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1 Introduction

The introduction is divided into five sub-chapters. The initial section presents the topic that
prompted the formulation of this master's thesis. The deriving objective, is then outlined in the
form of four research questions. Subsequently, the structure of the thesis and the academic ap-
proach employed are discussed. The final section of the introduction defines the scope of the

thesis, defining which topics are covered.

1.1 Challenges for Traditional Banks in the Age of Digitalization and Sus-
tainability

The Landesbank Baden-Wiirttemberg (LBBW) operates as a traditional universal bank, primar-
ily within the state of Baden-Wiirttemberg.® As with other banking institutions in Germany and
Europe, the bank is confronted with a multitude of challenges to be addressed in order to estab-
lish its franchise in an increasingly dynamic market characterized by evolving customer expec-
tations. These challenges include, inter alia, the effects of the global pandemic of 2019
(COVID-19), geopolitical uncertainties, demographic change, numerous sustainability aspects
and digital transformation.? A significant number of new competitors, known as “financial tech-
nology” (FinTech) companies, are emerging in the traditional banking sector.® In light of these
developments, it is key to assess how traditional banking institutions, such as LBBW in Ger-
many, can preserve their value. Recently, LBBW has achieved a profit before taxes of over 1.3
billion euros in 2023.% Furthermore, the half-year result for 2024 also exceeded expectations as
well as 1st half-year of 2023 by six percent.> These results demonstrate that LBBW is effec-
tively addressing the current challenges and sustaining, and even enhancing, its market value.
UniCredit in Italy is confronted with comparable challenges. Still UniCredit was able to close
the previous fiscal year with an exemplary outcome.® Both banks are facing the similar chal-
lenges in analysing the obstacles they will encounter, strategies to be developed to overcome
them, and the means of ensuring continued profitability and growth in the markets. Conse-

quently, both banks are obliged to analyse how they have managed to achieve success despite

1 LBBW Uber uns, n.d.

2 Research, n.d.

3 Geno Crowd GmbH, 2024

4 LBBW, n.d.

5 LBBW Halbjahresgewinn, n.d.
5 Handelsblatt, n.d.



the challenging circumstances, what challenges they will encounter in the future and, in partic-

ular regarding to UniCredit, what measures should be taken to ensure their continued success.

1.2 Objectives of the Thesis and Research Questions

Derived from the problem definition, this master thesis pursues multiple objectives and gathers

a number of research questions.

The initial objective is to present an overview of the German banking sector and the challenges

that banks in this market are facing. Similar considerations need to be applied to the Italian

banking sector. Combining considerations should provide a theoretical foundation for the prac-

tice-oriented section. The initial practice-oriented section is primarily concerned with an anal-

ysis of LBBW. In addition to a general analysis, this study also focuses on the aspects of sus-

tainability and digital transformation. Moreover, an analysis will be conducted to identify the

key success factors of LBBW. In addition, the objective of this section is to conduct a compar-

ative analysis of selected banks with LBBW, thereby determining LBBW's market positioning.

In the second practice-oriented part, a detailed examination of UniCredit will be performed,

also with a particular focus on its approach to sustainability and digital transformation. Subse-

quently, UniCredit and LBBW are subject to benchmarks, leading with recommendations for

actions proposed to UniCredit regarding the potential for increased profitability and the mainte-

nance of its market position. The research questions pertain to the two practice-oriented sections

of the thesis. The underlying theory is intended to serve as a basis for further investigation. The

objectives highlighted, lead to the following summarized research questions:

1. Which strategic directions is LBBW pursuing and what are its success factors?

2. How is LBBW positioned compared to other German banks?

3. What are the success factors of UniCredit?

4. Which improvement measures can be derived for UniCredit based on a comparison with
LBBW?

These following four research questions highlighted will be addressed and answered in the

course of this thesis.

1.3 Structure of the Thesis

The thesis’ following structure was selected in order to respond to the research questions and
achieve the objective outline above. The initial chapter mirrors the introductory section and
presents the issue under examination, the objective of the study, the structure of the thesis, the

scientific approach adopted and the limits of the investigation. The conclusion, presented in
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chapter 8, offers a summary and critical appraisal of the thesis. The theoretical foundations are
established in chapters 2 and 3 with the second chapter examining the banking sector in Ger-
many, while the third chapter assesses the banking sector in Italy. Both chapters examine the
historical evolution of the banking sector, its structural characteristics, and the challenges it has
faced in the past and continues to encounter until the present day. It is notable that the section
on German banking is considerably more detailed than the corresponding section on lItalian
banking. Furthermore, the second chapter addresses sustainability and Environment Social
Governance (ESG) considerations, as well as the digital transformation in banking. This is cen-
tered Germany, but can also be applied with considerable relevance to Italy, given the pan-
European nature of these issues. The section, which is oriented towards practical insights, in-
cludes Chapters 4, 5, 6 and 7. Chapter four presents an analysis of LBBW. This section provides
a comprehensive overview of the subject matter, followed by a more detailed analysis. The
general overview provides an account of the historical development, locations and employees
of LBBW, as well as an analysis of the bank's key economic figures. Subsequently, the chal-
lenges that LBBW is currently facing are presented. The in-depth analysis primarily considers
the strategic direction and, on this basis, focuses on the technological status and technological
transformation, as well as sustainability. Furthermore, chapter four elaborates on the success
factors of the LBBW. The fifth chapter presents a comparative analysis of LBBW with five
other German banks. The primary focus of this section is a comparative analysis of economic
key figures, sustainability aspects and digital transformation. This chapter concludes with a
competitive analysis of LBBW. Two Strengths, Weaknesses, Opportunities and Threats
(SWOT) analyses are conducted in this study. These relate to the topics of sustainability and
digital transformation. Analysis is conducted to illustrate LBBW's market positioning. The sec-
ond practice-oriented part of the thesis, is presented in chapters 6 and 7. The sixth chapter pre-
sents a case study of UniCredit. The analysis on UniCredit is less comprehensive than that of
LBBW. Nevertheless, a fundamental analysis of UniCredit is conducted, as is a detailed exam-
ination of the topics of the banks’ sustainability and digital transformation. Obstacles UniCredit
is confronted with are reviewed, and the elements that have facilitated its achievements are
assessed. The seventh chapter, the “results” chapter, presents a comparison between LBBW
and UniCredit. In the chapter, the question of the comparability of the two banks is addressed.
Subsequently, a comparison is conducted across four categories: strategic approaches and mar-
ket presence, financial performance, sustainability and ESG, and digital transformation. This
chapter concludes with the formulation of recommendations for potential improvements to

UniCredit. The improvement measures were derived from the four comparison categories. The
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recommendations cover a range of strategic considerations, alongside enhancements to sustain-
ability and improvements to digital transformation. The concluding chapter presents a compre-
hensive summary of the work, accompanied by a critical analysis.

On initial examination of the thesis structure, it becomes evident that the practice-oriented sec-
tions, chapters 4 to 7, appear to encompass two distinct topics. However, this is not the case.
The initial section establishes the rationale for utilising LBBW as a benchmark institution to
inform the derivation of improvement measures for UniCredit. The second part of the thesis
comprises an analysis of UniCredit, with a view to identifying potential for improvement, in
comparison with LBBW. The objective is that the first part is a prerequisite for the second part,

which it is built upon it.

1.4 Academic Approach

Based on the examination of the structure of the work, the scientific approach applied in this
thesis is presented that provides an approach to achieve its objective and research questions. In
the initial section of the study, a wide range of scientific literature was consulted, including
books, academic papers, reports, and online sources. This analysis of the literature is intended
to describe the current state of banking in Germany and Italy. To ensure a comprehensive and
up to date analysis, a variety of sources is leveraged. Such an undertaking would be unfeasible
if only one medium were employed. In the practice-oriented section, the analysis of individual
banks and LBBW is conducted exclusively through online sources and reports issued by the
banks themselves. A similar approach is applied to UniCredit. This source was selected in order
to provide an insight into the banks that is both up-to-date and comprehensive. Moreover, to
gain insight into LBBW, consultations with employees were performed, and knowledge drawn
from several years of personal professional experience in this bank was leveraged. In order to
facilitate a comprehensive evaluation of LBBW's performance within the German market, a
SWOT analysis was conducted. This analytical approach enabled a systematic examination of
the company's strengths, weaknesses, opportunities, and threats.

In contrast, a SWOT analysis was not employed for the assessment of improvement measures
for UniCredit, as the focus was on a comparative analysis with the LBBW. A structured over-

view of the key elements is presented instead.



1.5 Scope and Limitations of the Thesis

The objective of this study is to provide insight into a topic that is both extensive and multifac-
eted. Given that it is not possible to consider all aspects in the same way. By design certain
aspects have been intentionally excluded from this study.

The following section will provide a brief overview of some of these aspects. One of the objec-
tives of this thesis is to provide an overview of the German and Italian banking sectors. The
principal focus is on past and current challenges, with a particular emphasis on sustainability
aspects and digital transformation. The topic of regulation is not addressed in details in this
thesis. The impact of stringent regulatory stipulations on banking operations is examined, par-
ticularly in terms of their effect on operational efficiency. Nevertheless, as legal assessment on
regulations referenced is not performed. This would exceed the scope of the thesis and would
not contribute to the achievement of the objective. Regarding past and current challenges, the
impact of the COVID-19 pandemic and its consequences for Germany have been excluded from
this analysis. Although it is referenced, it is not elaborated upon in detail. The reason for the
exclusion is that Germany and, consequently, the German banking sector have demonstrated
their capacity to effectively address this crisis. In contrast the impact of the COVID-19 pan-
demic on the Italian banking sector is addressed, given that Italy was more severely affected by
the pandemic than Germany and the consequences are still being observed. A significant por-
tion of this thesis is dedicated to an assessment of sustainability with the topics: ESG factors,
green finance and the sustainability strategies of the respective bank. Other topics in this area
are excluded from this thesis on the grounds that they are relevant but not crucial for the con-
clusions. This thesis provides a more detailed examination of the current state of digitization
and digital transformation. The according section will introduce some of the key technologies
that will be discussed in more detail throughout this thesis. However, these are not discussed in
technical details, since a detailed understanding of the technical functionalities of these tech-
nologies is not required for the assessment of their impacts on the banking sector.

Moreover, no comparison is made with other countries. The present study compares only the
German and Italian banking sectors. Additionally, the analysis of UniCredit does not include a
comparison with other Italian banking institutions. The selection of these two approaches was
made with the intention of ensuring that the thesis stays focused on its objective. Additionally,
the evaluation of LBBW employs a SWOT analysis rather than a SWOT matrix. This approach
was selected because a SWOT analysis is sufficient to achieve the objective of the thesis.

To facilitate the analysis presented in this paper, it is essential to define the names of the com-

panies that are integrated into the text. It should first be noted that, in the following text, the
5



term "UniCredit" is used primarily to refer to UniCredit Italia. Conversely, when the entire
group is referenced, it is referred to as the "UniCredit Group." This differentiation is noted since
the paper focuses on UniCredit Italia.



2 The Banking Sector in Germany

Germany holds one of the largest banking sectors in the world. In comparison with other coun-
tries, the German banking sector is notable for the relatively low market share of private banks
in relation to public-sector and cooperative credit institutions.’

This chapter presents the historical development of banking in Germany up to the present day.
After that, the three pillars of the banking sector will be examined and a deep dive into the topic

of Landesbanken will follow.

2.1 Historical Development of the German Banking Sector

This subchapter examines the genesis of the German banking sector. Its origin is older than 500
year and the Fugger Bank is considered as the first bank in Germany.

Fugger Bank was first mentioned in 1486 by the Augsburg city council as “banck von Ulrichen
Fugker”.8 The Fugger family were one of the most important banking and trading houses in
Europe.® The scope of their banking business encompassed a range of activities, including the
provision of loans to members of the nobility and royal leaders, the management of assets for
affluent clientele, and the facilitation of financing for trading enterprises. With banking houses
in several cities, including Augsburg, Nuremberg and Cologne, they were seen as an important
hub in the European trade network and were involved in a wide range of financial activities.
In 1590, the first owner-managed private bank in Germany was established, the “Berenberg
Bank”. It was founded in Hamburg by the brothers Hans and Paul Berenberg.'! The first bank
in Germany to issue means of payment was the Cologne-based “Banco di gyro d'affrancatione”,
founded in 1705.%2 Approximately 70 years later, in 1770, the first mortgage bank, now a cov-
ered bond bank, was founded: “The Schlesische Landschaft”. It was a cooperative public-law
credit institution.'® In the 18th century, the first savings banks were also established. They were
founded to give the poorer sections of the population a secure way to deposit small capital sums
at interest or risk provision.* After a failed harvest in 1846, the first rural credit union was set

up by Friedrich Wilhelm Raiffeisen.® The first major bank was the “Commerz- und Disconto-

7 Jugend und Finanzen, n.d.

8 Fiirst Fugger Privathank, 2022

9 Cf. Haberlein & Burkhardt, 2014, p. 9

10 Cf. BreRgott 2023, p. 22

11 Berenberg 2021

12 pick, 2021

13 Schlesische Landschaft — Kulturstiftung, n.d.
14 Handelszeitung, 2019b

15 Raiffeisen, n.d.



Bank”. It was established in February 1870 in Hamburg and is now known as “Commerzbank”.
Other major banks such as “Deutsche Bank” and “Dresdner Bank” were founded shortly after-
wards. Their establishment can be traced back to industrialization and the establishment of
large-scale industry, as the latter could only be financed by large banks.*® In the post-war period,
the development of the banking sector took a different course in the two German states. While
in West Germany, the banks also continued growing during the reconstruction phase, in the
German Democratic Republic (DDR), all private banks and insurance companies were closed
and their assets confiscated. With the fall of the Berlin Wall, the DDR banking system was
abolished and a unified banking system was established.!” German banks became more and
more international, also in connection with the introduction of the euro. New regulatory changes
came into force, particularly after the global financial crisis of 2008, when, for the first time,
banks with liquidity issues were rescued by the state.® Over the years, further European Union
(EU) regulations were added. Moreover, technological innovations also proved advantageous
for the German banking sector.®

These issues will be examined in greater depth in one of the following subchapters.

2.2 The Three Pillars of the German Banking Sector

From a historical perspective, the German banking sector can be divided into three distinct
pillars: private commercial banks, public-sector banks and cooperative banks. These three pil-

lars support the German financial system, as illustrated in Figure 1.2

German banking sector

Private
commercial Public banks
banks

Cooperative
banks

Figure 1: The three pillars of the German banking sector?

16 Cf. Krause, 2004, pp. 45 ff.

17 Brendel, 2022

18 Dohmen, 2024

1% European Central Bank, 2022a

20 Cf. Fischer, 2012, p. 202

21 Extracted from: Cf. Fischer, 2012, p. 202



This structure was established with the objective of creating a stable, diversified and balanced
banking sector that is responsive to the needs of consumers and the economy.?? Furthermore,
this system also serves the following other aims.

Competition is encouraged. The existence of the three different pillars encourages competition
within the banking sector. Such competition should result in enhanced service quality, more
innovative products and competitive interest rates. Furthermore, it should guarantee stability
and diversification, as the sectors’ division prevents the collapse of a single bank or pillar from
jeopardizing the entire banking sector.?® Finally, the distribution can enable local presence and
proximity to customers. The typical savings banks and cooperative banks are usually locally
based which fosters a close relationship with their customers.?* This distribution results in a

decentralized structure, unlike in other countries.?

The three pillar system differs from the banking system in many other countries.?® For example,
in France there is no clearly visible separation between private banks, savings banks and coop-
erative banks, as is the case in Germany. In the French banking sector, there are a large number
of banks and financial institutions that have different roles and functions. They often operate in
a competitive environment.?” Also, the United State (US) system differs from the German one.
The US system is characterized by larger banks and a universal banking model. This means that
there is no clear distinction between different types of banks, band these banks offer a range of
different financial services. Moreover, the market is characterized by a few very large banks.?®
How the German banking sector differs from the Italian one will be laid out in chapter 3.4. The

following section will provide a more detailed examination of each of the three pillars.

2.2.1 Private Commercial Banks: Role and Evolution

Private commercial banks, also known as private banks, are defined as credit institutions under
private ownership. The shareholders of these institutions are neither public authorities nor mem-

bers of a cooperative.?®

22 Hassan, 2014

23 Bundesbank, n.d

24 Cf. Lebrunetal., 2021, p. 4

25 Hassan, 2014

26 Bundesbank, n.d.

27 Cf. Goddard et al., 2007, pp. 1922 ff.
2 Deos et al., 2013

2 Private Geschaeftsbanken, n.d.



The term is used to describe banks that are owner-managed in the legal form of a commercial
partnership. In the majority of instances, private banks have a more exclusive customer base
and demand high deposits. Additionally, the private banking sector foreign bank branches in
Germany, specialized credit institutions and corporate banks. Moreover, private banks include
banks that have a specific target customer base and can therefore provide specialized services.*
These institutions are structured in a manner that allows them to generate profits for their share-
holders. The specific products offered and the assets to be invested can vary considerably de-
pending on the bank.3* The underlying assumption is that the greater the amount of capital
available, the more valuable a private bank is likely to be.3 The services provided include the
formulation of investment objectives and risk profiles, the selection of individual investment
instruments, performance reviews, the creation of savings accounts and numerous other ser-
vices. Two general service areas can be distinguished: asset management and investment ad-
vice. In addition, asset management involves optimizing assets with a view to tax measures.?

However, it should be noted that private banks do not all offer the same services. For example,
direct banks are also considered to be private banks. These institutions do not maintain a phys-
ical branch network, that conducts all business operations. The absence of physical branches
allows for the reduction of operating costs for customers.®*

These types of banks play an important role in the economy as they provide capital and payment
services to finance investments. Nevertheless, they are subject to rigorous regulatory require-
ments and supervision, as the stability of the financial system must be guaranteed customer
deposit must be protected.® In contrast to the general downward trend in the number of banks,
the number of private banks has remained constant at approximately 270 over the past decade
and a half. In 2018, these mid-sized private banks managed assets exceeding $280 billion on

behalf of their clients.3¢

2.2.2 Public Banks: Structure and Regional Importance

A public bank is a public-sector company that engages in banking activities. The scale of this
business requires the implementation of a commercially organised operational structure. The

public interest is to be safeguarded by the tasks of public-sector credit institutions. This term is

30 ForderMarkt, n.d.

31 Handelszeitung, 2019a
%2 Bank, n.d.

33 Handelszeitung, 2019a
3 ForderMarkt, n.d.

3 Sparkasse, n.d.

3 Jerzy, 2023
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used to collectively refer to credit institutions in which the public sector holds a majority of
shares or sole ownership position.’
Consequently, they are therefore institutions subject to public law and as such are subject to the
legal norms of the state and higher authorities. As a result, they often have a legal connection
to public institutions such as municipalities. In Germany, public-law credit institutions include
savings banks and Landesbanken.® A more detailed examination of Landesbanken can be
found in Chapter 2.3. These types of banks are particularly concerned with the common good
and their principal business activities are situated within the economic domain of their respec-
tive locations. This results in a regional focus through, which enables them to establish a close
connection with the needs of the citizens and the regional economy.®® The objective of public
banks is to drive development. This means that they are obliged to support projects in the public
interest, such as projects that advance environmental protection.*°
In consequence of their obligation to provide public services, they are subject to a distinctive
form of liability for deposits, designed as institutional protection. The guarantors are liable not
only for the deposits of customers, but also for the entire institution.*! This implies that in the
case of savings banks, the relevant municipal authorities are obliged to provide liquidity in the
event of an emergency.*?
The types of public-sector banks include:*®
e Public savings banks: Savings banks are public-law institutions. In contrast to Landes-
banken, their owners of these institutions are typically districts, cities or municipalities.
Their task is to strengthen the economy and to provide the population and medium-sized
companies with financial services. These institutions are subject to supervision by the Fed-
eral Financial Supervisory Authority. In the state of Baden-Wirttemberg alone, there are
currently 50 savings banks with almost 2,000 branches.** As of April 2024, there were 351
institutions with over 11,000 branches throughout Germany.*
e Landesbanken / giro centres: A Landesbank is a public-sector credit institution that is re-

sponsible for conducting all banking transactions, including the granting of loans.* In the

37 Schoning, 2018b

% Wirtschaftslexikon24.com, n.d.-b

39 Cf. Lutke-Uhlenbrock, 2007, p. 8

40 AlleAktien, 2024

41 Cf. Litke-Uhlenbrock, 2007, p. 8

42 Manger, 2018

43 Wirtschaftslexikon24.com, n.d.-b

4 Ministerium des Inneren, n.d.

4 Sparkassen DSGV, n.d.

46 Bundeszentrale Fir Politische Bildung, 2021
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event of a merge with giro centres, they become simultaneously central institutions of the
savings banks.*’

e Public-sector mortgage banks: These have the special responsibility of financing residential
construction through the provision of mortgages.*®

e Public-sector building societies: These savings banks provide building loans and other fi-
nancial products for real estate financing.*

e Public-sector banks with special tasks: These fulfil the financing of special tasks in the pub-
lic interest. One example of such a bank is the “Landwirtschaftliche Rentenbank” (Agricul-

tural Pension Bank).>°

2.2.3 Cooperative Banks: Empowering Local Economies and Communities

The third and final pillar are the cooperative banks. As a cooperative, the institution is commit-
ted to the principle of promoting the economic well-being of its members by granting loans and
conducting other banking business.>* A cooperative banks is a credit institution that is organized
in the legal form of a registered cooperative.>? The origins of cooperative banks can be tracked
back to the social hardship of the 19th century. At that time, artisans, farmers and smaller com-
panies required loans and were dependent on private moneylenders. Consequently, they became
indebted and were forced to relinquish their economic independence. The first cooperative
banks were established with the objective of providing assistance to their members, in accord-
ance with the principle that a collective effort can achieve more than individuals can on their
own.> In other words, they operate on the principle of mutual assistance.>* As with savings
banks, they are typically organized on a regional basis. In contrast to savings banks, customers
of cooperative banks are typically granted the opportunity to purchase shares in the cooperative.
This gives them co-determination rights and thus also a direct share of the profits generated.>
Upon acquiring shares in a cooperative bank, the individual becomes a member of that partic-
ular financial institution. Any individual of legal age with their main residence in Germany is
eligible to become a member of a cooperative bank. The advancement of their members' eco-

nomic interests is codified in the statutes of the cooperatives and in 81 of the Cooperatives

47 Landesbanken DSGV, n.d.

48 Wirtschaftslexikon24.com, n.d.-a

4 LBS, n.d.

%0 Reinstadtler, 2018b

51 Cf. Liitke-Uhlenbrock, 2007, p. 8

52 Sparkasse Genossenschaftsbank, n.d.
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5 Sorensen, 2023

%5 Sparkasse Genossenschaftsbank, n.d.
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Act.%® Consequently, cooperative banks are obliged to align their business policy with the

wishes and concerns of their members.>” As a community of values, this type of bank is always

guided by the principles of cooperation. The specific values pursued by individual cooperative

banks may vary. Nevertheless, the majority of these values are based on principles such as

fairness, responsibility, transparency, trust, partnership and solidarity.>®

Similarly, as with the preceding two categories of banks, there are also a variety of distinct

types of cooperative banks.>®

e “Volksbanken” and “Raiffeisenbanken”: These are the best-known cooperative banks in
Germany. Since 1972, they have constituted a joint central organization. They are typically
universal bank, offering a comprehensive range of banking services.%°

e Specialized cooperative banks: These are cooperative banks that concentrate their activities
on specific customer groups or sectors, such as agriculture.®:

e Cooperative central banks: In Germany, this definition applies to DZ Bank AG. It serves as
the central bank for the affiliated credit cooperatives. This implies, for example, that the
bank serves larger corporate customers, provides capital market products and also handles

foreign business.®?

2.3 Landesbanken: Role, Functions, and Key Challenges

After considering the three pillars, this sub-chapter provides a more detailed analysis of the
functions of a Landesbank. This particular type of bank is of particular interest as a focus is
placed on the LBBW throughout the course of this work. It is therefore essential to demonstrate
how a Landesbank operates. As previously stated, Landesbanks belong to the pillar of public
banks.5

At this time, there are five Landesbank groups in Germany.®* These are the regional central
institutions within the Sparkassen organization.®® The LBBW, Landesbank Bayern (Bay-
ernLB), Landesbank Hessen-Thiringen (Helaba), Norddeutsche Landesbank and Landesbank

56 Sorensen, 2023

57 Sparkasse Genossenschaftsbank, n.d.

%8 VolksbhankRaiffeisenbank Oberbayern Stidost eG, n.d.
5% Blikk, 2012

60 Mandle, 2018
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64 Landesbanken DSGV, n.d
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Saar serve as the primary banking institutions for their respective federal states. The Landes-
bank Berlin and the Berlin savings banks operate as regional universal banks with a public
mandate.®®

A detailed examination of the activities of Landesbanks reveals a diverse range of responsibil-
ities and services they provide. These banking transactions are intended to serve the respective
federal states and their economic development. As they act as credit institutions, they are re-
sponsible for the banking transactions of one or more federal states. In other words, they are
responsible for processing Giro transactions.%” Additionally, they function as municipal banks,
offering municipal loans. Moreover, their core responsibilities encompass the advancement of
the federal state's economic interests and the facilitation of economic activity, in addition to the
management of international business operations. In their capacity as giro centres, they serve
as the principal credit institutions for the savings banks within the respective state.%® Therefore,
they are the central clearing house for cashless payments.%® Furthermore, they handle securities
commission, foreign exchange and foreign exchange transactions, manage the liquidity bal-
ances of the savings banks and also serve as their refinancing centres. The degree of collabora-
tion between savings banks and Landesbanks is typically more pronounced in the case of
smaller savings banks. It is common for “Landesbausparkassen” (regional building societies)
to be affiliated with Landeshanken.’® In addition to their other functions, they also process the
securities business as a service bank.”

In order to raise funds, Landesbanken refinance themselves by issuing bearer bonds, including
mortgage bonds. Furthermore, time deposits are used as a further refinancing component.’ In
addition, it should be noted that there is usually close cooperation within their pillar of the
Landesbanken.”

The following section provides an overview of the functions and legal framework of a Landes-
bank, which differs significantly from that of private banks. A primary characteristic of Landes-
banks is that they are public-law institutions. As they are supported or controlled by the respec-
tive federal states, they typically also operate in the legal form of a public-law institutions. This

% Landesbanken DSGV, n.d
87 Schoning, 2018a
% Staub-Ney, 2020
89 Schoning, 2018a
70 Staub-Ney, 2020
"L Schoning, 2018a
72 Staub-Ney, 2020
3 Bundesbank, n.d.
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also reflects the close connection between the Landesbank and the respective state govern-
ment.”

In consequence of their status as public-law institutions, Landesbanks are subject to stricter
regulatory requirements than other types of banks. This also has implications on risk manage-
ment and business activities.”

By design the respective Landesbanks receive support from their owner. BayernLB is a pub-
licly-owned financial institution that is supported by the Free State of Bavaria. LBBW receives
support from the federal states of Baden-Wirttemberg, Rhineland-Palatinate and Saxony. The
federal states of Hesse and Thuringia support Helaba. The Norddeutsche Landesbank receives
coverage from the states of Lower Saxony and Saxony-Anhalt. The state of Saarland provides
support to Landesbank Saar. Despite the support provided to Landesbanks by federal states,
these institutions are not immune to the challenges currently facing the banking sector, as evi-
denced by the experiences of banks over the past few years.”® The following sub-chapter will

address these challenges in greater detail.

2.4 Current Challenges in the German Banking Sector

Prior to an examination of the current challenges facing the German banking sector, it is first
necessary to highlight the significant crises and challenges that have arisen over the past 15

years.

2.4.1 Past Challenges and Responses

This section presents an overview of the principal crises and challenges the German banking
sector has been confronted with in recent years. This refers to challenges that have been trig-
gered by external factors. The list commences with the global financial crisis of 2008.

