of almost 8% in 2014, making Belgium one of the better performing countries.  

The worst performing countries are Ireland, Italy and Portugal with negative ROE for almost every 

year. However, in 2014, Ireland seems to be recovering with a first positive ROE since the crisis. 
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Figure 6: Evolution of return on equity  

 

Source: figures are taken from ECB data warehouse. 

2.3.2. Cost efficiency 

A high cost income (C/I) ratio goes hand in hand with lower efficiency.  Over the past years, Belgian 

banks succeeded in decreasing the C/I ratio with the help of efficiency improvement programs. 

Compared to its peers, Belgian banks operate relatively efficient.  

Spain and Finland have the most efficient banking sector.  

 Spanish banks have extensively focused on cost efficiency. Bank branches are run very 

efficiency due to a high degree of automatisation17. 

 Finland is one of the front-runners in payment technology and institutional design in 

payment systems. This translates in relatively low costs. 

Table 5: Cost to income ratio (2014) 

Source: European Central Bank 

2.3.3. Interest margin 

In the current low interest rate environment, short term rates are cut to the zero lower bound and 

the massive asset purchases of the ECB lead to decreased long term interest rates. This results in a 

flat yield curve, which can be problematic for the banking sector. As banks lend long and borrow 

short, they gain most when there is a large gap between long and short interest rates. Table 6 shows 

the net interest margins of 2014 in decreasing order and depicts which countries experienced a rise 

or fall in margin. Clearly, not all countries have suffered from the flat yield curves. 

 Spain and Austria have the highest net interest margin of the banks in our scope. 

                                                           
17 Arthur D. Little. Value in Focus, achieving cost efficiency in the European banking sector, December 2007. 
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 Belgium’s interest margin is very high compared to its peers. Moreover, it has risen over our 

sample period. One potential driver could be that the loan-to-deposit ratio in Belgium is very 

low which leads to abundant funding compared to loans. Therefore, funding is cheap and the 

interest margin is higher. 

It is important to note that our sample only runs until 2014. The ECB cut rates even deeper into 

negative territory in 2015. This might have more adverse effects on these interest margins. 

Table 6: Net interest margin 

ES AT BE IT PT NL FR DE IE SE DK FI LU 

2,25% 2,08% 1,81% 1,70% 1,63% 1,54% 1,44% 1,43% 1,43% 1,35% 1,27% 0,92% 0,69% 

Notes: net interest margin calculated as net interest income divided by earning assets. Source: European 

Central Bank. Countries that have shown a rise in net interest margin over the period 2010-2014 are depicted 

in green, the net interest margins that have fallen are shown in red. The UK is not included in this table as 

information on interest income was not available 

2.3.4. Non-interest income 

As low interest rates are pressing profits, banks are switching to other sources of income. In 2014 

and the first quarter of 2015, aggregate European bank profitability rose which was partly due to 

non-interest income, which stems from higher fees and commissions. Trading and investment 

banking activities have been scaled back as restrictions on risky activities are forcing banks to return 

to more traditional business models (Financial Stability Report, November 2015, European Central 

Bank). Table 7 shows non-interest income as percentage of operating income of all countries in rising 

order. 

 In Belgian banks, trading activities have been seriously reduced since the crisis. Non-interest 

income was lowered from 50% of operating income in 2007 to 30% in 201418 and now 

consists of more stable sources such as fees and commissions.  

 Belgium has a high reliance on traditional interest generating activities. 

Table 7: Non- interest income (% operating income) 

 

Source: European Central Bank 

 

 

 

 

                                                           
18 Financial Stability Report, 2015, National Bank of Belgium 

NL DK BE UK AT SE ES IE DE PT FI IT FR LU

26% 30% 31% 32% 33% 35% 36% 37% 39% 44% 48% 50% 50% 60%
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Chapter 3: Data, methodology and 
statistical results 
1. Data 

For the DuPont analysis and the regressions, we construct a dataset containing annual bank-specific 

variables, which are retrieved from the Bankscope database. As risk-weighted assets were often 

missing in Bankscope, we completed the values for this variable using banks’ annual reports.   

Banks were selected based on the following criteria: 

 Banks that are situated in EU-15 countries plus Switzerland and Norway19 

 Total assets exceeding 5 billion every year of our sample period20. In Belgium we also include 

banks with a lower amount of total assets as we wish to obtain a complete view of the 

Belgian banking market. 

 Retail and commercial banks 

 Data available for all years between 2010 and 2014 

The implementation of the above conditions leads to 236 individual banks in 16 countries with a total 

of 44.702 observations. This leaves us with a wide and diversified sample. A list of all banks included 

in the sample can be found in the appendix in Table 15. 

It should be noted that we use balance sheet data based on both IFRS and GAAP accounting 

standards21. In contrast to small and unlisted banks, larger banks are obliged to use IFRS. Although 

IFRS and GAAP are not perfect substitutes, their main valuation difference lies in items that are not 

substantially used by small banks, such as for example derivatives. Therefore, we believe that it still 

relevant to compare banks with GAAP accounting standards, on the one hand, and banks with IFRS, 

on the other hand. 

 

2. Methodology DuPont model and risk radar 

To assess bank performance in Belgium, we take a closer look at the profitability and risk profile of 13 

Belgian banks and compare this to the performance of international peer banks. Profitability is 

analyzed using a DuPont model, which was presented in the literature review. This allows us to 

decompose the return on equity into its different sources, which gives insight into the drivers of each 

bank’s return.  

Secondly, we utilize a risk-adjusted DuPont model, using the same methodology as Bain & Company 

(2013). This model presents the Return on Risk-Weighted Assets (RoRWA), defined as profit before 

tax as percentage of risk-weighted assets, and allows to assess the bank’s return while 

                                                           
19 EU-15 is comprised of the following countries: Austria, Belgium, Denmark, Finland, France, Germany, Greece, 
Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and United Kingdom. However, we did not 
include Greece since their highly unstable banking sector could distort the sample. 
20 In Italy and Germany, the threshold for total assets is set at 10 million due to large number of savings banks. 
21 78% of banks in sample use IFRS. 
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simultaneously taking into account risk. Similar to the standard DuPont model, RoRWA is broken 

down into its different components. All ratios are now presented on a risk-adjusted basis by dividing 

them by the bank’s risk-weighted assets. 

Finally, different bank risks are plotted on a risk radar, which allows a graphical presentation of four 

bank risks. The risks presented in the radar are capital, liquidity, funding and credit risk. 

In section 2.1 we elaborate on the selection process of the peer groups and section 2.2 provides 

more information on the ratios used in the DuPont model and risk radar. 

2.1 Selection of peers 

For every Belgian bank we select an international sample of peers that have similar characteristics as 

the bank under consideration. The selection of peers is based on the following process: 

Table 8: Peer selection criteria 

  
1. Division of banks into tiers  Tier 1 

 Tier 2 
 Tier 3 

2. Analysis of qualitative characteristics 
 

 Activities 
 Ownership 
 Share of international activities  

3. Analysis of quantitative characteristics 
 

 Loans (% total assets) 

 Customer deposits (% total funding) 

 

The first step in finding the peers is dividing the banks into three tiers, which is based on total assets. 

Tier 1 are the largest banks in a country while tier 2 are the somewhat smaller challenger-banks. Tier 

3 are the remaining smaller banks. We match the Belgian banks with banks in the same tier, which 

allows us to compare banks with a similar position in a country (e.g. the biggest Belgian players are 

only matched with foreign banks that have significant concentration in their country). 

However, we make an exception for tier 2 banks (AXA Bank Europe, Argenta, Crelan and Record 

bank). These banks are mainly retail orientated while tier 2 banks of other countries often have large 

amounts of corporate and investment banking. Therefore, foreign tier 3 often provide a better match 

for the Belgian tier 2 banks. 

We try to obtain at least one bank in every country to have a diversified peer group. However, when 

none of the banks in a particular country matches the bank in question, this country is excluded from 

the peer group. This selection procedure gives us a list of approximately 10 peers for every Belgian 

bank. The peer groups of the Belgian banks are reported on the bank specific pages in chapter 4. 

2.2 Definition of performance indicators  

2.2.1. DuPont model 

The standard DuPont and risk-adjusted DuPont are presented in Figure 7 and 8, respectively. All 

ratios used in these models are calculated for the Belgian bank and its peers and averaged over the 
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sample period of 2010 to 2014. For the peer group, we utilize a weighted average, which allows us to 

set up a DuPont model that is mathematically correct.  

a. Standard DuPont model 

The standard DuPont model, given in Figure 7, is similar to the DuPont presented in Chapter 1, where 

an overview of all performance ratios can be found. In order to provide a complete view of 

profitability drivers, the following elements are added to our model:   

 Net interest margin is divided into interest income and interest expense (both as a 

percentage of earning assets), which offers deeper insight into the profitability of the interest 

activities of banks. 

 Non-interest income is divided into trading income, commissions and fees and other non-

interest income22 which allows us to determine to what extent banks were able to profit 

from non-interest generating activities.  

 Loan loss provisions (as percentage of earning assets), which are part of a bank’s profit and 

loss account are added to the model. This ratio signals the amount of funds that is set aside 

to cover non-performing loans. An advantage of this ratio is that it already adds an element 

of risk to our standard DuPont model. 

 Non-recurring result (as a percentage of earning assets) covers the income and expenses that 

are not related to the operational activity of the bank. By adding this element, all features of 

the profit and loss account are now included in the DuPont model. 

In contrast to the DuPont model presented in the literature review, we present some ratios as a 

percentage of earning assets. This has the advantage that the model is now completely 

mathematically correct, which allows a transparent interpretation. The exact definition of all ratios 

and can be found in the appendix, in Table 16. 

                                                           
22 Other non-interest income includes: net insurance income, net gains (losses) on assets at FV through income 
statement and other operating income. 
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Figure 7: Standard DuPont model 

 

Figure 8: Risk-adjusted DuPont model 

 

b. Risk-adjusted DuPont model 

In a second step, we adjust our standard DuPont model to take into account risk (Figure 8). We 

calculate the Return on Risk-Weighted Assets (RoRWA) and decompose this ratio into its different 

drivers, using the same methodology as Bain & Company (2013). The same elements of the profit 

and loss account, that were used in the standard DuPont model, are again presented in the risk-

adjusted DuPont. All performance indicators are now shown as a percentage of risk-weighted assets, 

which slightly changes the interpretation. 

1. Net interest margin (% of RWA) 

In the standard DuPont model, net interest margin is defined as a percentage of earning assets. A 

bank can increase this ratio by providing riskier loans that offer higher rates. It is therefore 

interesting to define net interest margin as a percentage of RWA, which indicates how much a bank 

earns on its interest-generating activities, while jointly taking into account risk.  
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2. Trading income (% of RWA) 

This ratio indicates the bank’s ability to trade securities that offer a good risk return trade-off and 

cannot be increased by solely investing in riskier securities. 

3. Fees, commissions and other non-interest income (% of RWA) 

This variable indicates how much the bank earns on complementary services that earn fees and 

commissions. 

4. Costs (% of RWA) 

Costs as percentage of earning assets indicates the amount of expenses per unit of risk. By dividing 

cost by RWA, it is possible to investigate whether a bank has more of less expenses for the same 

amount of risk. 

5. Loan loss provisions (% of RWA) 

This ratio indicates how much loan loss provisions are taken relatively to the riskiness of the assets. A 

very low ratio shows that the bank has possibly not provided enough loan loss provisions, while a 

high ratio might indicate that the bank has abundant provisions for a relatively low level of risk. 

