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10 years after the crisis: Lessons learned, lessons not learned 
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The objective of this contribution is to describe the regulatory and economic environment in which 

banks now operate, especially the new Basel III rules and the exceptional monetary conditions, to 

identify which lessons banks learned (and which not) after the financial crisis, and what banks will 

have to do in order to restore sustainable profitability.1 

In the immediate aftermath of the banking crisis of 2007-2008, four types of measures were taken to 
restore confidence in the financial system:  

(1) Liquidity was restored mainly through actions by the central banks, they have implemented 
conventional and unconventional monetary policy. 

(2) Bank solvency was restored mainly through interventions by governments in the form of 
equity stakes and guarantees. The US clearly acted more swiftly than Europe. 

(3) Bad banks were established to isolate impaired assets. Some countries acted decisively in this 
matter (e.g. Ireland), others more reluctantly. 

(4) Finally, new regulation was implemented in the form of enhanced capital and liquidity 
regulation (Basel 3), more effective supervision (in the form of a banking union with direct 
supervisory powers for the ECB), and a new crisis management infrastructure (recovery and 
resolution, bail-in). 
 
 
 
 

                                                           
1 This is a summary of a speech given at the Belgian Financial Forum on 18 January 2018. 
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The new rules aimed at tackling systemic risk and improving bank resilience have the ambition to 
reduce the probability of default of banks through layers of buffers: 

- Higher capital and liquidity buffers (Basel3) 
- Capital surcharge for too-big-to-fail banks (G-SIFI) 
- Countercyclical capital buffer (CCB) 
- Increase loss-absorbency capacity (TLAC/MREL) 

 
If, in spite of the bigger buffers, a default would occur, the resolution framework aims at reducing the 

cost of default. Recovery measures rely on the existence of a recovery and resolution plan that each 

systemic bank has to submit and on contingent capital that can be bailed-in. When recovery is 

impossible, there is a resolution mechanism for failing banks under the jurisdiction of the Single 

Resolution Board. Examples such as Banco Popular and the Venetian banks in 2017 illustrate that this 

framework can work, although it remains unclear whether it would be effective when a very large 

bank would fail. 

A crucial role in the recovery was played by the central banks. In the Eurozone, the ECB first 
implemented measures of credit easing (LTRO) and later resorted to quantitative easing. The following 
chart presents the consecutive ECB actions. 
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The assessment of the ECB is that its actions have restored the pass-through of monetary policy to 
bank lending rates and that the divergence between lending conditions in the core and the periphery 
have become less pronounced. As a result, lending has picked up in most of the Eurozone countries. 
The following chart illustrates the impact of credit easing and quantitative easing on bank lending 
rates. 
 

 

While the effect of very accommodative monetary conditions on the macroeconomy are generally 

judged to be positive, although inflation remains stubbornly below the ECB target, the effect on bank 

profitability is less clear. The ECB claims that impact of monetary policy on banks’ ROA is modest. In 

the next chart, the ECB analysis acknowledges that the effect on bank net interest margins is negative, 

but this effect is compensated by a positive effect on the value of securities on bank balance sheets 

(capital gains) and by a positive effect on loan quality caused by better economic conditions (lower 

loan losses). In the chart, the net effect is almost neutral. 
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The banks themselves assess that the impact of unconventional monetary policy on their interest 
margins is clearly negative, as evidenced by their answers in the ECB Bank Lending Survey: 
 

 

 

 

 

 

 

 

 

 

 

 

 

Source : ECB FSR Nov 2017 

ECB Bank lending Survey Oct 2017 
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And indeed, there can be no doubt, various studies have demonstrated that low for long interest rates 

negatively affect bank margins (e.g. Borio, Gambacorta and Hofmann, 2015, The influence of 

monetary policy on bank profitability, BIS WP 514). To illustrate this effect, consider the evolution of 

the interest margin of German banks over 4 decades in the following chart. One can observe a secular 

decline of the interest margin, coinciding with the decline of interest rates over that period. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Similarly, for the Eurozone banks, the following chart from the ECB FSR corroborates that lower 
interest rates go hand in hand with squeezed bank interest margins. 
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Moreover, very loose monetary policy may activate a risk-taking channel, whereby banks actively 

search for yield by taking greater risk. This may over a longer time cause a negative effect on financial 

stability (see Lamers, Mergaerts, Meuleman and Vander Vennet, 2018, International Journal of Central 

Banking). 