In order to gain an understanding of the circumstances that led to the financial crisis, it is nec-
essary to consider the preceding decade. The terrorist attacks of 11 September 2001 and the
decline in the share prices of new internet companies had already precipitated an economic
crisis in the US. To avert this outcome, the Federal Reserve undertook a policy of quantitative
easing, which resulted in a decline in interest rates.”” Subsequently, however, the US Federal
Reserve proceeded to raise the key interest rate once more. This resulted in a mortgage crisis in
the US, as real estate prices there experienced a significant decline and the value of high-risk

4 Staub-Ney, 2020

75 Deutscher Bundestag, 2009
6 Moormann, 2023

7 Engelbrecht, 2018
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bonds fell drastically.”® The financial crisis reached its zenith with the collapse of investment
bank “Lehman Brothers” on 15 September 2008. The global financial crisis had a significant
impact not only in the US, but also in other countries. In Germany, in 2009 the economy con-
tracted for the first time since the Second World War.” To overcome this crisis, which devel-
oped from a liquidity crisis to a banking crisis, substantial financial assistance from the coun-
tries concerned was required. In Germany, the Financial Market Stabilization Fund (FMS) was
established and economic stimulus packages were introduced to provide support.?2® The FMS
was a German extra-budgetary fund to designed to provide support to illiquid banks. The rescue
operation safeguarded the German banking sector and circumvented contagion to other finan-
cial institutions and the real economy.®* However, the financial crisis evolved into the European
debt crisis, due to the fact that the eurozone countries had incurred significant budgetary deficits
in order to provide financial assistance to the banking sector.®? This led to particular challenges
in the eurozone countries where national debt levels were already considerable. Greece, in par-
ticular, was severely affected, and the full extent of the problem became apparent in the spring
of 2010. The country was no longer able to pay its debts itself. Greece therefore had to apply
for financial assistance on 23 April 2010 to avert national insolvency.®® Similarly, other Euro-
pean countries including Ireland, Italy and Portugal were also experiencing severe financial
difficulties and on the verge of bankruptcy.®* A rescue package was set up to help these coun-
tries and to avoid such a crisis in the future. It permits indebted countries to obtain borrowed
funds from other countries without any obligation of repayment. The largest contribution to the
rescue package was provided by Germany.®®

The German banking sector was also confronted with the significant challenge presented by the
United Kingdom's (UK) decision to withdraw from the EU, popularly known as "Brexit.". On
23 June 2016, the British voted in a referendum to leave the EU.8® Following a transition period,
the UK ceased to be a member of the EU on 31 January 2020 and will no longer be part of the
EU's single market and customs union from 1 January 2021.8” The UK's withdrawal from the
EU has had and continues to have consequences for the German banking sector, as London is

8 BPB Finanzmarktkrise, 2021

8 Engelbrecht, 2018

80 BPB Finanzmarktkrise, 2021

81 BRD Finanzagentur GmbH, n.d.

8 Engelbrecht, 2018
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84 Hittmann, 2021
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Europe's financial centre and thus of central importance for the development of the European
economic area.®®

Another crisis that occurred in recent years was the COVID-19 pandemic. By early 2020, the
global spread of the coronavirus had resulted in the temporary closure of numerous businesses
in Germany, a surge in demand on the healthcare system, and a significant decline in economic
output.®® Credit institutions were compelled to exert considerable effort to maintain operational
continuity. In Germany, government measures were implemented to ensure the continuity of
financial market operations. The banking sector made a substantial contribution to the provision
of liquidity to companies, particularly during the initial stages of the pandemic. The manner in
which the crisis was managed also demonstrates that the financial sector was better prepared
than it was prior to the global financial crisis of 2008.%

In light of these external crises and challenges of recent years, it can be asserted that the German
banking system is adequately equipped to withstand such pressures. It is evident that these cir-

cumstances had an impact on the German banking sector.

2.4.2 Present Challenges

This section outlines the current challenges facing the German banking sector. These challenges
are not solely global crises, as previously discussed, but also encompass country-specific issues.
As in the preceding section, this is a representative sample of topics. It should be noted that this

selection does not claim to cover all challenges.

Interest rate policy of the European Central Bank (ECB)

The ECB is responsible for maintaining price stability in the eurozone through the implemen-
tation of an interest rate policy. In this way, the ECB also guarantees the security of the currency
and the stability and resilience of the European banking system. The ECB is responsible for the
development and issuance of euro banknotes, the maintenance of financial market infrastruc-
ture, and the control of inflation.%*

In order to fulfil these tasks, the ECB is able to set the general interest rate level. By adjusting

this, the central bank seeks to exert to influence over the demand for investment loans from

8 Schulte-Holtey, n.d.

8 Tagesschau, 2022

% Buch, 2021

% European Central Bank, 2024
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companies or consumer loans from households, as well as the credit demand of governments.®?

Figure 2 illustrates the interest rate applicable to the main refinancing operation.
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Figure 2: Interest rate policy of the ECB%

As illustrated in the figure, the interest rate can fluctuate rapidly. Over the past few decades,
there have been numerous periods of high and low interest rates. However, the last decade since
the financial crisis has been largely characterized by a low interest rate phase. This has several
effects on the economy as cheaper loans can be issued. The effect applies to companies and
also to consumers.®* In addition, it influences investment and consumer behaviour, since low
interest rates provide less incentives to save money, while for example driving an increasing
demand for real estate.®® Nevertheless, a low interest rate policy can also have adverse effects
on the economy. The exchange rate reduces the demand for the Euro which results in a falling
exchange rate. It also leads to rising inflation.®® As shown in Figure 2, the interest rate was

raised for the first time in several years in 2022. Subsequently, the interest rate has increased to
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4.5%. The interest rate has remained at this level to the present day.®” The increase was a con-
sequence of the unprecedented inflation rate of 10.4% observed in October 2022. In the follow-
ing months, inflation exhibited a decline, partially attributable to governmental assistance in
the form of reduced prices for gas and district heating.®® Nevertheless, an elevated interest rate
can have a beneficial effect on those who save, as banks offer enhanced interest rates on depos-
its such as instant access savings accounts and fixed-term deposit accounts. It can be argued
that both policies have both positive and negative implications. %

Inflation

As previously discussed in the section on the ECB's interest rate policy, inflation has been hav-
ing a significant impact on the German banking sector in recent years. The development of the
inflation rate is illustrated in Figure 3. Since the beginning of 2021, the inflation rate in the

eurozone and thus also in Germany has increased markedly, as evidence by Figure 3.1
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Figure 3: Inflation rate in Germany*!
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Prior to the increase in 2021, Germany reported a relatively stable inflation rate of below 2%.
Consequently, the rate has once again reached a stable level.2%? The elevated inflation rate was
the result of a combination of factors, some of which are discussed herein. One contributing
factor was the disruption to supply chains caused by the global lockdowns in response to the
pandemic, which created difficulties for businesses and led to price increases. Moreover, the
global pandemic had ramifications for monetary and fiscal policies. These were introduced with
the intention of providing economic support, but they also resulted in elevated inflation. Fur-
thermore, the principal driver of inflation has been the surge in energy prices since 2021.1% The
effects of inflation on the banking sector are still discernible in the present day. As has been
demonstrated, the ECB modified its interest rate policy in the following ways with respect to
the German population and the banking sector.'® Furthermore, the inflationary environment
gave rise to heightened credit risk for banks, accompanied by more stringent credit conditions.
This was due to the increased probability of credit defaults resulting from the rising costs. Fur-
thermore, bonds and fixed-income securities, particularly government bonds, experienced a de-
cline in value. This had a detrimental effect on the valuation of assets on the bank balance sheet.
Moreover, there were alterations in customer behaviour and the demand for banking services.
Consequently, alterations in the liquidity position were observed, which in turn gave rise to the
potential for fluctuations in operating expenditure.1®® Meanwhile, the inflation rate has returned
to a state of equilibrium. Nevertheless, the repercussions are still being felt by banks among

their customer base.1%

Geopolitical uncertainties

In addition to the increased rate of inflation and high interest rates, there are currently numerous
geopolitical uncertainties affecting banks in Germany. In addition to the already known con-
flicts, such as the US-China relationship, on 24 February 2022, Russia launched a war of ag-
gression against Ukraine in violation of international law. Since that time, the war has not only
claimed numerous lives, but has also had a substantial impact on the German economy and
banking sector. The situation's inherent uncertainty was reflected in the fluctuating stock mar-

ket. Germany's dependence on Russian gas, oil and coal supplies also had an impact.*’” The
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macroeconomic shock resulted in an increase in inflationary pressures at the time. In addition,
risks to the banking sector have increased. The potential for revaluation on the financial markets
and the threat of cyberattacks continue to increase.’®® In addition to the ongoing conflict be-
tween Russia and Ukraine, a terrorist attack by Hamas on Israel happened on 7 October 2023.
Since then, a new lIsrael-Gaza war has been raging. The ongoing conflict is also having an
impact on the financial markets, contributing to a climate of uncertainty within the German
banking sector.1%®

It can be stated that geopolitical uncertainties are having a detrimental impact on the German
banking sector. Fluctuations in stock prices, increases in credit risks and a slowing of invest-
ment activity are among the consequences of heightened uncertainty. As previously stated, the
ECB modified its interest rate policy, which has ramifications for the German population and

the banking sector.1

Demographic change

In addition to these external influences, Germany, like most other industrialized countries, is
experiencing a demographic change. The population is ageing as a consequence of increased
life expectancy, while the number of births is simultaneously declining. The birth rate in Ger-
many is currently 1.59 children per woman, and it is declining.!'! Figure 4 illustrates the pro-

jected age structure in Germany in 2024.
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Figure 4: Age structure in Germany**2

This figure illustrates the demographic shift currently occurring in Germany, which is accom-
panied by a significant number of retirements projected to occur within the next five to ten
years. Furthermore, the repercussions will extend beyond the pension, care and health systems,
affecting the economy and the labour market. The consequence of the lower birth rates of recent
decades is that not all jobs can be filled.!'® The latest studies indicate that there will be 3.5
million fewer workers available to companies in 2030.1* This will result in greater difficulty
for companies and banks in finding suitably qualified employees. The German labour market
has undergone a transition from an employer-driven market to one that is increasingly em-
ployee-centric. The demand for labour outstrips the supply of available workers.!*

The aforementioned developments also have implications for the banking sector. Additionally,
banks must adapt their human resource management strategies in response to the aging of their
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workforce and the necessity of succession planning and job retention for older employees.

Moreover, banks must adapt their services. It is possible that the savings behaviour of an ageing
population may differ from that of a younger demographic. Older individuals are often observed
to save more and to make fewer risky investments. Such behaviour may result in a reduction of

banks' earnings from higher-risk investments, such as equities.*’

The aforementioned points have shown that German banks are currently being confronted with
a multitude of challenges. It should be noted that the list is not exhaustive; for instance, the
impact of the pandemic and its ramifications have been intentionally excluded. In order to sur-
vive in the future, banks must make significant investments and implement strategic resched-
uling.

The following two sub-chapters examine two pivotal subjects that offer both prospects and

challenges for the German banking sector.

2.5 Sustainability and ESG Factors in the German Banking Sector

In light of the current challenges, it is imperative to consider the role of sustainability and ESG
factors. In recent years, this topic has become increasingly significant across all industries, as
well as within the financial sector.!*® With the exception for a study from 2022, 73% of re-
spondents indicated a positive valuation.'*® Therefore, the topic of green finance will be con-

sidered first and the ESG factors will be explained.

Green finance

Green finance represents a pivotal area of focus, encompassing the investment and financing of
environmentally sustainable projects. The term ‘green financing’ is used to describe environ-
mentally friendly or sustainable financing that is designed to mitigate environmental risks or
achieve positive environmental impacts.*?° The most prominent instrument within the domain
of green financing is the green bond. The proceeds derived from green bonds are to be utilized
exclusively for sustainable projects. These are fixed-interest securities that are used to raise

capital to reduce or prevent environmental or climate damage.!?* Moreover, there are green
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loans. These are specifically granted for sustainable loans. In addition, state development banks
have been providing special financing for some time now to those who want to finance sustain-
able projects.'?? Additionally to offering such products as a bank, it is crucial to communicate
information about these products to customers and to provide education in this area, as the

subject remains relatively unknown.

ESG factors

Another crucial element is the consideration of ESG factors. Such criteria encompass the eval-
uation of sustainable business practices undertaken by companies. The environmental aspect
encompasses the protection of the natural environment, while the social aspect deals with labour
and health protection. The latter includes diversity and social engagement. Governance, on the
other hand, relates to sustainable corporate management, corporate values and corporate gov-

ernance.'? Figure 5 provides a more detailed illustration of the content.

* Climate * Fair working * Compliance
protection conditions » Ethical corporate
strategies * Job security governance

. Enviror_lmental * Health protection * Prevention of
protection « Compliance with corruption

* Emission labour law + Risk management
reduction « No child labour + Independent

+ Use of renewable « No forced labour supervisory board
energy « Equal

+ Efficient use of opportunities

raw materials and
energy

Figure 5: ESG Factors'?*

ESG factors have a significant and far-reaching impact on the financial industry. New ESG
regulatory frameworks are being created by the EU authorities, which will require banks to
comply with them.*?® It is incumbent upon banks to undertake a detailed examination of ESG
factors and utilize this information to ascertain the full extent of the financial and non-financial
risks they are exposed to. Furthermore, banks are obliged to integrate ESG considerations into

their operational procedures, including the assessment of whether prospective borrowers adhere
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to these standards. The implementation of these measures enables a bank to assume environ-
mental and social responsibility, thereby ensuring long-term financial stability. Furthermore,
the possibility of financing risks can be discerned at an earlier stage. Nevertheless, the initial

implementation of these measures necessitates investment.'28

2.6 Digitalization and Technological Transformation in the German Bank-
ing Sector

The last decade has been characterized by the advent of numerous new technologies and a gen-
eral digitalization of banking. This sub-chapter provides a more detailed examination of these
topics.

The initial stage is to ascertain an existing and accepted technology that is already in widespread
use. This is to demonstrate that the implementation of new technologies can have a beneficial
impact on both customers and banks. This section will elucidate the advantages and challenges

inherent to these technologies.

Online banking

The advent of smartphones and tablets in the 2000s constituted a revolutionary change in the
banking sector, as customers were now able to manage their finances directly via electronic
devices.*?” Online banking applications were introduced. These applications enabled to under-
take a range of financial operations, including the verification of account balances and the ini-
tiation of transfers, as well as more sophisticated activities such as securities trading. All these
activities can be carried out without the need for contact with an employee and even outside of
opening hours.*?® In 2021, over 50% of users in Germany were reported to utilize online bank-
ing. In the from 16 to 29 age group, 97% of individuals utilize online banking, in comparison
to 39% of those aged 65 and above.?® In 2023, these figures exhibited a notable increase, partly
due to the COVID-19 pandemic. The survey revealed that approximately 84% of respondents
in Germany utilize online banking. The proportion of individuals aged 60 and above increased
to 72%. These statistics demonstrates that online banking is utilized by individuals across all
age groups. Furthermore, banks stive to gain from the utilization of this technology. Online

banking saves both customers and banks time and money. The number of physical branches
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required can be reduced, thereby reducing operating costs. Furthermore, the quality of customer
service can be enhanced.®® Nevertheless, there are also negative aspects to online banking,
including the use of phishing methods to obtain users' data.'*! Overall, online banking provides
an excellent illustration of how technological advancement in the banking sector can yield ben-
efits for both customers and financial institutions, as evidenced by the statistical data presented.
The remaining technologies are more contemporary. Each example illustrates the nature of the
technology in question and the potential benefits and risks for banks utilizing the technology.

Blockchain

The Blockchain technology represents a more novel technology that is still employed in the
banking sector. Blockchain is frequently linked with Bitcoin and cryptocurrency in general. In
1991, a similar software was programmed for the first time by Stuart Haber and W.Scott Stor-
netta. However, blockchain technology only became known in 2008 through Satoshi Nakamoto
in connection with Bitcoin.t%2

A blockchain is a large database that is initiated with an original block and to which subsequent
data blocks are then appended in chronological order. Prior to appending, the data is subjected
to verification and authentication. In this manner, they constitute a historical record of data,
such as a financial transaction. The distinctive feature of this technology is that it is a distributed
database. Consequently, a comprehensive replication of the data history is stored on each par-
ticipating computer. This enhances the security against manipulation. To prevent the sequence
of blocks from being altered at a later stage, the sequence of blocks is also secured by a check-
sum.*® Blockchain technology renders data immutable and tamper-proof, distributes data stor-
age without a central instance and ensures the transparency and traceability of transactions for
all users.3

Furthermore, the question of whether banks are still a necessary institution in the context of
blockchain technology has been increasingly posed. It is anticipated that blockchain technology
will render traditional banking institutions obsolete, superseded by a decentralized peer-to-peer

network.!3® Although blockchain technology has the potential to replace the function of banks,
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in practice it is a different proposition. Moreover, blockchain cannot replace other traditional
banking functions. For example, banks are still needed for risk transformation. 13
Banks may also leverage opportunities presented by blockchain technology through the utiliza-

137 1t is also im-

tion of its inherent properties, namely security, transparency and efficiency.
portant to acknowledge that banks were the first to develop these products and that the regula-
tory framework must be taken into account. The “Federal Financial Supervisory Authority” has
addressed novel supervisory concerns and promulgated new regulations that must be adhered
t0.2*® Given that blockchain technology is now a more established phenomenon, a number of
banks have incorporated it into their business operations. A number of illustrative examples are
provided below.

e Santander with “Santander One Pay FX” (2015): This service allows customers to complete
international transfers on the same day or, in the majority of cases, the next day. The dis-
tributed ledger technology is used as the technology for this fast and transparent processing,
and focuses on blockchain. 1%

e “We.trade” (2017): This is a blockchain platform that is utilized for the purpose of facilitat-
ing trade finance. It is a joint venture company operated by 12 banks, “IBM” and “CRIF”.
The platform facilitates the reliable, straightforward and secure processing of global trade
transactions in the field of trade finance and logistics.*

Despite the potential benefits, it is important to consider the risks associated with the introduc-

tion of blockchain technology to banking institutions. One of these threats is the technological

challenge of integrating the technology into the existing Information Technology (IT) architec-

ture. Furthermore, the development of this technology requires the input of technical experts, a

scare resource at present. The regulatory and compliance issues have yet to be fully explored.

Additionally, there are risks pertaining to data protection, which is challenging to secure

through the use of blockchain technology. Furthermore, the cryptographic keys can now be

decrypted by quantum computers. Despite the multitude of potential risks, it is imperative not
to dismiss the significance of blockchain technology.t#!

The emerging of blockchain technology has also brought about a heightened focus on crypto-

currencies. These have become most widely known through Bitcoin. Cryptocurrencies have the
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potential to generate profits for their owners and can be passed on in a meaningful way. Nev-
ertheless, there are certain risks for customers and banks with regard to cryptocurrencies. Fre-
quently, they are not sufficiently liquid and highly risky. Moreover, the absence of established
regulatory frameworks presents a significant challenge.*? Consequently, German banks are
obliged to counsel their customers on this subject and to adapt their technological solutions to
accommodate theoretical usage scenarios. This gives rise to new costs and uncertainties that
must be borne by the relevant parties.!*

Artificial intelligence (Al)

Al is a crucial consideration in the context of digital transformation and emerging technologies
in the banking sector. The application of Al in the banking sector has the potential to exert a
beneficial or detrimental influence on the industry. Al as the potential to become a pivotal com-
petitive factor for financial institutions.}** There are plethora of potential applications for the
use of Al in German banking. These range from optimizing business processes to improving
the customer experience and making recommendations to support customer decision-mak-
ing.14> But compliance with laws and company guidelines and the development of new business
models are also among the important areas of application. By using Al, German banks hope to
create a better experience for their customers, optimize costs and increase efficiency.'*® Never-
theless, there are numerous opportunities, risks and challenges that banks must take into ac-
count. It is key for banks to determine which processes can be readily performed by Al. The
demands on their IT organization and architecture are growing rapidly, which presents chal-
lenges and entails costs. Furthermore, numerous new regulatory processes and frameworks are
emerging that must be adhered to, including those pertaining to data protection.**” In addition
to these factors, it is essential that employees are adequately trained and willing to accept this
new technology. It is essential to develop the capabilities of Al and to address the lack of trust
in its benefits.1*8 In light of these considerations, it becomes evident that Al has profoundly
impacted the German banking sector, and its influence will persist. Nevertheless, a number of

factors must be taken into account during the implementation phase.'4°
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Cloud

Cloud technology has become significant for German banks in recent years. By 2021, 78% of

German banks had already adopted cloud services. This is due to the fact that cloud solutions
are capable of digitizing IT architectures and analysing large amounts of data.'*° The utilization
of cloud computing enables financial institutions to devise innovative business models and en-
hance operational efficacy. The time required for a product or service to reach the market can
be reduced, thereby enabling the more expedient fulfilment of customer requirements.’®! In
addition, costs can be optimized by using the cloud. Furthermore, the utilization of cloud com-
puting enables the optimization of expenditure®? A present there are three types of cloud that
banks use: private, hybrid and public clouds. Presently, many banks rely on a public cloud. This
drives the utilization of storage and computing capacities within the data centers of cloud ser-
vice providers.*>® One of the most significant challenges in the context of cloud computing is
ensuring compliance and maintain security. This is due to the fact that cyberattacks present a
risk of data being stolen and published. It is therefore imperative that the security of company
and customer data is maintained. However, this entails compliance with a multitude of regula-
tory requirements. Furthermore, a considerable input of effort is necessary for implementa-

tion.1%

FinTechs

While not a new technology in and of itself, FinTechs are playing an increasingly significant
role in the digital transformation of financial services. These are frequently nascent enterprises
that are focused on pioneering technologies and may engage in competitive or collaborative
endeavours with banking institutions.?> It is not uncommon for banks to form strategic part-
nerships with FinTechs. FinTechs are better positioned than banks to implement and drive in-
novation. Such flexibility is made possible by the fact that they are not subject to the same strict
regulations that apply to traditional financial institutions. Such collaboration offers benefits to
both parties. In addition, FinTechs are able to gain access to customers and markets. Banks

derive benefit from access to new technologies and the capacity to innovate more rapidly.'%
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This analysis demonstrates that a substantial digital transformation has occurred over recent last
few years and is still ongoing. It is crucial for banks to analyse the trends and then decide
whether it is prudent to implement them. A number of potential opportunities for German banks
may emerge. Nevertheless, it is important to acknowledge the potential challenges associated

with the adoption of new technologies.
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3 The Banking Sector in Italy

After having analysed the German banking sector, this chapter turns to an examination of the
Italian banking sector. The following section presents an overview of the historical develop-
ment of the Italian banking sector. The second subchapter gives an analysis of the structure of
the Italian banking sector. Furthermore, it identifies potential challenges. The structure is based
on the preceding chapter, which provided an overview of the German banking sector. Never-
theless, this chapter does not provide the same level of detail. The fourth subchapter presents a

comparative analysis of the German and Italian banking sectors.

3.1 Historical Development of the Italian Banking Sector

Like the German banking sector, the Italian banking sector can trace its roots back to a long and
distinguished history. Even the term "bank™ derives from the Italian word "banchi". This term
referred to the benches on which the money changers in Italy conducted their business in the
Middle Ages.’” In the early Middle Ages, merchants and money changers occupied a central
position within the Italian city-states such as Florence, Genova and Venice. As bankers, they
not only provided exchange services, but also developed forms of credit and current accounts.**®
was a significant contributor to this process. The “Medici Bank™ was established in Florence in
the 14th century and became one of the most powerful financial institutions in Europe. The
Medici family ruled from the 15th century to the 18th century and gained their wealth mainly
through involvement in the textile trade. The Medici family produced three popes and two
queens of France. Partly because of this influence in politics, they played a key role in financing
the European monarchies and the Vatican. Not only Florence played a central role, but also
Venice as one of the most important commercial centers in Europe. The city's advantageous
geographical position enabled it to establish and expand an extensive trade network.'®® Venice
and the Venetian banks, such as the “Banco di Rialto”, were essential for financing trade expe-
ditions and transferring money.®° The Banco di Rialto is regarded as one of the earliest public
banks in Europe and was founded in 1587. Its purpose was twofold: firstly, to restore citizens'
confidence in the banking system and, secondly, to provide a stable financial platform. At the
time, it was considered particularly innovative because it did not grant loans in order to avoid

speculation and to ensure stability. Banco di Rialto also introduced cashless payments. As a
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consequence of these and other initiatives, the bank contributed to the stability of the Venetian
economy and facilitated trade growth. In 1637, it was dissolved and replaced by the “Banco del
Giro”. This existed until the fall of the Republic of Venice in 1797.1%! The heyday of the Italian
banking sector was in the Renaissance as well as in modern times. One reason for this was the
innovation of double-entry bookkeeping and the contribution of Italian accountants.'®? In the
19th century, Risorgimento took place in Italy. During this period, from 1797 to 1870, the
Kingdom of Italy emerged and the individual states were consolidated. This had a significant
impact on the Italian banking sector.'®® In particular, the “National Bank of Sardinia” played a
major role in the consolidation of the banking system. Subsequently, it became the Bank of
Italy. The establishment of the Kingdom of Italy led to the introduction of a single currency,
the lira.1®* The 20th century, was characterized by a series of significant challenges for the
Italian banking sector, including the global economic crisis of the 1930s and the consequences
of the Second World War. In the post-war period, the Bank of Italy played a major role in the
economic recovery and the stabilization of the banking system.®® The economic recovery and
reconstruction were significantly influenced by the Marshall Plan aid from the United States of
America (USA).*%® During the 1950s and 1960s, banks played a central role in the financing of
the reconstruction and industrialization. From the 1980s onwards, the financial sector under-
went a process of deregulation and liberalization. This development led to an increase in finan-
cial innovation and more complex financial products.'®” In the late 1990s and early 2000s, a
further global financial crisis occurred. Italian banks were confronted with a high number of
non-performing loans, with some banks teetering on the brink of collapse. This concise histor-
ical overview of the Italian banking sector demonstrates that it has a long and distinguished

history. It has demonstrated resilience in the face of numerous crises over the centuries.

3.2 Structure of the Italian Banking Sector

This subchapter presents an overview on the structural characteristics of the Italian banking

sector.
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In essence, the system consists of different types of banks. These types serve different functions
and include national and international banks. Furthermore, it is subject to numerous regulations
and controlled by several supervisory authorities.

For the purpose of systemisation in this thesis, the Italian banking sector is divided into three
pillars. Allowing for a more comprehensive and comparative analysis. This is to be compared
in the approaches with the German three-pillar model. The Italian banking sector comprises
the following categories of financial institution: commercial banks; cooperative and popular
banks; specialized banks and financial institutions.*®® A more detailed examination of these

three pillars will be provided below. For illustrative purposes, they are displayed in Figure 6.