6. Non-recurring result (% of RWA) 

Similarly to our standard DuPont, non-recurring result is added to complete the overview of the 

bank’s profit and loss account in the risk-adjusted DuPont model. 

2.2.2. Risk radar  

As a result of their activities, banks are exposed to a variety of risks. We use a radar to present the 

level of four essential risks.  The latter are capital risk, credit risk, funding risk and liquidity risk. We 

measure these risks with the formulas displayed in the table below.  

Table 9: Risk definitions 

Risk variable  Risk definitions 

Capital risk Total assets / Equity 

Liquidity risk Deposits and short term borrowing/ Liquid assets 

Funding risk Interbank borrowing / Total funding 

Credit risk Loan loss provisions / Loans 

The risk ratios are calculated for each bank in our sample.  The obtained results are divided into ten 

deciles, with the first decile holding the smallest values and the 10th decile holding the most extreme 

values. The distribution of the deciles is given in the table below. By rescaling the ratios we can give a 

more intuitive presentation of the relative risk levels. 

Table 10: Scaling 

  Scaling 

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th 

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1 

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6 

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62% 

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49% 
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In the next chapter, every bank specific page shows two radars. The first radar shows the level of the 

four ratios for the Belgian bank, relative to the average23 and minimum24 level obtained by the peers. 

The second radar shows the four ratios for the Belgian bank in 2010 and in 2014. This gives an 

indication of the evolution over time. The two radars, respectively, are given below. As can be seen 

from these figures, the further from the origin, the more risk exposure.  

 

Figure 9 Risk radar of  banks and peers 

 

 

 

 

 

 

 

 

 

                                                           
23 Average level for the Belgian bank and peers is calculated over a period of 5 years, from 2010 to 2014. 
24 The minimum level of the peer group is calculated as the average of the three lowest values obtained by the 
peer group. 
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3. Methodology regression analysis 

We use a panel dataset to test whether certain bank-specific variables affect bank performance. 

Bank performance studies using panel data have used a number of approaches. A first model, the 

fixed effects regression, exploits the time series variation in the data. The model thus looks at how 

changes in bank-specific characteristics affect bank performance over time (Köhler, 2014).  

A second model, the between estimator, analyses the cross-sectional variation in the data, using 

individual bank means as regressors, thus excluding any bank-specific variation over time (Goddard, 

et al., 2004). This methodology makes it possible to explain the effect of bank-specific characteristics 

across banks.  

Pooled models, thirdly, assume that there is no difference between the cross-sectional and time 

series variation (Goddard et al., 2004). A change in the explanatory variable between banks will have 

the same effect on the dependent variable as a change of the same variable within a certain bank. 

For instance, when a bank decreases its capital ratio by 1%, this is assumed to have the same effect 

on performance as when the difference between two banks’ capital ratio is 1%.  

Lastly, many researchers use dynamic models arguing that bank profits can persist over time. A lag of 

the dependent variable is then added as an explanatory variable (Athanasoglou et al., 2006). 

In our study, we are interested in both the between and the within dimension. According to Ugarte 

(2016), it is useful to jointly look at the between and within estimator as these variables measure a 

different aspect of the relationship: the between estimator captures the long run relationship while 

the within estimator shows the short run deviations from the average. Mergaerts and Vander Vennet 

(2016), who study the impact of bank business models on performance, simultaneously use the 

between and within estimator. They argue that business models are long-run choices and therefore 

best captured with the between estimator. However, as differences between banks are sometimes 

not related to business models, within estimators, which capture bank-specific effects, are added to 

their model.  

The inclusion of both the within and between estimators leads to the following model, which is 

estimated using the random effects regression: 

                                                        𝑦𝑖𝑐𝑡 =  𝛽𝑏�̅�𝑖𝑐 +  𝛽𝑤(𝑋𝑖𝑐𝑡 − �̅�𝑖𝑐) + 𝛾𝑐𝑡 +  𝜀𝑖𝑐𝑡                                      (1) 

where 𝑦𝑖𝑐𝑡  represents the performance of bank i, in country c at time t and 𝑋𝑖𝑐𝑡 contains all bank 

specific variables. As �̅�𝑖𝑐 is the individual bank’s mean, 𝛽𝑏 is the between estimator and indicates 

how different bank characteristics affect performance across banks. 𝑋𝑖𝑐𝑡 − �̅�𝑖𝑐 is the bank’s 

deviation from its mean and 𝛽𝑤 is the within estimator, which measures the impact of different bank 

characteristics within a bank. The variable 𝛾𝑐𝑡  contains country-year fixed effects to control for 

macroeconomic differences between countries and through time. 
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3.1 Variables 

In what follows, we briefly discuss all dependent and independent variables25. Table 11 shows an 

overview of all variables and their definitions 

Table 11: Overview of regression variables 

Variable Definition  

Bank performance indicators (1.1.1) 

Return on equity (ROE) (Net interest income + non-interest income – costs – LLP) / 
equity 

Return on assets (ROA) (Net interest income + non-interest income – costs – LLP) / 
assets 

Net interest margin (NIM) Net interest income / earning assets 
Return on risk-weighted assets 
(RoRWA) 

(Net interest income + non-interest income – costs – LLP) / risk- 
weighted assets 

Risk-weighted assets Risk-weighted assets / total assets 

Explanatory variables (1.1.2) 

a. Balance sheet structure  
- Size Log of total assets 
- Loan activity  Loans / earning assets 
- Funding Customer deposits / liabilities 
b. Income structure  
- Diversification Non-interest income / (Net interest income + non-interest 

income) 
- Cost efficiency Total expenses / (Net interest income + non-interest income) 
c. Risk  
- Solvency Equity / total assets 
- Credit risk Loan loss provisions / loans 
- Liquidity risk Liquid assets (defined as loans and advances to banks + reverse 

repos and cash collateral + cash and due from banks) / deposits 
and short term borrowing 

d. Other  
- Listed Dummy that equals one when the bank is listed 

 

3.1.1. Performance indicators 

Similar to the DuPont analysis, we investigate performance using return on equity, return on assets 

and return on risk-weighted assets. Additionally, we add net interest margin as interest generating 

activities are normally a bank’s core business.  Lastly, risk-weighted assets to total assets are used as 

a dependent variable to shed more light on the bank’s risk profile.  

3.1.2. Explanatory variables 

a. Balance sheet structure 

Size, measured as the logarithm of total assets, allows us to test whether economies of scale exist in 

the banking sector. We utilize the natural logarithm transformation since an increase in assets of, for 

instance, 1 billion will have different effects for small and large banks. Two other important bank 

                                                           
25 All variables are winsorized to limit the extreme values. 
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ratios are loans to earning assets and deposits to liabilities, which indicate to what extent the bank is 

involved in traditional intermediation activities, namely collecting deposits and providing loans. 

b. Income structure 

To test whether banks with more diversified income perform better, we add non-interest income to 

total income as an explanatory variable. A higher ratio indicates that the bank taps other income 

sources unrelated to interest, such as fees, commissions and trading income. Further, we test to 

what extent cost efficiency influences performance and define costs as operating expenses to total 

income. 

c. Risk 

The Basel Accords emphasize the importance of a stable equity position on bank performance. 

Although a higher leverage (lower capital) enables the bank to hold more assets for the same amount 

of equity and thereby mechanically increase return on equity, it will diminish its ability to withstand 

shocks. We measure the effect of capital on performance, by using the ratio equity to total assets. 

A second risk variable included in the regression is the ratio loan loss provisions to total loans. An 

increase in this ratio will normally indicate worsening of credit risk. However, the provisions amount 

can be chosen by management, as a result of which a change in loan loss provisions is not always 

associated with a change in credit risk, but can also be caused by the desire to smooth income.  

Thirdly, we analyze liquidity, measured as liquid assets to deposits and short term borrowing. Only 

liquid assets that can immediately be converted to cash are included in this ratio. 

d. Other 

To test whether listed banks differ in performance, we add a dummy variable that equals the value 

one when the bank is listed. Finally, we add country-year specific effects, which control for all 

macroeconomic variation between countries and over time.  

3.2 Descriptive statistics 

Table 12 shows the mean and standard deviation of all dependent and independent variables. For all 

variables, the standard deviation between banks is significantly higher than the standard deviation 

within a bank. This indicates that bank characteristics differ between banks but are relatively stable 

over time. Consequently, the use of the between estimator is more relevant in our study. 
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Table 12: Descriptive statistics 

Variable Unit Mean Standard deviation  

 

 

   Between Within Overall 

Performance indicators 

Return on equity % 6.34 8.27 6.67 10.62 

Return on assets % 0.36 0.67 0.56 0.87 

Net interest margin % 1.55 0.98 0.19 0.99 

Return on risk-weighted assets % 0.92 1.50 1.31 

 

1.98 

Risk-weighted assets to total assets % 46.13% 18.54 5.78 18.99 

Bank characteristics 

Log assets  24.43 1.54 0.12 1.54 

Loans to earning assets % 62.27% 23.45 5.03 23.96 

Deposits to liabilities % 53.35% 22.58 5.38 22.96 

Share of non-interest income % 36.09% 18.56 7.44 19.96 

Cost to income % 63.98% 14.61 8.44 16.86 

Equity to assets % 6.36% 2.84 0.92 2.98 

Loan Loss provisions to loans % 0.74% 0.83 0.74 1.12 

Liquid assets to deposits and short 

term borrowing 
% 32.39 27.14 7.83 28.15 

Listed Dummy 23% of banks 

are listed 
0.42 0.06 0.42 

Source: Bankscope, all variables are winsorized to limit outliers. 

4. Results regression analysis 

The main results of our regression are presented in Table 13. The upper half of the table shows the 

long-run effects of the between estimator, while the lower part shows the short run deviations from 

the average using the within estimator. The R2 of the regression reveals that the predictive power of 

the explanatory variables is quite high, especially for ROE, ROA and RoRWA.  
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Table 13: Regression results 

VARIABLES (1) ROE (2) ROA (3) NIM (4) RoRWA (5) RWA / TA 

BETWEEN      
Size -0.149 -0.016 -0.078** 0.008 -2.148*** 
 (0.272) (0.022) (0.039) (0.053) (0.666) 

Loans to earning assets -0.059* -0.007** 0.009** -0.019** 0.295*** 
 (0.036) (0.003) (0.004) (0.007) (0.086) 

Deposits to liabilities 0.092*** 0.003 0.003 0.017*** -0.029 
 (0.029) (0.002) (0.004) (0.006) (0.052) 

Share of non-interest income 0.130*** 0.005*** -0.011*** 0.018*** 0.078 
(0.028) (0.002) (0.002) (0.005) (0.073) 

Cost to income -0.436*** -0.026*** -0.010*** -0.071*** 0.021 
 (0.039) (0.002) (0.003) (0.007) (0.083) 

Equity to assets -0.361*** 0.037** 0.089*** -0.000 2.752*** 
 (0.137) (0.019) (0.027) (0.029) (0.501) 

LLP to loans -1.918* -0.232** 0.965*** -0.729*** 5.683** 
 (1.072) (0.103) (0.163) (0.194) (2.355) 

Liquid assets to deposits and 

short term borrowing 

 

-0.039 -0.004 0.001 -0.005 0.041 
(0.033) (0.003) (0.004) (0.007) (0.076) 

Listed -0.753 0.002 0.003 -0.136 4.530** 
 (0.754) (0.067) (0.090) (0.127) (1.804) 

