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The sources of risk have changed
• Yes, it’s taken a long time to clean the banks
• Bank profitability the problem, not balance sheets

• Shadow banks

We think the banks will grow 
• A mortgage boom ahead

• The ruinous dividend ban is behind us

Big choices ahead
• Digital euro 
• Big Tech

• Climate stress – why no climate reward?

Three themes 



The sources of risk have changed
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euro area Common Equity Tier 1 ratio (%) compared with SREP floor (%) 2015-21 
The cushion to SREP demands has doubled over six years. It rose through the Covid shock 

Source:  ECB 
BofA GLOBAL RESEARCH

I shouldn’t be worried 
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Credit to GDP gap (%) 4Q 20
Only France was materially above long-term averages on this balance sheet measure, at a depressed 
moment in GDP. Strong 2021E GDP recovery will likely bring even France down towards trend 

Source:  ESRB 
BofA GLOBAL RESEARCH

A bit of discipline: the credit/GDP gap 
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Common Equity Tier 1 requirements (% RWA): comparing Basel with European expectations
Pillar 2 is a European feature that raises capital requirements by €200bn. Domestic or systemic risk 
buffers also frequently raise requirements 

Source:  BofA Global Research, Basel Committee 
BofA GLOBAL RESEARCH

Europe gold plated Basel, big time - €200bn

 
 


		







Minimumn	Basel	EU	4.4999999999999998E-2	4.4999999999999998E-2	CCoB	Basel	EU	2.5000000000000001E-2	2.5000000000000001E-2	G-SIB (example)	Basel	EU	0.01	0.01	Pillar 2 Requirement	Basel	EU	1.2E-2	Pillar 2 Guidance	Basel	EU	1.4E-2	D-SIB/ Systemic Risk (example)	Basel	EU	0.01	
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Moratoria loans in the euro area (€ bn), left chart. NPLs and stage 2 loans (€ bn), right chart 
Moratoria expired and didn’t turn into Stage 2 or NPL 

Source:  ECB 
BofA GLOBAL RESEARCH

The bad debts? Erm…
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Change in Non Performing Loans, euro area (€ bn) 2020-21
Stress test was directionally wrong 

Source:  BofA Global Research, ECB 
BofA GLOBAL RESEARCH

In the prior crisis, it was bank models that went awry. This time…
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Trading results: EBA stress tests and 2020 actual (€ bn)
€45bn better outcome than stressed for across the euro area

Source:  EBA, ECB 
BofA GLOBAL RESEARCH

Trading also turned out fine. Better than fine 

 
 


		







2018 stress	2021 stress	2020 actual	-24	-17	22.1	
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Return on Common Equity Tier 1 (%) 2022E
A long tail of low ROE banks in the euro area. Restructuring choices now clear 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Returns are an essential truth. 10% is the floor 
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Household deposit rate paid, euro area (%)
Trending to zero, not -50bp

Source:  BofA Global Research, ECB 
BofA GLOBAL RESEARCH

Challenges: negative rates are awful
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euro area bank sector distributions (€ mn) 
Industry set to distribute 7% of market cap in the coming 12 months, up fivefold 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Banks are all about dividends 

 
 


		







Distribution	12m just gone	12m ahead	2022E	7235.5552271841243	36428.289528609886	43082.293815596691	%	12m just gone	12m ahead	2022E	1.4768241589430383E-2	7.4352522170934396E-2	8.7933780244693824E-2	
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share price performance (%) 10 Feb-30 April 2020, plus dividends taken back following supervisory 
“preference”
Banks with higher returns and higher payouts fell by more through the dividend ban

Source:  BofA Global Research, Bloomberg 
BofA GLOBAL RESEARCH

Don’t do dividend bans 

 
 


		







Share price decline	Deutsche	Danske	KBC	BNP	CASA	ING	-28	-32	-29	-45	-46	-52	Lost dividend	Deutsche	Danske	KBC	BNP	CASA	ING	-6	-5	-5	-5	
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ECB work shows the dividend ban made share prices fall, but did not tighten Credit Default Swap spreads 
A poor mix of outcomes 