Italian banking sector

Specialized
banks and
financial

institutions

Cooperative
and popular
banks

Commercial

banks

Figure 6: Three pillars of the Italian banking sector®®

Commercial banks

Commercial banks may be owned by the state, by private entities, or by cooperatives. Further-
more, they also vary in size, ranging from smaller regional players to large and international
institutions.”® Examples of larger banks include banks such as UniCredit and Intesa Sanpaolo.
They have a substantial national and international presence and provide a comprehensive range
of financial services. 1! Their services are focused on retail and corporate banking, wealth man-
agement and investment banking.'’? In contrast, regional banks, are headquartered at the re-
gional level and concentrate on addressing the financial requirements of customers in particular
geographical areas. Such institutions include, for example, “Banca Popolare di Milano™ and
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Banco di Sardegna.l’”® Moreover, a number of international banking institutions have estab-
lished foreign branches in Italy with the objective of providing their customers with optimal

support.t’

Cooperative and popular banks

These types of banks are analogous to the cooperative banks in the German banking sector.
Such institutions play an indispensable role in local and regional economies. The cooperative
banks, which are collectively known as the “Banche di Credito Cooperativo” or the “Banche
Popolari”, are locally anchored and provide support to small to medium-sized companies and
local communities. The objective of these institutions is not to generate a profit, but rather to
provide social benefits. These institutions are distinguished by their mutualistic, altruistic, and
local characteristics. This suggests that they principally offer loans to members of the coopera-
tive, encourage mutual assistance between members, guarantee access to credit for economi-
cally disadvantaged sections of the population and operate within defined geographical bound-

aries.1’

Specialized banks and financial institutions

In Italy, there are a number of specialised financial institutions in addition to the traditional
banks. They bear some resemblance to the public-sector banks that are found in Germany.
However, the emphasis is on the provision of specific services, rather than on the status of the
public-sector body. This category encompasses, for instance, leasing and factoring companies,

investment companies, and credit unions.’®

A more detailed examination of the distinctions between the Italian and German banking sys-
tems can be found in Chapter 3.4. In examining the structure of the Italian banking system, it is
essential to address the role of the country's central bank, the “Banca d'ltalia”. Frequently des-
ignated as the Bank of Italy, it has played a central role in the supervision and regulation of the
Italian banking system.’” Furthermore, it constitutes an integral component of the Euro system.

The objectives of the Banca d'ltalia price stability, the stability and efficiency of the financial
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system, and other duties conferred on it by Italian law.1’® It participates in the formulation of
the single monetary policy for the euro area, engages in foreign exchange operations, manage-
ment of foreign exchange reserves, fulfils supervisory responsibilities, and conducts analytical
and research activities.}’® Therefore it is essential that the Banca d'ltalia acts autonomous, a
status that is protected by Italian and European law. As a consequence of the mentioned guar-
anteed autonomy, the institution is subject to rigorous transparency and disclosure require-

ments. 180

3.3 Challenges in the Italian Banking Sector

This subchapter examines the difficulties encountered by Italian banking in recent years. The
subchapter also highlights current challenges. In order to be able to incorporate a better com-
parison with Germany in the course of the thesis, the same challenges are highlighted for the

most part as in chapter 2.4. However, some topics have been excluded or included.

3.3.1 Retrospective of Past Challenges

Similar to Germany, Italy has addressed a number of substantial challenges in recent decades,
including the banking crisis of the 1990s, the financial crisis of 2008, the European debt crisis
and the COVID-19 pandemic. The final two points, namely their impact and the manner in
which they are being managed, will be subject to closer examination in the following para-

graphs.

European debt crisis

The European debt crisis had a significant impact on Italy. As a consequence of the crisis, in-
terest rates on government bonds rose, increasing the cost of servicing the debt.'® As a result,
by August 2011, interest rates on Italian government bonds had risen to over 6% and Italy's
national debt accounted for approximately 120% of gross domestic product.*®? This had a pro-
found impact on the Italian banking sector. Firstly, there was a notable decline in confidence in
Italian banks. This resulted into a capital flight, whereby investors withdrew their funds from
Italian assets. That resulted in a reduction in of the banks’ liquidity.'® The balance sheets of

the banks were subjected to considerable strain, resulting in losses as a consequence of the rise
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in financing costs, which in turn was attributable to the increase in interest rates on Italian gov-
ernment bonds.'® Moreover, a considerable number of Italian banks were in need of recapital-
ization in order to guarantee their solvency. The ECB and the European Stability Mechanism
provided support by providing cheap loans and aid programmes.*® In addition to the European
support, several measures were taken to overcome this crisis. One key measure was the imple-
mentation of extensive austerity measures and structural reforms in Italy, that had the objective
of regaining investor confidence. Moreover, Italian banks were compelled to rectify their bal-
ance sheets and curtail the volume of non-performing loans (NPLs). In part this was achieved
through the sale of NPL portfolios to investors.*®® The crisis had a profound and lasting impact
on the Italian banking sector. Those reforms and the European support enabled the country to

survive the crisis. Nevertheless, structural deficiencies persist.'®’

COVID-19 pandemic
Italy was severely affected by the initial phase of the COVID-19 pandemic. The implementation

of stringent lockdown measures resulted in a significant decline in economic activity. In 2020,
Italy experienced a contraction of approximately 9% in its gross domestic product. This decline
came with a significant impact on the banking sector. As a consequence of the economic down-
turn, an increased number of companies were forced to file for bankruptcy. Small and medium-
sized companies in sectors such as retail, construction and hospitality/tourism were particularly
affected.'® Despite the implementation of state support measures, the number of NPLs contin-
ued to increase. Leading to a significant burden for the banking sector. In order to help banks
with additional time to address problematic loans without being compelled to immediately set
aside substantial provisions, modifications were implemented in the categorization of NPLs.
Furthermore, the ECB has been facilitating the provision of inexpensive credit to ensure the
liquidity of banking institutions. In parallel, the Italian banking sector was able to utilize the
period to accelerate the digitization of the sector.'8 Despite the considerable challenges posed
by the pandemic, the system demonstrated resilience and made progress.
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3.3.2 Current Challenges

Similarly, Italy is confronted with a number of challenges in the current period, comparable to
those currently experienced by Germany. Such developments are also affecting the banking
sector. The following section will examine these challenges and their impact on the banking

sector.

Interest rate policy of the ECB

Consequently, the determination of interest rate policy is the responsibility of the ECB, rather
than that of Italy. In recent years, the ECB has pursued an expansionary monetary policy with
the objective of stabilizing the economy in the wake of the 2008 financial crisis and the euro
crisis.?® The exact course of interest rate policy is illustrated in Figure 2. From the perspective
of the interest rate policy, the preceding decade can be divided into three distinct phases. The
initial phase, which commenced in 2014 and concluded in 2019, was characterized by a low
interest rate policy. During this period, the ECB reduced its key interest rate to a record low of
zero percent. For banking institutions in Italy, this resulted in a reduction in interest margins,
as the discrepancy between interest income generated from loans and interest expenses incurred
on deposits diminished.®* Consequently, Italian banks were required to seek alternative sources
of revenue, such as the imposition of higher fees for services rendered. The reduction in interest
rates prompted an increase in lending. Still, the risk of loan defaults also increased. The impact
of these circumstances on Italian banks is exemplified by the case of UniCredit. A notable re-
duction in interest income was observed during this period. Consequently, an increase in fees
for account maintenance and transaction costs was implemented. Furthermore, cost-cutting
measures were introduced, including the closure of branches and redundancies among staff.1%2
From 2015 to 2018, the interest rate policy was characterized by quantitative easing. In order
to enhance liquidity and stimulate inflation, the ECB initiated a bond purchase programme,
otherwise known as quantitative easing. This measure resulted in an increase in the liquidity of
banks and a corresponding rise in the prices of securities.'® “Intesa Sanpaolo”, along with other
Italian banks, was able to leverage this measure to its advantage. The company sold a portion
of its bonds to the ECB, thereby obtaining additional liquidity. This enabled it to grant loans to

small and medium-sized companies. These loans contributed the economic recovery in Italy.%
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In 2022, the ECB commenced an increase interest rate in response to rising inflation. Italian
banks were compelled to modify their interest rate strategies thereby enabling them to augment
their interest rate margins.'®> Among other things, this interest rate adjustment had a significant
impact on the Italian bank “Banca Monte dei Paschi di Siena”. This resulted in an increase in
the cost of borrowing for customers, leading to a reduction in demand for new loans and an
increased burden on existing borrowers. The enhanced interest rate margin reinforced the prof-
itability of the institution.1%

With regard to German banks, the ECB's interest rate policy has had a significant and far-reach-

ing impact on Italian banks in recent years.

Demographic change

Italy is experiencing the consequences of demographic transformation. The population is un-
dergoing a process of decline.!®” The number of births has declined to a level below 400,000
for the first time since records began. The birth rate is 1.2 children per woman. The mean age
of Italian population is 46.6 years, with an increase over time.'*® Furthermore, the total number
of Italians is currently below 59 million. Should the current rate of decline in the population
persist, the number of Italians is projected to reach 54.2 million in 2050 and 47.7 million in
2070.1%° An examination of Italy's age pyramid, as illustrated in Figure 7, reveals that it exhibits

a shape comparable to that of an urn.2%°
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Figure 7: Age structure in Italy?®

This age structure has an impact on the number of employees. It is anticipated that the number
of employees in Italy will decline by approximately three million over the course of the next
decade. This equates to an approximate a decline of around 8%. The number of Italians of
working age, defined as those between the ages of 15 and 64, is currently estimated at just under
37.5 million. It is anticipated that this will decline to under 34.5 million by 2034.22 The reduc-
tion in the number of workers will have an impact on the Italian banking sector. First and fore-
most, it will become increasingly challenging for financial institutions, like all employers, to
identify and retain highly qualified personnel. Similarly, a shortage of skilled workers is antic-
ipated, as has been observed in Germany.2%® In addition, the savings rate will decline as older
population groups tend to consume their savings rather than save new capital. This may result
in a reduction in deposits with banks, which could impact the liquidity and the capacity to ex-
tend loans. Furthermore, the demand for financial products is subject to change. The demand

for mortgages and long-term loans will decline as a consequence of the reduction in the number
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of younger people purchasing houses. By contrast, demand for financial products such as pen-
sion and long-term care insurance will increase. Financial products designed for the elderly
often entail an elevated level of risk.2%* Italian banks are required to set aside greater provisions
for pension liabilities. This has an impact on profitability.?®® The phenomenon of deflation can
emerge as a consequence of an ageing population, given that individuals of advanced age tend
to exhibit a reduced propensity to consume and an increased inclination to save. Such circum-
stances may result in the imposition of low interest rates, which could ultimately exert pressure
on the margins of banking institutions. This phenomenon has already been observed in Japan
and may also occur in Italy.2%

In light of the aforementioned points, it can be assumed that demographic change presents a
significant challenge for Italian banks, affecting both strategic planning and operational activi-

ties.

Digitalization and technological transformation

The processes of digitalization and technological transformation are presenting the Italian bank-
ing sector, in a manner analogous to that observed in Germany, with a duality of challenges and
opportunities. In order to maintain competitiveness, Italian banks must make substantial invest-
ments in new technologies. Such investments include encompass the implementation of novel
IT infrastructures, cloud computing, Al and machine learning. The utilization of these technol-
ogies enables Italian banks to operate in a more efficient manner, reduce expenditure and main-
tain competitiveness in the market. The financial implications of these investments will be con-
siderable for Italian banks. Additionally, they can facilitate enhanced digital interactions with
customers and develop more comprehensive and personalized services.?’” Moreover, Italian
banks, like their German counterparts, must contend with the challenge of ensuring compliance
with the evolving regulatory landscape. These primarily encompass data protection and security
regulations, which are founded upon the European General Data Protection Regulation and the
stipulations set forth by Banca d'Italia.?® It is therefore imperative that these measures are im-
plemented, given the intensifying cybersecurity threat that is a consequence of the increasing

digitalization of the banking sector and the necessity to protect customer data.?%°
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Another challenge is the intensifying competitive pressure facing traditional Italian banks. The
expansion of new technological possibilities has given rise to the establishment of over 300
FinTechs in Italy.?’® Such solutions are often more innovative, cost-effective and user-
friendly.?** Consequently, banks are confronted with elevated customer expectations and more
challenging customer retention, given the proliferation of alternative options available to cus-

tomers compared to a few years ago.?*2

In addition to the mentioned challenges, Italian banks are confronted with a multitude of other
difficulties. These challenges are, for the most part, analogous to those currently faced by Ger-
man banks. However, there are some discrepancies in the proposed solutions and the method-

ology employed.

3.4 Comparison of the German and Italian Banking Sector: Structures and
Challenges

In the preceding two chapters, a comprehensive examination of the German and Italian banking
sectors was performed. This subchapter presents a brief comparative analysis with the objective

of facilitating a more comprehensive understanding of the subject.

The historical development and structure of the banking sectors

Both banking sectors have a long historical development. The origins of these institutions can
be traced back several centuries, during which time they have exerted a profound influence on
the socio-economic landscape of the according era. Both banking sectors developed into their
modern forms during the nineteenth century In Germany, the establishment of prominent bank-
ing institutions such as Deutsche Bank and Commerzbank constituted a significant milestone
in the country's financial history.?'® The unification of Italy and the establishment of the Banca
d'Italia led to a parallel development in Italy.?%4

As demonstrated, the banking sectors of Germany and Italy can be classified into analogous

categories, namely private commercial banks, public banks, and cooperatives.?!®

210 statista Research Department, 2024
21 Cf. Harwardt, 2022, pp. 1 ff.

212 Bedford et al., 2018

213 Deutsche Bank, 2020

214 Banca d’Italia, 2007

215 Nagel, 2023
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Private commercial banks, such as Deutsche Bank in Germany and UniCredit or Intesa
Sanpaolo in Italy, hold a central position in the field of international finance and provide a
comprehensive range of services. Nevertheless, the specific types of banks present in Germany
and Italy do differ. In Germany, there is a clear difference between internationally active com-
mercial banks and regional and cooperative banks.?*® The level of market concentration among
commercial banks is higher in Italy. This leads to a strong market dominance of UniCredit and
Intesa Sanpaolo.?!” Upon consideration of regional banks, it becomes evident that both coun-
tries exhibit a robust presence of such institution. These institutions focus on local markets and
the provision of financial services to small and medium-sized enterprises. In recent decades,
there has been a notable shift towards privatization and restructuring of public banks in Italy.
In Germany, this has not been the case.?'® Furthermore, the German banking sector includes a
special form of institution, the Landesbank.?'® The remaining category, cooperative banks, has
a large network in both countries. However, in Italy these banks are often smaller and more
focused on local communities, while in Germany they interact on a nationwide level. As a re-

sult, they tend to be characterized by greater financial strength and stability in Germany.??°

Market shares and concentration

The respective market share of the different types of banks is contingent on the structure of the
banking system. In comparison to other European countries, the German banking sector can be
characterized as being relatively fragmented. This is evidenced by the observation that the five
largest banks hold less than 50% of the total assets in the banking sector. The high degree of
fragmentation results is caused by the strong presence of savings banks and cooperative banks.
This is also shown by the Herfindahl-Hirschman Index, which is a measure of market concen-
tration. In Germany, this is moderate, indicating a balanced distribution.??* In contrast, the Ital-
ian banking sector is characterized by a higher degree of concentration. In this case, the five
largest banks collectively hold approximately 60% of the total assets in the banking sector. This
concentration is further intensified by the dominance of UniCredit and Intesa Sanpaolo. The
Herfindahl-Hirschman index in Italy is higher than that observed in Germany, thereby indicat-

ing a greater degree of market concentration.???

216 BpPB Grossbanken, 2021
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Requlatory environment

Assessing the regulatory environment in which both countries operate, it can be stated that there
is a considerable degree of similarity. It is due to the fact that they are both European countries
that adhere to the same regulatory standards. One result is the harmonization of capital and
liquidity requirements. Additionally, both countries have implemented a capital buffer with the
objective of enhancing the resilience of the banking sector.??®> Moreover, cooperation with the
ECB and the supervisory authorities guarantees that the supervisory standards and practices in
both countries are comparable.??* Still, there are some areas in which the countries diverge. In
Germany, the Federal Financial Supervisory Authority assumes a more comprehensive super-
visory role. This encompasses banks, insurance companies and the securities market.?? In Italy,
the supervision of the securities market is the responsibility of the independent regulatory au-
thority “CONSOB”.?2% In comparison to the Italian national central bank, the Deutsche Bun-
desbank assumes a more active role in the supervision of the banking sector. This results in the

provision of an additional level of oversight and stability.??’

Economic key figures

Table 1 presents a series of economic key figures, which are presented in order to facilitate an
objective comparison. Such data may be employed to ascertain the economic significance of
the banking sector in a given country.

Number of banks 1,348 436
Total Assets €8.966 trillion €3.050 trillion

Table 1: A comparison of economic key figures - Germany and Italy??

The relatively high number of banks in Germany is reflective of the country's decentralized
banking sector and the strong regional roots.??° The relatively low number of banks in Italy
indicates that a small number of large institutions, such as UniCredit, have a significant market

presence.?%

223 Europaischer Rat, 2024
224 Eyropean Banking Authority, n.d.
225 BaFin, n.d.
226 CONSOB, n.d.
227 Bankenaufsicht, n.d.
228 Extracted from: TheBanks, n.d.
229 Effenberger et al., 2020
230 Helgi Library, 2022
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The aggregate total assets of German banks are estimated at approximately €8.966 trillion,
which is more than double the value of those of Italian banks. In any case, the Italian banking
sector is a significant contributor to the European market.?%

The current challenges facing the Italian banking system are reflected in the low Return on
Equity (ROE). The ROE suggests a lower level of profitability in comparison to that observed
in Germany.?? On the other side, there is minimal discrepancy between the Common Equity
Tier 1 (CET1) ratios of the two countries. Both CET1 ratios indicate a robust capital base,
indicating financial stability.?*3

In conclusion, the presented facts show that both banking sectors hold a central role within their
respective economies, offering financing options, supporting economic activity and contrib-
uting to financial stability in general. Furthermore, the data indicates that the German banking

sector, and consequently the German economy, is more robust than its Italian counterpart.

Common challenges

The German and Italian banking sectors are confronted with a number of challenges, as outlined
in the previous chapters. Both are confronted with the ECB's low interest rate policy and its
consequences.?** This has the effect of reducing interest margins and, consequently, the profit-
ability of banks. In response, both countries are implementing cost-cutting measures, pursuing
mergers, and diversifying their revenue streams into non-interest-related business areas. Fur-
thermore, both countries are need to comply with same challenges posed by the ECB's stricter
regulatory requirements.? Both countries are required to augment their capital base, enhance
risk management and implement comprehensive compliance programme. The Italian and Ger-
man banking sectors also face the same challenges posed by digitalization and technological
innovation, including the necessity for significant investment in IT infrastructure, digital ser-
vices and cyber security. The banking sector in both countries need to invest further in the
digitalization of its services, to collaborate with FinTech companies and to rely on innovative
technologies such as artificial intelligence.?®® The precise manner of implementation of these
measures varies by banking institution to another. As is the case with the majority of European

countries, both Italy and Germany are confronted with economic and political uncertainties that

231 TheBanks, n.d.

232 Cf. Gieseler, 2022, p. 3

233 Matthes, 2022

234 European Central Bank Interest rates, 2024
235 European Central Bank, 2024
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also have an impact on the banking sector. In Italy, the level of risk is typically higher than in
Germany. Nevertheless, they face similar challenges. For example, the issue of customer satis-
faction and trust is also pertinent in this context. As a consequence of the advent of new tech-
nologies and intensifying competitive pressure, these two issues have emerged as a significant
challenge in recent years, exerting a profound influence on the actions of banks.?%’

In addition to these challenges that are common to both banking sectors, there are also some
that are more specific to each country. An illustrative case in point is that of NPLs. The issue
of NPLs is of greater consequence in Italy than in Germany, due to the significantly higher
volume of such loans that exist in Italy. The higher volume has an impact on the balance sheet,
thereby constraining the availability of credit.?®® In contrast the German banking sector is con-
fronted with the challenge of a highly fragmented banking sector. This results in markedly
heightened competition and reduced profit margins. In Italy, the banking sector is more con-

centrated, and thus the mentioned challenge is not as prevalent.?3®

The preceding two chapters offered insights into the German and Italian banking sectors, re-
spectively. Numerous topics were addressed. The current challenges facing banks in both coun-
tries were examined in detail. The following chapter will use the Landesbank Baden-Wirttem-
berg as a case study to illustrate the manner in which a successful German bank addresses these
challenges

237 Hellenkamp, 2023
238 European Central Bank, 2022b
239 TheBanks, n.d.
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4 Analysis of the Landesbank Baden-Wiirttemberg

This chapter presents an analysis of the Landesbank Baden-Wrttemberg.

4.1 Overview and Development of LBBW

This subchapter presents an overview of the LBBW in several sections.

4.1.1 Historical Development of LBBW

The predecessor to LBBW was established in 1818 by Queen Katharina of Wirttemberg as a
savings bank designed to benefit the economically disadvantaged.?*° Katharina of Wiirttemberg
was married to Crown Prince Wilhelm of Wiirttemberg. She was dedicated to the welfare of
the population, as the region was experiencing crop failures and famine at the time.?** From its
foundation to the present day, LBBW is able to look back on a long history and numerous
preceding institutions. It is notable that the foundation of LBBW was not an isolated occurrence,
but rather part of a broader trend that saw the establishment of numerous other banks in the
German southwest. These include the “Badische Bank”, the “Wirttembergische Notenbank”,
and the municipal savings bank of Stuttgart. These were all predecessors of LBBW. In 1975,
the “Stadtische Sparkasse” und “Girokasse Stuttgart” merged with “Wirttembergische
Landessparkasse”, resulting in the formation of the “Landesgirokasse”.?*? In 1999,
“Landesgirokasse” merged with “Sudwestdeutsche Landesbank” and the commercial banking
arm of “Landeskreditbank Baden-Wirttemberg” thereby forming the LBBW. Subsequently, in
2005, the “Landesbank Rheinland-Pfalz” and “Baden-Wirttembergische Bank AG” (BW
Bank) were fully incorporated into the LBBW Group. The full integration of Landesbank
Rheinland-Pfalz and the acquisition of its operations were completed in 2008.2* In the context
of the 2009 global financial crisis, LBBW received a capital injection of €5 billion from its
owners. In the subsequent period, LBBW implemented a comprehensive restructuring pro-
gramme.?** Presently, LBBW is a medium-sized universal bank that provides advisory services
to both private and corporate clients. The advisory services and service catalogue encompass a

comprehensive range of products, thereby ensuring satisfaction among all customer groups.?*°

240 Braun, 2018
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4.1.2 Locations and Employee Structure

Over time, LBBW has established a significant presence in Germany, with a considerable num-
ber of locations across the country. These more than 100 locations provide advice and support
to corporate and private customers. The locations are not solely limited to Baden-Wurttemberg;
rather, they are distributed throughout Germany, including Dresden, Dortmund and Berlin.?*
Furthermore, LBBW operates 16 locations in 15 countries. The international network comprises
five branches, ten representative offices and a finance company in Mexico City. The LBBW's
international network enables it to provide a comprehensive range of services to companies
seeking to expand into foreign markets. These include support in navigating foreign markets,
financing major projects abroad, risk management for export operations and the management
of global business operations. LBBW perceives it as its obligation to cultivate, establish and
sustain advantageous business relationships with Germany and German enterprises on behalf
of organizations across the globe.?*” Figure 8 illustrates the distribution of the LBBW's inter-

national locations.
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Figure 8: LBBW locations worldwide?*®
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The “AMERICAS” region is structured from the regional hub in New York, thereby encom-
passing the entirety of the LBBW, BW-Bank, and savings banks' operations in the Americas. It
is the LBBW's largest location on the American continent and its activities are concentrated in
the areas of real estate and project financing.?*® The locations in this region include New York,
Toronto, Mexico City and S&o Paulo.?®® The “ASIA/PACIFIC” region is coordinated from the
Singapore headquarter. It serves as the primary point of contact for corporate and institutional
clients in the region.?! In addition to Singapore, the region encompasses Seoul, Hanoi, Jakarta,
Mumbai, Beijing and Shanghai. London serves as the regional hub for the “EMEA” region.
Furthermore, business with the Arab states is also coordinated and managed from this location.
The other offices are situated in Dubai, Istanbul, Tashkent and Vienna.?? Furthermore, German
Centres are situated in Singapore, Beijing, Mexico City and Vietnam. These offices serve as a
point of departure for German companies seeking to establish a presence in these markets.?>
In Germany, LBBW is represented as a savings bank, BW Bank, particularly in Stuttgart and
throughout Baden-Wiirttemberg.?®* It is a legally dependent public institution of LBBW. The
bank's principal activities encompass the provision of financial services to both private and
corporate clients. In addition to its physical branches, which are predominantly located in
Stuttgart, LBBW also provides a comprehensive range of banking and financial services via its
online platform.?*®

Moreover, LBBW has a considerable number of subsidiaries in Germany that address specific
areas of expertise, including as leasing and factoring, asset management and real estate financ-
ing.25

As of 31 December 2023, the LBBW Group employed a total of 10,434 individuals. This rep-
resents an increase of 50 employees compared to the figure recorded on 31 December 2022.
Based on this number of employees, LBBW can be considered one of the largest banks in Ger-
many and an important employer, particularly in the Stuttgart region.?” Figure 9 illustrates the

number of employees at the end of each year over the past decade.
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Figure 9: Number of employees at LBBW over the last ten years?®

As LBBW is a legal entity under public law, its share capital is split among four owners: “Spar-
kassenverband Baden-Wiirttemberg” (40.534%), the State of Baden-Wirttemberg (24.988%),
the state capital Stuttgart (18.932%), and “Landesbeteiligungen Baden-Wurttemberg GmbH”
(15.546%). This is illustrated in Figure 10. The State of Baden-Wirttemberg has a direct hold-
ing of 24.988% and an indirect holding of 15.546% via “Landesbeteiligungen Baden-Wdrttem-
berg GmbH?”.2°

= Sparkassenverband Baden-Wiirttemberg = Land Baden-Wiirttemberg
= Landeshauptstadt Stuttgart Landesheteiligung Baden-Wiirttemberg GmbH

Figure 10: Owners of LBBW?2°
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4.1.3 Economic Analysis and Key Figures of LBBW

Prior to undertaking a detailed examination of LBBW, it is first necessary to present the eco-
nomic key figures. Notwithstanding the challenging market conditions delineated in the pre-
ceding chapters, LBBW has demonstrated its resilience by attaining a robust annual outcome
in 2023.%61

In order to provide insight into the financial performance of the institution, the following figures
are considered: profit before tax, income and expenses, risk management and capital adequacy.
The figures refer to the year 2023, as no figures have yet been published for the whole year
2024. The profit before tax is 1.3 billion euros. In the initial six-month period of 2023, profit
before tax reached a sum of 691 million euros. This represents a 45% increase compared to the
first half of 2022.2%2 This increase in comparison to previous years is indicative of the bank's
capacity to navigate a challenging economic landscape characterized by a multitude of crises.?®3
Figure 11 illustrates the profit before tax in millions of euros over the past decade. It is note-
worthy that there was a decline in 2020 and 2016. The decline in 2020 can be attributed to the
COVID-19 pandemic and its consequences.?®* In 2016, LBBW, like other German banks, was
confronted with a considerable reduction in profits within its corporate customer and capital
market operations.?®® Nevertheless, Figure 11 demonstrates that LBBW consistently demon-
strates resilience in the face of adversity, exhibiting a pattern of sustained growth in the majority

of years.

21 Breustedt, 2024
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Figure 11: LBBW profit before tax over the last ten years?®

A review of LBBW's earnings indicates that the initial six-month period exhibited an increase
of approximately 22%, reaching a total of approximately 2 billion euros. This trend continued
into the second half of 2023, which can be attributed to robust customer business and elevated
interest rates.?®” In the current economic climate, effective risk management is of paramount
importance. Consequently, LBBW has a risk-weighted asset of €92.1 billion, with a correspond-
ing risk provision. Furthermore, the capital base remains robust, with a CET1 ratio of 14.6%.
This figure exceeds the regulatory requirements, thereby demonstrating LBBW's financial sta-
bility. By the end of August 2024, the results for the initial six-month period had been pub-
lished. The data indicates that the favourable performance observed in the previous year will
be sustained. A profit before tax of €731 million was recorded at the half-year mark, represent-
ing a six per cent increase on the previous year's result. The CET1 ratio remained unchanged at

14.6%, while all operating segments generated profits in the three-digit million range.268

266 Extracted from: LBBW Investor Relations, n.d.
267 _BBW Financial Reports, n.d.
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4.2 Challenges Facing LBBW in a Dynamic Market Environment

This section presents the challenges that LBBW must overcome in order to maintain or increase
its growth. In order to gain insight into the challenges, the annual reports from 2023 and 2022

are primarily considered.