WITHIN      
Size -1.741 0.045 -0.098 0.440 -5.464** 
 (1.757) (0.156) (0.084) (0.389) (2.590) 

Loans to earning assets 0.001 0.006 0.013*** 0.011 0.308*** 
 (0.049) (0.004) (0.003) (0.011) (0.061) 

Deposits to liabilities 0.034 0.002 0.004** 0.003 -0.106* 
 (0.040) (0.004) (0.002) (0.010) (0.060) 

Share of non-interest income 0.055 0.012*** -0.010*** 0.021* -0.031 
 (0.039) (0.003) (0.001) (0.011) (0.037) 

Cost to income -0.430*** -0.028*** -0.007*** -0.078*** 0.051* 
 (0.029) (0.003) (0.001) (0.006) (0.030) 

Equity to assets -0.339 0.087*** 0.047*** 0.198*** 0.583 
 (0.272) (0.024) (0.015) (0.059) (0.358) 

LLP to loans -7.697*** -0.664*** 0.068*** -1.461*** 0.524 
 (0.854) (0.095) (0.019) (0.201) (0.732) 

Liquid assets to deposits and  0.016 0.004* -0.000 0.015** -0.027 
short term borrowing (0.026) (0.002) (0.001) (0.006) (0.035) 

Listed -0.305 0.054 0.015 0.170 -0.110 
 (1.491) (0.164) (0.089) (0.296) (2.806) 

Observations 1153 1154 1153 1037 1038 
Banks 233 233 233 216 217 
Avg. nr. of periods 4.95 4.95 4.95 4.80 4.80 
R2 (within) 0.76 0.64 0.49 0.73 0.32 
R2 (between) 0.68 0.67 0.56 0.70 0.60 
R2 (overall) 0.73 0.67 0.53 0.72 0.61 

Notes: *, **, *** means 10%, 5%, 1% statistical significance, respectively. Country-year fixed effects included in regression. 
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4.1 Balance sheet structure 

4.1.1. Size 

The results in Table 13 demonstrate that a larger bank does not achieve higher profitability. Some 

academics argue that larger banks are able to spread costs of more units, thereby boosting return 

(Altunbas and Molyneux, 1996). Therefore, we perform an additional analysis and regress the cost 

income ratio on several explaining variables (See Appendix Table 17). We do not find any evidence 

that larger banks have lower costs which indicates that there may be an adverse effect on costs 

related to bureaucracy, complexity and regulation. 

Other papers have argued that larger banks have higher risk. (Brunnermeier et al., 2012; Huang, Zhou 

and Zhu, 2012). In our analysis, we find that larger banks have lower risk-weighted assets. Globally 

Systemically Important Banks (G-SIBs) are obliged to hold a higher capital ratio (capital to risk-

weighted assets), which may be an incentive to decrease risk-weighted assets, possibly explaining the 

negative sign in Column 5. Additionally, we observe a negative relationship between net interest 

margin and size, although the result is not economically significant. 

4.1.2. Loans to earning assets 

As can be seen from Table 13, the long-run effect of a higher proportion of loans, shown by the 

between estimator, has a negative effect on bank performance. Although net interest margin 

increases, the ROA decreases while risk-weighted assets increase, which leads to a lower return on 

risk-weighted assets. When the loans to earning assets ratio rises by 10 percentage points, return on 

equity and RoRWA will be 0.6 and 0.19 percentage points lower, respectively. A large loan portfolio 

often leads to lower liquidity as loans cannot be easily turned into cash. Further, a large loan 

portfolio will need higher loan loss provisions, even if the loans are not riskier (Mergaerts and Vander 

Vennet, 2016). These results thus indicate that there are other earning assets than can increase 

profitability, such as securities and derivatives. The short run deviations in loans to earning assets 

does not seem to significantly affect profitability. 

4.1.3. Deposits to liabilities 

Banks that, on average, have more deposits seem to have slightly higher ROE and RoRWA. When 

deposits increase by 10 percentage points, ROE and RoRWA increase by 0.9 and 0.17 percentage 

points, which indicates that the overall risk return profile slightly improves. A higher proportion of 

deposits means that these banks are less reliant on wholesale funding, which is a less stable source 

of funding. During the financial crisis, the interbank market completely dried up and banks could not 

access wholesale funds anymore. Although depositors can also withdraw their funds, they are less 

prone to financial stress as a large part of their deposits are secured by the deposit insurance system.  

These results are not found for short run deviations, measured with the within estimator; when a 

bank increases its deposits, its risk-weighted assets decrease and its net interest margin improves. 

However, both effects are very small. 
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4.2 Income structure 

4.2.1. Share of non-interest income 

More diversified banks, which obtain a larger part of their income through non-interest income, 

seem to deliver significantly higher performance. As the results in Table 13 indicate, these banks 

enjoy a higher ROE, ROA and RoRWA, which means the overall risk-return profile improves. Although 

non-interest income is often found to be a more volatile source of income (Brunnermeier et al., 

2012), it does make the bank less reliant on interest generating activities and therefore less prone to 

interest rate changes. Moreover, banks that have a pure focus on traditional intermediary services 

will greatly suffer from worsening macroeconomic conditions leading to deteriorating loan quality 

(Köhler, 2014). 

In an additional regression, testing the effect of business models on costs, we find that a bank that is 

more focused on non-interest income has a larger cost income ratio (Appendix, Table 17). Non-

interest income is often obtained through additional services that require extra personnel, which 

thus increases costs. However, when we analyze the effect of higher non-interest income through 

time (within estimation), we observe a negative sign. When the bank experiences a good year, 

income (including non-interest income) will rise, while costs fluctuate less and tend to be more fixed. 

This leads to a decreased cost income ratio, explaining the negative sign in Table 17. 

4.2.2. Cost Income ratio 

As can be seen from Table 13, cost efficiency has a very significant effect on bank performance for 

both the between and within estimator. A lower cost to income ratio has a positive effect on ROA, 

ROA, NIM and RoRWA. When a bank has a cost income ratio that is 10 percentage points lower, 

return on equity will be more than 4% higher, which highlights the importance of a strict cost policy.  

4.3 Risk 

4.3.1. Equity to assets 

Banks that have a larger capital buffer as a long-run business model enjoy a higher ROA and NIM. 

There is a negative relationship with ROE as higher equity reduces the return per unit of equity. A 

higher equity to assets ratio allows the bank to hold a higher proportion of risk-weighted assets to 

total assets, which may explain the positive sign in column 5. The opposing effects of higher risk-

weighted assets and a higher return on assets lead to an unaffected RoRWA. However, although the 

risk-weighted assets are slightly increased, a better capitalized bank will be more capable of coping 

with shocks on these assets, thereby improving stability. Therefore, higher capital is often found to 

decrease risk for banks (Altunbas et al., 2011).  

The within estimates show that banks do not increase risk-weighted assets when capital is increased 

in the short run. Together with an increased ROA, this leads to a higher value of RoRWA, indicating 

an improved risk-return profile. 

4.3.2. Loan loss provisions to total loans 

Banks that have more risky loans in their loan portfolio will normally hold a larger amount of loan 

loss provisions. These riskier loans will result in higher loan rates, thereby increasing net interest 
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margin, which translates into the positive sign in Table 13, column 3. Furthermore, risk-weighted to 

total assets are increased (column 5). However, loan loss provisions are also part of the profit and 

loss account and their negative effect outweighs the positive effect of a higher net interest margin, 

which leads to an overall negative effect on ROE, ROA and RoRWA. 

When investigating the short run deviations from the average, we observe slightly different results. 

Although net interest margin is still increased, the increase is substantially smaller and there is no 

significant effect on risk-weighted assets. This may indicate that the higher loan loss provisions are 

not part of a business plan with riskier loans, but are due to worsening macro conditions that 

deteriorate loan quality. The detrimental effect on ROE, ROA and RoRWA is now even more 

pronounced. 

4.3.3. Liquid assets to deposits and short term borrowing 

The between estimator, measuring the long-run impact of higher liquidity, does not show any 

significant relationship with bank performance. Although higher liquidity improves the stability of the 

bank, a liquidity ratio that is too elevated might signal inefficient use of assets. These two opposing 

forces might cause the lack of a significant relationship. 

When a bank’s liquidity position increases over time, measured by the within estimator, there will be 

an increase in ROA and RoRWA. However, these effects are very small. 

4.4 Other 

4.4.1. Stock listing 

The dummy variable listed does not have a significant effect on performance. There is only a small 

significant effect on risk-weighted assets: a listed bank has approximately 5% more risk-weighted 

assets. The results for the within estimator are not very reliable as we only had a few banks in our 

sample that changed between listed and not listed during 2010-2014. 

4.5 Comparison with similar study 

Our regression analysis if very similar to the study of Mergaerts and Vander Vennet (2016.) Hovewer, 

their study encompasses a larger sample period, namely from 1998 to 2013, while our study solely 

focuses on the post-crisis period, i.e. from 2010 to 2014. By comparing our regression results, we can 

analyze whether the effects of business model characteristics on performance have changed since 

the crisis. 

Although our results do not differ considerably, there are some slight changes. First, Mergaerts and 

Vander Vennet (2016) find evidence of economies of scale during 1998-2013 as the coefficient on 

size has as significant positive sign for ROA. These economies of scale seem to disappear after the 

crisis as we find a negative, although insignificant effect. Smaller banks have expressed 

dissatisfaction with the new Basel regulation, as they felt that larger banks were less affected. 

However, our study does not provide support for this hypothesis as we do not find a positive effect 

of size. A potential explanation for the erosion of economies of scale in the post crisis period, is the 

lower expectation of government bailouts, from which large banks benefited before the crisis. 
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Table 14: Comparison with paper Mergaerts and Vander Vennet (2016) 

 
Our study 

Mergaerts and Vander 
Vennet (2016) 

Drivers ROE ROA ROE ROA 

Size -0.149 -0.016 0.168 0.027* 

Loans to EA -0.059* -0.007** -0.094 *** -0.004** 

Deposits to liabilities 0.092*** 0.003 0.175*** 0.010*** 

Share of non-interest income 0.130*** 0.005*** 0.169*** 0.012*** 

Cost to income -0.436*** -0.026*** -0.373*** -0.023*** 

Equity to assets -0.361*** 0.037** -0.423** 0.053*** 

LLP to loans -1.918* -0.232** -5.817*** -0.278*** 

Liquid assets to deposits and short 
term borrowing 

-0.039 -0.004 N/A N/A 

Listed -0.753 -0.002 1.232** 0.094** 
 Notes: *, **, *** means 10%, 5%, 1% statistical significance, respectively. Coefficient that differ between our study and 

that of Mergaerts and Vander Vennet are depicted in color. 

Secondly, our results also differ when we look at the effect of a stock listing. Mergaerts and Vander 

Vennet (2016) show that stock listed banks enjoy higher profitability. Stock listed banks have stricter 

risk management and reporting requirement which translates into a higher ROE. However, after the 

crisis all banks reinforced risk management and increased disclosures which erodes the benefit of 

listed banks. Moreover, during the pre-crisis period listed banks tended to have more diversified 

activities which boosted their profitability. After the crisis all banks returned to more traditional 

business models which brought the ROE of listed banks to the same level as non-listed banks. These 

two arguments explain the insignificant sign in the post-crisis period. 
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Chapter 4: Insights on Belgian bank performance 

This chapter gives an overview of the performance and riskiness of the 13 Belgian banks in our 

sample, compared to their peers. For every bank we introduce four pages. The first page presents the 

peers and the key characteristics on which their selection is based. Further we included the DuPont 

model and the risk radar, measuring the average performance and risk from 2010 to 2014. On the 

second page we compare the average risk-adjusted performance of the Belgian bank and its peers. 

