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Banking in Europe: Still a national affair

- In recent years, banking markets in the Eurozone have seen major changes linking them

closer together. The Banking Union has brought, among other things, a new Single
Supervisor and steps towards a Single Rulebook.

- These changes were driven by a desire to strengthen financial stability and bank

resolvability, reducing risks for taxpayers.

- But closer integration of banking markets can also lead to fiercer competition, delivering

Europeans better services at lower prices.

- In this report, we assess the degree of integration across the Eurozone’s banking markets

in a number of fact sheets. We find that banking remains strongly compartmentalised
along national borders. The next page lists some key findings.

- While acknowledging the very important steps that have already been taken, we conclude

that the Eurozone’s banking markets remain highly fragmented.

- This means that from a financial stability and a competition perspective, Europe is missing

out on opportunities. Households and businesses stand to gain from further integration of
the Eurozone’s banking markets.

-
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http://ec.europa.eu/finance/general-policy/banking-union/index_en.htm
https://www.bankingsupervision.europa.eu/about/thessm/html/index.en.html
https://www.bankingsupervision.europa.eu/about/thessm/html/index.en.html
http://www.eba.europa.eu/regulation-and-policy/single-rulebook
http://www.consilium.europa.eu/en/policies/banking-union/
http://www.consilium.europa.eu/en/policies/banking-union/
http://ec.europa.eu/finance/finservices-retail/docs/policy/151210-factsheet_en.pdf
http://ec.europa.eu/finance/finservices-retail/docs/policy/151210-factsheet_en.pdf
http://ec.europa.eu/finance/finservices-retail/docs/policy/151210-factsheet_en.pdf
http://ec.europa.eu/finance/finservices-retail/docs/policy/151210-factsheet_en.pdf

Key findings in this collection of fact sheets

This report presents a diverse number of facts about Europe’s banking markets. We do not
attempt to explain the many observed differences between countries. Yet, a few findings
stand out and prompt thinking about how to realise a single market for banking services:

 Pricing (lending and deposit rates) retains important national elements (see for
households and for businesses);

» Cross-border trade in banking services takes place overwhelmingly through banks
establishing subsidiaries and branches abroad. Clients themselves hardly shop abroad;
less than 1% of households and less than 10% of businesses borrow or deposit with a
bank in another country. Institutional and legal differences and language, probably, stand
in the way;

« Market structures are very different, with less than 1 banking group per 1 million
nationals in France compared with 70 banking groups per million in Austrig;

» Moreover, banks look very different in various Eurozone countries, ranging from typically
small in Germany to large consolidated groups in France and Belgium.

-
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Residential mortgage rates vary significantly

Mortgage rate by rate fix period
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+ Residential mortgage rates have been falling throughout the Eurozone in recent years, but still vary
substantially between countries. For example, a variable rate mortgage can be obtained at a rate of
1.1% in Finland but costs 2.5% in Belgium. Those wanting to fix their mortgage rate for at least ten
years can do so in Finland (again) at 1.5%, while the rate would be 3.3% in Portugal.

«  Country dispersion is not attributable only to a lack of cross-border competition.

« Rates reflect different national practices and preferences in terms of, for example, loan to value, rate
fix periods and repayment schedules.

+ In addition, institutional differences, such as bankruptcy legislation, influence lender risk and, thus,
rates offered.

-
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Household borrowing mix adds to differences

Share of outstanding loans by type Composite household borrowing rates « Effective household
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Effective household rates diverging since 2008

Composite household borrowing rates

Weighted interest rate across mortgages, consumer credit and other loans
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Effective household
borrowing rates (based on
weighted averages of
mortgages, consumer credit
and other loans) have
diverged since 2008.

Cross-country dispersion, as
measured by the standard
deviation, was especially
small in 2005-08, but shot
up in late 2008.

The outliers, however, have
been converging. The
difference between the
highest and lowest rates has
declined from well over 4%
in 2009-12 to ¢.3% since
2014,
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Household deposit rates converging

Household deposit rates (new business)
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Differences in household
deposit rates are
diminishing, as rates are
slowly converging across the
Eurozone.

The difference between the
highest and lowest rates was
c.2% in 2009-12, but has
been decreasing since 2013.
The minimum and
maximum deposit rates are
only 50bp apart today.