Geopolitical developments

One of the most significant geopolitical developments has been, and continues to be, the reper-
cussions of the war in Ukraine. The Supervisory Board and the Board of Managing Directors
of LBBW have been addressing with this issue since the outbreak of the war. Furthermore, the
Risk Committee is assessing the prevailing circumstances and their ramifications for business
performance on an ongoing basis.?®® As a consequence of the war, LBBW has observed an
increase in energy prices, a reduction in energy availability and disruption to supply chains,
particularly among its customer base.?’° In response to these and other uncertainties, loan loss
provisions were provisions were increased by a net amount of €206 million.?”* As outlined in
the 2022 annual report, the ongoing war also presents a geopolitical risk for the 2023 financial
year.?’2 Nonetheless, it is anticipated that risk provisions will normalise in 2023, following an
increase in 2022.2® Notwithstanding this favourable development, LBBW continues to regard
the war in Ukraine as a risk in 2024, with the potential for further unforeseen economic conse-
quences.?’ In addition to the ongoing conflict between Russia and Ukraine, the renewed flare-
up of the Middle East conflict in 2023 also posed a geopolitical risk.2"

Market and customer needs

In addition, LBBW has observed significant shifts in market and customer needs in recent years,
particularly with regard to digitalization and sustainability. The subjects of digitalization and
sustainability have therefore been addressed in the company's annual reports for the past years.
These two topics constituted the strategic priorities from 2017 to 2022. This should encompass
the market and customer needs pertaining to these areas.?’® In order to meet the challenge of
digitalization, it is necessary to seek support from the field of IT. This will be reinforced in the

269 Cf. LBBW Annual Report 2022, 2023, pp. 7 ff.
270 Cf. LBBW Annual Report 2022, 2023, p. 27 f.
271 Cf. LBBW Annual Report 2022, 2023, p. 32 f.
272 Cf. LBBW Annual Report 2022, 2023, p. 80
273 Cf. LBBW Annual Report 2023, 2024, p. 35
274 Cf. LBBW Annual Report 2023, 2024, p. 80
275 Cf. LBBW Annual Report 2023, 2024, p. 53
276 Cf. LBBW Annual Report 2022, 2023, p. 25
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future and transformed into cloud services. Nevertheless, the requisite alterations to success-
fully navigate the digital transformation will inevitably give rise to an increase in IT risks.?’” In
2023, the issue of digitalization remains a significant concern.?’® But progress has been made
on certain issues addressed in the 2022 annual report, including the digitalization strategy for
the retail banking business.?’® Nevertheless, the process of digitalization continues to present
LBBW with a number of challenges.?°

In addition to the ongoing digitalization of business processes, the topic of sustainability is
becoming increasingly important for companies, customers and thus also banks. In order to
address this challenge, a focus on sustainability must be established.?! A sustainability policy
has already been formulated with the objective of acting in the interest of customers and stake-
holders.?8? This is documented in the 2021 sustainability report on pages 13 ff. It provides the
framework for implementing the sustainability goals and thus all sustainability activities within
LBBW Group.?® A more detailed examination of this topic can be found in the following sub-
chapter 4.3.3. The 2023 annual report indicates that the topic must be increasingly incorporated

into customer products this year.?84

Macroeconomic uncertainties

From a macroeconomic standpoint, LBBW encountered considerable difficulties in 2022 and
2023, predominantly due to the prevailing inflationary pressures and the subsequent interest
rate hikes. As indicated in the 2022 annual report, the cost of living exhibited a notable increase.
In Germany, inflation (as measured by the national consumer price index with a base year of
2020) reached 6.9%. In the eurozone, the year-on-year inflation rate was 8.4% (harmonized
index of consumer prices). This represented the highest figure since the introduction of the euro
and was driven by increases in energy prices for household energy and fuels, as well as food.?®
According to the 2023 annual report, the rate of inflation for household living standards has

decreased. Nevertheless, the value remained significantly above the norm.?8®

217 Cf. LBBW Annual Report 2023, 2024, p. 73
278 Cf. LBBW Annual Report 2022, 2023, p. 5

219 Cf. LBBW Annual Report 2023, 2024, p. 30
280 Cf. LBBW Annual Report 2023, 2024, p. 83
281 Cf. LBBW Annual Report 2022, 2023, p. 5
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In response to this inflationary pressure, the ECB implemented adjustments to its monetary
policy in the reporting year 2022. The asset purchase programme, which had been initiated in
order to mitigate the economic consequences of the COVID-19 pandemic, was terminated on 1
July. Towards the end of July, the Euro system key interest rates were increased by 50 basis
points, marking the initial interest rate adjustment. By the conclusion of the year, three further
increases in the key interest rate, amounting to a total of 200 basis points, had been imple-
mented. Consequently, the deposit rate was 2% at the conclusion of 2022.28” These circum-
stances, in conjunction with the government's fiscal policy measures and other factors, pre-
sented significant challenges for LBBW.%8 In the 2023 reporting year, the adjustments to the
interest rate affected LBBW's business The ECB raised its deposit rate by a total of 200 basis
points to 4.00% and its main refinancing rate by 200 basis points to 4.50%. The ECB thus
proceeded with the interest rate hikes initiated in mid-2022, which had an impact on LBBW's

business.2°

Further challenges

In addition to these challenges, which are regularly addressed in the annual reports, there are
numerous others. A selection of these is presented herewith. It should be noted, however, that
the list is not exhaustive. As a consequence of demographic shifts and the resulting scarcity of
qualified personnel, LBBW is encountering mounting difficulties in attracting and retaining
employees over the long term.2%°

Furthermore, the bank is subject to an increasing number of regulatory requirements, which
have a corresponding impact on its operations.?®* In 2022 and 2023, the already unstable real
estate market was further destabilized by the prevailing economic instability.? It is possible
that the situation in this sector may deteriorate further in 2024, resulting in a negative impact

on earnings due to investor reluctance.?®

A review of the annual reports from recent years, as well as an examination of the current chal-
lenges facing banks in chapter 3.3, reveals that LBBW is confronted with a multitude of chal-

lenges. Nevertheless, it has demonstrated remarkable success in recent years.

287 Cf. LBBW Annual Report 2022, 2023, p. 27
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4.3 Strategic Analysis of LBBW: Direction, Structure, Sustainability and
Technology

“In a volatile political and economic environment, the Group achieved its best operating result
since the financial market crisis; in addition, it further developed its strategic orientation in
response to changing conditions.”2%,

“LBBW ended 2023 with a further improvement in its operating result. All four operating seg-
ments generated a result in the three-digit million range.”?*®. Headlines such as “Profit in the
billions and record dividends: LBBW defies Signa debacle and real estate crisis”?%® and the Zeit
“LBBW with billions in profits in the crisis year 2022“%" show that LBBW is managing to
cope the challenges and crises of today. This can also be seen from the development of the
profit before taxes from Figure 11. Other banks of this size and type struggle. Therefore, one
of the research questions of this thesis is which strategic directions LBBW is pursuing and what

its success factors are. The following sections provide an answer this research question.

4.3.1 Strategic Goals and Direction of LBBW

The initial step is to examine the strategic directions adopted by LBBW. These form the basis

for the success or failure of a company.

Strateqgic directions from 2017 to 2022

To gain a more comprehensive understanding, the strategic directions from 2017 to 2022 are
presented and the new group strategy that commenced on 1 January 2023 is subjected to closer
examination. These years are of particular interest as, as shown by Figure 11, profit before taxes
has grown significantly from 2017 onwards, with the exception of the COVID-19-year 2020.
In 2017, the LBBW introduced the motto ‘Ready for something new’ (translated as ‘Bereit fur
Neues’) to mark its 200th anniversary.?® In order to reinforce this motto in the years 2017 to
2022, four strategic directions were defined with the objective of meeting the challenges pre-
sented by economic developments, customer requirements, market trends, society and the en-

vironment.2%°

2% Cf. LBBW Annual Report 2022, 2023, p. 29
2% Cf. LBBW Annual Report 2023, 2024, p. 28
2% Breustedt, 2024

27 DPA, 2023

2% Cf. LBBW Annual Report 2017, 2018, p. 5 f.
2% Cf. LBBW Annual Report 2017, 2018, p. 33
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e Business focus: LBBW is pursuing growth through the expansion of its existing customer
base. In the future, the integration of specialized product expertise with customer segments
IS to be a key objective. The objective is to enhance efficiency and optimize the performance
of the operating model.>®

e Digitalization: This strategic thrust is designed to facilitate the transfer of competitive ad-
vantages into the digital age. The central customer business processes are to be digitalized
and innovative products and solutions are to be offered. The implementation of digital pro-
cesses and the modernization of information technology are essential for the creation of
more efficient and streamlined internal workflows.*%

e Sustainability: LBBW's objective is to gradually extend its range of sustainable products
and services and to assist its customers in addressing the challenges in the context of devel-
oping sustainable business models. A crucial element of this process is the modification of
the lending policy in accordance with sustainability and risk criteria. Furthermore, the ob-
jective is to establish a talent management system that is aligned with LBBW's strategic
objectives, with the aim of facilitating the internal development of suitable candidates to fill
positions at all levels.3%

e Agility: The objective of establishing agility is to facilitate rapid and unencumbered deci-
sion-making processes, a heightened customer and solution orientation, and accountable

cross-departmental action.3%3

Strategic directions starting in 2023

LBBW has had a new strategy in place since 1 January 2023. The central tenets of the strategy
are the corporate objectives of growth and relevance. The strategy is oriented towards growth,
with a particular emphasis on constant earnings growth, consistent risk management and active
cost control. Furthermore, LBBW is committed to serving as a relevant and valuable partner
for both the business community and society at large.>®* The following strategic levers were
identified as means of implementing the strategy and operationalizing it in the individual seg-
ments.

e Sustainable transformation: These present a variety of challenges for the German economic

system. The focus of this lever is on the intricate transformation requirements that LBBW's
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customers are confronted with. LBBW is taking this into account as a designer and partner
of sustainable transformation and is developing suitable solutions to meet the needs of its
customers. Therefore, LBBW is cognizant of these considerations and is engaged in the
development of appropriate solutions to meet the needs of its customers as a designer and
partner in sustainable transformation. Consequently, LBBW not only provides financial
support for pertinent transformation projects such as wind farms and photovoltaic systems,
but also offers a sustainable array of products and services. The range of services offered
by LBBW includes, inter alia, individual advisory services on sustainable business models,
digital transformation and the optimization of existing value chains. LBBW is pursuing a
long-term reduction in the CO. emissions of its loan portfolio, employing targeted reduc-
tion strategies for specific sectors. Furthermore, LBBW identifies and addresses its own
ESG risks proactively.30®

e Innovative solution: LBBW is leveraging this opportunity to drive the group-wide devel-
opment of new services, products, and production processes. The objective is to facilitate
cross-segment collaboration in order to meet the diverse needs of its customer base with a
comprehensive range of services. LBBW's objective is to provide its clientele with a com-
prehensive range of banking services through the provision of integrated solutions.3%

e Enhanced resilience: The necessity for resilience and flexibility in LBBW's business policy
is highlighted by the challenging conditions currently being faced. In addition to the stra-
tegic further development and diversification of the business model, the focus of the lever
is on the implementation of rigorous resource discipline through effective capital manage-
ment and cost management, as well as on the enhancement of operational resilience.3"

e Inspire employees: The most significant asset for a successful banking institution is a ded-
icated and committed workforce. The attraction and retention of highly qualified top per-
formers is of significant relevance in light of demographic change and the associated short-
age of skilled workers and managers. LBBW is implementing a comprehensive cultural
transformation with the objective of enhancing its reputation as an employer over the long
term. A significant factor influencing employee satisfaction, particularly among younger
employees, is the aspiration for meaningful work. In addition, the "Inspire Employees"
lever encompasses initiatives aimed at fostering the professional growth and advancement

of employees, alongside the introduction of novel working and career frameworks. The
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aforementioned factors are intended to foster long-term employee identification with
LBBW.3%

e Social contribution: LBBW attaches great importance to its social and economic responsi-
bilities. Consequently, LBBW offers a comprehensive range of support for charitable ini-
tiatives undertaken by its employees. Furthermore, LBBW endeavours to assume an active
role in social discourse, utilizing its economic and financial resources.>%

In addition to the five new strategic priorities, LBBW implemented a new branding campaign.

The slogan ‘Ready for something new’ (translated as ‘Bereit fiir Neues’) from 2017 was re-

placed by ‘Create new things’ (translated as ‘#NeuesSchaffen’).31°

A comparison of the strategic direction presented for the years 2017 to 2022 and that proposed

for 2023 reveals both similarities and differences. Both strategic directions are primarily ori-

ented towards customer focus, sustainability, employee development, innovation and digitali-
zation. However, there is a discrepancy in the level of detail.>!* The new strategic levers from

2023 onwards are more specific, with detailed examples and concrete measures for implemen-

tation. In contrast, those up to 2023 offer more of a general overview of the strategic measures

and objectives.®? It can thus be inferred that the strategic levers are mutually reinforcing. Fol-

lowing the establishment of the strategic levers between 2017 and 2022, which resulted in a

discernible increase in profitability as evidenced by the profit before taxes illustrated in Figure

11, the new strategic directions build upon these foundations. While agility constituted a pivotal

element during the period spanning 2017 to 2022, it is notable that this lever is no longer ex-

plicitly delineated in the strategic directions that commenced in 2023.31® Conversely, the social
contribution has been identified as a novel lever in the 2023 strategic directions.®** The concept
of resilience has also evolved over time.®*> From 2023 onwards, the concept of resilience will

be linked to specific measures designed to enhance its effectiveness, such as cybersecurity.3!°

Implementation of the strateqic directions

The definition of strategic directions is a fundamental responsibility of any company. However,

the implementation of these directions represents a significant challenge in itself. The following
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section illustrates the manner in which these have been or are to be implemented, together with
the plan for implementation. The strategic levers associated with new technologies and sustain-
ability are not included in this analysis, as these areas will be addressed in subsequent sections.
The initial stage of the process contains an examination of the two strategic levers, namely
‘agility' and 'business focus', which were in place from 2017 to 2022. A variety of agile meth-
odologies were deployed during this period with the objective of enhancing efficiency and
adaptability.3!” From 2017 onwards, Scrum and Kanban were introduced in LBBW's IT divi-
sion. Those agile methodologies have facilitated the streamlining of IT projects, software de-
velopment, and product creation, enabling the expedited delivery of products to market. The
implementation of tools such as “MeisterTask” has resulted in enhanced productivity.3!® From
2018 onwards, credit risk management also increasingly employed on agile methods. This re-
sulted in a notable acceleration of decision-making processes and enhanced responsiveness to
market changes.3!° In 2019, design thinking and lean startup methods were employed in the
context of innovation projects. The emphasis was placed on a customer-centric methodology
and the utilization of rapid prototyping. Furthermore, this approach facilitated the formulation
of innovative solutions to intricate challenges and the investigation of prospective commercial
prospects.®?° The Corporate Finance and Asset Management division adopted an agile method-
ology from 2020 onwards. The objective was to enhance efficiency, develop customer-oriented
financial solutions, improve services and facilitate more flexible customer treatment. The im-
plementation of continuous improvement was made possible by the introduction of retrospec-
tives from 2021 onwards. Such processes afford teams the opportunity to question and optimise
their procedures. This results in enhanced outcomes and augmented collaboration within and
between teams. 32

In order to implement the ‘business focus’ approach, LBBW is also concentrating on certain
growth sectors, including utilities and energy, healthcare and pharmaceuticals, as well as tele-
communications, media and technology. This strategic focus has enabled LBBW to achieve a
successful increase in its earnings.3??> Moreover, further investment was made in customer re-

lationships. This enabled LBBW to maintain and reinforce its market position and augment
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earnings from customer business. This is evidenced by the substantial growth in the corporate
finance sector, which has led to a notable increase in both the financing volume and earnings.3?
The concept of 'social contribution' has been a fundamental tenet of LBBW's strategic direction
since 2023. To date, LBBW has provided support for a number of projects in the fields of edu-
cation and social affairs. These initiatives are designed to foster engagement with political,
economic, social and cultural life among children and young people.®** Furthermore, LBBW is
a member of the “Knowledge Factory” (translated as “Wissensfabrik”), where it fosters an en-
trepreneurial spirit and provides children with insights into the digital world through experien-
tial learning.3%°

Furthermore, LBBW is dedicated to the principles of sustainability and environmental protec-
tion. A more detailed examination of this topic can be found in a subsequent sub-chapter.
LBBW attributes great importance to equal opportunities and integration. It is imperative that
successful coexistence and cooperation are achieved. Consequently, the integration of individ-
uals from disadvantaged and marginalized backgrounds is actively encouraged.?® LBBW en-
dorses an initiative that provides a venue for children and young people with and without disa-
bilities to interact and engage in physical activity.*?’ LBBW also encourages its employees to
engage in voluntary activities.3?® Furthermore, LBBW fosters a diverse and integrative working
environment, characterized by the presence of 74 different nationalities, which collectively con-
tribute a multitude of perspectives and ideas.®* In addition, the LGBTTIQ* network at LBBW
and participation in Christopher Street Day in Stuttgart reflect the diversity of the organiza-
tion.% In terms of financial commitment, the following figures can be cited: €650,000 in do-
nations for social and cultural causes; €20,000 for two projects for disabled and seriously ill
children; €266,000 from “PS Lossparen”, which is a combination of donation, savings and lot-
tery; €10,000 annually for school projects and initiatives for education and career choice; and
1,500 employees donate the decimal places of their salary (donation amount: approx.
€8,500).33! Those figures and points illustrate that LBBW has already made a significant in-
vestment in this area. Nevertheless, LBBW would like to elaborate further on these points fur-

ther. The objective is to cultivate long-term collaborative relationships with social educational
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institutions and to initiate new initiatives with the aim of making a sustainable contribution to
society. Moreover, this commitment is to be made even more targeted and transparent, with
interest groups being involved on a regular basis through reporting and feedback loops. Fur-
thermore, LBBW is engaged in numerous sustainable projects. These will be addressed subse-
quently.33

The strategic lever ‘Inspire employees’ with the objective of enhancing the appeal of the organ-
isation as an employer and to reinforce the dedication of its personnel.®*® Some measures to
achieve this have already been implemented in the past. In October 2023, LBBW launched a
digital employer branding campaign. The campaign will be conducted under the motto ‘#Create
new things’ (translated as ‘#NeuesSchaffen’) and will utilize Katharina von Wirttemberg as a
virtual brand ambassador. The objective is to utilise the campaign and the figure of Katharina
von Wurttemberg as a virtual brand ambassador to convey the bank's narrative in a contempo-
rary manner and to appeal to prospective employees.>** LBBW adheres to a sustainable human
resources policy and offers sustainable support to employees, with the objective of successfully
shaping the future in collaboration with a healthy, motivated and qualified team. In order to
ensure the optimal support for its employees, including for their dependents, LBBW offers 114
apprenticeships, thereby providing scope for its employees. This, in conjunction with the option
of working from home, serves to enhance the work-life balance for employees.33® Furthermore,
in addition to the mentioned support, LBBW offers financial incentives, in addition to the pro-
vision of job bikes and the organization of memorable employee parties, as was the case in 2018
and 2023.3% In addition to their salary, employees are entitled to receive performance-related
bonus payments, participate in employee share programmes, undergo training and develop-
ment, benefit from discounts, and contribute to a company pension scheme. Moreover, employ-
ees are eligible to receive a bonus through an active idea management system. To this end,
employees are required to submit proposals for innovative and feasible ideas. In the event of
the implementation of an idea, the employee in question is entitled to receive up to 50% of the
annual net benefit derived from the implementation of the idea, with a maximum total of

€50,000. This encourages the implementation of employee-driven initiatives and fosters active
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involvement.®" In response to the prevailing inflationary pressures, LBBW is offering an in-
flation premium of up to €2,000 per employee in 2022. The objective of this bonus is to stabilize
employees' purchasing power and to demonstrate appreciation for their performance and com-
mitment.®® These and other benefits contribute to LBBW's status as an attractive employer for
both existing and prospective employees. Nevertheless, there are additional factors that LBBW
would like to address in order to attract new employees and retain existing ones.®* As an illus-
tration, an enhanced procedure is to be implemented, whereby employees can offer feedback,
which is to be integrated in a prompt manner. The digital work environment is to be expanded,
with a particular focus on sustainable and meaningful work.34

The final point to be addressed is the recently adopted strategic direction of ‘Enhanced resili-
ence’. In order to demonstrate greater resilience in the current economic climate, LBBW is
pursuing a strategy of diversification, capital strengthening, risk provisioning, investment in
cybersecurity and IT, and support for sustainable transformation. The final two points will be
examined in greater detail at a later stage in this thesis. It is therefore not within the scope of
this thesis to provide further discussion of this strategic direction.

The analysis of the strategic directions, both past and new, has demonstrated that LBBW has
made farsighted strategic decisions. The implementation of these measures will contribute to
the success of the bank and provide sustainable support to society. While numerous elements
have already been initiated, several key areas remain unaddressed, particularly those pertaining
to the recently introduced five strategic directions. To maintain competitiveness, LBBW must

ensure the successful implementation of these strategic directions in the future.

4.3.2 Organizational Structure and Business Areas of LBBW

After having outlined the strategic orientations of LBBW in the preceding sections, this part

proceeds to delineate the governance and business areas of the institution.

Governance
As previously demonstrated in chapter 4.1, LBBW is characterised by an ownership structure

comprising the state of Baden-Wirttemberg, the city of Stuttgart and the Sparkassenverband
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Baden-Wirttemberg as primary stakeholders. This is characteristic of a Landesbank and con-
fers upon it greater stability than that observed in commercial banks.3*! In considering the gov-
ernance structure, it is essential to ensure the effective and transparent management of LBBW,
with due consideration given to the interests of the owners and the regulatory requirements.34?
In addition to the “Board of Managing Directors”, LBBW also has a “Supervisory Board” and
a “General Meeting”, which constitute the corporate bodies of the bank.3** Furthermore, other
committees exist to provide support to the Board of Managing Directors and the Supervisory
Board with regard to specific topics.>** The Board of Managing Directors is committed to three
core objectives: the financing of innovations, the provision of reliable support to customers and
the undertaking of responsible actions for the benefit of the economy and society. The Board
of Managing Directors is comprised of one female member and six male members. Each mem-
ber is responsible for a distinct area, with the exception of Group Auditing and Compliance.
This is the responsibility of the entire Board of Managing Directors.>*® The Board of Managing
Directors oversees the operations of LBBW and represents the institution in all matters. Fur-
thermore, it is incumbent upon the Chairman of the Board of Managing Directors to apprise the
Chairman of the Supervisory Board and his deputy of significant occurrences.*® The primary
responsibility of the Supervisory Board of LBBW is to oversee the activities of the Board of
Managing Directors and to provide guidance on strategic matters. It is regarded as the supreme
controlling and advisory body and also represents the interests of the owners. Consequently,
the Lord Mayor of the City of Stuttgart and the Deputy Minister of Finance of the State of
Baden-Wirttemberg are two of its 21 members.34” The members of the Supervisory Board are
elected by the Annual General Meeting, unless otherwise required by law.3*® The owners con-
stitute the Supervisory Board, which is responsible for making fundamental decisions, includ-
ing the appropriation of profits and amendments to the articles of association.3*° The organiza-
tional chart of LBBW encompasses the following principal business areas, in addition to ancil-
lary domains such as information technology.>*® The precise structure is not pertinent to this

thesis and thus will not be addressed.
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Main business areas

Having considered the governance and general organizational structure of LBBW, the follow-

ing section will examine the main business areas from which the bank generates profit.

e Lending business: LBBW, like other banking institutions, provides companies and institu-
tions with the financial resources they require when needed. This makes it a central guar-
antor of stability and a key supporter of the economy. The provision of finance to companies
and institutions enables the implementation of projects and the development of markets. In
addition to the provision of loans, the bank also issues bonds and arranges promissory note
loans.®®! In contrast to other banking institutions, LBBW also provides financing for signif-
icant capital projects, as evidenced by its role in funding the acquisition of four new Airbus
A320-200 aircraft by an American airline. Furthermore, the financing of real estate repre-
sents a significant proportion of the bank's lending activities.35?

e Capital market business: Another significant business area for LBBW is that of capital mar-
ket financing. In this domain, it facilitates the convergence of companies and investors. The
capital market facilitates the convergence of those seeking capital and those providing cap-
ital. Those seeking capital are not limited to corporate entities; countries and other institu-
tions are also included in this category. Investors typically seek to enhance the value of their
capital through the receipt of interest. LBBW assumes the role of an intermediary in this
domain, operating both domestically and abroad. It is particularly involved in cases where
the sums in question exceed the limits of conventional loans. Nevertheless, these processes
are more intricate than those pertaining to conventional loans, necessitating the disclosure
of the company's key financial metrics to prospective investors. It can be observed that there
are four forms of capital market financing that are particularly attractive for German com-
panies.>® The first form of capital market financing is that of the syndicated loan. LBBW
provides financing from a single source, irrespective of the amount in question.3>* The sec-
ond form of capital market financing is that of bonds. Such transactions are those of the
capital market, with a minimum value of €500 million. LBBW has considerable influence
in the placement of bonds, and customers are advised by an experienced project team and

receive comprehensive support.®*® The third category, the borrower's note loan, is somewhat
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less complex. Such instruments are typically of a smaller scale than bonds.3*® The final
category comprises asset-backed securities. In this instance, a company's claims on business
partners are sold in a bundle.’

e Asset Management: This includes the administration of assets for both institutional and pri-
vate clientele. LBBW offers assistance in the formation of reserves for the purpose of fi-
nancing prospective investments. It can be employed to optimally position customers' fi-
nancial assets in a manner that reconciles liquidity requirements, investment opportunities
and associated risks. The subsidiary LBBW Asset Management provides advice to institu-
tional investors.3*

e Retail banking: LBBW provides a comprehensive range of services for retail customers,
encompassing account management, savings products and financial advice.3°

e Corporate Finance: In this domain, LBBW provides its corporate clientele with bespoke
financing solutions. The emphasis is not on the products themselves, but rather on bespoke
solutions and a comprehensive approach. LBBW Advisory employs a comprehensive ana-
Iytical approach to assess the financial circumstances of its clients, subsequently formulat-
ing recommendations regarding optimal financing alternatives. Furthermore, the aforemen-
tioned services encompass leasing, factoring, and merger and acquisition transactions.3

A comparison of the profit before tax figures for 2023 and 2022, as illustrated in Figure 12,

reveals notable discrepancies. This analysis allows for the identification of the business areas

with the highest profitability. To illustrate, corporate customers generate fivefold the profit be-
fore tax of retail customers and savings banks. Nevertheless, LBBW offers all areas as a uni-

versal bank.36!
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Figure 12: LBBW profit before tax by business area®®?

In addition to the primary business areas, LBBW offers comprehensive support to numerous
secondary business areas. LBBW has established eleven subsidiaries in Germany with the ob-
jective of providing optimal support for its customers across all business areas. The following
list is presented in alphabetical order: Berlin Hyp AG, BWK GmbH, Debtvision, Immobilien-
vermittlung BW, LBBW Asset Management, LBBW CREM, LBBW Immobilien Management,
LBBW Pensionsmanagement, LBBW Service, LBBW Venture Capital, MMV Bank, Siid Be-
teiligungen, StdFactoring, StidLeasing. Upon examination of the subsidiaries, it becomes evi-
dent that some are dedicated to customer care and the advancement of LBBW employees.
Moreover, a number of these entities are among the foremost limited liability companies in their

respective industries within Germany.3

4.3.3 Sustainability Strategies of LBBW

The theoretical section demonstrated that banks, and consequently LBBW, are obliged to adapt
to a revised sustainability standards and ESG factors in order to retain their competitive ad-
vantage in the market. In order to withstand the pressure, LBBW has launched a number of
appealing offers on the market in recent years. One of the strategic directions since 2023 has

been the pursuit of ‘sustainable transformation’.®®* The strategic field of ‘sustainability’ has
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been a core tenet of the LBBW since 2017.%% In order to implement this strategy, LBBW offers
its customers support and accompanies the implementation of measures on their behalf. The

following section will examine some of these in greater detail.