The third page gives an overview of the evolution over time of the key performance ratios for the 

Belgian bank, the average of all Belgian banks and the peer group. Further we show how the risk 

radar evolved from 2010 to 2014 for the Belgian bank. The final page gives some insights and 

comments on the findings from the previous three pages. 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

BNP Paribas

Peers

Minimum peers

5,79% 0,29% 0,43% 19,27

91,22%

+
1,54% 1,56%

0,02%

3,69% 3,05%

2,15% 1,49% 0,16% 0,14%

0,57% 0,10% -0,12%
-

1 - 

-0,12%

Non-recurring 

result (% EA)

Loan loss provision 

(% EA) +

x
60,42% 68,89%

cost / income

ROE
=

ROA
x

Trading (% EA) 

Leverage

5,51% 13,53        

0,65%

90,98%

ROA

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,97%

Earning assets / assets
X

Other (% EA) 

Interest expense                         

(% EA) 

Fees and commissions  (% 

EA) 

Interest income                          

(% EA) 

0,49%

0,22%

0,59%

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

1 

 

 

  

  

 

   

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Left Average of peer banks 

Right BNP Paribas Fortis 

 

Peers (11) Country 

Erste Group Bank AUSTRIA 

Danske Bank DENMARK 

Société Générale FRANCE 

Commerzbank GERMANY 

UniCredit ITALY 

ING Bank NETHERLANDS 

DNB Bank NORWAY 

Banco Comercial 
Português 

PORTUGAL 

Banco Santander SPAIN 

Nordea Bank SWEDEN 

Lloyds Bank 
UNITED 
KINGDOM 

 

Average performance of BNP Paribas Fortis 2010-2014 

 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,29% 0,43% 37,45% 41,08% 0,76% 1,04%

3,75% 3,46% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,54% 0,03%

1,83% 1,40%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,69% 3,37%

1,38% 0,22%

-

Loan loss provisions 

(% RWA)

ROA
RWA                    

(%Total assets)= X

+

RoRWA

Return on Risk Weighted Assets

=

Net interest margin     

(% RWA)

Balance sheet management

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

+
Fees, commissions 

and other income (% 

RWA)

 

  

Risk-adjusted performance of BNP Paribas Fortis 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

Return on equity:  

 Although BNP Paribas’ profits suffered in the sovereign debt crisis, they were still able to generate an adequate level of profits for its shareholders’ 

investments, with an average return on equity of 5.79%.  

 In 2014 BNP Paribas even managed to reach an ROE of 9%. This result mainly comes from a decrease in costs.  

Return on assets and leverage:  

 BNP Paribas has a very low level of leverage.  BNP Paribas group is a globally systemically important bank (G-SIB). Consequently, they are required to 

hold higher capital buffers which explains the low leverage. 

 The low leverage indicates that the ROE mainly stems from the return on assets. This observation is confirmed when looking at the ROA which is 

relatively high. Especially if we look at the year 2014, with an ROA of 0.86%.  

 

Net interest margin: 

 The high ROA does not originate from the net interest margin, since the latter is lower than the peers.  

  However, there is a substantial increase in the NIM over the years induced by an increase in interest income and a stable level of interest expenses. 

This rise in interest income was driven by higher volumes and refinancing of existing mortgages. 

Non-interest income: 

 The non-interest income of BNP Paribas is lower compared to its peers and decreased in total over time.  

 On the other hand, the level of fees and commissions increased slightly from 2010 to 2014. 

Cost efficiency: 

 On average, BNP Paribas was less cost efficient than its peers. Its cost efficiency did however decrease substantially between 2010 and 2014 (- 12%). 

This can be related to the fact that Belgium used to be the headquarter of Fortis, which in that time had an extensive global network. Now the 

activities are focused on the domestic market, headquarter costs are disproportionally large.  

 However, they were able to improve this by a cost cutting plan. BNP wants to establish “the bank for the future”. The latter focuses on adapting to 

the market environment, concentrate on the digitalization, close offices, no replacement of people who go on retirement (led to a reduction of 1800 

jobs).  

Loan loss provision: 

 The higher ROA of BNP Paribas compared to its peers stems entirely from its low loan loss provisions. 

 However, this low loan loss provision is mostly attributable to the low loan default rate that is distinctive for Belgium. 

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

KBC

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

 

Left Average of peer banks 

Right KBC 

 

Average performance of KBC 2010-2014 Peers (11) Country 

Erste Group Bank AUSTRIA 

Danske Bank DENMARK 

Société Générale FRANCE 

Commerzbank GERMANY 

Intesa Sanpaolo ITALY 

ING Ban NETHERLANDS 

DNB Bank NORWAY 

Banco Comercial 
Português 

PORTUGAL 

Banco Bilbao 
Vizcaya Argentaria  

SPAIN 

Svenska 
Handelsbanken 

SWEDEN 

Lloyds Bank 
UNITED 

KINGDOM 

 

8,26% 0,27% 0,45% 19,29

93,04%

+
1,47% 1,92%

0,11%

3,62% 3,98%

2,14% 2,06% 0,17% 0,10%

0,49% 0,57% -0,19%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,17%

x 1 - 
cost / income

60,44% 56,88%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,92% 0,98%

Interest income                          

(% EA) 

Trading (% EA) 

0,21%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,54% 0,77%

Other (% EA) 

ROA
Earning assets / assets

X
91,38%

ROE
=

ROA
x

Leverage

5,18% 18,18        



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,27% 0,45% 37,46% 40,26% 0,72% 1,13%

3,60% 4,45% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,52% 0,26%

1,72% 2,00%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,53% 3,81%

1,19% 1,32%

-0,28% -0,44%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income           

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of KBC 2010-2014 



 
 

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

Return on equity: 

 KBC was able to attain a good average return on equity of 8.26%. This number was adversely influenced by a negative ROE in 2012. This negative 

result came from a number of significant non-operating items, one of which was the substantial depreciation on remaining divestments.  

 Nevertheless, KBC recovered remarkably from 2012 with an ROE of almost 15% in 2014. 

 

ROA and leverage:  

 KBC has a relatively low level of leverage, which decreased slightly over the years. Their ROE thus mainly stems from the ROA.  

 

Net interest margin: 

 KBC has a relatively high NIM which decreased slightly after 2011. The low interest environment led to a fall in interest income as well as interest 

expenses.   

 

Non-interest income: 

 KBCs non-interest income is at the same level as its peers, which is exceptional when compared with the Tier 1 banks in Belgium. 
 

Cost efficiency: 

 The management of KBC strongly focuses on cutting costs.  This focus led KBC to attain a sound cost/income ratio which is better than their peers.  

 

Loan loss provision: 

 The loan loss provision (% EA) for KBC are higher than that of its peers.  This higher level for KBC is attributable to the year 2013, when the loan loss 

provision (% EA) was 0.89%. This increase in loan loss provisions was almost entirely attributable to Ireland, where they had to set aside significant 

extra loan loss provisions after reviewing the loan portfolio there. 

 

Risk: 

 The liquidity risk increased over time. 

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Belfius

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

  

 

 

 

Peers (7) Country 

Crédit Agricole FRANCE 

Deutsche 
Kreditbank 

GERMANY 

Banca Nazionale 
del Lavoro 

ITALY 

ABN AMRO Group NETHERLANDS 

DNB Bank NORWAY 

Caixa Geral de 
Depositos 

PORTUGAL 

Bankia SPAIN 

 

Average performance of Belfius 2010-2014 

 

1,05% 0,15% 0,03% 26,51

97,48%

+
1,19% 1,02%

-0,05%

2,69% 2,69%

1,51% 1,67% 0,07% -0,35%

0,47% 0,08% 0,03%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,13%

x 1 - 
cost / income

62,92% 91,03%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,42% -0,22%

Interest income                          

(% EA) 

Trading (% EA) 

0,03%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,32% 0,18%

Other (% EA) 

ROA
Earning assets / assets

X
92,04%

ROE
=

ROA
x

Leverage

4,10% 37,41        

Left Average of peer banks 

Right Belfius 

 1) ROE of Bankia (Spain) deleted for 2012 due to combination of negative equity and profit which created very large ROE. 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,15% 0,03% 30,11% 23,85% 0,51% 0,12%

3,63% 4,18% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,10% -0,19%

1,20% -0,70%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,09% 3,00%

1,44% 0,31%

-0,28% 0,13%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income            

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Belfius 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

In 2011 Dexia Bank Belgium was bought by the Belgian Government and renamed Belfius.  At the same time the Bank endured the effects of the crisis in 

Greece through the losses on its Greek bond portfolio. All these factors had a detrimental effect on the annual results for 2011. As a consequence, there 

appeared some extreme values for the ratios in 2011 which distorted the overall averages. For this reason, we will focus primarily on the evolution of Belfius 

over time. 

Return on equity:  

 Extremely negative ROE of -66% in 2011.  

 Recovered remarkably well with a ROE of 11% in 2012. However, this was mainly due to non-recurrent capital gains realized on buybacks of 

subordinated debt. 

ROA and leverage: 

 High level of leverage, but decreased substantially after 2011. This was due to the decrease in legacy assets of Dexia (portfolio of derivatives and 

interest rate swaps). These should be gone by 2016. 

 Equity is growing and the balance sheet is decreasing (reduction of more than 7 billion euros of funding to Dexia) 

Net interest margin: 

 Low NIM but increasing. The low NIM comes from low interest income and a high interest expenses 

 The NIM (%RWA) shows us that that although Belfius has a smaller interest margin, they achieve it by taking on less risk.  

Cost efficiency: 

 Very high in 2011 and 2012 because of low income. The steep increase in 2012 came from the further write off of Greek government bonds. 

 In 2014 still high at 70%. However, Belfius is not planning, like most other banks are, on closing offices. 

Loan loss provision: 

 Very low cost of risk, arises from the fact are active in public sector which is less risky. 

Risk: 

 Proportion of RWAs are low in comparison to peers 

 The funding risk decreases considerably from 2010 to 2014. They used interbank funding to refinance the exposure to Dexia. The latter has 

diminished in line with this exposure. 

 

 

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

ING

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

 

                                                                             

                

 

 

 

 

 

 

Average performance of ING 2010-2014 

Left Average of peer banks 

Right ING 

 

 

Peers (10) Country 

UniCredit Bank 
Austria 

AUSTRIA 

Nordea Bank 
Danmark 

DENMARK 

Fédération du 
Crédit Mutuel 

FRANCE 

UniCredit Bank GERMANY 

Intesa Sanpaolo ITALY 

Cooperatieve 
Rabobank 

NETHERLANDS 

Nordea Bank 
Norge 

NORWAY 

Caixabank SPAIN 

Svenska 
Handelsbanken 

SWEDEN 

Lloyds Bank 
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

  

  

12,12% 0,23% 0,78% 16,58

96,98%

+
1,46% 1,69%

0,04%

3,20% 10,05%

1,74% 8,36% 0,30% 0,09%

0,54% 0,12% -0,03%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,12%

x 1 - 
cost / income

62,53% 56,57%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,99% 0,50%

Interest income                          

(% EA) 

Trading (% EA) 

0,15%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,54% 0,38%

Other (% EA) 

ROA
Earning assets / assets

X
90,48%

ROE
=

ROA
x

Leverage

3,83% 15,55        



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,23% 0,78% 38,91% 32,28% 0,59% 2,41%

3,39% 5,08% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,35% 0,11%

1,95% 1,39%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,55% 3,72%

1,25% 0,36%

-0,28% -0,08%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income            

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

 

  

 

 

  

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of ING 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

Return on equity: 

 ING managed to secure a very high and stable ROE over the years.  

