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• Financial structure of banks

• Main banking management 
areas

• Banking performance

• Evolution and issues of 
banking
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• Typically, a bank has the following financial structure

ASSETS LIABILITIES

BANKING BALANCE SHEET

Cash and reserves

Securities

On-sight deposits

Other deposits

• Important, less than in 
the past, country/time 
differences
• Low costs, liquidity risks
• Mainly domestic

Loans

Other

Borrowings

Capital

Other securities

Sources of
funds

Uses of funds

• Increasingly important
• Higher costs

• Mostly loans from CB 
and interbanking system

• F.i. own securities
• Subordination

• F.i. PPE

• Vault cash, reserve
requirements and excess
reserves
• Also deposits to banks

• Trading book
• Especially gov. bonds

• Lower liquidity, higher
returns
• Banking book

• Regulation/supervision
• Costly, pro-cyclicality
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Banking operations move around asset transformation:

• Selling liabilities with features desirable 
to lenders

• Buying assets with features desirable 
to borrowers

• Profitable if liabilities are cheaper than
assets, considering also risks and costs

• Risks if short-term liabilities question bank’s solvency compared with less 
liquid, longer-termed assets (bank runs)

• Transforming mainly liquidity/duration and credit risks, but extending to 
geography and size
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• Costs and risks

• Competition and 
markets

• Low cost given
strategy and risk

• Excesses are costly

• Regulation/rating

• Returns, safety, 
liquidity

• Diversification, 
selection, monitoring

• Long-term planning

• Cash + expected
in/outflows

• Partly unpredictable

• Costs and risks of
+/- reserves

Liquidity
management

Asset
management

Liability
management

Capital 
management



BANK MANAGEMENT
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• Banks also provide products and services 
that do not influence balance sheets 
directly: off-balance sheet activities

• Main examples:

▪ Servicing loan sales and securities’ 
issues

▪ Accessing markets on behalf of customers (Forex, stocks, …)

▪ Issuing guarantees on debt of customers or loan commitments

▪ Trading in derivatives, commodities and currencies

• Off-balance sheet activities provide significant profitability but at the cost 
of material increases in risk-taking (leverage, pro-cyclicality, fair valuation, 
regulatory arbitrage, …)
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• As a whole, can be derived from income statements

BANKING INCOME STATEMENT

Interest income

Interest expense

Operating income

Administration and servicing costs

Net operating income/loss

• Return on assets (ROA)
• Return on equity (ROE)

• Net interest income
• Net interest margin Income from fees, charges, …

Provisions for loan losses

Operating expenses

Gains/losses on securities

Non-recurrent items

Income taxes

Net income/loss
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Historical and current major issues:

• heavy regulation, increasing sophistication

• separation between lending and trading in 
securities

• separation between borrowers and ownership
of banks

However:

• heavy regulation stimulates innovation to arbitrage across financial 
sectors (f.i. shadow banking)

• separation can be circumvented or avoided (f.i. country borders, 
securitisation, …)

• innovation is faster than rule-based regulation (f.i. web)

• regulation has costs lowering efficiency and competition
(f.i. interest rate restrictions)
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1. The following is the balance sheet of Italian banks as of 03.2018. Comments?

MLN€ % of TA
Cash 10.379 0,3%
Loans to
- IT 2.376.326 63,8%
- EU 108.165 2,9%
- ROW 105.954 2,8%
Bonds of
- IT 530.653 14,2%
- EU 66.298 1,8%
-RoW 30.836 0,8%
Stocks of
- IT 110.744 3,0%
- EU 52.622 1,4%
-RoW 16.922 0,5%
PPE 56.520 1,5%
Other assets 260.587 7,0%
TOTAL 3.726.006 100,0%

MLN€ % of TA

Deposits from
- IT 2.390.208 65,9%
- EU 96.779 2,7%
- RoW 102.641 2,8%
Debt 327.078 9,0%
Other liabilities 265.349 7,3%
Equity 443.951 12,2%

TOTAL 3.626.006 100,0%
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2. Banking stocks and CDS

Stocks
(1/1/16=100)

CDS premiums
(bps)

ITA EU US ITA DEU ESP UK FRA
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3. Listed EU banks fundamentals

P/BV

IT

P/E E/BV

DE FR ES EUR median
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4. Economic flows across time. Comments?
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5. Interest rates
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6. Commercial bank branches per 100,000 adults
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