Sustainability at LBBW
LBBW is committed to pursuing sustainable practices and acting in a sustainable manner. As a

bank under public law, it considers itself to have a particular responsibility to proactively drive
the transformation of the economy and society. It achieves this through a variety of means. The
bank has implemented a comprehensive strategy to reduce its energy consumption. Since 20009,
LBBW has been sourcing 100% of its electricity consumption from renewable energy sources.
In 2012, a heat pump was installed in the central building in Stuttgart, which recovers heat
energy from the data center and utilizes it as heating energy. The objective is to achieve carbon
neutrality by 2020, for instance through the installation of solar panels on the buildings at the
company's headquarters.®® In addition to its own sustainable actions, LBBW offers sustainable
bonds and sustainability advisory services.®” The term sustainable bonds encompass those des-
ignated as green bonds. Such bonds are referred to as green bonds and are invested in sustain-
able and climate-friendly projects, thus falling within the domain of green finance. Those who
sell such bonds must provide evidence that the funds will be utilized in an environmentally
responsible manner and that the bond will contribute to the mitigation of climate change.®® The
market for green bonds is expanding rapidly, with an increasing number of investors allocating
capital to these instruments. Thus far, the demand for green bonds has far exceeded the available
supply. In 2017, LBBW issued its inaugural green bond, with an issuance volume of €750 mil-
lion.®® The proceeds are used to refinance commercial real estate that is energy-efficient. Sub-
sequently, additional green bonds were placed in the following years. As of 31 December 2023,
LBBW had green bonds outstanding with a total volume of €6.3 billion, thereby ranking among
the largest green bond issuers worldwide. The following figures result from the green bonds,
when viewed in a summary manner. The Social Finance portfolio comprises €3.1 billion, while

€1.9 billion has been invested in renewable energies. This has resulted in 1.1 million tonnes of
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CO- emissions being saved annually. The Green Finance portfolio has reached €9.7 billion,
while €6.3 billion in green bonds are currently outstanding.3"

Sustainability advisory is the leading expert in sustainable financing. LBBW's diverse sustain-
ability advisory teams provide comprehensive guidance to companies, offering impartial advice
that is not product-specific. They disseminate knowledge and provide assistance with imple-
mentation.®”* The experts provide customers with comprehensive analyses based on a range of
key performance indicators. In addition to providing advisory services to corporate clients,
LBBW also offers guidance to banking and savings institutions on strategies for adapting their
loan portfolios. Furthermore, foundations and other non-profit organizations may avail them-
selves of LBBW's expertise in order to certify the sustainability of their investment portfo-
lios.3"2 In addition to these large customers, private customers are also counselled by their ad-
visors on sustainable investment products. The advice is designed to facilitate sustainable in-

vestment.3

Advice and support for emissions trading

LBBW offers advice and support to its clients in the area of emissions trading. In order to
facilitate the sustainable transformation that is essential for companies, the bank acts as a stra-
tegic advisor with regard to suitable investments and financing. The concept of sustainability
has become a new standard in economic practice, holding companies and investors to account
for their actions in terms of responsibility.®”* The objective of the EU is to become the first
climate-neutral continent by 2050. In order to achieve this, the first step is to reduce the amount
of greenhouse gases by 55% by 2030. This places significant demands on companies.®” In light
of the mentioned target and other pertinent requirements, LBBW offers its corporate clientele
a comprehensive range of services designed to facilitate the attainment of these objectives.®’
A significant proportion of its corporate customers base is required present emission rights for
their greenhouse gas emissions. However, the prices in emissions trading exhibit considerable
volatility, which introduces a significant degree of uncertainty for companies. LBBW is able to
mitigate this uncertainty for its customers through the implementation of targeted risk manage-

ment strategies and the assumption of financing risk. Moreover, corporate customers have the
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option of investing in CO: certificates, which can generate a profit.3’’ Furthermore, LBBW
provides assistance to companies engaged in the implementation of climate change mitigation
projects on a global scale, which serve to offset their own carbon dioxide emissions. This is a
voluntary emissions trading scheme in which companies or private individuals provide financial
support for climate protection projects in developing and emerging countries with the objective

of reducing emissions.?’

ESG implementation within LBBW

In addition to sustainable financing companies in accordance with ESG standards, it is essential

for LBBW to integrate ESG considerations into its own operations.®”® To this end, an ESG team
has been established whose remit is to facilitate the sustainable transformation process by ad-
dressing strategic ESG issues. The team is instrumental in propelling the sustainable transfor-
mation forward.*® LBBW has already implementing a number of measures to integrate ESG
factors. As previously outlined, LBBW has issued green bonds to finance environmentally
friendly projects, thereby addressing environmental aspect.®® Furthermore, the bank has
sourced 100% of its electricity from green sources since 2009.%% In the social domain, LBBW
deploys social bonds. In addition to green bonds, the objective is to further establish sustainable
bonds with these.33* Moreover, LBBW is firmly committed to the advancement of its employees
and social engagement.®* These two topics have already been subjected to more detailed ex-
amination. LBBW aims to address the governance aspect through the implementation of a code
of conduct, which was introduced as a code of conduct and encompasses both compliance and
ethical business practices.® Furthermore, the issue will be addressed through the high degree
of transparency and the regular assessment by independent ESG rating agencies.>® LBBW has
been assigned a favourable ESG rating by a number of independent rating agencies.®®

The analysis has demonstrated that LBBW is progressing in accordance with its newly adopted

strategic direction, namely ‘sustainable transformation’.
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4.3.4 Digitalization and Technological Transformation at LBBW

The theoretical section demonstrated that banks, and consequently LBBW, are obliged to adapt
to a revised technological standard in order to retain their competitive advantage in the market.
This part serves to illustrate the implementation of the strategic thrusts 'innovative solutions'
and, to a certain extent, ‘enhanced resilience'.® It is anticipated that this implementation will

prove resilient in the face of competitive pressure.

Digital banking

LBBW has been providing online banking services for several years. The online branch fur-
nishes customers with account information via the Internet. This tool is an efficient use of cus-
tomer time and a cost-effective solution for LBBW, as it allows the bank to redirect valuable
employee resources.®®® However, online banking is no longer a distinctive offering; it has be-
come a standard feature. The provision of electronic banking is being extended to business
customers. By providing its corporate customers with tools such as the “SFirm” finance soft-
ware and the “HBCI” interface, LBBW is able to facilitate the efficient management of their
financial affairs and the swift and seamless completion of payment transactions.>®® The SFim
finance software represents a contemporary solution for electronic banking, offering straight-
forward digital banking services tailored to the specific requirements of individual custom-
ers.®! The tools, along with others within the LBBW toolKkit, facilitate the expedient fulfilment
of customer requirements. Moreover, LBBW deploys chatbots in conjunction with digital bank-
ing solutions with the objective of enhancing the customer experience and streamlining service
automation.®®? Debtvision, a subsidiary of LBBW, was established in 2018 with the objective
of facilitating the expeditious and dependable processing of promissory note transactions via
digital channels for its clientele.3®® This initiative represents a component of the broader digital
banking ecosystem. It is one of the key European marketplaces for corporate financing.3%* The
platform enables LBBW is able to attract a considerable level of interest from investors in
promissory note loans.>® Debtvision's market presence enabled it to facilitate a record-breaking

€2.7 billion promissory note transaction for Porsche in March 2023. Debtvision’s endeavours
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illustrated the growing familiarity with digital platforms among market participants and the
benefits this brings in terms of streamlining and accelerating the process of capital raising for

customers.3%

Blockchain and cryptocurrency

LBBW was among the first to recognize the potential of blockchain technology to streamline
the processing of complex contracts, thereby reducing the time and effort typically required.3’
Consequently, LBBW commenced utilizing blockchain technology in conjunction with Daim-
ler for promissory note transactions as early as 2017.3% In 2018, a 200 million euro promissory
note transaction was conducted with Telefonica Deutschland.®® These two significant early
blockchain transactions reinforced LBBW's conviction in the efficacy of the technology. This
technology enables LBBW to conduct direct and secure, thereby offering advantages to its cus-
tomers.*®° Consequently, LBBW became a founding member of the Marco Polo network in
November 2018. This is a substantial and expanding growing trade finance network that is
based on blockchain technology. The network facilitates more effective and efficient transac-
tion processing for banks and their customers, integrating data seamlessly while reducing costs,
time, and risks.*°* In 2021, LBBW and its partners conducted trade transactions in a live envi-
ronment for the first time.*%2 Towards the end of July 2024, Berlin Hyp, a subsidiary of LBBW,
announced the inaugural blockchain covered bond. This represents a further advance in the
digitalization of the capital market, which is an important signal for LBBW's customers.*%®

In addition to blockchain technology, it is imperative for LBBW to consider cryptocurrencies.
Consequently, in April 2024, the bank entered into a partnership with Bitpanda, a company
specializing in cryptocurrencies.*®* This partnership represents a pioneering initiative in the
banking sector, positioning the institution as the inaugural traditional bank to offer cryptocur-
rency trading.*®® In the context of the collaboration, Bitpanda has made available to LBBW an
"Investing-as-a-Service™ infrastructure. Such services may include the safekeeping and sourc-

ing of cryptocurrencies, such as Bitcoin. The cryptocurrency custody platform will serve to
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complement the digital asset offering, with the intention of making it available to corporate
customers from the second half of 2024 onwards. The collaboration will establish a technical
and regulatory foundation at an early stage, thereby ensuring optimal support for the distinct

crypto strategies of corporate clients. The partnership represents a significant milestone.*%

Al applications

Al applications represent one of the most significant technological advancements of recent
years.*’ Furthermore, Al allows LBBW to capitalize on the potential for enhanced productivity
within the company and for its customers.*%® This is designated “blue.gpt” and is intended to
provide assistance to LBBW personnel. The introduction of this technology will facilitate the
personalization of products and services, as well as the manner in which the bank interacts with
its customers. It is therefore evident that the tool will play a significant role in fostering deeper
customer relationships. The solution is based on the technology underlying OpenAl's ChatGPT,
which has been augmented with LBBW-specific security standards. It is anticipated that Al
applications will be utilized by LBBW in the future for purposes of sales, risk management and
internal knowledge management.“®® In order to guarantee that employees utilize Al in an ap-
propriate manner, a variety of learning opportunities have been made available, including e-

learning, classroom training and regular office hours.*

Cloud technologies

The utilization of cloud technologies, irrespective of the specific type employed, is predicated
on the fundamental premise of customer trust. It is therefore imperative that the issues of data
protection and data security are treated with the utmost seriousness. Consequently, LBBW has
adopted a novel security paradigm that employs a sophisticated multi-cloud encryption tech-
nology from IBM.*! This approach enables LBBW to maintain comprehensive control over
the data. Moreover, the environment can be utilized across multiple cloud computing platforms

and data storage solutions.*'?
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FinTechs

Despite LBBW's efforts to align with numerous trends, as illustrated in the aforementioned
analysis, the potential for competition from FinTechs cannot be overlooked. In order to coun-
teract the aforementioned competition, LBBW has established an “Innovation Lab”. To the
greatest extent possible, this entity operates in accordance with the relevant regulations and
internal processes, emulating the characteristics of a FinTech. The Innovation Lab follows a
three-part process to guarantee that LBBW and its customers can reap the benefits of digital
advancement. The initial stage is the screening of emerging trends. This phase entails an exam-
ination of the potential impact of a digital mega- or macro-trend on LBBW. Subsequently, a
feasibility analysis is conducted, after which specific use cases and prototypes are developed.
Should these prove successful and demonstrate clear customer benefits, LBBW will consider
expanding its portfolio of offers.*'* Furthermore, LBBW engages in collaborative endeavours
with a diverse array of FinTech entities, eschewing a competitive stance and instead seeking to
benefit from their expertise. To illustrate, in 2021 LBBW entered into a collaboration agreement
with a Dutch financial technology company in the field of currency management.*** Another
illustration of a collaborative endeavour with a financial technology company is the partnership
with “Swiat”. This resulted in the development of a range of technological scenarios for LBBW
for the settlement of digital securities. From the mentioned points, it can be inferred that LBBW

perceives circumstances as an opportunity and endeavours to leverage them to its benefit.

Further technological transformations

LBBW can generate profit and benefits for its customers not only through the utilization of Al.
The favourable growth prospects also make Al an investment theme for investors seeking to
diversify their portfolios. Nevertheless, there are currently few, if any, listed companies whose
activities are exclusively focused on Al. It seems probable that this will change in the coming
years, thereby enabling investment in the shares of companies whose activities are focused on
Al. For those investors who are unwilling or unable to assess the market opportunities of com-
panies focusing on Al themselves or wish to diversify their investment risk, investment funds

with a thematic focus on Al already represent a viable alternative.**
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Moreover, LBBW must devote greater attention to the matter of cybersecurity. Cybercrime can
cost companies not only profit but also their reputation. The occurrence of cybercrime can result
in financial losses for companies, in addition to reputational damage. It is susceptible to cyberat-
tacks and must therefore implement measures to protect itself against them. Nevertheless, this
aspect requires further elaboration.**® However, this issue also affects LBBW's corporate cus-
tomers. Consequently, a dedicated cybersecurity desk has been established for these customers.
In the event of an attack, the aforementioned desk can be utilised by customers, with the objec-
tive of providing assistance. Furthermore, LBBW offers guidance to its corporate customers on

the prevention of such attacks.*’

The analysis demonstrates that LBBW is at the vanguard of numerous digital transformation-
related topics. Nevertheless, there are still numerous challenges that LBBW must address. The
digital transformation will continue to be a significant factor for LBBW in the coming years,
presenting both opportunities and risks. The initial section of the inaugural research question
was addressed in this subchapter, wherein it was demonstrated which strategic avenues LBBW
is pursuing and implementing. The following subchapter will address the second part of the

first research question by examining the success factors associated with LBBW.

4.4 Success Factors of LBBW

In the preceding sub-chapter, an in-depth analysis of the LBBW was presented. This analysis
was able to demonstrate which factors facilitate the LBBW's success, thereby establishing it as
a model for other banking institutions. This sub-chapter presents a summary of the success
factors, which will be compared in the subsequent sections of the thesis. This list also responds
to the second part of the initial research question. The mentioned success factors are referenced
in each case, with a detailed explanation of how they contribute to the success of LBBW.

e Historical development: LBBW has a long history.*!8 This historical development has af-
forded the company a number of competitive advantages. Over time, the company has es-
tablished a broad customer base in the Stuttgart region and worldwide. The bank's extensive
network of loyal medium-sized company customers provides a robust foundation that ena-
bles LBBW to effectively navigate crises.*® Moreover, through a series of mergers with

other financial institutions, the bank has accumulated a substantial reservoir of experience
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over the years. This enables the bank to provide customers with support and advice on com-
plex financial matters.*?° Furthermore, LBBW's long history evinces its resilience, as it has
endured and surmounted a multitude of economic cycles and crises. It evinces an aptitude
for adapting to novel regulatory stipulations and market circumstances.

e Ownership structure: LBBW's ownership structure is a significant contributing factor to its
success. This factor ensures a high degree of stability and trustworthiness, as evidenced by
the stabilizing influence exerted by LBBW in crises, such as the 2008 financial crisis, and
thereby protecting its customers.*?! This enables LBBW to maintain a robust capital base
and adopt a long-term perspective in major investments, in contrast to private investors,
who tend to adopt a short-term perspective. Furthermore, the public ownership structure
encourages LBBW's social commitment and sustainability initiatives, as the state has a
vested interest in these matters. Consequently, investment in these areas serves to reinforce
LBBW's public image, thereby facilitating customer retention and the acquisition of new
customers.*??

e Foreign branches: In contrast to the typical Landesbank, LBBW has a considerable number
of foreign branches in addition to its locations in Germany. These are an important success
factor.*?® These foreign branches enable LBBW to access new markets, significantly in-
crease its market potential and enhance its competitive position. Furthermore, they contrib-
ute to the diversification of LBBW's business areas. Such diversification serves to render
LBBW more resilient to economic fluctuations and crises in specific regions. Furthermore,
LBBW is able to offer comprehensive assistance to its corporate clientele through its pres-
ence in other countries. Such support serves to reinforce customer loyalty and promote the
companies in question.*?*

e Strategic directions: The preceding sections examined LBBW's historical and contemporary
strategic orientations. These factors contribute to the bank's visible success.*?® Such initia-
tives demonstrate to employees the values espoused by the bank and delineate explicit ob-
jectives. Furthermore, they have a positive external impact. These measures serve to rein-
force LBBW's digitalization and innovation processes, while simultaneously safeguarding

customer data against the threat of cyberattacks.*?® The bank has established a presence in
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the domain of sustainability, including the provision of counsel to customers on matters of
green finance, and has disseminated this information to the general public.*?” Furthermore,
the strategic directions of sustainability and digital transformation are combined in the Al

428

area with the objective of increasing the sustainability factor.*° It is similarly engaged in

social and sporting projects in Baden-Wiirttemberg, thereby enhancing its public image.*?°

LBBW provides a plethora of support services and remunerative benefits with the objective

of motivating its employees and attracting new talent.**® By pursuing all of these strategic

priorities and maintaining a commitment to the past, LBBW has demonstrated an ability to
adapt to challenging circumstances and establish a trajectory for future success.*3!

e ESG factors: In the contemporary era, ESG factors represent a significant determinant of
organizational success. It is of the utmost importance to integrate and establish this within
your company. LBBW has achieved this and incorporated it into its image through its stra-
tegic approach and other aspects, thereby demonstrating its commitment to these values.
The environmental aspect is addressed through the provision of green finance advice and
support for sustainable projects.**? The social factor is addressed through the advancement
of employees and the involvement in a multitude of projects.**®* Moreover, LBBW assists
its corporate clientele in integrating ESG considerations into their organizational struc-
tures.*** In order to address the governance aspect, LBBW adheres to the principles of trans-

parent and responsible corporate governance.*3

In the context of prevailing uncertainty, LBBW has nevertheless achieved notable outcomes,
as evidenced by its profit before taxes, among other indicators. Furthermore, the provided list

responded to the second part of the initial research question and presented the success factors.
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5 Benchmark Comparison of the Landesbank Baden-Wiirttem-
berg with German Banks

In light of the fact that only LBBW has thus far been the subject of consideration, this chapter
presents a benchmark comparison with other banks in Germany. This is intended to demonstrate
the distinctive features of the LBBW, as well as the areas in which it may be perceived as having
weaknesses. In order to achieve this, five banks are compared with LBBW. These are presented
in the following section. For the benchmark comparison, three overarching categories are con-
sidered. In the final section, a SWOT analysis is employed in order to demonstrate how LBBW
compares to the other banks and what it can learn from them. Based on this, the second research

question of the thesis, namely how LBBW compares to other German banks, can be answered.

5.1 Comparison of LBBW with Leading Systemically Important Banks in
Germany

The comparison was conducted by reviewing five banks. The following banks were included
in the comparison: Deutsche Bank, Commerzbank, DZBank, BayernLB, Helaba. Prior to an
examination of the banks themselves, it is first necessary to present the rationale behind a com-
parison with LBBW.

5.1.1 Selection Criteria and Relevance

The five banks were selected on the basis of specific and pre-established criteria.

On the one hand, Deutsche Bank, Commerzbank and DZ Bank cover all three pillars of the
German banking sector.*® Furthermore, these three banks play a significant role in the German
banking system and at international level. The two Landesbanken, BayernLB and Helaba, are
also deemed to be systemically relevant and are of particular significance for their respective
regions.**” In this context, LBBW can be compared to other systemically relevant and nation
players. Furthermore, BayernLB and Helaba, as Landesbanken, can be used as a benchmark
regarding their ownership structure, which is similar to that of LBBW.*3® The remaining three
banks, have adopted a divergent business model, which has resulted in a focus on other areas
of responsibility. Nevertheless, a comparison with LBBW is a valuable means of highlighting

the contrasts between the strategic approaches and their realization by public-sector and private-
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sector banks. Moreover, all six banks are subject to the same regulatory framework. This group
of financial institutions is subject to the regulatory supervisory regime of the ECB and the Ger-
man Federal Financial Supervisory Authority. Furthermore, the three Landesbanks are subject
to additional regulations due to their public-law ownership structure.**® The comparison
demonstrates how the different regulatory requirements shape the banks' business strategies.
The final point to be addressed is the extensive range of banking services provided by these
banks. In terms of profitability and the focus of its products, LBBW is a good compare with the
other banks.

Based on these considerations, it can be stated that these five banks are suited to serve as an
orientation for positioning LBBW in the German market.

In light of the above, it is key to inquire why UniCredit is not included in this comparison with
LBBW, given that it can also be classified as a systemically relevant institution. However,
UniCredit is not included in this analysis for several reasons. Firstly, UniCredit is primarily
represented in Germany by HypoVereinsbank, and therefore, it is sufficient to consider HypoV-
ereinsbank at this juncture. Nevertheless, the strategy of UniCredit is primarily determined by
its parent company, UniCredit.*4° For the purposes of the comparison made here, it seems rec-
ommended to compare LBBW with German banks that operate as independent national banks.
This also allows for a clearer distinction between national and international banks.

In Chapter 7, a detailed explanation is provided of why a comparison of LBBW with UniCredit
Italia still is feasible.

5.1.2 Deutsche Bank: A Global Player in Competition

Deutsche Bank was established in Berlin in 1870 and, similarly to LBBW, can trace its history
as a banking institution back many decades. It is categorized as a private bank.*#! The objective
of the bank is to ensure the long-term success and financial security of its customers. Therefore,
its primary goal is to be the ‘global house bank’ of choice for all financial matters. Conse-
quently, the bank's primary objective is to establish itself as the 'global house bank’ of choice
for all financial matters.**? In terms of the bank's operational structure, this entails a workforce
comprising 90,130 employees from 153 different nationalities, with a presence in 57 countries
worldwide. Since 2019, the bank has undergone a significant transformation in its business

model, aligning it with the principles of sustainable growth. The business model is divided into
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four client-centric business units, namely the corporate bank, the investment bank, the private
client bank and asset management.**® The corporate bank provides financial services to global
corporations and medium-sized companies, facilitating their access to capital and support for
global transactions on a global scale. In addition, the bank provides payment transaction and
credit solutions for smaller companies and self-employed professionals within Germany.*** The
investment bank provides expertise to institutional and corporate clients expertise in the areas
of risk management in interest rate and currency trading, as well as in the provision of liquidity
through financing solutions, advisory and underwriting services.**> The private client bank
serves as the primary point of contact for all financing and investment matters pertaining to
private clients in Germany.**® The asset management division offers a comprehensive range of

investment products.*4

5.1.3 Commerzbank: The Transformation from a Traditional to a Digital Bank

Commerzbank, which was established in Hamburg in 1870, is one of the German public-law
banks with almost 11 million private and corporate customers in Germany.** The bank’s strat-
egy is to provide customers with innovative products and solutions, to further enhance the cus-
tomer experience across all channels and thereby to sustainably strengthen Commerzbank's
earnings position. In order to achieve this objective, Commerzbank has adopted a three-pillar
strategy that will be in place until 2027. This strategy is based on three key principles: growth,
excellence and responsibility.*® The bank employs 42,107 people and has a presence on all
continents with 14 operational foreign branches, 32 international representative offices and five
subsidiaries. Its corporate banking business is represented in over 40 countries across the
globe.**° Similarly, Commerzbank has identified four core business areas, comparable to those
of Deutsche Bank. The four business areas in question are Private and Corporate Clients, Cor-
porate Clients, Investment Banking and Capital Markets, and Asset Management.*>! The bank
offers a range of banking services to private clients and smaller companies through a network

of approximately 400 physical branches and digital media platforms.*? As a principal partner
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for German medium-sized companies, it provides services to clients in this segment, as well as
to larger companies. The bank provides a range of financial services, including financing solu-
tions, risk management, international trade financing and individual advice.**® In the fields of
investment banking and asset management, the bank offers advice to both private and corporate
clients on a range of financial instruments, including capital markets, bonds and equities, tai-
lored to the specific needs of each client. Furthermore, the bank provides assistance to compa-

nies in the areas of capital raising, acquisitions and mergers.*>*

5.1.4 DZ Bank: The Strength of the Cooperative Network

In the 19th century, DZ Bank was established as the inaugural cooperative bank in Germany.
The most significant factors for them are sustainability, innovation, open-mindedness, perfor-
mance and partnership. The principles highlighted earlier are intended to facilitate a partner-
ship-oriented approach with customers, thereby generating societal value.*> The bank employs
approximately 33,000 individuals and has a presence in over 70 locations across the globe.*%
The bank's clients include of corporate, business, and private customers, with services provided
across a range of business sectors. For corporate customers, the bank provides a range of fi-
nancing options, offers support in risk management through interest and currency management,
and facilitates the sale and purchase of companies, as well as succession arrangements through
mergers and acquisitions.**” The institution's product range for its clients includes services re-
lating to the primary and secondary markets, custody business, transaction banking, and be-
spoke solutions for insurance companies and banking institutions seeking to comply with reg-
ulatory requirements.**® Those seeking advice and products from the private client division will

receive a bespoke service and a comprehensive range of options.*>°

5.1.5 BayernLB: Regional Focus with Global Challenges

The bank was established in 1972 and is headquartered in Munich. Its owners are the Free State
of Bavaria (75%) and the Association of Bavarian Savings Banks (25%).*° As a specialized

financial institution, it plays a significant role in providing investment finance for the German
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and Bavarian economies.*%! BayernLB has approximately 7,700 employees on a global scale.*¢?

The bank's motto is "We finance progress”, and it represents its customers as a stable and fi-
nancially robust institution with global operations. It aims to provide counsel to its customers
in all circumstances on an equal footing. The bank's client consists comprised primarily of com-
panies, financial institutions, the public sector, and the Bavarian savings banks.*®® The bank
offers advice to companies on forward-thinking matters, including sustainability, technology
and mobility.*®* In its capacity as the central bank for the savings banks in Bavaria, it serves as
a partner and provides stability.*% It offers the public sector a range of financial solutions that

provide flexibility and autonomy.*%®

5.1.6 Helaba: Sustainability and Digital Transformation as Key Factors

Helaba represents the Landesbank Hessen-Thiringen. The institution was established in 1953
and has it headquarter in Frankfurt am Main. The institution employs a workforce of over 6,000
individuals and is present in 18 locations within Germany and abroad.*®” The owners of Helaba
include the Savings Bank and Giro Association Hesse-Thuringia (50%), the State of Hesse
(30.1%), the Free State of Thuringia (3.5%), the Rheinischer Sparkassen- und Giroverband
(4.1%), the Sparkassenverband Westfalen-Lippe (4.15) and FIDES Beta and Alpha GmbH
(each 4.1%).%%8 The bank's strategic objective is to enhance the financial situation of its clients
by offering banking services that are underpinned by a set of clearly defined values. The bank's
core values are to act as a reliable partner, offering needs-based and innovative solutions; to
contribute to the long-term strength of Germany as a business location in collaboration with
savings banks; to generate profitable growth for the company; and to foster a motivating and
rewarding work environment.*®® The bank acts as a commercial bank for a diverse range of
clients, including companies, financial institutions, the public sector, commercial real estate
entities, and institutional clients. It offers them a comprehensive range of financial services and
provides them with support in the pursuit of their activities. In its capacity as a central bank for

the savings banks, it provides them with a range of financial products and services. It is the
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central bank for the savings banks in Hesse, Thuringia, North Rhine-Westphalia and Branden-
burg, thereby representing a partner for 40% of German savings banks. Additionally, it serves
as a development bank for Hesse. The development programme is designed to assist a diverse
range of individuals and entities, including private individuals, tradespeople, freelancers, as

well as municipalities and districts.*°

5.2 Comparison of the Economic Key Figures: LBBW?s Position in the Mar-
ket

In order to demonstrate a purely numerical comparison, Table 2 presents the number of em-
ployees, return on equity, core capital ratio, profit before taxes, cost-income ratio and liquidity
coverage ratio. These figures illustrate the comparative performance of the banks in question
relative to their competitors. The number of employees provides insight into the size of the
respective bank. The data presented in this table has been extracted from company and business

reports published in 2023.