 In 2014 the ROE even increases to 15%. ING states these results are driven by a solid management of the cost base combined with a write back of 

provisions for other risks and charges and lower provisions on credits.  

ROA and leverage: 

 The leverage of ING remained at a constant low level over the years. Constantly below the Belgian average. INGs strategic focus lies with the 

preservation of this low leverage. After the financial crisis other banks had to focus on bringing down their leverage, while ING was already used to 

managing this lower leverage and could concentrate more on increasing profitability. 

Net interest margin: 

 ING attained a decent NIM of 1.6%.   

 The interest income and expense stand with 10.05% and 8.36%, respectively, at an extremely high level. These remarkable values stem from the 

 way the ratios are defined.  According to Bankscope the interest income and expense consist of the following balance sheet posts:  

  

Interest income Interest expense 

Financial assets held for trading Financial liabilities held for trading 

Financial assets designated at fair value through 
profit or loss 

Financial liabilities designated at fair value through 
profit or loss 

Financial assets available for sale Financial liabilities measured at amortised 

Derivatives used for hedging Derivatives used for hedging 

Loans and receivables Other liabilities 

  

 The posts “financial assets and liabilities held for trading” take on large values (€15 billion in 2010). This is why the interest income and expense 

 ratios reach values of 14% and 12%. However, this large value decreases considerably, reaching values of only €2.4 billion in 2014.  

 If we would only look at interest on loans and receivables, we see that they are at an average level of €2.8 billion. The latter went up from 2010 to 

2012 and decreased afterwards.  

 

Cost efficiency: 

 ING is very cost efficient.  In 2011 ING put in place a cost-saving program (including the next steps towards digital banking) with the objective to 

reach the cost/income ratio target of 50-53% by 2015.   

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

AXA

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

  

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Average performance of AXA Bank Europe 2010-2014 

Left Average of peer banks 

Right AXA 

 

Peers (10) Country 

Oberbank  AUSTRIA 

Spar Nord Bank DENMARK 

Aktia Bank Plc FINLAND 

Hamburger 
Sparkasse 

GERMANY 

Banca Popolare di 
Vicenza Societa 
cooperativa per 
azioni 

ITALY 

SpareBank 1 SR-Bank  NORWAY 

Caixa Economica 
Montepio Geral 

PORTUGAL 

Liberbank  SPAIN 

Länsförsäkringar 
Bank 

SWEDEN 

Clydesdale Bank Plc 
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

 

-6,06% 0,11% -0,13% 16,07

97,57%

+
1,70% 0,67%

0,04%

3,61% 6,32%

1,91% 5,65% 0,16% 0,22%

0,70% 0,22% 0,00%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,36%

x 1 - 
cost / income

65,58% 83,85%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,81% 0,24%

Interest income                          

(% EA) 

Trading (% EA) 

0,09%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,57% -0,01%

Other (% EA) 

ROA
Earning assets / assets

X
92,28%

ROE
=

ROA
x

Leverage

1,83% 45,31        

1) ROE of Liberbank (Spain) deleted for 2012 due highly negative ROE (-255%). 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,11% -0,13% 55,48% 12,50% 0,21% -1,07%

2,83% 5,21% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,15% 0,30%

1,21% 1,60%

 Measures the amount of costs per unit of risk, independently of the amount of income

2,73% 5,96%

1,16% 1,72%

-0,28% 0,02%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income           

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of AXA bank Europe 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

Return on equity: 

 AXA’s return on equity is negative for each year.  The losses mainly come from the increasing provisions for potential losses on the Greek treasuries.  

In 2011 AXA’s ROE reached an all-time low of -22%. This was also the year that AXA put its Hungarian credit portfolio in run-off. 

 In 2014 AXA’s profits declined with €35 million compared to 2013. This loss was due to exceptional provisions of -€102 million for Hungary 

concerning their credit portfolio. 

 

ROA and leverage: 

 AXA has a negative ROA and an extremely high level of leverage. This high leverage pushes the ROE further into negative territory.  

 

Net interest margin: 

 AXA has a relatively low net interest margin.  Especially compared to its peers 

 The main activity of AXA Group is insurance. AXA works with independent agents who provide insurance as well as basic banking products. These 

agents set low prices for the banking products, hoping to tie down clients who will later buy insurance products with higher margins. Hence the 

lower NIM. 

 The interest income and expense (% earning assets) are 6.32% and 5.65%, respectively, these are very high values.  The latter stem from the way the 

ratios are defined26. 

 The NIM (% RWA) is substantially higher for AXA then for its peers. Meaning that AXA can attain the same NIM with less risk exposure. 

 

Cost efficiency: 

 AXA is very cost inefficient. In 2014 their cost/income ratio reached almost 100% which means that their income did not cover their costs.  

 The high costs originate from a very large branch network.  

 

Risk: 

 AXAs RWA (% total assets) are with 12,5% extremely low. 

 

  

                                                           
26 Cfr. Comment page of ING.  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Argenta

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

   

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Average performance of Argenta 2010-2014 

Left Average of peer banks 

Right Argenta 

 

 

Peers (7) Country 

Steiermärkische 
Bank und 
Sparkassen  

AUSTRIA 

Crelan  BELGIUM 

Spar Nord Bank DENMARK 

Hamburger 
Sparkasse  

GERMANY 

Credito Emiliano  ITALY 

SpareBank 1 SR-
Bank  

NORWAY 

Kutxabank  SPAIN 
 

 

  

  

  

  

  

  

  

  

  

  

 

12,10% 0,49% 0,44% 13,76

98,92%

+
1,74% 1,18%

-0,13%

3,22% 3,52%

1,48% 2,34% 0,25% 0,15%

0,25% 0,03% 0,00%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,18%

x 1 - 
cost / income

66,33% 52,22%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,96% -0,19%

Interest income                          

(% EA) 

Trading (% EA) 

0,04%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,68% -0,21%

Other (% EA) 

ROA
Earning assets / assets

X
94,28%

ROE
=

ROA
x

Leverage

6,77% 27,39        



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,49% 0,44% 56,88% 21,04% 0,86% 2,10%

2,88% 5,53% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,06% -0,61%

1,54% -0,28%

 Measures the amount of costs per unit of risk, independently of the amount of income

2,96% 2,42%

0,42% 0,12%

-0,28% 0,00%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income           

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Argenta 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

Return on equity: 

 Argenta was able to reach a very high return on equity. They experienced two less profitable years in 2011 and 2012 because of the sovereign debt 

crisis.  

 However, they recovered remarkably well with an ROE of almost 17% in 2013.  There was a considerable increase in profits between 2012 and 2013. 

Argenta attributed this to the increase in interest margins and to the result from funds, where they realized a growth of approximately 20%.  

 
ROA and leverage: 

 The ROA of Argenta is lower than the ROA of its peers. On the contrary they attain a high leverage ratio. Therefore, Argenta’s high ROE originates 

from their high leverage, not the ROA.  

 However, this high leverage does not go together with high risk, since their RWA (% total assets) are low.  This can also be seen by the higher 

RoRWA.  

 

Non-interest margin: 

 Argenta makes a loss on its trading fees and commissions. The latter has not been positive over the 5 years. This may be due to their relatively high 

level of independent bank agents to which they have to pay out higher fees than they receive. 

 

Cost efficiency: 
 Argenta is very cost efficient. The cost/income ratio fell considerably between 2011 and 2013: the costs did not decrease but the revenues increased 

significantly (28% and 61% in 2013). 

  In contrast, in 2014 cost increased more than revenues which induced a decrease in the cost efficiency.  

 

Risk: 

 Argenta appears to have a lot of liquidity risk. However our measure of liquidity risk is quiet narrow. Argenta holds more safe and liquid bonds (e.g. 

Belgian government bonds) which they can convert easily to cash. Consequently, taking in account a broader definition of liquidity and a high LCR 

(182% in 2014), we can conclude that Argenta has a sane level of liquidity risk 

 Argenta does not attract funds from the interbank market, hence the low funding risk. 

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Crelan

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%
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Left Average of peer banks 

Right Crelan 

 

Average performance of Crelan 2010-2014 

 

Peers (9) Country 

Steiermärkische 
Bank und 
Sparkassen  

AUSTRIA 

Argenta Spaarbank BELGIUM 

Spar Nord Bank DENMARK 

Berliner Volksbank  GERMANY 

Cassa di Risparmio 
di Parma e 
Piacenza 

ITALY 

SpareBank 1 SMN NORWAY 

Caja Laboral 
Popular Coop de 
credito 

SPAIN 

Migros bank  SWITZERLAND 

Co-operative Bank  
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

  

6,22% 0,28% 0,35% 15,29

95,80%

+
1,66% 1,56%

-0,01%

3,22% 3,79%

1,56% 2,23% 0,15% 0,24%

0,44% 0,12% 0,02%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,07%

x 1 - 
cost / income

69,50% 73,10%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,71% 0,18%

Interest income                          

(% EA) 

Trading (% EA) 

0,00%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,57% -0,05%

Other (% EA) 

ROA
Earning assets / assets

X
92,55%

ROE
=

ROA
x

Leverage

4,23% 17,65        

1) ROE of Caja Laboral Popular Coop de credito (Spain) deleted for 2012 due to very negative ROE (-53%). 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,28% 0,35% 46,23% 39,36% 0,60% 0,89%

3,32% 3,80% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,01% -0,03%

1,42% 0,46%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,30% 3,10%

0,88% 0,29%

-0,28% 0,04%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income          

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Crelan 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

Return on equity: 
 The average return on equity for Crelan is not particularly high but doing better than its peers. In 2014 their results increased with 36%, following 

the fusion of Landbouwkrediet (predecessor of Crelan) and Centea 

ROA and leverage: 
 Crelan has a higher ROA and leverage than its peers, which both moves the ROE upward.    

Earning assets: 
 The earning assets of Crelan doubled in size from 2010 to 2011 following the integration of Centea in the group. 

Net interest margin: 
 The NIM for Crelan is smaller than for its peers. However, when taking into account RWA we see that Crelan performs better. This implicates that 

Crelan earns a higher NIM than its peers while being exposed to the same level of risk. 

Cost efficiency: 
 With an average cost/income ratio of 73%, Crelan is not very cost efficient.   They attribute this to high costs and with their smaller size, no 

economies of scale. However, from our regressions, we do not find evidence for economies of scale. Consequently, lack of scale economies should 

not be a driver for their higher costs. 

 

 

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Record Bank

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

  

                                                                             

                

 

 

 

 

 

 

 

Left Average of peer banks 

Right Record bank 

 

Average performance of Record bank 2010-2014 Peers (8) Country 

Steiermärkische 
Bank und 
Sparkassen  

AUSTRIA 

Spar Nord Bank DENMARK 

Crédit du Nord  FRANCE 

Sparkasse 
KölnBonn 

GERMANY 

Credito Emiliano  ITALY 

SpareBank 1 
SMN 

NORWAY 

Caixa Economica 
Montepio Geral 

PORTUGAL 

Liberbank  SPAIN 
 

 

  

  

  

  

  

  

  

  

  

  

 

 

14,26% 0,51% 0,48% 17,33

98,75%

+
1,78% 1,34%

0,00%

3,52% 3,58%

1,74% 2,24% 0,24% 0,04%

0,67% 0,12% 0,04%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,15%

x 1 - 
cost / income

64,98% 54,61%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

1,21% -0,09%

Interest income                          

(% EA) 

Trading (% EA) 

0,03%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,94% -0,13%

Other (% EA) 

ROA
Earning assets / assets

X
93,67%

ROE
=

ROA
x

Leverage

8,77% 29,64        

1) ROE of Liberbank (Spain) deleted for 2012 due to very negative ROE (-255%). 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,51% 0,48% 49,90% 28,12% 1,01% 1,71%

3,35% 4,69% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,06% 0,00%

2,21% -0,31%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,65% 2,39%

1,26% 0,43%

-0,28% 0,15%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income          

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Record bank 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 
 
ROA and leverage: 

 High return on equity comes from high leverage not ROA.  