At the same time when having to deal with unusually low interest rates, banks have to implement new 

regulation. And banks appear to have learned their lesson: (almost) all European banks fulfill the Basel 

3 capital requirements and have increased their LCR and NSFR ratios, as can be seen in the following 

graphs from the regular BIS Monitoring of Basel 3 compliance. In addition, banks are building up their 

loss absorbency capacity (MREL) and the systemic banks pass the regular EBA/ECB stress tests (with 

some exceptions, those banks have been ordered to recapitalize). 
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Source: BIS Basel III Monitoring Report September 2017, fully fledged calculations 
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It is also important to note that stronger banks with more solid capital buffers benefit the real 

economy. Research shows that banks with higher capital buffers not only have a lower cost of funding 

and attract more funding, they also provide more loans to the real economy (Gambacorta and Shin, 

2017, Why bank capital matters for monetary policy, Journal of Financial Intermediation), as 

demonstrated in the following graphs. 

 

In spite of these positive developments, European banks, or at least a substantial number among 

them, remain characterized by weak profitability. As the next chart from the ECB FSR indicates, the 

profitability gap remains since the average return on equity (ROE) is lower than the cost of equity 

(COE) since 2008. Yet, long-term viability requires that ROE exceeds the COE. 
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In the EBA Bank Assessment report, the banks’ answer to the question what they think their COE is, 

the majority puts the number in the 8-10% range. 

 

 

 

 

 

 

 

 

 

 

 

 

When the banks are asked what they consider to be their longer-term ROE, they indicate that 10-12% 

should be achievable, as can be seen in the next graph. 
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While these answers seem to indicate that banks think they are able to achieve viability (ROE>COE), 

the actual ROE numbers offer little comfort in the short run. As can be seen from the next table, taken 

from the regular EBA bank assessment exercise, only a small fraction of European banks actually 

operates with an ROE above 10% Modesty seems to be warranted. 

 

 

Going forward, next to being confronted with new regulation and challenging interest rate conditions, 
banks will feel the impact of structural tendencies (shift towards market-based financing) and 
competitive issues (consolidation, competition from new entrants, fintech). The next graph 
summarizes (on the left-hand side) the effects that might negatively affect their profitability. On the 
right-hand side, I list a series of actions that banks can take to mitigate some of the negative 
consequences and drivers to restore sustainable profitability. 

 

 

 

 



 
 
 

11 
BELGIAN FINANCIAL FORUM  /   REVUE  BANCAIRE  ET  FINANCIÈRE – BANK- EN FINANCIEWEZEN 

 

 

 

 

 

 

Summarizing the main mitigating actions for bank business models: 

• Risk-based pricing 
Adequate margins, especially on lending, are key to sustainable profitability, not volume. 

• Operational efficiency 
Banks will have to invest heavily in upgrading their cost efficiency and productivity. 

• Diversification (revenues, geographic, up-to-date services, client segments, distribution 
channels, delivery) 

The evolution will be towards ‘banking’, not necessarily in old-style ‘banks’. 