LBBW 10,434 9.1% 14.6% 1,374 59.6% 150.5%
g:;f"he 90,134 7.4% 13.7% 5,700 75.1% 140%

Commerzbank 38,565 7.7% 14.7% 2,200 61% 145.4%
DZ Bank 33,622 7.4% 15.5% 3,189 56.4% 145.8%
BayernLB 8,241 12.7% 19.3% 1,441 46.8% 241.4%
Helaba 6,483 7.2% 14.7% 722 59.4% 168.3%

Table 2: Comparison of the economic key figures - German banks*"

It is evident that Deutsche Bank, Commerzbank and DZ Bank have a considerably larger work-
force than LBBW and the other two Landesbanks. Accordingly, this section will first compare

470 Helaba Profil, n.d.
471 Extracted from: LBBW Annual Report 2023, 2024; Deutsche Bank Annual Report 2023, 2024; Commerzbank
Annual Report 2023, 2024; DZ Bank Annual Report 2023, 2024; BayernLB Annual Report 2023, 2024; Helaba
Annual Report 2023, 2024
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the three Landesbanks and then LBBW with Deutsche Bank, Commerzbank and DZ Bank. The
analysis of ROE reveals that BayernLB has the highest rate at 12.7%.*’? This indicates that the
most efficient use of equity is being made in order to generate profit. However, LBBW and
Helaba also demonstrate stability. An analysis of the CETL1 ratio reveals that the three banks
are on a par with a stable value.*”® Therefore, it can be concluded that all three banks are resilient
to financial stress situations. With more than 1,300 million euros in pre-tax profits, LBBW is
well positioned.*”* This illustrates the robust operational performance and suggest that a lucra-
tive business model and strategy exists. A comparison of the cost-income and liquidity coverage
ratios reveals that the three banks are at an equivalent level in both cases. As illustrated in Table
2, the Landesbanken are all showing similarly favourable and stable performance. This can be
attributed to a number of factors. All three banks are Landesbanken have a comparable business
model with shareholders. Moreover, as systemically important banks, they are subject to the
same regulatory requirements set forth by ECB, which primarily affect CET1 and LCR.*™

To facilitate a comparison between LBBW and Deutsche Bank, Commerzbank and DZ Bank,
the absolute figures presented in Table 3 are shown in conjunction with the respective number

of employees.

LBBW 10,434 131.69€ 0.000872 0.00140 0.00571 0.01442
Deutsche Bank 90,134 63.24€ 0.000082 0.00015 0.00083 0.00155
Commerzbank 38,565 57.05€ 0.000200 0.00038 0.00158 0.00377
DZ Bank 33,622 94.85€ 0.000220 0.00046 0.00167 0.00434

Table 3: Comparison LBBW*7®
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A review of the data reveals that LBBW exhibits the best performance relatively. It exhibits the
most favourable ratios in terms of for profit before tax, ROE, CET1, cost income ratio and

liquidity coverage ratio.*’’

Based on the two analyses, which are supported by the accompanying table, it can be stated that
LBBW does not necessarily perform better than other Landesbanks. Nevertheless, it outper-
forms other traditional banking institutions that do not fall within the Landesbank category,

including Deutsche Bank, Commerzbank and DZ Bank.

5.3 Sustainability and ESG Comparison: Leading Institution’s Role in Sus-
tainable Banking

Following an objective examination of the data, this section will address the topics of sustain-
ability and ESG. In order to examine this topic, which is partly subjective in nature, in an ob-
jective manner, four different categories are considered for comparison. The following catego-
ries are considered: ESG ratings and ESG integration, environment, social and governance. In
each case, the other five banks are considered. LBBW has been excluded from the present anal-
ysis, as it has already been subjected to a comprehensive examination in Chapter 4. In order to
facilitate a structured analysis, the ESG rating and ESG integration for all banks will first be
considered. Subsequently, an analysis will be conducted of the five banks with regard to the

remaining three categories.

ESG Ratings and ESG Integration
Firstly, the ESG rating of each bank and its integration into its business model are considered

in general to provide a general insight. The ESG ratings of the banks are presented in Table 4.

LBBW A
Deutsche Bank BBB
Commerzbank BBB

DZ Bank A
BayernlLB A
Helaba A

Table 4: ESG-Rating German banks*"®

477 LBBW Annual Report 2023, 2024
478 Extracted from: MSCI, n.d.
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LBBW, DZ Bank, BayernLB and Helaba have been assigned an A rating, while Deutsche Bank
and Commerzbank have been assigned a BBB rating. Therefore, all six banks are situated within
the average range.*’

The approach LBBW takes to address the integration of ESG was discussed in Chapter 4.3.
Similarly, Deutsche Bank has incorporated its ESG strategy into its business strategy, with a
particular emphasis on sustainable financial products and responsible corporate governance.
The bank is making progress in achieving its ESG targets, but is currently facing challenges in
implementing them in global business areas.*®° The ESG strategy at Commerzbank is primarily
concerned with sustainable financing, social responsibility and transparent governance.*! In
contrast, DZ Bank places principal emphasis on rigorous sustainability objectives and the in-
corporation of ESG considerations across all business domains.* Similarly to LBBW, Bay-
ernLB and Helaba have adopted an similar approach to ESG factors.*®3

Based on this analysis, it can be posited that all banks adhere to a comparable approach,
whereby ESG factors and, consequently, the sustainability aspect represent a pivotal component
for all six banks.

5.3.1 Deutsche Bank: Sustainability Strategies in an International Context

In the environmental factor, Deutsche Bank plans to achieve carbon neutrality by 2025. This
encompasses the reduction of direct and indirect emissions, in addition to the transition to re-
newable energy sources for its buildings.*®* Additionally, the objective is to attain cumulative
target of €500 billion in sustainable financing and ESG investments by 2025.4% The bank’s
strategy relies on sustainable financing, such as green bonds or green loans, with the objective
of making a responsible contribution to the development of a more sustainable economy. This
approach is intended to send a signal to the bank's employees, customers and investors, while
also promoting competitiveness through long-term growth. 8¢

Regarding the social aspect, the Deutsche Bank has initiated a corporate social responsibility
project encompassing the domains of education, entrepreneurship, and people and communi-

ties. The objective of these initiatives is to empower employees, foster deep customer loyalty,

479 MSCI Rating, n.d.

480 Deutsche Bank ESG, n.d.

481 Commerzbank ESG, 2023

482 D7 Bank Sustainability, n.d.

483 BayernLB Sustainability, n.d.; Helaba Sustainability, n.d.
484 Frien & Karkowski, 2024

485 Deutsche Bank Sustainable Finance, n.d.

486 Deutsche Bank Green Finance, 2024
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and provide support to charitable organizations.*®” The environmental projects contribute to the
protection and regeneration of the nature environment. Educational initiatives are designed to
assist young people and young adults, while social enterprises are supported through funding
programmes. 8

In the domain of governance, Deutsche Bank is currently engaged in a process of analysis and
evaluation of its own business activities in order to identify negative impacts in its own opera-
tional processes. This constitutes an essential component of the risk management process. In
order to guarantee the efficacy of the audit, a framework for dealing with environmental and

social risks and for sustainable financing has been established.*&

5.3.2 Commerzbank: Path to Ecological Responsibility

Since 2020, Commerzbank has integrated sustainability into its corporate strategy, recognizing
the importance of aligning its activities with ESG principles and implementing appropriate
measures. Its approach is based on international standards. In general, the objective is to achieve
net-zero carbon emissions by 2050 and a climate-neutral supplier portfolio by 2040, with the
aim of benefiting for the environment. Moreover, the company plans to expand its product
range with a greater emphasis on climate protection. To address the social factor, a comprehen-
sive programme for personnel development is to be introduced, an established diversity and
health management system is to be created and social support is to be strengthened. In terms of
governance, an ESG framework for transparency is being developed, along with a comprehen-
sive compliance programme and risk management system, and detailed sustainability report-
ing.*®® Commerzbank is currently one of the largest financiers of renewable energies in Europe
and has been offering integrated sustainability in product development for corporate customers
since 2019. The institution has already implemented tools and frameworks for sustainability
management in its customer business. Furthermore, operational guidelines for corporate sus-
tainability management have been established, including guidelines pertaining to environmen-

tal matters and sustainable procurement.*%*

487 Deutsche Bank ESG, n.d.

488 Deutsche Bank Social, n.d.
489 Deutsche Bank ESG, n.d.

4% Commerzbank ESG, 2023
491 Cf. Bettina Storck, 2023, p. 7
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5.3.3 DZ Bank: Cooperative Principles and Sustainability

In the forthcoming year, DZ Bank will be broadening the scope of its ESG targets. The ex-
panded ESG targets encompass both group-wide and company-specific objectives for the forth-
coming years. Regarding environment concerns, the institution has established particular cli-
mate-related objectives and pathways for decarbonization within a number of key sectors, in-
cluding energy, automotive, steel, cement and aviation. The objective of the DZ Bank is to
achieve the near-elimination of CO- intensity in its lending business and in its own investments
in the above-mentioned sectors by 2050 at the latest.**2 The bank offers its customers assistance
in their transition to a low CO, economy by providing support for transformations and financing
measures for the economy on the road to net zero emissions.**® Additionally, the bank offers
sustainable financial products to its private customers.*** In the domain of social aspects, it is
important to DZ Bank to ensure a high level of employee satisfaction. The target is for this
figure to be over 70%. The current figure stands at 80%, thus meeting the target.*> Furthermore,
the bank assumes a social responsibility through donations and the establishment of founda-
tions.*®® In terms of governance, a strategic approach is currently being developed with the
objective of providing optimal support for this business activity. Furthermore, DZ Bank has set
a goal of achieving a 30% female representation on its boards by 2030. At the present time, the

figure stands at 23%.4%7

5.3.4 BayernLB: The Role of Regional Banks in Sustainability

The BayernLB has established comprehensive ESG standards that apply to all of its business
activities.*®® The implementation of these standards has positioned BayernLB as one of the most
sustainable banks globally, as evidenced by the ratings.**® The primary focus of BayernLB with
respect to ESG is the provision of advisory services to its clientele. In this way, they facilitate
the innovation and transformation process and thereby advance the topic of sustainability. With
regard to the environmental aspect, the BayernLB offers its customers a range of green prod-

ucts. In the social domain, the BayernLB assumes corporate responsibility and engages in social

492 Cf. DZ Bank Nachhaltigkeitshericht, 2024, pp. 11 ff.
493 Gaisdorfer, 2023

4% Cf. DZ Privatbank, 2024, pp. 3 ff.

4% Cf. DZ Bank Nachhaltigkeitsbericht, 2024, p. 14

4% DZ Bank Social, n.d.

497 Gaisdorfer, 2023

4% BayernLB Sustainability, n.d.

4% BayernLB ESG Rating, n.d.
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activities. In contrast to the approach taken by some other financial institutions, the bank’s do-
nations are concentrated on a limited number of selected projects, including “Sternstunden
e.V.”. Furthermore, the bank offers its employees the opportunity to engage in corporate vol-
unteering, whereby they are permitted to relinquish their professional obligations for a period
of up to two working days per annum in order to participate in a social project.>® At BayernLB,
the concept of corporate governance encompasses the notion of governance as a core factor.
The objective is to develop responsible and transparent corporate governance and control mech-
anisms with a view to achieving a sustainable increase in the value of the company. Further-
more, a Sustainability Board has been established to provide strategic support for the sustaina-

ble orientation of BayernLB with regard to ESG issues across all business areas.>*!

5.3.5 Helaba: Integrating ESG Strategies into Regional Banks

The final bank to be evaluated is Helaba. The bank has demonstrated its dedication to sustain-
ability through the establishment of five ESG objectives. The initial two objectives relate to the
environment. Helaba aims to reduce its own emissions as much as possible and, secondly, to
contribute to the achievement of the Paris Agreement on climate change.>®? At the present time,
the proportion of sustainable financing in the total volume of business is 51%. The bank's own
real estate sources 100% of its electricity from renewable energy sources. By 2025, the bank's
objective is to reduce its gross CO2 emissions from operations by 30%. Furthermore, the objec-
tive is to achieve a 50% share of sustainable business volume in the portfolio by 2025.°% Helaba
has identified green bonds as a key component of its sustainable finance strategy. In this way,
it aims to provide its customers with innovative and sustainable solutions.>** Two targets have
also been set for the social aspects. The promotion of diversity and investment in employees
and society are key aspects of Helaba's social strategy. Employees contributed 609 social vol-
unteering days, 4.6 million euros were invested in employee training, and 1.2 million euros
were donated and spent on sponsoring. By 2025, the proportion of female managers should be
at least 30%. Furthermore, 2.0 training/further education days per employee per year should be
utilised, and in excess of 1,000 social volunteering days per year should be provided.*® In re-

gard to the governance component, the objective is to attain a stable and favourable position in

500 BayernLB Corporate Responsibility, n.d.
501 BayernLB Corporate Governance, 2019
502 Cf. Helaba Group ESG, n.d., p. 1 f.

503 Helaba Sustainability, n.d.

504 Helaba Green Finance, n.d.
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the ESG rating.>% In regard to the governance component, the objective is to attain a stable and
favourable position in the ESG rating. In order to achieve this objective, a number of sustain-
ability-related topics have been integrated into the core business operations and supported by a
comprehensive set of guidelines.>®” Helaba is currently positioned within the top 10% of organ-

isations with regard to their ESG ratings.>®

The analysis of the five banks and LBBW reveals that, while the banks pursue similar goals,
they nevertheless set their priorities in different ways. It is evident that the implementation of
these measures varies from one bank to another, as does the extent to which they have been
implemented. Nevertheless, it is evident that the subject of sustainability and ESG is of signif-
icant importance to all banking institutions, and will continue to be so in the future. This is

evidenced by an analysis of the respective strategies and medium-term planning of the banks.

5.4 Digital Transformation in the German Banking Sector: Leading Insti-
tutions in the Digital Shift

The third comparative level is the digital transformation. In addition to sustainability, this is an
essential topic for banks in the present and future in order to meet customer needs and remain
competitive. Accordingly, this sub-chapter examines the strategies that the five comparison
banks intend to pursue with regard to digital transformation, both in the present and in the fu-
ture. It should be noted that not all topics of digital transformation will be considered, rather
only those that can be compared with LBBW will be addressed. Accordingly, the following
topics will be considered: artificial intelligence, blockchain technology, cryptocurrencies, and
cloud computing.

5.4.1 Deutsche Bank: Progress in Digital Infrastructure

Deutsche Bank is currently undergoing a significant technological transformation. The bank's
current areas of focus are the cloud, Al, and talent promotion.>®® The majority of the bank's
applications are to be stored in a public cloud to reduce maintenance and costs and increase
developer productivity.>® Al has an impact on the customer base of Deutsche Bank. In order
to leverage the effect of Al and provide recommendations to its customers, Deutsche Bank also

506 Cf. Helaba Group ESG, n.d., p. 1 f.
507 Helaba Nachhaltigkeit, n.d.

508 Helaba Sustainability, n.d.

50% Deutsche Bank Technology, n.d.
510 Deutsche Bank Cloud, n.d.
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relies on external support.®!! In December 2022, Deutsche Bank entered into a collaboration
agreement with the technology manufacturer “Nvidia”. This should increase the greater utiliza-
tion of Al and machine learning in the domains of risk management and the lending business.
The objective of Deutsche Bank is to provide an enhanced level of customer service and to
obtain data in a more expedient manner.>? In 2023, the bank is investing in the start-up “Kodex
Al”. This Al is designed to comprehend technical language and analyse documents. In the do-
main of the blockchain technology, Deutsche Bank is engaged in collaborative endeavours with
industry partners to develop a blockchain platform that can be utilized.>*® Furthermore,
Deutsche Bank is dedicated to fostering the digital competencies of its workforce to ensure

alignment with evolving trends.>*

5.4.2 Commerzbank: Digitalisation as Core Strategy

In its pursuit of digital transformation, Commerzbank has placed its trust in cloud technology.
In 2021, it was one of the founding members of the European Cloud User Coalition. The ob-
jective of this coalition is to collectively establish security standards and best practices for the
utilization of cloud technology by European financial institutions. Ultimately, this will enable
financial institutions to exercise greater autonomy in their technology choices and enhance their
competitive advantage.>®® As early as 2021, Commerzbank augmented its multi-cloud strategy
with the incorporation Google Cloud and Azure. By 2024, Commerzbank intends to operate
85% of its decentralized applications in the cloud.>® Moreover, Commerzbank has pioneered
the integration of generative Al and avatar technology in a customer-facing application, a first
in the banking sector. This project represents a new phase in the IT strategy with the objective
of providing customers with the optimal digital experience. The objective is to facilitate the
management of financial affairs in an accessible and reassuring manner, while also introducing
customers to an array of innovative financial products.®*’ In consideration of the potential ap-
plications of blockchain and cryptocurrency in mind, Commerzbank became one of the first
major German banks to obtain a crypto custody licence at the end of 2023. This enhances its

competitive position.>*®
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5.4.3 DZ Bank: The Role of Digitalisation in the Cooperative Model

DZ Bank has also adopted cloud technology. The objective is to increase the proportion of
cloud-based applications in the company's IT landscape from approximately 25% to around
60%. For instance, since 2022, the calculation of trading risks has been conducted in a cloud-
based environment.>'® In view of the growing importance of cryptocurrencies, DZ Bank is
launching its own digital custody platform for crypto assets this year. The platform is capable
of facilitating the settlement and custody of digital financial instruments. This makes DZ Bank
one of the first credit institutions to offer such a service for institutional customers based on
blockchain technology. Furthermore, DZ Bank has also expressed its intention to facilitate in-
vestment in cryptocurrencies such as Bitcoin for its customers. Consequently, it submitted an
application for a crypto custody licence in June 2023, although it has not yet been granted this
licence. Furthermore, the bank is currently developing a product that will allow retail customers
to invest directly in cryptocurrencies.>?° Since 2017, DZ Bank has been supported in the devel-
opment of Al services in terms of methodology and content. For instance, Al is employed in
the field of compliance to facilitate the sorting of legal norms. Moreover, an internal forum and
a knowledge base are available for employees to access comprehensive information on Al. It is
important to highlight the collaborative approach adopted by DZ Bank in its engagement with
FinTech partnerships. Rather than perceiving these entities as rivals, DZ Bank engages with
numerous FinTech collaborations with the objective of deriving the greatest possible benefit

for its customers.>?

5.4.4 BayernLB: Digital Change in Regional Banks

BayernLB has elected to pursue a strategic orientation predicated on a "technology offensive".
This subject constitutes the focal point of attention. Significant capital outlay is to be made in
the modernization of information technology and the associated infrastructure.?? Thus far, Bay-
ernLB has typically relied on conventional automation techniques, such as robotic process au-
tomation, which emulates human behaviour and executes it automatically. Moreover, Bay-
ernLB utilizes the Microsoft cloud world for a select number of applications. This should result

in a more modern and future-proof IT landscape. Additionally, the utilisation of cloud compu-

519 Kraft, 2022
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ting presents a multitude of prospects for BayernLB, encompassing modularisation, flexibili-
zation, automation and standardisation. Moreover, the testing of Al technologies is a relatively
straightforward process.>?® In July 2024, BayernLB successfully completed the ECB's evalua-
tion phase. The objective is to assess the potential and practical applications of financial trans-
actions with blockchain technology. The successful test represents a significant milestone in

the development of a blockchain application.®?*

5.4.5 Helaba: Digitalisation as a Success Factor in Public Banking

In June 2023, Helaba became a member of the FinTech “Cashlink” consortium. This is a request
for a preliminary license to maintain a register for crypto securities. The Blockchain technology
facilitates the complete digital issuance of securities.>?® This strategic investment aligns with
Helaba's digital agenda, as it offers enhanced value to the bank and its customers.>?® Further-
more, in late July 2024, Helaba took additional steps in the domain of Al and its implementa-
tion. The bank has initiated the implementation of ChatGPT for all employees, with the objec-
tive of integrating this technology into their daily workflows. Prior to utilizing the aforemen-
tioned Al, employees are to undergo training in its use.>?’” By May 2024, proportion of Helaba's
operations will have been automated through the use of Al to streamline the invoice receipt
process. This facilitates the processing of tasks by employees in a more expedient manner.
Similarly, Helaba participated in the ECB evaluation phase, as did BayernLB.528 In collabora-
tion with “\VVC Trade”, a FinTech partnership initiated in 2018, Helaba has pioneered the com-
plete digitization of the school certificate market for the first time. This constitutes a significant

stride towards the establishment of uniform and efficacious digital procedures at Helaba.>?°

The analysis of the digital transformation of the respective banks has revealed significant dis-
crepancies in the approach and progress among the banks. It is notable that the Landesbanks,
BayernLB and Helaba exhibit a comparatively delayed pace of advancement in comparison to
the other three banks.
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5.5 Evaluating LBBW’s Competitive Landscape: Strengths, Weaknesses,
and Strategic Insights

In the previous subchapter, the five comparison banks were assessed. This subchapter will
demonstrate how LBBW compares in the areas of sustainability and digitalization. A SWOT
analysis is conducted for each bank in order to provide a comprehensive evaluation that also
identifies areas for potential improvement within the LBBW framework.

5.5.1 Explanation and Application of SWOT-Analysis in Evaluating LBBW’s

Market Position

Prior to the implementation of a SWOT analysis, it is essential to explain the fundamental prin-
ciples of this analytical technique and to lay out its rationale for utilization in a competitive
analysis. The SWOT analysis is a strategic management tool. It can be employed to evaluate
the present circumstances of a company within the context of the market environment. The
internal view of the company encompasses its strengths and weaknesses, whereas the external
view represents the opportunities and threats that the company faces in its market environ-
ment.5% Consequently, the analysis entails a comparison between the results of the external
company environment analysis and the strengths and weaknesses profile of the internal com-
pany analysis. A further step in the process is the addition of SWOT matrix to the SWOT anal-
ysis.>31 However, this is not a focus of this thesis because it is not necessary for the considera-
tion. In the context of a SWOT analysis, the term "strengths” encompasses all characteristics of
the company that confer an advantage over competitors or enable the company to perform better
than its competitors. A “weakness” is defined as a characteristic that is disadvantageous in a
competitive environment and, as a result, has a negative impact on success. An “opportunity”
can be defined as a factor or development within the market that could prove advantageous for
a company. Conversely, “threats” may be defined as factors that have the potential to result in
disadvantages for a company, thereby weakening its position.>*? This thesis employs a SWOT
analysis is used to illustrate LBBW's position within the market environment in the areas of
sustainability and digital transformation. The SWOT analysis was selected for this purpose be-
cause the competitors and LBBW have already been subjected to analysis and the objective is
now to classify LBBW.5%
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5.5.2 Sustainability in the SWOT comparison: LBBW’s Position in the Domain
of Sustainability

The SWOT analysis should demonstrate LBBW's position in the domain of sustainability. The

principal points are illustrated in Figure 13. These will be discussed in more detail below.

Strengths Weaknesses

- Comprehensive sustainability strategy, - Dependence on traditional banking

fpeliey 2 (Al s - Complexity of implementation

= LR3I (31 £ Rl T s - Dependence on the regional economy

- Many years of experience in green finance
- Right approach to ESG ratings

SWOT-Analyse

Sustainability
Opportunities Threats

- Growing market for sustainable financial - Increased competitive pressure

products - Increasing reputational risk

- Collaborations and partnerships . Technological disparity

- Regulatory developments

Figure 13: SWOT analysis regarding sustainability

Strengths
LBBW has a number of notable strengths in the area of sustainability. They also show how

LBBW positively sets itself apart from other banks.

e Comprehensive sustainability strategy, policy and goals: LBBW has been engaged in the
pursuit of a sustainability strategy for a number of years. This strategic direction was first
defined in 2017.5%* The sustainability policy serves to provide an overarching framework
for the implementing of sustainability goals and activities throughout LBBW. Furthermore,
it offers employees with guidance in their day-to-day business activities.>® This sustaina-
bility strategy has been in place as a strategic direction within LBBW for a longer period of
time than in other banks.

e Regional roots and influence: In comparison to Deutsche Bank, Commerzbank and DZ
Bank, LBBW, as a state bank, a particularly strong historical and geographical connection
to Baden-Wurttemberg. Consequently, it offers considerably greater support for sustainable
projects in the region than these other banking institutions.>*® Moreover, LBBW has a larger

534 Wagner, 2018
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workforce than BayernLB and Helaba in terms of the number of employees alone.>*” Con-
sequently, it is able to support a greater number of projects than the other Landesbanks, due
in part to their expanded responsibilities across multiple federal states. It may therefore be
surmised that LBBW has a more pronounced regional focus on sustainable projects in Ba-
den-Wiirttemberg.>3®

Many years of experience in green finance: LBBW has considerable experience in green
finance, having identified this as a key area of interest.>3® LBBW already offers a compre-
hensive range of products and services in this field and provides guidance to its clients in
identifying the optimal solution for their needs.>*

Right approach to ESG ratings: LBBW is pursuing an appropriate course of action with
regard to its ESG ratings, as evidenced by the findings of several independent rating agen-

cies.>*

Weaknesses

While LBBW displays a number of strengths, it also shows certain weaknesses in comparison

to its competitors.

Dependence on traditional banking: As a traditional Landesbank, a significant proportion
of its business model remains anchored in traditional financing and financial products. Fur-
thermore, the pace of transformation towards a sustainable banking model is relatively grad-
ual. Additionally, the time required to bring sustainable products to market is longer than
that which can be achieved by startups.54?

Complexity of implementation: Despite the presence of a comprehensive sustainability
strategy, the integration of these principles across all business areas is a relatively time-
consuming process, largely due to the size and complexity of LBBW. Furthermore, as a
state-owned bank, LBBW is subject to a multitude of regulatory obligations. This consid-
erably complicates and prolongs the implementation of sustainability objectives.>*3
Dependence on the regional economy: Despite the fact that LBBW has numerous interna-

tional locations for a Landesbank, its primary focus remains on Baden-Wirttemberg and
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the provision of support to customers from this region.>** This results in a regional depend-
ency, with LBBW exhibiting lower market penetration than other banking institutions. Con-
sequently, in the event of economic difficulties within the region, this has a considerable
impact on LBBW, which is then unable to pursue its sustainability objectives. Moreover,
the implementation of LBBW's sustainability goals in other regions is hindered by the
bank's limited customer base in these areas, coupled with the strong presence of other state
banks and international banks.>*

Opportunities
For LBBW, as well as for other banking institutions, the domain of sustainability presents pro-

spective avenues for exploration in the forthcoming years.