 However, the high leverage does not necessarily mean a higher risk considering that the percentage RWA (% total assets) is fairly low. 

Net interest income: 
 Record bank has a lower NIM than its peers but performs better when compared on a risk-weighted basis. 

Cost efficiency: 
 Record bank is very cost efficient. Especially compared to its peers and the other Belgian banks.  This cost efficiency might stem from their parent, 

ING, who started with cost-saving programs.  

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Delta Lloyd
Bank

Peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

   

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Average performance of Delta Lloyd 2010-2014 

 

Peers (7) Country 

BKS Bank  AUSTRIA 

Aktia Bank  FINLAND 

Credito Emiliano  ITALY 

Banco Bilbao 
Vizcaya 
Argentaria  

PORTUGAL 

Cajasur Banco  SPAIN 

Neue Aargauer 
Bank  

SWITZERLAND 

Clydesdale Bank 
Plc 

UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

  

  

 Left Average of peer banks 

Right Delta Lloyd 

 

0,85% 0,14% 0,04% 15,84

96,34%

+
1,91% 1,10%

-0,30%

3,06% 3,45%

1,15% 2,36% -0,03% 0,24%

0,65% 0,09% 0,00%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,30%

x 1 - 
cost / income

69,02% 91,98%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

0,76% 0,54%

Interest income                          

(% EA) 

Trading (% EA) 

0,08%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,72% 0,53%

Other (% EA) 

ROA
Earning assets / assets

X
89,76%

ROE
=

ROA
x

Leverage

2,17% 21,71        

1) ROE of Casajur Banco (Spain) deleted for 2010 due to combination of negative equity and return which created very high ROE. 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,14% 0,04% 58,65% 27,91% 0,23% 0,14%

2,92% 3,78% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,13% -1,03%

1,05% 2,30%

 Measures the amount of costs per unit of risk, independently of the amount of income

2,82% 5,18%

0,99% 0,30%

-0,28% -0,01%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income           

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Delta Lloyd 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 

Return on equity: 
 Delta Lloyd attained a low ROE compared to its peers and other Belgian banks. In 2011 and 2012 Delta Lloyd’s ROE came into negative territory.  In 

2013 they recovered remarkably with a ROE of 8.8% by a cut in costs.  

ROA and leverage: 
 Delta Lloyd has a very low ROA and a relatively high leverage. 

 However, if we look at the RWA (% total assets) we see that this is considerably lower for Delta Lloyd, meaning that although the leverage is higher, 

it is not more risky.   

Net interest margin: 
 Their NIM decreases over the years and is rather small. However, on a risk-adjusted basis they earn a higher NIM than their peers. 

  

Cost efficiency: 

 In 2010 Delta Lloyd decided to rebrand and become a niche player, focusing on the wealthier clients. The reorganization costs mounted to €22 

million for 2011 only. Leading to an extremely high cost/ income ratio of more than 100% in 2011 and 2012 

 Following these high costs Delta Lloyd implemented a cost-savings program which included simplification of their organization, the reconstruction of 

dated systems and further digitalization. This program paid off in 2013 with an improvement of the cost income ratio with 30%. However, the ratio 

is still at a very high level.  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Bank J. Van Breda en Co

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Average performance of Bank J. Van Breda & Co 2010-2014 

 

Peers (6) Country 

VTB Bank  AUSTRIA 

BPIFrance 
Financement  

FRANCE 

HSBC Trinkaus & 
Burkhardt  

GERMANY 

UBS  LUXEMBOURG 

EFG Bank  SWITZERLAND 

Investec Bank  
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

  

  

 

Left Average of peer banks 

Right Bank J. Van Breda & Co 

 

8,84% 0,60% 0,90% 10,41

95,98%

+
1,35% 1,97%

0,01%

3,20% 3,60%

1,85% 1,62% 0,30% 0,12%

0,31% 0,05% -0,18%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,05%

x 1 - 
cost / income

66,54% 58,95%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

1,71% 0,85%

Interest income                          

(% EA) 

Trading (% EA) 

0,46%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
1,13% 0,72%

Other (% EA) 

ROA
Earning assets / assets

X
90,15%

ROE
=

ROA
x

Leverage

6,20% 9,85           



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,60% 0,90% 63,11% 69,30% 0,94% 1,29%

1,93% 2,74% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,65% 0,02%

2,04% 1,16%

 Measures the amount of costs per unit of risk, independently of the amount of income

2,91% 2,31%

0,44% 0,07%

-0,28% -0,24%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income          

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Bank J. Van Breda & Co 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 
ROA and leverage: 

 Bank van Breda managed to reach a very high ROA of more than 1% every year except in 2012. The bad results in 2012 came from very negative 

non-recurring results (badwill from the acquisition of ABK) 

 This turned around in 2013 with a record growth in commercial activities contributing to an increase in banking revenues. 

Net interest margin: 
 Relatively high NIM: The rise in volumes will keep banking revenues at a steady level - even in the face of continuing pressure on margins 

Non-interest income: 
 The non-interest income of Bank van Breda is stable over time but substantially lower than the average level of its peers (less trading).  

 The non-interest income is above the Belgian average (a lot of private banking).  In 2014 the growth in off-balance-sheet investments (+16%) led to 

an 18% increase in commission income. 

Loan loss provision: 
 Bank van Breda has an extremely low cost of risk.  They contribute this to their “combination of a consistently prudent credit policy and working 

with successful and careful clients”. 

Risk: 
 Very high level of RWA (% total assets), Bank van Breda serves SME which makes them more risk exposed. 

 

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

VDK Spaarbank

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Left Average of peer banks 

Right VDK spaarbank 

 

Average performance of VDK spaarbank 2010-2014 
Peers (8) Country 

Steiermärkische 
Bank und 
Sparkassen  

AUSTRIA 

Spar Nord Bank DENMARK 

Ostsächsische 
Sparkasse 
Dresden 

GERMANY 

Sparebanken 
Hedmark 

NORWAY 

Credit Europe 
Bank  

NETHERLANDS 

Cajasur Banco  SPAIN 

Bank Coop  SWITZERLAND 

Sainsbury's Bank  
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  
  

  

  

 

 

6,35% 0,59% 0,51% 14,17

94,96%

+
2,29% 1,86%

0,00%

4,14% 3,34%

1,86% 1,48% 0,20% 0,04%

0,69% 0,15% 0,02%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,33%

x 1 - 
cost / income

62,18% 65,16%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

1,08% 0,07%

Interest income                          

(% EA) 

Trading (% EA) 

0,10%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,81% 0,02%

Other (% EA) 

ROA
Earning assets / assets

X
90,96%

ROE
=

ROA
x

Leverage

8,43% 12,36        

1) ROE of Casajur Banco (Spain) deleted for 2010 due to combination of negative equity and return which created very high ROE. 



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,59% 0,51% 47,75% 48,43% 1,25% 1,06%

4,36% 3,65% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,19% 0,00%

1,92% 0,13%

 Measures the amount of costs per unit of risk, independently of the amount of income

4,00% 2,46%

1,31% 0,29%

-0,28% 0,04%

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income          

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of VDK spaarbank 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

Non-interest income: 
 Very low non-interest income, normal since their business model focuses on savings accounts. 

Cost efficiency: 
 Relatively cost inefficient. Cost/income ratio deteriorates over time. VDK assigns this to increased parafiscal pressure. 

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Beobank

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

 

                                                                             

                

 

 

 

 

 

 

 

Average performance of Beobank 2010-2014 

Left Average of peer banks 

Right Beobank 

 

 
Peers (12) Country 

Bank für Tirol 
und Vorarlberg  

AUSTRIA 

Europabank BELGIUM 

Spar Nord Bank DENMARK 

Helsinki OP Bank  FINLAND 

Crédit Mutuel 
Océan 

FRANCE 

Mainzer 
Volksbank  

GERMANY 

Banco di 
Sardegna  

ITALY 

Credit Europe 
Bank  

NETHERLANDS 

Sparebanken 
Hedmark 

NORWAY 

Cajasur Banco  SPAIN 

Bank Coop  SWITZERLAND 

Sainsbury's Bank  
UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

4,38% 0,54% 0,47% 12,84

94,16%

+
2,24% 7,59%

0,04%

4,10% 8,89%

1,90% 1,30% 0,22% 0,71%

0,71% 1,38% -0,40%
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,26%

x 1 - 
cost / income

63,44% 73,59%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

1,13% 1,02%

Interest income                          

(% EA) 

Trading (% EA) 

0,09%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
0,85% 0,27%

Other (% EA) 

ROA
Earning assets / assets

X
91,39%

ROE
=

ROA
x

Leverage

6,99% 9,36           

1) ROE of Casajur Banco (Spain) deleted for 2010 due to combination of negative equity and return which created very high ROE. 

2) Due to missing values of risk-weighted assets of Beobank, the risk-weighted assets DuPont model, is not included in the analysis 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 
Net interest margin: 

 Beobank has an extremely high NIM. This stems from a high level of interest income which Beobank attracts through consumer credit.   

Cost efficiency: 

 Beobank appears to be very cost inefficient. Their cost/income ratio has been increasing since 2011. This can be attributed to a rise in marketing 

cost following their name transition from Citibank.  

Loan loss provision: 

 Beobank has to hold extremely high loan loss provisions, certainly for Belgium. This comes from risky consumer credits.  