Source:  ECB Macroprudential bulletin 
BofA GLOBAL RESEARCH

Don’t do dividend bans (2)



We think the banks will grow
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Europe: household deposit growth less household borrowing (€ bn) 2019-21 
The consumer was just beginning to gear up pre-Covid. €300bn in excess savings later, growth at hand

Source:  BofA Global Research, ECB 
BofA GLOBAL RESEARCH

Dry powder 
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eurostat house price index (% growth y/y) 2006-2021
Modest growth pre-Covid

Source:  Bloomberg 
BofA GLOBAL RESEARCH

House prices didn’t boom 
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mortgage affordability in the euro area, (€ mn)
Monthly payment down 30% relative to wages 

Source:  BofA Global Research, Eurostat, ECB 
BofA GLOBAL RESEARCH

30% less spent on mortgages…. 
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euro area mortgage market regearedto 2007 monthly payment (€ mn)
43% upside, or €2.1 trillion just to get back to 07 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

…which supports €2.1 trillion more mortgage lending  
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consumer loans outstanding in the euro area (€ bn) 2018-21
Almost a €100bn shortfall based on pre-Covid trends

Source:  BofA Global Research, ECB 
BofA GLOBAL RESEARCH

Consumer growth is back 
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Loan income, February 2020 (€ mn) by source
Consumer loans small by balances at 7%, but contributed 19% of income 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Consumer really matters 

 
 


		









Consumer	Mortgage	Corporate	3380.4200632287034	7374.5643857666664	6908.6810933999996	
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euro area Common Equity Tier 1 ratio (%) compared with SREP floor (%) 2015-21 
The cushion to SREP demands has doubled over six years. It rose through the Covid shock 

Source:  ECB 
BofA GLOBAL RESEARCH

This was €60bn a year. Now that’s there to grow 
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Marginal costing means loan growth preferred to distributions (% RWA), illustrative 
Banks have the capital to do both as long as Return on Equity > loan growth 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Growth is not a challenge vs payouts



The real risks
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A hierarchy of UK money 
Stablecoins and “stable” coins 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Crypto, crypto, crypto 
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euro area: cash in use and bank deposits (€ bn), latest figures
ECB states €280bn cash in use, equal to 4% of insured bank deposits

Source:  BofA Global Research, Single Resolution Board 
BofA GLOBAL RESEARCH

A digital euro would strip deposits, not replace cash 

 
 


		







Cash in use	Insured deposits	Bank deposits	280	6800	11666	
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Lloyds liquidity coverage ratio disclosures 2020 (£ mn)
£12bn weighted outflow against £232b stable deposits; £53bn outflow against £150b other deposits 

Source:  Lloyds 
BofA GLOBAL RESEARCH

Salary accounts are everything 

 
 


		







Unweighted	Retail stable	Retail less stable	Operational	Non-operational	232462	58726	26930	64786	Weighted	Retail stable	Retail less stable	Operational	Non-operational	11623	7380	6732	38763	Weight %	Retail stable	Retail less stable	Operational	Non-operational	4.9999569822164483E-2	0.12566835813779245	0.2499814333457111	0.59832371191306766	
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Current business model: bank centrality 
Relationships enable cross-selling 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

Banks at the heart of today’s financial world 
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Potential future bigtechstablecoin model
Bank becomes merely a lender 

Source:  BofA Global Research
BofA GLOBAL RESEARCH

The whooshing sound of money leaving the regulated system 
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High emitter credit exposures (€ trillion), euro area 
Non-banks now twice as big as banks 

Source:  BofA Global Researchy, ECB macroprudential review 
BofA GLOBAL RESEARCH

You are aiming at the banks as a proxy for finance. They aren’t 

 
 


		