Growing market for sustainable financial products: The market for sustainable investments
and products is experiencing a period of rapid growth in Germany. Over the past four years,
the proportion of financial decision-makers who have relied on ESG-linked loans has in-
creased from 1% to 17%. Therefore, the growth is considerable and is expected to continue
in the coming years. The concept of sustainability is becoming an integral part of the stra-
tegic planning process for the majority of companies. Consequently, there has been a nota-
ble shift towards green finance.>*® LBBW stands to gain from this robust growth in the
future in two distinct ways. This will enable the bank to expand its portfolio of green finance
products and, most importantly, offer them to its private customers as an investment option.
Furthermore, it can act as a partner and advisor to its corporate customers, offering guidance
on the implementation of sustainable strategies.>*’

Collaborations and partnerships: It is anticipated that there will be an increase in the number
of FinTech companies or innovative start-ups in the future. Although these entities may also
be considered competitors of LBBW, they can also serve as potential partners. Despite
LBBW:'s existing collaborations, other financial institutions, such as the DZ Bank, have
already established themselves as leaders in this field.>*® It would be farsighted for LBBW
to capitalize on this opportunity in the future by pursuing further collaborations and part-

nerships. This is already being contemplated.>*°
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e Regulatory developments: In the majority of instances, regulatory frameworks present sig-
nificant challenges for financial institutions such as LBBW when it comes to the swift im-
plementation of new initiatives. Nevertheless, rigorous ESG standards may prove advanta-
geous for LBBW, given its advantageous positioning in this domain relative to certain com-

petitors.>*

Threats

A further consideration is the potential risks associated with sustainability.

e Increased competitive pressure: As evidenced in chapter 5, all five comparison banks have
prioritized sustainability, thereby enhancing their market potential in this domain. Further-
more, other financial institutions and emerging businesses are pursuing a similar approach.
Consequently, LBBW is not only facing competition from traditional banking institutions
but also from start-ups and FinTech companies that have alternative operational strategies.
This intensifies the pressure on LBBW, compelling it to take action.>>*

e Increasing reputational risk: Furthermore, the competitive landscape intensifies the reputa-
tional risk associated with investments in sustainability, as any misstep in this domain could
potentially lead to a loss of reputation. This is particularly the case in relation to the com-
parison banks.%5?

e Technological disparity: Banks such as Commerzbank and Deutsche Bank are investing
heavily in digital support for the implementation of sustainable projects. LBBW must de-
cide for itself whether it can keep pace with the competition in this area without making
losses.

The SWOT analysis has revealed that LBBW possess a number some strengths that distinguish
it from other banking institutions and the broader competitive landscape. Furthermore, numer-
ous opportunities exist for it to capitalize on in the near future. However, the bank also exhibits
certain weaknesses that render it comparatively less attractive than its competitors. Moreover,
it is imperative that the bank addresses the potential risks in order to maintain its competitive
edge. Nevertheless, it can be stated that LBBW is at least on a par with its competitors in terms
of sustainability, particularly in comparison to other Landesbanken. In addition, it has even

established a competitive advantage in certain areas.
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5.5.3 Digital Transformation in the SWOT Comparison: LBBW’s Technological
Standing

The objective of the SWOT analysis is to illustrate LBBW's stance regarding digital transfor-
mation. Figure 14 illustrates the key points. These points will be discussed in greater detail in

the following section.

Strengths Weaknesses

- Financial resources - Outdated IT infrastructure

- Broad customer portfolio and regional - Slow adaptability
market position

- Lack of agility
- Internal digitalisation
- Right approach to ESG ratings
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Digital
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- Growing demand for digital financial - Competitive pressure
services

. . - Regulatory challenges
- Increasing number of FinTechs

) - Cybersecurity
- Use of big data and Al

Figure 14: SWOT analysis regarding digital transformation

Strengths

e Financial resources: LBBW has generated considerable profits before taxes as a conse-
quence of its business strategy.>®® The profitability of recent years has enabled LBBW to
invest in new technologies and digitization projects.

e Broad customer portfolio and regional market position: LBBW's extensive customer base
provides the company with a wealth of data. This allows the development and testing of
digital services for all customer groups.>**

e Dealing with new technologies: LBBW has established a competitive in the market through
the introduction of blockchain technology. LBBW was among the first banking institutions

in Germany to utilize blockchain technology for promissory note loans.>® Additionally, the

553 LBBW, n.d.
5% | BBW Clients, n.d.
%% Sackmann & Wagner, 2017

98



bank offers its corporate customers opportunities in the area of cryptocurrencies.>®® Further-
more, the bank is expanding its operations in the cloud computing domain.>®’

Internal digitalization: With the introduction of “blue.gpt”, LBBW is taking a significant
step forward in its internal digitalization efforts, positioning itself ahead of the peer group
banks.>%8

Cooperation with FinTechs: In order to keep pace with the ongoing technological transfor-
mation, LBBW is already engaged in collaborative initiatives with FinTechs.>® Further-

more, LBBW wants to significantly increase the number of cooperations per year.>°

Weaknesses

Outdated IT infrastructure: LBBW has a long history and has undergone numerous mergers,
resulting in the accumulation of a considerable amount of IT infrastructure. Some of this
infrastructure is outdated and cannot be replaced easily due to the interdependencies within
the structure.®! This has the effect of slowing down processes and limiting the ability of
the IT department to act. Consequently, the implementation of digitalization trends is not
feasible.

Slow adaptability: Similarly, the implementation of digital adaptations at LBBW is a more
complex process than at smaller banking institutions or start-ups. This is attributable to the
considerable scale and structural complexity of LBBW.%%? Consequently, the implementa-
tion of novel digital solutions is a protracted process.

Lack of agility: Despite the fact that LBBW has defined agility as a strategic direction for
a number of years, the bank still lacks agility, particularly in comparison to FinTechs and
other smaller banks. As with the points already mentioned, this results in a slower imple-

mentation of new, digital solutions.

Opportunities

Growing demand for digital financial services: Thus far, there has been a considerable de-
mand for digital financial services. It is anticipated that the demand for digital services will
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continue to grow in the coming years.%® Furthermore, customers will require more compre-
hensive guidance. LBBW is well-positioned to leverage these two trends to its advantage.
Increasing number of FinTechs: There are already numerous FinTechs and Startups en-
gaged in the digitalization trends and digital transformation. Nevertheless, the number of
such entities is set to increase rapidly in the years ahead.>®* LBBW can establish a compet-
itive advantage by forming strategic alliances with selected FinTechs.

Use of big data and Al: The utilisation of big data and Al enables the optimisation of ser-
vices, thereby ensuring LBBW's continued competitiveness. The potential exists for the au-
tomation of numerous banking processes, the generation of bespoke customer offerings and
the enhancement of the customer experience. Furthermore, this can facilitate the expeditious

determination of decisions.

Threats

Competitive pressure: It can be argued that the greatest risk is that of competitive pressure.
This is derived from the actions of other financial institutions and emerging technology
companies.>®® The analysis examined the activities of other banking institutions. It is nota-
ble that, despite the lack of further development, there are discernible differences in the
focus of the implementation of technological trends among these institutions. Such a strat-
egy could have a detrimental effect on the LBBW if it were to prioritise the incorrect trends.
Nevertheless, it is evident that FinTechs, start-ups and online banks are also exerting com-
petitive pressure. These institutions have focused their efforts on a select few digital finan-
cial products, resulting in the loss of customers to LBBW and other traditional banking
institutions.

Regulatory challenges: LBBW is confronted with regulatory challenges. As a systemically
important bank, it is subject to rigorous regulatory scrutiny. The implementation of these
challenges has an impact on the speed and flexibility of implementing digital solutions.>®

Cybersecurity: This represents a significant risk for LBBW. Its increased dependence on
technologies and data makes it more vulnerable to cyberattacks the majority of which are
aimed at accessing customer data. Nevertheless, LBBW is subject to strict requirements.

Still, a successful cyberattack could result in severe damage to LBBW's reputation.®®’

563 Mordorintelligence, n.d.

564 Fechter, 2022

565 Meinecke & Streim, 2023
566 |_BBW Compliance, n.d.

%67 LBBW Cybersecurity, 2023

100



The SWOT analysis has demonstrated that LBBW is more advantageously positioned than its
competitors in a number of areas pertaining to digital transformation. Nevertheless, it must
overcome a number of significant challenges. It is also imperative to consider the potential
risks, as they could inflict greater damage than those pertaining to sustainability. It can be stated
that the area of sustainability is typically served more effectively than this. This is due to the
accelerated pace of change in the digitalisation domain.

The two SWOT analyses, in conjunction with the preceding analysis of competitors, provided
an answer to the second research question, namely how LBBW is positioned in relation to its

German competitors.

5.5.4 Strategic Recommendations Based on the SWOT-Analysis

The two SWOT analyses have demonstrated that LBBW exhibits deficiencies and is confronted
with hazards in both domains. Consequently, this section, presents a series of measures for each
area, which have been developed by the authors as a contribution to the internal discourse on
how LBBW can address its weaknesses and risks. The initial focus is on the sustainability area,
where measures are considered. Subsequently, the following section will address the measures

pertaining to digital transformation.

Improvement measures in the area of sustainability

At this juncture, the specific improvement measures for LBBW in the domain of sustainability

are delineated.

e Extended range of green finance products: LBBW has already established a relatively com-
prehensive portfolio of green finance products.>®® Nevertheless, the demand for such prod-
ucts is considerable and is set to grow further in the coming years.*%® Consequently, the first
step that LBBW should take is to expand its portfolio of such products. This will enable the
bank to continue to provide its customers with the optimal level of service and meet their
needs.

e Diversification outside Stuttgart and the Baden-Wirttemberg region: Given its status as a
state bank in Baden-Wirttemberg, LBBW is primarily represented in the Stuttgart and Ba-

den-Wiirttemberg region.>’® Consequently, the bank's support is largely concentrated in this
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region, which creates a dependency.>’* To overcome this dependency, it is necessary to
provide increasing support for sustainable projects outside this area. This may be achieved
at the national or international level.

Strengthening in the ESG rating: LBBW is subject to an ESG rating. This is currently an
advantageous position.>’?> Nevertheless, efforts should be made to enhance the institution's
ESG rating. An enhanced ESG rating has the potential to differentiate the institution from
its competitors and attract customers.

Increased collaboration with FinTechs and other partnerships: In the domain of sustainabil-
ity, there have already been a few instances of collaboration with FinTechs and other part-
nerships. Furthermore, there are plans to increase the number.>” Nevertheless, it is a crucial
objective to expand collaborative endeavours in this domain in a timely manner and to re-
inforce existing partnerships. This allows LBBW to identify and monitor trends in a timelier

manner.

Improvement measures in the area of digital transformation

This section outlines the measures that LBBW has taken to enhance its digital capabilities and

the current state of its digitalization efforts.

IT infrastructure modernization: It was determined that LBBW's IT infrastructure, as a bank
that has undergone significant growth over time, exhibits certain aspects of obsolescence.>’
Consequently, it will be necessary for the bank to invest both financial and human resources
in the coming years to drive modernization forward. The implementation of this measure
should enable LBBW to remain aligned with the prevailing trends of digital transformation.
Encouraging agility: The lack of agility was identified as a potential weakness in the SWOT
analysis. It is therefore crucial to enhance the agility of both the IT infrastructure and the
entire banking institution through the implementation of agile methodologies. It is antici-
pated that this improvement will serve to reinforce the capacity for innovation.

Expansion of cybersecurity: Considering the growing prevalence of cyber threats, it is im-
perative that LBBW enhances its cybersecurity measures. Such improvements can be
achieved through employee training and enhancements to the IT infrastructure. These

measures will enable LBBW to reduce the risk of reputational damage.
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e Increased cooperation with FinTechs: As with the improvement measures in the sustaina-
bility area, LBBW must in future, as is already planned to some extent, increasingly coop-
erate with FinTechs and cooperate with them.>”® This should enable innovation trends to be
identified and adopted more quickly, thus enabling LBBW to better withstand competitive

pressure.

In addition to the previously outlined improvement measures, there are numerous others. How-
ever, these explicitly relate to the identified weaknesses and risks of the SWOT analysis. In
light of the aforementioned improvement measures, it is reasonable to posit that LBBW will be

well-positioned to pursue further development and maintain its competitive edge.
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6 In-Depth Analysis of UniCredit — Challenges and Success Strat-
egies

This chapter presents an analysis of UniCredit. The initial sub-chapter offers a comprehensive
overview of UniCredit. The second section addresses the most significant success factors. This
chapter will provide the foundation for a comparative analysis of UniCredit and LBBW in the
subsequent phase of the study. Furthermore, this chapter seeks to address the third research

question, namely, the factors that contribute to the success of UniCredit.

6.1 Strategic Analysis of UniCredit: Adapting in a Dynamic Market Envi-
ronment

First, an overview of UniCredit is given. Subsequently, a more detailed analysis is undertaken
of the technological status, sustainability and current challenges are discussed in more detail.

UniCredit represents a very significant banking entity within the European economic landscape.
The company has a significant presence in numerous European countries, with its headquarters
located in Italy.>"® In Germany, the company is known by two distinct names: UniCredit Bank
AG and Hypovereinshank.>’” As a consequence of a series of mergers and acquisitions,
UniCredit has become one of the largest financial services providers in Europe. The bank pro-

vides a comprehensive range of financial services.>’8

History
The origins of UniCredit can be traced back to the year 1870, when Banca di Genova was

established and subsequently became Credito Italiano. The constituent banks that subsequently
became part of UniCredit have even more ancient roots, dating back to 1473. UniCredit Group
was constituted in 1998 through the merger of Credito Italiano, Rolo Banca 1473 and UniCred-
ito. In the subsequent period, a considerable number of banks were consolidated to form
UniCredit Group.®” The company's expansion into the European market commenced in 2005
with the merger of two Bavarian banks.>®° In 2007, the company further consolidated its posi-
tion in Central and Eastern Europe with the acquisition of Ukrsotbank in Ukraine.58 After years

of expansion in Europe, the years from 2008 to 2010 were characterized by external challenges
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and consolidation. In 2016, the bank introduced the strategic plan, entitled ‘Transformation
2019°. The plan covers all of the bank’'s main areas in order to strengthen and optimize the
group's capital base, improving profitability and further develop business activities.>® In 2017,
UniCredit implemented the most substantial capital increase in the history of the Italian stock
exchange. It amounted to 13 billion euros.%® In 2019, the bank launched a new four-year stra-
tegic plan. However, this was adjusted just two years later by UniCredit's new management
board. UniCredit's new strategic plan, ‘Unlocked’, was launched for the period spanning 2022
to 2024. The objective is to optimize the group's current structure and to establish a transparent

long-term programme for the future.5%

Business areas and strateqgic direction

UniCredit Group is a pan-European commercial bank that provides services in Italy, Germany,
Central and Eastern Europe. The overarching objective of the organization is to facilitate pro-
gress for the community by providing optimal solutions for all stakeholders and by promoting
the potential of its customers and employees across Europe. The bank serves over 15 million
customers worldwide and is structured into four core regions and three main areas of activity.
These comprise the following three categories: Corporate, Individual and Group Payment So-
lutions. Furthermore, the organization is placing an emphasis on digital transformation and ESG
principles.®® A closer examination of the bank's areas of activity reveals its involvement in a
range of financial services, including retail banking, corporate banking, wealth management,
private banking, asset management, and investment banking. The objective is to provide cus-
tomers with optimal service and support across all customer groups through these areas of ac-
tivity.>® In order to ensure that these standards are met for its customers, UniCredit in Italy has
defined five strategic priorities under its new ‘Unlocked’ strategy:
1. Empowering and Unifying: Having a common vision, a unifying culture and a winning
mentality that promotes ownership and empowerment.*®” To reach that the approach is to
be listed as a foundation, living the three values: Integrity, Ownership and Caring, and lead-

ing by example with concrete commitment.>

582 UniCredit, 2023

583 Manager, 2017

%84 UniCredit, 2023

%85 UniCredit, n.d.

586 UniCredit Purpose, 2023

587 Cf. UniCredit Spa, 2024, p. 2
%88 UniCredit Strategy, n.d.

105



2. Simplifying and Delayering: Developing a new way of working, creating a lean, fast and
efficient organization cultivating empowerment within a clear framework.>®® UniCredit
wants to achieve this objective by a leaner structure, decisions in the right place and em-
bracing a new way of working.>%

3. Rationalizing and Strengthening: Partnerships and procurement are planned leverage Group
scale and bargaining power, to rationalize supplier contracts and build long-lasting Group
relationships.>®! UniCredit wants a mindset that encourages rationalization of the old legacy
structures and wants to build a Global ecosystem.%%

4. Investing and Growing: In employees on the front-line and UniCredit distribution channels,
in the franchise and building product ‘factories’, to deliver an unmatched and fully-fledged
product offering.>®® UniCredit wants to train its staff to deliver the best tailored offerings
and build up the factories to deliver.>%

5. Modernizing and Enhancing: With the new strategy UniCredit wants to improve digital and
in data, taking back control of core competencies, streamlining and enhancing their digital
organization and standardizing and modernizing their digital technology.*® The approach
is to take back control, rationalize and converge.°%

This strategy will be pursued until the end of the current fiscal year, with the objective of ena-

bling UniCredit to maintain its competitive position in the face of intensifying market pressures.

Locations and employees

UniCredit Group is represented by 13 banking institutions across four distinct European re-
gions. These regions are as follows: Italy, Germany, Central Europe with Austria, Czech Re-
public and Slovakia, Hungary, Slovenia and Eastern Europe with Bosnia and Herzegovina, Bul-
garia, Croatia, Romania, Serbia, (Russia). Additionally, it is also represented in France, Lux-
embourg, Spain, Switzerland, United Kingdom and intercontinentally in China, Singapore and
the USA, while not maintaining its own banking presence in these countries.’®’ By 2024,
UniCredit Group is projected to employ a workforce of over 70,000 individuals across the
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globe. Of these, 32,381 are employed in Italy and 11,473 in Germany.>® UniCredit Group en-
courage a corporate culture that fosters teamwork among employees, enabling them to serve as
a reliable partner for stakeholders.>® The organization places considerable emphasis on diver-
sity, equity and inclusion for its employees’ place. This is designed to support the realization
of employees' full potential and enable them to make a positive contribution to value creation.5%
Furthermore, UniCredit is dedicated to eliminating the gender pay gap and promotes the ad-
vancement of women in leadership roles.®

The employees of UniCredit operate within an organizational and business model. This model
allows for a certain degree of autonomy at the country level while maintaining centralized con-

trol 802

Economic analysis and key achievements

The year 2023 proved to be a successful one for UniCredit. The profit figure was considerably

higher than anticipated. The annual profit of €8.6 billion will be distributed among investors.®%

In the view of CEO Andrea Orcel, 2023 was a remarkable year, the result of three years of

transformation.%%* The financial key figures provide clear evidence of the company's success.

Accordingly, the most significant of these are presented below.

e Net profits have exhibited a notable increase, reaching €8.6 billion. There was a 54% in-
crease in net profit.6%

e Return on tangible equity: 20%.°%

e Quality Growth: €23.3 billion. Net revenue increased by 26%.5

e The ratio of CET1 was: 16.2%.5%¢

e Operational Excellence: The figure is 39.7%. The cost-to-income ratio was 7.2 per per-
SOﬂ.BOg

UniCredit has identified the most significant anticipated outcomes for the forthcoming year.

These are founded upon the recently implemented strategic plan. They are presented in the
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following. The inaugural Culture Day, which involved over 30,000 colleagues from all coun-
tries' banks, constituted a notable achievement. Furthermore, the AA MSCI ratings exhibited
an enhancement in ESG ratings.®'® A substantial investment of €100 million was allocated to
address the gender pay gap and promote diversity and inclusion. Moreover, the input of 400
employees was collected and translated into 200 measures designed to enhance simplicity. A
noteworthy decrease was observed in the number of organisational structures, with a reduction
of approximately 30%. Furthermore, processes were simplified by 25% based on the end-to-
end customer journey.5!! Insurance partnerships were rationalised by 55%, reducing the number
from 9 to 4. The Alpha Bank partnership in Greece has enabled access to 5 million clients.®*?
Annual training per employee since 2021 has been approximately 39 hours. The proportion of
the workforce engaged in digital roles has been approximately 15%. Since 2022, over 1,300
technology professionals have employed. In parallel the reduction in the number of vendors has
resulted in a 35% reduction in external daily rates.®*

These key achievements demonstrate which areas are important to UniCredit in beyond eco-

Nomic SuUccess.

6.2 UniCredit’s Path to Digital Transformation: Key Developments and In-
itiatives
This section presents the strategy that UniCredit is pursuing in order to maintain pace with

technological transformation, together with an account of its current status.

Strategy
Given that UniCredit plans to become a bank that serves the needs of Europe's future, it is

imperative that it undergoes a digital transformation to align itself with the demands of the
modern banking sector. It is therefore key that digital and data capabilities are embedded within
the banking operations in order to implement the new operating model. In the period between
2022 and 2024, the company plans to invest 2.8 billion euros with the objective of transforming
its technological infrastructure.®* A total of 2,100 individuals are to be employed in the digital
and data sector. Furthermore, four key projects will be initiated with the objective of providing

support in this area. These focus areas are: user experience, new digital offerings, payment
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value chains and cyber security. Moreover, UniCredit has identified several key priorities to
support this topic. It is regarded more prudent to develop core competencies internally rather
than purchasing them externally. The objective is that solutions are designed with the intention
of being reusable, and that investment models are constructed in a way that cost reductions are
enabled. Moreover, products must be developed at a level that ensures the delivery of superior
quality in a more expedient manner.%> From these points, it can be summarized that UniCredit
is pursuing a customer-centric approach and process optimization.®!® Furthermore, the strategy

also includes the involvement of employees in the 'digital living' culture.®’

Digital transformation

In recent years, UniCredit has implemented a series of measures aimed at digitally transforming
its operations to maintain competitiveness in the market. A significant proportion of UniCredit's
IT infrastructure has been migrated to the cloud. This has facilitated the wide spread introduc-
tion of new digital products and a reduction in IT costs.®*® The modernization process com-
menced in 2013 with the signature of a ten-year contract between UniCredit and IBM, which
supports the gradual migration of the bank's data centres to cloud solutions.®*® Nevertheless, as
of 2024, UniCredit is still engaged in efforts to identify optimal cloud solutions. In July 2024,
the company made an investment of 370 million euros in a Belgian cloud-based banking service
provider. Furthermore, in addition to the products, UniCredit also assumed responsibility for
the employees who are assigned with providing support throughout the process within the
bank 620

The bank employs Al in several areas. On the one hand, the data is employed to analyse cus-
tomer behaviour in greater detail and to create personalized offers.%?* Moreover, it is employed
to automate decision-making processes and to identify and halt fraudulent activity. The topic
of Al is introduced to employees in workshops, thus integrating it into the corporate culture.?2
Towards the end of July 2024, UniCredit initiated the launch of the inaugural Al-driven certif-
icate. This was sponsored by “ACOMEA”. The objective of the certificate is to facilitate access
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to sophisticated investment instruments for all investors, irrespective of their investment hori-
zon.*? In August 2018, UniCredit concluded its first transaction via the blockchain-based trad-
ing platform “we.trade”.5?* A platform that is no longer operational.%2° In 2019, the first com-
mercial transaction in Italy was processed via the Marco Polo blockchain platform.®? Over a
decade ago, the UniCredit founded the ‘UniCredit Start Lab’, an initiative designed to foster
collaboration with emerging technology enterprises, particularly those operating in the FinTech
space. This initiative is designed to support the growth of start-ups in Italy.®?” Furthermore,
UniCredit perceives FinTechs as potential collaborators rather than direct competitors. By the
end of 2023, UniCredit entered into a strategic collaboration with the German financial tech-
nology company “Banxware” %%

Regarding cryptocurrencies, UniCredit is currently adopting a more cautious approach. Sum-
marizing, it is evident that the bank is addresses the challenges caused by digital transformation

and new technologies in order to maintain its competitive edge.

6.3 Sustainability Strategies of UniCredit: Balancing Regulatory Pressure
and Market Opportunities

As a significant financial institution in Europe, UniCredit has established a series of objectives
around sustainability and ESG, and has initiated the implementation of several of these objec-

tives.

Sustainability strateqy

UniCredit has published a sustainability strategy comprising five levels. This is illustrated in
Figure 15.
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1. Qur ESG principles

2. Leading by example on ESG
3. Our ESG doals

4. Our key stratedgic actions

Partnering with
our clients for
a just and
fair transition

Supporting Steering our Enriching our
communities behaviour with clear risk and lending
and society commitments approach

5. Our enablers

Our Governance Model

Qur Culture

Monitoring, Reporting and Disclosure

Figure 15: UniCredit sustainability strategy®?°

The initial three levels of Figure 15 pertain to the ESG principles and the manner in which
UniCredit can exemplify these. The fourth level lays out the strategy that UniCredit intends to
pursue in order to achieve its stated objectives. The final level illustrates the resources and
actors that are necessary to implement the goals. The strategy has resulted in the formulation of
a plan that will serve as a foundation for the bank'’s potential, paving the way for future growth
and setting an exemplary precedent.5%°

Implementation of the sustainability strateqy

In order to implement its sustainability strategy, UniCredit is already implementing or planning
to implement a number of measures.53!

In October 2021, UniCredit became a member of the “Net-Zero Banking Alliance”. The bank-
ing group has pledged to align its credit and investment portfolios with net-zero emissions by
2050. Furthermore, UniCredit has made notable advancements in recent years with regard to
the reduction of its own greenhouse gas emissions.®®2 To illustrate, the company has transi-

tioned to procuring electricity from renewable sources and has enhanced its energy efficiency.
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By 2030, the objective is to achieve net zero emissions with regard to the group's own activities.
To date, 87% of the group's departments have sourced their electricity from renewable sources.
As of 2022, the company has already achieved 100% renewable electricity sourcing in Italy,
Germany, Austria, Hungary, the Czech Republic, and Slovenia.®®

ESG factors constitute a pivotal element of the company's strategic approach. These issues are
addressed in several areas within UniCredit Unlocked strategy.®** UniCredit is well positioned
in terms of its ESG rating, with an MSCI ESG rating of AA. This view is shared by other rating
agencies.%®

In the environmental sector, UniCredit is not only pursuing CO; reduction and net-zero targets,
but is also engaged in initiatives in the areas of green finance and sustainable bonds.®* In par-
ticular, it provides support for financial instruments in a number of countries. To date, the in-
stitution has issued ten green bonds of its own since 2021, with a total value of approximately
5.6 billion euros.®®” Furthermore, the bank has established explicit criteria for the financing of
sectors with a significant environmental impact, including oil, gas, and coal.®® UniCredit serves
the social aspect in several ways. On the one hand, it specifically supports socially disadvan-
taged groups with microcredits through its ‘Social Impact Banking’ programme.®3® Moreover,
it offers assistance to social education initiatives.®° It offers assistance in the form of humani-
tarian aid and financial capability training.%** The organization also espouses the values of di-
versity and inclusion in the workplace.®*? To make this more accessible to employees, employ-
ees, there are various employee networks, such as “Unicorn's network” for the LGBTIA+ com-
munity or a disability network.®*® To facilitate greater accessibility for employees, a number of
employee networks are in place, including “Unicorn's network” for the LGBTIA+ community
and a network for employees with disabilities.®** Additionally, the company strives to create a
work environment that allows employees to achieve a healthy work-life balance. The emphasis
is on the interrelated aspects of mental and physical health, career, social and financial wellbe-

ing.5*° One aspect of governance is the provision of transparent insight and reporting through
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sustainability reporting.5® Stakeholders are engaged in the decision-making process.®*’ Fur-
thermore, UniCredit is aiming to eliminating the gender pay gap in the financial sector.®*® Cur-
rently, 35% of teams are already led by women.®4°

The analysis demonstrates that UniCredit is effectively positioned as a bank, yet it also has
identified areas for improvement and challenges that it will have to address in the coming years

to maintain its effectiveness.

6.4 Current and Future Challenges of UniCredit: Analysing Market and
Corporate Risks

While UniCredit has demonstrated robust performance as a financial institution, particularly in
recent years, it is confronted with several challenges in the years ahead. Some of these will be
highlighted in this sub-section. It will be described how UniCredit is addressing these chal-
lenges, if an approach has already been established.