  

Comments 

 



 
 

Risk definitions

Capital risk Total assets / Equity

Liquidity risk Deposits and short term borrowing/ Liquid assets

Funding risk Interbank borrowing / Total funding

Credit risk Loan loss provisions / Loans

 Low

 High
Capital risk

Liquidity risk

Funding risk

Credit risk

Europabank

Peers

Minimum peers

DECILE 1st 2nd 3rd 4th 5th 6th 7th 8th 9th 10th

Capital risk 10,8 12,6 13,8 15,3 16,8 16,8 21,3 23,7 29,8 204,1

Liquidity risk 1,6 2,0 2,7 3,2 4,6 4,6 8,2 11,5 19,7 110,6

Funding risk 2,85% 5,41% 7,29% 9,54% 12,15% 12,15% 20,66% 28,04% 41,34% 109,62%

Credit risk 0,00% 0,02% 0,05% 0,12% 0,19% 0,19% 0,51% 0,73% 1,35% 3,49%

 

 

 

  

 

 

  

 

                                                                                                                                                                                        

  

                                                                             

                

 

 

 

 

 

 

 

 

Average performance of Europabank 2010-2014 

 

Peers (7) Country 

Bank für Tirol 
und Vorarlberg  

AUSTRIA 

Beobank BELGIUM 

Helsinki OP Bank  FINLAND 

Degussa Bank  GERMANY 

Banco di Brescia 
San Paolo Cab  

ITALY 

Credit Europe 
Bank  

NETHERLANDS 

Sainsbury's Bank 
plc 

UNITED 
KINGDOM 

 

 

  

  

  

  

  

  

  

  

  

  

 Left Average of peer banks 

Right Europabank 

 

21,17% 0,61% 2,25% 13,04

97,48%

+
2,68% 5,56%

N/A

4,72% 7,13%

2,04% 1,95% 0,22% 0,39%

0,77% 0,59% N/A
-

Loan loss provision 

(% EA) +
Non-recurring 

result (% EA)

-0,10%

x 1 - 
cost / income

60,89% 56,87%

Net interest margin                          

(% earning assets) 

Non-interest income                          

(% earning assets) 

1,34% 1,16%

Interest income                          

(% EA) 

Trading (% EA) 

0,08%
Fees and commissions  (% 

EA) 
Interest expense                         

(% EA) 
1,06% 0,78%

Other (% EA) 

ROA
Earning assets / assets

X
92,71%

ROE
=

ROA
x

Leverage

7,96% 9,40           



 
 

Net income (% risk weighted assets): indicates the bank's return on a risk-adjusted basis

0,61% 2,25% 70,65% 48,37% 0,86% 4,65%

3,51% 11,21% 1) Measures the bank's pricing power while taking into account the riskiness of activities

0,10% N/A

1,62% 2,35%

 Measures the amount of costs per unit of risk, independently of the amount of income

3,25% 7,71%

1,02% 1,19%

-0,28% N/A

Non-recurring result 

(%RWA)

+
Fees, commissions 

and other income          

(% RWA)

Cross selling

Measures how much the bank is earning through complementary services that earn fees and 

commissions

-

Operating costs               

(% RWA)

Cost efficiency

-

Loan loss provisions 

(% RWA)

Cost of risk

Indicates how much loan loss provisions are taken relatively to the riskiness of assets

+

=

Net interest margin     

(% RWA)

Balance sheet management

+

Trading income                 

(% RWA)

2) Indicates the banks' ability to allocate funds to areas that offer a better risk return trade-off

Return on Risk Weighted Assets

ROA
=

RWA                    

(%Total assets) X
RoRWA

 

 

  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

Risk-adjusted performance of Europabank 2010-2014 
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Evolution of performance over time 

 

1)  Average of Belgian banks is the average of the 13 Belgian banks in our scope 



 
 

 

 
ROA and leverage: 

 High ROE stems completely from exceptionally high ROA (2,25%). The leverage takes on very low values and consequently does not contribute to 

the high ROE.  

 In 2014 the good results came from growth in deposits and a 15% growth in turnover from credit cards. 

Net interest margin: 
 Europabank has very high NIM, this stems from their activities in consumer credit. 

  

 

 

Comments 
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Chapter 5: Recommendations 
In the post-crisis period, the banking sector faces several challenges. Economic growth is low, 

banking regulation is very strict and the ECB’s quantitative easing program is not likely to be reversed 

soon, keeping interest rates at historically low levels.  

Belgian banks have refocused on core activities and scaled back foreign exposure to de-risk their 

balance sheets. Although this has significantly increased stability, profitability remains weak. 

According to Luc Coene (Governor, National Bank of Belgium), the Belgian market is too small to 

support a large number of banks, and especially 4 large, domestically focused banks. To remain 

viable in this tough post-crisis climate, banks should keep rethinking their business model and adjust 

to the rapidly changing environment.  

So how should banks improve their performance? Net interest margin is not expected to increase 

any time soon, loan loss provisions are already very low and moreover offer little room for 

improvement. Therefore, the two areas with untapped potential are diversification and cost 

efficiency. Additionally, banks should keep focusing on deposit funding, which is found to increase 

the risk return tradeoff.  

1. Diversification 

Belgian banks mainly focus on traditional intermediary services and do not generate a high amount 

of non-interest income. Our study shows, however, that income diversification may offer benefits to 

banks. Profitability rises when non-interest income is increased, without any adverse effect on risk, 

rendering an improved risk-return profile. Trading activities are a more volatile source of income and 

thus do not fit into the renewed safer bank business models. Hence, banks should consider 

increasing fee and commission income. Certain Belgian banks are already considering charging fees 

on services currently offered free of charge. However, they are reluctant to make the first move for 

fear of losing customers.  

The two Belgian banks in our sample that attained the highest fee income between 2010-2014 are 

KBC and Europabank. KBC obtains entry and management fees from investment funds and is 

involved in insurance and asset management. Europabank also has insurance activities and 

additionally obtains income from its card business. These two examples of profitable banks that earn 

part of their profit through non-interest income could be followed by other banks in order to 

improve their performance. 

2. Costs 

Although Belgian banks have decreased costs over the last few years, they have not exploited all 

cost-cutting potential. The scaling down of activities in response to the crisis has led to 

disproportionate staff and overhead costs, resulting in considerable job losses and branch closures.  

We present five possible areas of cost improvement. First, banks could cut costs by making their 

distribution channels more efficient. Banks have already taken steps to achieve this but there is still 

room for improvement.  Secondly, banks could consider setting up independent offices, which would 

strive to keep costs low and benefit from a commercial dynamic on the work floor. A third possible 

measure is to reduce the, previously mentioned, high headquarters costs. Fourthly, banks could 

concentrate on digitalization of their activities. Although many banks have already invested heavily in 
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IT, they should focus more on the alignment of their technologies, creating a leaner IT infrastructure.  

Lastly, banks could work on optimizing their procurement.  

3. Conclusion 

 By improving on the above mentioned measures, several banks would be able to boost 

performance, particularly those with subpar performance on cost efficiency and on non-interest 

income. Of course, it should be borne in mind that these solutions are not wonder tools that will 

allow banks to bounce back to pre-crisis profitability levels. Before the crisis, target return on equity 

was of over 20%, but this was only possible with a very risky strategy, involving a high degree of 

trading and derivatives. Banks are now better capitalized and have more stable liquidity and funding 

ratios, which unfortunately comes with a lower return.  
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Appendix 
Table 15: List of banks 

  Bank Country 
1 Erste Group Bank AG AUSTRIA 

2 UniCredit Bank Austria AG-Bank Austria AUSTRIA 

3 Raiffeisen Zentralbank Oesterreich AG - RZB AUSTRIA 

4 Raiffeisen Bank International AG AUSTRIA 

5 Raiffeisenlandesbank Oberösterreich AG AUSTRIA 

6 Bank für Arbeit und Wirtschaft und Österreichische Postsparkasse 
Aktiengesellschaft 

AUSTRIA 

7 Raiffeisen-Holding Niederösterreich-Wien reg.Gen.mbH AUSTRIA 

8 Oberbank AG AUSTRIA 

9 Steiermärkische Bank und Sparkassen AG-Bank Styria AUSTRIA 

10 Raiffeisen-Landesbank Steiermark AG AUSTRIA 

11 Sberbank Europe AG AUSTRIA 

12 Allgemeine Sparkasse Oberösterreich Bank AG AUSTRIA 

13 Bank für Tirol und Vorarlberg AG-BTV (3 Banken Gruppe) AUSTRIA 

14 BKS Bank AG AUSTRIA 

15 Erste Bank der Oesterreichischen Sparkassen AG AUSTRIA 

16 VTB Bank (Austria) AG AUSTRIA 

17 Raiffeisen Bausparkasse GmbH-Raiffeisen Wohn Bausparen AUSTRIA 

18 Raiffeisen-Landesbank Tirol AG AUSTRIA 

19 Raiffeisenlandesbank Vorarlberg Waren-und Revisions Verband GmbH AUSTRIA 

20 Raiffeisenverband Salzburg eGen AUSTRIA 

21 BNP Paribas Fortis SA/ NV BELGIUM 

22 KBC Bank NV BELGIUM 

23 Belfius Banque SA/NV-Belfius Bank SA/NV BELGIUM 

24 ING Belgium SA/NV-ING BELGIUM 

25 AXA Bank Europe SA/NV BELGIUM 

26 Argenta Spaarbank-ASPA BELGIUM 

27 Crelan SA BELGIUM 

28 Record Bank SA/NV BELGIUM 

29 Delta Lloyd Bank BELGIUM 

30 Bank J. Van Breda en Co NV BELGIUM 

31 VDK Spaarbank NV BELGIUM 

32 Beobank NV/SA BELGIUM 

33 Europabank NV BELGIUM 

34 Danske Bank A/S DENMARK 

35 Nykredit Realkredit A/S DENMARK 

36 Nordea Bank Danmark Group-Nordea Bank Danmark A/S DENMARK 

37 Jyske Bank A/S (Group) DENMARK 

38 Nykredit Bank A/S DENMARK 

39 Sydbank A/S DENMARK 

40 Spar Nord Bank DENMARK 
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41 Nordea Bank Finland Plc FINLAND 

42 OP Corporate Bank plc FINLAND 

43 Danske Bank Plc FINLAND 

44 Aktia Bank Plc FINLAND 

45 Helsinki OP Bank Plc FINLAND 

46 BNP Paribas FRANCE 

47 Crédit Agricole S.A. FRANCE 

48 Société Générale SA FRANCE 

49 BPCE SA FRANCE 

50 Fédération du Crédit Mutuel FRANCE 

51 Banque Fédérative du Crédit Mutuel FRANCE 

52 Crédit Industriel et Commercial SA - CIC FRANCE 

53 Dexia Crédit Local SA FRANCE 

54 La Banque Postale FRANCE 

55 HSBC France SA FRANCE 

56 Le Crédit Lyonnais (LCL) SA FRANCE 

57 Credit Mutuel Arkea SA FRANCE 

58 Crédit du Nord SA FRANCE 

59 BRED Banque Populaire SC FRANCE 

60 Crédit Mutuel Nord Europe SA FRANCE 

61 BPIFrance Financement SA FRANCE 

62 Lyonnaise de Banque SA FRANCE 

63 Banque Européenne du Crédit Mutuel SAS FRANCE 

64 Crédit Coopératif FRANCE 

65 Banque Palatine SA FRANCE 

66 Crédit Mutuel Océan FRANCE 

67 Crédit Mutuel de Maine-Anjou et Basse-Normandie SA FRANCE 

68 Deutsche Bank AG GERMANY 

69 Commerzbank AG GERMANY 

70 DZ Bank AG-Deutsche Zentral-Genossenschaftsbank GERMANY 

71 UniCredit Bank AG GERMANY 

72 Deutsche Postbank AG GERMANY 

73 ING-DiBa AG GERMANY 

74 WGZ-Bank AG Westdeutsche Genossenschafts-Zentralbank GERMANY 

75 Wuestenrot Holding Aktiengesellschaft GERMANY 

76 Deutsche Kreditbank AG (DKB) GERMANY 

77 Hamburger Sparkasse AG (HASPA) GERMANY 

78 Santander Consumer Bank AG GERMANY 

79 Sparkasse KölnBonn GERMANY 

80 SEB AG GERMANY 

81 HSBC Trinkaus & Burkhardt AG GERMANY 

82 State Street Bank GmbH GERMANY 

83 Frankfurter Sparkasse GERMANY 

84 Stadtsparkasse München GERMANY 

85 Sparkasse Hannover GERMANY 

86 Mittelbrandenburgische Sparkasse in Potsdam GERMANY 
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87 Ostsächsische Sparkasse Dresden GERMANY 