Non-bank holdings of high emitter securities	2013	2019	0.8	1.6	Banks	2013	2019	0.8	0.8	
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The energy transition: how banks’ practices align with the expectations mapped against the adequacy of 
their plans to advance those practices
A tail of banks in the red

Source:  ECB
BofA GLOBAL RESEARCH

It’s not all plain sailing 
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fee, and in connection therewith BofAS may be deemed to be acting as an investment adviser, such s tatus relates, i f at all, solely to the person with whom BofAS has 
contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the 
services of BofAS in connection with the sale or purchase of a  security referred to herein, BofAS may act as principal for i ts own account or as agent for another 
person. BofAS is and continues to act solely as a  broker-dealer in connection with the execution of any transactions, including transactions in any securities referred 
to herein.
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Copyright and General Information:

Copyright 2021 Bank of America Corporation. All rights reserved. iQprofile℠, iQmethod℠ are service marks of Bank of America Corporation. iQdatabase® is a 
registered service mark of Bank of America Corporation. This information is prepared for the use of BofA Securities clients and may not be redistributed, 
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. BofA Global Research information is 
dis tributed simultaneously to internal and cl ient websites and other portals by BofA Securities and i s not publicly-available material. Any unauthorized use or 
disclosure is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, 
opinions, conclusion, or information contained herein (including any investment recommendations, estimates or price targets) without first obtaining express 
permission from an authorized officer of BofA Securities.
Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and 
may not reflect information known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has 
established information barriers between BofA Global Research and certain business groups. As a result, BofA Securities does not disclose certain cl ient relationships 
with, or compensation received from, such issuers. To the extent this material discusses any legal proceeding or i ssues, i t has not been prepared as nor is i t intended 
to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of law relating to the subject matter of this material. 
BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or i ts directors, officers and employees may be plaintiffs, 
defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this 
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business 
areas of BofA Securities in connection with the legal proceedings or matters relevant to such proceedings.
This  information has been prepared independently of any i ssuer of securities mentioned herein and not in connection with any proposed offering of securities or as 
agent of any i ssuer of any securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or 
warranty on behalf of the i ssuer(s). BofA Global Research policy prohibits research personnel from disclosing a recommendation, investment rating, or investment 
thes is for review by an issuer prior to the publication of a research report containing such rating, recommendation or investment thesis.
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Any information relating to the tax s tatus of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax 
advice. Investors are urged to seek tax advice based on their particular ci rcumstances from an independent tax professional.
The information herein (other than disclosure information relating to BofA Securities and i ts affiliates) was obtained from various sources and we do not guarantee 
i ts  accuracy. This information may contain l inks to third-party websites. BofA Securities is not responsible for the content of any third-party website or any l inked 
content contained in a  third-party website. Content contained on such third-party websites i s not part of this information and is not incorporated by reference. The 
inclusion of a l ink does not imply any endorsement by or any affiliation with BofA Securities. Access to any third-party website is at your own ri sk, and you should 
a lways review the terms and privacy policies at third-party websites before submitting any personal information to them. BofA Securities is not responsible for such 
terms  and privacy policies and expressly disclaims any l iability for them.
Al l  opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are 
subject to change without notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject 
i s suer(s) in the future is subject to applicable quiet periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion 
conta ined herein.
Certa in outstanding reports or investment opinions relating to securities, financial instruments and/or i ssuers may no longer be current.  Always  refer to the most 
recent research report relating to an issuer prior to making an investment decision.
In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion 
relating to such i ssuer (or i ts security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) 
perta ining to such issuer (or i ts securities and/or financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons 
and financial advisors affiliated with BofAS or any of i ts a ffiliates may not solicit purchases of securities or financial instruments that are Restricted or Under Review
and may only solicit securities under Extended Review in accordance with firm policies.
Nei ther BofA Securities nor any officer or employee of BofA Securities accepts any l iability whatsoever for any direct, indirect or consequential damages or losses 
ari sing from any use of this information.
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