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BANK MANAGEMENT

Banking operations move around asset/maturity transformation:
* Selling liabilities with features desirable to lenders

* Buying assets with features desirable to borrowers

* Profitable if liabilities cheaper than assets, considering also risks and costs:

* Liquidity risks: unbalance between short term sources/uses of cash (i.e.
loans & securities VS deposits, bank runs and safety nets)

* Credit risks: assets and off-balance sheet exposures (esp. loans)
* Market risks: from trading book and collateral
* Operational risks: human resources, IT, controls, ...

* Other: reputational, legal, strategic



BANK MANAGEMENT

Obijectives: Obijectives:
* Desired cash levels while predicting/managing in/outflows * Profitability constained by desired levels of safety and liquidity
* Building PTF of liquid assets or short-term funding channels to * Achieveing diversification, selecting borrowers, monitoring

deal with unpredictability * Maintaining flexibility / planning long-term

* Control costs and risks of reserves * Banking /trading portfolios

Liquidity
MGMT
Capital Liability
MGMT MGMT
Objectives: Obijectives:
* Comply with shareholders’ mandate, rating requirements and * Funding activities while complying with competition, demand
regulation preferences and evolution of markets
* Keep K, under control considering strategy, risk, competition * Considering costs, flexibility, quickness and risks

and markets



FINANCIAL STRUCTURE OF BANKS

BANKING BALANCE SHEET

ASSETS LIABILITIES

* Important, but country /time differences
* Low costs, high liquidity risks
* Mainly domestic

* Vault cash, reserve requirements

and excess reserves
| Cash and reserves

-sight it
* Deposits to banks On-sight deposits

Securities
* Trading book " * Higher costs, lower liquidity issues
* Mainly, but not only, gov. bonds J
Other deposits
Loans ] ~ * Mostly loans from CB and interbanking
* Lower liquidity, higher returns Borrowings system
* Banking book hs i
¢ Fi. own securities
* Subordination
Other securities — ) .
* Regulation/supervision
* Fi. PPE, goodwill, ... Bs . Costl licali
Other Capifal ostly, pro-cyclicality
\ Y ) Y } * Products/services not immediately
influencing assets/liabilities (securitization,
Uses of funds Sources of funds market access for clients, commitments

—— and guarantees, derivatives, ...)
e Additional source of profits

Off-balance sheet items — (disintermediation) but more opaque and
greater risks




FINANCIAL STRUCTURE OF BANKS

BANKING INCOME STATEMENT

a) Return on equity (RoE) and cost of
equity (CoE) in the euro area

Interest income
Interest expense
) (percentage)
NET INTEREST MARGIN - Non-interest = CoE (estimated)
Incelte RoE (4-quarter average)
20
Net income from fees and commissions 18
Net trading and evaluation result on securities 16
INTERMEDIATION MARGIN 14
12
* Cost/income
Net provisioning on loans 10
Administration and servicing costs 8
6
NET OPERATING INCOME
* Return on assets 4
(ROA) 5
Other items, including taxes * Return on equity
(ROE, ROTE) 0
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Return on equity and compaosition of net profit and loss
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BANKS AND NPLS

Non-performing loans: past due over 20 days and
unlikely to pay (+ forborne)

Response:

* Scrutiny and monitoring to reduce likelihood or
early warning / forbearance

* Collateral and conditions to improve recoverability

* Pricing, provisioning, write-offs
* Legal, sale, securitization

* Nothing...



*

o
= % of NPLsto total & NPL ratio Coverage ratio (RHS)

Source: EBA, 2019
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a) Lack of capital b) Lack of ¢) Tax incentives d) Lengthy and e) Lack of out-of- f) Lack of market g) Lack of public h) Other i) There is no j) No Opinion

qualified human to provision and expensive court tools for for or industry-wide impediment
resources write off NPLs judiciary process settlement of NPLs/collaterals defeasance
to resolve minor claims structure (bad
insolvency and bank)
enforce on

collateral

m All countries Countries with NPL ratio below weighted average EU NPL ratio m Countries with NPL ratio above weighted average EU NPL ratio



EVOLUTION AND ISSUES

Maijor issues:
* heavy regulation, increasing sophistication
* separation between lending and trading
* separation between borrowers and owners
* disintermediation

* cost efficiency, human resources, networks

However:
* regulation stimulates innovation and arbitrage (f.i. shadow banking)
* separation can be circumvented (f.i. borders, securitisation, ...)
* innovation is faster than rule-based regulation (f.i. FinTech)

* regulation has costs lowering efficiency and competition (f.i. interest rate restrictions)

10
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m Other assets

m Stocks mReal estate

mBond CORIT mBond other
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LISTED BANKS’ STOCK PERFORMANCE
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