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3. The EU banking sector in a global context:
Is Europe really overbanked?

Is Europe overbanked?®? It is a question that is often asked by policy makers, researchers
and analysts. To answer this question, a broader picture must be considered, including
the economic and geopolitical situation of the region. What is more, an adequate refer-
ence point should be used. For the EU, other mature industrialised economies, such as the
United States or Japan, could serve as an adequate reference.

TABLE 1: BASIC COMPARISON OF THE EU-27, THE USA AND JAPAN (2010)

‘ EU-27 USA Japan
GDP (current prices, € trln, 2010) 27 12,3 11 4,1
GDP (current prices, €, PPP per inhabitant) 24.400 36.500 26.000
Population (million, 2010) 28 501,1 312,5 127,5
Population density 115,9 31,8 337,4
Official language(s) 23 1 1
Land territory (km?) 4.324.782|  9.826.675 377.835

Table 1 makes it clear that on a territory 44% that of the USA, the EU hosts a 60% larger
population that speaks 23 official languages, while producing only 12% more GDP. In other
words, the EU market is much more densely populated, and is highly fragmented com-
pared to that of the USA.

A useful factor to assess is disparity in the standards of living, which can be observed by
considering Gross Domestic Product (GDP) expressed in terms of purchasing power parity
(PPP): the EU-27 GDP expressed in the PPP terms per person is —on average— a third lower
than the United States average, and ranges from €10,600 per person in Bulgaria to €67,000
per person in Luxembourg.

The comparison between the EU and Japan is also interesting: the EU-27 GDP is three
times that of Japan, while the EU-27 population is roughly four times the Japanese. GDP
per person, expressed in the PPP, is roughly equal in the two territories. The land territory
of Japan is over 11 times smaller than that of the EU-27, and is fragmented by numerous
islands. The population density is also quite different: it is almost three times higher in
Japan than in the EU.

Moving on to the comparison of the banking sectors, a number of criteria can help assess
the size and importance of banks in the three jurisdictions. However, before turning to
data analysis, it must be noted that the definition of a bank is not the same in the three
jurisdictions. The figure of deposit-taking credit institutions in the EU (8,105) represents all
credit institutions, as per the definition provided by the Capital Requirements Directive. It
excludes such financial institutions as hedge funds, money market funds, financial vehicle
corporations, etc. Moreover, when the number of EU banks is considered at a consolidated
level, it shrinks to 4,770.

%This question has been posed a number of times through the years, for example, see an FT article “EU watchdog high-
lights ‘too many banks” from 5 July 2011 with an interview of J. Almunia, DG COMP

YSource: http://epp.eurostat.ec.europa.eu/tgm/refreshTableAction.do;jsessionid=9ea7d07d30e58225dc2ffdec472884f
0ec7f8f59d940.e34MbxeSaxaSc40LbNiMbxeMc3yMeO?tab=table&plugin=1&pcode=tec00001&language=en

BSource: http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=demo_gind&lang=en




In Japan, domestic banks (147) and foreign banks’ branches and subsidiaries (57) are a
small fraction of the total financial institutions operating in the country (715). Other finan-
cial institutions operating in Japan, such as those for agriculture, forestry, and fisheries, or
for small businesses, are not considered banks. Finally, the number of US deposit-taking
credit institutions (7,658) presented below comprises commercial banks, operating in the
US (6,530), and savings institutions (1,118). Nonetheless, some of the US banks major in
investment/non-bank activity might not be classified as banks under EU regulation.

TABLE 2: SIZE OF THE EU-27, USA AND JAPANESE BANKING SECTORS (2010)

