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ECB plans bank dedicated inspections on profitability and technology 

 

On 22nd of September 2021, Andrea Enria, Chair of the Supervisory Board of the ECB, gave a speech 
about the supervisory initiatives focused on banks’ profitability and business model sustainability. 

 

The ECB has as a supervisory priority the sustainability of banks’ business models. The action has already 
started in 2021, but will continue in 2022 and be expanded to other banks, not just the 11 ones 
supervised 2021. It covers 4 dimensions of profit sustainability: profitability analysis, financial 
projections, strategy review process and loan pricing. 

 

The supervisory authority aims to look at the banks’ ability to generate profits and the risks that may 
arise from external factors. A sustainable business model should allow a bank to generate returns, 
achieve strategic positioning, remain resilient to shocks throughout the business and economic cycle 
and shareholders should focuses on long-term value creation opportunities.  

 

Further engagement with banks and supervisory activities are also expected in the area of digitalization, 
including the launch of pilot inspections. 

 

Highlights  

The European banks’ profitability and business models are the new challenges for the business cycle and 

the new environments, such as those that followed on from the great financial crisis, the sovereign debt 

crisis and, more recently, the coronavirus (COVID-19) pandemic. They must try to enhance profitability by 

taking decisive action towards enhanced cost efficiency and to refocus the business model towards longer-

term value creation opportunities.  

Therefore, the ECB plans new inspections at the supervised banks to assess their use of technology and 

their ability to generate profits. 
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Technology driven ECB inspections 

The steady increase in the population’s access to internet services and use of electronic money since the 

early 2000s has significantly changed the banking environment. Digital banks and fintech companies have 

been entering the traditional banking arena as well as other new markets for digital financial products and 

services. 

Several banks have recently taken the route of comprehensive and tech-driven cost optimization 

programmes, often in the context of wider plans to structurally refocus their business models. Most banks 

inevitably incur material upfront transformation costs of a one-off nature and typically see the expected 

gains from their investments materialize only sometime after execution. Although this contributes to 

making their cost-to-income ratios sticky, it does eventually deliver long-lasting improvements in 

profitability. 

The ECB plans to thoroughly analyze the features of the cost reduction programs. 

One of the factors considered is the governance of the cost reduction program, including the presence of 

qualified and highly motivated management, the development of a clear cost reduction strategy and a 

good level of internal communication on the strategy itself. Another success factor consists of having 

detailed knowledge of the cost/income structure of the bank’s business. This includes the ability to 

safeguard existing costs that are essential for the income-generating capacity of the bank, and costs that 

are essential to ensuring that the internal control, risk management and compliance and audit functions 

continue to perform properly. There should also be a forward-looking focus on key “transformation costs”, 

for example in the area of digitalization. Transformation costs are costs that are instrumental in preparing 

the bank for a more cost-efficient steady state, as well as costs that enable the bank to gain additional 

sources of income. Other success factors include investment in IT and process optimization, including 

initiatives and investments for simplifying and digitalizing processes. A cost reduction program should also 

include labor market considerations, including the legal framework for reducing FTEs and the instruments 

available to manage that process. 

Business model driven inspection 

Some banks are acquiring or divesting from individual business lines or fintech infrastructures or are 

creating joint ventures with other European competitors in specific business areas. The pandemic-induced 

shift away from cash is pushing some institutions to strengthen their position in payment technology, 

including through the acquisition of payment technology and assets from peers or the rollout of own 

technology across geographical areas where they are well-established lenders. 

In particular, the business of payments acceptance has been consolidating substantially in the last few 

years. In an area where scale technological investment and know-how are essential, banks seem 

compelled to reassess their business model strategies and decide whether to expand or exit. This year, for 
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instance, this seems to be happening within the Greek banking sector, where one after the other, major 

lenders are offloading their payment infrastructure. 

Similar dynamics are playing out in other segments of the banking business, and the list could be long. 

One last example the Chair of ECB mentions is particularly relevant from a regulatory and supervisory 

perspective, is that of the NPL servicing market, where a substantial wave of cross-border consolidations, 

promoting know-how, economies of scale and scope on a pan-European level, has led several institutions 

to discard their infrastructure in favor of other more specialized and efficient set-ups. 

In the context of SREP, the ECB looks into banks’ ability to generate profits, including from a long-term 

perspective, and the risk that this ability may become impaired either because of external factors, such as 

a challenging business environment and changed competitive landscape, or internal deficiencies, such as 

inefficient pricing, inappropriate business strategies, insufficient execution capabilities and poor capital or 

funding structures. In ECB’s view, a sustainable business model should allow a bank to generate returns, 

achieve strategic positioning and remain resilient to shocks throughout the business and economic cycle1. 

 

For further questions regarding the aspects mentioned in this alert, please don’t hesitate to contact us. 
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Sources: 

https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210922~df2b18acb9.en.html 

 

 

                                                 
1 Speech by Andrea Enria, Chair of the Supervisory Board of the ECB, at the 26th Annual Financials CEO Conference organized by Bank of America 
Merrill Lynch 
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