• Asset composition and asset quality 
Banks need to use their comparative advantage in terms of intermediation and 
origination. 
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Banks rightly identify some of these challenges in the EBA bank assessment survey: 

 

 
In terms of the bank’s net interest margin, we have witnessed a shift from deposit margin to lending 
margin, as illustrated in the next graph for the Belgian banks. Due to monetary policy actions, the 
deposit margin (between the deposit rate and the interbank rate, here 3m eonia) has even become 
negative. Banks have compensated that evolution by increasing their lending margin (compared to 
the swap rate). The crucial question is how banks will adjust the deposit margins when policy rates 
increase. My hypothesis is that banks will be forced by competitive conditions to follow short-term 
interest rate increases much faster and more complete than was the case in the past. If that should 
happen, will banks compromise their lending margins by lowering the risk spreads, as they have done 
in the pre-crisis era? Hence, sound risk-based loan pricing will be of prime importance to maintain 
viable margins. 
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Source: ECB SDW 
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Another type of action to support bank profitability is to diversify their revenues and increase non-

interest income. As the following chart from the ECB FSR illustrates, banks are pursuing this avenue, 

but it equally clear that the increase in fee and commission income has been modest. There is no 

unlimited pool of fees available for all banks. Banks will have to focus on what their comparative 

advantages are in terms of non-interest income and adapt their business model accordingly. This 

should hopefully lead to a more diverse banking landscape. If all banks diversify in exactly the same 

activities, this would only increase systemic vulnerability. Society needs diversity in banking models. 

 

 

A positive feature for banks is that it appears that there is no inherent trade-off between net interest 

income and non-interest income, as the following chart shows. Hence, revenue diversification may 

offer opportunities for profit enhancement. 
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It is also clear that banks have no other option than to improve their operational efficiency in a 
substantial way. There is no absolute benchmark, but as the next table shows, many banks operate 
with relatively high cost/income ratios. 

 

 

 

 

 

 

 

 

ECB FSR Nov 2017 
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Banks know that they will need to improve their efficiency and in recent surveys (by the EBA), they 
identify staff reductions and increased automation as the main drivers of productivity improvements. 

 

 

 

 

 

 

Source: EBA Risk Dashboard 2017 
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Yet, it should be clear that simply cutting branches and/or personnel will not be a magic lever, banks 
will have to undertake a fundamental redesign of bank intermediation. 

 

 

Reducing headcount will not automatically increase efficiency, it is the cost/income ratio that needs 
to improve. In this area, the Nordic banks lead the industry. 
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As a conclusion, the actions needed to restore viable bank profitability going forward can be 
summarized as follows: 

• Restauration of viable profitability requires adequate pricing of loans and funding sources, 
thereby restoring decent interest rate margins. Lending margins are key drivers due to the 
zero lower bound on deposit rates. 

• Banks will need to diversify to non-interest income sources. However, the pool of available 
fees and commissions is limited. And risk implications need consideration. 

• Cost efficiency is a key driver. Fintech might help to increase efficiency of processes and offer 
commoditized products. Branch network rationalizations are unavoidable. Restructuring of 
personnel composition is inevitable. But cost cutting alone will not do the job. 

• Cyclical recovery may lower loan impairments and provisions. Although there remains lots of 
cleaning-up in the Eurozone periphery. 

• Bank will have to elaborate on their comparative advantages, e.g. relationship banking, cross-
selling, product design, operational excellence. 

 

It remains, however, my impression that Eurozone bank sector restructuring is progressing in slow 
motion. In terms of business model adaptation, the regulation overhaul is done so banks should adapt 
swiftly to the new regime. In the near future, technology drives the pace of innovation. And we will 
have to seek a new equilibrium between banks, non-banks and financial markets (capital markets 
union should accelerate the transition). In terms of bank sector restructuring, it can be noticed that 
the pace of entry as well as M&A remains slow. The questions is whether these forces will lead to 
more diversity instead of simply increasing the size of banks. Some remaining issues loom large over 
the future of banks, notably the necessary completion of the banking union, the treatment of 
sovereign exposures, and the increasing levels of indebtedness (both private and public). 
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The ultimate health check for banks is that the financial markets judge them to be viable, which implies 

that the stock market value should be above their book value of equity. As the final chart illustrates, 

although some banks are safely above 1, the average European bank is still characterized by a 

market/book ratio below 1, contrary to US banks. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Sustainable real growth needs healthy banks with solid balance sheets, adequate risk management, 

fortress capital buffers, nurtured by operational profitability and powered by strong leadership. 

 

 

 
 