Average rates are still above
0.4% in France and the
Netherlands, but below 0.1%
in, eg, Spain, Belgium, Ireland
and Portugal.
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SME borrowing costs lower in core countries

Borrowing costs for SMEs

Eurozone average and country dispersion. Bank loan rates over 1 year, up to €0.25m where
data available, otherwise up to €1m.
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While SME borrowing costs
have been falling, the
country dispersion is large
and has increased since
2008. Rates currently vary
from below 2% to almost
5%.

Since 2006, the Eurozone
weighted mean SME
borrowing rate has been at
the lower end of the country
distribution. This indicates
that rates are lower in the
bigger (mostly core)
economies that have a
higher weighting in the
mean.

-

Financial and Economic Analysis | Banking in the Eurozone: Still a national affair | 14 November 2016




SME borrowing costs have diverged after 2008

SME lending rate, GDP per capita * Generally speok.lng., SME
. rates are lower in richer
(core) economies, and higher
in poorer Eurozone
) members.

» Prior to 2008, rates were
higher, but more closely
aligned across the Eurozone
(with the exception of
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Market structure
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Cross-border retail shopping very limited

Cross-border retail shopping for deposits and loans * Households conduct their
banking predominantly with
4.5 ' domestic banks. In most

countries, less than 3% of
household funds are
deposited abroad, while less
than 2% of loans is borrowed
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* Greece is the most striking
outlier, with 7% of funds
deposited abroad.
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Limited cross-border
shopping points to limited
cross-border competition.
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Business shopping is more international

Cross-border business shopping for deposits and loans

80 3
C
Eer - Ireland

(@]
ke]
£50 R =
g

C
o -

g [ |
210
Z -
;
3 m < "
e )
: | e

:

c 3
o
G
L

| |
1
3 5 10 20 40 80

% of resident funds deposited abroad (logarithmic scale)

* Businesses are more willing
and able to shop abroad for
banking services than
households’.

« Still, in most Eurozone
countries, less than 10% of
non-financial business funds
are deposited abroad, while
less than 20% of loans are
borrowed abroad.

* The small and
internationally-minded
economies of Luxembourg,
Malta, Ireland and Cyprus
are outliers. Belgian
companies too engage in a
fair amount of cross-border
shopping.

*It is likely that this is more the case for
bigger businesses. However, data does

not enable us to differentiate between

business sizes.

-
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Main markets dominated by domestic banks

Share of foreign banks in terms of size (€) and count (#)
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Banking markets in Italy,
France and Germany are
dominated by domestically-
owned banking groups.
Foreign-owned banks
(branches and subsidiaries)
play only a small role in
these countries.

In Luxembourg, Lithuania,
Slovakia and Estonia, on the
other hand, foreign-owned
banks outnumber
domestically-owned ones
and represent 85% or more
of banking assets.

In the Netherlands, Spain
and Greece, foreign-owned
banks outnumber domestic
banks, but they are small,
owning 7% or less of banking
assets.

-
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Markets: Strong national characteristics (1 of 2)

# of banks per million inhabitants
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Number of banking groups (logarithmic scale)

The Eurozone has an
average of 9.2 banks per
million inhabitants.

Financial centres
Luxembourg and Cyprus
harbour many
predominantly foreign
banks.

Austria and Germany, to this
day, have many small
‘Sparkassen’ and
‘Landesbanken’.

In France, on the other hand,
smaller banks have
consolidated into just 19 big
banking groups nationwide.

ltaly’s 621 banks too have
consolidated into 61 banking
groups.

-
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Markets: Strong national characteristics (2 of 2)

# of employees per €bn of assets
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 The varying number of employees
compared to assets shows the varying
labour intensity of banks’ balance sheets
across countries.

+ The extent of national branch networks
implies very different ways in which banks
interact with their clients in each country.

+ Market concentrations differ substantially,
but are related to the number of banks, as
per the previous slide.

-
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Disclaimer

Data from Macrobond, additional calculations by ING, unless otherwise noted.

This publication has been prepared by ING (being the Wholesale Banking business of ING Bank N.V. and certain subsidiary companies) solely
for information purposes. It is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when
published, but ING does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of
the author(s), as of this date and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose possession this
publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this publication. All rights are reserved.

The producing legal entity ING Bank N.V. is authorised by the Dutch Central Bank and supervised by the European Central Bank (ECB), the
Dutch Central Bank and the Dutch Authority for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register
no. 33031431 Amsterdam). In the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING
Bank N.V., London Branch is subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V., London branch is
registered in England (Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. ING Bank N.V. London Branch.

For US Investors: Any person wishing to discuss this report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the
distribution of this report in the United States under applicable requirements.

-
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