Geopolitical uncertainties

Italy, like other European countries, is confronted with a multitude of geopolitical uncertainties.
This also has an impact on UniCredit. The ongoing Russia-Ukraine conflict has a significant
impact on UniCredit Group. This is a consequence of the bank’s presence in Eastern Europe
and in Russia.®®° In consequence of the sanctions imposed on Russia and the prevailing eco-
nomic instability, the bank is compelled to curtail its exposure and undertake a comprehensive
re-evaluation of its activities in the region. The situation gives rise to both financial and opera-
tional risks. Nevertheless, UniCredit Group has expressed its intention to maintain an active
presence in Eastern Europe as of April 2024.5! Although, in May 2024, Russia proceeded to
freeze the accounts and assets of UniCredit Group. The decision was made in response to the
cancellation of the construction of an LNG terminal on the Baltic Sea.®®? In July 2024, the ECB
will require UniCredit Group to dismantle its Russian business. Nevertheless, UniCredit Group

is hesitant to withdraw entirely from the Russian market, citing the potential for unintended
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consequences.®® Furthermore, in addition to the ongoing conflict between Russia and Ukraine,
UniCredit Group is monitoring the increasing tensions between China and the West. The po-
tential risks posed by China are incorporated into the risk management process. While the geo-
political uncertainties pertain to the entire UniCredit Group, they also have an impact on
UniCredit in Italy.%*

Macro- and microeconomic situation in ltaly

UniCredit anticipates a further deterioration in global economic growth in both 2024 and 2025.
Nevertheless, UniCredit expect a deflationary trend that may result in inflation rates falling
below 2% by 2025. A reduction in inflation will result in a decrease in the cost of living in Italy.
Consequently, UniCredit anticipates a reduction in the demand for savings deposits and mort-
gage loans.%> However, UniCredit benefits from a higher interest rate environment, as its in-
terest income is increased due to the interest rate margin.%®® The Italian economy, which is
growing more slowly than the European average, is creating a difficult business environment.
The Italian economy is currently experiencing a period of slower growth than the European
average, which is creating a challenging business environment. Consequently, the reduced de-
mand for loans and other financial products is leading to a decline in revenue for UniCredit,
while the increased risk of payment defaults represents a significant financial risk.%’

At the microeconomic level, the burden of high unemployment is evident in the form of lower
consumer consumption. This is particularly evident in the southern regions of the country,
where regional disparities are pronounced. This presents UniCredit with the challenge of de-

veloping differentiated products and a differentiated risk management strategy.5%®

Further challenges in ltaly

The rapid changes in market and customer needs are also having an impact on UniCredit. In
particular, the increasing focus on sustainability, the ongoing digital transformation and the
investment in new technologies are influencing the business of UniCredit. In order to meet these
challenges, UniCredit has adapted its strategy to 'UniCredit Unlocked' earlier than had been

anticipated.5%°
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Furthermore, demographic change is having an impact on UniCredit. Concurrently, the com-
pany is experiencing an ageing workforce. It is becoming increasingly challenging to retain the
current staff level, particularly given the difficulty in attracting new, young, and qualified em-
ployees. In order to attract these employees, it is essential that UniCredit maintains a diverse
and equally treated workforce. This should enhance the bank's appeal.®®° Moreover, the ageing
population is also influencing the demand for financial products. Working to meet these de-
mands, UniCredit intends to implement a hybrid service model in the future that will address
the requirements of older customers and also serve customers with a higher level of digital
affinity.

This analysis demonstrates that UniCredit is currently confronted with a multitude of chal-

lenges, which it is attempting to address, albeit to a limited extent.

6.5 Success Factors of UniCredit: Strategies for Ensuring Future Competi-
tiveness

Notwithstanding the numerous challenges confronting UniCredit, the company's net profit ex-
ceeded €8.5 billion.%®* The preceding analysis has identified several factors that contribute to
success. In order to facilitate a more comprehensive understanding and comparison, the most
significant success factors are presented herewith.

On the one hand, UniCredit has implemented rigorous cost control measures with the objective
of enhancing operational efficiency. The implementation of the "UniCredit Unlocked" strategy
has enabled the company to achieve cost savings.®%? Furthermore, UniCredit was able to achieve
an increase in return on capital in the second quarter of 2024. This suggests that the capital base
is being employed effectively. In addition, UniCredit has maintained a low risk premium level.
This can be attributed to the implementation of robust risk management strategies and a prudent
approach to lending.%63

UniCredit's success is attributable to its extensive customer base and its presence in a multitude
of locations. The extensive customer base in Italy and across Europe enables UniCredit to nav-
igate crises in individual countries while reducing its reliance on any single customer segment

or geographical area.®®*
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The investment of approximately three billion euros in digital transformation and digital bank-
ing is proving instrumental in enabling UniCredit to flourish and maintain a competitive edge
in an increasingly dynamic market. The investment will facilitate the advancement of both tech-
nological capabilities and employee competencies.®®

Furthermore, in addition to the substantial investment in new technologies, UniCredit is also
allocating approximately 150 billion euros towards the realization of its ESG objectives. Such
investment will facilitate the achievement of the aforementioned goals, thereby enabling the
organization to assume a leadership position in society. This contributes to its success.%®

The sixth chapter demonstrated how UniCredit and UniCredit Group has achieved success in
Italy and also across Europe. This addresses the third research question regarding the factors
that contribute to the success of UniCredit. Furthermore, the analysis illuminated the challenges
that the entity is currently confronted with, as well as those that it is likely to encounter in the

future.

865 UniCredit Digital and data, 2024
866 UniCredit ESG, 2023
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7 Comparison of the Landesbank Baden-Wiirttemberg and
UniCredit

In this chapter, the preceding analysis of LBBW and UniCredit will be complemented by a
direct comparison of the two entities. Potential learnings for UniCredit from LBBW will be
identified. This chapter will therefore address the final research question, namely the potential
improvement measures that UniCredit could implement.

Prior to undertaking a comparison of the two banks, it is first necessary to establish whether a
comparison between them is actually a valid one. This question will be covered whether a dif-

ferent bank should be selected for analysis if the study was to be repeated.

7.1 Assessing the Comparability of LBBW and UniCredit: Opportunities
and Limitations

This sub-chapter aims to confirm the substance of a comparison between LBBW and UniCredit.

It presents a rationale for and against the comparison.

7.1.1 Justifications for Comparing LBBW and UniCredit: Strategic Similarities

Both banks are of significant importance at the regional and national levels. LBBW is one of
the largest Landesbanks in Germany, particularly in the state of Baden-Wirttemberg. The bank
further consolidates its position and influence through its large customer base in the region.®%’
As one of the largest banks in Italy and with a significant role in Central and Eastern Europe,
UniCredit demonstrates considerable influence over the Italian financial landscape.®®® Further-
more, the business models of the two banks are closer than anticipated. Both are classified as
universal banks. This indicates that they provide a comprehensive range of financial services to
a diverse customer base. Despite the divergence in their business strategies, both banks are
ultimately pursuing the same objective. The objective is to provide customers with the optimal
level of service and support.®®® The integration of ESG factors and digital transformation rep-
resents a pivotal aspect of both banks' business strategies. This is the strategy they have com-
municated to ensure their continued agility and competitiveness at times of growing market

pressures.8’
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Both banks are active within the European context. Consequently, LBBW and UniCredit are
subject to ECB regulation and are obliged to comply with its rigorous standards. They are sub-
ject to a higher level of regulation, in addition to their respective national frameworks. There-
fore, they are unable to operate in the same manner as, for instance, startups or companies in
other sectors.5”* Moreover, both banks are confronted with similar challenges and risks. These
relate to interest rate policy, inflation, and to the emergence of new market and customer re-
quirements.®”? A further similarity between the two banks is that they have successfully navi-

gated the challenges and adverse market conditions of the past years.®”

7.1.2 Identifying Key Differences: Challenges in Comparing Two Distinct Insti-

tutions

Nevertheless, there are also some reasons that call for a comparison. Firstly, LBBW is a public-
sector bank with an ownership structure. This implies that the bank is to some extent subject to
the influence of its owners.®”* In contrast, UniCredit is a publicly traded private bank. Conse-
quently, the objective of profit maximization is of greater importance to the bank in question
than it is to LBBW.57 In addition, the significant discrepancy in scale must be taken into ac-
count. LBBW has approximately 10,000 employees and is predominantly represented in Baden-
Wiirttemberg, with a presence in other countries as well.5”® In comparison, UniCredit Group
employs over 70,000 individuals and has a more substantial presence in Europe, particularly in
Italy. However, the bank has a minimal presence outside of the continent.®”” It would be remiss
to ignore the cultural and economic differences between Germany and Italy. A comparison is
rendered challenging by the multiplicity of differences. However, this is not contingent on the
selected banks, but rather on the countries in question. Consequently, this would also be the

case with other banks.

The comparison has revealed the existence of certain points that do not suggest a comparison.
On the other side, the arguments in favour of the comparability of the two institutions are more
compelling than those against. At least the comparison of the two banks represents a promising
avenue for the validation of measures for UniCredit. A comparison of LBBW with UniCredit
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is now warranted, although not within the context of Chapter 5. This is primarily due to the fact
that UniCredit, despite being significantly present in Germany through Hypovereinsbank, is an
Italian banking institution with a historical and operational focus in that country.®”® Conse-
quently, a comparison with other German banking institutions would not have been a suitable

approach.

7.2 In-Depth Comparison of Strategic Directions and Market Positions

In order to facilitate a more accurate comparison, the comparison was divided into four distinct

sections.

7.2.1 Strategic Approaches and Market Presence: A Comparative Evaluation

As one of the largest Landesbanks in Germany, LBBW has a significant presence in the domes-
tic market. The bank's business model is centred on four core areas of activity: corporate cus-
tomers, private customers, capital market business and real estate financing.%”® Their strategy
focuses strongly on sustainability, innovation, its employees and a stable capital base. In this
context, LBBW invests heavily in sustainable and socially responsible projects.%8° The institu-
tion's strategic approach is underpinned by a commitment to sustainability, innovation, its
workforce and a robust capital base. Furthermore, the bank places considerable emphasis on
cultivating long-term and stable customer relationships, particularly with medium-sized enter-
prises. It is therefore of particular importance to LBBW that regional development is facili-
tated.%8! An analysis of the bank’s annual reports reveals that its key strengths are a robust equity
base and a conservative risk management approach.®® These key figures and the ownership
structure of LBBW serve to illustrate its stability and resilience in challenging market condi-
tions.%83 As one of Europe's largest banks, UniCredit Group operates mainly in Italy, Germany
and Central and Eastern Europe.®®* The "UniCredit Unlocked" strategy is designed to enable
the bank to realize its full potential mainly in Italy. The emphasis is on sustainability, digitali-
zation and capital optimization.®® The objective is to provide optimal support to its extensive

customer base, comprising over 15 million individuals from diverse backgrounds, through the
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implementation of a tailored service model that is both customer-centric and financially sus-
tainable.®%®

A comparison of the two banks reveals that UniCredit is placing a greater emphasis on interna-
tional expansion and technological change than LBBW. UniCredit also places considerable im-
portance on its regional roots and a risk-averse approach.®®” LBBW is more resilient in the
context of global market volatility that impact have a more direct impact on UniCredit. In light
of the above-mentioned evidence and the more detailed analyses presented in Chapters 4 and
5, it can be highlighted that LBBW exhibits greater stability than UniCredit. In terms of market
positioning and competition, LBBW concentrates its efforts on medium-sized and regional
companies in Baden-Wirttemberg. To date, the bank's international presence is confined to a
limited number of locations, serving primarily to support its German customers abroad.58®
UniCredit Group has a broad international presence, offering products designed for such a con-
text.%8% This factor also serves to reinforce the stability of LBBW, as it is less vulnerable to

geopolitical risks than UniCredit due to the regional nature of its customer base.

7.2.2 Financial Performance Comparison: Key Figures and Growth Indicators

In financial year 2023, UniCredit reported a profit in excess of €9 billion, representing a record
result. This was distributed to investors.5®® Furthermore, additional parameters, such as the re-
turn on tangible equity and the cost-income ratio, indicate high efficiency. Profit was influenced
by capital optimization measures and high dividend payments, suggesting short-term financial
impacts driven by these factors.%®! In 2023, LBBW exhibited a notable enhancement in its prin-
cipal financial indicators. Furthermore, it exhibits a reduced cost-income ratio, robust capital
resources and robust growth across all business areas.®®? In comparison, UniCredit is particu-
larly impressive in terms of its short-term profitability. In contrast, LBBW prioritizes stability
and conservative risk management. Both banks reflect and objectives of their respective share-
holders.
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7.2.3 Sustainability and ESG Commitments: A Comparative Perspective

The concept of sustainability was integrated into the strategic direction of LBBW as early as
2017.%% Subsequently, the bank has provided assistance to businesses undergoing a transition
towards sustainable business models, while concurrently reducing its own CO; footprint and
offering customers green finance products. Moreover, it has a robust ESG rating and is engaged
in numerous initiatives in social and sustainable domains, aligning its operations with ESG
criteria.®®* Similarly, sustainability is a key consideration for UniCredit. The company has set
itself the objective of reducing its emissions.®® Moreover, it utilizes green bonds and ESG-
linked financing. Furthermore, the bank has received a favourable assessment from independent
rating agencies.®®® Both banks demonstrate a commitment to sustainability, investing in their
own operations as financial institutions, supporting their customers, and financing sustainable
and socially beneficial projects. LBBW has a more concentrated regional focus, whereas
UniCredit Group has distinguished itself by demonstrating a comprehensive commitment to
Italy and other countries. It is not possible to determine which bank performs better in this

area.5%’

7.2.4 Digital Transformation Initiatives: Technological Progress in Both Banks

LBBW initiated a digital transformation strategy at an early stage, thereby ensuring its ability
to remain competitive in the context of the digital revolution. This entails the digitalization of
existing processes. Furthermore, the digitalization of processes enables the company to respond
more effectively to customer needs, thus strengthening customer loyalty.5%® LBBW was notably
prompt in its adoption of novel technologies, including blockchain technology.®®® Furthermore,
the bank offers its customers advice regarding potential investments in Al and other technology-
oriented companies.”® As with sustainability, digital transformation constitutes a significant
element of the new strategy adopted by UniCredit.”®* The digitalization of business processes
represents a key driver of growth. The objective is to enhance business processes through a
series of initiatives within the banking institution, thereby facilitating a more comprehensive

and responsive customer experience. The strategy is designed to facilitate greater access to Al
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and big data.”®? Based on the most recent information available, both banks are investing sig-
nificant resources into digital transformation initiatives. However, the two institutions are pur-
suing disparate strategies. While LBBW places a greater emphasis on the provision of cus-
tomer-oriented services, UniCredit is directing its attention towards a more comprehensive dig-
ital transformation. It can be argued that LBBW is pursuing an evolutionary path to transfor-
mation, building on existing strengths. In contrast, UniCredit is pursuing a revolutionary ap-
proach to the complete overhaul of its operational framework. Consequently, LBBW is in a
favourable strategic position, particularly in the context of corporate banking. Nevertheless, the
technological transformations pursued by UniCredit are more comprehensive and, as a result,

better equipped to meet the demands of the digital future.’®®

The comparative analysis of this work has demonstrated that both LBBW and UniCredit per-
form above industry average. Both entities have demonstrated their ability to navigate challeng-

ing market and environmental conditions, resulting in commendable outcomes.

7.3 Developing Actionable Strategies for UniCredit Based on the Compar-
ative Insights

Given the superior performance of LBBW in the analysis, this sub-chapter proposes measures
for UniCredit that would enable it to improve. Three categories of measures are under consid-

eration.

7.3.1 General Strategic Recommendations for UniCredit

Primarily, UniCredit has the potential to reinforce its corporate culture through the implemen-
tation of employee development initiatives, the establishment of leadership programmes and
the facilitation of cross-border employee networking. LBBW demonstrates a profound dedica-
tion to the advancement of its personnel, both employees and managers.”® This is evidenced
by the organisation's facilitation of cross-location and cross-country celebrations, as well as
group-wide management conferences. By means of such events and other internal measures,
LBBW fosters and maintains a workforce that is both engaged and satisfied.’® UniCredit and
UniCredit Group would be well advised to consider the benefits of such cross-company events,
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given the increasing focus on leadership development and employee culture within its own or-
ganisation. Such initiatives may also be bolstered by the implementation of mentoring pro-
grammes. Those measures serve to motivate employees and managers to perform at a higher
level, while also fostering a willingness to innovate. Another general measure that can be men-
tioned is the diversification of the business model through the introduction of new market seg-
ments and products. LBBW has successfully distinguished its business model and products over
the past few years. Such differentiation has enabled the company to diversify its risk profile and
access additional sources of revenue.”® Although UniCredit has already diversified some of its
sources of income, it would be farsighted for the company to continue diversifying its market
segments, products, and customer base. Such a strategy will enable the entity in question to
respond more effectively to risks and market instability. In this regard, the bank is more vul-
nerable than LBBW.

7.3.2 Enhancing Sustainability Initiatives at UniCredit

The initial step towards enhancing sustainability and integrating ESG considerations is to
broaden the range of green finance and green bond products. LBBW is regarded as one of the
foremost issuers of green bonds in Europe, reflecting its unwavering commitment to this field.
The volume of green assets under its management is undergoing a continuous increase.”®’ Ad-
ditionally, UniCredit offers products in this field, albeit with a lesser volume than that of
LBBW. By extending its portfolio of green bonds, the bank can expand its market reach and
better serve its customer base. Furthermore, an enhancement of the ESG rating may be achieved
by augmenting the institution's backing for sustainable investments, thereby rendering it a more
appealing prospect for investors and customers. The second measure is the increased promotion
of social and environmental projects through the formation of targeted partnerships. LBBW has
established partnerships with a greater number of local and international social and environ-
mental projects than UniCredit. Sponsorship enhances the positive public image of the com-
pany, as well as its market influence and ESG rating.”® It would be farsighted for UniCredit to
expand its strategic partnerships with social and environmental projects. This could result in an
improvement in its ESG rating, a strengthening of its position as a responsible financial services
provider and a reinforcement of trust in it as a reliable partner. Furthermore, UniCredit should

direct its attention towards the promotion of renewable energies, which can be achieved through
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the implementation of targeted investments in environmental projects. LBBW is already en-
gaged in pursuing this objective through the establishment of select partnerships.”® As a con-
cluding recommendation, it is advised that the customer interaction focus be shifted towards a
greater emphasis on the range of sustainable solutions. LBBW has already established a focus
on the recommendation of sustainable financial products to its private customers. However, the
sustainability aspect is also a key topic when advising its corporate customers.”® UniCredit
may also choose to adopt this approach, with the aim of enhancing customer loyalty and satis-
faction through the provision of personalized ESG advice. Furthermore, it has the potential to
reinforce its sustainable investment operations, which could ultimately lead to sustained busi-

ness expansion.

The mentioned measures represent a mere sampling of the ways in which UniCredit can culti-

vate a sustainable future, with LBBW as a point of reference.

7.3.3 Improving Digital Transformation Efforts at UniCredit

Three measures are proposed for implementation by UniCredit with the objective of enhancing
its capacity to manage digital transformation. The initial proposal is the establishment of a ded-
icated digital innovation laboratory within UniCredit organization. This should function as a
catalyst for the screening, analysis, development and implementation of new digital products
and technologies, in a manner analogous to that observed at LBBW. The unit enables LBBW
to respond more expeditiously to prevailing trends and to dispatch experts to the bank's divi-
sions, thereby facilitating more efficacious implementation.”** Such a unit at UniCredit would
be capable of functioning as an interdisciplinary unit, thereby providing support to all areas of
the bank. For UniCredit, this measure has the potential to enhance competitiveness and foster
a culture of innovation within the institution. The second potential avenue for improvement is
the implementation of a more agile IT infrastructure. In recent years, LBBW has made signifi-
cant investments in the development of an agile IT infrastructure. This allows the bank to re-
spond more rapidly to digital trends and transformations. This infrastructure encompasses cloud
solutions that enhance the bank's flexibility.”*? UniCredit is well advised to continue with the

modernization of its IT infrastructure and an increased reliance on cloud-based solutions. The
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above-mentioned measures have the potential to reduce expenditure on IT and enhance opera-
tional efficiency. Furthermore, this will facilitate the expeditious introduction of novel digital
products and reinforce the adaptability of IT systems. The final measure under consideration is
the digitalization of customer service through the utilization of automation and Al. LBBW has
already implemented a variety of automation and Al tools in both customer service and internal
processes with the objective of enhancing the quality of customer service.”*® As a further com-
parable case study, Commerzbank has already implemented the use of an avatar based on Al
for the purpose of enhancing customer service.”** It would be farsighted for UniCredit to allo-
cate a greater proportion of its resources to the development of such applications as automated

advisory systems and Al-driven customer services.

The preceding analysis provided a response to the final research question. The implementation
of these measures has the potential to facilitate further growth and development for the
UniCredit, while simultaneously enhancing customer relationships and achieving improved
profitability.
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8 Final considerations

The final considerations of this paper are split into two parts: the conclusion and evaluation,

and the critical appraisal.

8.1 Conclusion and Evaluation of Findings

This initial sub-chapter presents and evaluates the most significant findings of the paper in a
retrospective manner.
The work had several objectives and the key objective was to assess potential enhancements
UniCredit could leverage based on the analysis and comparison with LBBW. The mentioned
objectives have been defined in response to the growing challenges traditional banking institu-
tions are facing, such as LBBW and UniCredit, while defending their position in the market
and securing success.’® Both banks, particularly LBBW, are capable addressing these chal-
lenges and achieving favourable outcomes.”*® That is why the success factors of LBBW have
been analysed and compared to those of other German banks. On this basis further analysis of
the success factors of UniCredit can conducted, leading to recommendations for action that can
for example improve profits. The recommendations for action presented here derive from a
comparison with LBBW that started with four objective questions defined as follows:
1. Which strategic directions is LBBW pursuing and what are its success factors?
2. How is LBBW positioned compared to other German banks?
3. What are the success factors of UniCredit?
4. Which improvement measures can be derived for UniCredit based on a comparison with
LBBW?
Addressing these questions, the German and Italian banking sectors were subjected to analysis
in selected aspects within the theoretical section. The research questions were subsequently
addressed in the practice-oriented sections. The initial research question highlighted that
LBBW has been pursuing five strategic directions since 2023: sustainable transformation, in-
novative solutions, enhanced resilience, inspiring employees, and social contribution.”’” These
strategic directions, in addition to those previously pursued, have an impact on the LBBW's
success factors, thereby strengthening them. In addition to the strategic directions, the historical

development, the ownership structure, the foreign branches and the implementation of the ESG

715 Research, n.d.
16 _BBW Halbjahresgewinn, n.d.
7 Cf. LBBW Annual Report 2023, 2024, p.26

126



factors were also identified as contributing to the success of the bank.*® Leading to the assess-
ment that LBBW has a solid basis for addressing present challenges, with its success factors
distributed across multiple domains. A comparison with other German banks from different
areas revealed that LBBW has been successful in establishing a strategic competitive advantage
in numerous areas, particularly in the domains of sustainability and digital transformation.’°
This allows it to distinguish itself from other banking institutions. Consequently, these two ar-
eas were subject to a more comprehensive examination in the context of a SWOT analysis for
LBBW. The SWOT analysis demonstrates that LBBW possesses a multitude of strengths in
these domains, and that a wide range of opportunities exist for the further expansion of these
strengths in the forthcoming years. However, it is also evident that the company shows certain
deficiencies that call for improvement. Furthermore, it is imperative to acknowledge potential
risks. The exact results of the SWOT analyses are shown in the Figure 16 and in Figure 17.

They are also examined in more detail in sections 5.5.2 and 5.5.3.

Strengths Weaknesses

- Comprehensive sustainability strategy, - Dependence on traditional banking

P 011"3_” e goe . - Complexity of implementation
- Regional roots and influence g

: ) - Dependence on the regional economy
- Many years of experience in green finance

- Right approach to ESG ratings
SWOT-Analyse

Sustainability
Opportunities Threats

- Growing market for sustainable financial - Increased competitive pressure

products - Increasing reputational risk

- Collaborations and partnerships _ Technological disparity

- Regulatory developments

Figure 16: Results SWOT analysis regarding sustainability

718 | BBW Uber uns, n.d.; Manager, 2009; LBBW International Business, n.d.; Weidinger & Diesch, n.d.

19 LBBW Annual Report 2023, 2024; Deutsche Bank Annual Report 2023, 2024; Commerzbank Annual Report
2023, 2024; DZ Bank Annual Report 2023, 2024; BayernLB Annual Report 2023, 2024; Helaba Annual Report
2023, 2024

127



Strengths Weaknesses

- Financial resources - Outdated IT infrastructure

- Broad customer portfolio and regional - Slow adaptability
market position o
- - Lack of agility

- Internal digitalisation
- Right approach to ESG ratings
- Cooperation with FinTechs SWOT-Analyse
Digital
Transformation
Opportunities Threats

- Grpwing demand for digital financial - Competitive pressure
services

. . - Regulatory challenges
- Increasing number of FinTechs

) - Cybersecurity
- Use of big data and Al

Figure 17: Results SWOT analysis regarding digital transformation

Complementing LBBW, an analysis was conducted on UniCredit with respect to the Italian
banking sector. Also, this bank has demonstrated its ability to navigate the current challenges
through its profitability in recent years.”?° In recent years, it has been able to expand in the areas
of sustainability and digital transformation. Consequently, it can be identified as a key factor
contributing to its success. Moreover, the company can leverage a broad international customer
base as a further advantage. UniCredit’s recently implemented strategic plan can be regarded
as a contributing factor to the bank's continued growth and development.’?* The comparison
with LBBW revealed that LBBW is better positioned than UniCredit in certain areas. UniCredit
can take actions concerning with the sustainability aspect and the digital transformation. Con-
sidering these improvement measures, it is reasonable to posit that UniCredit will be able to
further exploit its market potential and expand its profits. The improvement measures are shown
in Table 5.

20 Handelsblatt, n.d.
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Broaden the range of green

Employee development finance and green bond

nitiatives

Establishment of a digital
innovation laboratory

products
Cross-company events Enhance support for Implementation of a more
pany sustainable investments agile IT infrastructure

Expand partnerships with ~ Digitalization of customer
Mentoring programmes  social and environmental service through

projects automation and Al
Diversification of the Targeted investments in
business model renewable energies

Emphasize sustainable
- solutions in customer -
interactions

Table 5: Improvement measures for UniCredit

The identification of improvement measures for UniCredit answered the fourth and final re-
search question, achieving the objective defined add. The value of this thesis is based on its
theoretical analysis and comparison of German and Italian banking sector. From a practical
standpoint, this thesis offers a comprehensive understanding of LBBW, its key success factors,
and its role within the German banking sector. The analysis and comparison of UniCredit with
LBBW was conducted on the basis of the conclusions drawn earlier. Adding all up, the key
contribution of this thesis is the identification of potential improvement measures combined

with recommendations for UniCredit to become even more successful.

8.2 Critical Reflection

The final section of this paper provides a critical analysis and proposes further directions for
research.

As previously stated, this paper cannot be comprehensive in all areas it has touched. Still, there
are some aspects of the arguments provided that can be subjected to critical analysis.

One area open to further investigation is the selection of the comparison banks. On initial ex-
amination, LBBW and UniCredit appear to be quite different.”??> Nevertheless, there are some
points that allow for a comparison, as demonstrated in the thesis. In addition, it could be argued

that a further analysis of two banks with the same ownership structure would provide further

7221 BBW Uber uns, n.d; UniCredit, n.d.
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insights. In this thesis, however, a conscious decision was made in favour of comparing these
two banks because it does not follow standard patterns. This allows for out of boundaries in-
sights to be gained.

The choice of comparison topics should also be subjected to a critical assessment. In this in-
stance, the economic key figures were selected as an objective point of comparison. Two key
areas have been in focus of this thesis: the sustainability aspect, including ESG factors, and the
digital transformation. Nevertheless, there are several additional categories that can be subject
to comparisons. And in other categories LBBW could learn from UniCredit. The two categories
were selected by design as they represent current topics and provide a suitable basis for an
initial comparison. To provide a more comprehensive comparison, it would be beneficial to
include additional categories such as globalization or economies of scale.

A further point of criticism is that the UniCredit was not as thoroughly compared with other
Italian banks, as was the case with the LBBW. This would have provided further insights on

UniCredit's position within the Italian banking sector.

While there are aspects that can be analysed further, by its specific approach this thesis has

achieved the research objectives defined and addressed the research questions highlighted.
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