EU-27 USA Japan
Number of deposit-taking credit institutions 8.105 7.658 715
Number of banks 6.825 6.530 204
Banks, % of deposit-taking credit institutions 84% 85% 29%
Total assets of all deposit-taking credit institutions (€ trillion) 46,38 9,22 13,18
Total assets of banks (€ trillion) 42,92 8,56 7,15
Bank assets, % of deposit-taking credit institutions 93% 93% 54%
Total assets of top 6 banks (€ trillion) 10,44 4,24 3,75
Total assets of top 10 banks (€ trillion) 15,01 4,80 | -
Total assets of top 20 banks (€ trillion) 0,68 5,70 | -
Total assets of top 70 banks (€ trillion) 0,00 7,12 |-
Concentration (top 70 banks) 0,0% 77,3% | -
Concentration (top 20 banks) 1,5% 61,8% | -
Concentration: top 6 banks’ assets as % of total bank assets 24,3% 49,6% 52,4%
Concentration: top 10 banks’ assets as % of total bank assets 35,0% 56,1% | -
Banks' employees, full-time equivalent 1,1 2,1 -
Employees per bank 133 272 | -
Citizens per bank employee 466 150 | -
Citizens per bank (thousand) 73 48 625
Assets per bank (€ billion) €6,29 €1,31 €35,07
Assets per bank of the top 10 banks (6 for Japan) (€ billion) €1.501 €480 €625
Bank assets, % of GDP 349% 78% 174%
Top 10 banks' assets (6 for Japan), % of GDP 122% 44% 91%
Return on Equity (%) 4,96% 8,2% 8,3%
Total Bank Deposits (€ trillion) €17,1 €0,0 €5,6
Total Bank Loans (€ trillion) €17,7 €0,0 €3,9
Bank deposits per capita (€ thousand) €34,2 €0,0 €43,9
Bank loans per capita (€ thousand) €354 €0,0 €30,9
Bank deposits to GDP (%) 139% 0% 137%
Bank loans to GDP (%) 144% 0% 96%
Gross national saving (% of GDP) 18,6 11,9 23,8

Table 2 reveals that the EU banking sector is the least concentrated of the three jurisdic-
tions. The Top 6 banks in the USA and Japan hold around a half of the entire banking sys-
tem’s assets, whereas the figure for the EU is just below a quarter. It is remarkable that the
share of banks in total credit institutions in Japan is 29% (extremely low, compared with
84% in Europe and 85% in the USA), yet they hold over half of the total financial sector’s
assets.
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The increasing level of concentration of US banks has become apparent ever since the
new regulation was adopted to liberalise the financial sector. This has been causing con-
cern to analysts and policy makers alike. For example, the Wall Street Watch writes® in
their publication that the US banking sector has undergone a massive process of mergers,
averaging 440 mergers per year between 1980 and 2005. In 1984, the top 10 banks in the
USA accounted for 26% of total assets of the sector. By mid-2008, the top five banks had
become the dominant institutions in the market in terms of total assets and as holders of
97% of the total amount of notional derivatives such as: interest and exchange rate swaps,
collateral debt obligations (CDOs) and collateral default swaps (CDSs).

The number of banks has also been gradually falling in the EU during the past decade,
although at a slower pace. The move towards the Single Market facilitated EU banks to
expand their cross-border activities, including through bank mergers and acquisitions.

Variations in population density are echoed by the fact that on average, each Japanese
bank serves over eight times more citizens than an average EU bank, and over thirteen
times more than an average US bank. The EU banks hold on average five times more assets
and serve 50% more customers than the US banks. The EU banks, on average, take 60%
more deposits per capita, and lend more than twice as much per inhabitant, than banks
in the USA.

Telling are the figures on loans and deposits per capita in the three jurisdictions. The Unit-
ed States has the lowest figures for both loans and deposits per capita (roughly €16 thou-
sand and €21 thousand respectively) or to GDP (45% and 59% respectively). In Japan, the
amount of loans and deposits per person is significantly higher than in the EU-27, while
deposits to GDP are roughly similar in the two geographies. Bank loans in Japan are just
below 100% of GDP, while in the EU-27 they equal 144% of GDP. These figures reflect the
EU society as one that is banking-based, unlike the other two jurisdictions.

However, the EU banking sector continues to evolve. The current wave of re-regulation of
the European financial markets is vast, and includes, inter alia:

= more and better-quality capital (own funds),

m higher liquidity ratios;

m lower leverage (i.e. less lending),

m capital surcharges for large and systemic financial institutions, etc.

All of the above is pushing banks to shrink in size and continue the process of merging and
specialisation. Banks, in an attempt to face upcoming challenges, strive to improve their
efficiency ratios, and to extract synergies in terms of market share and capital gains. How-
ever, this process will not be endless, because the EU market remains fragmented, taking
into account such inevitable distinctions as economic development, language, etc. Such
fragmentation remains at the heart of some of the smaller banks’ business models; those
banks fulfil a niche-market function®®, and cannot be ‘merged away’ by larger universal
banks.

This leads to the conclusion that despite the fact that Europe has many banks, they all re-
spond to demands for specific services. Hence, they fulfil their roles as cross-border banks,
niche banks, specialised banks, universal banks, etc. This differentiation should be allowed
to exist for as long as their services are demanded by the EU citizens and businesses alike.