88 Stadtsparkasse Düsseldorf GERMANY 

89 Nassauische Sparkasse GERMANY 

90 Die Sparkasse Bremen GERMANY 

91 Sparkasse Pforzheim Calw GERMANY 

92 Berliner Volksbank eG GERMANY 

93 Investitions- und Strukturbank Rheinland-Pfalz (ISB) GERMANY 

94 Bank für Sozialwirtschaft Aktiengesellschaft GERMANY 

95 Frankfurter Volksbank eG GERMANY 

96 TeamBank AG GERMANY 

97 BBBank eG GERMANY 

98 UBS Deutschland AG GERMANY 

99 BHF-Bank AG GERMANY 

100 Volksbank Mittelhessen eG GERMANY 

101 Morgan Stanley Bank AG GERMANY 

102 Mainzer Volksbank eG GERMANY 

103 Degussa Bank Ag GERMANY 

104 Bank of Ireland-Governor and Company of the Bank of Ireland IRELAND 

105 Allied Irish Banks plc IRELAND 

106 Permanent TSB Plc IRELAND 

107 Ulster Bank Ireland Limited IRELAND 

108 Intesa Sanpaolo Bank Ireland plc IRELAND 

109 UniCredit SpA ITALY 

110 Intesa Sanpaolo ITALY 

111 Banca Monte dei Paschi di Siena SpA-Gruppo Monte dei Paschi di 
Siena 

ITALY 

112 Banco Popolare - Società Cooperativa-Banco Popolare ITALY 

113 Unione di Banche Italiane Scpa-UBI Banca ITALY 

114 Banca Nazionale del Lavoro SpA ITALY 

115 Banca popolare dell'Emilia Romagna ITALY 

116 Cassa di Risparmio di Parma e Piacenza SpA ITALY 

117 Banca Popolare di Milano SCaRL ITALY 

118 ICCREA Banca SpA - Istituto Centrale del Credito Cooperativo ITALY 

119 Banca Mediolanum SpA ITALY 

120 Banca Popolare di Vicenza Societa cooperativa per azioni ITALY 

121 Credito Emiliano SpA-CREDEM ITALY 

122 Banca Popolare di Sondrio Societa Cooperativa per Azioni ITALY 

123 Veneto Banca scpa ITALY 

124 Banca Carige SpA ITALY 

125 Banco di Napoli SpA ITALY 

126 Banca Piccolo Credito Valtellinese-Credito Valtellinese Soc Coop ITALY 

127 Deutsche Bank SpA ITALY 

128 Banca Popolare di Bergamo SpA ITALY 

129 Cassa di Risparmio di Firenze SpA-Banca CR Firenze SpA ITALY 

130 FinecoBank Banca FinEco SpA-Banca FinEco SpA ITALY 

131 Cassa di Risparmio del Veneto SpA ITALY 

132 CheBanca SpA ITALY 
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133 Banco di Brescia San Paolo Cab SpA-Banco di Brescia SpA ITALY 

134 Banco di Sardegna SpA ITALY 

135 Findomestic Banca SpA ITALY 

136 Unipol Banca Spa ITALY 

137 Deutsche Bank Luxembourg SA LUXEMBOURG 

138 UniCredit Luxembourg SA LUXEMBOURG 

139 Banque Internationale à Luxembourg SA LUXEMBOURG 

140 BGL BNP Paribas LUXEMBOURG 

141 DZ Privatbank S.A. LUXEMBOURG 

142 ING Luxembourg LUXEMBOURG 

143 Banque de Luxembourg SA LUXEMBOURG 

144 KBL European Private Bankers SA LUXEMBOURG 

145 UBS (Luxembourg) SA LUXEMBOURG 

146 Banque Raiffeisen LUXEMBOURG 

147 ING Bank NV NETHERLANDS 

148 Cooperatieve Rabobank U.A. NETHERLANDS 

149 ABN AMRO Group N.V. NETHERLANDS 

150 SNS Bank N.V. NETHERLANDS 

151 NIBC Bank NV NETHERLANDS 

152 Credit Europe Bank N.V. NETHERLANDS 

153 Algemene Spaarbank voor Nederland - ASN Bank NV NETHERLANDS 

154 AEGON Bank NV NETHERLANDS 

155 Bank of Tokyo - Mitsubishi UFJ (Holland) NV NETHERLANDS 

156 DNB Bank ASA NORWAY 

157 Nordea Bank Norge ASA NORWAY 

158 SpareBank 1 Boligkreditt AS NORWAY 

159 SpareBank 1 SR-Bank ASA NORWAY 

160 Sparebanken Vest NORWAY 

161 SpareBank 1 SMN NORWAY 

162 Sparebank 1 Nord-Norge NORWAY 

163 Sparebanken More NORWAY 

164 Sparebanken Hedmark NORWAY 

165 Caixa Geral de Depositos PORTUGAL 

166 Banco Comercial Português, SA-Millennium bcp PORTUGAL 

167 Banco BPI SA PORTUGAL 

168 Banco Santander Totta SA PORTUGAL 

169 Caixa Economica Montepio Geral PORTUGAL 

170 Credito Agricola Financial Group-Caixa Central de Credito Agricola 
Mutuo - CCCAM 

PORTUGAL 

171 Banco Popular Portugal SA PORTUGAL 

172 Banco Bilbao Vizcaya Argentaria (Portugal) SA PORTUGAL 

173 Banco Santander SA SPAIN 

174 Banco Bilbao Vizcaya Argentaria SA SPAIN 

175 Fundacion Bancaria Caixa D Estalvis I Pensions De Barcelona SPAIN 

176 Caixabank, S.A. SPAIN 

177 BFA Tenedora de Acciones SAU SPAIN 

178 Banco de Sabadell SA SPAIN 
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179 Bankia, SA SPAIN 

180 Banco Popular Espanol SA SPAIN 

181 Ibercaja Banco SAU SPAIN 

182 Bankinter SA SPAIN 

183 Kutxabank SA SPAIN 

184 Liberbank SA SPAIN 

185 Banco Mare Nostrum SA-BMN SPAIN 

186 Cajamar Caja Rural, S.C.C. SPAIN 

187 Caja Laboral Popular Coop de credito SPAIN 

188 Banco Cooperativo Espanol SPAIN 

189 Deutsche Bank SAE SPAIN 

190 Banca March SA SPAIN 

191 Dexia Sabadell, SA SPAIN 

192 Cajasur Banco SA SPAIN 

193 Confederación Española de Cajas de Ahorros - CECA SPAIN 

194 Caja Rural de Navarra Sociedad Cooperativa de Crédito SPAIN 

195 Nordea Bank AB (publ) SWEDEN 

196 Svenska Handelsbanken SWEDEN 

197 Skandinaviska Enskilda Banken AB SWEDEN 

198 Swedbank AB SWEDEN 

199 Länsförsäkringar Bank AB (Publ) SWEDEN 

200 UBS AG SWITZERLAND 

201 Credit Suisse AG SWITZERLAND 

202 Raiffeisen Schweiz Genossenschaft-Raiffeisen Suisse société 
coopérative 

SWITZERLAND 

203 Die Schweizerische Post AG-Swiss Post SWITZERLAND 

204 Pfandbriefzentrale der Schweizerischen Kantonalbanken SWITZERLAND 

205 Migros bank AG-BANQUEMIGROS SWITZERLAND 

206 EFG International SWITZERLAND 

207 Neue Aargauer Bank AG SWITZERLAND 

208 BSI AG-BSI SA SWITZERLAND 

209 Bank Coop AG SWITZERLAND 

210 EFG Bank AG SWITZERLAND 

211 Clientis AG SWITZERLAND 

212 Deutsche Bank (Suisse) SA SWITZERLAND 

213 Barclays Bank Plc UNITED KINGDOM 

214 Lloyds Bank Plc UNITED KINGDOM 

215 Royal Bank of Scotland Plc (The) UNITED KINGDOM 

216 HSBC Bank plc UNITED KINGDOM 

217 HBOS Plc UNITED KINGDOM 

218 Standard Chartered Bank UNITED KINGDOM 

219 Bank of Scotland Plc UNITED KINGDOM 

220 National Westminster Bank Plc - NatWest UNITED KINGDOM 

221 Santander UK Plc 
 

UNITED KINGDOM 

222 Abbey National Treasury Services Plc UNITED KINGDOM 

223 Clydesdale Bank Plc UNITED KINGDOM 
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224 Ulster Bank Limited UNITED KINGDOM 

225 Bradford & Bingley Plc UNITED KINGDOM 

226 Co-operative Bank Plc (The) UNITED KINGDOM 

227 TSB Bank Plc UNITED KINGDOM 

228 Sumitomo Mitsui Banking Corporation Europe Limited UNITED KINGDOM 

229 Citibank International Limited UNITED KINGDOM 

230 Investec Bank Plc UNITED KINGDOM 

231 Icbc Standard Bank Plc UNITED KINGDOM 

232 AIB Group (UK) plc UNITED KINGDOM 

233 Scottish Widows Bank plc UNITED KINGDOM 

234 MBNA Limited UNITED KINGDOM 

235 Nomura Bank International Plc UNITED KINGDOM 

236 Sainsbury's Bank plc UNITED KINGDOM 
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Table 16: Overview of performance indicators DuPont model 

Performance indicators Standard DuPont Risk-adjusted DuPont Comments 

Return on Equity Net income before 

taxes (% common 

equity) 

Idem  

Return on Assets Net income before 

taxes (%total assets) 

Idem  

Return on risk-

weighted assets 

N/A Net income before 

taxes (% RWA) 

 

Leverage Total assets (% 

common equity) 

N/A  

Risk-weighted assets N/A RWA (% total assets)  

Earning assets Earning assets (% total 

assets) 

N/A Earning assets include 

loans, securities, 

investments in 

property and 

insurance assets. 

Net interest margin NIM (% EA) NIM (% RWA)  

 Interest income Interest income (%EA) N/A  

 Interest 
expense 

Interest expense (%EA) N/A  

Non-interest income Non-interest income 

(%EA) 

N/A  

 Trading Trading income (% EA) Trading income (% 

RWA) 

Other non-interest 

income includes: net 

insurance income, net 

gains (losses) on assets 

at FV through income 

statement and other 

operating income 

 Fees and 
commissions 

Fees and commissions 

(%EA) 

Fees, commissions and 

other income (%RWA) 

 Other Other non-interest 

income (%EA) 

Cost efficiency Expenses (% net 

interest income and 

non-interest income) 

Expenses (%RWA)  

Loan loss provisions Loan loss provisions (% 

EA) 

Loan loss provisions 

(%RWA) 

 

Non-recurring result Non-recurring result 

(% EA) 

Non-recurring result 

(% RWA) 
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Table 17: Additional regression analysis 

VARIABLES Cost to Income 

BETWEEN  

Size 0.023 
 (0.598) 

Loans to EA 0.025 
 (0.062) 

Share of non-interest income 0.310*** 
 (0.078) 

Deposits to total liabilities 0.062 
 (0.054) 

LLP to total loans 2.100 
 (2.295) 

Listed -1.886 
 (1.710) 

WITHIN  

Size -5.202 
 (3.695) 

Loans to EA 0.090 
 (0.073) 

Share of non-interest income -0.037 
 (0.080) 

Deposits to total liabilities -0.310*** 
 (0.075) 

LLP to total loans -0.401 
 (0.889) 

Listed -6.222* 
 (3.550) 

Observations 1.154 
Banks 233 
Avg. nr. of periods 4.95 
R2 (within) 0.24 
R2 (between) 0.35 
R2 (overall) 0.32 

Notes: Cost income ratio is the dependent variable. *, **, *** means 10%, 5%, 1% statistical significance, respectively. 
Country-year fixed effects included in regression 

 