Phttp://www.peri.umass.edu/fileadmin/pdf/conference_papers/SAFER/DArista_Financial_Concentration.pdf

% Also, as mentioned above, such niche banks might not be considered as banks in other jurisdictions.



Belgium 10.918.405| 105 4.087 61.467 |€1.163,10| €405,40| €550,40
Germany 81.772.000| 2.093| 38.183| 657.100|€8.304,70|€3.231,60 | €3.163,13
Greece 11.282.751 62 4.183 65.682 | €461,55| €257,72| €208,78
Spain 46.152.925| 337| 43.164| 263.715|€3.251,72|€1.989,78 | €1.888,92
Estonia 1.350.000 15 191 5.000 €19,68 €17,38 €14,84
France 65.075.310| 305| 28.633| 434.311|€7.830,10|€2.393,24 |€2.133,00
Ireland 4.581.269 78 780 35.150 |€1.168,01| €432,51| €269,23
Italy 60.626.442| 760| 33.640| 318.949|€3.808,91|€2.051,77|€1.631,03
Cyprus 803.800| 152 910 12.765| €132,52 €61,49 €69,94
Luxembourg 511.800| 147 226 26.255| €769,26| €191,17| €265,80
Malta 417.608 23 127 3.797 €49,00 €23,00 €21,00
Netherlands 16.654.979 86 2.491| 131.656|€2.259,62| £€985,21| €810,65
Slovakia 5.435.273 29 1.047 18.234 €54,74 €33,51 €39,49
Slovenia 2.050.189 19 741 11.966 €50,31 €34,44 €23,50
Austria 8.387.742| 843 4.176 79.661| €978,76| €363,97| €306,08
Finland 5.376.678| 313 1.605 24,696 | €439,96| €143,39| €116,78
Portugal 10.636.979 37 6.240 58.871| #£€506,19| €288,67| €194,94
Bulgaria 7.504.868 30 5.961 33.940 €37,69 €25,94 €23,99
Czech Republic 10.532.770 41 1.993 39.262 | €167,38 €86,78| €111,26
Denmark 5.560.628 | 123 1.598 44.186| €826,85| €517,12| €200,23
Hungary 9.996.000 45 1.670 39.875| €120,93 €74,80 €48,81
Iceland 318.452 4 129 3.610 €0,02 €10,53 €9,23
Latvia 2.229.600 31 223 11.616 €31,25 €20,35 €15,79
Liechtenstein 36.157 16 0 1.959 €96,96 €13,86 €26,43
Lithuania 3.329.000 22 729 9.947 €23,66 €16,90 €13,16
Norway 4.920.300| 145 1.157 21.358 | €642,24| €381,66| €186,22
Poland 38.200.037| 646| 14.170| 176.915| €292,42| €198,69| €170,03
Romania 21.500.000 42 6.170 66.753 €79,77 €49,21 €41,41
Sweden 9.415.570| 114 1.883 40.779| €653,38| €264,04| €233,31
Switzerland 7.866.500| 320 3.442| 108.000|€2.170,41| €718,16|€1.110,80
United Kingdom 62.435.709| 327| 10.400| 425.000|€8.844,26|€3.557,43 |€4.563,31
Albania 3.195.000 16 548 6.426 €7,14 €3,54 €5,89
Andorra 85.168 5 56 1.700 €13,14 €7,14 €10,74
Armenia 3.249.500 21 431 9.147 €3,26 €2,08 €1,62
Azerbaijan 9.111.078 44 608 14.015 €12,41 €8,66 €4,92
Bosnia&Herzegovina 3.843.000 30 955 10.321 €10,78 €7,45 €6,40
Croatia 4.489.409 32 1.282 21.960 €53,03 €36,94 €36,45
FYR Macedonia 2.057.284 18 436 6.052 €4,96 €3,04 €3,47
Moldova 3.560.430 15 1.160 10.933 €2,62 €1,58 €1,78
Monaco 35.000 35 80 2.353 €78,00 €12,80 €24,00
Montenegro 625.000 11 188 2.290 €2,90 €2,20 €1,79
Russia 142.914.136 | 1.058 3.183 0| €678,29| €371,43| €298,50
Serbia 9.500.000 32 2.487 29.887 €24,02 €16,42 €14,27
Turkey 73.000.000 49| 10.072| 191.207| €490,49| €274,44| €260,81
Ukraine 45.778.500| 176| 20.730 0 €89,10 €67,21 €39,23

Ahttp://www.ebf-fbe.eu/index.php?page=statistics
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